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Hong Kong Exchanges and Clearing Limited, The Stock Exchange of Hong Kong Limited and Hong Kong Securities Clearing Company Limited take
no responsibility for the contents of this prospectus, make no representation as to its accuracy or completeness and expressly disclaim any liability
whatsoever for any loss howsoever arising from or in reliance upon the whole or any part of the contents of this prospectus.

A copy of this prospectus, together with the documents specified in the paragraphs under “Documents delivered to the Registrar of Companies in Hong
Kong” in Appendix V to this prospectus, has been registered by the Registrar of Companies in Hong Kong as required by section 342C of the
Companies (Winding Up and Miscellaneous Provisions) Ordinance (Chapter 32 of the Laws of Hong Kong). The Securities and Futures Commission
and the Registrar of Companies in Hong Kong take no responsibility as to the contents of this prospectus or any other documents referred to above.

The Offer Shares have not been and will not be registered under the U.S. Securities Act or any state securities law of the United States and
may not be offered or sold, pledged or transferred within the United States except that the Offer Shares may be offered, sold or delivered
outside the United States in reliance on Regulation S.

Prior to making an investment decision, prospective investors should consider carefully all the information set forth in this prospectus,
including but not limited to the risk factors set forth in the section headed “Risk Factors” in this prospectus.

The Offer Price is expected to be fixed by agreement between the Joint Global Coordinators (for themselves and on behalf of the other Underwriters)
and us on the Price Determination Date, which is expected to be on or around Monday, 26 June 2017 or such later date as may be agreed between the
parties, but in any event no later than Tuesday, 27 June 2017. The Offer Price will not be more than HK$0.86 for each Offer Share and is expected to
be not less than HK$0.80 for each Offer Share. Investors applying for the Hong Kong Offer Shares must pay the maximum Offer Price of HK$0.86 for
each Offer Share, together with brokerage of 1%, SFC transaction levy of 0.0027% and Stock Exchange trading fee of 0.005%, subject to refund if the
Offer Price shall be lower than HK$0.86 for each Offer Share.

The Joint Global Coordinators (for themselves and on behalf of the other Underwriters) may, with our consent, reduce the number of Offer Shares and/
or the indicative Offer Price range stated above in this prospectus at any time prior to the morning of the last day for lodging applications under the
Hong Kong Public Offering. In such case, notices of the reduction of the number of Offer Shares and/or the indicative Offer Price range will be
published on the websites of the Stock Exchange at www.hkexnews.hk and our Company at www.cpmgroup.com.hk as soon as practicable following
the decision to make such a reduction, and in any event not later than the morning of the day which is the last day for lodging applications under the
Hong Kong Public Offering. If applications for the Hong Kong Offer Shares have been submitted prior to the day which is the last day for lodging
applications under the Hong Kong Public Offering, such applications can be subsequently withdrawn if the number of Offer Shares and/or the indicative
Offer Price range is so reduced. If, for whatever reason, the Joint Global Coordinators and us are unable to agree on the Offer Price by Tuesday, 27 June
2017, the Global Offering will not proceed and will lapse.

Prospective investors of the Offer Shares should note that the Underwriters are entitled to terminate their obligations under the Underwriting
Agreements by notice in writing to us given by the Joint Global Coordinators (for themselves and on behalf of the other Underwriters), upon
the occurrence of any of the events set forth in the section headed ‘“Underwriting — Underwriting arrang ts and exp - Hong Kong
Public Offering — Grounds for termination” in this prospectus at any time prior to 8:00 a.m. (Hong Kong time) on the day trading in our
Shares commences on the Stock Exchange.
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EXPECTED TIMETABLE

Conditions of the Global Offering’’ in this prospectus.

Our Company will issue an announcement in Hong Kong to be published on the website of
our Company at www.cpmgroup.com.hk and the website of the Stock Exchange at www.hkexnews.hk
if there is any change in the following expected timetable of the Global Offering. All times and dates
stated below refer to Hong Kong local times and dates. Further information on the Global Offering,
including the conditions of the Global Offering, is set forth in the section headed ‘‘Structure and

Despatch of BLUE Application Forms to the CNT Qualifying
Shareholders on orbefore . . ......... ... .. ... ... .......

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

website at www.hkeipo.hk®. ... ... ... ..o oL

Application Lists open™ . ... ... ... L

Latest time to complete payment of HK eIPO White Form
Applications by effecting internet banking transfer(s)

or PPS payment transfer(s) .............. ... ... ... ....

Latest time for giving electronic application instructions

to HKSCC® ...

Latest time for lodging WHITE, YELLOW and BLUE

Application Forms . ...... ... ... ... .. ... ..
Application Lists close™™ . ... ... ... ... ... ... ... . ...,

Expected Price Determination Date® .. ...................

Announcement of:

- the Offer Price;

.............. Monday, 19 June 2017

11:30 a.m. on Friday, 23 June 2017

11:45 a.m. on Friday, 23 June 2017

12:00 noon, on Friday, 23 June 2017

12:00 noon, on Friday, 23 June 2017

12:00 noon, on Friday, 23 June 2017

12:00 noon, on Friday, 23 June 2017

.............. Monday, 26 June 2017

- the level of applications in the Hong Kong Public Offering and the CNT Preferential Offer;

- the level of indications of interest in the International Offering; and

- the basis of allocation and the results of applications of

the Hong Kong Public Offering and the CNT Preferential Offer

to be published on the websites of the Stock Exchange at

www.hkexnews.hk and our Company

at www.cpmgroup.com.hk on or before .............

............. Thursday, 29 June 2017



EXPECTED TIMETABLE

Results of allocations in the Hong Kong Public Offering
and the CNT Preferential Offer (with successful
applicants’ identification document numbers,
where appropriate) to be available through
a variety of channels, including the websites
of the Stock Exchange at www.hkexnews.hk

and our Company at www.cpmgroup.com.hk

(further information is set forth in the section headed
“How to Apply for Hong Kong Offer Shares and CNT Reserved Shares —
11. Publication of results” in this prospectus) from...................... Thursday, 29 June 2017

Results of allocation of the Offer Shares allocated under
the Hong Kong Public Offering and the CNT Preferential Offer
(as part of the International Offering) will be available
at www.tricor.com.hk/ipo/result with a “Search by Identification

Number or Business Registration Number” function from. ................ Thursday, 29 June 2017

Despatch of HK eIPO White Form e-Auto Refund payment instructions/refund
cheques (if applicable) on or before®™ ... ... ... ... ... .. ... ... ...... Thursday, 29 June 2017

Despatch of the Share certificates or deposit of the Share

certificates into CCASS on or before® . ... ... .. . Thursday, 29 June 2017
Dealings in our Shares on the Stock Exchange to commenceon................. Friday, 30 June 2017
Notes:

(1) 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 Friday, 23 June 2017, the Application Lists will not open or close on that
day. Further information is set forth in the section headed “How to Apply for Hong Kong Offer Shares and CNT Reserved
Shares — 10. Effect of bad weather on the opening of the Application Lists” in this prospectus.

(2) 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 a payment 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.

3) Applicants who apply for Hong Kong Offer Shares by giving electronic application instructions to HKSCC should refer to
the section headed “How to Apply for Hong Kong Offer Shares and CNT Reserved Shares — 6. Applying by giving
electronic application instructions to HKSCC via CCASS” in this prospectus.

4) The Price Determination Date is expected to be on or around Monday, 26 June 2017 and, in any event, not later than
Tuesday, 27 June 2017. If, for any reason, the Offer Price is not agreed between the Joint Global Coordinators (for
themselves and on behalf of the other Underwriters) and our Company by Tuesday, 27 June 2017, the Global Offering will
not proceed and will lapse.
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EXPECTED TIMETABLE

(%) Applicants for 1,000,000 Hong Kong Offer Shares or CNT Reserved Shares or more on WHITE or BLUE Application
Forms or through the HK eIPO White Form service (as the case may be) who have indicated in their relevant Application
Forms that they wish to collect their refund cheques (where relevant) and/or Share certificates (where relevant) personally
may collect refund cheques (where relevant) and/or Share certificates (where relevant) from our Hong Kong Branch
Registrar, Tricor Investor Services Limited from 9:00 a.m. to 1:00 p.m. on Thursday, 29 June 2017 or any other day as
announced by us as the date of despatch of Share certificates/e-Auto Refund payment instructions/refund cheques.

Individuals who are eligible for personal collection must not authorise any other person(s) to make collection on their
behalf. Corporate applicants which opt for personal collection must attend by their authorised representative(s) bearing a
letter of authorisation from such corporation(s) stamped with the corporation’s chop. Both individuals and authorised
representatives (if applicable) must produce, at the time of collection, evidence of identity acceptable to our Hong Kong
Branch Registrar. Applicants for 1,000,000 Hong Kong Offer Shares or more on YELLOW Application Forms may collect
their refund cheques, if any, in person but may not elect to collect their Share certificates personally, which will be
deposited into CCASS for the credit of their designated CCASS Participants’ stock accounts or CCASS Investor
Participants’ stock accounts, as appropriated. The procedures for collection of refund cheques for YELLOW Application
Form applicants are the same as those for WHITE Application Form applicants.

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

Uncollected Share certificates and refund cheques (if any) will be despatched by ordinary post at the applicant’s own risk to
the address specified in the relevant Application Form. For further information, applicants should refer to the section
headed “How to Apply for Hong Kong Offer Shares and CNT Reserved Shares — 14. Despatch/Collection of Share
certificates and refund monies” in this prospectus.

Refund cheques/e-Auto Refund payment instructions will be despatched in respect of wholly or partially unsuccessful
applications and in respect of successful applications if the final Offer Price is less than the maximum Offer Price of
HK$0.86 for each Offer Share.

Our Company will not issue any temporary documents of title in respect of the Offer Shares. Share
certificates for the Offer Shares will become valid certificates of title only if the Global Offering has
become unconditional in all respects and the right of termination as described in the section headed
“Underwriting” in this prospectus has not been exercised, which is expected to be not later than 8:00 a.m.
on Friday, 30 June 2017.

Prospective investors of the Offer Shares should note that the Underwriters are entitled to
terminate their obligations under the Underwriting Agreements by notice in writing to us given by
the Joint Global Coordinators (for themselves and on behalf of the other Underwriters) upon the
occurrence of any of the events set forth in the section headed “Underwriting — Underwriting
arrangements and expenses — Hong Kong Public Offering — Grounds for termination” in this
prospectus at any time prior to 8:00 a.m. (Hong Kong time) on the day trading in our Shares
commences on the Stock Exchange.

Application for our Hong Kong Offer Shares will commence on Monday, 19 June 2017
through Friday, 23 June 2017, which is longer than the market practice of four days. The
application monies (including the brokerage, SFC transaction levies and Stock Exchange trading
fees) will be held by the receiving bank and on behalf of our Company after the close of the
Application Lists and the refund monies, if any, will be returned to the applicants without interest
on Thursday, 29 June 2017. Investors should be aware that the dealings in our Shares on the Stock
Exchange are expected to commence on Friday, 30 June 2017.
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IMPORTANT NOTICE TO INVESTORS

This prospectus is issued by our Company solely in connection with the Hong Kong Public
Offering and the CNT Preferential Offer and does not constitute an offer to sell or a solicitation of
an offer to buy any securities other than the Offer Shares offered by this prospectus pursuant to the
Hong Kong Public Offering and the CNT Preferential Offer. This prospectus may not be used for
the purpose of, and does not constitute, an offer or invitation in any other jurisdictions or in any
other circumstances. No action has been taken to permit a public offering of the Offer Shares in any
Jjurisdiction other than Hong Kong and no action has been taken to permit the distribution of this
prospectus in any jurisdiction other than Hong Kong (save for the CNT Preferential Offer made to
the CNT Qualifying Shareholders). The distribution of this prospectus for purpose of a public
offering 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.

You should rely only on the information contained in this prospectus and the Application
Forms to make your investment decision. We have not authorised anyone to provide you with
information that is different from what is contained in this prospectus. Any information or
representation not contained nor made in this prospectus and the Application Forms must not be
relied on by you as having been authorised by us, the Sponsor, the Joint Global Coordinators, the
Joint Bookrunners, the Underwriters, any of our or their respective directors, officers, employees,
agents or representatives or any other parties involved in the Global Offering.
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SUMMARY AND HIGHLIGHTS

This section 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 by and should be read in conjunction with, the full text of this prospectus.
You should read this prospectus in its entirety before you decide to invest in the Hong Kong Offer
Shares.

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

Various expressions used in this section are defined or explained in the section headed
“Definitions” in this prospectus.

OVERVIEW

We are a manufacturer of industrial and architectural paint and coating products under our
established brands of, among others, “Flower (%E/)”, “Giraffe (RZEBEM)” and “Toy Brand (A
J##)”. Our business was established in Hong Kong in 1932, and we are one of the well-recognised paint
and coating manufacturers in Hong Kong and the PRC. Wood painting products, including lacquers,
polyurethane coatings and baking enamels, are our principal paint and coating products. According to
Frost & Sullivan, we ranked the sixth and the fifteenth in the retailing wood coating market and the wood
coating market in the PRC in terms of revenue in 2016, respectively, with a market share of 5.9% and
1.6%".

Our brands of “Flower (#1E/E)”, “Giraffe (RZBEWE)” and “Toy Brand (Jr-2##)” are renowned
brands of paint and coating products in Hong Kong and the PRC. “Flower (#1E/#)” was awarded as
Top Brand in China Architectural Coatings Industry Award 2015 (& — F4F B E LB R4 1 4E) and
Shenzhen Famous Brand (Y14 &) in 2015. “Flower (37/E/#)” is also recognised as the Hong
Kong Top Brand (F# 4 #) for twelve consecutive years from 2006 to 2017. “Giraffe (:R5HEM)” was
recognised as the Top Brand in China Wood Coatings Industry Award 2015 (& — F. 4 H B R4 8Bk 24
J#4E). With our operating history of more than 80 years, renowned brands and high product quality, we
have established our market position in selected segments of the paint and coating market in Hong Kong
and the PRC and have the competitive strengths amongst other domestic and international branded paint
and coating products in our target markets.

According to Frost & Sullivan, the paint and coating market in the PRC is fragmented. The 10
largest manufacturers had a market share of less than 15.0% and the largest manufacturer had a market
share of 3.4% in terms of revenue in 2016. The wood coating market in the PRC, which represented 5.4%
of the paint and coating market in the PRC in terms of revenue in 2016, is more concentrated, and the 10
largest manufacturers had a total market share of 59.7% and the largest manufacturer had a market share
of 7.7% in terms of revenue in 2016. In 2016, sales of paint and coating products to customers in
retailing wood coating market accounted for 27.5% of the revenue generated from the sales of wood
coating products. The prices of retailing wood coating products are generally higher than those for
industrial use.

Our paint and coating products may be used for different applications and can be solvent-based or
water-based. During the Track Record Period, our revenue generated from the sales of solvent-based
paint and coating products represented 56.4%, 55.6% and 56.8% of our revenue generated from the sales
of industrial and architectural paint and coating products, respectively. The production of solvent-based
paint and coating products in the PRC is subject to tightening regulatory requirements. A summary of
these requirements is set forth in the section headed “Applicable Laws and Regulations” from page 70 to
page 96 of this prospectus. The following sets forth a brief description of the three principal categories of
our paint and coating products:

- Industrial paint and coating products — These paint and coating products are generally used in a
wide range of applications, such as furniture painting, manufacturing and surface finishing for
different kinds of materials, and are being used by manufacturers, renovation contractors for
property and infrastructure projects and household users.

(D) According to Frost & Sullivan, the wood coating market in the PRC can be divided into retailing wood coating market and
manufacturing wood coating market. Retailing wood coating products are sold to household users for on-site decoration and
maintenance and manufacturing wood coating products are sold to wooden furniture factories.
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SUMMARY AND HIGHLIGHTS

- Architectural paint and coating products — These paint and coating products are generally used in
property development and infrastructure projects.

- General paint and coating and ancillary products — These products include thinner, enamels and
anti-mold agents and solvent agents.

We also supply customised industrial and architectural paint and coating products upon the request
by our customers.

We have established business relationships with our customers which include distributors,
manufacturers, renovation contractors for property and infrastructure projects and household users in Hong
Kong and the PRC. During the Track Record Period, the distributors were amongst our five largest
customers and they are engaged in wholesale and retail business in Hong Kong and the PRC. In addition to
our sales to distributors, we also sell our paint and coating products directly to renovation contractors for
property and infrastructure projects and household users, and these sales are conducted by China Paint
(1932), CNT Resene and CNT Resene (Distribution) in Hong Kong and China Paint Shenzhen and its
showroom and branch companies established at different locations in the PRC.

Our administrative headquarters are in Hong Kong. During the Track Record Period, we had four
production plants, namely Shajing Production Plant, Ezhou Production Plant, Xuzhou Production Plant
and Xinfeng Production Plant. During the year ended 31 December 2016, our total designed annual
production capacity of industrial paint and coating products, architectural paint and coating products and
general paint and coating and ancillary products was 26,801.7 tonnes, 12,872.6 tonnes and 16,857.2
tonnes, respectively.

According to Frost & Sullivan, the demand for paint and coating products in the downstream
markets in the PRC, such as construction and renovation business, will continue to increase. The sales
value of paint and coating products in the PRC and Hong Kong is expected to increase at a CAGR of
5.7% and 0.4%, respectively, during the five-year period from 2017 to 2021. The forecasted growth in the
PRC is attributable to steady growth of downstream industries including building and construction,
furniture and automotive industry, increasing application of protective and environmental-friendly
coatings and continuous expansion of manufacturing industries in the PRC. However, the sales value of
retailing wood coating market decreased at a CAGR of 6.8% from 2010 to 2016 primarily because of the
slowdown in the real estate market in the PRC and the changing consumers’ preference in using factory-
made furniture. The sales value of retailing wood coating market is expected to continue to decrease at a
CAGR of 0.8% during the five-year period from 2017 to 2021.

SPIN-OFF

Prior to the Spin-Off and the Listing, the CNT Group had four business segments, namely the Paint
Business, the Investment Property Business, the Trading Business and the Other Business. The Paint
Business is one of the distinctive business segments of the CNT Group and has the longest operating
history. The Remaining Businesses are independent from the Paint Business and have different business
development directions as compared with the Paint Business.

In accordance with the requirements of Practice Note 15 of the Listing Rules, CNT will give due
regard to the interests of its shareholders by providing CNT Qualifying Shareholders with an assured
entitlement to our Shares by way of the CNT Preferential Offer. Further information on the CNT
Preferential Offer is set forth in the section headed “Structure and Conditions of the Global Offering” in
this prospectus.

The principal purpose of the Spin-Off and the Listing is to create separate listing platforms on the
Main Board for the Paint Business and the Remaining Businesses so that these business activities may
raise equity and debt financing independently according to their respective business needs. The market
positions and the valuation of the Paint Business and the Remaining Businesses are distinctively
different. Further information on the Spin-Off and the Listing is set forth in the section headed “Spin-Off
and Listing” from page 120 to page 122 in this prospectus.
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OUR COMPETITIVE STRENGTHS

Our Directors believe that we draw on a number of competitive strengths to support our business
growth. These strengths include (a) we are an established paint and coating manufacturer offering a full
range of paint and coating products; (b) we have established business relationship with distributors and
customers which operate a distribution network in Hong Kong and the PRC; (c) we have strong product
development capability; (d) our production facilities are strategically situated at different locations in the
PRC; (e) we operate in an improving industry trends and the increasing demand for environmental-
friendly paint and coating products; and (f) we have an experienced management team with proven track
record. Further information is set forth in the section headed “Business — Our competitive strengths” from
page 124 to page 127 in this prospectus.

OUR BUSINESS STRATEGIES

We aim to further strengthen our position as a well-recognised paint and coating manufacturer in
Hong Kong and the PRC by pursuing the strategies of (a) strengthening our market position in the PRC;
(b) expanding our paint and coating product portfolio for selected market segments in selected
geographical markets in the PRC; and (c) expanding our production capacity for water-based paint and
coating products. Further information is set forth in the section headed “Business — Our business
strategies” from page 127 to page 129 in this prospectus.

FINANCIAL AND OPERATIONAL INFORMATION

The following sets forth our combined audited statements of profit or loss during the Track Record
Period:
Year ended 31 December

2014 2015 2016
HK$’000 HK$°000 HK$°000

REVENUE . ... 1,131,305 867,997 937,450
Cost 0f 8aLES . . .o vt (737,417) (543,573) (590,088)
Gross Profit. . ..o vt 393,888 324,424 347,362
Other income and gains, NEt . . .. ..o vttt e 16,551 18,318 12,827
Selling and distribution eXpenses . .. .. ........ouvrerenenenenen .. (170,204) (156,063) (148,647)
Administrative eXPenses . . . ..« v vttt (98,192) (103,900) (112,227)
Other eXpenses, Net. . . ... v vttt et e (11,626) (18,050) (23,998)
FIinance CoStS. .. ..ot (3,076) (3,098) (2,050)
PROFIT BEFORE TAX . ... . e 127,341 61,631 73,267
Income tax eXPenses . . .. ..o vttt (30,192) (19,701) (17,801)
PROFIT FOR THE YEAR .. ... ... 97,149 41,930 55,466
Other comprehensive income
Other comprehensive loss to

be reclassified to profit or loss

in subsequent periods:
Exchange differences on translation

of foreign operations. .. ... ... (18,465) (38,266) (53,672)
Other comprehensive income/(loss) not to

be reclassified to profit or loss in

subsequent periods:
Remeasurement of net pension

Scheme assets ... ..ottt (281) (489) 339
Other comprehensive loss

for theyear ...... ... ... .. ... ... (18,746) (38,755) (53,333)
Total comprehensive income

for theyear .. ... ... ... .. .. ... ... 78,403 3,175 2,133
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The amount of the exchange differences represents the differences in the exchange rates between
our reporting currency and the foreign currencies at the beginning and the end of the reporting year.
These exchange differences are not charged to our combined statements of profit or loss because they are
relating to the translation of foreign operations as of the respective reporting dates and arising in the
preparation of our combined audited financial statements. The depreciation of RMB would have negative
impact on the net assets value of the Group’s PRC subsidiaries which are measured at RMB when doing
the translation to present in HK$ in the combined financial statements. For the year ended 31 December
2014 and 2015, RMB depreciated against HK$ by 2.5% and 4.5%, respectively. This resulted in a
significant exchange losses on translation of foreign operations of HK$18.5 million and HK$38.3 million
in the year ended 31 December 2014 and 2015, respectively. Due to the significant depreciation of
Renminbi in 2016 of 6.4%, the translation of Renminbi assets into HKS$ resulted in a significant exchange
loss on translation of foreign operations. Therefore, the amount of total comprehensive income was
significantly lower than the net profit during the Track Record Period. Further information on the
accounting treatment of exchange differences is set forth in the Accountants’ Report, the text of which is
set forth in Appendix I to this prospectus.

We operate a funded defined scheme for our employees in Hong Kong. Under the scheme, the
employees will be entitled to retirement benefits on attainment of the retirement age. The scheme is
administrated by an independent trustee with the assets held separately from other assets. Hence, any
change in the fair value of the scheme asset would not be charged to our combined audited statements of
profit or loss.

During the Track Record Period, our revenue amounted to HK$1,131.3 million, HK$868.0 million
and HK$937.5 million, respectively. Our revenue was decreased during the Track Record Period
primarily due to certain pricing policies implemented by us in respect of our products. This resulted in
the decreases in the sales of the distributors to their own customers and hence, our revenue was
decreased. Our revenue was increased modestly in 2016 due to the business initiatives launched by us in
response to significant decrease in our revenue in 2015. Such business initiatives include adjustment in
our pricing policy, appointment of new management team in selected regions in the PRC, appointment of
new distributors, increase in the direct sales to manufacturers and launch of new water-based paint and
coating products. Further information is set forth in the section headed “Financial Information —
Sustainability of our business in light of the deteriorating performance during the year ended
31 December 2015” from page 257 to page 266 in this prospectus.

The following sets forth our condensed combined audited statements of financial position as of
31 December 2014, 2015 and 2016:
As of 31 December
2014 2015 2016
HK$’000 HK$’000 HK$’000

NON-CUITENt @SSELS. . . v o vttt e e e e e e e e e e 236,250 234,561 225,234
Less: Non-current liabilities . .. ............ ... ... .......... (34,324) (34,538) (33,077)

201,926 200,023 192,157

CUITENt ASSELS & v v v v et e e e e e e 1,060,226 975,873 975,931
Less: Current liabilities. . .. .......... ... .. (607,527) (507,574) (489,717)
Net Current assetS . . ..o v vttt e e 452,699 468,299 486,214
NeEt ASSEtS . oottt e e e 654,625 668,322 678,371
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OUR PRODUCTS

Our products can be broadly divided into (a) industrial paint and coating products, (b) architectural
paint and coating products and (c) general paint and coating and ancillary products. Further information
is set forth in the section headed “Business — Our products” from page 129 to page 136 in this prospectus.

Industrial paint and coating products

We produce and sell both solvent-based and water-based industrial paint and coating products
under the brand names of “Flower (F1E/)”, “Giraffe ((RZEHEW)”, “Toy Brand (LA )", “Sea Rover
(H7EH)” and “Blue Rocket (B2F7/#¥)” for our customers for different applications in different industries.
Our industrial paint and coating products include wood coating, coating for machines and equipment, and
anti-corrosive paints for ships and equipment, port facilities and infrastructure facilities. We offer a wide
range of industrial paint and coating products comprising polyurethane coatings, baking enamels,
ultraviolet curing paints, lacquers, furniture paints, automotive coatings, paints for plastic, polyester auto-
body putty, light industrial paint and coating products and anti-corrosive paints. Industrial paint and
coating can be applied onto different kinds of surface materials, including wood, metal and plastic, for
different applications.

Architectural paint and coating products

We produce and sell both solvent-based and water-based architectural paint and coating products
which are marketed under the brand names of “Flower (%1E/£)”, “Golden Flower (£4%1E)”, “Giraffe
(R5HEM)”, “Resene” and “ZICERA”. Our architectural paint and coating products include coatings for
wall, floor, interior and exterior parts of buildings comprising emulsion paints, fluorocarbon coatings,
epoxy paints and exterior top coatings. Our architectural paint and coating products primarily focus on
the commercial and residential construction and maintenance markets.

General paint and coating and ancillary products

We produce and sell general paint and coating and ancillary products under the brand names of
“Flower (% 1E1E)”, “TO%Brand (BEAKE)”, “Sea Rover (it )", “FLEHT”, “Resene”, “Giraffe (15
FEN)”, “Blue Rocket (B£87h#)” and “ZICERA”, and some of which can be used for both architectural
and industrial purposes, such as thinner, enamels, anti-mold agents and solvent agents.

OUR PRODUCTION FACILITIES

Our administrative headquarters are in Hong Kong. During the Track Record Period, we had four
production plants, namely Shajing Production Plant, Ezhou Production Plant, Xuzhou Production Plant
and Xinfeng Production Plant. During the year ended 31 December 2016, our total designed annual
production capacity of industrial paint and coating products, architectural paint and coating products and
general paint and coating and ancillary products was 26,801.7 tonnes, 12,872.6 tonnes and 16,857.2
tonnes, respectively. Further information on our production facilities is set forth in the section headed
“Business — Production facilities” from page 140 to page 152 in this prospectus.

The following sets forth further information on our production facilities as of the Latest Practicable
Date:
Overall utilisation rates
during the Track Record Period

Aggregate
Location of our gross Year ended 31 December
production facilities Site area  floor area 2014 2015 2016 Principal products produced
(sq. m.) (sq. m.) % % %
Shajing Production Plant... 58,786.0  36,276.1 107.6 69.3 784  Water-based paint and coating products,

wood coatings, anti-corrosive paint and
coating products, nitrocellulose paint and
coating products, thinner, industrial paint
and coating products and solvent agents.

Ezhou Production Plant. ... 29,325.6 19,0923 113.9 70.1 93.6  Water-based paint and coating products,
wood paint and coating products,
nitrocellulose paint and coating products,
thinner, anti-corrosive paint and coating
products, industrial paint and coating
products and polyester autobody putty.

Xuzhou Production Plant™ . 36,729.8  3,661.4 114.0 50.8 10.2 Polyester autobody putty and thinner.

Xinfeng Production Plant .. 260,572.1  16,974.2 N/A 67.5 110.1  Wood paint and coating products,
nitrocellulose paint and coating products
and solvent agents.

Total 3
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Note:

@ The production activities of our Xuzhou Production Plant have been suspended since the end of May 2016 as part of our
business strategy to reallocate our production capacity and pending the grant of the work safety licences for the production
of solvent-based paint and coating products. We expect that the environmental assessment report would be completed
during the first half of 2017. If our Xuzhou Production Plant were in commercial operation, it would have produced and
sold solvent-based paint and coating products for Eastern and Central China markets.

The Shanghai Complex has not been used by us for our production requirement. The fluctuations
in the utilisation rates of each of our production plants throughout the Track Record Period were due to a
number of factors, further information on which is set forth in the section headed “Business — Production
facilities — Production facilities and utilisation rates” on page 140 to page 145 in this prospectus.

OUR REVENUE AND SALES-RELATED INFORMATION

Revenue

Our business is subject to seasonality with our sales of paint and coating products increase
generally during the second and the fourth quarters in each calendar year. The following sets forth an
analysis of our revenue by the three principal types of paint and coating products during the Track Record
Period:

Year ended 31 December
2014 2015 2016
HK$’000 % HK$’000 % HK$000 %

Industrial paint and coating products
Solvent-based ........................ 623,607 55.1 467,239 53.8 520,966 55.6
Water-based . .......... ... ..o L 2,681 0.2 5,461 0.7 6,388 0.7
Sub-total 626,288 55.3 472,700 54.5 527,354 56.3
Architectural paint and coating products
Solvent-based ............... ... ... ... 14,353 1.3 15,652 1.8 10,893 1.2
Water-based ......................... 231,710 20.5 156,506 18.0 184,144 19.6
Sub-total 246,063 21.8 172,158 19.8 195,037 20.8
General paint and coating and

ancillary products V. ........ ... 258,954 22.9 223,139 25.7 215,059 22.9
Total 1,131,305 100 867,997 100 937,450 100
Note:
(1) General paint and coating and ancillary products include thinner, enamel, solvent agent, anti-mold agent, colouring agent

and other ancillary products for paint and coating purposes.

During the Track Record Period, most of our revenue was derived from the sales of solvent-based
paint and coating products which may be subject to increasing regulatory requirements and expected
decline in market size of the retailing wood coating market.

The following sets forth the sales of industrial paint and coating products to customers in the
retailing wood coating market, manufacturing wood coating market and the non-wood paint and coating
market during the Track Record Period:

Year ended 31 December

2014 2015 2016

HK$°000 % HK$°000 % HK$'000 %

Retailing wood coating market .. ......... 501,598 80.1 405,432 85.8 417,929 79.3
Manufacturing wood coating

market. ....... ... 3,356 0.5 9,548 2.0 17,315 33
Non-wood paint and coating

market. ... 121,334 19.4 57,720 12.2 92,110 17.4

Total............ ...l 626,288 100 472,700 100 527,354 100
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During the Track Record Period, our paint and coating products sold to customers in the retailing
wood coating market amounted to HK$501.6 million and HK$405.4 million and HK$417.9 million,
respectively, representing 44.3%, 46.7% and 44.6% of our revenue.

Sales volume and average selling prices

The following sets forth the sales volume and the average selling prices of our principal products
during the Track Record Period:

Year ended 31 December
2014 2015 2016
Average Average Average
Sales selling Sales selling Sales selling
volume prices volume prices volume prices
tonne  HK$'000/ tonne  HK$’000/ tonne  HK$’000/
fonne tonne fonne
Industrial paint and coating products
solvent-based . ..................... 18,365.7 34.0 13,459.6 34.7 18,165.9 28.7
water-based .. ... 87.3 30.7 173.9 314 192.8 33.1
18.453.0 33.9 13.633.5 34.7 18.358.7 28.7
Architectural paint and coating products
solvent-based. . ..................... 828.3 17.3 899.9 17.4 559.6 19.5
water-based . . ... oL 14,780.3 15.7 9,946.3 15.7 11,351.3 16.2
15,608.6 15.8 10,846.2 15.9 11,910.9 16.4
General paint and coating and ancillary
products™ ... ... 16,518.5 14.8 14,630.2 15.1 14,849.5 14.4
Total 50,580.1 39.109.9 45.119.1
Note:
(1) General paint and coating and ancillary products include thinner, enamel, solvent agent, anti-mold agent, colouring agent

and other ancillary products for paint and coating purposes.

Gross profit and gross profit margin

The following sets forth the amount of our gross profit and the gross profit margin for each of our
principal products during the Track Record Period:

Year ended 31 December

2014 2015 2016
HK$°000 % HK$°000 % HK$'000 %

Industrial paint and coating products
Solvent-based . ....................... 227,224 36.4 184,342 39.5 200,889 38.6
Water-based . .......... ...l 1,289 48.0 2,862 52.4 3,450 54.0
Sub-total/Average 228,513 36.5 187,204 39.6 204,339 38.7
Architectural paint and coating products
Solvent-based . .............. ... .. ... 4,286 29.9 5,406 34.5 4,170 38.3
Water-based . ...l 75,573 32.6 48,829 31.2 66,932 36.3
Sub-total/Average 79,859 32.5 54,235 31.5 71,102 36.5
General paint and coating and

ancillary products . .................. 85,516 33.0 82,985 37.2 71,921 334
Total/overall gross profit/

gross profit margin . ................ 393,888 34.8 324,424 37.4 347,362 37.1
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The gross profit of our principal paint and coating products sold to customers in the retailing wood
coating market during the Track Record Period amount to HK$187.6 million, HK$163.2 million and
HK$160.9 million, respectively, and the gross profit margin was 37.4%, 40.3% and 38.5%, respectively.
The gross profit of our principal paint and coating products sold to customers in the manufacturing wood
coating market during the Track Record Period was HK$0.7 million, HK$2.8 million and HK$4.9 million
respectively, the gross profit margin was 20.8%, 29.1% and 28.6%, respectively.

SALES CHANNELS

The following diagram illustrates our sales channels in Hong Kong and the PRC:

Our Group

|
|

Distributors®

Cash and credit sales
to other customers®

v

Showroom sales

Direct sales

Re-Sellers

v ooy

Manufacturers, renovation contractors for property and
infrastructure projects and household users

Notes:

(1) The solid lines represent the sales conducted by us and the transactions recognised by us as sales. The dotted lines represent
the on-sales transactions conducted by the distributors and their re-sellers.

2) These customers will re-sell our paint and coating products to their own customers. We do not consider them as distributors
primarily because of the sales to them are not conducted on a regular basis, and they have not entered into annual
distribution agreements with us. As of the Latest Practicable Date, we had 260 customers with whom we had ongoing
business with them during the last 12 months.

3) As of 31 December 2016, we had appointed 465 distributors in Hong Kong and the PRC.

The following sets forth an analysis of our revenue generated through different sales channels for
the Track Record Period:

Year ended 31 December

2014 2015 2016
HK$’000 %  HK$’000 %  HK$000 %
Distributors
Distributors = PRC .. ............ 685,956 60.6 578,766 66.7 618,807 66.0
Distributors — Hong Kong .. .... ... 81,208 7.2 50,202 5.8 65,691 7.0
767,164 67.8 628,968 72.5 684,498 73.0
Directsales ..................... 223,973 19.8 169,903 19.6 206,911 22.1
Cash and credit sales to
other customers................ 139,052 12.3 68,616 7.9 45,373 4.8
Showroomsales.................. 1,116 0.1 510 * 668 0.1
Total 1,131,305 100 867,997 100 937,450 100
* Value insignificant
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OUR CUSTOMERS

Our customers include distributors, manufacturers and renovation contractors for property and
infrastructure projects. Customers of our industrial paint and coating products include renovation
contractors, manufacturers of various products ranging from customer electronics, machinery and
mechanical equipment, toys, electrical appliances, furniture to marine and automotive parts and
components and household users. Customers of our architectural paint and coating products principally
include renovation contractors for property and infrastructure projects.

Our paint and coating products are primarily sold to customers in Hong Kong and the PRC. As of
31 December 2016, we had 1,304 customers, including 465 distributors engaged in wholesale and retail
businesses, 713 manufacturers and 126 renovation contractors for property and infrastructure projects. As of
31 December 2016, our five largest customers have been conducting business with us for a period up to
20.2 years. All our customers, including distributors, are Independent Third Parties. Further information
on our customer is set forth in the section headed “Business — Our customers” from page 159 to page 164
in the prospectus.

The distributors consist of wholesale distributors and retail distributors in Hong Kong and the
PRC. As of the Latest Practicable Date, we had 431 distributors in the PRC and Hong Kong. Further
information on the distributors is set forth in the paragraphs under “Business — Distributors” from page
164 to page 170 in this prospectus.

During the Track Record Period, sales to our five largest customers accounted for 10.6%, 13.7%
and 15.4% of our revenue, respectively, and sales to our largest customer accounted for 2.3%, 4.3% and
4.1% of our revenue, respectively. All of the above five largest customers are Independent Third Parties
and none of our Directors, their respective associates or any Shareholders who own more than five per
cent. of our issued share capital, to the knowledge of our Directors, had any interest in any of the above
five largest customers during the Track Record Period. Except for one of our five largest customers in
2014 who was not distributor, all our five largest customers during the Track Record Period were
distributors. The amount of impairment of our trade and bills receivables during the Track Record Period
amounted to HK$13.5 million, HK$18.3 million and HK$28.3 million, respectively.

We believe that cooperating with distributors is a cost-effective means to distribute our paint and
coating products in Hong Kong and the PRC and can also help us in expanding new geographic markets.
During the Track Record Period, sales to distributors accounted for 67.8%, 72.5% and 73.0%,
respectively, of our revenue, with our five largest distributors accounting for 10.2%, 13.7% and 15.4%,
respectively, of our revenue. Our largest distributor during each of the Track Record Period accounted for
2.3%, 4.3% and 4.1%, respectively, of our revenue. Further information on the distributors is set forth in
the section headed “Business — Distributors” from page 164 to page 170 in this prospectus.

PROCUREMENT OF RAW MATERIALS AND OUR SUPPLIERS

The raw materials used by us in the production process include resin, solvent, pigment and filler,
additives and packaging materials. We procure raw materials from a number of suppliers in various
countries and places including the PRC, U.S., Japan, New Zealand, Australia, Germany, Norway, Taiwan,
Malaysia and Hong Kong.

We typically purchase raw materials based on the historical levels of sales, actual sales orders on
hand and the anticipated production requirements taking into consideration any expected fluctuation in
raw material prices and delivery delay. We do not have long-term purchase commitment or guarantee
purchase quantities with our suppliers. The terms and conditions on warranties for product quality and
return policy are set forth in the purchase orders. Pricing and production volumes are negotiated for each
purchase order. The purchase price of our raw materials generally follows market prices. During the
Track Record Period, we have not experienced any quality issue with our raw materials or shortages of
raw materials during the course of our operations or experience any difficulty in sourcing alternative
suppliers for such raw materials that materially affected our operations.
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The cost of raw materials constituted the largest component of our cost of sales and, as such,
fluctuations in the prices of our raw materials have a direct impact on our cost of sales. The raw materials
used by us amounted to HK$665.5 million, HK$470.6 million and HK$505.6 million during the Track
Record Period, respectively, representing 90.2%, 86.6% and 85.7% of the cost of sales.

Purchases from our five largest suppliers, which are Independent Third Parties, during the Track
Record Period accounted for 23.9%, 26.4% and 26.4% of our total cost of raw materials, respectively.
During the same period, purchase from our largest supplier accounted for 8.3%, 6.9% and 8.3% of our
total cost of raw materials, respectively. We maintain a number of suppliers for each type of raw material
for comparison and reducing the exposure to the reliance on any major supplier. During the Track Record
Period, we have not experienced any significant difficulty in the procurement of raw materials. Further
information on the procurement of raw materials and our suppliers is set forth in the section headed
“Business — Procurement and raw materials” and “Business — Our suppliers” from page 171 to page 177
in this prospectus.

KEY FINANCIAL RATIOS
Year ended 31 December

2014 2015 2016
Revenue growth (%) . .. ... 2.8 (23.3) 8.0
Gross profit margin (%) .. ..o 34.8 37.4 37.1
Net profit growth (%) . .. ..o oo (12.6) (56.8) 32.3
Net profit margin (%) . . ... oo v v 8.6 4.8 5.9
Return on equity (%0). . . o oo i 14.9 6.3 8.2
Return on total assets (%) . ... ... 7.5 3.5 4.6

As of 31 December

2014 2015 2016
Gearing 1atio (%) . . . v oo 22.6 25.1 17.2
Current ratio (LMeS) . . . v v vttt et e e ittt e e 1.7 1.9 2.0
Quick ratio (tIMES) . . . o oottt 1.6 1.8 1.9

The gearing ratio is based on our bank borrowing and other borrowings divided by equity
attributable to owners of our Company. Further information on the above financial ratios is set forth in
the section headed “Financial Information — Key financial ratios” from page 293 to page 294 in this
prospectus.

PRINCIPAL RISK FACTORS

There are risks associated with any investment, which may be broadly categorised into (a) risks
relating to our business, (b) risks relating to the industry in which we operate, (c) risks relating to the
PRC and (d) risks relating to the Global Offering. We believe that our major risks include:

- We rely on distributors to distribute and sell our paint and coating products.

- We are dependent on our brands, and any adverse event affecting in our brands could have a
material adverse effect on our business and financial condition and operating results.

- We face competition from both domestic and international brands of paint and coating products,
which could affect our market share and our operating results.

- Any failure by our customers to make payments to us, or any disputes over, or significant delays in
receiving such payments could materially and adversely affect our cashflows and profitability.

- We are subject to environmental laws and regulations, which could require us to incur
environmental liabilities, increase our manufacturing costs and related compliance costs or
otherwise materially and adversely affect our business, net assets, financial condition and operating
results.

Further information on the risk factors is set forth in the section headed “Risk Factors” from page
24 to page 47 in this prospectus.
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NON-COMPLIANCE INCIDENTS

Further information on our non-compliance incidents is set forth in the section headed “Business —
Non-compliance incidents” from page 202 to page 208 in this prospectus. These incidents included our
failure to make full payment of social insurance and housing fund contributions and obtain the required
licences in conducting our re-invoicing business in the PRC through branches of China Paint Shenzhen.
Our Directors do not consider that these incidents have any adverse impact on our business.

CONTROLLING SHAREHOLDERS

So far as our Directors are aware, immediately following completion of the Global Offering and
the Capitalisation Issue (assuming that all CNT Qualifying Shareholders take up their respective CNT
Preferential Offer in full and without taking into account any Shares which may be taken up under the
Global Offering and may be issued upon the exercise of the Over-allotment Option), we have the
following controlling shareholders:

Immediately after the
Global Offering and
the Capitalisation Issue

Capacity/Nature Number of Percentage of
Name of Shareholders of interest Shares held Shareholding
CNT Corporate interest 750,000,000 75.0%
CNT Enterprises Corporate interest 750,000,000 75.0%

Further information on our Controlling Shareholders is set forth in the section headed “Controlling
Shareholders and Substantial Shareholders” from page 313 to page 314 in this prospectus.

DIVIDENDS

We did not declare and pay any dividend during the Track Record Period and hence, there was no
dividend pay-out ratio. Prior to the Spin-Off and the Listing, we declared and paid a special interim
dividend of HK$180 million. After completion of the Global Offering and the Capitalisation Issue, our
Shareholders will be entitled to receive dividends declared by our Company.

Any amount of dividends to be declared and paid by our Company will be at the discretion of our
Directors taking into consideration our future operations and earnings, our business development, capital
requirements and surplus, general financial conditions, contractual restrictions and such other factors as
our Directors consider appropriate. We will not have any dividend policy or fixed dividend pay-out ratio
following the Listing. Any declaration and payment as well as the amount of dividends will be subject to
the Articles and Cayman Companies Law. Any declaration of final dividends will also require the
approval of our Shareholders in general meeting. No dividend shall be declared or paid except out of our
distributable profit and lawfully available for distribution under the Cayman Companies Law.

OFFER STATISTICS

Offersize ... ... Initially 250,000,000 Shares, representing 25.0% of the enlarged
number of Shares in issue (subject to the Over-allotment Option)
Offer structure. . . ....... .. .. .. ... 90% International Offering (including 10% for the CNT

Preferential Offer) and 10% Hong Kong Public Offering (subject
to re-allocation and the Over-allotment Option)

Over-allotment Option . ................... Up to 15% of the initial number of our Offer Shares
OfferPrice .......... ... i, HK$0.80 to HK$0.86 for each Share

Based on the low end of the Based on the high end of the
indicative range of the Offer indicative range of the Offer

Price of HK$0.80 Price of HK$0.86
Market capitalisation of our Shares™™ ......... HK$800.0 million HK$860.0 million
Pro forma adjusted combined net tangible asset
value for each Share®.................. HK$0.839 HK$0.854
Notes:
(1) All statistics in this table are based on the assumption that the Over-allotment Option is not exercised. The calculation of

the market capitalisation is based on 1,000,000,000 Shares which are expected to be issued and outstanding following
completion of the Global Offering and the Capitalisation Issue.
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2) The unaudited pro forma adjusted combined net tangible assets for each Share is calculated based on 1,000,000,000 Shares,
being the number of Shares expected to be in issue immediately following completion of shares of the Global Offering
without taking into account of any Shares which may be allotted and issued pursuant to the exercise of the Over-allotment
Option.

The unaudited pro forma adjusted combined net tangible assets attributable to owners of our Company does not take into
account a special interim dividend of HK$180 million declared and paid by our Company prior to completion of the Spin-
Off and the Listing. Had the special interim dividend been taken into account, the unaudited pro forma adjusted combined
net tangible assets for each Share would be HK$0.674 (based on the high-end of the indicative range of the Offer Price of
HK$0.86) and HK$0.659 (based on the low-end of the indicative range of the Offer Price of HK$0.80).

USE OF NET PROCEEDS FROM THE GLOBAL OFFERING

Our Directors estimate that we will receive net proceeds from the Global Offering of HK$168.2
million, after deducting the underwriting fees and estimated expenses for the Listing paid and payable by
us, assuming that the Offer Price is HK$0.83, being the mid-point of the indicative range of the Offer
Price stated in this prospectus. We intend to use the net proceeds from the Global Offering for the
following purposes:

- HK$78.5 million or 46.7%, will be used for the construction of our Xinfeng Production Plant,
including the construction of the infrastructure, office buildings, staff accommodation and related
electricity and environmental protection facilities and the purchase of the required plant and
machinery for the production of water-based paint and coating products; establishment of a paint
and coating product research and development centre; and the construction of three dangerous
goods warehouses for the solvent-based paint and coating products produced.

- HK$19.1 million or 11.3%, will be used for the repayment of our bank loans.

- HK$42.0 million or 25.0%, will be budgeted for pursuing acquisitions of businesses or production
assets.

- HK$28.6 million or 17.0%, will be used for our sales and marketing campaigns.

Further information is set forth in the section headed “Future Plans and Use of Net Proceeds from
the Global Offering” from page 211 to page 213 in this prospectus.

LISTING EXPENSES

Listing expenses directly attributable to issuing new Shares are recognised in equity, while other
Listing expenses are recognised as administrative expenses.

Assuming that the Over-allotment Option is not exercised, the total amount of expenses incurred
for the Listing is estimated to be HK$39.3 million (based on the mid-point of the indicative range of the
Offer Price of HK$0.83). We incurred and charged to our combined statements of profit or loss a total of
HK$15.3 million for the Listing during the year ended 31 December 2016. We expect that a total amount
of HK$6.9 million will be charged to our combined statements of profit or loss for the year ending
31 December 2017. The remaining balance of HK$17.1 million accounted for as a deduction from equity
after the Listing for the year ending 31 December 2017.

RECENT DEVELOPMENT AND NO MATERIAL ADVERSE CHANGE

Subsequent to the Track Record Period and up to the Latest Practicable Date, our operating results
were affected by the industry slack season, change in our product mix and the amount of expenses
incurred by us for the Listing. During this period, we focused on increasing our production volume and
sales volume and the utilisation rates of our production facilities increased as a result. The average selling
prices of our paint and coating products decreased because of reduction in our selling prices for
promotion of our products and changes in the product mix as well as fluctuations in the cost of raw
materials. We also incurred expenses for the Listing which also affected our operating results during the
period. Based on the information currently available, our operating results during the four months ended
30 April 2017 is lower than the corresponding period in 2016. We will comply with the relevant
disclosure requirements following the Listing if there is any material change to our business operations.

Save for the aforesaid, our Directors have confirmed that since 31 December 2016, being the date
to which the latest audited financial statements of our Company were prepared, and up to the date of this
Prospectus, including the four months ended 30 April 2017, there was no material adverse change in our
financial, operational and trading positions or prospect or in the general regulatory, economic and market
conditions in China and Hong Kong or the industry in which we operate that materially and adversely
affected our business, results of operations or financial condition.
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DEFINITIONS

In this prospectus, unless

meanings set forth below.

the context otherwise requires, the following terms shall have the

“Application Form(s)”

“Application Lists”

“Arran Investment”

“Articles of Association” or
“Articles”

“associate(s)”

“BLUE Application Form(s)”

“Board”

“business day”

“Buy-back Mandate”

“BVI”

“Capitalisation Issue”

WHITE Application Form(s), YELLOW Application Form(s)
and GREEN Application Form(s) to be used in the Hong Kong
Public Offering and BLUE Application Form(s) to be used in the
CNT Preferential Offer or, where the context so requires, any of
them

the application lists for the Hong Kong Public Offering

Arran Investment Company, Limited MR EEHRAF, a
company incorporated in Hong Kong on 5 May 1962, in which we
held 50% of the number of shares in issue prior to completion of
the Reorganisation with the remaining 50% held by Independent
Third Parties, which are not members of our Group

the amended and restated articles of association of our Company,
conditionally adopted on 9 June 2017, which will become
effective upon Listing and as amended, supplemented or modified
from time to time, a summary of which is set forth in Appendix
III to this prospectus

has the meaning ascribed to it under the Listing Rules

the application form(s) to be used by the CNT Qualifying
Shareholders to subscribe for the CNT Reserved Shares

the board of Directors

a day on which banks in Hong Kong are generally open for
normal banking business to members of the public and which is
not a Saturday, Sunday or public holidays in Hong Kong

the general unconditional mandate granted to our Directors by our
Shareholders in relation to the buy-back of our Shares, further
information of which is set forth in the section headed “Share
Capital — General mandate to buy-back Shares” in this prospectus

British Virgin Islands

the issue of 749,999,900 Shares to be made on the capitalisation
of certain sums standing to the credit of the share premium
account of our Company referred to in the paragraphs under
“A. Further information about our Company” in Appendix IV to
this prospectus



DEFINITIONS

“Cayman Companies Law” or
“Companies Law”

“Cayman Islands Principal
Registrar”

“CCASS”

“CCASS Broker Participant”

“CCASS Clearing Participant”

“CCASS Custodian Participant”

“CCASS Investor Participant”

“CCASS Participant”

“Central China”

“China Finance KAB”

“China Paint (1932)”

“China Paint Factory”

“China Paint Manufacturing
Company”

the Companies Law, Cap. 22 (Law 3 of 1961, as consolidated and
revised) of the Cayman Islands, as amended, supplemented and
modified from time to time

Conyers Trust Company (Cayman) Limited, our principal share
registrar in the Cayman Islands

the Central Clearing and Settlement System established and
operated by HKSCC

a person admitted to participate in CCASS as a broker participant

a person admitted to participate in CCASS as a direct clearing
participant or a 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 Broker Participant, CCASS Clearing Participant, a
CCASS Custodian Participant or a CCASS Investor Participant

Henan Province, Hubei Province and Hunan Province of the PRC

China Finance KAB Limited, a licensed corporation under the
SFO permitted to carry out Type 1 (dealing in securities), Type 2
(dealing in future contracts), Type 4 (advising on securities)
regulated activities (as defined under the SFO), one of the Hong
Kong Underwriters

The China Paint Manufacturing Company (1932) Limited H #£ %
E(— =) FMAA] (formerly known as The China Paint
Manufacturing Company (1946) Limited and The China Paint
Manufacturing Company (1946) Limited # # R % (— JLIUN) A
P ), a company incorporated in Hong Kong on 3 June 1946
and a wholly-owned subsidiary of our Company following
completion of the Reorganisation

China Paint Factory Limited, a company incorporated in the BVI
on 24 September 1991 and a wholly-owned subsidiary of our
Company following completion of the Reorganisation

The China Paint Manufacturing Company, Limited, a company
incorporated in Hong Kong with limited liability established by
the late Mr. LAM Kwan on 27 June 1932 and dissolved on
28 November 1946, the business of which was taken over by
China Paint (1932) in 1946

2



DEFINITIONS

“China Paint Shenzhen”

“China Paint Singapore”

“China Paint Xinfeng”

“close associate(s)”

“CNT”

“CNT Enterprises”

“CNT Group”

“CNT Non-Qualifying
Shareholder(s)”

H 2 B (BRI A PR F] (The China Paint Manufacturing
(Shenzhen) Co., Ltd.*) (formerly known as 91 #E# % () A
FR /S 7] (The China Paint Co. (Shenzhen) Ltd.*) and " #E RS (¥
) H PR/~ 7] (The China Print Manufacturing (Shenzhen) Co.,
Ltd.*)), a wholly foreign-owned enterprise established in the PRC
on 21 October 1991 and a wholly-owned subsidiary of our
Company following the completion of the Reorganisation

The China Paint (Singapore) Pte. Ltd., a company incorporated in
Singapore on 28 May 2009 and a wholly-owned subsidiary of our
Company following completion of the Reorganisation

HEE SRR GHT ) A5 FRA A (The China Paint Mfg. Co., (Xinfeng)
Ltd.*), a wholly foreign-owned enterprise established in the PRC
on 14 September 2007 and a wholly-owned subsidiary of our
Company following completion of the Reorganisation

has the meaning ascribed to it under the Listing Rules

CNT Group Limited Jti5EEAR/AF (formerly known as
China Paint Holdings Limited and CNT Group Limited), a
company incorporated in Bermuda with limited liability on
25 March 1991, with all of its shares listed on the Main Board
(stock code: 00701), and one of our Controlling Shareholders
before and following completion of the Spin-Off and the Listing

CNT Enterprises Limited, a company incorporated in the BVI
with limited liability on 14 September 2016, a wholly-owned
subsidiary of CNT and one of our Controlling Shareholders

CNT and its subsidiaries, including members of our Group, prior
to completion of the Spin-Off and the Listing

CNT Shareholder(s) whose name(s) appeared in the register of
members of CNT at 4:30 p.m. on the CNT Preferential Offer
Record Date and: (a) whose address(es) as shown in such register
is/are in any of the Excluded Territories; or (b) who is/are
otherwise known by CNT to be resident in any of the Excluded
Territories on the CNT Preferential Offer Record Date; or (¢) who
is/are our Directors and/or their respective close associates



DEFINITIONS

“CNT Preferential Offer
Record Date”

“CNT Preferential Offer”

“CNT Qualifying Shareholder(s)”

“CNT Qualifying Shareholder’s

Preferential Entitlement”

“CNT Resene”

“CNT Resene (Distribution)”

“CNT Reserved Share(s)”

“CNT Share(s)”

16 June 2017, being the record date for the CNT
Qualifying Shareholder’s Preferential Entitlement

the offer to the CNT Qualifying Shareholders for subscription of
the CNT Reserved Shares at the Offer Price on and subject to the
terms and conditions stated herein and in the BLUE Application
Form, further information on which is set forth in the section
headed “Structure and Conditions of the Global Offering” in this
prospectus

CNT Shareholder(s) whose name(s) appeared on the register of
members of CNT at 4:30 p.m. on the CNT Preferential Offer
Record Date, excluding the CNT Non-Qualifying Shareholder(s)

the entitlement of the CNT Qualifying Shareholders to apply for
the CNT Reserved Shares under the CNT Preferential Offer on an
assured basis to be determined on the basis of their respective
shareholdings in CNT as of 4:30 p.m. on the CNT Preferential
Offer Record Date

CNT Resene Limited (formerly known as New Hong Kong Petro
Chemicals Company Limited #7 7 s £ fb. A R 7], Jinghua Paint
Manufacturing Company (Hong Kong) Limited A5 3l (i)
A FBRZA 7 and China Chemicals Group Limited H#&fb T.4E [ A
F/Zy7]), a company incorporated in Hong Kong on 23 June 2003
and a wholly-owned subsidiary of our Company following
completion of the Reorganisation

CNT Resene (Distribution) Limited, a company incorporated in
Hong Kong on 6 February 2015 and a wholly-owned subsidiary
of our Company following completion of the Reorganisation

the 25,000,000 Offer Shares offered by our Company to CNT
Qualifying Shareholders under the CNT Preferential Offer, which
will be allocated out of the International Offering, as set forth in
the section headed “Structure and Conditions of the Global
Offering” in this prospectus

ordinary share(s) of par value of HK$0.10 each in the share
capital of CNT



DEFINITIONS

“CNT Shareholder(s)”

“Companies Ordinance”

“Companies (Winding Up and
Miscellaneous Provisions)
Ordinance”

“Company” or “our Company”

“connected person(s)”
“connected transaction”
“core connected person”

“Controlling Shareholders”

“CP Industries”

“Deed of Indemnity”

“Director(s)”

“Eastern China”

“electronic application
instruction(s)”

holder(s) of CNT Share(s)

the Companies Ordinance (Chapter 622 of the Laws of Hong
Kong), as amended, supplemented or otherwise modified from
time to time

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

CPM Group Limited H#4EE A R/ 7, a company incorporated
in the Cayman Islands on 19 September 2016 as an exempted
company with limited liability, all of our Shares are proposed to
be listed on the Main Board

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

has the meaning ascribed to it under the Listing Rules and, in the
context of our Company for the purpose of this prospectus and the
Listing, means CNT and CNT Enterprises

CP Industries (BVI) Limited (formerly known as Lamell Limited
and CNT Industries (BVI) Limited), a company incorporated in
the BVI on 7 December 1993 and a wholly-owned subsidiary of
our Company following completion of the Reorganisation

the conditional deed of indemnity dated 9 June 2017 entered into
by CNT in favour of our Group, further information on which is
set forth in the paragraphs under “D. Other Information — 1. Tax
and other indemnities” in Appendix IV to this prospectus

the director(s) of our Company

Shanghai City, Jiangsu Province, Zhejiang Province, Anhui
Province, Fujian Province, Jiangxi Province and Shangdong
Province of the PRC

instruction given by a CCASS Participant electronically via
CCASS to HKSCC, being one of the methods to apply for the
Hong Kong Offer Shares



DEFINITIONS

“Excluded Territories”

t1)

“Exclusive Agency Agreement

“Ezhou Production Plant”

“Frost & Sullivan”

“GDP”

“General Mandate”

“Global Offering”

“Gransing Securities”

“GREEN Application Form(s)”

“Group” or “our Group”

“Guotai Junan Securities”

in respect of the CNT Preferential Offer, such territory or territories
which our Directors consider it necessary or expedient, on account
of the legal restrictions under the laws of the relevant jurisdiction
or the requirements of the relevant regulatory body or stock
exchange in that jurisdiction, to exclude the CNT Shareholders
having the recorded addresses within them from the CNT
Preferential Offer

the exclusive agency agreement dated 16 February 2015 and
entered into between Resene Paints Limited, an Independent Third
Party, and CNT Resene (Distribution)

our production facilities situated at Gedian Economic and
Technological Development Zone, Ezhou City, Hubei Province,
the PRC and operated by Hubei Giraffe

Frost & Sullivan (Beijing) Inc., Shanghai Branch Co., an
independent market, research and consulting company

gross domestic product

the general unconditional mandate granted to our Directors by our
Shareholders in relation to the issue of new Shares, further
information of which is set forth in the section headed ‘“Share
Capital — General mandate to issue Shares” in this prospectus

the Hong Kong Public Offering and the International Offering

Gransing Securities Co., Limited, a licensed corporation under the
SFO permitted to carry out Type 1 (dealing in securities), Type 4
(advising on securities), Type 6 (advising on corporate finance)
and Type 9 (asset management) regulated activities (as defined
under the SFO), one of our Joint Bookrunners and Joint Lead
Managers and one of the Hong Kong Underwriters

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

our Company and our subsidiaries or, where the context so
requires, in respect of the period prior to our Company becoming
the holding company of its present subsidiaries, such subsidiaries
as if they were subsidiaries of our Company at that time

Guotai Junan Securities (Hong Kong) Limited, a licensed
corporation under the SFO permitted to carry out Type 1 (dealing
in securities) and Type 4 (advising on securities) regulated
activities (as defined under the SFO), one of the Hong Kong
Underwriters



DEFINITIONS

“Hainuowei Coating”

“HK$” or “HK dollars”

“HK eIPO White Form”

“HK eIPO White Form
Service Provider”

“HKFRS”

“HKSCC”

“HKSCC Nominees”

“Hong Kong” or “HK”

“Hong Kong Branch Registrar”

“Hong Kong Offer Shares”

“Hong Kong Public Offering”

Tl R R R GBT ) A FRA F] (Hainuowei Special Coating
(Xinfeng) Company Limited*), a wholly foreign-owned enterprise
established in the PRC on 9 April 2010 and a wholly-owned
subsidiary of China Paint Shenzhen prior to completion of the
Reorganisation

Hong Kong dollars, the lawful currency of Hong Kong

the application for Hong Kong Offer Shares to be issued in the
applicant’s own name, submitted online through the designated
website of the HK eIPO White Form Service Provider at

www.hkeipo.hk

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

Hong Kong Financial Reporting Standards (including Hong Kong
Accounting Standards and their interpretations) issued by the
Hong Kong Institute of Certified Public Accountants

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, our branch share registrar in
Hong Kong

the 25,000,000 new Shares offered by us for subscription under
the Hong Kong Public Offering, representing 10% of the initial
number of the Offer Shares, subject to adjustments set forth in the
section headed “Structure and Conditions of the Global Offering”
in this prospectus

the conditional offering of the Hong Kong Offer Shares by our
Company for subscription by members of the public in Hong
Kong (subject to adjustments set forth in the section headed
“Structure and Conditions of the Global Offering” in this
prospectus) and upon the terms and conditions stated herein and
in the WHITE Application Forms, YELLOW Application Forms
and GREEN Application Forms



DEFINITIONS

“Hong Kong Underwriters”

“Hong Kong Underwriting
Agreement”

“Hubei Giraffe”

“Independent Third Party(ies)”

“Innovax Capital”

“Innovax Securities”

“International Offer Shares”

the underwriters of the Hong Kong Public Offering listed in the
section headed “Underwriting — Hong Kong Underwriters” in this
prospectus, namely Innovax Securities, Sinolink Securities,
Gransing Securities, China Finance KAB, ZMF Asset
Management, Guotai Junan Securities, Pacific Foundation
Securities, RHB Securities Hong Kong and Long Asia Securities

the underwriting agreement dated 16 June 2017 relating to
the Hong Kong Public Offering entered into between, amongst
others, our Company, our executive Directors, our Controlling
Shareholders, the Sponsor, the Joint Global Coordinators, the
Joint Bookrunners and the Hong Kong Underwriters, further
information on which is set forth in the section headed
“Underwriting — Underwriting arrangements and expenses — Hong
Kong Public Offering — Hong Kong Underwriting Agreement” in
this prospectus

A S R A R A (Hubei Giraffe Paint Mfg. Co., Ltd.*)
(formerly known as Wt #7585 A PR 7] (Hubei Zhonge Paint
Mfg Co., Ltd*) and UG #E R A FR 22 F] (Hubei Jinghua Paint
Manufacturing Company Limited*)), a company established in the
PRC on 11 June 1992 and a non wholly-owned subsidiary of our
Company holding 90.5% of its equity interest with the remaining
9.5% of its equity interest held by an Independent Third Party
following completion of the Reorganisation

a person or entity who is not considered as a connected person of
our Company under the Listing Rules

Innovax Capital Limited, a licenced corporation under the SFO
permitted to carry out Type 1 (dealing in securities) and Type 6
(advising on corporate finance) regulated activities (as defined
under the SFO)

Innovax Securities Limited, a licensed corporation under the SFO
permitted to carry out Type 1 (dealing in securities) and Type 4
(advising on securities), one of the Joint Global Coordinators,
Joint Bookrunners and Joint Lead Managers and one of the Hong
Kong Underwriters

the 225,000,000 new Shares offered by us for subscription under
the International Offering and the CNT Preferential Offer,
representing 90% of the initial number of the Offer Shares subject
to adjustment and any additional Shares which may be issued
pursuant to the exercise of the Over-allotment Option as set forth
in the section headed “Structure and Conditions of the Global
Offering” in this prospectus



DEFINITIONS

“International Offering”

“International Underwriters”

“International Underwriting
Agreement”

“Investment Property Business”

“Joint Bookrunners” or
“Joint Lead Managers”

“Joint Global Coordinators”

“Latest Practicable Date”

“Listing”

“Listing Committee”

“Listing Date”

“Listing Rules”

“Long Asia Securities”

the conditional offering of the International Offer Shares for and
on behalf of our Company outside the United States (including to
professional, institutional and corporate investors and excluding
retail investors in Hong Kong) in reliance on Regulation S and
the CNT Preferential Offer as set forth in the section headed
“Structure and Conditions of the Global Offering” in this
prospectus

the underwriters named in the International Underwriting
Agreement, being the underwriters of the International Offering
(including the CNT Preferential Offer)

the conditional underwriting agreement expected to be entered
into on or shortly after the Price Determination Date, between,
amongst others, our Company, our executive Directors, our
Controlling Shareholders, the Sponsor, the Joint Global
Coordinators, the Joint Bookrunners and the International
Underwriters in respect of the International Offering (including
the CNT Preferential Offer), further information on which is set
forth in the section headed “Underwriting” in this prospectus

the business of acquisition and holding of real properties in the
PRC and Hong Kong for investment purpose, being one of the
Remaining Businesses

Innovax Securities, Sinolink Securities and Gransing Securities

Innovax Securities and Sinolink Securities

11 June 2017, being the latest practicable date prior to the
printing of this prospectus for ascertaining certain information in
this prospectus

the listing of our Shares on the Main Board

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

30 June 2017, being the date on which dealings in our Shares are
expected to first commence on the Stock Exchange

the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited, as amended from time to time

Long Asia Securities Limited, a licensed corporation under the
SFO permitted to carry out Type 1 (dealing in securities)
regulated activities (as defined under the SFO), one of the Hong
Kong Underwriters



DEFINITIONS

“Main Board”

“Majority Faith”

“Memorandum” or “Memorandum
of Association”

“Northwestern China”

“Offer Price”

“Offer Share(s)”

“Other Business”

“Over-allotment Option”

“Pacific Foundation Securities”

“Paint Business”

“PRC” or “China”

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

Majority Faith Corporation A5/ H] (formerly known as
Majority Faith Corporation), a company incorporated in the BVI
on 16 January 1991 and a wholly-owned subsidiary of our
Company following completion of the Reorganisation

the amended and restated memorandum of association of our
Company, as amended from time to time

Shaanxi Province, Gansu Province, Qinghai Province, Ningxia
and Xinjiang Uygur Autonomous Region of the PRC

the final offer price for each Offer Share (exclusive of brokerage,
SFC transaction levy and the Stock Exchange trading fee payable
thereon) of not more than HK$0.86 for each Offer Share and is
expected to be not less than HK$0.80 for each Offer Share at
which the Offer Shares are to be offered for subscription pursuant
to the Global Offering

the Hong Kong Offer Shares and the International Offer Shares
and any additional Shares that may be issued pursuant to the
exercise of the Over-allotment Option

the provision of advertising services and other trading and
investment holding businesses, being one of the Remaining
Businesses

the option that may be granted by our Company to Sinolink
Securities, exercisable by Sinolink Securities on behalf of the
International Underwriters, pursuant to the International
Underwriting Agreement

Pacific Foundation Securities Limited, a licensed corporation
under the SFO permitted to carry out Type 1 (dealing in
securities) and Type 9 (asset management) regulated activities (as
defined under the SFO), one of the Hong Kong Underwriters

the business of production and sales of paint and coating products
previously carried out by the CNT Group prior to the Spin-Off
and the Listing, which is our current principal business

the People’s Republic of China and, except where the context
requires and only for the purpose of this prospectus, references in
this prospectus to the PRC or China do not apply to Taiwan,
Hong Kong and The Macau Special Administrative Region of the
PRC
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DEFINITIONS

“PRC EIT”

“PRC EIT Law”

“PRC Government”

“PRC Legal Adviser”

“Price Determination Date”

“Recent Regulations”

“Regulation S”

“Remaining Businesses”

“Remaining Group”

“Reorganisation”

“RHB Securities Hong Kong”

enterprise income tax in the PRC

HEE N BR3P 15815 (Enterprise Income Tax Law of
the PRC) adopted by the National People’s Congress of the PRC
on 16 March 2007, effective on 1 January 2008

the government of the PRC, including all governmental
subdivisions (including provincial, municipal and other regional
or local government entities) and instrumentalities thereof or any
of them

Han Kun Law Offices

the date on which the Offer Price that may be determined by our
Company and the Joint Global Coordinators (for themselves and
on behalf of the other Underwriters), which is expected to be on
or about Monday, 26 June 2017 and in any event not later than
Tuesday, 27 June 2017

the two regulations issued by local governments in Beijing
municipality and Guangdong Province, namely the Prohibited and
Restricted Catalogue of New Industry of Beijing Municipality
(version of 2015) (AbxTmiBrds & M ES (MR G H 8% (20154F
i) ) and the Guangdong Province Implementing Regulations for
Comprehensive Treatment on VOC of Key Industries (J& # # 5
355 PR R IR A EE B AT SEHE B A AR S BRI EIE T %),
published in August 2015 and December 2014, respectively,
further information on which is set forth in the section headed
“Applicable Laws and Regulations — the PRC” in this prospectus

Regulation S under the U.S. Securities Act

the principal business activities engaged by the Remaining Group,
following completion of the Spin-Off and the Listing, namely
(1) the Investment Property Business; (ii) the Trading Business;
and (iii) the Other Business

CNT and its subsidiaries following completion of the Spin-Off
and the Listing, excluding members of our Group

the corporate reorganisation implemented by the CNT Group for
the Spin-Off and the Listing, further information on which is set
forth in the section headed “History, Development and
Reorganisation” in this prospectus

RHB Securities Hong Kong Limited, a licensed corporation under
the SFO permitted to carry out Type 1 (dealing in securities) and
Type 4 (advising on securities) regulated activities (as defined
under the SFO), one of the Hong Kong Underwriters
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DEFINITIONS

“R, J & Thomas”

“RMB” or “Renminbi”
“S$” or “Singapore dollars”

“SAFE”

“SFC”

“SFO”

“Shajing Production Plant”

“Shanghai Giraffe”

“Shanghai Complex”

“Share(s)”

“Shareholder(s)”

“Shine Express”

R, J & Thomas Secretaries Limited % &8 H AL E A4 FR 2\
(formerly known as Winwell Management Limited 7K J& & # 7 Fi
/NTH]), a company incorporated in Hong Kong on 23 December
1977 and a wholly-owned subsidiary of our Company following
completion of the Reorganisation

Renminbi yuan, the lawful currency of the PRC

Singapore dollars, the lawful currency of Singapore

g N RICAIE B A /NEE S (State Administration of
Foreign Exchange of the PRC)

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

the production facilities situated at Yabian Industrial Zone,
Shajing Town, Bao’an District, Shenzhen City, the PRC and
operated by China Paint Shenzhen

RSEBERE (L) AR/ F (Giraffe Paint Mfg. Co., (Shanghai)
Ltd.”) (formerly known as f&#HEfHE( L) AR/ (Jinghua
Paint Manufacturing Co., (Shanghai) Ltd.*)), a wholly foreign-
owned enterprise established in the PRC on 13 April 2004 and a
wholly-owned subsidiary of our Company following completion
of the Reorganisation

the land and the building in Shanghai owned by Shanghai Giraffe
which would be developed, subject to the grant of the relevant
government approvals, to be our product development centre

ordinary share(s) with a nominal value of HK$0.10 each in the
share capital of our Company

holder(s) of Share(s)
Shine Express Development Limited HifE#EARA A, a
company incorporated in Hong Kong on 23 June 1993 and a

wholly-owned subsidiary of our Company following completion
of the Reorganisation
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DEFINITIONS

“Sinolink Securities”

“Southern China”

“Southwestern China”

“Spin-Off”

“Sponsor”
“sq. ft.”
“Sq. m"’

“Stabilising Manager”

“Stock Borrowing Agreement”

“Stock Exchange”
“subsidiary(ies)”
“substantial shareholder(s)”

“Takeovers Code”

“Track Record Period”

“Trading Business”

“U.S.” or “United States”

“U.S. dollars” or “US$”

Sinolink Securities (Hong Kong) Company Limited, a licensed
corporation under the SFO permitted to carry out Type 1 (dealing
in securities), Type 2 (dealing in future contracts), Type 4
(advising on securities), Type 6 (advising on corporate finance)
and Type 9 (asset management) regulated activities (as defined
under the SFO), one of the Joint Global Coordinators, Joint
Bookrunners and Joint Lead Managers and one of the Hong Kong
Underwriters

Guangdong Province, Guangxi Province and Hainan Province of
the PRC

Chongqing City, Sichuan Province, Guizhou Province, Yunan
Province and Tibet of the PRC

the separate listing of the Shares on the Main Board, which is
proposed to be implemented by way of the Global Offering

Innovax Capital

square feet

square metre(s)

Sinolink Securities

the stock borrowing agreement expected to be entered into
between the Stabilising Manager and CNT Enterprises on or
around the Price Determination Date

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, as
amended, supplemented or otherwise modified from time to time

the three years ended 31 December 2016

the trading business of iron and steel products, being one of the
Remaining Businesses

the United States of America, any state of the United States and
the District of Columbia, and all territories and possessions areas

subject to its jurisdiction

United States dollars, the lawful currency of the United States
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DEFINITIONS

“U.S. Securities Act”

“Underwriters”

“Underwriting Agreements”

113 LEINT3

we”, “us” or “our”

“WHITE Application Form(s)”

“Xinfeng Production Plant”

“Xuzhou Giraffe”

“Xuzhou Production Plant”

“Yangsan Law Firm”

“YELLOW Application Form(s)”

“ZMF Asset Management”

“%”

*  For identification purpose only

the United States Securities Act of 1933, as amended, and the
rules and regulations as promulgated thereunder

the Hong Kong Underwriters and the International Underwriters

the Hong Kong Underwriting Agreement and the International
Underwriting Agreement

our Company or our Group, as the context may require

the application form(s) for use by members of the public in Hong
Kong who require such Hong Kong Offer Shares to be issued in
the applicants’ own names

our production facilities situated at 18, Jiuzu, Sanwei, Hengjiang
Village, Fengcheng Sub-district Office, Xinfeng County,
Shaoguan City, Guangdong Province, the PRC and operated by
China Paint Xinfeng

12 S0 B R (TR M) A PR 7] (Giraffe Paint Mfg. Co., (Xuzhou)
Ltd.*) (formerly known as U8 % B (45 JH) A R A F (CNT
Solvents Co., (Xuzhou) Ltd.*)), a wholly foreign-owned
enterprise established in the PRC on 9 August 2004 and a wholly-
owned subsidiary of our Company following completion of the
Reorganisation

our production facilities situated at 22 Jinshui Road, Xuzhou
Economic Development Zone, Jiangsu Province, the PRC and
operated by Xuzhou Giraffe, the production activities at which
have been suspended since the end of May 2016 as part of our
business strategy to reallocate our production capacity and
pending the grant of the work safety licences for the production
of solvent-based paint products

Yangsan Law Firm of Guangdong (J& Hi¥ = Fili 55 r), our
PRC legal adviser as to intellectual property and related litigation
matters

the application form(s) for use by members of the public in Hong
Kong who require such Hong Kong Offer Shares to be deposited
directly in CCASS

ZMF Asset Management Limited, a licensed corporation under
the SFO permitted to carry out Type 1 (dealing in securities),
Type 4 (advising on securities) and Type 9 (asset management)
regulated activities (as defined under the SFO), one of the Hong
Kong Underwriters

per cent
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GLOSSARY OF TECHNICAL TERMS

This glossary contains certain definitions and technical terms used in this prospectus in
connection with our business. As such, some terms and definitions may not correspond to standard
industry definitions or usage of such terms.

“additives”

“alkyd”

“architectural paints”

“baking enamels”

“CAGR”

“coatings”

“emulsion paints”

“epoxy resins”

“extenders”

“ISO”

“ISO 9001~

“industrial paints”

substance added to paint and coating products for the purpose of
improving the properties of the paint and coating products, such
as the finishing appearance, texture and colour-changing

modified resins made from soya bean and linseed oils in different
combinations

paint products used for renovation purposes and are normally
applied onto walls, floors and indoor and outdoor surface of
construction

paints that are applied on to metal and later baked dry to form a
finish that is more durable and resistant to thinners and chemicals

compound annual growth rate

layer of materials that is applied onto a surface of an object for
decorative or functional purposes

architectural paints bonded by latex

resins which have water resistance properties and are usually
applied in the manufacturing of primers

materials used in the manufacturing of paints for increasing the
solid content of the paint

the International Organization for Standardization, a non-
governmental organisation having a central secretariat based in
Geneva, Switzerland, which gives world-class specifications for
products, services and systems to ensure quality, safety and
efficiency

the quality management standards set by ISO which specify the
requirements for a quality management system where an
organisation needs to demonstrate its ability to consistently
provide products that meet customer and applicable statutory and
regulatory requirements with an aim to enhance customer
satisfaction through the effective application of that system

paint products used in the production process and are normally
applied onto furniture, vehicles, toys and a wide range of
industrial and consumer products for protection and decoration
purposes
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GLOSSARY OF TECHNICAL TERMS

“lacquers”

“polyurethane paints”

“paints”

“pigments and fillers’

“primers”

“putties”

“resin”

“sealant”

“solvent-based paints

“thinners”

“undercoatings”

“varnishes”

“VOC”

“water-based paints”

s

’9

paints used primarily on wood with a base of nitrocellulose and
alkyd; coloured lacquers have pigments added to them

paints with a base of polyurethane resin

any liquid, liquefiable or mastic composition that, after
application to a substrate in a thin layer, converts into a solid film
and are commonly used to protect, colour or provide texture to
the objects

materials used primarily in paint and coating industry for the
purpose of giving better colour strength and intensity

coatings used prior to the application of the first coat of paint to
fill in the rough surface

paint products with high plasticity and used primarily in
construction and repairing process as sealant or filter on wooden
surface

an organic substance in liquid or in powder, or insolvable in
water, excluded by some trees and plants

a material used for sealing two components so as to make them
water-tight or air-tight

paint products containing high level of organic solvents, such as
alkyd or linseed oils, and are made up of liquefying agents that
will be evaporated through chemical reaction with oxygen,
thereby reducing the drying time

diluent for paints

the coatings applied over sealers or primers before the application
of the first coat of paint

resinous solutions that dry to give a glossy coat, normally applied
to wood

volatile organic compounds, organic chemicals that have a high
vapor pressure at room temperature and cause large member of
molecules to evaporate from the liquid to the surrounding air

paint products containing lowed level of organic solvents, also

known as acrylic emulsion, paints in the production process and
release zero or low level of VOC during the drying time
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FORWARD-LOOKING STATEMENTS

This prospectus contains forward-looking statements that are, by their nature, subject to significant
risks and uncertainties. These forward-looking statements include, without limitation, statements relating
to:

- our business and operating strategies and our ability to implement such strategies;
- our dividend policy;

- our ability to further develop and manage our projects as planned;

- our capital commitment plans;

- our operations and business prospects for our existing and new businesses;

- the future development and the competitive environment of the paint and coating industry in the
PRC;

- the regulatory environment in terms of changes in laws and regulations, policies and approval
processes in the regions where we develop or manage our business as well as the restriction on the
use of paint and coating products in the PRC;

— exchange rate fluctuations and restrictions; and
- the general economic trend of the PRC and, in particular, the cities in which we operate.

The words “anticipate”, “believe”, “could”, “expect”, “going forward”, “intend”, “may”, “plan”,
“seek”, “will”, “would” and other similar expressions, as they relate to us, in particular, in the sections
headed “Business” and “Financial Information” in this prospectus, are intended to identify a number of
these forward-looking statements. These statements are based on numerous assumptions regarding our
present and future business strategy and the environment in which we will operate in the future. They
reflect the current views of our management with respect to future events and are subject to certain risks,
uncertainties and assumptions, including the risk factors described in this prospectus. Subject to the
requirements of applicable laws, rules and regulations, we do 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. Hence, should one or more of these risks or uncertainties
materialise, or should underlying assumptions prove to be incorrect, our financial condition could be
adversely affected and may vary materially from those described herein as anticipated, believed, or
expected. Accordingly, such statements are not a guarantee of future performance and you should not
place undue reliance on such forward-looking information. All forward-looking statements contained in
this prospectus are qualified by reference to the cautionary statements set forth in this section.

In this prospectus, statements of references to our intention or those of any of our Directors are
made as of the date of this prospectus. Any such intention may change in light of future developments.
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INFORMATION ABOUT THIS PROSPECTUS AND THE GLOBAL OFFERING

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 with regard to us.

Our Directors, having made all reasonable enquiries, confirm that to the best of their knowledge
and belief the information contained in this prospectus is accurate and complete in all material respects
and not misleading or deceptive, and there are no other matters the omission of which would make any
statement herein or this prospectus misleading.

INFORMATION AND REPRESENTATION

This prospectus is published solely in connection with the Hong Kong Public Offering, which
forms part of the Global Offering. For applicants in the Hong Kong Public Offering, this prospectus and
the Application Forms (other than the BLUE Application Forms) set forth the terms and conditions of the
Hong Kong Public Offering. The Hong Kong Offer Shares are offered solely on the basis of the
information contained and representations made in this prospectus and the Application Forms (other than
the BLUE Application Forms) and on the terms and subject to the conditions set forth herein and therein.

We have not authorised anyone to provide any information or to make any representation not
contained in this prospectus and the Application Forms. You should not rely on any information or
representation not contained in this prospectus and the Application Forms as having been authorised by
us, the Sponsor, the Joint Global Coordinators, the Joint Bookrunners, the Underwriters, any of our or
their respective directors, officers, agents, employees, advisers, representatives or any other party
involved in this Global Offering. No representation is made that there has been no change or development
reasonably likely to involve a change in our affairs since the date of this prospectus or imply that the
information contained in this prospectus is correct as of any date subsequent to the date of this
prospectus.

PROFESSIONAL TAX ADVICE RECOMMENDED

You should consult your professional advisers if you are in any doubt as to the taxation
implications of subscribing for, purchasing, holding, disposing of or dealing in the Shares (or exercising
rights attached to them). No responsibility is accepted by us or by any of the Sponsor, the Joint Global
Coordinators, the Joint Bookrunners, the Underwriters, any of our or their respective directors, officers,
agents, employees, advisers, representatives or any other party involved in this Global Offering for any
tax effects or liabilities resulting from the subscription for, purchase, holding or disposing of, or dealing
in, our Shares or your exercise of any rights attaching to our Shares.
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INFORMATION ABOUT THIS PROSPECTUS AND THE GLOBAL OFFERING

The Global Offering

Indicative range of the Offer Price

Procedures for application for the
Hong Kong Offer Shares

Stock borrowing arrangements in
connection with settlement

Number of Shares to be issued under
the Over-allotment Option

Number of Shares outstanding after the
Global Offering and Capitalisation
Issue (assuming the Over-allotment
Option is not exercised)

Number of Shares outstanding after the
Global Offering and Capitalisation
Issue (assuming the Over-allotment
Option is exercised in full)

Commencement of dealings in our
Shares

Lock-up undertakings by the Company
and the Controlling Shareholders

Global Offering of 250,000,000 Shares (excluding any
Shares to be allotted and issued pursuant to the Over-
allotment Option) comprising 25,000,000 Hong Kong Offer
Shares and 225,000,000 International Offer Shares, in each
case subject to re-allocation. All Offer Shares are new
Shares to be allotted and issued by our Company. Out of
the International Offer Shares, 25,000,000 Shares will be
offered under the CNT Preferential Offer.

Further information on the structure of the Global Offering,
including its conditions, is set forth in the section headed
“Structure and Conditions of the Global Offering” in this
prospectus.

HK$0.80 to HK$0.86

The application procedures for the Hong Kong Offer Shares
are set forth in the section headed “How to Apply for Hong
Kong Offer Shares and CNT Reserved Shares” in this
prospectus and on the relevant Application Forms.

The Stabilising Manager or any person acting for it may
borrow from CNT Enterprises up to 37,500,000 Shares.

Up to 37,500,000 additional new Shares to be allotted and
issued by our Company.

1,000,000,000 Shares

1,037,500,000 Shares

Dealings in our Shares on the Stock Exchange are expected
to commence on Friday, 30 June 2017. Our Shares will be
traded on the Main Board in board lots of 4,000 Shares
each. The stock code of our Shares will be 1932.

Further information is set forth in the section headed

“Underwriting — Hong Kong Public Offering — Undertakings to
the Hong Kong Underwriters” in this prospectus.

19



INFORMATION ABOUT THIS PROSPECTUS AND THE GLOBAL OFFERING

Dividend policy

Voting rights

Registers and Hong Kong stamp duty

Restrictions on offers and
offers for sale

Further information is set forth in the section headed
“Financial Information — Dividends” in this prospectus.

Holder of each Share is entitled to one vote at our general
meetings.

Our Company’s principal register of members will be
maintained by our Cayman Islands Principal Registrar,
Conyers Trust Company (Cayman) Limited and our
Company’s branch share register of members will be
maintained by our Hong Kong Branch Registrar, Tricor
Investor Services Limited. Unless otherwise approved by
our Directors, all documents evidencing transfer of title to
any Shares must be lodged for registration by our Hong
Kong Branch Registrar and cannot be lodged in the
Cayman Islands.

Dealings in our Shares registered in our Company’s branch
share register of members in Hong Kong will be subject to
Hong Kong stamp duty.

No action has been taken to permit a public offering of the
Offer Shares or the general distribution of this prospectus
and/or the Application Forms (other than the BLUE
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 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 and pursuant
to registration with or authorisation by the relevant
securities regulatory authorities or an exemption therefrom.

Each person subscribing for the Hong Kong Offer Shares
will be required to, or be deemed by its/his/her subscription
for the Hong Kong Offer Shares to, confirm that it/he/she
is aware of the restrictions on offers of the Hong Kong
Offer Shares described in this prospectus and on the
relevant Application Forms.
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INFORMATION ABOUT THIS PROSPECTUS AND THE GLOBAL OFFERING

Application for Listing

Underwriting

Shares will be Eligible for
admission into CCASS

Application has been made to the Listing Committee for
the listing of, and permission to deal in, our Shares in
issue and to be issued pursuant to the Global Offering
(including any Shares which may be issued pursuant to the
Capitalisation Issue and the exercise of the Over-allotment
Option).

No part of our share or loan capital of our Company is
listed on or dealt in on any other stock exchange and nor is
there at present any proposal to do so. The Listing is
sponsored by the Sponsor.

The Hong Kong Public Offering is fully underwritten by
the Hong Kong Underwriters pursuant to the Hong Kong
Underwriting Agreement. The International Underwriting
Agreement is expected to be entered into on or around the
Price Determination Date, subject to agreement on the
Offer Price between the Joint Global Coordinators (for
themselves and on behalf of the other Underwriters) and
us. The Global Offering is managed by the Joint Global
Coordinators.

If, for any reason, the Offer Price is not agreed, the Global
Offering will not proceed and will lapse. Further information
about the Underwriters and the underwriting arrangements
is set forth in the section headed “Underwriting” in this
prospectus.

If the Stock Exchange grants the listing of, and permission
to deal in, the Shares and we comply with the stock
admission requirements of HKSCC, our Shares will be
accepted as eligible securities by HKSCC for deposit,
clearance and settlement in CCASS with effect from the
Listing Date or any other date HKSCC chooses. Settlement
of transactions between Exchange Participants (as defined
in the Listing Rules) is required to take place in CCASS on
the second business day after any trading day.

All activities under CCASS are subject to the General
Rules of CCASS and CCASS Operational Procedures in
effect from time to time. Investors should seek the advice
of their stockbroker or other professional adviser for details
of the settlement arrangement as such arrangements may
affect their rights and interests.

All necessary arrangements have been made enabling the
Shares to be admitted into CCASS.
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INFORMATION ABOUT THIS PROSPECTUS AND THE GLOBAL OFFERING

Exchange rate conversion

Rounding

Language

Unless otherwise specified, this prospectus contains certain
translations for the convenience of the reader at the
following rates:

RMBI1.00 to HK$1.1657

US$1.00 to RMB6.6556

US$1.00 to HK$7.7584

These translations are provided for reference and convenience
only, and no representation is made, and no representation
should be construed as being made, that any amounts in
RMB, US$ or HK$ can be or could have been at the
relevant dates converted at the above rates or any other
rates or at all.

Certain amounts and percentage figures included in this
prospectus have been subject to rounding adjustments.
Accordingly, figures shown as totals in certain tables may
not be an arithmetic aggregation of the figures preceding
them.

If there is inconsistency between this prospectus and its
Chinese translation, the English version of this prospectus
shall prevail. For ease of reference, the English name of
PRC nationals, enterprises, entities, departments, facilities,
certificates, titles and the like are translations of their
Chinese names and are for identification purpose only, and
in case of inconsistency, the Chinese version shall prevail.
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WAIVER FROM STRICT COMPLIANCE WITH
THE REQUIREMENTS UNDER THE LISTING RULES

In preparation for the Listing, the following waiver has been sought from strict compliance
with certain provisions of the Listing Rules.

NON-EXEMPT CONTINUING CONNECTED TRANSACTIONS

We have entered into, and are expected to continue to carry on, after Listing, certain transactions
which would constitute continuing connected transactions for our Company under the Listing Rules. We
have applied to the Stock Exchange, and the Stock Exchange has granted, a waiver from strict compliance
with the requirements set forth in Chapter 14A of the Listing Rules in respect of such transactions.
Further information on such non-exempt continuing connected transactions and the waiver is set forth in
the section headed “Continuing Connected Transactions — Non-exempt continuing connected
transactions” in this prospectus.
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RISK FACTORS

You should carefully consider all of the information in this prospectus including the risks and
uncertainties described in the following risk factors when considering making an investment in the
Shares being offered in the Global Offering. You should pay particular attention to the fact that we
are incorporated in the Cayman Islands and our business and operations are conducted
substantially in the PRC and are governed by a legal and regulatory environment which in certain
aspects differs from that prevailing in other countries. Our business could be adversely affected by
any of the risks and uncertainties described below. The trading price of our Shares may decline due
to any of the risks and uncertainties and you may lose all or part of your investment. Further
information on the PRC and other relevant matters is set forth in the section headed “Applicable
Laws and Regulations” in this prospectus and “Summary of the Constitution of our Company and
Cayman Companies Law” in Appendix Il to this prospectus.

This prospectus also contains forward-looking information that involves risks and
uncertainties. Our actual results may differ from those anticipated in these forward-looking
statements as a result of many factors, including the risks described below and elsewhere in this

prospectus.

RISKS RELATING TO OUR BUSINESS
We rely on distributors to distribute and sell our paint and coating products.

We rely on the distributors to distribute and market our paint and coating products. During the
Track Record Period, revenue generated from the sales to the distributors amounted to HK$767.2 million,
HK$629.0 million and HK$684.5 million, respectively, representing 67.8%, 72.5% and 73.0% of our
revenue, respectively.

The performance of the distributors, their sales network and their ability to expand their businesses
are crucial to the future growth of our business and directly affect our sales volume and profitability. If
any of the distributors fails to distribute our products in a timely manner or pursuant to the terms of our
distribution agreements, or at all, or if our distribution agreements are suspended, terminated or otherwise
expired without renewal, our profitability could be materially and adversely affected. We cannot assure
you that we will be able to maintain our agreements with the distributors on favourable terms or at all.
The distributors may not be able to maintain their competitiveness and sell and market our products
successfully, or we may not be able to monitor the distributors directly to ensure efficient sales of our
products to the customers. Furthermore, if the sales volume of our products cannot be maintained at a
satisfactory level, the distributors may not place orders on new products with us or may reduce the
quantity of their orders for our existing products or may ask for discount on the purchase price. In
addition, we may not have sufficient control over the distributors, and we cannot assure you that the
distributors will not breach their distribution agreements or will comply with their obligations thereunder,
including those with respect to our retail policies. The loss of the distributors, or reduced orders from
them or if the distribution agreements cannot be renewed or if the distributors breach any of the terms
thereunder, could materially and adversely affect our business and financial condition and operating
results. We are focused on identifying, recruiting and retaining quality distributors as part of our growth
strategies. If we are unable to maintain or grow our sales and distribution network, we could experience a
decline in sales and market share.
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RISK FACTORS

We are dependent on our brands, and any adverse event affecting our brands could have a material
adverse effect on our business and financial condition and operating results.

We are dependent on our brands, including “Flower (#1E/%)”, “Giraffe (RZIBEWE)” and “Toy
Brand (B /#)”, for the sales of our paint and coating products which in turn generate our revenue and
we expect to be relying heavily on our brands in the future. Counterfeit products, product defects, and
ineffective promotional activities are all potential threats to the image and potency of our brands. If we
fail to successfully promote and protect our brands, our brand image may deteriorate, and we may not be
able to increase our sales volumes, maintain current prices, launch new products or enter into new
markets. As a result, our business and financial condition and operating results would be materially and
adversely affected.

We face competition from both domestic and international brands of paint and coating products,
which could affect our market share and our operating results.

Our competitors include PRC domestic and international paint and coating manufacturers.
Increased competition may result in the decline in our revenue, increase in our production costs and affect
our profit margins and market share. The paint and coating industry in the PRC is highly competitive and
has a number of well-established companies with well recognised brand names. Similar to us, these
companies endeavour to increase their market shares through the launch of new products, active
marketing campaigns and expansion of sales and distribution channels. We expect to face fierce
competition from the existing and new competitors and such competition many result in price reduction
or excessive capacity.

During the year ended 31 December 2015, we maintained the profit margin maintaining pricing
strategy in the sales of our industrial and architectural paint and coating products whilst our competitors
launched price campaigns and other promotional strategies. As a result, the revenue generated from the
sales of paint and coating products in the PRC, particularly in Eastern China and Central China, recorded
a notable decrease in 2015 and we lost a significant market share. Our current or potential competitors
may provide products comparable or superior to those provided by us. Our competitors may also adapt
more quickly to the changing market requirements and evolving industry trends than we do. Our
competitors may have better capability in product innovation, greater access to financial resources, longer
operating histories, better management and more experience in resource allocation. Certain of our
international competitors may also have more advanced technologies than we do. Our competitors in any
particular market may also benefit from closer proximity to raw material supplies or closer proximity of
production facilities to such markets than we do, which provide them with competitive advantages in
terms of cost and proximity to customers.

There may also be consolidation in the paint and coating industry among our competitors.
Alliances may develop among our competitors leading to their acquiring significant market share, which
may in turn increase the level of competition faced by us. We cannot assure you that we will be able to
compete effectively against our current and future competitors.
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RISK FACTORS

Any failure by our customers to make payments to us, or any disputes over, or significant delays in
receiving, such payments could materially and adversely affect our cash flows and profitability.

A significant part of our sales was credit sales, under which we will receive payments from our
customers after the delivery of products. As of 31 December 2014, 2015 and 2016, the balance of trade
and bills receivables, net of impairment, was HK$392.9 million, HK$325.8 million and HK$445.5
million, respectively. Further information on our trade and bills receivables is set forth in the section
headed “Financial Information — Principal components of our current assets and current liabilities — Trade
and bill receivables” in this prospectus. Our trade receivable turnover days were 107 days, 151 days and
150 days during the Track Record Period, respectively. The trade receivable turnover days are based on
the average of the beginning and the ending balance of trade receivables of each year divided by revenue
for that corresponding year multiplied by 365 days. The increase in the trade receivable turnover days
were primarily due to the requests by our customers (including distributors) to extend the credit period
amid the less favourable industry environment in the PRC. Any failure by our customers to make
payments to us, or any dispute over or significant delays in receiving such payments from our customers,
could require us to write off or make provision against our trade receivables, either of which could
adversely affect our cash flows and profitability. Trade and bills receivables overdue for more than six
months amounted to HK$13.8 million, HK$55.8 million and HK$16.1 million as of 31 December 2014,
2015 and 2016, respectively. Our Directors review the trade receivables on a timely basis, to ensure that
impairment losses would be recognised when necessary. Impairment losses recognised during the Track
Record Period were HK$1.3 million, HK$5.5 million and HK$11.7 million, respectively. If we cannot
collect our trade and bills receivables in full in a timely manner, we would need to make further provision
for impairment and our business and financial conditions and operating results could be adversely
affected. The amount of impairment provided by us as of 31 December 2014, 2015 and 2016 amounted to
HK$13.5 million, HK$18.3 million and HK$28.3 million, respectively.

We may not be able to effectively manage increase in inventory while we grow our business.

As of 31 December 2014, 2015 and 2016, the balance of our inventory was HK$71.7 million,
HK$54.9 million and HK$61.0 million, respectively. Further information on the components of our
inventory is set forth in the section headed “Financial Information — Principal components of our current
assets and current liabilities — Inventories” in this prospectus. During the Track Record Period, our
inventory turnover days were 39 days, 42 days and 36 days, respectively. As of the Latest Practicable
Date, we consumed 89.6% of our inventory balance as of 31 December 2016. This level of inventory,
particularly of finished goods, may result in obsolescence if we over-estimate the demand level or if there
is a sudden change in customer preference. If we cannot manage increases in our inventory, our business
and financial conditions and operating results could be adversely affected.
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RISK FACTORS

Fluctuations in the average selling prices of our paint and coating products could adversely affect
our business and financial condition and operating results.

The average selling prices of our products may be subject to fluctuations depending on the market
conditions. During the Track Record Period, we did not experience any material fluctuation in our
average selling prices because of our pricing policy and our well recognised brands of paint and coating
products. The average selling prices of our products are affected by the general market conditions, such
as competition and raw material costs, which could impact on the businesses of our customers and, in
turn, their demand for our products. An unflexible pricing policy may result in reduction in sales because
of reduced price competitiveness.

We cannot assure you that we will not experience declining average selling prices for our products
or that our average selling prices can remain consistently at the same level in the future. A decline in the
average selling prices for our products could adversely affect our business and financial condition and
operating results.

We experience seasonal fluctuations in our sales due to our customers’ purchase patterns and as a
result, our interim performance may not be an indicator of our overall performance in a given year.

Our sales are subject to seasonal fluctuations. Our sales are low during the first quarter and the
third quarter in each calendar year because of holiday season and the raining season, respectively.
Generally speaking, our sales would increase in the second and the fourth quarter in each calendar year as
a result of the increase in renovation works during such period. We believe that this is part of the industry
trends. As a result, any half-yearly operating results of our Group may not be indicative of our operating
results for the entire year. Further information is set forth in the section headed “Business — Sales and
sales channel — Seasonality” in this prospectus.

We could be adversely affected by the loss of major customers.

It is important for us to maintain close business relationship with our major customers, most of
them are distributors. Sales to our five largest customers, amounted to HK$120.3 million, HK$118.7
million and HK$144.4 million, respectively, representing 10.6%, 13.7% and 15.4% of our revenue during
the Track Record Period. Except for one of our major customers in 2014, all of our five largest customers
during the Track Record Period were distributors who had entered into annual agreements with us, further
information on which is set forth in the sections headed “Business — Our customers” and “Business —
Distributors” in this prospectus. Nevertheless, we cannot assure you that our major customers will
continue their purchase from us at the current levels or at all in the future.

Our revenue is also subject to the sales strategy and the business of our customers, industry
conditions and the overall economic development. There may be the risk that distributors may terminate
our contracts prior to the agreed term, become insolvent, default on payments under such contracts or fail
to take delivery of our products pursuant to the annual distribution agreements. Any significant reduction
of sales to our customers or loss of any of our customers could materially and adversely affect our
business and financial conditions and operating results.

27



RISK FACTORS

We have not entered into long-term agreements with our customers, and we could fail to match our
production with our customers’ demand, which could result in low utilisation rate of our
production facilities and material adverse impact on our business and financial condition and
operating results.

It is not the industry practice to enter into long-term written sales agreements with respect to sales
to distributors. Sales to distributors which are our customers are generally governed by purchase orders
or, in certain cases, short-term agreements that include pricing terms and estimated quantity requirements.
We primarily use internal rolling forecasts to determine the number and the type of products we produce
and we may also consult with major customers. Customers may cancel orders or reduce the quantity of
purchase for a number of reasons, including price reduction in products offered by our competitors or
decreasing demand due to cyclical trends in the paint and coating industry. Additionally, our customers
may discontinue their business relationship with us at any time.

If we over-estimate the demand for a particular type of paint product, we may need to reduce our
price level in order to sell the excess inventory. If we are unable to have an accurate prediction of the
required quantity level of products to meet customer requirements, or if our customers were to
unexpectedly cancel or reduce a large number of orders simultaneously, we could fail to match our
production with our customers’ demand, resulting in a low utilisation rate of our production facilities.
This could materially and adversely affect our business and financial condition and operating results.

Our profitability could decline if we are unable to continuously maintain high capacity utilisation
and optimise the product mix.

Our ability to maintain our profitability depends on our ability to (a) maintain our high capacity
utilisation, defined as the output divided by the estimated production capacity; (b) optimise the product
mix to support high-margin products and products with consistent long-term demand; and (c) demand and
supply balance of our principal products in the principal and target markets.

In particular, the level of our capacity utilisation can impact on our operating results. High
capacity utilisation allows us to spread our fixed costs, resulting in a high gross profit margin. Our
product mix also affects capacity utilisation of our production facilities, and the demand and supply
balance and the average selling prices of our products, would in turn affect our gross profit margin. If we
are unable to continuously maintain high capacity utilisation or optimise our product mix, our gross profit
margin would decline which would affect our profitability and operating results.
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RISK FACTORS

We require various permits and licences for our business operation and for the production and/or
trading of paint and coating products in the PRC, and the loss of or failure to renew any or all of
such licences and permits could adversely affect our business and financial condition and operating
results.

We are required to comply with the relevant laws and regulations in relation to our production
process, and the relevant regulatory authorities will also carry out regular inspections to ascertain our
compliance with the applicable laws and regulations. We have received confirmation from our PRC Legal
Adviser that except for those which are set forth in the section headed “Business — Non-compliance
incidents” in this prospectus, we have obtained and maintained all the material permits and licences
required in respect of our operations as of the Latest Practicable Date. Under the applicable laws and
regulations, we are also required to renew our licences and permits on a regular basis. The failure to pass
such inspections, loss of the relevant licences and permits or failure to renew our licences and permits
could result in our having to temporarily or permanently suspend some or all of our production activities,
which could disrupt our operations and could result in our being unable to meet our contractual
obligations. This could adversely affect our business and financial condition and operating results.

We are subject to the risk of loss and production disruption due to explosion and fire as some of the
materials used in our production process are inflammable.

We use combustible materials in our production process and are therefore subject to the risk of loss
and production disruption due to industrial accidents, such as explosion, fire or environmental influence
which may not be entirely eliminated. In addition, our risk management and insurance coverage may not
be sufficient to cover all of our potential losses. If any of our production facilities were damaged, or
cease operations as a result of industrial accidents, it could also reduce our production capacity and may
cause us to lose our market share customers, thereby having a potentially material adverse impact on our
business and financial condition and operating results.

On 12 August 2015, a series of explosions happened at a container storage station at the Port of
Tianjin located in the Binhai New Area, Tianjin, the PRC. Fires caused by the explosions continued to
burn throughout the weekend and caused a number of explosions after the first explosion. The cause of
the explosions was not known immediately after the incident, but an investigation concluded in February
2016 that an overheated container of dry nitrocellulose was the cause of the initial explosion. The
explosions raised concern on the safety procedures in place for storing and transportation of dangerous
chemicals, including solvent and solvent-based paint and coating products.

The explosions in Tianjin resulted in a nationwide inspection and a halt on the transportation of
hazardous materials (including solvent-based paint and coating products) in selected areas in the PRC.
The sales orders placed by the distributors, particularly in Eastern China, Central China and Southwestern
China, experienced significant decreases, as the distributors prefer not to maintain inventory in light of
the sluggish demand for solvent-based paint and coating products and the stringent requirements on the
storage of hazardous materials. The explosions also accelerated the industry consolidation amongst the
distributors in paint and coating industry as well as the shift in the consumers’ preference for water-based
paint and coating products. All of these factors had adverse impact on our sales.
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Our business could be adversely affected by the increases in the raw material prices and if we are
unable to increase the prices of our products or secure adequate supply of raw materials in a timely
manner and at reasonable prices, our business and financial condition and operating results could
be adversely affected.

Our operating results are affected by the cost of raw materials and the prices that we are able to
charge for our products. During the Track Record Period, the cost of raw materials accounted for 90.2%,
86.6% and 85.7% of our total cost of sales, respectively. The cost of raw material is affected by the
market demand and supply. We cannot assure you that we will always be able to secure an adequate
supply of raw materials at commercially viable terms for our production requirements. Any significant
increases in the cost of raw materials will increase our cost of sales and adversely affect our gross profit
margin and our business and financial condition and operating results. A reduction in, or lack of
availability of, raw materials or interruptions in the supply of raw materials may also impact our
profitability to the extent that we are required to pay higher prices for, or are unable to secure adequate
supplies of, the necessary raw materials in a timely manner and at reasonable prices.

Moreover, fluctuations in the prices of our raw materials may increase our costs of sales and
reduce our gross profit and gross margin. We cannot guarantee that we will not suffer adverse effects
from any price increases of raw materials in the future. If we are not able to pass on the increases in raw
material cost to our customers in a timely manner or we encounter a shortage of raw materials, our
business and financial condition and operating results could be adversely affected.

Any failure in our quality control system could harm our business and lead to potential product
liability claims for compensation if our products are found to be defective.

In the event any of our products are alleged or found to be defective, we may be subject to product
liability claims. Thus, the quality of our products is critical to the success of our business and depends
significantly on the effectiveness of our quality control system.

Despite having an established quality control system in place, there could be instances in which
our products do not meet the specifications and requirements agreed upon with or requested by our
customers, or our products could be found to be defective, or result in our customers suffering losses. In
such cases, we may be subject to product liability claims and litigation for compensation which could
result in substantial and unexpected expenditure and could materially and adversely affect our cash flow
and operating results. Moreover, product failures or defects, and any complaints or negative publicity,
could result in a decrease in sales of our Group. Even if certain of the product defects are attributable to
raw materials supplied by our suppliers, we cannot guarantee that we would be able to recover all or part
of the damages by claiming against our suppliers.

30



RISK FACTORS

We may be subject to potential product liability claims or suffer losses due to product returns or
recalls, which may adversely affect our business and financial condition and operating results.

If our products are proved to be defective or result in industrial accidents, personal injuries or
financial losses to our customers, we may be subject to product liability claims. We were not affected by
product liability claims during the Track Record Period. We cannot assure you that we will not be
exposed to material product liability claims in the future. As a result, we may have to incur significant
legal costs. Any product liability claims, lawsuits and complaints may significantly divert our efforts and
financial resources despite their outcomes. In addition, any adverse determination in such claims, lawsuits
and complaints may cause us to pay damages and further adversely affect our customer relationships and
our goodwill. We may also be subject to increased scrutiny by regulatory authorities over our business
operations.

In the event that any of our products is found to be defective, our customers may request for
compensation and we may also need to initiate product recalls. Any product returns or recalls in the
future may result in substantial and unexpected capital expenditure and could materially reduce our
operating profit and cash flows.

Personal injuries may occur in the course of our production process, which may result in cessation
of business or civil liability claims.

Our production process involves the operation of equipment and use of chemicals which may
require a number of steps to ensure work safety. In addition to compliance with the necessary work safety
requirements, we bear the risks associated with such production process, including industrial accidents.
Such accidents may result in personal injuries and damages to property and equipment. During the Track
Record Period, there were 19, 18, and 21 minor industrial accidents, respectively, occurred during our
production process. Since 1 January 2017 and up to the Latest Practicable Date, there were no material
industrial accidents. Further information is set forth in the section headed “Business — Safety and health”
in this prospectus. Accidents similar to any of these may result in personal injury, cessation of business
or civil liability claims, We may also incur significant costs for compensation, which could have a
material adverse impact on our business and financial condition and operating results.

Furthermore, we may be forced to shut down certain equipment or suspend our operations due to
government investigation or may need to implement additional safety measures pursuant to government
requirement. Such business interruptions will have a material adverse effect on our business and financial
condition and operating results. We cannot assure you that all the risks have been adequately covered by
our existing insurance policies. If we incur substantial liabilities and they are not sufficiently covered by
our insurance policies, our business and financial condition and operating results could be materially and
adversely affected.
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We could sustain substantial losses from damages not covered by, or exceeding the coverage limits
of, our insurance policies.

Insurance policies taken out by us, including those against fire, natural disasters, operational
interruptions and third-party liability, are subject to exclusions and limitations of liability both in amount
and with respect to the insured events. In particular, such exclusions include damages from acts of war,
acts of terrorism, flooding and damages from nuclear energy. Our assessment that we are sufficiently
insured against contingencies may not be accurate. In addition, our insurers could become insolvent.
Floods, fires, storms and similar natural disasters or other events may cause damages to our property or
production facilities in excess of insurance coverage and may thus lead to significant costs in connection
with remediation and repair work that must be borne by us. If we suffer a loss or incur a liability against
which we are uninsured or insufficiently insured, this could adversely affect our business and financial
condition and operating results.

We use, generate and dispose of environmental wastes which may subject us to liabilities.

We are subject to PRC environmental protection laws and regulations which govern the emission,
discharge, release and disposal of environmental wastes and other pollutants. Under the applicable laws
and regulations, enterprises that produce environmental wastes are required to adopt effective measures to
control, properly manage and dispose of environmental wastes, including waste gas, wastewater, solid
wastes and noise. Producers discharging environmental wastes and other pollutants are required to pay
fines for discharges above permitted levels under the PRC environmental protection laws and regulations.
Failure to comply with the applicable PRC environmental laws or regulations may result in local
environmental protection authorities imposing fines or suspending operations, and may lead to the loss of
environmental and production licences. The PRC Government and PRC regional regulatory authorities
have the discretion to suspend or close any facility failing to comply with such environmental protection
laws and regulations. We cannot assure you that we will be in full compliance with such laws and
regulations at all times. In the event that the PRC Government imposes more stringent environmental
protection laws and regulations, our production costs may substantially increase, or we may also be
forced to suspend production or may need to incur material capital expenditures or other costs in order to
remain in compliance and as such we may be unable to pass on these additional costs to our customers.

Our production process is subject to environmental laws and regulations, which could require us to
incur environmental liabilities, increase our manufacturing costs and related compliance costs or
otherwise materially and adversely affect our business, net assets, financial condition and operating
results.

Our production process is subject to a variety of PRC laws and regulations governing the
protection of the environment. These environmental laws and regulations include those relating to the
use, storage, handling, discharge, emission, disposal and reporting of toxic, volatile or otherwise
hazardous materials used in the production process. If these substances were to leak into the soil or
groundwater at the various properties on which our facilities are located or otherwise contaminate the
environment, we may be liable and could incur significant costs, including clean-up costs, fines and civil
or criminal sanctions, third-party property damage or personal injury claims. We may also be liable and
incur significant costs for our properties that have pre-existing contamination and may be responsible for
remediating such contamination.
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We may become subject to legislation, regulation, or treaty obligations designed to address global
climate change, air quality in the PRC, and other environmental concerns. For example, the Recent
Regulations may have impact on our business, further information on which is set forth in the section
headed “Business — Impact of the Recent Regulations on us” in this prospectus. Compliance with any new
rules could be costly, causing us to incur additional energy and environmental costs, as well as costs for
defending and resolving legal claims.

The laws and regulations governing environmental protection and environmental responsibilities
may become more stringent in the future, which would expose us to additional liability risks under future
legislation or for currently unidentified contamination.

Our business expansion plan may not be completed as planned and may not achieve commercial
viability or the intended economic results.

Our future success depends to a certain extent on our ability to expand our production capacity.
We have expanded our production capacity by constructing new facilities in order to cater for the
anticipated growing demand of our products. We plan to further increase our production capacity in the
future by upgrading and acquiring additional production facilities at our existing production plants. We
plan to expand our designed annual production capacity of our major products. We also plan to diversify
our product portfolios. We cannot guarantee that we will be able to complete our expansion plans within
budget or on schedule or at all. Our expansion plans could be adversely affected by factors such as lack
of personnel, unexpected technical problems, natural disasters and inability to obtain the required
governmental permits and approvals, problems with construction of production facilities, logistical
difficulties and any unforeseen legal or regulatory impediments imposed by the PRC Government. If
there is any delay in our expansion plans, we may not be able to deliver our products demanded by our
customers and, our reputation and future business opportunities may therefore be adversely affected.
Further, these plans may not achieve the commercial viability or the intended economic results, which in
turn could weaken our competitive position in the market and adversely affect our business and financial
condition and operating results.

In addition, higher utilisation rate of our production facilities enables us to allocate fixed costs
over a greater quantity of products thus leading to an increase in our profit margin. The utilisation rate of
our production facilities primarily depends on the demand for our products, which may be affected by
market trends, customers’ plans and preferences and other factors beyond our control. If we do not
receive sufficient orders from our customers to effectively utilise our production facilities, we may be
subject to low utilisations rate of production capacity, over-capacity or high depreciation charges for our
production facilities, and thus we may not be able to maintain a comparable level of profit and profit
margin in the future. If our capacity expansion does not occur as we desire, not completed in a timely
manner or does not result in the anticipated benefits, our future growth and profitability could be
materially and adversely affected.
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We may not be successful in the product development of new products or improvement in the
quality of our existing products.

We rely on our technology department to develop new products as well as develop new production
technologies to improve our existing products. Our technology department face constant pressures to
develop new products with better specifications and features. Our ability to continue offering new product
categories depends on our ability to incorporate technological advancements and innovations in our
products. We cannot assure you that we will be able to launch new and better products in the future.
Product development of new products or improvement of our existing products can take very long time
and can also be very costly. We cannot assure you that any of our research projects would be completed
within the anticipated time frame, or would lead to viable commercial production. If we are not
successful in developing new products and new techniques or we fail to translate our product
development efforts into commercial production, we may not be able to recover the relevant product
development costs incurred. This could restrict our ability to compete in the market and, in turn, our
business and financial condition and operating results may be materially and adversely affected.

We may not be successful in implementing our business strategies.

We plan to implement a number of business strategies for the purpose of strengthen our market
position in the paint and coating industry in the PRC. These business strategies include the development
and launch of new water-based paint and coating products or the penetration of new market. For example,
we intend to explore the sales of our wood coating products to the customers in manufacturing wood
coating market which generated insignificant amount of revenue during our business development history.

According to Frost & Sullivan, the sales value of the retailing wood coating market in the PRC
decreased at the rate of 7.0% in 2015 and 3.0% in 2016 and at the CAGR was 6.8% during the five-year
period from 2010 to 2016. Such decrease was due to the change in consumers’ preference and the general
slowdown of overall residential property market in the PRC. The market size of retailing wood coating
market is expected to remain stable during the period from 2017 to 2021. During the Track Record
Period, our industrial paint and coating products sold to customers in the retailing wood coating market
amounted to HK$501.6 million, HK$405.4 million and HK$417.9 million, respectively, representing
80.1%, 85.8% and 79.3% of the total amount of our revenue generated from our industrial paint and
coating products.

Further information on our business strategies is set forth in the section headed “Business — Our
business strategies” in this prospectus. The implementation of these new business strategies has its own
inherent risks, and such business strategies may or may not be successful implemented or that such
business strategies may not result in the desirable outcome expected by us. We also may not have the
experience in the implementation of such new business strategies or may encounter such difficulty as we
have never anticipated. In any of these events, our operating results and business and financial condition
could be materially and adversely affected.
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We may misallocate our product development resources or have insufficient resources to conduct
the necessary level of product development to remain competitive, which could materially and
adversely affect our business and financial condition and operating results.

We may devote product development resources to new products that turn out to be unsuccessful.
Development of any new product must be made well in advance of sales in the market. Customer
demands and technology may change while the new products are still in the stage of development,
rendering our products outdated or uncompetitive before their introduction to the market. We must
therefore make anticipation on both the future demand and technology features that will be required to
match with such demand. If our revenue decreases significantly or if we incur losses as a result of a
market downturn or otherwise, we may not be able to devote sufficient resources to the product
development needed to remain competitive. Our failure to properly allocate product development
resources could materially and adversely affect our business and financial condition and operating results.

Any failure to protect our intellectual property rights could harm our business and competitive
position.

Throughout our business development history, we have developed and maintained a number of
patents and trademarks for our products. As of the Latest Practicable Date, we had registered various
trademarks in China, Hong Kong, Singapore, Taiwan, Macau and Malaysia. As of the Latest Practicable
Date, we had a total of 43 registered patents and 23 pending patent applications in the PRC. Seeking
patent protection can be lengthy and expensive, and we cannot assure you that our patent applications
will result in patents being issued or that our existing patents or patents issued in future will be sufficient
to provide us with the meaningful or required protection or commercial advantage. Our patents and patent
applications may be challenged, invalidated or circumvented. Our current or potential competitors, many
of whom have substantial resources and have made substantial investments in competing technologies,
may have, and may develop, products that compete directly with our products despite our possession of
intellectual property rights. Implementation and enforcement of the relevant intellectual property-related
laws in the PRC have historically been deficient and ineffective, primarily due to the lack of procedural
rules for discovery of evidence, low damage awards and low rates of criminal penalties against
intellectual property right infringements.

Accordingly, protection of intellectual property rights in China may not be as effective as that in
the United States or other western countries. In addition, policing unauthorised use of proprietary
technology is difficult and expensive, and we may need to commence litigation to enforce or defend
patents issued to us or to determine the enforceability, scope and validity of our proprietary rights or
those of others. The experience and capabilities of PRC courts in handling intellectual property litigation
vary, and the outcomes are also unpredictable. In the event of any such litigation or an adverse
determination in any such litigation, could result in substantial costs and diversion of resources and
management attention, which could harm our business, reputation and competitive position.
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We may become involved in litigation and regulatory proceedings, which could require attention
from our management and result in significant expenses to us and disruptions in our business.

As part of our business, we may be involved in litigations and claims. Generally speaking, these
litigations and claims may be broadly divided into three categories. First, we may be liable for product
liability claims if our products are proven to be defective or otherwise fall short of the relevant quality
requirements and specifications. Second, we may be exposed to claims from our employees for any
industrial accidents. Third, we may be subject to claims on infringement of trademarks of Independent
Third Parties or other intellectual property rights.

In September 2016, China Paint Shenzhen, as one of the defendants, received a summons served
by the People’s Court of Luohu District, Shenzhen (I 7 & i i A\ 1% ) (the “Court”) regarding an
alleged trademark infringement. China Paint Shenzhen is claimed by an Independent Third Party for
infringement of its trademark of “fZSHJE”. The claimant requested us to stop the infringing acts and to
destroy the infringing goods and related materials bearing registered trademark of the Independent Third
Party. Our Directors have been advised that China Paint Shenzhen is a legitimate licensee of the
trademark of “R%ifE” and China Paint Shenzhen is entitled to use the trademark claimed by the
claimant. Therefore, our Directors believe that the claim by the claimant has no merits.

We were in the past and may in the future be involved in lawsuits and regulatory actions relating
to our business. Some of these proceedings may involve payment of damages and may cause reputational
risk. Due to the inherent uncertainties of litigation and regulatory proceedings, we cannot accurately
predict the ultimate outcome of any proceeding. An unfavourable outcome could materially and adversely
affect our business and financial condition and operating results. In addition, regardless the outcome, any
litigation or regulatory proceedings are often expensive, time-consuming, disruptive to our normal
business operations and require significant attention from our management.

If we cannot compete successfully in our industry, our business and financial conditions and
operating results could be adversely affected.

The paint and coating industry is highly fragmented and competitive. Some of our competitors may
have access to other unique or patented technologies. These production technologies may provide
customers with performance and application features that may be comparable to, or exceed, features
offered by us. Our competitors may also be more cost-effective with higher production volumes for
certain application. If our potential or existing competitors choose to design their products using these
advanced processes, our business could be negatively impacted.

Many of our competitors may also have greater financial or other resources than we have that may
be unavailable to us. In addition, our competitors may, from time to time, decide to undertake aggressive
pricing initiatives in one or more technology nodes. Increase in these kinds of competitions may diminish
our customer base, or our average selling price, or both. Increased competition in the paint and coating
industry and our failure to compete effectively could materially and adversely affect our business and
financial condition and operating results.
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We may not be able to recruit and retain qualified executives, managers or skilled technical and
service personnel.

Our success depends on the continued service of our executive Directors and senior management,
further information on which is set forth in the section headed “Directors, Senior Management and
Employees” in this prospectus. Our business could suffer if we lose, for whatever reasons, the services
and contributions of some of these personnel and we cannot adequately and timely replace them. In
addition, we may be required to increase or reduce the number of employees in connection with any
business expansion or contraction, in accordance with market demand for our services. Since there is
intense competition for the recruitment of these personnel, we cannot assure you that we will be able to
fulfil our personnel requirements in order to support our growth plans.

Our operating results during the Track Record Period included fair value gains on structured
deposits and government grants, which may fluctuate over the financial periods and may materially
and adversely affect our business, results of operations and financial conditions.

We use structured deposits primarily to enhance the return on investment. During the Track Record
Period, we had fair value gain on structured deposits of HK$5.7 million, HK$4.9 million and HK$3.2
million. Structured deposits were stated at fair value and represented several wealth management products
issued by banks, as of 31 December 2014, 2015 and 2016, though the aggregate principal of deposits was
fully guaranteed by the banks the rates of return were not guaranteed. Our profits may be affected as we
designated these structured deposits as investments at fair value through profit or loss on initial
recognition.

During the Track Record Period, the amount of other income and gains amounted to HK$16.6
million, HK$18.3 million and HK$12.8 million, respectively. The fluctuations in the amount of other
income and gain were due to the fluctuations in the bank interest income and the amount of government
grants received. In particular, our other income and gains increased by 10.2% to HK$18.3 million during
the year ended 31 December 2015 from HK$16.6 million during the year ended 31 December 2014. The
increase in other income and gain was principally due to the increase in the amount of subsidies from the
PRC Government to members of our Group in the PRC and the increase in the bank interest income by
33.8% to HK$5.2 million because of the increased in the amount of investment in structured deposits in
2014. We cannot guarantee whether the fair value gain on structured deposits can be maintained at the
historical levels. If there is any significant fair value loss on structured deposits in the future, our
business, results of operations and financial conditions may be materially and adversely affected.

In addition, we received government grants of HK$2.8 million, HK$4.8 million and HK$4.6
million, respectively for the year ended 31 December 2014, 2015 and 2016, Government grants are
recognised at their fair value where there is reasonable assurance that the grant will be received and all
attaching conditions will be complied with. There can be no assurance that we will be able to receive any
such government grants in the future. If we no longer receive these government grants in the future, our
profitability can be adversely affected.
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RISKS RELATING TO THE INDUSTRY IN WHICH WE OPERATE
Changes in the law and regulation may have an adverse effect on us.

The industry in which we operate in is subject to various safety, health and environmental laws and
regulations. Changes in the rules, regulations, controls and laws with which we must comply may lead to
increased compliance costs. We expect such safety, health and environmental laws and regulations will
be increasingly stringent in the future. We have to comply with laws and regulations of the PRC on
environmental protection, including the Environmental Protection Law of the PRC (' #E A\ R HL 1 [ BR 455
{&7#1%), Law of the People’s Republic of China on the Prevention and Control of Atmospheric Pollution
(P HE N AR B K575 44 i iR 7%) and Law of the People’s Republic of China on the Prevention,
Control of Water Pollution (913 ARILFAE KI5 Y FGiH ), the Implementing Proposals for
Comprehensive Treatment on VOC of Key Industries issued by the Department of Environment
Protection of Guangdong Province (/¥ #5 B4 O a Joi BH % o AT S0 M A M 5 & U i B Mt
%) and other regulatory measures issued by the government authorities from time to time. Further
information is set forth in the section headed “Applicable Laws and Regulations” in this prospectus.

According to the Recent Regulations, namely the Prohibited and Restricted Catalogue of New
Industry of Beijing Municipality (version of 2015) (It 5% 7 7 34 & 3 A9 2% (- AR il B 8% (20154 M) )
and the Guangdong Province Implementing Regulations for Comprehensive Treatment on VOC of Key
Industries (J& 3 & B b5 Or 5 8 BH A B B 17T L83 ME A MW 45 530 B i %), published in August
2015 and December 2014, respectively, opening of new specialised coating retail stores in certain
districts of Beijing and the sales of solvent-based paint products in Beijing are restricted. The Department
of Environment Protection of Guangdong Province issued the Implementing Proposals. In Guangdong
Province, furniture manufacturing industry is required to limit the use of solvent-based paint products:
the percentage of using environmental-friendly coating by the furniture manufacturing industry is
required to reach 50%, the percentage of using paint products with low level of VOC shall not be less
than 90% and the use of solvent-based paint products for wood furniture containing more than 700 grams
of hazardous substance or VOC per litre is prohibited. Pursuant to the Action Plan of Air Pollution
Prevention and Control of Guangdong Province (2014-2017) (B A KI5 B i6 AT 8) )7 %£(2014-2017
4)), which became effective on 7 February 2014, the architectural decoration industry shall reduce the
use of solvent-based paint products in Guangdong Province. The sales of solvent-based paint and coating
products in Beijing and Guangdong Province, including Guangzhou and Shenzhen, could be adversely
affected by the Recent Regulations. We cannot assure you that similar regulations will not be
implemented in other PRC cities which could have a material impact on our sales of solvent-based paint
and coating products in the PRC.

We are required to comply with various environmental, health and safety laws that are extensive
and the compliance of which may be onerous or expensive.

We are subject to applicable national and local laws and regulations with respect to the protection
of the environment and the health and safety of employees and the public in the PRC, such as The
Environment Protection Law, The Production Safety Law and the Regulations on the Safe Management
of Hazardous Chemical Materials. These laws and regulations govern, among other things, aerial
emissions, waste water discharges, storage, use and handling of chemicals, waste disposal, potential
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investigation and remediation of soil and ground water contamination and protection of the health and
safety of employees. Our production process and products are subject to stringent quality, environmental
and occupational safety standards. In addition, as of the Latest Practicable Date, we have obtained
Quality Management System ISO 9001: 2008, Environmental Management System ISO 14001: 2004 and
Occupational Health and Safety Management System GB/T28001-2011 certifications for our management
systems.

The PRC Government has been imposing stricter regulations on the environmental effects in
respect of the production and usage of paint and coating products, restricting the development of paints
producers who cannot meet the environmental requirement.

If we fail to comply with these laws and regulations or if a more stringent enforcement regime is
implemented, we may be exposed to penalties, fines, suspension or revocation of our licences or permits
to conduct business, administrative proceedings and litigation. In light of the magnitude and complexity
of these laws and regulations, compliance with them or the establishment of effective monitoring systems
may be onerous or require a significant amount of financial and other resources.

In addition, as these laws and regulations continue to evolve, we cannot assure you that the PRC
Government or the governments of other jurisdictions in which we have operations would not impose
additional or more onerous laws or regulations, compliance with that may cause us to incur significantly
increased costs that we might not be able to pass on to our customers.

As of the Latest Practicable Date, we are not aware of any material adverse changes or
developments in environmental, health and safety laws or regulations imposed by relevant governmental
authorities. Nevertheless, we cannot assure you that there will not be adverse changes or developments in
such laws and regulations in the future. If we fail to adapt to these changes, our reputation may be
damaged, we may lose or might not be able to renew our licences and permits or we may be required to
pay penalties or fines or take remedial actions, any of which could have an adverse effect on our business
and financial condition and operating results.

The market demand and the sales and growth for our products are dependent on the condition of
the PRC economy.

During the Track Record Period, we primarily derived our revenue from the sales in the PRC. The
demand for our products depends substantially on the condition of the PRC economy.

In the PRC, factors including economic growth, consumer confidence, general economic condition,
inflation, unemployment rates, interest rate levels and demographic trends, affect the growth of industries
where our products are used. A downturn in the relevant industries or in the markets where our products
are used or sold to, a downturn in the general economic condition or competition in the markets in which
our products are currently sell to, or intend to sell, could affect our sales, resulting in downward pressure
on the prices, affecting the volume sold and margins achieved or achievable in the future. A decline in
demand or a lower demand for our products resulting from deteriorating economic condition may
adversely affect our business and financial condition and operating results.
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RISKS RELATING TO HONG KONG AND THE PRC

Uncertainty on the state of the political environment in Hong Kong and the PRC could materially
and adversely affect our business and financial condition and operating results.

Hong Kong is a special administrative region of the PRC and is entitled to enjoy a high level of
autonomy under the principle of “one country, two systems” according to the Basic Law of Hong Kong.
However, we are not in any position to guarantee the implementation of the “one country, two systems”
principle and the level of autonomy as currently in place at the moment. Since a significant portion of our
operations are located in Hong Kong and the PRC, any change of such political arrangements may pose
an immediate threat on the stability of the economy in Hong Kong and the PRC, thereby directly and
negatively affecting our results of operations and financial positions.

PRC economic, political, social conditions as well as government policies could adversely affect our
business, prospects, financial condition and financial results.

We conduct our business operations in the PRC. The PRC economy differs from the economies of
most of the developed countries in many aspects, including:

- political structure;

— level of the PRC Government’s involvement and control;

- growth rate and level of development;

— level and control of capital investment and reinvestment;

- control of foreign exchange; and

- allocation of resources.

The PRC economy has been transitioning from a centrally planned economy to a more market-
oriented economy. For approximately three decades, the PRC Government has implemented economic
reform measures to utilise market forces in the development of the PRC economy. We cannot predict
whether changes in the PRC’s economic, political and social conditions and in its laws, regulations and
policies will have any adverse effect on our current or future business and financial condition and
operating results.

In addition, many of the economic reforms carried out by the PRC Government are unprecedented
or experimental and are expected to be refined and improved over time. This refining and adjustment
process may not necessarily have a positive effect on our operations and business development. For
example, the PRC Government has in the past implemented a number of measures intended to curtail
certain segments of the economy, including the real estate industry, which the government believed to be
overheating. These actions, as well as other actions and policies of the PRC Government, could cause a
decrease in the overall level of economic activity in the PRC and, in turn, have an adverse impact on our
business and financial condition.
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Our prospects could be adversely affected by acts of war, terrorism, civil unrest, riots, strikes,
natural disasters, pestilence, or acts of God.

We could be adversely affected by any negative developments or uncertainties resulting from acts
of war, civil unrest, riots, strikes, natural disasters, pestilence, or acts of God. The occurrence of war,
civil unrest, riots and strikes could impede administration and management, cause damages to
infrastructures necessary to our operations and impact all aspects of our business. The countries or
regions in which we operate and to which our products are sold may be under the threat of flood,
earthquake, rainstorm or drought. In addition, natural disasters, epidemics such as the human swine flu,
also known as Influenza A (HIN1), H5N1 avian flu, severe acute respiratory syndrome (“SARS”), ebola
virus or zika virus and other natural disasters and acts of God are beyond our control and may adversely
affect the global economy, infrastructure and people’s livelihood.

For instance, the PRC reported a number of cases of SARS in 2003. Since its outbreak in 2004,
there have been reports on occurrences of avian flu in various parts of the PRC, including several
confirmed human cases and deaths. Furthermore, a serious earthquake and its successive aftershocks hit
Sichuan province in May 2008, resulting in tremendous loss of life and injury, as well as destruction of
assets in the region. In 2009, there were reports of the occurrence of HIN1 influenza in certain region of
the world, including the PRC, where we operate our business. In 2014 and 2015, there have been ebola
virus and Middle East Respiratory Syndrome, or MERS outbreak which have yet to be completely
contained. In 2015, there has been Zika virus outbreak in certain regions of the world which is still
ongoing. Any future outbreak of SARS, avian flu, Zika virus or other similar adverse epidemics may,
among other things, significantly disrupt our business. An outbreak of infectious disease may also
severely restrict the level of economic activity in affected areas, which in turn may have a material and
adverse effect on our business and financial condition and operating results.

Fluctuations in the value of the Renminbi may have a material and adverse impact on your
investment.

A significant portion of our revenue and almost all of our cost of sales and expenses are
denominated in Renminbi, while the net proceeds from the Global Offering and any dividends, if any,
declared by us will be in HK dollars. Any appreciation in the Renminbi against foreign currencies will
adversely affect the relative value of the proceeds we will receive from the Global Offering. A
depreciation in the Renminbi, on the other hand, would adversely affect the value of any dividends, if
any, we pay our Shareholders in foreign currencies, or require us to use more Renminbi funds to service
the same amount.

During the Track Record Period, we recorded net foreign exchange loss of HK$655,000,
HK$2,256,000 and HK$71,000, respectively, arising from transactions conducted in our ordinary course
of business. Fluctuations in Renminbi exchange rates are affected by, among other things, changes in
political and economic conditions and China’s foreign exchange regime and policy. The Renminbi has
been unpegged from the U.S. dollars since 2005 and, the People’s Bank of China regularly intervenes in
the foreign exchange market to limit fluctuations in Renminbi exchange rate. The Renminbi may
appreciate or depreciate significantly in value against the U.S. dollars in the future. There are limited
hedging instruments available in China to reduce our exposure to exchange rate fluctuations between the
Renminbi and other currencies. The cost of such hedging instruments may fluctuate significantly over
time and can outweigh the potential benefit from the reduced currency volatility. As of the Latest
Practicable Date, we had not entered into any hedging transactions in an effort to reduce our exposure to
foreign currency exchange risks. In any event, the availability and effectiveness of these hedges may be
limited and we may not be able to hedge our exposure successfully, or at all.
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In addition to the exchange difference arising from transactions conducted by us, we may also be
subject to foreign exchange gain or loss as our consolidated financial statements are denominated in Hong
Kong dollars while most of our assets/liabilities are denominated in RMB. Such gain or loss is recorded
in the combined statements of other comprehensive income of our Group.

The amount of the exchange difference represents the difference in the exchange rates between our
reporting currency and the foreign currencies at the beginning and the end of the respective reporting
year. The exchange difference is not charged to our consolidated statements of profit or loss because such
difference related to the translation of foreign operations as of the respective reporting dates and arose in
the preparation of our consolidated audited financial statements. During the Track Record Period, the
losses charged to other comprehensive income resulting from such exchange difference on translation of
foreign operations amounted to HK$18.5 million, HK$38.3 million and HK$53.7 million, respectively.

Any material incorrect estimation of our deferred taxation may have an impact on our operating
results.

We recorded deferred tax asset of HK$9.1 million, HK$7.9 million and HK$7.5 million as of 31
December 2014, 2015 and 2016, respectively. We recognise deferred tax assets based on the estimate that
it is probable that it will generate sufficient taxable profits in the foreseeable future against which the
deductible losses will be utilised. The recognition of the deferred tax assets mainly involved our
management’s judgment and estimation about the timing and the amount of taxable profits of the
companies which had tax losses. If our estimation of deferred taxation is not accurate, we may need to
provide additional amount which could affect our operating results.

Any change in tax treatment in the PRC may have an impact on our operating results.

The current standard EIT rate in the PRC is 25%. Since 27 June 2009, China Paint Shenzhen was
awarded the status of “High and New Technology Enterprise® (f=##%li42£)” by relevant PRC
government authorities and was entitled to enjoy a preferential tax rate of 15% on EIT during the Track
Record Period. Such preferential tax rate will expire on 1 November 2018.

We cannot assure you that China Paint Shenzhen will continuously be awarded the status as “High
and New Technology Enterprise* (=i#%fli423£)” or enjoy the favourable tax rate of 15% in the future.
Any change in or discontinuation of such favourable tax treatment may adversely affect our results of
operations and profitability.

The PRC Government’s control of foreign currency conversion may limit our foreign exchange
transactions, including dividend payments on our Shares.

Currently, the Renminbi cannot be freely converted into any foreign currency, and conversion and
remittance of foreign currencies are subject to PRC foreign exchange regulations. It cannot be guaranteed
that under a certain exchange rate, we will have sufficient foreign exchange to meet our foreign exchange
requirements. Under the current PRC foreign exchange control system, foreign exchange transactions
under the current account conducted by us, including the payment of dividends, do not require advance
approval from SAFE, but we are required to present documentary evidence of such transactions and
conduct such transactions at designated foreign exchange banks within China that have the licences to
carry out foreign exchange businesses. Foreign exchange transactions under the capital account conducted
by us, however, must be approved in advance by SAFE.
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Under existing foreign exchange regulations, following the completion of the Global Offering, we
will be able to pay dividends in foreign currencies without prior approval from SAFE by compliance with
certain procedural requirements. However, we cannot assure you that these foreign exchange policies
regarding payment of dividends in foreign currencies will continue to be effect in the future. In addition,
any insufficiency of foreign exchange may restrict our ability to obtain sufficient foreign exchange for
dividend payments to shareholders or to satisfy any other foreign exchange requirements. If we fail to
obtain approval from SAFE to convert Renminbi into any foreign exchange for any of the above
purposes, our capital expenditure plans, and even our business and financial condition and operating
results, could be materially and adversely affected.

Interpretation of PRC laws and regulations involves uncertainty and the current legal environment
in China could limit the legal protections available to you.

Our business is in the PRC and is governed by the PRC laws and regulations. Substantially all of
our subsidiaries are located in China and are subject to the PRC laws and regulations. The PRC legal
system is a civil law system based on written statutes, and prior court decisions have little precedential
value and can only be used as a reference. Additionally, the PRC written statutes are of principle-oriented
and require detailed interpretations by the enforcement bodies to further apply and enforce such laws.
Since 1979, the PRC legislature has promulgated laws and regulations in relation to economic matters
such as foreign investment, corporate organisation and governance, commercial transactions, taxation and
trade, with a view to develop a comprehensive system of commercial law, including laws relating to
property ownership and development. However, due to the fact that these laws and regulations have not
been fully developed, and because of the limited volume of published cases and the non-binding nature of
prior court decisions, interpretation of the PRC laws and regulations involves a degree, sometimes a
significant degree, of uncertainty. Depending on the government agency or how or by who an application
or case is presented to such agency, we may receive less favourable interpretation of laws and regulations
than our competitors. In addition, any litigation in China could be protracted and result in substantial
costs and diversion of resources and management attention. All these uncertainties may limit the legal
protections available to the foreign investors.

We could be deemed a PRC resident enterprise under the PRC EIT Law and be subject to PRC
taxation on our worldwide income.

Under the PRC EIT Law, enterprises established outside China whose “de facto management
bodies” are located in China are considered “resident enterprises” and their global income will generally
be subject to the CIT at the rate of 25%. Under the implementation rules for the PRC EIT Law, “de facto
management bodies” is defined as the bodies that have material and overall management control over the
business, personnel, accounts and properties of an enterprise.

Substantially all of our management is currently based in China and may remain in China. In April
2009, the PRC State Administration of Taxation promulgated a circular to clarify the definition of “de
facto management bodies” for enterprises incorporated overseas with controlling shareholders being
onshore enterprises or enterprise groups in the PRC. However, it remains unclear how the tax authorities
will treat an overseas enterprise invested or controlled by another overseas enterprise and ultimately
controlled by the PRC residents. The tax consequences of such treatment are currently unclear as they
will depend on how the PRC finance and tax authorities apply or enforce the PRC EIT Law and the
implementation rules.
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Dividends payable by us to our foreign investors and gains on the sale of our Shares may become
subject to withholding taxes under PRC tax law.

Under the PRC EIT Law and its implementation regulations issued by the State Council, the PRC
income tax at the rate of 10% is applicable to dividends payable by a PRC “resident enterprise” to
investors that are “non-resident enterprises” (those enterprises that do not have an establishment or place
of business in the PRC, or those that have such an establishment or place of business but the relevant
income of which is not effectively connected with the establishment or place of business) to the extent
such dividends have their source within the PRC. Similarly, any gain realised on the transfer of shares by
such enterprises is also subject to 10% PRC income tax if such gain is regarded as income derived from
sources within the PRC. If we are regarded as a PRC “resident enterprise,” it is unclear whether the
dividends we pay with respect to our Shares, or the gain you may realise from the transfer of our Shares,
will be treated as income derived from sources within the PRC and be subject to PRC income tax. This
will depend on how the PRC tax authorities interpret, apply or enforce the PRC EIT Law and the
implementation rules. One example of a limitation on the 10% withholding tax is that a company
incorporated in Hong Kong may be subject to a reduced withholding tax at the rate of 5% on dividends it
receives from a company established in the PRC. If we are required under the PRC EIT Law to withhold
the PRC income tax on our dividends payable to our Shareholders, or if you are required to pay the PRC
income tax on the transfer of your Shares, the value of your investment in our Shares could be materially
and adversely affected.

We cannot guarantee the accuracy of facts, forecasts and other statistics with respect to the PRC,
the PRC economy and the industry in which we operate contained in this prospectus.

Facts, forecasts and other statistics in this prospectus relating to the PRC, the PRC economy and
the industry in which we operate have been derived from the report issued by Frost & Sullivan. However,
we cannot guarantee the quality or reliability of such materials. They have not been prepared or
independently verified by us, the Sponsor, the Joint Global Coordinators, the Joint Bookrunners, the
Underwriters or any of our or their respective affiliates or advisers and, therefore, we make no
representation as to the accuracy of such facts, forecasts and statistics, which may not be consistent with
other information compiled within or outside the PRC. We have, however, taken reasonable care in the
reproduction and/or extraction of the official government publications for the purpose of disclosure in
this prospectus. Due to possibly flawed or ineffective collection methods or discrepancies between
published information and market practice, these facts, forecasts and statistics in this prospectus may be
inaccurate or may not be comparable to facts, forecasts and statistics produced with respect to other
economies. Further, we cannot assure you 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. Therefore, you should not unduly rely
upon the facts, forecasts and statistics with respect to the PRC, the PRC economy and the PRC real estate
industry contained in this prospectus.
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RISKS RELATING TO THE GLOBAL OFFERING

There has been no prior public market for our Shares and their liquidity and market price may be
volatile.

Prior to the Global Offering, there has been no public market for our Shares. The initial issue price
range for our Shares was the result of negotiations among us and the Joint Global Coordinators (for
themselves and on behalf of the other Underwriters), and the Offer Price may differ significantly from the
market price for our Shares following the Global Offering. We expect our Shares to be listed on the Stock
Exchange. A listing on the Stock Exchange, however, does not guarantee that an active trading market for
our Shares will develop, or if it does develop, will be sustained following the Global Offering or that the
market price of our Shares will not decline following the Global Offering. Furthermore, the price and
trading volume of our Shares may be volatile.

The following factors may cause the market price of our Shares following the Global Offering to
vary significantly from the Offer Price:

— variation in our turnover, earnings and cash flow;

- liability claims brought against us based on, for example, defective products or safety-related
regulatory actions;

- interruptions to our distribution arrangements;
- our failure to execute our strategy;
- any unexpected business interruptions resulting from operational breakdowns or natural disasters;

- inadequate protection of our intellectual property or legal proceedings brought against us for
infringement of third parties’ intellectual property rights;

- any major changes in our key personnel or senior management;
- our inability to obtain or maintain regulatory approval for our products; and
- political, economic, financial and social developments.

The market price of our Shares when trading begins may be lower than the Offer Price as a result
of, among other things, adverse market conditions or other adverse developments that may occur
between the time of sale and the time trading begins.

The Offer Price will be determined on the Price Determination Date. However, the Offer Shares
will not commence trading on the Stock Exchange until they are delivered, which is expected to be the
third business day after the Price Determination Date. As a result, investors might not be able to sell or
otherwise deal in the Offer Shares during that period. Accordingly, holders of the Offer Shares are
subject to the risk that the price of the Offer Shares when trading begins may be lower than the Offer
Price as a result of adverse market conditions or other adverse developments that may occur between the
time of sale and the time trading begins.
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Any future issuance of our Shares may dilute the investors’ shareholding in our Company.

Any future capital issuance to expand our business or otherwise may lead to the dilution of
investors’ shareholding in our Company. We may need to raise additional funds in the future to finance
expansion of or new developments relating to our existing operations or new acquisitions. If additional
funds are raised through the issuance of new equity or equity-linked securities of our Company other than
on a pro-rata basis to the existing Shareholders, the percentage ownership of such Shareholders in our
Company may be reduced or such new securities may confer rights and privileges that take priority over
those conferred by our Offer Shares. Purchasers of our Shares may experience dilution in the net tangible
asset book value for each Share of their Shares if we issue additional Shares or securities convertible into
Shares in the future at a price which is lower than the net tangible asset book value for each Share.

Our historical dividend payments should not be taken as an indication of our payment of dividends
in the future.

We did not declare or pay any dividend during the Track Record Period. Prior to the Spin-Off and
the Listing, we declared and paid a special interim dividend of HK$180 million. After completion of the
Global Offering and the Capitalisation Issue, our Shareholders will be entitled to receive dividend
declared by our Company, and we may distribute dividends by way of cash or by other means that we
consider appropriate. A decision to declare and pay any dividends would require the approval of our
Board and will be at the discretion of the Board. We do not have any pre-determined dividend payout
ratio. Our Board will review and adopt dividend policy from time to time in light of various factors such
as our business and financial condition and our operating results and our cash flows and the general
business environment and such other factors as our Board may deem relevant in determining whether
dividends are to be declared and paid.

Our Controlling Shareholders may exert substantial influence over our operations and may not act
in the best interests of our independent Shareholders.

Immediately upon completion of the Global Offering and the Capitalisation Issue, our Controlling
Shareholders will own 75.0% of the number of our Shares in issue, without taking into account of our
Shares which may be issued upon the exercise of the Over-allotment Option. Therefore, our Controlling
Shareholders will be able to exercise significant influence over all matters requiring Shareholders’
approval, including the election of directors and the approval of significant corporate transactions. Our
Controlling Shareholders will also have veto power with respect to any shareholder action or approval
requiring a majority vote except where they are required by relevant rules to abstain from voting. Such
concentration of ownership may also have the effect of delaying, preventing or deterring a change in
control of our Group that would otherwise benefit our Shareholders.

The interest of our Controlling Shareholders may not always coincide with our Company or your
best interests. If the interest of our Controlling Shareholders conflicts with the interest of our Company or
our other Shareholders, or if our Controlling Shareholders choose to cause our business to pursue
strategic objectives that conflict with the interests of our Company or other Shareholders, our Company
or those other Shareholders, including you, may be disadvantaged as a result.
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Sale, or perceived sale, of substantial amounts of our Shares in the public market could adversely
affect the prevailing market price of our Shares.

Our Shares held by certain of our Controlling Shareholders are subject to certain lock-up periods
expiring upon the first anniversary of the Listing Date, further information on which is set forth in the
section headed “Underwriting” in this prospectus. Our Shareholders may dispose of Shares that they may
own now or in the future. Sales of substantial amounts of our Shares in the public market, or the
perception that these sales may occur, could materially and adversely affect the prevailing market price of
our Shares.

Investors for our Shares may face difficulties in protecting their interests under Cayman Islands
law, which may provide different remedies to minority shareholders as compared with the laws of
Hong Kong or other jurisdictions.

Our corporate affairs are governed by, among other things, the Articles, the Cayman Companies
Law and the common law of the Cayman Islands. The rights of Shareholders to take action against our
Directors, actions by minority shareholders and the fiduciary responsibilities of our Directors to us under
Cayman Islands law are to a large extent governed by the common law of the Cayman Islands and the
Articles. The common law of the Cayman Islands is derived in part from comparatively limited judicial
precedent in the Cayman Islands as well as that from English common law, which has persuasive, but not
binding, authority on a court in the Cayman Islands. The laws of the Cayman Islands relating to the
protection of the interests of minority shareholders differ in some respects from those in Hong Kong and
other jurisdictions. Such differences mean that the remedies available to our minority Shareholders may
be different from those they would have under the laws of Hong Kong or other jurisdictions. Further
information is set forth in Appendix III to this prospectus.

You should read the entire prospectus carefully (including the risks disclosed) and we strongly
caution you not to place any reliance on any information in press articles, other media and/or
research analyst reports regarding us, our business, our industry and the Global Offering.

You should read the entire prospectus carefully and rely solely upon the information in this
prospectus in making your investment decisions regarding our Shares. You should note that undue
reliance should not be placed on any forward looking statements contained in this prospectus which may
not occur in the way we expect or may not materialise at all as set forth in the section headed “Forward-
looking Statements” in this prospectus. There has been prior to the publication of this prospectus, and
there may be subsequent to the date of this prospectus but prior to the completion of the Global Offering
and the Capitalisation Issue, press, media and/or research analyst coverage regarding us, our business, our
industry and the Global Offering. We do not accept any responsibility for the accuracy or completeness
of the information in such press articles, other media and/or research analyst reports nor the fairness or
appropriateness of any forecasts, views or opinions expressed by the press, other media and/or research
analysts regarding our Shares, the Global Offering, our business, our industry or us.

We make no representation as to the appropriateness, accuracy, completeness or reliability of any
such information, forecasts, views or opinions expressed or any such publications. To the extent that such
statements, forecasts, views or opinions are inconsistent or conflict with the information in this
prospectus, we disclaim them. Accordingly, prospective investors are cautioned to make their investment
decisions on the basis of the information in this prospectus only and should not rely on any other
information.
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DIRECTORS
Name Residential address Nationality
Non-executive Director and Chairman
Mr. LAM Ting Ball, Paul (FREW). .. .. House 83, Mouton Avenue Chinese
The Vineyard
23 Ngau Tam Mei Road
Yuen Long
New Territories
Hong Kong
Executive Directors
Mr. TSUI Ho Chuen, Philip (#%1#2) . . . House C7 Chinese
(Managing Director) Habitat, Off Hiram’s Highway
Hebe Haven, Sai Kung
New Territories
Hong Kong
Mr. LI Guangzhong (Z=EJEH) ... ... ... Room 1405, Building A Chinese
(Sales Director) No. 9 Xingsheng Road
Tianhe District
Guangzhou
PRC
Mr. WONG Anders (E&f#) ......... Flat A, 22nd Floor, Block 3 Chinese
(Finance Director) Park Belvedere
188 Ma On Shan Road
Ma On Shan
Shatin
New Territories
Hong Kong
Non-executive Director
Mr. CHONG Chi Kwan (GRS ... ... Flat D, 5th Floor, Block 4 Chinese

Metro City, Phase 11
Tseung Kwan O
New Territories
Hong Kong
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Name Residential address Nationality

Independent non-executive Directors

Ms. CHIU Kam Hing Kathy (& 4:%). . . Flat B, 7th Floor, Tower 3 Chinese
37 Repulse Bay Road
Repulse Bay
Hong Kong

Mr. CHUA Joo Bin (Z5#E) ... .. .. House 47, Dunbar Walk Singaporean
Singapore 459346

Mr. XIAJun (8. ... ... .. ... .. A506 Shihaomingdi Chinese
No. 81 Zizhuyuanlu
Haidian District
Beijing
PRC

Further information on our Directors is set forth in the section headed “Directors, Senior
Management and Employees” in this prospectus.
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PARTIES INVOLVED

Sponsor . .......

Joint Global Coordinators . ...............

Joint Bookrunners and Joint

Lead Managers

Innovax Capital Limited

Room 2002, 20th Floor

Chinachem Century Tower

178 Gloucester Road

Wanchai, Hong Kong

(a licenced corporation under the SFO to conduct Type 1

(dealing in securities) and Type 6 (advising on corporate
finance) regulated activities (as defined under the SFO))

Innovax Securities Limited

Unit A-C, 20/F

Neich Tower

128 Gloucester Road

Wanchai, Hong Kong

(a licenced corporation under the SFO to conduct Type 1
(dealing in securities) and Type 4 (advising on
securities) regulated activities (as defined under

the SFO))

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

Grand Millennium Plaza, 181 Queen’s Road Central
Hong Kong

(a licensed corporation under the SFO to conduct

Type 1 (dealing in securities), Type 2 (dealing in future
contracts), Type 4 (advising on securities), Type 6
(advising on corporate finance) and Type 9 (asset
management) regulated activities (as defined under

the SFO))

Innovax Securities Limited

Unit A-C, 20/F

Neich Tower

128 Gloucester Road

Wanchai, Hong Kong

(a licensed corporation under the SFO to
conduct Type 1 (dealing in securities) and Type 4
(advising on securities) regulated activities (as
defined under the SFO))
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Other Hong Kong Underwriters

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

Grand Millennium Plaza, 181 Queen’s Road Central
Hong Kong

(a licensed corporation under the SFO to conduct

Type 1 (dealing in securities), Type 2 (dealing in future
contracts), Type 4 (advising on securities), Type 6
(advising on corporate finance) and Type 9 (asset
management) regulated activities (as defined under

the SFO))

Gransing Securities Co., Limited

17/F, Hing Yip Commercial Centre

272-284 Des Voeux Road Central

Hong Kong

(a licensed corporation under the SFO permitted to
carry out Type 1 (dealing in securities), Type 4
(advising on securities), Type 6 (advising on corporate
finance) and type 9 (asset management) regulated
activities (as defined under the SFO))

China Finance KAB Limited

30/F, Chinachem Century Tower

178 Gloucester Road

Wanchai, Hong Kong

(a licensed corporation under the SFO permitted to
carry out Type I (dealing in securities), Type 2 (dealing
in future contracts) and Type 4 (advising on securities)
regulated activities (as defined under the SFO))

ZMF Asset Management Limited

Room 2502, World Wide House

19 Des Voeux Road Central, Hong Kong

(a licensed corporation under the SFO permitted to
carry out Type 1 (dealing in securities), Type 4
(advising on securities) and Type 9 (asset
management) regulated activities (as defined

under the SFO))

Guotai Junan Securities (Hong Kong) Limited
27/F, Low Block, Grand Millennium Plaza

181 Queen’s Road Central, Hong Kong

(a licensed corporation under the SFO permitted to
carry out Type 1 (dealing in securities) and Type 4
(advising on securities) regulated activities (as
defined under the SFO))
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Pacific Foundation Securities Limited

11/F, New World Tower 11

16-18 Queen’s Road Central, Hong Kong

(a licensed corporation under the SFO permitted to
carry out Type 1 (dealing in securities) and Type 9
(asset management) regulated activities (as
defined under the SFO))

RHB Securities Hong Kong Limited

12/F, World-Wide House

19 Des Voeux Road Central, Hong Kong

(a licensed corporation under the SFO permitted to
carry out Type 1 (dealing in securities) and Type 4
(advising on securities) regulated activities (as
defined under the SFO))

Long Asia Securities Limited

Unit A, 23/F

The Wellington, 198 Wellington Street

Sheung Wan, Hong Kong

(a licensed corporation under the SFO permitted to
carry out Type 1 (dealing in securities) regulated
activities (as defined under the SFO))

Legal adviser to our Company . ............ as to Hong Kong law:
Squire Patton Boggs
29th Floor
Edinburgh Tower
The Landmark
15 Queen’s Road Central
Hong Kong

as to the PRC law:

Han Kun Law Offices
Room 2103-04, 21st Floor
Kerry Plaza Tower 3

1-1 Zhongxinsi Road
Futian District

Shenzhen 518048

PRC

as to the PRC intellectual property and
related litigation matters:

Yangsan Law Firm

26 Dongyu Road

Zhongshan City

Guangdong 528403

China
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as to Cayman Islands law:
Conyers Dill & Pearman
Cricket Square, Hutchins Drive
PO Box 2681

Grand Cayman

KY1-1111

Cayman Islands

Legal adviser to the Sponsor and
the Underwriters . ..................... as to Hong Kong law:

Deacons
5th Floor
Alexandra House
18 Chater Road
Central
Hong Kong

as to the PRC law:

Jingtian & Gongcheng

34th Floor, Tower 3, China Central Plaza
77 Jianguo Road, Chaoyang District
Beijing

PRC

Auditor and reporting accountants . ........ Ernst & Young
Certified Public Accountants
22nd Floor
CITIC Tower
1 Tim Mei Avenue
Central
Hong Kong

Compliance adviser. . . ................... Innovax Capital Limited
Room 2002, 20th Floor
Chinachem Century Tower
178 Gloucester Road
Wanchai, Hong Kong

Industry consultant. . . ................... Frost & Sullivan (Beijing) Inc.
Shanghai Branch Company
Room 1018, Tower B
No. 500 Yunjin Road
Xuhui District
Shanghai, 200232
PRC

Receiving bank ......................... DBS Bank (Hong Kong) Limited
11/F, The Center
99 Queen’s Road Central
Hong Kong
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Registered office . .................... ... Cricket Square
Hutchins Drive
PO Box 2681
Grand Cayman
KY1-1111
Cayman Islands

Principal place of business
inHongKong. ........................ 31st Floor, CNT Tower
338 Hennessy Road
Wanchai
Hong Kong

Authorised representatives (for the purpose
of the Listing Rules) ................... Mr. TSUI Ho Chuen, Philip (151 #2)
House C7, Habitat, Off Hiram’s Highway
Hebe Haven, Sai Kung
New Territories
Hong Kong

Ms. FOK Pik Yi, Carol (£ %)
31st Floor, CNT Tower
338 Hennessy Road

Wanchai
Hong Kong
Company secretary . ..................... Ms. FOK Pik Yi, Carol (£ %)

31st Floor, CNT Tower
338 Hennessy Road
Wanchai

Hong Kong

Company’s website . . .................... www.cpmgroup.com.hk
(information contained on this website does not
form part of this prospectus)

Audit committee of our Board . ............ Ms. CHIU Kam Hing Kathy (# 4 %0) (Chairlady)
Mr. CHUA Joo Bin (£44 )
Mr. CHONG Chi Kwan ()

Remuneration committee of our Board . . . . .. Ms. CHIU Kam Hing Kathy (# %) (Chairlady)

Mr. CHONG Chi Kwan (it &)
Mr. XIA Jun ()
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Nomination committee of our Board .. ... ... Ms. CHIU Kam Hing Kathy (# %0) (Chairlady)
Mr. TSUI Ho Chuen, Philip (&7 #2)
Mr. XIA Jun (B )

Cayman Islands Principal Registrar ........ Conyers Trust Company (Cayman) Limited
Cricket Square
Hutchins Drive
PO Box 2681
Grand Cayman
KYI1-1111
Cayman Islands

Hong Kong Branch Registrar ............. Tricor Investor Services Limited
Level 22, Hopewell Centre
183 Queen’s Road East
Hong Kong

Principal bankers ....................... In Hong Kong:
The Hongkong and Shanghai Banking Corporation Limited
HSBC Main Building
1 Queen’s Road Central
Hong Kong

DBS Bank (Hong Kong) Limited
11/F, The Center

99 Queen’s Road Central

Hong Kong

In the PRC:

HSBC Bank (China) Company Limited
Shenzhen Branch

8/F, China Resources Building

5001 Shennan Road East

518010 Shenzhen

PRC
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INDUSTRY OVERVIEW

The information and statistics set forth in this section and elsewhere in this prospectus have
been derived from an industry report, commissioned by us and independently prepared by Frost &
Sullivan in connection with the Global Offering. In addition, certain information is based on, or
derived or extracted from, among other sources, publications of government authorities and internal
organisations, market data providers, communications with various PRC government agencies or
other independent third-party sources unless otherwise indicated. We believe that the sources of
such information and statistics are appropriate and have taken reasonable care in extracting and
reproducing such information. We have no reason to believe that such information and statistics are
false or misleading in any material respect or that any fact has been omitted that would render such
information and statistics false or misleading. Our Directors confirm that, after taking reasonable
care, they are not aware of any adverse change in market information since the date of this
prospectus which may qualify, contradict or adversely impact the quality of the information in this
section. None of our Company, the Sponsor, the Joint Global Coordinators, the Joint Bookrunners,
the Underwriters or their respective directors, advisers and affiliates have independently verified
such information and statistics and no representation has been given as to their accuracy.

Accordingly, such information should not be unduly relied upon.

SOURCE OF INFORMATION

We have commissioned Frost & Sullivan to analyse and report on the current status of, and
forecasts for, the selected industries in which we operate in China. We agreed to pay Frost & Sullivan a
fee of RMBO0.6 million for the preparation and use of the report. Unless the context requires otherwise,
market estimates or forecasts in this section represent Frost & Sullivan’s view on the future development
of the selected industries both in the PRC and Hong Kong and worldwide.

Established in 1961, Frost & Sullivan has conducted industry research and provided market and
enterprise strategies, consultancy and training services for several industries, including automobile,
transportation and logistics, chemical engineering, energy and power systems, environmental protection
technologies, electronics, information and telecommunication technologies, and medical and healthcare.
In preparing the report, Frost & Sullivan has relied on the statistics and information obtained through
primary and secondary research. Primary research includes interviewing industry insiders and recognised
third-party industry associations, while secondary research includes reviewing corporate annual reports,
databases of relevant official authorities, independent research reports and publications, as well as the
exclusive database established by Frost & Sullivan over the past decades.

The forecasts were made by Frost & Sullivan based on the following assumptions:

- The social, economic and political conditions in the PRC and the world currently discussed will
remain stable during the forecast period;

- Government policies on paint and coating industry in the PRC will remain unchanged during the
forecast period;
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- The paint and coating market in the PRC will be continuously growing driven by the growing
demand from China’s construction, furniture, automobile and decoration industry, and technology
advancement of paint and coating market.

Our Directors have taken reasonable care in reviewing and discussing the above assumptions and
factors with Frost & Sullivan, and nothing has come to the attention of our Directors to indicate that the
disclosure of projections and industry data relating to future periods in this section is misleading. Unless
otherwise indicated, market estimates or forecasts in this section represent Frost & Sullivan’s view on the
future development of the relevant industries in China.

OVERVIEW OF PAINT AND COATING MARKET IN THE PRC

Paint and coating products are substances used as layers that spread over the surface of objects.
The purposes of the applications of paint and coating products are either decoration or functionality, such
as protection.

Paint and coating products can be categorised into liquid coatings and powder coatings by
morphology, and liquid coatings can be further split into solvent-based coatings and water-based
coatings. Compared to water-based coatings, solvent-based coatings are potentially hazardous for both
human health and the environment, but less susceptible to environmental conditions such as temperature
and humidity during the curing phase. Many countries have made concerted efforts to reduce or remove
their presence in coatings without negatively impacting on coating performance.

The following chart shows segmentation of paint and coating products by morphology:

¢ Water-based paint and coating products,
Water-based often referred to as acrylic emulsions, are
paint and coating l_—— increasingly replacing 0rgani~c solvgnts
across a broad range of coating

products applications.
* Legislation is in place to support this trend.

. . * Solvent-based paint and coating products
Segmentation of paint Solvent-based are made up of liquefying agents that are

and coating products paintand §—__| meant to evaporate via chemical reaction

g with oxygen. Typically, moving air
by Morphology coating products surrounding a solvent-based coating will
help to speed up the reaction, reducing

drying times.

* Powder coating is applied as a free-flowing,
dry powder.

¢ Powder coatings do not required a solvent
to keep the binder and filler parts in a
liquid suspension form.

Due to the wide application in architectural paint and coating products, water-based coatings which
are more environmentally friendly, have accounted for 34.0% of the production of total paint and coating
products in 2016 in mainland China. Water-based coatings is expected to receive more application due to
the encouragement from the government, especially for industrial coatings in which the current
penetration of water-based coatings is low. In Hong Kong, the penetration of water-based coatings is
around 50%, higher than that in mainland China due to stricter environmental requirements. The
penetration is expected to be stable in the forecast period as the solvent-based coatings are still
irreplaceable under many situations due to their advantages in cost and performance.
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Paint and coating products can be categorised into architectural paint and coating products and
industrial paint and coating products by downstream applications. Currently, the consumption of
industrial paint and coating products is increasing faster than that of architectural paint and coating
products in recent years, due to the industrial paint and coating products can provide a better performance
of protecting equipment and machines.

The following chart shows segmentation of paint and coating products by downstream

applications:
Segmentation of Paint and Coating Products by Downstream Applications
l
l l
Architectural paint and Industrial paint and
coating products coating products
L4 Wolod Mar.ine . |
Coatings Coatings
Wall . .
—e . Functional Coatings $— - - -
Coatings | o Automobile Anticorrosive o |
Coatings Coatings
L4 Waterproof Floor o1 CRogd Special Coatings $—
Coatings Coatings oatings
¢ Light Industrial
Coatings

Sales value of paint and coating products in the PRC

Sales value of paints and coatings in the PRC increased from RMB223.6 billion in 2010 to
RMB432.7 billion in 2016 with a CAGR of 11.6%, and is forecasted to reach RMB 574.6 billion in 2021,
with a CAGR of 5.7% from 2017 to 2021. The forecasted growth in the PRC is attributable to steady
growth of downstream industries including building and construction, furniture and automotive industry,
increasing application of protective and environmental-friendly coatings and continuous expansion of
domestic production.

Sales Value of Paints and Coatings, the PRC, 2010-2021E
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Sales volume of paint and coating products in the PRC

Sales volume of paints and coatings in the PRC increased from 11.3 million tonnes in 2010 to 17.9
million tonnes in 2016 with a CAGR of 7.9%, and is expected to hit a record of 22.3 million tonnes in
2021, indicating a CAGR of 4.4% from 2017 to 2021.

Sales Volume of Paints and Coatings, the PRC, 2010-2021E
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In terms of application, 33.1% of all the paints and coatings in China were produced for
construction market in 2016. Industrial paints and coatings include anticorrosive coatings, wood coatings,
automotive coatings, marine coatings, other industrial coatings, accounted for 66.9% of all the paints and
coatings produced in 2016.

Market Size Breakdown by Application, the PRC, 2016
Total Output= 17.9 million tonnes

Other Industrial Coatings

Architectual Coatings
33.1%

Anticorrosive Coatings

8.4%

Wood Coatings

Marine Coatings Automotive Coatings

Source: Frost & Sullivan
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Sales volume of wood coatings in the PRC

The wood coating market in China can be divided into two categories: retailing wood coating
products and manufacturing wood coating products. Retailing coatings are sold to household users for on-
site decoration and repair while manufacturing wood coating products are sold to wooden furniture
factories.

From 2010 to 2016, the sales volume of manufacturing wood coating products increased with a
CAGR of 8.9% while the sales volume of retailing wood coating products decreased with a CAGR of
-7.0%. The sales volume of manufacturing wood coating products is expected to increase while the
retailing wood coating products will continue shrinking.

Several reasons account for the shrinking of retailing wood coating market: (a) weak real estate
market led to the declining demand for retailing wood coating products from domestic decoration market;
(b) wide application of paint-free plates in homemade furniture reduced the demand for retailing wood
coating products; (c) custom-made furniture in factories replaced homemade furniture gradually, thus the
users of wood coatings transferred from the household to the factory; and (d) policies limited the
development of solvent-based coatings which still accounts for the majority of retailing wood coating
products.

The decline of retailing wood coating products is expected to slow down and its market size will
remain at a stable level because (a) some homemade wooden furniture such as doors, wardrobe and
cabinet is still preferred due to their lower price, design flexibility and better suitability and quality; (b)
as wood coatings companies are taking actions to train the painters and improve their painting technics,
the advantages of wood coatings over paint-free plates will become more prominent, which will reduce
the replacement by paint-free plate for homemade furniture; and (c) the increasing penetration of water-
based retailing wood coating products will offset the negative policy impact on solvent-based coatings.

Sales Volume of Wood Coatings, the PRC, 2010-2021E
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In the second half of 2016, many wood coating producers in China raised the price of their
products due to the dramatic rise of major raw materials such as solvent and titanium dioxide, leading to
an increase in average wood coating price in 2016 and 2017. As the proportion of retailing wood coating
products decreases, the sales value of retailing wood coating products decreased at a CAGR of -6.8%
from 2010 to 2016 while that of manufacturing wood coating products grew at a CAGR of 9.3%. During
2017 and 2021, the sales value of retailing wood coating products is expected to decrease at a slower
CAGR of -0.8% and that of manufacturing wood coating products will grow at a CAGR of 4.1%.

Sales Value of Wood Coatings, the PRC, 2010-2021E
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In China, in terms of sales value, solvent-based product accounted for around 93% while water-
based product accounted for around 7% of total retailing wood coatings market in 2016, increasing
steadily from around 2% in 2010. With rising awareness of its advantages in environmental protection
and public health as well as improvement of performance, water-based retailing wood coatings are
expected to see fast growth and increasing penetration during 2017 and 2021, despite that the market size
of overall retailing wood coatings are expected to remain stable.

Sales Value of Retailing Wood Coatings, the PRC, 2010-2021E
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Price analysis of paint and coating products in the PRC

The average price of paints and coatings rose from 2010 to 2016 as proportion of environmental-
friendly products, usually with higher prices, increases due to tightened environmental rules. The
proportion of paints and coatings with high added value increases with the rising requirements for
protective function and decorative function. The average price of wood coatings decreased slightly from
2010 to 2015 due to the fierce competition and the decline of raw materials. In the second half of 2016,
the price of wood coatings started to rose due to the increase in price of some raw materials such as
titanium dioxide. Affected by the increasing price of raw materials, the prices of paints and coatings and
wood coating are expected to increase slightly at a CAGR of 1.3% and 0.3% , respectively from 2017 to
2019.

Price of Paints and Coatings, Price of Wood Coatings,
the PRC, 2010-2019E the PRC, 2010-2019E
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Drivers of paint and coating product market in the PRC

Continuous Growth of Downstream Markets. The major downstream markets of paint and coating
products are construction, furniture, automobile and decoration, which are closely related to the people’s
livelihood and consumption. Steady growth of macro-economy and rising living standards of China’s
residences will continue to drive the growth of real-estate, decoration and automobile market, leading to
the increasing demand for paint and coating products. In addition, the emerging markets such as wind-
power turbine and high-speed railway provide growing demand for specialised paint and coating
products.

Diversified Demand and Upgrade of Consumption. With rising living standards, people are seeking
for more personalisation, better quality and safety in their choices for decoration and furniture, leading to
the increasing usage of environmentally-friendly and high-quality paint and coating products.

Government Support on Environmentally-friendly Paint and Coating Products. Production of
environmentally-friendly paint and coating products are encouraged in the Guidance Catalogue for
Upgrade of Industrial Structure issued by NDRC in China. In 2016, Ministry of Environmental Protection
(“MEP”) of the PRC has removed the waste produced during the production of water-based coatings
from the National Hazardous Waste Catalogue. The supportive policies will encourage the development
of environmentally-friendly coatings and ensure the healthy growth of the industry in the long term.

Increasing Application of Protective Coatings. Maintenance cost of industrial equipment
contributes to a significant portion of production cost. With rising awareness of the important role of
protective coatings and improvement of technology for protective functions such as anticorrosion and
waterproof, protective coatings are expected to be adopted more widely in equipment production or
refurnishing.

Development trends of paint and coating product market in the PRC

Multi-function and High Quality. With development of architectural and equipment manufacturing
technology, paint and coating products are required to provide functions other than protection and
decoration, such as water-proof, thermal insulation, anticorrosion, fire-protection. Paint and coating
products with multi-function and high quality will gain popularity.

Increasing Share of Water-based Coatings. Water-based coatings are receiving encouragement
from the government due to its environmental friendliness. Also, water-based coatings are less toxic
compared with solvent-based coatings. It is expected that water-based coatings will receive wider
adoption with rising concerns over safety and pollution.

Technology Improvement of Domestic Players. With the development of China’s paint and coating
product industry, the leading domestic players start to invest in the research and development instead of
simply following the technology of international players. Improvement of technology will enable
domestic players to develop products with better performance and more functions catering to diversified
demands.

Rising Market Concentration. The current concentration of China’s paint and coating product
market is relatively low. As the market growth is expected to be decelerating and more stringent
regulations on environmental protection are expected to be imposed, the market concentration is predicted
to rise and more mergers and acquisitions activities are expected to happen.
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Stricter Control of Hazardous Chemicals. A majority of solvent-based coatings is flammable and
considered as hazardous chemicals. It is witnessed in 2015 that several severe accidental explosions of
hazardous chemicals, including the one in Binhai District of Tianjin in August 2015, leading to stricter
supervision on storage and transportation of hazardous chemicals and the limited number of specialised
coating stores, especially in North China, including Beijing-Tianjin-Hebei Region. The explosions in
Tianjin resulted in a nationwide inspection on the transportation of hazardous materials (including
solvent-based paint and coating products) in selected areas in the PRC. The sales orders placed by some
distributors of paint and coating products, particularly in Eastern China, Central China and Southwestern
China, experienced significant decreases, as they prefer not to maintain inventory in light of the sluggish
demand for solvent-based paint and coating products and the stringent requirements on the storage of
hazardous materials. The explosions also accelerated industry consolidation amongst the distributors in
the paint and coating industry as well as the shift in the consumers’ preference for water-based paint and
coating products which will have a prolonged impact on the paint and coating products industry.

Solvent-based wooding coating are still the mainstream of wood coating. Water-based coatings
refer to coatings that use water as primary thinning agent while solvent-based coatings use organic
solvent as liquefying agent. Currently, solvent-based coatings enjoy advantages in resistance, appearance,
drying rate, cost, sensitivity to environmental conditions and market acceptance while water-based
coatings are more environmentally friendly and safer and receiving favourable government support.
Currently, solvent-based wooding coatings are still the mainstream of wood coatings, accounting for over
90% of all wood coatings in China, around 95% of retailing wood coatings in China and around 60% in
Europe and North America in terms of sales volume. Despite the global trend of shift from solvent-based
coatings to water-based coatings, the output of solvent-based wood coatings is still increasing in China,
Europe and North America.

Price analysis of key raw material of paint and coating products in the PRC

Raw materials of paints and coatings include resin, pigment, solvent, additives, etc. Titanium
dioxide is one of the key pigments used for paint and coating production. The price of titanium dioxide
rose from 2010 to 2012 and declined later. In 2016, the price of titanium dioxide started rising again.
Polyester resin is a film-forming matter widely used in industrial paints and coatings, including wood
coatings. The price of polyester resin also declined after 2012.

Affected by the increasing prices of raw materials and strict regulations on environment protection,
the prices of titanium dioxide and polyester are expected to increase during the forecast period.
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Main solvent used for paints and coatings includes toluene and xylene. The price of solvent
recorded a declining trend after 2013, as a result of falling price of crude oil, which is the main raw
material of solvent. Affected by the increasing costs of energy and transportation and fluctuations in
exchange rate, the prices of toluene and xylene start to increase in the second half of 2016. The prices of
solvent are expected to fluctuated around the present prices during the forecast period.

Price of Main Solvent, the PRC, 2010-2019E
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OVERVIEW OF PAINT AND COATING PRODUCT MARKET IN HONG KONG
Sales value of paint and coating products in Hong Kong

Sales value of paints and coatings in Hong Kong decreased from HK$793.9 million in 2010 to
HK$540.8 million in 2016 with a CAGR of -6.2%. The historical change in sales value of paints and
coatings in Hong Kong is resulted from 1) fall in consumption of industrial coatings due to shrinking
manufacturing industry; 2) fluctuations in completed floor areas of buildings.

Sales value of paints and coatings in Hong Kong is forecasted to reach HK$553.8 million in 2021,
with a CAGR of 0.4% from 2017 to 2021 as a result of stable manufacturing sector and slightly growing
completed floor areas of buildings under stable land supply.

Solvent-based products accounted for around 55.5% of total market in Hong Kong in terms of sales
value in 2016. While the market size of paints and coatings products in Hong Kong is estimated to be
stable from 2017 to 2021, the proportion of solvent-based products is expected to decrease.

Market Size of Paints and Coatings, Hong Kong, 2010-2021E
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Drivers of paint and coating products market in Hong Kong

Growing Demand from New Construction and Decoration Market. The construction market in
Hong Kong has been growing steadily in recent years. According to the 2016 Policy Address, Hong Kong
government aims to provide 97.1 thousand units of public houses in the next five years. The construction
of residential and commercial buildings will drive the consumption of paint and coating products in Hong
Kong.

Growing Refurnishing Demand. With aging buildings and decoration, the refurnishing demand is
expected to drive the consumption of paint and coating products in Hong Kong.

Increasing of Railway Network. Hong Kong’s government is planning and carrying out several
expansion projects of the railway transit system and the total distance of railway transit will increase to
300 km in 2030s, which will increase the demand for industrial coatings on the protection of tracks and
train carriages.
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Development trends of paint and coating product market in Hong Kong

Mitigation of Factories to the PRC. Due to the great potentials of the paint and coating product
market in the PRC, more paint and coating companies will move their factories to the PRC, in order to
have lower operation cost, as well as expand their share in the PRC’s market.

Service-Driven Sales Model. As auxiliary service such as style designing, product recommendation
and painting instruction is increasingly important in differentiating the product, especially in construction
market, providing better services will become as important as products’ quality. Therefore, service-driven
sales model will be a key concept during marketing stage and adopted by more players.

Price analysis of key raw material of paint and coating products in Hong Kong

The cost of materials index reveals the change of construction cost caused by the fluctuation of
raw materials. When the price of one particular material increase and the proportion of amount used is
stable, the cost of this material index increases. The price of paints used in public sector construction in
Hong Kong rose dramatically by 10.9% in 2011 and kept increasing at a moderate rate later. With
increasing proportion of environmentally friendly and high quality paint and coating products used in
public-sector construction, the cost of paint index in Hong Kong increased.

Cost of Materials (Paint) Index, Hong Kong, 2010-2016
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COMPETITIVE LANDSCAPE OF PAINT AND COATING PRODUCT MARKET IN THE PRC
AND HONG KONG

The paint and coating product market in China is relatively fragmented. The top 10 paint and
coating manufacturer accounted less than 15% market share in total.
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Eight of the 10 largest paint and coating manufacturers in China are foreign companies. Foreign
companies have advantages in technology and quality of products.

Market Share of Top Paints and Coatings Manufacturers, China, 2016
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The wood coating market in China is much more concentrated than paints and coatings market.
The total market share of top 10 manufacturers was 59.7% in 2016. China Paint ranked fifteenth in 2016
in terms of sales value of wood coatings.

Market Share of Top Wood Coatings Manufacturers, China, 2016
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The price of retailing wood coating products is higher than that of manufacturing wood coating
products. In 2016, 20.4% of the wood coatings produced in China were retailing wood coating products
in term of sales volume.

The retailing wood coating market is more concentrated than wood coating market. The top 10
retailing wood coating producers occupied 61.3% of the retailing wood coating market in terms of sales

revenue. China Paint ranked 6th in terms of sales value of retailing wood coating products in 2016.

Market Share of Top Retailing Wood Coating Products Manufacturers, China, 2016
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Entry barriers of market in the PRC and Hong Kong

Intensifying Environmental Regulation. With the increasing environmental awareness from both
the public and the Chinese government, more intensified environmental regulation is expected to impose
on the China’s paint and coating product market. For example, the Ministry of Finance issued the policy
in January 2015 that the coatings with VOC higher than 420 grams per litre should be charged for
consumer tax. Also, in October 2015, the MEP decided that traditional paint and coating products
manufacturers should be charged for VOC emission. Intensifying environmental regulation prevents new
entrants who cannot meet the requirements from entering the market.

High R&D Requirement. The long-term target set by the Chinese government is to make the
China’s paint and coating product market “greener” and more environmentally friendly. Under this target,
the Chinese government publicly supports the development of water-based paint and coating products.
Multiple national technology development roadmaps have clearly mentioned the importance of
developing such environmentally friendly paint type. However, to develop water-based paints requires
high R&D investment for market players, leading to a high technology barrier for the new entrants.

Branding and Distribution Channels. Branding and distribution channels are critical in paint and
coating product market. Brand is an essential factor in consumer’s choices, especially for retailing users
who rely on brand reputation to ensure product quality and safety. The existing players have cumulated
strong brand and developed mature distribution channels. It will take a significant amount of time and
investment to establish brand reputation and penetrate into the distribution network for new entrants.
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APPLICABLE LAWS AND REGULATIONS

This section sets forth summaries of certain aspects of applicable laws and regulations, which

are relevant to our business and operation in different jurisdictions.

The following is a summary of the laws and regulations relating to the business operations of our
Group in the PRC and Hong Kong.

THE PRC
Laws and regulations relating to foreign-invested enterprise in the PRC

The Company Law of the PRC ("% AN RILFNE A w]#E), or the Company Law, was adopted in
1993, and the latest version of the Company Law took effect on 1 March 2014. The Company Law is the
basic law that generally regulates the establishment, operation and management of corporate entities in
China.

Besides the Company Law, the wholly foreign-owned enterprises in China, such as some of our
PRC subsidiaries, are also subject to the Wholly Foreign-owned Enterprise Law of the PRC (H#E A\ [t
FE AP & 275 and the Implementation Rules of the Wholly Foreign-owned Enterprise Law of the PRC
(R EE N BRI AN B A& A 2 B M AN HIl). The Wholly Foreign-owned Enterprise Law of the PRC, adopted
in 1986 and the latest version of which promulgated on 3 September 2016, and the Implementation Rules
of the Wholly Foreign-owned Enterprise Law of the PRC, effective on 12 December 1990 and amended
in 2001 and 2014, govern the establishment, approval, registered capital requirement and day-to-day
operational matters of wholly foreign-owned enterprises in China.

As for one of our PRC subsidiaries, Hubei Giraffe, which is a sino-foreign equity joint venture,
shall observe the Law of the People’s Republic of China on Sino-Foreign Equity Joint Ventures (HF#EA
AL A G B S8 2 2E1%), adopted on 1 July 1979 and the latest version of which promulgated on
3 September 2016, and the Regulation on the Implementation of the Law of the People’s Republic of
China on Sino-Foreign Equity Joint Ventures (4% A\ R ILFNE o 4h & & 888 1 3 IL H MW 1), adopted
on 20 September 1983 and revised in 1986, 1987, 2001, 2011 and 2014, as well as the Company Law.
The Law of the People’s Republic of China on Sino-Foreign Equity Joint Ventures and the Regulation on
the Implementation of the Law of the People’s Republic of China on Sino-Foreign Equity Joint Ventures
prescribe the establishment, approval, registered capital requirement and day-to day operational matters
of Sino-Foreign Equity Joint Ventures.

Investment activities in the PRC by foreign investors are principally governed by the Guidance
Catalogue of Industries for Foreign Investment (YPpi#% & 2EF5%4H #%) (Revised in 2015), or the
Catalogue, which was promulgated in 1995 and amended in 1997, 2002, 2004, 2007, 2011 and 2015. The
most updated version of the Catalogue came into force on 10 April 2015. The Catalogue divides
industries into three categories for foreign investment, encouraged, restricted and prohibited. The
manufacture of paint and coating falls into the category of encouraged industries, the “Production of
high-performance coatings, high solid, solventless coatings, water-based industrial paint and coating
products, and auxiliary water-based resins” under the section “Manufacturing of Chemical Raw Materials
and Chemical Products” of the Catalogue.
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Laws and regulations relating to environmental protection

Pollutant Emission

The Environmental Protection Law of the PRC ("% A R ILAIE R 3% R 3#7%), or the
Environmental Protection Law, promulgate in 1989 and amended on 24 April 2014, is the comprehensive
law on environmental protection in China. In accordance with the Environmental Protection Law, the
enterprise that discharge pollutants shall take measures to prevent and control pollution and public
nuisances, such as waste gas, wastewater, waste residue and noise, etc. in the process of production and
other activities. The State implements the pollution discharge licence management system. Enterprises
shall discharge pollutants according to the requirements of pollution discharge licence and for those fail
to obtain pollution discharge licence, such enterprises shall not discharge any pollutants. The
environmental impact assessment shall be conducted for construction projects that will have adverse
effect on environment. The pollution prevention and control facilities in construction projects shall be
designed, built and commissioned along with the principal part of the project at the same time, and shall
meet the requirements specified in the approved documents of the environmental impact assessment.

The Law of the People’s Republic of China on the Prevention and Control of Water Pollution (9
#e N R ILAE KI5 YL iA 1), issued in 1984 and amended on 15 May 1996 and 28 February 2008,
provides that enterprises that discharge industrial waste water directly and indirectly into a water body
shall obtain pollution discharge licence and shall pay the fee for pollutant discharge based on the types
and quantity of the pollutants discharged in accordance with standards for collecting the fee for pollutant
discharge. The Administrative Regulations on the Collection and Use of Pollutant Emission Charges (#k
15 B A B 9]), effective on 1 July 2003, also provides such term regarding collecting of the
fee for pollutant discharge and further regulates that where the pollutants discharged exceed the national
or local emission standards, the enterprises shall pay more fee for pollutant discharge than standard
amount.

Pursuant to the Law of the People’s Republic of China on the Prevention and Control of
Atmospheric Pollution (7% A RILFNE KI5 YL Biih1:), adopted in 1987 and the latest version of
which took effect on 1 January 2016, where construction projects of enterprises discharge pollutants into
the atmosphere, the enterprises shall comply with the standards for discharge of air pollutants as well as
the requirements on the total emission control of key air pollutants. According to the Administrative
Regulations on the Collection and Use of Pollutant Emission Charges (¥Fi5 %2 @O A& B A,
enterprises discharging pollutants shall pay fee for pollutant discharge based on the types and quantity of
the pollutants discharged. The Action Plan for Air Pollution Prevention and Control (K55 48561 7H)
#1#1), which was adopted by the State Council and became effective on 10 September 2013, requires
people’s governments of all provinces, autonomous regions and municipalities directly under the Central
Government, ministries and commissions under the State Council to improve limit standards for volatile
organic compounds (VOCs) of paint and coating, cementing compound and other products, promote the
use of water-based paint and coating, encourage production, sale and use of low toxic and low volatile
organic solvents, strengthen comprehensive treatment on air pollution of industrial enterprises. And
pursuant to the Notice of the Ministry of Finance and the State Administration of Taxation on the Levy of
Consumption Tax on Batteries and Coatings (FAECHE ~ B ZZ B85 48R B i 36 FE 0 ~ B0RHE0IOE 28 By 28
A1), promulgated on 26 January 2015 and effective on 1 February 2015, the coatings with contents of
VOCs higher than 420 grams per litre are subject to consumer tax.
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The Ministry of Environmental Protection issued the Interim Provisions for the Administration of
Pollutant Emission Permit (PEI5#FAI#EE B 17HE) on 23 December 2016, which regulates the
procedures for the application, approval, issuance and administration of the pollutants emission permit.

Pursuant to the Guangdong Province’s Action Plan of Prevention and Control of Atmospheric
Pollution (2014-2017) (& # & KR 15 4 M6 178 77 %€ (2014-2017%4F) ) promulgated by the Guangdong
Provincial Government on 7 February 2014, the building decoration industry in the Guangdong Province
should gradually reduce the use of organic solvent-based coatings. In accordance with the Measures on
the Prevention and Control of Atmospheric Pollution in Pearl River Delta of Guangdong Province (J& #
B R UL = A UK 5805 Y B 6 HF %), which was promulgated by the Government of Guangdong Province
on 30 March 2009 and took effect on 1 May 2009, the paint and coating products with high content of
VOCs shall be eliminated in the region of Pearl River Delta for the purpose of protecting and improving
the atmosphere environment of the region. In order to reduce emission of VOCs, the Department of
Environment Protection of Guangdong Province adopted the Opinions on Strictly Control Discharge of
VOCs of Industrial Enterprises in Pearl River Delta (J& 3 % Bg ¥ 08 5 5 B 7 Bk 71 = A I M 5 B A% 42 1l
T A EMHBEEA Y (VOCs) BRI E L) on 23 March 2012, that provides newly-built paint and
coating manufacturing enterprises to submit project description of source of emission reduction of VOCs
along with the application documents of the environmental impact assessment of the newly-built projects,
confirm the source of the total emission index of VOCs of the newly-built projects, and guarantee the
total emission control of VOCs of the industrial enterprises.

In addition, the Department of Environment Protection of Guangdong Province issued the
Implementing Proposals for Comprehensive Treatment on VOCs of Key Industries (J& ¥ # B2 5% ff 7% HE
BN EEATEESEEA Y S SBIENEE %) (the “Implementing Proposals of Guangdong”)
on 31 December 2014 providing that, paint and coating products for indoor decoration and solvent wood
furniture produced by newly-built paint and coating manufacturing enterprises shall meet the state
requirements for environmental labelling products, the production shall be prohibited of paint and coating
products for indoor decoration per liter containing more than 200 grams of hazardous substance or VOCs
and those for solvent wood furniture per liter containing more than 700 grams of hazardous substance or
VOCs, the production equipments of paint and coating without collection, recycling/cleansing system for
VOCs shall be eliminated, the production scale of water-based paint and coating is encouraged to be
expanded, and identification of environmental labelling products shall be carried out actively.

Furthermore, Shenzhen Municipal People’s Government also adopts regulations on controlling
emission of VOCs. Pursuant to the Circular of the General Office of Shenzhen Municipal People’s
Government on Improvement Project of Air Environment Quality of Shenzhen (V&Y T A & BURT HE S 5
B 7 B VR Y1 T K SR B B R i 2 FHET 1 A 4 ) (the 2013 Circular”), promulgated on 20 September
2013, one of the tasks explicitly provided therein is to strengthen the control on emission of VOCs.
Specific measures provided therein include to shut down illegal production lines, eliminate low-end
technologies, complete VOCs census and establish an overall management system, etc. The Circular of
the Living Environment Commission of Shenzhen Municipal People’ s Government on Program of VOCs
Pollution Treatment for the Year of 2014 (EIITH NJEIRIEZ 8 & B A BN 352014 F S 25 ME A MYy 75 G
G TAE 7 Z By A, promulgated on 16 July 2014, provides detailed measures, time limits and
responsible departments with respect to treatment on pollution of VOCs. The measures include but not
limited to improving of exhaust gas outlets, constructing of treatment facilities for exhaust gas and
regularly monitoring emission status of exhaust gas.
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Pursuant to the Circular of Shenzhen Municipal People’s Government on Improvement Project of
Air Environment Quality of Shenzhen (2017-2020) (YN TN REUM B A BN R AR B T 5T 2
(2017-2020) 94 %), promulgated on 27 February 2017, based on the 2013 Circular, one of the tasks is to
strengthen the control on emission of particulate matter 2.5.

Besides the Implementing Proposals of Guangdong, the Shanghai and Zhejiang Provinces also
issued local government regulating documents with specific and quantitative requirements to encourage
the use of water-based coating while limiting the use of solvent-based coating, which may restrict the
development of the business of solvent-based paint and coating products to some extent. According to the
Circular of the Shanghai Environmental Bureau on Strengthening the Prevention and Control of the
Volatile Organic Compounds Pollution in Key Industries of Shanghai (& 7 B2 5% £ 38 5 B A in s A< 17
EEVT S A Y (VOCs) 15545 ia LAERYZE FN) effective from 31 October 2012, the amount of
the water-based coating and other types of coatings with low content of VOCs, which are used by new
coating projects of the electron industry, furniture industry and other industries, shall be no less than 50%
of the total amount of all types of coatings. The Implementation Plan of Zhejiang Province on Prevention
and Control of Air Pollutants in 2016 (WI7LE 20164 KI5 4P ia B iiwr#]) effective from 1 April
2016, stipulates that civil architectures and family decorations are forbidden to use solvent-based coating,
and sets a goal that the usage amount of water-based coating shall reach 90% of the total usage amount of
all types of coatings.

The Law of the People’s Republic of China on the Prevention and Control of Environmental Noise
Pollution (H 3 A [ 0 B0 BR 45 e 8 5 YL B {6 %) was promulgated on 29 October 1996 and came into
force on 1 March 1997. Any industrial enterprise that produces environmental noise pollution due to the
use of permanent equipments in the course of production shall, according to the Law of the People’s
Republic of China on the Prevention and Control of Environmental Noise Pollution, report to local
competent administrative department of environment protection the types and quantity of its equipment
that produces environmental noise pollution, the noise level produced under normal operation and the
facilities installed for prevention and control of such pollution, and provide technical information relating
to the prevention and control of noise pollution. Where there is any material change in the above report
information, such industrial enterprise shall immediately update the report and take necessary prevention
and control measures. Enterprises that produce environmental noise pollution shall take control measures
and pay fee for pollutant discharge. The Administrative Regulations on the Collection and Use of
Pollutant Emission Charges (¥F75 2 & & #LEB) also provides that if the noise level of
environmental noise pollution produced by any enterprise exceeds the State standard, the enterprise shall
pay fee for pollutant discharge.

The Measures on the Implementation of the Law of the People’s Republic of China on the
Prevention and Control of Environmental Noise Pollution in Guangdong Province (¥ & B i (+H# A
F [ R B W B Y5 e B VR 5 ) HFIE), promulgated on 1 December 1997 and amended on 29 July 2004
and 23 July 2010, stipulates that enterprises that produce environmental noise pollution shall report for
registration and obtain pollution discharge licence. The Regulations of Shenzhen Special Economic Zone
on the Prevention and Control of Environmental Noise Pollution (3|8 i 45 [ B 455 g ag y YL B VR 6 1)),
adopted on 24 December 1993 and amended in 1997 and 2011, further requires that industrial enterprises
that produce environmental noise pollution shall discharge noise pollution strictly in accordance with
control index, specified way and time approved under pollution discharge licence.
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The Law of the People’s Republic of China on the Prevention and Control of Environmental
Pollution Caused by Solid Wastes ("1 3£ A & A0 2[5 8 BE ) 75 Ye BR ¥ B IR 1%), effective on 1 April 1996
and amended in 2004, 2013, 2015 and 2016, provides that enterprises discharging industrial solid wastes
shall establish and improve the responsibility system for the prevention and control of environmental
pollution and adopt measures on the prevention and control of environmental pollution caused by
industrial solid wastes. The State implements the system of declaration and registration for industrial
solid wastes. Enterprises discharging industrial solid wastes shall report information about the categories,
discharging amount, flow direction, storage, treatment and other information concerning industrial solid
wastes to the local competent administrative department of environment protection. Where there is any
material change in the above report information, such industrial enterprise shall immediately update the
report accordingly. The Administrative Regulations on the Collection and Use of Pollutant Emission
Charges (HE75 2 B FH 4 B B) provides that enterprises that do not have any facility or place for
storage or disposal of industrial solid wastes, or the facility or place fail to meet the environmental
protection standards, shall pay the fee for pollutant discharge based on the types and quantity of the
pollutants discharged; those enterprises that adopt landfill as the treatment of hazardous waste but fail to
meet relevant national provisions, shall pay the fee for pollutant discharge based on the types and
quantity of the pollutants discharged.

Examination of Clean Production

The Law of the People’s Republic of China on the Promotion of Clean Production ("% A R LF
Bl Vg B A EAE#EE), or the Law on Promotion of Clean Production, adopted on 29 June 2002 and
amended on 29 February 2012, provides that manufacturing enterprises shall organise to implement clean
production. In order to implement the Law on Promotion of Clean Production, the National Development
and Reform Commission, or the NDRC, and the Ministry of Environmental Protection adopted the
Interim Measures on Clean Production Examination (V545 FZE1THHE) on 16 August 2004 and
amended on 16 May 2016 (the title has been amended to the Measures on Clean Production Examination
(B E F L), Pursuant to the Law on Promotion of Clean Production and the Measures on Clean
Production Examination, the clean production of enterprises shall be examined if the enterprises use toxic
or harmful raw materials for production or discharge toxic or harmful substances in the course of
production. The Circular of the Ministry of Environmental Protection on Further Promoting the Clean
Production of Key Enterprises (FR5 [ o B i R A fH 26 8 BE b 2605 1B A= FE A4 A1), adopted on
22 April 2010, paint and coating manufacturing falls into the category of industries subject to clean
production examination.
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Environmental Impact Assessment

The Law of the People’s Republic of China on Environment Impact Assessment (73 A & 31 E]
IRIG Y BEGTE ), or the Law on Environment Impact Assessment, adopted on 28 October 2002 and
amended on 2 July 2016, provides the system of environment impact assessment, including that
construction projects shall go through environmental impact assessment. Both of the Law on Environment
Impact Assessment and the Administrative Regulations on the Environmental Protection of Construction
Projects (% JH H BRI5 (R 78 & % 4]) which was promulgated on 29 November 1998 provide that the
State implements classified control over environmental protection of construction projects in accordance
with the extent of environmental impact of construction projects. After the environmental impact
assessment document of a construction project has been approved, either the scale, the production
techniques employed or the measures on preventing pollution or any other circumstance of the
construction project has undergone substantial changes, the enterprise shall resubmit the environmental
impact assessment document of the construction project for examination and approval. The
Administrative Measures on Inspection and Acceptance of Environmental Protection of Completed
Construction Projects (s HH H % T35 (R BRI P, promulgated on 27 December 2001 and
amended on 22 December 2010, provides that the State implements classified control over inspection and
acceptance of environmental protection of completed construction projects in accordance with national
provisions on classified control over environmental protection of construction projects.

Laws and regulations relating to safety in production
Work Safety Law of PRC

Pursuant to the Work Safety Law of PRC (H'## A\ R L FIE % 42 4 & ¥5) promulgated on 29 June
2002 and amended on 27 August 2009 and 31 August 2014, any containers of hazardous substances,
means of conveyance as well as special equipments concerning life safety or with significant dangers
used by any enterprises, shall, according to the relevant provisions of the state, be manufactured by
specialised manufacturing enterprises, and may only be utilised after they have passed the examinations
and tests of institutions which have relevant professional qualifications and been awarded a certificate for
safe use or a mark of safety. In addition, the production, operation, transportation, storage and use of any
hazardous substances or the disposal of abandoned hazardous substances shall, according to the
provisions of the relevant laws and regulations, national standards and industrial standards, be subject to
the approval as well as the supervision and administration of relevant administrative departments.

The major person-in-charge of an enterprise shall undertake the overall responsibility for the safety
in production. Enterprises shall provide education and training to employees on safety in production.
They shall also provide employees with articles of labour protection which meet the national or industrial
standards, and supervise and guide employees to wear and use of these articles according to instructions.

The Regulations of the Work Safety Licences

Pursuant to the Regulations of the Work Safety Licences (% 4:4E & i n] @ % f4l), promulgated on
13 January 2004 and amended on 18 July 2013 and 29 July 2014, the State implements the production
safety licensing system to the enterprises engaged in mining, construction, production of hazardous
chemicals, fireworks and crackers, and civil use explosive articles. No enterprise may engage in
manufacturing activities without a Work Safety Licences.

75



APPLICABLE LAWS AND REGULATIONS

The department of work safety supervision and administration under the State Council shall be in
charge of the issuance and administration of Work Safety Licences for enterprises which are subject to
the administration of the central authority and engage in the non-coal mining, production of hazardous
chemicals, fireworks and crackers. The departments of work safety supervision and administration under
the people’s government of provinces, autonomous regions or municipalities directly, are in charge of the
issuance and administration of Work Safety Licences for enterprises which engage in non-coal mining,
the production of hazardous chemicals, fireworks and crackers except aforesaid. The departments of work
safety supervision and administration under the people’s government of provinces, autonomous regions or
municipalities are subject to the guidance and supervision of the department of work safety supervision
and administration under the State Council.

Before carrying out production, an enterprise shall apply for a Work Safety Licences. The period
of validity of a Work Safety Licences shall be three years. Where any enterprise needs to extend the
period of validity of its Work Safety Licences, the enterprise shall apply for extension three months prior
to the expiration date.

Catalogue of Hazardous Chemicals

Chemical productions listed in the 2015 version of the Catalogue of Hazardous Chemicals (fE#{t
EL 5 H #%), or the Catalogue, promulgated on 27 February 2015, refer to hazardous chemicals that meet
production standards of the State, industry, local and enterprise (other than chemical productions that are
forbidden to be produced, operated or used in accordance with the State’s order). Certain products of our
Group fall within the Catalogue. Enterprises that produce, sell, use, operate, transport productions listed
in the Catalogue shall abide by relevant laws and regulations.

Regulations on the Safety Management of Hazardous Chemicals

Pursuant to the Regulations on the Safety Management of Hazardous Chemicals (f& R b8 5% 4
EHLPA)), promulgated on 26 January 2002 and amended on 16 February 2011 and 7 December 2013,
the enterprises manufacturing hazardous chemicals shall, before commencing manufacture, obtain Work
Safety Licences for hazardous chemicals, and those enterprises manufacturing hazardous chemicals which
are listed in the catalogue of products that are subject to production licensing system conducted by the
State, shall obtain production licences for industrial products.

Any newly-built construction projects, reconstruction or expansion of any construction projects
that manufacture or store hazardous chemicals shall go through examination on safety conditions
conducted by work safety supervision and administration departments. The enterprises that manufacture
or store hazardous chemicals shall set up corresponding safety facilities and equipments for monitoring,
ventilation, fireproofing, etc. and conduct regular maintenance to guarantee the normal use of safety
facilities and equipments. In addition, enterprises that manufacture or store hazardous chemicals shall put
up obvious safety warning signs at workplace as well as on the safety facilities and equipments.
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The enterprises that produce hazardous chemicals shall provide technical specifications for the
safety of chemicals in full accord with hazardous chemicals manufactured by them, and shall affix or
hang the safety signs for hazardous chemicals on the packing (including external packaging) in full
accord with hazardous chemicals in the packing materials. The packing of hazardous chemicals shall
accord with laws, administrative regulations and rules, and satisfy the requirements of the national
standards and industrial standards. The packaging material and containers of hazardous chemicals, and
the models, specifications, methods and unit quality (weight) shall be adapted to the nature and product
usage of the packaged hazardous chemicals.

The major person in charge of enterprises that manufacture, store, use, operate or transport the
hazardous chemicals, or the hazardous chemical enterprises, shall take overall responsibilities for the
safety management of their hazardous chemicals. The hazardous chemical enterprises shall have the
safety conditions required by laws and administrative regulations and national standards and industrial
standards, establish and improve regulations on safety administration and position-based safety
responsibility system, and provide employees with education on safety and law as well as technical
training for their positions.

The enterprises that manufacture or store hazardous chemicals shall entrust institutes, with
qualifications in accordance with national requirements, to conduct safety evaluation on their own
production safety conditions once every three years and provide safety evaluation report. The safety
evaluation report shall include a proposal to make rectification and improvement against the safety
problems existing in production safety conditions.

Measures on the Implementation of Work Safety Licences for Hazardous Chemical Production

Enterprises

Pursuant to the Measures on the Implementation of Work Safety Licences for Hazardous Chemical
Production Enterprises (f& Bt &% 5t A i A 36 % 2 A i 5l 8 B i %), promulgated on 5 August 2011
and the latest version of which was amended on 6 March 2017, production enterprises of hazardous
chemicals refer to enterprises of which the end products or semi-finished products have been listed into
the Catalogue of Hazardous Chemicals (f&fgfb 24t H #%) and such enterprises shall obtain the Work
Safety Licences for hazardous chemicals. The Measures on the Implementation of Work Safety Licences
for Hazardous Chemical Production Enterprises further provides explicit rules on the application
requirements and application documents of Work Safety Licences, etc..

Measures for the Implementation of Use Safety Licence for Hazardous Chemicals

Pursuant to Measures on the Implementation of Use Safety Licence for Hazardous Chemicals (f&
B b B2 b 2 2 R 3 v] 98 B 7% ), promulgated on 16 November 2012 and amended on 27 May 2015
and 6 March 2017, chemical enterprises (other than manufacturing enterprises of hazardous chemicals),
which are listed into the Catalogue of Industries Subject to Use Safety Licence for Hazardous Chemicals
(fE b A2 0 22 2 d F FFn] %8 FH 4726 B %), use hazardous chemicals in production and the number of
their consumption of hazardous chemicals reach the quantitative standards of hazardous chemicals, shall
obtain the Use Safety Licence for hazardous chemicals. Pursuant to the Catalogue of Industries Subject to
the Use Safety Licence for Hazardous Chemicals promulgated on 21 February 2013, manufacturing of
coating, printing ink, pigment and other like products is listed in this catalogue.
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Administrative Measures on Operating Licence for Hazardous Chemicals

Pursuant to Administrative Measures on Operating Licence for Hazardous Chemicals (f&Bg{b 22 5
g Frn] @ B ), promulgated on 17 July 2012 and amended on 27 May 2015, enterprises that
engage in operating (including storage) hazardous chemicals which are listed in the Catalogue of
Hazardous Chemicals (f&Bgfb2: 5 H k) (the “Operation of Hazardous Chemicals”)shall obtain
Operating Licence for hazardous chemicals. However, production enterprises of hazardous chemicals
which have obtained work safety licences for hazardous chemicals and sell hazardous chemicals within
their factory area, or port operators which have obtained port operation licence and engage in storage of
hazardous chemicals within their port area, are not required to obtain operating licences for hazardous
chemicals.

Pursuant to applicable PRC law and regulations, if an enterprise that engages in Operation of
Hazardous Chemicals fails to obtain the Operating Licence for hazardous chemicals, or continues its
Operation of Hazardous Chemicals after the expiration date of its Operating Licence for hazardous
chemicals, the enterprise may be subject to suspension of business operations, confiscation of related
hazardous chemicals and illegal income and a fine from RMB100,000 to RMB200,000 imposed by work
safety administrative department.

Pursuant to the Prohibition and Restriction Catalogue of New Industries in Beijing (2015) (4t 5 T7
v LR AR AR B Bk (20154 i) ) which became effective on 17 August 2015, opening of new
specialised coating retail store in certain districts in Beijing is prohibited.

Administrative Measures on Registration of Hazardous Chemicals

Pursuant to Administrative Measures on Registration of Hazardous Chemicals (f& P fb 2 i &5l
FEHEE), promulgated on 1 July 2012, the State implements the registration system for hazardous
chemicals. A newly established production enterprise of hazardous chemicals which are listed in the
Catalogue of Hazardous Chemicals (f&f#{t. &% H $%) shall undergo the hazardous chemical registration
before the completion inspection and acceptance of the production enterprise; an importer enterprise of
hazardous chemicals shall undergo the hazardous chemical registration before it imports any hazardous
chemical for the first time. The term of validity of the hazardous chemical registration certificate is three
years. Where a registered enterprise intends to continue engaging in the production or import of
hazardous chemicals after the expiration date of the said term of validity of its certificate, the registered
enterprise shall, three months prior to the expiration date, submit the application for renewal of its
hazardous chemical registration certificate.

Administrative Regulations on Precursor Chemicals

Pursuant to the Administrative Regulations on Precursor Chemicals (& il BB A B A1),
promulgated on 26 August 2005 and amended on 29 July 2014 and 6 February 2016, the State
implements the classified administration and licensing system to the production, operation, purchase,
transportation, import and export of precursor chemicals. Precursor chemicals are classified into three
categories. Category I includes major materials that can be used for producing drugs. Categories II and
IIT include chemical reagents that can be used for producing drugs. The detailed classification and types
of precursor chemicals are listed in the appendix hereof.
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Enterprises shall obtain related licence for production, operation and purchase of the precursor
chemicals of category I, and shall report relevant information for record for production, operation and
purchase of the precursor chemicals of category II or III. Enterprises that have obtained licence for
production of precursor chemicals of category I or have reported relevant information for record for
production of precursor chemicals of category II or III, are allowed to sell precursor chemicals produced
by them within their factories. However, if enterprises sell precursor chemicals of category I via sale
outlets outside of their factories, the licence for operation of the precursor chemicals of category I shall
be obtained. Where enterprises transport precursor chemicals of Category I or II in trans-administrative
areas at the level of cities divided into districts (or trans-boundaries of a municipality in the case of
municipalities directly under the central government) or trans-administrative areas at the level of counties
within the key anti-drug areas determined by the Public Security Department of the State Council, the
licence for transportation of precursor chemicals of category I or II shall be obtained. Where enterprises
transport precursor chemicals of Category III in the areas abovementioned, the transportation of precursor
chemicals of Category III shall be filed for record. Any enterprise that import or export of precursor
chemicals shall obtain the import or export licence.

The Fire Prevention Law of the PRC

The Fire Prevention Law of the PRC (% A RALFNE 1 B i%), adopted on 29 April 1998 and
amended on 28 October 2008, specifies fire prevention safety responsibilities that should be abided by
enterprises, including without limitations the following matters: implement the fire prevention safety
responsibility system, formulate the fire safety regulations, operating rules and fire fighting and
emergency evacuation plans; deploy fire fighting facilities and equipments, set up fire safety signs and
organise inspection and maintenance at regular intervals to ensure their proper functioning; conduct a
comprehensive inspection of fire fighting facilities at least once a year to ensure their proper functioning.
The inspection records shall be complete and accurate and shall be archived for the supervision purpose;
guarantee that evacuation passages, safety exits and fire truck passages are kept clear and fire and smoke
compartmentation as well as fire separation distance meet the relevant fire protection technical standards;
organise fire protection inspections in order to eliminate any potential fire risks in time; organise target-
specific fire drills.

The technical standards and administrative provisions for fire protection shall be observed for
production, storage, transportation, sales, use or disposal of flammable or explosive hazardous
substances. Anyone who enters a site that produces or stores flammable or explosive hazardous goods
must comply with fire control safety regulations.

Regulations implemented following the Tianjin Explosions

On 12 August 2015, the Work Safety Committee of State Council promulgated the Urgent Notice
to Vigorously Carry Out the Special Program to Address Safety Problems regarding Hazardous Chemicals
and Flammable and Explosive Materials (755 Bt %4 A= & 25 B € B A OR A BA R fa B AL 22 it A 5 1k 5 1%
Wy & % A BLIE TG I 2 2 A, which requested local competent authorities to immediately commence
the special program to address safety problems regarding hazardous chemicals and flammable and
explosive materials nationwide, including but not limited to immediately conducting a comprehensive
investigation on all enterprises that engage in production, management, warehousing and transportation of
hazardous chemicals and inflammable and explosive materials, and to strictly implementing the safety
responsibility system that holds the hazardous chemicals and inflammable and explosive materials
production and operation enterprises to undertake main safety responsibilities.
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On 19 April 2016, the State Council promulgated the Notice of Work Safety Committee on
Learning a Hard Lesson From the “8.12” Massive Explosion in Port of Tianjin and Carrying out Special
Program to Address Safety Problems of Dangerous Chemicals (375 5e %424 i 22 B & B 7 G 21 W HUR
T8 1275 Il H K = W a4 v B R fa B b 52 2 A SBLTH B IR U4 ) (the “Tianjin Notice”).
Pursuant to the Tianjin Notice, State Council decided to conduct the chemical safety improvement
program from April to October 2016 nationwide. The program covers the improvement of (1) safety of
ammonium nitrate, nitro-cotton and sodium cyanide; (2) safety of ports, warehouse (heap) field and wharf
related to hazardous chemicals; (3) safety of hazardous chemicals production and operation activities; (4)
safety of hazardous chemicals use activities; and (5) safety of fire prevention in the sites related to
inflammable and explosive materials and hazardous chemicals.

After the special programs carried out as a result of the Tianjin Explosions, on 29 November 2016,
the General Office of the State Council issued Circular on the Comprehensive Improvement Plan of
Dangerous Chemicals Safety (I B 2> B8 B BN 38 fa B Ak B2 & R 45 G IR PR B, the
“Comprehensive Improvement Plan”) to further improve the comprehensive management on dangerous
chemicals safety. The Comprehensive Improvement Plan provides the working schedule of the plan,
comprehensive management measures and system together with assignment of responsibility regarding
dangerous chemicals safety.

Laws and regulations relating to product quality

Product Quality Law of the PRC

Pursuant to the Product Quality Law of the PRC ("3 A R AIE & 5B &%), adopted on
22 February 1993 and latest amended on 27 August 2009, the victims who suffer personal injury or
property losses due to product defects may claim for compensation from either the producers or sellers.
Where the responsibility for product defects lies with the producer, the seller is, after assuming liability
of compensation, entitled to recover such compensation from the producer, and vice versa. Under the
Product Quality Law of the PRC, the defects refer to unreasonable dangers existing in the products that
threaten the personal safety or property safety of others. Where there is national or industrial standard
applicable to such products for guaranteeing human health and personal or property safety, defects refer
to inconformity to the standards.

Administrative Regulations of the PRC on Production Licence for Industrial Products and Its
Implementing Measures

Pursuant to Administrative Regulations of the PRC on Production Licence for Industrial Products
(RN B R B T 3 AR E R AT A A B 49]), promulgated on 9 July 2005, and Implementing
Measures of the Administrative Regulations of the PRC on Production Licence for Industrial Products (1
e N\ LA B T3 A F RT RE A LG 9 B i BV ), promulgated on 21 April 2014, enterprises shall
not produce products listed in the catalogue of products that are subject to production licensing system
without production licence. No enterprise may sell or use in the course of business activities any product
which is listed in the catalogue but producer of which failed to obtain production licence. Any enterprise
that intends to produce any product listed in the catalogue shall apply for a production licence to the
provincial administration of quality and technology supervision at its domicile.
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Any enterprise that has obtained the production licence shall complete the labelling of the symbol
and serial number of production licence on its products or the packaging or specifications thereof within
six months from the day it obtains the licence. Any enterprise that has obtained a production licence
shall, from the date of obtaining the production licence, submit a self-inspection report to the provincial
administration of quality and technology supervision or its entrusted local administration of quality and
technology supervision at or above county level every year.

Catalogue of Products Subject to Production Licensing System and Its Implementation Rules

Pursuant to the Catalogue of Products Subject to Production Licence System (1742 #F nl a5 il
JEE PR E i H $%), or the Catalogue, issued on 20 November 2012, hazardous chemicals are listed in
the Catalogue, and certain products of our Group fall within the Catalogue. Any enterprise shall obtain a
production licence for industrial products to manufacture the products listed in the Catalogue.

Pursuant to the Implementation Rules of Production Licence for Hazard Chemicals (Coating
Products), or the Rules, amended on 26 April 2013, hazard chemicals (paint and coating products) are
divided into 3 categories and 30 types. The Rules further provides explicit provisions on the products
standard of the relevant products and other matters.

On 30 September 2016, the State Administration for Quality Supervision and Inspection and
Quarantine promulgated the Notice on General Implementing Rules of Production License for Industrial
Products and Implementing Rules of 60 Categories of Industrial Products ( 2 48 J5 B F~ 28 1 T 2E 2 i
A AT R B A I N 608 T3 S BB AN HII A9 22 ) )(the “Notice”), which became effective on
30 October 2016. According to this Notice, paint and coating is not included in the 60 Categories of
Industrial Products, which means paint manufacturing enterprises are not required to obtain the
Production License for Industrial Products after 30 October 2016.

Regulations of the PRC on Certification and Accreditation, Administrative Regulations for Compulsory
Product Certification

Pursuant to the Regulations of the PRC on Certification and Accreditation (73 A [ A1 52 76
a2 A 5 4), promulgated on 3 September 2003 and amended on 6 February 2016, and the Administrative
Regulations for Compulsory Product Certification (4 il £ it 58 %5 4 FEK %), promulgated on 3 July
2009, for products that are subject to compulsory product certification, the State implements unified
product catalogue, compulsory requirements, standard and compliance assessment procedures of unified
technical specification, unified certification mark and unified charging standard. Enterprises complete
production, sell, import or use the products in other business activities that have not obtained compulsory
product certification, the enterprises shall be punished in accordance with laws and regulations.

Laws and regulations on labour and employee benefits

Labour Contract Law of the PRC

Pursuant to the Labour Contract Law of the PRC (H#E A\ RILHIE 455 5 [7]7%), adopted on
29 June 2007 and amended on 28 December 2012, employers and employees shall enter into labour
contracts to establish their employment relationship. When hiring employees, employers are required to
inform the employees about their job duties, working conditions, working places, occupational hazards,
production safety conditions, remuneration and other information which the employees require to be
informed.
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Employers and employees shall fulfil their respective obligations in accordance with the labour
contracts. Employers shall pay remuneration to employees on time and in full in accordance with the
labour contracts and national regulations, strictly abide by working quota standard, and shall not directly
or indirectly force any worker to work overtime. When a labour contract is terminated, the employer shall
provide proof on such termination and transfer the file and social insurance relations of the employee
within 15 days.

Law of the PRC on Prevention and Control of Occupational Diseases

Pursuant to the Law of the PRC on Prevention and Control of Occupational Diseases (9 #£ A &3
R ik 395 BT R %), promulgated on 27 October 2001 and latest amended on 2 July 2016, occupational
diseases refers to the diseases suffered by employees of an enterprise, a public institution, an individual
economic organisation, or other kinds of employers due to their exposure to toxic or hazardous
substances such as dust and radioactive substances in occupational activities. Employees have the right of
occupational health protection in accordance with laws and regulations. Employers shall create the
working environment and conditions conforming to the national standard of occupational health and
requirements, and shall take measures to ensure that labourers receive occupational health protection.
Employers shall establish and improve the responsibility system for the prevention and treatment of
occupational diseases, intensify the management on the prevention and treatment of the same, enhance
the ability to prevent and treat the same, and assume responsibilities arisen from the hazard of
occupational diseases taken place therein.

Social Insurance Law of the PRC

Pursuant to the Social Insurance Law of the PRC (% A\ RILFNE 4 €& R B5%), promulgated on
28 October 2010, employees shall participate in basic pension insurance, basic medical insurance,
occupational injury insurance, unemployment insurances, maternity insurance and other social insurances.
The contributions of basic pension insurance, medical insurance and unemployment insurance shall be
paid by both employers and employees. The contributions of occupational injury insurance and maternity
insurance shall be only paid by employers.

Any employer shall, within 30 days after its establishment, register with the local social insurance
agency. Within 30 days after the date of hiring, any employer shall register for the employee with the
local social insurance agency. An employer shall declare and make social insurance contributions in full
and on time.

Administrative Regulations on the Housing Provident Fund

Pursuant to the Administrative Regulations on the Housing Provident Fund (¥ )75 /A% &% # %
fil), promulgated on 3 April 1999 and amended on 24 March 2002, enterprises are required to pay
housing fund for their employees. Any employer shall, within 30 days after its establishment, register
with the local housing fund management centre. Within 30 days after the date of hiring, any employer
shall register for the employee with the local housing fund management centre.

The housing fund shall be used for employees to purchase, construct, renovate or rebuild principal
residence, and no enterprise or individual may misappropriate it for any other purposes.
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Laws and regulations on imports and exports of goods

Foreign Trade Law of the PRC, Measures for the Archival Filing and Registration of Foreign Trade
Business Operators

Pursuant to the Foreign Trade Law of the PRC (H1#E A RILFNE ¥4 5 %), promulgated on
12 May 1994 and latest amended on 7 November 2016 and the Measures for the Archival Filing and
Registration of Foreign Trade Business Operators (¥4 5 &% ¥ i 52 5 5l FE%), promulgated on 25
June 2004 and amended on 18 August 2016, foreign trade business operators that engage in import and
export of goods or technologies are required to go through record filing and registration with the Ministry
of Commerce or its entrusted institution, except those that are exempted from record filing and
registration by laws, administrative regulations and stipulations of the Ministry of Commerce. In case a
foreign trade business operator fails to go through the record filing and registration process, customs shall
not handle the formalities of customs declaration for import or export goods.

Customs Law of the PRC

Pursuant to the Customs Law of the PRC ("% A R LA B %), adopted on 22 January 1987
and latest amended on 7 November 2016, the State Council sets up the general administration of customs
which shall exercise unified administration of the customs offices throughout the country. The consignor
or consignee of the goods exported or imported as well as the Customs broker must register themselves
for declaration activities at the customs office in accordance with law. In addition, those persons
declaring shall present proof of qualifications. No enterprises or persons can conduct declaration
activities at the customs office without registration or qualification.

Administrative Regulations on the Import and Export of Goods of the PRC

Pursuant to the Administrative Regulations on the Import and Export of Goods of the PRC (H'%E A
BN B & 4 o 10 A B 9]), promulgated on 10 December 2001, goods prohibited from export or
import are not permitted to be exported or imported; goods limited in export or import shall be subject to
licence system or quota control; goods free to be exported or imported have no limitation in export or
import. The consignee of import goods or the consignor of export goods shall present the permit of
automatic import or export, import or export licence or proof of quota in customs tariffs for handling the
formalities of customs declaration.

Law of the PRC on Import and Export Commodities Inspection and Its Implementing Regulations

Pursuant to the Law of the PRC on Import and Export Commodities Inspection (1% A [ F1 [
O P S AR TE), adopted on 21 February 1989 and latest amended on 29 June 2013, the state
administration for commodity inspection shall formulate and adjust the catalogue of import and export
commodities subject to compulsory inspection, or the Catalogue. The inspection of the import and export
commodities which are listed in the Catalogue shall be conducted by the commodity inspection
authorities. No import commodities specified in the Catalogue which have not been inspected can be sold
or used; and no export commodities specified in the Catalogue that fail to pass the inspection can be
exported. The import and export commodities which are listed in the Catalogue shall be inspected in
accordance with the compulsory requirements of the technical regulations of the State. With regard to
those commodities for which compulsory requirements of the technical regulations of the state have not
yet been formulated, those commodities may be inspected with reference to relevant foreign standards
designated by the state administration for commodity inspection.
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Pursuant to the Implementing Regulations of the Law of the PRC on the Import and Export
Commodities Inspection (3 A [ LA AE 117 i A Bk B4 611, promulgated on 31 August 2005
and latest amended on 1 March 2017, the scope of inspection on import and export commodities
conducted by the entry-exit inspection and quarantine organs shall cover: whether the commodities
comply with the requirements of safety, sanitation, health, environmental protection, prevention of fraud,
etc., and quality, quantity, weight, and other items. The consignees or consigners of imported and
exported commodities may handle formalities of application for inspection by themselves, or may entrust
an agency to handle formalities of application for inspections; where commodities are imported and
exported by way of express mails, the consignees or consigners shall entrust entry-exit express mail
enterprises to handle the formalities of application for inspection.

Laws and regulations relating to foreign exchange
Regulations of the PRC on Foreign Exchange Administration

Pursuant to the Regulations of the PRC on Foreign Exchange Administration (93 A F& LA [E 4
B HEP19]), adopted in 1996 and amended in 1997 and 2008, generally there is no restriction on
international payment and transfer of foreign exchange under current accounts. The State implements the
statistics and reporting system for international balance of payment. The foreign exchange income of a
domestic institution or an individual may be remitted back into the territory of PRC or deposited
overseas. Payment and receipt of foreign exchange under current accounts shall be based on true and
legal transactions. Foreign exchange and foreign exchange settlement funds under capital accounts shall
be used for purposes approved by competent authority and the foreign exchange administrative
department. Foreign institutions or individuals conducting direct investment, issuing or trading
marketable securities or derivatives in the territory of PRC shall register with the foreign exchange
administrative department. Domestic institutions or individuals conducting direct investment overseas or
issuing or trading marketable securities or derivatives overseas shall complete the registration according
to the regulations of the foreign exchange administration under the State Council.

Wholly Foreign-owned Enterprise Law of the PRC and Its Implementation Rules

According to the Wholly Foreign-owned Enterprise Law of the PRC (93 A F& A5 41 & 1 2
%), amended in 2016, and its Implementing Rules, amended in 2014, a wholly foreign-owned enterprise,
or a WFOE, shall open accounts with a bank engaging in foreign exchange business by its business
licence. Receipt and payment of such account shall be supervised by the bank. Foreign exchange income
of the WFOE shall be deposited to the foreign exchange account and its foreign exchange expenses shall
be paid from the foreign exchange account.
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Laws and regulations on taxation
Enterprise Income Tax

The Enterprise Income Tax Law of the PRC and the Implementing Regulations of the Enterprise
Income Tax Law of the PRC

According to the Enterprise Income Tax Law of the PRC ("% A R LI 1> 2E T 15 Bi7%) which
took effect on 1 January 2008 and amended on 24 February 2017 and the Implementing Regulations of
the Enterprise Income Tax Law of the PRC (H#E A A1 8 1> 3 fr 15 B 1 B i 15 19]), effective on 1
January 2008, enterprise income taxpayers refer to enterprises (including resident enterprises and non-
resident enterprises) and other organisations in the territory of the PRC that obtain income within the
PRC and shall pay enterprise income tax in accordance with relevant PRC regulations. A resident
enterprises, referring to an enterprise that is established in the territory of the PRC in accordance with the
PRC laws and regulations, or that is established outside of the PRC in accordance with foreign laws and
regulations but its actual management office is in the PRC, shall pay enterprise income tax at the rate of
25% for its income derived from both within and outside the PRC.

A non-resident enterprise refers to an enterprise that is established outside of the PRC in
accordance with foreign laws and regulations, its actual management office is also outside of the PRC (1)
but has institutions or establishments in the PRC or (2) has no institutions or establishments in the PRC
but has income derived from the PRC. For a non-resident enterprise that has institutions or establishments
in the PRC, it shall pay enterprise income tax at the rate of 25% for the income derived from the PRC
and obtained by its institutions or establishments, and the income earned outside of the PRC which has
connection with its institutions or establishments. For a non-resident enterprise that has no institutions or
establishments in the PRC but has income derived from the PRC, or has institutions or establishments in
the PRC but the income derived from the PRC has no connection with its institutions or establishments in
the PRC, it shall pay enterprise income tax at the rate of 20% for the income derived from the PRC. And
the Notice on Issues regarding the Determination of Chinese-Controlled Offshore Incorporated
Enterprises as PRC Resident Enterprises on the basis of De facto Management Bodies (B2 5% 7 gE fiit H
A A SR B R B A ME R 2y S R S BRI B RELAY 28 AT, promulgated on 22 April 2009 and
effective on 1 January 2008, prescribes that a foreign enterprise controlled by a PRC enterprise or a PRC
enterprise group will be recognised as a “PRC resident enterprise” with a “de facto management body”
located within the PRC if all of the following conditions are satisfied: (i) the working places where the
senior management and core management departments in charge of daily operations are located mainly
within the PRC; (ii) financial and human resources decisions are subject to determination or approval by
persons or bodies in the PRC; (iii) major assets, accounting books, company seals and minutes and files
of board and shareholders’ meetings are located or kept within the PRC; and (iv) at least half of the
enterprise’s directors with voting rights or senior management habitually reside within the PRC.
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Pursuant to the Administrative Measures for the Accreditation of High-tech Enterprises ({5 #74% fl
1 2E R E B HHEE), promulgated on 14 April 2008 and revised on 19 January 2016, any enterprise to be
accredited as a high-tech enterprise shall satisfy all conditions: (1) the enterprise has been established for
at least one year when applying for accreditation of high-tech enterprise, (2) the enterprise shall own
intellectual property rights of technologies which are technically crucial to their key products (services)
by such means as independent research and development, transfer, donation or merger, (3) the number of
scientific and technical personnel engaged in research and development as well as relevant technology
innovation activities shall account for at least 10% of the total number of employees of the enterprise for
the current year and other conditions stipulated thereunder. The period of validity for the qualification of
accredited high-tech enterprises shall be three years as of the issuance of the certificate of high-tech
enterprise. After an enterprise obtains the qualification as a high-tech enterprise, it is entitled to enjoy tax
incentives as of the year in which the certificate of high-tech enterprises was granted. Where relevant
authorities find that an accredited high-tech enterprise does not satisfy the accreditation conditions in the
process of daily management, the enterprise may be disqualified as a high-tech enterprise after an
reexamination and the tax incentives it has enjoyed at the current year shall be recovered by competent
tax authority. And according to Circular of the State Administration of Taxation on the Issues Concerning
Implementation of the Preferential Income Tax for High-Tech Enterprises (B %055 48 Ja) B i B e =5
5% iy 4 3 T A5 B 48 A B R4 LY 48 R), promulgated on 22 April 2009 and effective on 1 January 2008,
the enterprises which are recognised (or reexamined) qualified as high-tech enterprises may apply for
preferential enterprise income tax at a rate of 15% from the year of accreditation as high-tech enterprises.

Regulations regarding Dividend Distribution

Pursuant to the Wholly Foreign-owned Enterprise Law of the PRC (" #E A & ILA1 [ 41 & A 27k
and the Implementation Rules of the Wholly Foreign-owned Enterprise Law of the PRC (H#E A R ILHI
B Ah & A ZE D E A A, foreign investors may remit abroad their legitimate profit, other lawful incomes
received from the WFOE and funds obtained after the liquidation of the WFOE.

The Enterprise Income Tax Law of the PRC (¥ ANRILAE AT BIIL) and the
Implementing Regulations of the Enterprise Income Tax Law of the PRC ("3 A [ 3 A1 B £ 2 Br 15 B 1
E i %) provide that for a non-resident enterprise which does not have any institutions or
establishments inside the PRC but has income derived from the PRC or for a non-resident enterprise
whose income derived from the PRC has no actual connection with its institutions or establishments
inside the PRC, it shall pay enterprise income tax on the incomes derived from the PRC at the tax rate of
10%. But where there is any difference between a tax treaty concluded by and between the government of
the PRC and a foreign government and the Enterprise Income Tax Law of the PRC, the treaty shall
prevail.

The mainland of the PRC and Hong Kong Special Administrative Region signed the Arrangement
between the Mainland of the PRC and Hong Kong Special Administrative Region for the Avoidance of
Double Taxation and the Prevention of Fiscal Evasion with Respect to Income Taxes (A b1 #5457 Al 17
TR [ R 7 36 T A5 0 e 4 B B OB A 7 L M B 19 2 HE) on 21 August 2006 and its serval protocols,
according to which, a 5% withholding tax rate applies to dividends paid by a PRC resident enterprise to a
Hong Kong resident enterprise, provided that such Hong Kong resident enterprise directly holds at least
25% of the equity interests of the PRC resident enterprise; a 10% withholding tax rate applies to
dividends paid by a PRC resident enterprise to a Hong Kong resident enterprise if such Hong Kong
resident enterprise holds less than 25% of the equity interests of the PRC resident enterprise.
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According to the Circular of the State Administration of Taxation on Relevant Issues Concerning
the Implementation of Dividend Clauses in Tax Treaties (B Z 8115 48 5 B i 04T B Ui 1 2 i 5 o 3k A A
[ RE %8 A1), promulgated on 20 February 2009, if any fiscal resident of the other party to the tax
agreement directly owns a certain percentage or more (generally 25% or 10%) of the capital of the PRC
resident company which pays dividends to such fiscal resident, dividends obtained by such fiscal resident
may be taxed at a tax rate specified in the tax agreement, provided all of the following requirements are
satisfied:

(I)  such fiscal resident who obtains dividends should be a company as provided in the tax agreement;

(2)  shareholder’s equity interest and voting shares of the PRC resident company directly owned by
such fiscal resident reaches a specified percentage; and

(3)  the capital of the PRC resident company directly owned by such fiscal resident, at any time during
the twelve months prior to the acquisition of the dividends, reaches a percentage specified in the
tax agreement.

Furthermore, the State Administration of Taxation promulgated the Measures for the
Administration of Non-Resident Taxpayers’ Enjoyment of the Treatment under Tax Agreements (/& K
AR N A2 B 2 148 B on 27 August 2015 which became effective on 1 November 2015,
pursuant to which, any non-resident taxpayer qualified to enjoy any treaty treatment could be entitled to
the treaty treatment when filing a tax declaration or making a withholding declaration through a
withholding agent, subject to the subsequent administration by tax authorities.

Value-Added Tax

Interim Regulations of the PRC on Value-Added Tax and the Implementing Rules for the Interim
Regulations of the PRC on Value-added Tax

According to the Interim Regulations of Value-added Tax of the PRC (H 3£ A [ A0 [ 14 (Bl
171 1), promulgated on 13 December 1993 and amended in 2008 and 2016, and the Implementing Rules
for the Interim Regulations of the PRC on Value-added Tax ("3 A & 1 B0 14 (B B BT 47 00 09 B s 4 1),
promulgated on 18 December 2008 and amended on 28 October 2011, all enterprises and individuals in
the PRC engaging in selling goods and providing services of processing, repairs or maintenance in China,
or importing goods to China, shall pay value-added tax, or the VAT. The amount of VAT payable by a
taxpayer for selling goods or providing taxable services shall amount to the balance of “output VAT in
the current period” minus “input VAT in the current period”. Taxpayers who sell or import goods (except
as otherwise provided) and who provide services of processing, repair and maintenance (taxable labour
services) shall be subject to 17% tax rate. Adjustment to the tax rates shall be decided by the State
Council.
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Urban Maintenance and Construction Tax

Pursuant to the Circular of the State Council on Unifying the System of Urban Maintenance and
Construction Tax and Education Surcharge Paid by Domestic and Foreign-invested Enterprises and
Individuals (5 B BH 7 4% — P A1 A 3E R\ Sk 7 At A2 s 2 7 8 R o 1 2 F) 7@ ), effective on
1 December 2010, the Interim Regulations of the PRC on Urban Maintenance and Construction Tax GL
e N B A [ 408 A A B B AT 1R 81]), came into effect on 1 January 1985 and amended on 8 January
2011, and the Interim Provisions on the Collection of Educational Surcharges (U E Bt i) B 4747
7E), amended on 8 January 2011, shall be applicable to foreign-invested enterprises, foreign enterprises
and individual foreigners.

According to the Interim Regulations of the PRC on Urban Maintenance and Construction Tax and
the Circular of the State Administration of Taxation on Issues concerning the Collection of the Urban
Maintenance and Construction Tax (2 52 Bi755 48 5y B 7 30 117 A w8 2 s Bd i [T RE A 48 ), effective from
12 March 1994, any enterprise or individual who is liable to pay consumption tax, value-added tax and
business tax shall also pay urban maintenance and construction tax. The amount of consumption tax,
value-added tax and business tax actually paid by a taxpayer shall be the taxation basis of urban
maintenance construction tax. The urban maintenance construction tax shall be paid simultaneously when
consumption tax, value-added tax and business tax are paid. Furthermore, the rates of urban maintenance
and construction tax shall be 7% for a taxpayer domiciles in a city, 5% for a taxpayer domiciles in a
county or a town, and 1% in other places.

Educational Surcharges

Interim Provisions on the Collection of Educational Surcharges (% § 2¢ & & K1 11 89 & 17 % E)

According to The Interim Provisions on the Collection of Educational Surcharges promulgated in
1986 and revised in 1990, 2005 and 2011, any enterprise or individual who is liable to pay consumption
tax, value-added tax and business tax shall also pay educational surcharges. The amount of consumption
tax, value-added tax and business tax actually paid by a taxpayer shall be the taxation basis of
educational surcharges, the tax rate of which is 3%. Educational surcharges shall be paid simultaneously
when consumption tax, value-added tax and business tax are paid. The collection of education surcharges
shall follow relevant regulations concerning consumption tax, value-added tax and business tax.

Laws and regulations on intellectual property rights
Patent
The PRC Patent Law and the Implementing Rules of the PRC Patent Law

Pursuant to the PRC Patent Law (*# A [ ILFIE # A %), adopted in 1984 and amended in 1992,
2000 and 2008, and the Implementing Rules of the PRC Patent Law (3 A [ 3t 5 251 72 B bt 40 HIl),
adopted in 2001 and amended in 2002 and 2010, enterprises can apply for intellectual property rights of
inventions, utility models or appearance designs. The duration of a patent right for inventions is 20 years
and the duration of a patent right for utility models and appearance designs is 10 years, all commencing
from the application date. Except otherwise provided in the PRC Patent Law, any enterprise or individual
shall not exploit any patent without the permission of the patentee.
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Trademarks
The PRC Trademark Law and Implementing Rules of the PRC Trademark Law

According to the PRC Trademark Law ("% A RJLAIE R 157%), adopted in 1982 and the latest
version of which was amended on 30 August 2013, and the Implementing Rules of the PRC Trademark
Law (3 A\ B3N B S A 15 B i e 1), adopted in 2002 and amended on 29 April 2014, any
individual, legal entity or other organisation that needs to acquire the exclusive right to use a trademark
in the production and operation activities shall file an application for trademark registration with the
Trademark Office. The duration of a trademark right is 10 years, commencing from date of approval for
registration. Conducts that shall constitute an infringement of the exclusive right to use a registered
trademark include but not limited to: using a trademark that is identical with or similar to a registered
trademark on the same or similar goods without the permit of the trademark registrant, selling goods that
violate the exclusive right to use a registered trademark, etc.

HONG KONG
Laws and regulations relating to sales of goods

Sales of Goods Ordinance (Chapter 26 of the Laws of Hong Kong)

Contracts for the sale of goods in Hong Kong are mainly governed by the Sales of Goods
Ordinance. It aims to strengthen protection to consumers by defining the scope of conditions and
warranties that are implied into sale contracts. These implied terms generally relate to the safety and
suitability of the goods supplied.

Examples of the implied terms under the Sales of Goods Ordinance include: (a) where goods are
purchased by description, the goods must correspond with the description (section 15); (b) the goods
supplied are of merchantable quality (section 16); (c) the goods must be fit for (i) the purpose for which
they are commonly bought, or (ii) the particular purpose for which they are bought if the particular
purpose were made known to the seller (section 16); and (d) where there is a contract for sale by sample,
(1) the bulk must correspond with the sample in quality, (ii) the buyer must have a reasonable opportunity
of comparing the bulk with the sample, and (iii) the goods must be free from any defects which would
not be apparent on reasonable examination of the sample (section 17).

Subject to the Control of Exemption Clauses Ordinance (Chapter 71 of the Laws of Hong Kong),
the right, duty, or liability arises under a sale contract by implication of law can be negative or varied by
express agreement, by the course of dealing between the parties, or by usage if the usage is such as to
bind both parties to the contract.

Consumer Goods Safety Ordinance (Chapter 456 of the Laws of Hong Kong)

The Consumer Goods Safety Ordinance imposes criminal liability on persons who supply,
manufacture, or import into Hong Kong any consumer goods (except for goods listed in the Schedule of
Consumer Goods Safety Ordinance, for example, food, pharmaceutical products and electrical products)
that do not comply with the general safety requirement or the safety standards and specifications
approved by the Secretary for Commerce and Economic Development in Hong Kong (section 6).
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To meet the general safety requirement, the consumer goods must be reasonably safe, having
regard to all the circumstances, including but not limited to: (a) the manner in which, and the purpose for
which, the consumer goods are presented, promoted, and marketed; (b) the use of any marks, instructions,
or warnings on the consumer goods in connection with its keeping, use, or consumption; (c) the
compliance of reasonable safety standards published by a standards institute; and (d) the existence of
reasonable means (taken into account the cost, likelihood and extent of any improvement) to make the
consumer goods safer (section 4).

According to section 2 of Consumer Goods Safety Regulation (Chapter 456A of the Laws of Hong
Kong), where consumer goods on their packages are marked with, or where any labels affixed to or any
documents enclosed in their packages contain, any warning or caution regarding the safe keeping, use,
consumption, or disposal, such warning or caution shall be in both the English and the Chinese
languages. The warnings and cautions must be legible and be placed in a conspicuous position on (a) the
consumer goods; (b) any package of the consumer goods; (c) a label securely affixed to the package; or
(d) a document enclosed in the package, as the case may require.

Unless a due diligence defence can be successfully established, any person who fails to comply
with the general safety requirement under the Consumer Goods Safety Ordinance and sells unsafe
consumer goods commits a criminal offence. The person is liable to a fine of HK$100,000 and an
imprisonment of one year on first conviction, and a fine of HK$500,000 and two years’ imprisonment on
subsequent conviction (section 26). In addition, the Customs and Excise Department may serve a
prohibition notice on the convicted person, prohibiting him from supplying the unsafe goods for a
specified period not exceeding six months (section 8) and/or a recall notice requiring the immediate
withdrawal of the consumer goods that are believed to be unsafe and may cause serious injury (section 9).
Those unsafe goods may also be seized and destroyed by the Customs and Excise Department and/or
other authorised officers (section 19 and section 31).

Trade Descriptions Ordinance (Chapter 362 of the Laws of Hong Kong)

The Trade Descriptions Ordinance regulates advertising and promotion practices in Hong Kong. It
prohibits false trade descriptions, false, misleading or incomplete information, false marks and
misstatements in respect of goods provided in the course of trade or suppliers of such goods.

A trade description (including indication of quantity, composition, an fitness for purpose,
performance, physical characteristics and place of origin with respect to any goods) which is either (a)
false to a material degree; or (b) misleading, that is to say, likely to be taken for a trade description of a
kind that would be false to a material degree, would be regarded as false trade description. Trivial errors
or discrepancies in trade descriptions would not constitute an offence.

Under section 7 of Trade Descriptions Ordinance, any person who in the course of any trade or
business applies a false description to any goods, or supplies any goods to which a false trade description
is applied, or has in his possession for sale or for any purpose of trade or manufacture any goods to which
a false trade description is applied, commits an offence. The Trade Descriptions Ordinance further
prohibits any person from importing or exporting any goods to which a false description or false trade
mark is applied (section 12).
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Certain specified unfair trade practices are also prohibited under the Trade Descriptions Ordinance.
Examples include: misleading omissions (section 13E), aggressive commercial practices (section 13F),
bait advertising (section 13G), bait and swatch (section 13H), and wrongly accepting payment (section
131).

Any person who commits an offence under sections 7, 12, 13E, 13F, 13G, 13H, 13I of the Trade
Descriptions Ordinance shall be liable, on conviction on indictment, to a fine of HK$500,000 and five
years’ imprisonment, and on summary conviction, to a fine of HK$100,000 and an imprisonment of one
year. The regulators may in some instances accept a written undertaking from businesses and individuals
not to continue or repeat the unfair trade practices in exchange of which the regulators will not commence
or continue an investigation relating to that matter (section 30L and section 30M).

Trade Marks Ordinance (Chapter 559 of the Laws of Hong Kong)

The Trade Marks Ordinance regulates the registration of trademarks and the use of registered
trademarks. The trademark registration system of Hong Kong provides territorial protection; to obtain
protection in Hong Kong, trademarks must be registered with the Trade Marks Registry of the Intellectual
Property Department in accordance with the Trade Marks Ordinance and the Trade Marks Rules (Chapter
559A of the Laws of Hong Kong).

According to section 10 of the Trade Marks Ordinance, a registered trademark is a property right
acquired through due registration under such ordinance. By virtue of section 14 of the Trade Marks
Ordinance, the owner of a registered trademark is conferred exclusive rights in the trademark. The rights
of the owner in respect of the registered trademark come into existence from the date of the filing of the
application of registration of the trademark.

Unless otherwise exempted, any use of the trademark (or other infringement acts as stipulated in
section 18 of the Trade Marks Ordinance) by third parties without the consent of the owner constitutes an
infringement of the trademark. In the event of infringement by third parties, the owner of the registered
trademark is entitled to remedies such as infringement proceedings provided for in section 23 and section
25 of the Trade Marks Ordinance.

Trademarks which are not registered under the Trade Marks Ordinance and the Trade Marks Rules
may still obtain protection by the common law action of passing off, which requires proof of the owner’s
reputation in the unregistered trademark and that use of the trademark by third parties will cause the
owner damage.

Competition Ordinance (Chapter 619 of the Laws of Hong Kong)
The Competition Ordinance aims to: (a) prohibit conduct that prevents, restricts, or distorts
competition in Hong Kong; (b) prohibits mergers that substantially lessen competition in Hong Kong; and

(¢) provides for incidental and connected matters. There are three competition rules under the
Competition Ordinance, namely, the First Conduct Rule, the Second Conduct Rule, and the Merger Rule.
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The First Conduct Rule prohibits anti-competitive agreements and concerted practices and
decisions. According to the First Conduct Rule, an undertaking must not: (a) make or give effect to an
agreement; (b) engage in a concerted practice; or (c¢) as a member of an association of undertakings, make
or give effect to a decision of the association, if the object or effect of the agreement, concerted practice
or decision is to prevent, restrict or distort competition in Hong Kong.

The Second Conduct Rule prohibits anti-competitive conduct by a party with substantial market
power. According to the Second Conduct Rule, an undertaking that has a substantial degree of market
power in a market must not abuse that power by engaging in conduct that has as its object or effect the
prevention, restriction or distortion of competition in Hong Kong. What amounts to a substantial degree
of market power is a question of fact; factors that may be taken into consideration include: (a) market
share of the undertaking; (b) the undertaking’s power to make pricing and other decisions; and (c) any
barriers to entry to competitors into the relevant market (section 21). Conduct may be regarded as abusive
under the Second Conduct Rule if it involves: (a) predatory behaviour towards competitors; or (b)
limitation of production, markets or technical development to the prejudice of consumers.

The Merger Rule states that an undertaking must not, directly or indirectly, carry out a merger that
has, or is likely to have, the effect of substantially lessening competition in Hong Kong. The Merger Rule
only applies to mergers involving carrier licence holders within the meaning of the Telecommunications
Ordinance (Chapter 106 of the Laws of Hong Kong).

Upon the breach of the rules stipulated under the Competition Ordinance, the Competition Tribunal
may make orders including: (a) imposing a pecuniary penalty; (b) disqualifying a person from acting as a
director of a company or taking part in the management of a company; (c) prohibiting an entity from
making or giving effect to an agreement; (d) terminating or modifying an agreement; and (e) requiring
the person to compensate any person who has suffered loss or damage.

Notwithstanding the penalties stated in the foregoing paragraph, if the Competition Commission
has reasonable cause to believe that (a) a contravention of the First Conduct Rule has occurred; and (b)
the contravention does not involve serious anti-competition conduct, the Competition Commission must
first issue a warning notice to the undertaking before commencing proceedings in the Competition
Tribunal (section 82). “Serious anti-competition conduct” means any conduct that consists of any of the
following or any combination of the following: (i) fixing, maintaining, increasing, or controlling the price
for the supply of goods or services; (ii) allocating sales, territories, customers or markets for the
production or supply of goods and services; (iii) fixing, maintaining, controlling, preventing, limiting or
eliminating the production or supply of goods or services, and (iv) bid-rigging practices (section 2(1)).

However, under section 67 of the Competition Ordinance, where a contravention of the First
Conduct Rule has occurred and the contravention involves serious anti-competitive conduct, or a
contravention of the Second Conduct Rule has occurred, the Competition Commission, may, instead of
bringing proceedings in the Competition Tribunal in the first instance, issue an infringement notice to the
person against whom it proposes to bring proceedings, offering not to bring those proceedings on the
condition that the person makes a commitment to comply with the requirements of the infringement
notice.
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Laws and regulations relating to paint and coating products
Dangerous Goods Ordinance (Chapter 295 of the Laws of Hong Kong)

The Dangerous Goods Ordinance regulates the usage, storage, manufacturing, and conveyance of
the dangerous goods. The Dangerous Goods Ordinance applies to all explosives, compressed gases,
petroleum and other substances giving off inflammable vapours, substances giving off poisonous gas or
vapour, corrosive substances, substances which become dangerous by interaction with water or air, and
substances liable to spontaneous combustion or of a readily combustible nature.

Section 5 of the Dangerous Goods Ordinance provides that the Chief Executive in Council may by
regulation provide for the label to be attached to any drum, tin, case, or other package containing
dangerous goods and the notices to be affixed to any premises containing dangerous goods. Pursuant to
section 6 of the Dangerous Goods Ordinance, no person shall manufacture, store, convey, or use any
dangerous goods in excess of the exempted quantity (as stipulated under the Dangerous Goods (General)
Regulations (Chapter 295B of the Laws of Hong Kong)) in any premises or places without a licence
issued by the director of the Fire Services Department. Any person who contravenes the licensing
provisions is guilty of an offence and is liable to a fine of HK$25,000 and to imprisonment for six
months.

The Dangerous Goods (Application and Exemption) Ordinance (Chapter 295A of the Laws of
Hong Kong) classifies paints, lacquers and varnishes, and paint thinners as Category 5 dangerous goods
(substances giving off inflammable vapour). Under regulation 99 of the Dangerous Goods (General)
Regulation, no person shall store or convey any container containing any Category 5 dangerous substance
unless the container is enclosed in specified protective or outer packing which bears the prescribed labels.
Contravention of this regulation constitutes a summary offence and shall subject the person to a fine of
HK$5,000 and imprisonment for two months.

Air Pollution Control Ordinance (Chapter 311 of the Laws of Hong Kong)

The Air Pollution Control Ordinance is the principal legislation in Hong Kong for managing air
quality. The Air Pollution Control (Volatile Organic Compounds) Regulation (Chapter 311W of the Laws
of Hong Kong), a subsidiary regulation of the Air Pollution Control Ordinance, imposes limitation on
VOC content of, amongst other things, 51 types of architectural paint and coating products, to reduce the
emissions of VOC to the atmosphere. The applicable maximum limits of VOC content of the regulated
architectural paint and coating products are prescribed in Schedule 1 of the Air Pollution Control
(Volatile Organic Compounds) Regulation.

The Air Pollution Control (Volatile Organic Compounds) Regulation applies to importers or
manufacturers of the specified regulated products. An importer means a person by whom a regulated
product is brought into Hong Kong, which includes a person who at or immediately after the time a
regulated product is brought into Hong Kong, is in possession of or entitled to the custody or control of
the product, whether as owner, consignee, agent, or broker.

93



APPLICABLE LAWS AND REGULATIONS

Under the Air Pollution Control (Volatile Organic Compounds) Regulation, importers or
manufactures of the regulated architectural paint and coating products: (a) shall not import or
manufacture a regulated architectural paint and coating products that has a VOC content in excess of the
prescribed limit; (b) shall disclose specified information relating to the regulated architectural paint and
coating products in the Material Safety Data Sheets, trade catalogues, packaging, or containers of any
regulated architectural paint and coating products; (c) shall make notifications to the Environmental
Protection Department prior to the local sale or use of the regulated architectural paint and coating
products; (d) shall report to Environmental Protection Department the annual sales amount and other
requested information of the regulated architectural paint and coating products; (e) shall keep records for
at least three years of the sales amount and other information reported to the Environmental Protection
Department.

Failure to comply with the statutory VOC content limits constitutes an offence and the person is
liable on conviction to a fine of HK$200,000 and to imprisonment for six months. Contravention of the
disclosure, reporting, notification, and keeping of records requirements will subject the convicted person
to a fine of HK$50,000 and three months’ imprisonment.

Laws and regulations relating to employee’s obligations
Employment Ordinance (Chapter 57 of the Laws of Hong Kong)

The Employment Ordinance is the main piece of Hong Kong legislation governing conditions of
employment in Hong Kong. It provides for, amongst other things, the payment of wages, the restrictions
on wages deductions, the granting of statutory holidays, and the termination of employment contract. In
addition to these basic protections, employees who are employed under a continuous contract are further
entitled to benefits such as rest days, paid annual leave, sickness allowance, severance payment, and long
service payment.

Mandatory Provident Fund Schemes Ordinance (Chapter 485 of the Laws of Hong Kong)

The Mandatory Provident Fund Schemes Ordinance provides for, inter alia, the establishment of
non-governmental mandatory provident funds schemes (the “MPF Scheme”) for members of the
workforce for the purpose of accruing financial benefits on retirement.

Unless otherwise exempted, employers are required to enroll their employees who are at least 18
but under 65 years of age and employed for not less than 60 days in a MPF Scheme. Both the employers
and the employees are each required to contribute 5% of the employees’ relevant income to the MPF
Scheme, subject to the minimum and maximum relevant income levels, which are HK$7,100 per month
and HK$30,000 per month respectively.

An employer who, without reasonable excuse, fails to comply with the contribution requirement

commits an offence and is liable to a fine of HK$100,000 and an imprisonment of six months on the first
conviction, and a fine of HK$200,000 and twelve months’ imprisonment on each subsequent conviction.
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Minimum Wage Ordinance (Chapter 608 of the Laws of Hong Kong)

The Minimum Wage Ordinance stipulates that an employee is entitled to be paid wages no less
than the statutory minimum wage rate during the wage period. Currently, the statutory minimum hourly
wage rate is HK$32.5. Any employment contract that purports to extinguish or reduce any right, benefit,
or protection conferred on the employee by the Minimum Wage Ordinance is void. Failure to comply
with the statutory minimum wage rate requirement constitutes an offence under the Employment
Ordinance.

The Minimum Wage Ordinance applies to all employees being engaged under a contract of
employment under the Employment Ordinance, except those employed as domestic workers in, or in
connection with, a household and who dwell in that household free of charge, student interns, and work
experience students during a period of exempt student employment.

Occupational Safety and Health Ordinance (Chapter 509 of the Laws of Hong Kong)

The Occupational Safety and Health Ordinance aims to enhance safety and health protection to
employees in workplaces, both industrial and non-industrial, by imposing a statutory duty on the
employers to ensure the workplaces are reasonably safe.

Section 6 of the Occupational Safety and Health Ordinance provides that, every employer must, so
far as reasonably practicable, ensure the safety and health of their employees in their workplaces. Safety
measures include: (a) provide and maintain reasonably safe plant and work systems; (b) make
arrangements in connection with the safe use, handling, storage or transport of articles or substances; (c)
provide all necessary safety related information, instruction, training and supervision; (d) provide and
maintain safe access to and egress from the workplaces; and (e) provide and maintain a safe and healthy
work environment.

Failure to comply with the above statutory duty constitutes an offence and the employer is liable
on conviction to a fine of HK$200,000. An employer who fails to do so intentionally, knowingly, or
recklessly is liable to a fine of HK$200,000 and to imprisonment for six months upon conviction.

In addition to the penalties mentioned in the foregoing paragraph, the Commissioner of Labour
may issue an improvement notice requiring the employer to remedy the contravention within a specified
period or to refrain from continuing or repeating the contravention, and/or a suspension notice if there is
any condition on the premises which may create an imminent risk of death or serious bodily injury.
Contravention of such notices without reasonable excuse constitutes an offence and is punishable by a
fine of HK$200,000 and HK$500,000, respectively, and imprisonment of up to twelve months.

Employees’ Compensation Ordinance (Chapter 282 of the Laws of Hong Kong)

The Employees’ Compensation Ordinance establishes a no-fault, non-contributory employee
compensation system for work injuries and lays down the rights and obligations of employees and
employers respectively in respect of accidents arising out of and in the course of employment, or in
respect of prescribed occupational diseases suffered by the employees. It applies equally to full-time and
part-time employees who are employed under service contracts or apprenticeship. Employees who are
injured while working outside Hong Kong are also covered if they are employed in Hong Kong by an
employer carrying on business in Hong Kong.
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If an employee sustains an injury or dies as a result of an accident arising out of and in the course
of his employment, his employer is generally liable to pay compensation under the Employees’
Compensation Ordinance. An accident is deemed to arise out of and in the course of an employment even
if the employee was acting in contravention of any statutory or other regulation applicable to his
employment, or of any orders given by or on behalf of his employer, or that he was acting without
instructions from his employer, if such act was done by the employer for the purposes of and in
connection with his employer’s trade or business. Notwithstanding the no-fault compensation system, the
court will disallow award if the employee deliberately aggravated the injury or the injury is attributable
to the serious and wilful misconduct of that employee.

Pursuant to section 40 of the Employees” Compensation Ordinance, all employers are required to
take out insurance policies to cover their liabilities both under the Employers’ Compensation Ordinance
and at common law for injuries sustained by their employees in the course of their employments for an
amount not less than the applicable prescribed amount. Currently, the applicable amount is HK$100
million per event where the number of employees in relation to whom the policy is in force does not
exceed 200, and the applicable amount is HK$200 million per event where the number of employees in
relation to whom the policy is in force exceeds 200. Failure to comply with the compulsory insurance
requirement constitutes an offence and is punishable by a fine of HK$100,000 and imprisonment of up to
two years.
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OVERVIEW

Our Company was incorporated in the Cayman Islands under the Cayman Companies Law as an
exempted company with limited liability on 19 September 2016. As part of the Reorganisation, our
Company became the holding company of our Group. Further information of our corporate structure and
the Reorganisation is set forth in the paragraphs under “Reorganisation” below.

Prior to the Spin-Off and the Listing, the Paint Business was one of the business segments of the
CNT Group. Following completion of the Spin-Off and the Listing, the Remaining Businesses,
comprising the Investment Property Business, the Trading Business and the Other Business, will be the
principal business activities of the Remaining Group.

OUR BUSINESS DEVELOPMENT

Our business was founded in Hong Kong in 1932 with all our production facilities in Hong Kong
during the period between 1930s and 1980s. Throughout the previous decades of business operations
alongside the development of the manufacturing industries in Hong Kong, our brands of “Flower (#/1E
#E)” and “Giraffe (S5 BE/#)” have been recognised as renowned brands of paint and coating products in
Hong Kong. Since 1970s, with the economic open-door policy implemented in the PRC, we gradually
relocated our production facilities to the PRC. As of the date of this prospectus, all our production
facilities are situated at four strategic locations in the PRC, namely Shajing Production Plant, Ezhou
Production Plant, Xuzhou Production Plant and Xinfeng Production Plant. We have our headquarters in
Hong Kong supporting the sales and marketing activities in Hong Kong and the coordination of the

production activities in the PRC. The following sets forth a summary of our business development.
Commencement and early development of our business

Our business can be traced back to 1932 when the late Mr. LAM Kwan established China Paint
Manufacturing Company in Hong Kong to run a paint manufacturing business. In 1946, China Paint
(1932) was incorporated as a public company to take over the business of China Paint Manufacturing
Company.

The growth in the construction industry and the manufacturing industries of toy, electronics and
electrical appliance in Hong Kong and other Asian countries throughout the 1970s facilitated the rapid
expansion of the business of China Paint (1932).

The implementation of the economic open door policy in the PRC in 1978 marked the beginning of
Hong Kong manufacturers, principally in the toy, electronics and electrical appliance manufacturing
industries, relocating their production facilities to the PRC. This development not only led to the growth
of the construction and manufacturing industries in the PRC, but also created a steady demand for paint
and coating products in the PRC domestic market.
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China Paint (1932) recognised the need to expand production capacity in Hong Kong. In 1986,
China Paint (1932) commenced the construction in two phases of its production facilities and
headquarters in Tui Min Hoi, Sai Kung, Kowloon, Hong Kong. The first phase, comprising production
facilities with a total gross floor area of approximately 100,000 sq. ft., was completed in 1988. Upon
completion of the second phase in 1990, the headquarters of China Paint (1932) moved into the new
headquarters which together with the first phase comprise a total gross floor area of approximately
162,000 sq. ft.. The premises are duly licenced to store and manufacture paint products under the
Dangerous Goods Ordinance. The premises will not form part of our properties as they are currently
leased by the Remaining Group to Independent Third Parties. We currently lease certain areas of the
premises, further information on which is set forth in the section headed “Continuing Connected
Transactions — Non-exempt continuing connected transactions” in this prospectus.

To facilitate the listing of CNT on the Stock Exchange, CNT became the ultimate holding company
of China Paint (1932) and its subsidiaries in April 1991. The Paint Business was the core business at the
time of listing of CNT on the Stock Exchange.

As set forth in this section, the Paint Business was the original business of CNT when it was listed
on the Main Board in May 1991. Throughout the last close to three decades of business operations, the
Paint Business recorded steady growth in terms of revenue and profitability. Our Directors consider that
one of the principal reasons for such growth was the continuous economic development in the PRC as a
result of its open-door economic policy, the increase in the urban population in the PRC and the
continuous improvements in their living standards. With the rapid development of the PRC residential
and commercial property markets, the demand for wood coating products with trusted brands continued to
increase. The relocation of our production facilities initially to Shenzhen and then to other cities in
Central and Southern China, at which we enjoyed low labour cost, also facilitated the continuous
improvements in the profitability of the Paint Business in the PRC, particularly with the well-recognised
brands originated in Hong Kong.

The demand for our paint and coating products was affected by, amongst other factors, the
prosperity of the real property market in the PRC as well as our strategies. The revenue of the Paint
Business experienced decreases in 2012 because of the PRC Government’s policy to restraint the rapid
real property price rises and in 2015 mainly due to our profit margin maintaining pricing policy as further
described in the section headed “Financial Information — Sustainability of our business in light of the
deteriorating performance during the year ended 31 December 2015” in this prospectus.

The profitability of the Paint Business was also affected by the prices of our raw materials which
were driven by the demand and supply balance of solvent, resin and titanium dioxide. There was
significant increase in the prices of these raw materials in 2010 to 2012 and followed by continuous
decreases for a period of four years to 2016. The changes in the cost of raw materials affected our gross
profit margin and our overall profitability.

In light of the above, our Directors consider that our business in the past was affected by the
cyclical fluctuations in the demand level of paint and coating products as a result of economic
development as well as the raw material prices. Our Directors believe that these factors will continue to
affect our performance, but to a lesser extent, primarily due to the product and market diversification
strategies as set forth in the section headed “Business — Our business strategies” in this prospectus.

Although the financial performance of our Group deteriorated in 2015, our financial performance
rebounded in 2016 because of the business initiatives implemented by us, further information on which is
set forth in the section headed “Financial information — Sustainability of our business in light of the
deteriorating performance during the year ended 31 December 2015 — Reasons for the substantial
decrease in our revenue in 2015 and “— Improved performance for the year ended 31 December 2016” in
this prospectus.
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Following the relocation of our production facilities to the PRC in 1980s, our headquarters in Hong
Kong and our administrative offices have been moved to CNT Tower in Wanchai since April 1999. Part
of the premises in Sai Kung were used as the production workshop of the Paint Business. As of the date
of this prospectus, we leased from the Remaining Group the premises in Sai Kung as the transhipment
hub for our paint and coating products delivered from our production facilities in the PRC to our
customers in Hong Kong, further information on which is set forth in the section headed “Continuing
Connected Transactions” in this prospectus.

Business milestones

The following sets forth the business milestones of our business since the inception of business in
1932:

Year Business milestones

1932 ..o The late Mr. LAM Kwan established China Paint Manufacturing Company in
Hong Kong. China Paint Manufacturing Company established “Flower (%7E/#)”
brand and engaged in the production and sale of paint products including enamel,
paints and pigments and varnishes, etc..

1988 ... ... China Paint (1932) constructed the first phase of the factory building in Sai Kung
for relocation of the production facilities.

1991 . ............. China Paint (1932) established China Paint Shenzhen. The new production plant,
with the total area of 60,000 sq. m. has the annual production capacity of 130,000
tonnes.

China Paint (1932) became the major subsidiary of CNT, which has been listed
on the Stock Exchange from May 1991.

1992 .. .o China Paint (1932) and an Independent Third Party established Hubei Giraffe in
Ezhou City, Hubei Province, the PRC with the production facilities occupying a
total area over 20,000 sq. m.

2000 . ... China Paint (1932) entered into technical cooperation with Resene Paints,
incorporating new technology of producing water-based products including
Enamacryl, Enamacryl Metallics and Lustacryl.

2004 ...l China Paint (1932) established Shanghai Giraffe for the purpose of constructing a
production base with the total area of approximately 30,000 sq. m.

2006 ... “Giraffe (R5EM)” and “Flower (%/7E£/#)” of China Paint Shenzhen became
the first selected group in the “Government Green Purchase System” in the PRC.

“Flower (#/€##)” of China Paint (1932) was awarded as “Hong Kong Top
Brand”.
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Business milestones

China Paint (1932) was renamed from “The China Paint Manufacturing Company
(1946) Limited” to “The China Paint Manufacturing Company (1932) Limited”.

China Paint (1932) was selected as one of the exterior architectural paint and
coating suppliers for the 2008 Beijing Olympic Games.

“Flower (#5/€##)” of China Paint (1932) was awarded as “Hong Kong Top
Brand”.

“Flower Anti-Formaldehyde Odour-Less Interior Emulsion Paint (FPA Series)”
of China Paint (1932) was accredited with “Eco-product Certification” (ECS) by
Hong Kong Green Council GRIREHE®), a non-profit making environmental
association in Hong Kong, fulfilling the requirements of “ISO Guide 65” and
“System 5 of ISO Guide 67”.

“Flower (#/E##)” of China Paint (1932) was awarded as “Hong Kong Top
Brand”.

China Paint (1932) commenced the construction of the Xinfeng Production Plant
which commenced trial operation in 2013.

China Paint Shenzhen was awarded the title of “High and New Technology
Enterprise”, which represents that China Paint Shenzhen has attached great
importance to its research and development and highly emphasised its research
and development for new technology, product and technique.

“Flower (#77E/#)” of China Paint (1932) was awarded as “Hong Kong Brands
Award”.

“Flower (¥//€f#)” of China Paint (1932) was awarded as “Hong Kong Top
Brand”.

China Paint (1932) was awarded the “Prime Award for the Best Brand Enterprise
in Greater China” (B 73> 347 £ 4%), which highlights its recognition

to its products and services.

“Flower (#5/€##)” of China Paint (1932) was awarded as “Hong Kong Top
Brand”.
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Business milestones

“Flower (3/€##)” of China Paint Shenzhen was awarded the title of “Green,
Environment-friendly and Energy-saving Building Materials in China” (4 E]#%

G~ BIR - FREEH E ).

China Paint Shenzhen was rated “Grade AAA” in the corporate credit rating,
which implies that the capital strength and credit of China Paint Shenzhen has
been highly recognised by authoritative institutions.

Wood coating of “Giraffe (R¥BE/#)” of China Paint Shenzhen has been
awarded “Guangdong Province Top Brand (Industrial Category) Product” (I 5
A B & £7 % i) for three consecutive times, which highlights the quality and
credit of China Paint Shenzhen has been recognised by the industry and society.

“Flower (#1E##)” of China Paint (1932) was awarded as “Hong Kong Top
Brand”.

China Paint Shenzhen obtained Grade AAAA “Good Standardising Practice”
Certificate (/FZH#E ML R 4717 4 ) AAAARR 7 %) issued by Administration of
Quality and Technology Supervision of Guangdong Province, which confirms that
the standard system built by China Paint Shenzhen is reasonable in its structure
and has been operated effectively.

“Flower (#1E/#)” of China Paint (1932) was awarded as “Hong Kong Top
Brand”.

“Flower (3/E/#)” of China Paint (1932) was awarded as “Hong Kong Top
Brand”.

China Paint Shenzhen established an online shop on Tmall (X3) for online
sales.

China Paint Shenzhen expanded its product portfolio to the market of water-proof
coating, and launched water-proof slurry in the market.

China Paint Shenzhen was awarded various titles including “Top 10 of Chinese
Local Architectural Coating Brands” (“FE@EZEFEF 171 K Ri%Edi ), “Top
10 Outstanding Enterprises in Guangdong Coatings Industry” (/& 525K 1 K &
F13), and “The Coatings Flagship Enterprise in Guangdong” (J& #25 FLIE
£ ).

“Flower (#1E/#)” of China Paint (1932) was awarded as “Hong Kong Top
Brand”.
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Business milestones

“Flower (#1E/#)” of China Paint Shenzhen was awarded as “Shenzhen Famous
Brand” (N1 i ).

“Giraffe (R5BEF#)” of China Paint Shenzhen was awarded as “China’s Top 10
Waterproof Coatings Brand in China” (48] K By 7K 22 #Ldi /).

“Flower (#1E€/#)” of China Paint (1932) was awarded as “Hong Kong Top
Brand”.

China Paint Shenzhen was awarded as “Most Influential Enterprises within
Hundred Years in China Coating Industry 2015 (20154 118 2 1. 3 F1 4F 52 25
T1 1B 5).

“Giraffe (R57#)” of China Paint Shenzhen was awarded as “Top Brand in
China Wood Coatings Industry Award 2015 (20157 [ K 7§ 254125 58

CNT Resene (Distribution) launched the brand of “Resene”, a water-based and
environmental-friendly architectural paint and coating product in Hong Kong.
“Resene” is a renowned brand in New Zealand.

CNT Resene launched the brand of “ZICERA”, a water-based and environmental-
friendly architectural paint and coating product in Hong Kong.

“Giraffe (R57fE/#)” of China Paint Shenzhen was awarded as the “Guangdong
Province Top Brand Product” (E%ﬁgﬁﬁén’ﬁ).

“Flower (#/E/#)” of China Paint (1932) was awarded as “Hong Kong Top
Brand”.

China Paint Shenzhen started the brand promotion at mobile platform and
registered a service account at WeChat for the provision of news about our
business and launching promotion.

China Paint Shenzhen established an online store on JD.com (%) for online
sales in the PRC.

China Paint (1932) entered into a licence agreement with Resene Paints in respect
of the granting of the use of its trademarks to the Group in 2016.

“Flower (#1E/#)” of China Paint (1932) was awarded as “Hong Kong Top
Brand”.
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CNT as our holding company prior to the Spin-Off and the Listing

CNT is a company with all of its shares listed on the Main Board since 21 May 1991. Prime
Surplus Limited and Chinaculture.com Limited were substantial shareholders of CNT as of the Latest
Practicable Date. Further information on the substantial shareholders of CNT is set forth in the section
headed “Controlling Shareholders and Substantial Shareholders” in this prospectus.

Our Group had been operating under CNT during the Track Record Period and prior to the Spin-
Off and the Listing. CNT is currently engaged in the Investment Property Business, the Trading Business
and the Other Business. Further information on the Reorganisation is set forth in the paragraphs under
“Reorganisation” below.

REORGANISATION
Introduction

The purpose of the Reorganisation is to streamline the corporate structure of the Paint Business for
the purpose of the Spin-Off and the Listing, further information on which is set forth in the section

headed “Spin-Off and Listing” in this prospectus. The principal steps of the Reorganisation also include
the incorporation of the Company as the holding company of our Group.
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Detailed steps of the Reorganisation
Incorporation of our Company and our Company became the holding company of our Group

On 19 September 2016, our Company was incorporated in the Cayman Islands under the Cayman
Companies Law as an exempted company with limited liability with an authorised share capital of
HK$380,000 divided into 3,800,000 Shares of par value of HK$0.10 each. On the same day, one share of
HKS$0.10 was allotted and issued to the initial subscriber at par value.

On 19 September 2016, the initial subscriber of our Company transferred one Share to CNT
Enterprises for the consideration of HK$0.10. On 11 November 2016, the authorised share capital of our
Company was increased from HK$380,000 divided into 3,800,000 Shares to HK$800,000,000 divided
into 8,000,000,000 Shares by the creation of an additional 7,996,200,000 Shares.

In addition, on 8 June 2017, all shares of CP Industries, being the holding company of the Paint
Business prior to completion of the Reorganisation, have been transferred from CNT to our Company for
the consideration of 99 Shares alloted and issued by our Company to CNT Enterprises and as a result,
CNT Enterprises held 100 Shares in issue. The name of CP Industries has been changed from “CNT
Industries (BVI) Limited” to “CP Industries (BVI) Limited” on 30 June 2016.

Transfer of the shareholding in the companies carrying on the Trading Business

Prior to completion of the Reorganisation, the subsidiaries of CNT carrying on the Trading
Business were held by CP Industries. For the purpose of facilitating the Spin-Off and the Listing, all
shares of CNT Iron And Steel Limited (formerly known as Dalway Investments Limited), a company
incorporated in the BVI on 7 December 1993 and the holding company of the companies carrying on the
Trading Business, have been transferred from CP Industries to CNT for the consideration of
HK$10,521,563 on 31 December 2015. The amount of consideration was based on the net asset value of
CNT Iron And Steel Limited as of 31 December 2015 and was settled through the amount due to and due
from between our Group and the Remaining Group. Further information on the amount due to and due
from between our Group and the Remaining Group is set forth in the section headed “Financial
Information — Principal components of our current assets and current liabilities — Amount due to and due
from the Remaining Group” in this prospectus.

Transfer of shares of the inactive companies to the Remaining Group

On 31 December 2015, all shares of CNT (Malaysia) Limited, CNT (Singapore) Limited, CNT
(1932) Limited and The China Paint Manufacturing Company (1946) Limited have been transferred from
CP Industries to CNT (BVI) Limited (formerly known as CPM Industries (BVI) Limited), a company
incorporated in the BVI and a wholly-owned subsidiary of CNT, for such amount of cash consideration
representing the respective par value of the shares transferred. The amount of consideration was settled in
full on 31 December 2015.
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The purpose of the transfers is to streamline the corporate structure of our Group. These companies
were inactive throughout the Track Record Period and are inactive as of the date in this prospectus and
the references to “China Paint” in their corporate names have been changed, except for the name of “The
China Paint Manufacturing Company (1946) Limited” which the directors of CNT believe that the name
of such company has its historical meaning on our Group.

Transfer of equity interest in Hainuowei Coating to the Remaining Group

On 31 October 2016, all equity interest of Hainuowei Coating has been transferred from China
Paint Shenzhen to PRI # BB E 757 A PR/ F] (formerly known as ZRYINAH 12 9 48 & J A FRA
A, a wholly-owned subsidiary of CNT, for cash consideration of RMBS5,000,000. The amount of
consideration was based on the amount of registered capital of Hainuowei Coating and was settled in full
before 16 June 2017 as part of the settlement of the amount due to and from the Remaining Group.
Hainuowei Coating has not conducted any business activities, but holds investment properties in Beijing,
Guangzhou, Shenzhen and Shanghai. Our Directors consider that the transfer was part of the
Reorganisation for delineation of business between our Group and the Remaining Group.

Transfer of shares of Arran Investment to the Remaining Group

Prior to completion of the Reorganisation, China Paint (1932) was interested in 50% of the issued
share capital of Arran Investment and the remaining 50% was held by Independent Third Parties. As
Arran Investment was not engaged in the Paint Business during the Track Record Period and is engaged
in the Investment Property Business with its main assets including certain shop premises in Hong Kong,
the shares in Arran Investment held by China Paint (1932) have been transferred to Fan Ball
Development Limited iz i %% & A FR A 7], a wholly-owned subsidiary of CNT, for cash consideration of
HK$2,020,998 on 17 August 2016. The amount of the consideration was based on the latest available net
assets value of Arran Investment as of 31 July 2016 and was settled in full on 17 August 2016 as part of
the settlement of the amount due to and due from the Remaining Group.

Change of names of the subsidiaries in the Remaining Group

During the period between June 2016 and July 2016, the names of the subsidiaries in the
Remaining Group (other than those in the process of deregistration or winding up) containing the words
of “China Paint” have been changed to other names without any reference to such words for the purpose
of the Spin-Off and the Listing, except for the name of “The China Paint Manufacturing Company (1946)
Limited” which the directors of CNT believe that the name of such company has its historical meaning on
our Group.
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OUR CORPORATE HISTORY
Our Company

Our Company was incorporated in the Cayman Islands under the Cayman Companies Law as an
exempted company with limited liability on 19 September 2016. Further information on our Company is
set forth in the paragraphs under “A. Further information about our Company — 2. Changes in share
capital of our Company” in Appendix IV to this prospectus. Our Company does not carry on any business
activities. For the purpose of the Spin-Off and the Listing, our Company has become the holding
company of the Group, following completion of the Reorganisation.

As of the Latest Practicable Date, our Group comprised our Company and 14 subsidiaries
established in the BVI, Hong Kong, the PRC and Singapore. Members of our Group commenced business
from the respective dates of their incorporation.

Our subsidiaries

The following sets forth the corporate history of members of our Group. Certain members of the
Group have been incorporated for close to 70 years and hence, the following is a summary of the
corporate history of those companies highlighting the corporate development of those companies which
are considered important by our Directors.

CP Industries

On 7 December 1993, Lamell Limited was incorporated in the BVI as a limited liability company
with an authorised share capital of US$50,000 divided into 50,000 shares with a par value of US$1.00
each. On 31 December 1993, one share was allotted and issued to CNT.

The name of Lamell Limited was changed to “CNT Industries (BVI) Limited” on 2 February 1994.
Since 30 June 2016, the name of the company has been changed to “CP Industries (BVI) Limited” as part
of the Reorganisation.

On 17 November 1994, written resolutions of the sole shareholder were passed to increase the
authorised share capital from US$50,000 to US$4,000,000 by creating 3,950,000 additional shares of a
par value of US$1.00 each. On 5 December 1994, a further of 1,635,511 shares were allotted and issued
to CNT.

On 8 June 2017, the 1,635,512 shares of CP Industries have been transferred from CNT to our
Company for the consideration of 99 Shares to be allotted and issued by our Company to CNT

Enterprises.

CP Industries is a wholly-owned subsidiary of our Company and an investment holding company.
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China Paint (1932)

On 3 June 1946, The China Paint Manufacturing Company (1946) Limited was incorporated in
Hong Kong as a limited liability company. The name of the company has been changed to “The China
Paint Manufacturing Company (1932) Limited F' ## 8 & (— JL=") AR A 7" from 18 October 2007.

On 20 January 2016, CNT Nominees Limited, a wholly-owned subsidiary of CNT, transferred one
nominee ordinary share in China Paint (1932) to CP Industries as part of the Reorganisation.

As of the Latest Practicable Date, China Paint (1932) had an issued share capital of HK$1,961,300,
comprising 35,226 non-voting deferred shares and 4,000 ordinary shares. CNT held all the issued
non-voting deferred shares and CP Industries held all the issued ordinary shares of China Paint (1932).

China Paint (1932) is a wholly-owned subsidiary of our Company and is principally engaged in the
sales of paint products and investment holding.

China Paint Factory

China Paint Factory is a company with limited liability incorporated in the BVI on 24 September
1991 with an authorised share capital of US$50,000 divided into 50,000 shares with a par value of
US$1.00 each. On 18 October 1991, one share was allotted and issued to CNT and was subsequently
transferred to CP Industries on 5 December 1994.

China Paint Factory is a wholly-owned subsidiary of our Company and does not engage in any
business activities as of the date of this prospectus.

China Paint Shenzhen

On 21 October 1991, FHERIE (%) H PR/ (The China Paint Co. (Shenzhen) Ltd.*) was
established in the PRC as a company with limited liability with an initial registered capital of
HK$50,000,000, all of which was contributed by China Paint (1932). On 29 September 2005, the
registered capital of China Paint Shenzhen was increased to HK$70,000,000. China Paint Shenzhen is a
wholly-owned subsidiary of our Company.

The approved scope of business of China Paint Shenzhen includes the exploration, product
development, production and dealing of various paints, coatings, thinners, mixed solvent-extracted oils
and related technology consulting services. Additional business: wholesale of paint brushes, paint rollers,
construction materials and decoration materials (excluding franchised, controlled and monopolised
commodities and restricted items). Additional business: non-business transportation of dangerous goods
(Type 3) (Name of dangerous goods: nitrocellulose enamel; nitrocellulose lacquer thinner; polyester resin
varnish; polyester paint thinner; epoxy enamel; amino baking varnish; polyester resin insulating paint;
alkyd varnish). China Paint Shenzhen is principally engaged in the production and sales of paint products
at our Shajing Production Plant. China Paint Shenzhen has 13 branch companies currently and/or
representative offices in 11 strategic locations in the PRC for sales promotion and coordination activities.

The name of the company has been changed to ' #E# % (% II) 7R/ ] (The China Paint
Manufacturing (Shenzhen) Co., Ltd.*) on 22 March 1996.
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Hubei Giraffe

On 11 June 1992, WAL SRR A FR /A A] (Hubei Zhonge Paint Mfg Co., Ltd*) was established in
the PRC as a company with limited liability with an initial registered capital of RMB20,000,000, of
which China Paint (1932) contributed RMB10,000,000 (representing 50% of the registered capital) and
an Independent Third Party contributed RMB10,000,000 (representing 50% of the registered capital).
RMB6,000,000 out of the amount of RMB10,000,000 in the registered capital of Hubei Giraffe
contributed by the Independent Third Party was actually contributed by three other Independent Third
Parties.

Pursuant to the equity interests transfer agreement dated 24 October 1996, each of the three
Independent Third Parties transferred 10% equity interest in Hubei Giraffe held in trust by the
Independent Third Party to China Paint (1932) for a consideration of RMB2,300,000. As a result of the
above transfer, Hubei Giraffe was owned by China Paint (1932) as to 81% and the Independent Third
Party as to 19%.

Pursuant to the shareholders’ agreement dated 24 October 1996 entered into between China Paint
(1932) and the Independent Third Party, the registered capital of Hubei Giraffe was increased to
RMB40,000,000. The additional registered capital was contributed by China Paint (1932). As a result of
the increase in registered capital, Hubei Giraffe was owned by China Paint (1932) as to 90.5% and the
Independent Third Party as to 9.5%.

The name of the company has been changed to #idt REIFERIE A R/AF] (Hubei Giraffe Paint
Mfg. Co., Ltd.*) on 29 August 2007.

Hubei Giraffe is a non wholly-owned subsidiary of our Company.

The approved scope of business of Hubei Giraffe includes the production and sale of paint
products (free of resin) (licenced business project only be carried out after getting the approval by
relevant authorities). Hubei Giraffe is principally engaged in the production and sales of paint products at
our Ezhou Production Plant.

Xuzhou Giraffe

On 9 August 2004, Jb i % % (#x M) B BR 2~ Al (CNT Solvents Co., (Xuzhou) Ltd.*) was
established in the PRC as a company with limited liability with an initial registered capital of
US$2,000,000, all of which was contributed by China Paint (1932). Xuzhou Giraffe is a wholly-owned
subsidiary of our Company.
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The approved scope of business of Xuzhou Giraffe includes the production of dangerous chemical
products (within the scope of operation specified on the licence); the exploration, product development,
production and processing of solvents, coatings and their raw materials, as well as the sale of self-
produced products, the processing and sale of chemical materials, construction materials, detergents for
construction materials and the provision of relevant after-sale services (any project that needs to be
approved by law only be carried out after getting the approval by relevant authorities). Xuzhou Giraffe is
permitted to engage in the production and sale of solvents and paint products at Xuzhou Production Plant
and its production activities have been suspended since the end of May 2016 as part of our business
strategy to reallocate our production capacity and pending for the grant of the work safety licences for the
production of solvent-based paint products.

The name of the company has been changed to =% i ® i (£ ) A FR A F] (Giraffe Paint Mfg.
Co., (Xuzhou) Ltd.*) on 7 January 2008.

China Paint Xinfeng

China Paint Xinfeng is a company with limited liability established in the PRC on 14 September
2007 with an initial registered capital of US$3,000,000, all of which was contributed by China Paint
(1932). The registered capital of China Paint Xinfeng was increased to US$8,000,000 and US$13,000,000
on 1 September 2011 and 4 December 2015 respectively. China Paint Xinfeng is a wholly-owned
subsidiary of our Company.

The approved scope of business of China Paint Xinfeng includes the exploration, product
development, production and sale of coatings, paints, solvent materials and packaging materials, and
coating-related business which includes logistic and warehousing business (any project that needs to be
approved by law only be carried out after getting the approval by relevant authorities). China Paint
Xinfeng is principally engaged in the production and sales of paint products at our Xinfeng Production
Plant.

Shanghai Giraffe

On 13 April 2004, ¥&#®E (L&) AR A (Jinghua Paint Manufacturing Co., (Shanghai) Ltd.*)
was established in the PRC as a company with limited liability with an initial registered capital of
US$900,000, all of which was contributed by China Paint (1932). On 10 October 2007, the registered
capital was increased to US$4,000,000. Shanghai Giraffe is a wholly-owned subsidiary of our Company.

The approved scope of business of Shanghai Giraffe includes the wholesale of chemical products
and materials (the operational licences for hazardous chemicals required for hazardous chemical
products), and construction and decoration materials (excluding steel and cement), and the provision of
relevant ancillary services (excluding any goods subject to the administration of state-run trade, and
application for quota or licence according to the relevant state provisions is required for any goods
subject to quota control or licensing administration) (any project that needs to be approved by law only
be carried out after getting the approval by relevant authorities). Shanghai Giraffe is principally engaged
in trading of our paint and coating products.
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The name of the company has been changed to “{= % JE &% ( L) A7 PR 7] (Giraffe Paint Mfg.
Co., (Shanghai) Ltd.*)” on 9 July 2007.

R, J & Thomas

On 23 December 1977, Winwell Management Limited K& /&M A FR/AF was incorporated in
Hong Kong with an initial authorised share capital of HK$50,000 divided into 500 shares with a par value
of HK$100.00 each. The company name has been changed to “R, J & Thomas Secretaries Limited % 4%
MELEAPR/AF” on 1 May 1979. On 20 January 2016, CNT Nominees Limited, a wholly-owned
subsidiary of CNT, transferred one nominee share in R, J & Thomas to China Paint (1932) as part of the
Reorganisation. As of the Latest Practicable Date, R, J & Thomas had an issued capital of HK$30,000, all
of which was held by China Paint (1932).

R, J & Thomas is a wholly-owned subsidiary of our Company and an investment holding company.
China Paint Singapore

China Paint Singapore is a company with limited liability incorporated in Singapore on 28 May
2009 with a share capital of S$2.00. Upon incorporation, two shares were allotted and issued to the initial
subscribers at S$1.00 each and were subsequently transferred to China Paint (1932) on 29 June 2009 for
nominal consideration.

China Paint Singapore is a wholly-owned subsidiary of our Company and is an inactive company.
Shine Express

On 23 June 1993, Shine Express was incorporated in Hong Kong as a limited liability company
with an initial authorised share capital of HK$10,000 divided into 10,000 shares with a par value of
HK$1.00 each. On 20 January 2016, CNT Nominees Limited, a wholly-owned subsidiary of CNT,
transferred one nominee share in Shine Express to China Paint (1932) as part of the Reorganisation. As of
the Latest Practicable Date, Shine Express had an issued capital of HK$2.00 held by China Paint (1932).

Shine Express is a wholly-owned subsidiary of our Company and an investment holding company.
Majority Faith

On 16 January 1991, Majority Faith Corporation was incorporated in the BVI as a limited liability
company with an authorised share capital of US$50,000 divided into 50,000 shares of a single class each
with a par value of US$1.00. On 26 March 1991, one share was allotted and issued to the bearer and was
subsequently exchanged to registered share in name of CNT on 10 April 1991, and then transferred to CP

Industries on 5 December 1994.

The name of the company has been changed to “Majority Faith Corporation AAf5/AH]” on
4 February 2013.
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Majority Faith is a wholly-owned subsidiary of our Company and is principally engaged in holding
certain trademarks of the Group.

CNT Resene

On 23 June 2003, New Hong Kong Petro Chemicals Company Limited #1 7 #5 f1 /b A FR/A F] was
incorporated in Hong Kong as a limited liability company with an initial authorised share capital of
HK$10,000 divided into 10,000 shares with a par value of HK$1.00 each. Upon its incorporation, one
share was allotted and issued to each of Smart Secretarial Limited and Smart Registrations Limited, the
initial subscribers, respectively.

On 21 July 2006, one share in CNT Resene was transferred from Smart Secretarial Limited to CP
Industries and one share in CNT Resene was transferred from Smart Registrations Limited to CNT
Nominees Limited, a wholly-owned subsidiary of CNT.

The name of the company has been changed to “CNT Resene Limited” on 14 October 2014 to
reflect the new business undertakings of the company.

On 20 January 2016, one nominee share in CNT Resene was transferred from CNT Nominees
Limited, a wholly-owned subsidiary of CNT, to CP Industries as part of the Reorganisation. CP Industries
is the sole shareholder of CNT Resene.

CNT Resene is a wholly-owned subsidiary of our Company and is principally engaged in the sales
of water-based paint products in Hong Kong.

CNT Resene (Distribution)

On 6 February 2015, CNT Resene (Distribution) was incorporated in Hong Kong as a limited
liability company. Upon its incorporation, one share was allotted and issued to CNT Resene for cash
consideration of HK$1.00. CNT Resene is the sole shareholder of CNT Resene (Distribution).

CNT Resene (Distribution) is a wholly-owned subsidiary of our Company and is principally
engaged in the sales of water-based paint products.

Our former subsidiaries

As part of the Reorganisation, members of our Group have disposed the shares or the equity
interest in a number of subsidiaries and associate companies which are either inactive or engaging in the
Trading Business or the Other Business. These companies include the following:

(a)  CNT Iron And Steel Limited, together with its subsidiaries and associate company, namely CNT
Tin Plate Limited, CNT Iron And Steel Trading Company Limited and JLif 8 #GE I A R A,
because they are engaged in the Trading Business;

(b) CNT (Malaysia) Limited, CNT (Singapore) Limited, CNT (1932) Limited and The China Paint
Manufacturing Company (1946) Limited because all of these companies were inactive throughout
the Track Record Period and remain inactive as of the date of this prospectus;
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(c)  Hainuowei Coating because it has not conducted any business activities but holds investment
properties in Beijing, Guangzhou, Shenzhen and Shanghai; and

(d)  Arran Investment because it was not engaged in the Paint Business during the Track Record Period
and is engaged in the Investment Property Business as of the date of this prospectus.

In addition, Wise Crest Enterprises Limited, a company incorporated in the BVI with limited
liability, was held by CP Industries from 4 July 2008 to 1 November 2015. The company was struck off
on 1 November 2015 because of non-payment of BVI annual licence fees and registered office and
registered agent fees. Wise Crest Enterprises Limited did not carry on any business activities during the
Track Record Period.

CNT Iron And Steel Limited

On 7 December 1993, Dalway Investments Limited was incorporated in the BVI as a limited
liability company with an authorised share capital of US$50,000 divided into 50,000 shares with a par
value of US$1.00 each. On 31 December 1993, one share was allotted and issued to CP Industries.

The name of the company has been changed to “CNT Iron And Steel Limited” on 2 February 1994.

On 7 February 1994, resolutions in writing of the sole shareholder were passed to increase the
authorised share capital from US$50,000 to US$4,000,000 by creating 3,950,000 additional shares of
US$1.00 each. On 5 December 1994, 1,566,803 shares were allotted and issued to CP Industries.

On 31 December 2015, the 1,566,804 shares of CNT Iron And Steel Limited were transferred from
CP Industries to CNT for the total amount of consideration of HK$10,521,563.

As of the Latest Practicable Date, CNT Iron And Steel Limited is not a member of our Group.
CNT Tin Plate Limited

On 16 June 1994, City Rich Investments Limited 4% & A FR/AF] was incorporated in Hong
Kong as a limited liability company with an initial authorised share capital of HK$10,000 divided into

10,000 shares of HK$1.00 each.

The name of the company has been changed to “CNT Tin Plate Limited Jt7& 5 M #4722 7> on
13 September 1994.

As of the Latest Practicable Date, CNT Iron And Steel Limited is one of the shareholders of CNT
Tin Plate Limited representing 50% of the issued share capital of CNT Tin Plate Limited.

As of the Latest Practicable Date, CNT Tin Plate Limited is not a member of our Group.
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CNT Iron And Steel Trading Company Limited

On 27 August 1992, Waying Trading Limited %% 7 A fR /A 7] was incorporated in Hong Kong
as a limited liability company with an initial authorised share capital of HK$10,000 divided into 10,000
shares of HK$1.00 each.

The name of the company has been changed to “CNT Iron And Steel Trading Company Limited
b it 8 85 B 5 A FRZA 7] on 27 April 1995,

On 20 January 2016, CNT Nominees Limited, a wholly-owned subsidiary of CNT, transferred one
nominee share in CNT Iron And Steel Trading Company Limited to CNT Iron And Steel Limited as part
of the Reorganisation.

As of the Latest Practicable Date, CNT Iron And Steel Limited is the sole shareholder of CNT Iron
And Steel Trading Company Limited.

As of the Latest Practicable Date, CNT Iron And Steel Trading Company Limited is not a member
of our Group.

L i 5 E (IR ) AR 2 AT

At it g s (PRI A PRZA A is a limited liability company established on 3 June 2013 in the PRC
with a registered capital of RMB10,000,000, all of which was contributed by CNT Iron And Steel
Trading Company Limited.

As of the Latest Practicable Date, Jt i #i # (Z€HI|) £ B2 /A 7 is not a member of our Group.
CNT (Malaysia) Limited

On 3 June 2009, The China Paint Manufacturing Company (Malaysia) Limited 2 # 38 (J5 2 7
af) A PR/~ 7] was incorporated in Hong Kong as a limited liability company with an initial authorised
share capital of HK$10,000 divided into 10,000 shares of HK$1.00 each.

On 11 June 2009, CP Industries became the sole shareholder of CNT (Malaysia) Limited by
acquiring one share of CNT (Malaysia) Limited from the subscriber. On 31 December 2015, one share in
CNT (Malaysia) Limited was transferred from CP Industries to CNT (BVI) Limited, a wholly-owned
subsidiary of CNT, for such amount of consideration representing the par value of the share transferred.

The name of the company has been changed to “CNT (Malaysia) Limited Jt i (552 75 55) A R A
F]” on 19 July 2016 as part of the Reorganisation.

As of the Latest Practicable Date, CNT (Malaysia) Limited is not a member of our Group.
CNT (Singapore) Limited

On 3 June 2009, The China Paint Manufacturing Company (Singapore) Limited %% (G n
%) A BN ] was incorporated in Hong Kong as a limited liability company with an initial authorised

share capital of HK$10,000 divided into 10,000 shares of HK$1.00 each.
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On 11 June 2009, CP Industries became the sole shareholder of CNT (Singapore) Limited by
acquiring one share of CNT (Singapore) Limited from the subscriber. On 31 December 2015, one share in
CNT (Singapore) Limited was transferred from CP Industries to CNT (BVI) Limited, a wholly-owned
subsidiary of CNT, for such amount of consideration representing the par value of the share transferred.

The name of the company has been changed to “CNT (Singapore) Limited b GBrins) A BRA
F]” on 19 July 2016 as part of the Reorganisation.

As of the Latest Practicable Date, CNT (Singapore) Limited is not a member of our Group.

CNT (1932) Limited

On 25 July 2006, Jinghua Paint Manufacturing Company (Guangzhou) Limited #& % il % (& M)
A PR\ F] was incorporated in Hong Kong with an initial authorised share capital of HK$10,000 divided
into 10,000 shares of HK$1.00 each.

The name of Jinghua Paint Manufacturing Company (Guangzhou) Limited 4 % il % (J& JM) A R
/> H] was changed to “China Coatings (1932) Limited 7 #£ % %}(1932)F FR A F]” on 15 July 2009. The
name of the company has been changed to “CNT (1932) Limited L (1932)A B/ A]” on 19 July 2016
as part of the Reorganisation.

On 31 July 2006, CP Industries became the sole shareholder of CNT (1932) Limited by acquiring
one share of CNT (1932) Limited from the subscriber. On 31 December 2015, one share in CNT (1932)
Limited was transferred from CP Industries to CNT (BVI) Limited, a wholly-owned subsidiary of CNT,
for such amount of consideration representing the par value of the share transferred.

As of the Latest Practicable Date, CNT (1932) Limited is not a member of our Group.
The China Paint Manufacturing Company (1946) Limited

On 26 September 2006, The China Paint Manufacturing Company (1932) Limited H & H %
(—JL==)) ABR/AF] was incorporated in Hong Kong as a limited liability company with an initial
authorised share capital of HK$10,000 divided into 10,000 shares of HK$1.00 each.

The name of the company has been changed to “The China Paint Manufacturing Company (1946)
Limited " #E R (— LI /N) AR 7] on 18 October 2007.

On 2 October 2007, CP Industries became the sole shareholder of The China Paint Manufacturing
Company (1946) Limited by acquiring two shares (representing 100% of the issued share capital) of The
China Paint Manufacturing Company (1946) Limited from the late Dr. TSUI Tsin Tong and Mr. TSUI Ho
Chuen, Philip, our executive Director and managing Director. On 31 December 2015, two shares in The
China Paint Manufacturing Company (1946) Limited were transferred from CP Industries to CNT (BVI)
Limited, a wholly-owned subsidiary of CNT, for such amount of consideration representing the par value
of the shares transferred.

As of the Latest Practicable Date, The China Paint Manufacturing Company (1946) Limited is not
a member of our Group.
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Hainuowei Coating

On 9 April 2010, Hainuowei Coating was established in the PRC as a company with limited
liability with a registered capital of RMB5,000,000, 80% of which was contributed by Mr. LIN Shu and
20% of which was contributed by Mr. ZHAO Delin. Mr. LIN Shu is one of our senior management team.
On 31 December 2010, Mr. ZHAO Delin transferred his equity interests in Hainuowei Coating to
Mr. ZHANG Hui. On 14 January 2011, both Mr. LIN Shu and Mr. ZHANG Hui transferred their equity
interests in Hainuowei Coating to China Paint Shenzhen.

On 31 October 2016, China Paint Shenzhen transferred all equity interests in Hainuowei Coating to

TR AL 48 Bk 1 & 56 50 A PR A 7] (formerly known as & Il JL 72 3 4% & a5l A BR 2 7).
As of the Latest Practicable Date, Hainuowei Coating is not a member of our Group.
Arran Investment

On 5 May 1962, Arran Investment was incorporated in Hong Kong as a limited liability company
with an initial authorised share capital of HK$2,000,000 divided into two founder shares with a par value
of HK$100.00 each and 19,998 ordinary shares with a par value of HK$100.00 each. Before 17 August
2016, China Paint (1932) held one founder share and 9,999 ordinary shares (representing 50% of the
issued share capital) of Arran Investment. On 17 August 2016, China Paint (1932) transferred one
founder share and 9,999 ordinary shares of Arran Investment to Fan Ball Development Limited, a wholly-
owned subsidiary of CNT, for cash consideration of HK$2,020,998. The amount of the consideration was
based on the latest available net assets value of Arran Investment as of 31 July 2016 and was settled in
full on 17 August 2016 as part of the settlement of the amount due to and due from the Remaining Group.
Further information on the amount due to and due from between our Group and the Remaining Group is
set forth in the section headed “Financial Information — Principal components of our current assets and
current liabilities — Amount due to and due from the Remaining Group” in this prospectus. There was no
gain or loss on disposal arising from the disposal.

As of the Latest Practicable Date, Arran Investment is not a member of our Group.
Wise Crest Enterprises Limited

On 11 April 2008, Wise Crest Enterprises Limited & I 1> 24 R/ F] was incorporated in the BVI
as a limited liability company authorised to issue a maximum of 50,000 shares of a single class each with
a par value of US$1.00. On 4 July 2008, one share was issued and allotted to CP Industries.

From 1 November 2015, Wise Crest Enterprises Limited has been struck off from the BVI
Government Register as a result of non-payment of BVI annual licence fees and registered office and

registered agent fees.

*  For identification purpose only
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SPIN-OFF AND LISTING

BACKGROUND INFORMATION

In November 2014, CNT submitted an application for the spin-off and the separate listing of our
business on the Main Board, but such application was rejected by the Stock Exchange on 15 June 2015
because of the following two grounds:

(a)  the fair value gains of the investment property of the Remaining Group represented a significant
portion of the operating profit of the Remaining Group to the extent that the Remaining Group
would have been loss making for the two years ended 31 December 2013 on an aggregate basis if
the amount of the fair value gains, together with the market rental adjustment for the property
leased by our Group, were excluded for calculation of the profit test under Rule 8.05(1) of the
Listing Rules; and

(b)  the Remaining Group was not independent from our Group as more than a half of the rental income
of the Remaining Group during each of the three years ended 31 December 2014 was received
from our Group.

In April 2016, CNT submitted a new application for the Spin-Off and the Listing, and the Stock
Exchange confirmed in June 2016 that the CNT Group may proceed with the Spin-Off and the Listing.

The above two grounds have been satisfactorily addressed in the application for the Spin-Off and
the Listing submitted by CNT in April 2016. During the Track Record Period, the Remaining Group
would not have been loss making even though the amount of the fair value gain were excluded for
calculation of the profit test under Rule 8.05(1) of the Listing Rules. There was no market rental
adjustment charged to our profit or loss during the Track Record Period. In addition, the percentage of
the rental income received by the Remaining Businesses from us decreased from 51.2% in 2014 to 13.4%
in 2016 of the total rental income of the Remaining Businesses.

Prior to the Spin-Off and the Listing, the CNT Group had four business segments, namely the Paint
Business, the Investment Property Business, the Trading Business and the Other Business. The Paint
Business is one of the distinctive business segments of the CNT Group and has the longest operating
history. The Remaining Businesses, which form part of the core business of the CNT Group, have been
growing steadily. The Remaining Businesses are independent from the Paint Business and have different
business development directions as compared with the Paint Business.
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PURPOSE OF THE SPIN-OFF

The principal purpose of the Spin-Off and the Listing is to create separate listing platforms on the
Stock Exchange for the Paint Business and the Remaining Businesses so that these business activities
may raise equity and debt financing independently according to their respective business needs. The
market positions and the valuation of the Paint Business and the Remaining Businesses are distinctively
different. Prior to the Spin-Off and the Listing, the directors of CNT received from time to time
feedbacks from the CNT Shareholders and prospective investors that the positioning of the CNT Group is
unclear and that it would be difficult to appraise the value of the CNT Group as a whole with such
diverse business activities. Investors who have interest in the Paint Business as one of the
well-recognised paint manufacturing businesses in the industrial sector may not at the same time have
interest in the Remaining Businesses. Likewise, investors who prefer to invest in the Remaining
Businesses may not have interest in businesses in the manufacturing sector. The situation limited the
efforts of the CNT Group in broadening the investor base of CNT Group. By implementing the Spin-Off
and the Listing, the value of each of the Paint Business and the Remaining Businesses would not rely on
each other and can be fully reflected in the respective trading prices of our Shares and the CNT Shares.

BENEFITS OF THE SPIN-OFF

The directors of CNT and our Directors are of the view that the Spin-Off and the Listing will be
beneficial to our Company for the following reasons:

(a)  the operating results of our business are sufficient to warrant a separate listing on the Stock
Exchange, and the proposed structure of the Spin-Off separates our business and the Remaining
Businesses. Such segregation enables investors and financiers to appraise the strategies,
functioning exposure, risks and returns of our business and the Remaining Businesses
independently. The Spin-Off and the Listing will create an investment opportunity which would
enable investors to have a better understanding of both our business and the Remaining Businesses
as separate legal entities rather than a conglomerate of diversified business activities. Our business
and the Remaining Businesses can then be valued on a standalone basis, which can release the true
intrinsic value of the respective businesses;

(b)  the Spin-Off and the Listing will allow both our Company and CNT to target their respective
shareholder bases more effectively, which would in turn improve capital raising on a competitive
basis and have better capital allocation to enhance growth within each company;

(c)  the Spin-Off and the Listing will increase the operational and financial transparency of our
business and the Remaining Businesses and can provide investors and the market with greater
clarity on the businesses and financial status of the respective businesses;

(d)  the Spin-Off and the Listing will lead to a more direct alignment of the responsibilities and
accountability of the management of both our business and the Remaining Businesses with their
respective operating and financial performance. Following completion of the Spin-Off and the
Listing, our Company will become a separately listed entity with our own management team and
structure focusing on our business, and hence improve our ability to recruit, motivate and retain
key management personnel as well as to enhance our management incentives. As the respective
businesses have different requirements and strategies, a clear and transparent separation of the
management structure will enhance the decision-making process and their responsiveness to any
market changes;
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(e)  the Spin-Off will enable each of our Company and CNT to have its own fund raising platform to
directly and independently access both the debt and equity capital markets; and

) the Spin-Off and the Listing will deliver greater shareholder value to both our Company and CNT
on their respective merits and increase operational and financial transparency through which
investors would be able to appraise and assess the performance and potential of each of our
business and the Remaining Businesses, as (i) our Company will enjoy enhanced flexibility to
grow our business free of actual or perceived constraints as a wholly-owned subsidiary; (ii) our
Company will enjoy increased ability to make acquisitions by using our Shares as acquisition
currency; and (iii) CNT will be able to enjoy increased shareholders’ value through sharing the
economic benefits from the development of our business by remaining as a holding company of
our Company.

In accordance with the requirements of Practice Note 15 of the Listing Rules, CNT will give due
regard to the interests of its shareholders by providing CNT Qualifying Shareholders with an assured
entitlement to our Shares by way of the CNT Preferential Offer. Further information on the CNT
Preferential Offer is set forth in the section headed “Structure and Conditions of the Global Offering” in
this prospectus.
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OVERVIEW

We are a manufacturer of industrial and architectural paint and coating products under our
established brands of, among others, “Flower (37E/)”, “Giraffe (K5 BENE)” and “Toy Brand (Jr-A
J##)”. Our business was established in Hong Kong in 1932, and we are one of the well-recognised paint
and coating manufacturers in Hong Kong and the PRC. Wood painting products, including lacquers,
polyurethane coatings and baking enamels, are our principal paint and coating products. According to
Frost & Sullivan, we ranked the sixth and the fifteenth in the retailing wood coating market and the wood
coating market in the PRC in terms of revenue in 2016, respectively, with a market share of 5.9% and
1.6%".

Our brands of “Flower (% 1E#)”, “Giraffe (RS BEM)” and “Toy Brand (Jr-2#)” are renowned
brands of paint and coating products in Hong Kong and the PRC. “Flower (% 7£/#)” was awarded as
Top Brand in China Architectural Coatings Industry Award 2015 (=2 — F4F 18 i 58 4 kL 4 1 48) and
Shenzhen Famous Brand (Y14 &hiE) in 2015. “Flower (%7E#£)” is also recognised as the Hong
Kong Top Brand (7544 ) for twelve consecutive years from 2006 to 2017. “Giraffe (RZHEFE)” was
recognised as the Top Brand in China Wood Coatings Industry Award 2015 (2 — T4 H B K #4588 24
J##4%). With our operating history of more than 80 years, renowned brands and high product quality, we
have established our market position in selected segments of the paint and coating market in Hong Kong
and the PRC and have the competitive strengths amongst other domestic and international branded paint
and coating products in our target markets.

According to Frost & Sullivan, the paint and coating market in the PRC is fragmented. The 10
largest manufacturers had a market share of less than 15.0% and the largest manufacturer had a market
share of 3.4% in terms of revenue in 2016. The wood coating market in the PRC, which represented 5.4%
of the paint and coating market in the PRC in terms of revenue in 2016, is more concentrated, and the 10
largest manufacturers had a total market share of 59.7% and the largest manufacturer had a market share
of 7.7% in terms of revenue in 2016. In 2016, sales of paint and coating products to customers in
retailing wood coating market accounted for 27.5% of the revenue generated from the sales of wood
coating products. The prices of retailing wood coating products are generally higher than those for
industrial use.

Our paint and coating products may be used for different applications and can be solvent-based or
water-based. During the Track Record Period, our revenue generated from the sales of solvent-based
paint and coating products represented 56.4%, 55.6% and 56.8% of our revenue generated from the sales
of industrial and architectural paint and coating products, respectively. The production of solvent-based
paint and coating products in the PRC is subject to tightening regulatory requirements. The following sets
forth a brief description of the three principal categories of our paint and coating products:

- Industrial paint and coating products — These paint and coating products are generally used in a
wide range of applications, such as furniture painting, manufacturing and surface finishing for
different kinds of materials, and are being used by manufacturers, renovation contractors for
property and infrastructure projects and household users.

- Architectural paint and coating products — These paint and coating products are generally used in
property development and infrastructure projects.

- General paint and coating and ancillary products — These products include thinner, enamels and
anti-mold agents and solvent agents.

We also supply customised industrial and architectural paint and coating products upon the request
by our customers.

(1) According to Frost & Sullivan, the wood coating market in the PRC can be divided into retailing wood coating market and
manufacturing wood coating market. Retailing wood coating products are sold to household users for on-site decoration and
maintenance and manufacturing wood coating products are sold to wooden furniture factories.
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We have established business relationships with our customers which include distributors,
manufacturers, renovation contractors for property and infrastructure projects and household users in Hong
Kong and the PRC. During the Track Record Period, the distributors were amongst our five largest
customers and they are engaged in wholesale and retail business in Hong Kong and the PRC. In addition to
our sales to distributors, we also sell our paint and coating products directly to renovation contractors for
property and infrastructure projects and household users, and these sales are conducted by China Paint
(1932), CNT Resene and CNT Resene (Distribution) in Hong Kong and China Paint Shenzhen and its
showroom and branch companies established at different locations in the PRC.

Our administrative headquarters are in Hong Kong. During the Track Record Period, we had four
production plants, namely Shajing Production Plant, Ezhou Production Plant, Xuzhou Production Plant
and Xinfeng Production Plant. During the year ended 31 December 2016, our total designed annual
production capacity of industrial paint and coating products, architectural paint and coating products and
general paint and coating and ancillary products was 26,801.7 tonnes, 12,872.6 tonnes and 16,857.2
tonnes, respectively.

According to Frost & Sullivan, the demand for paint and coating products in the downstream
markets in the PRC, such as construction and renovation business, will continue to increase. The sales
value of paint and coating products in the PRC and Hong Kong is expected to increase at a CAGR of
5.7% and 0.4%, respectively, during the five-year period from 2017 to 2021. The forecasted growth in the
PRC is attributable to steady growth of downstream industries including building and construction,
furniture and automotive industry, increasing application of protective and environmental-friendly
coatings and continuous expansion of manufacturing industries in the PRC. However, the sales value of
retailing wood coating market decreased at a CAGR of 6.8% from 2010 to 2016 primarily because of the
slowdown in the real estate market in the PRC and the changing consumers’ preference in using
factory-made furniture. The sales value of retailing wood coating market is expected to continue to
decrease at a CAGR of 0.8% during the five-year period from 2017 to 2021.

OUR COMPETITIVE STRENGTHS

Our Directors believe that we draw on a number of competitive strengths to support our business
growth. These strengths are as follows:

We are an established paint and coating manufacturer offering a full range of paint and coating
products.

According to Frost & Sullivan, we ranked the sixth and fifteenth in the retailing wood coating
market and the wood coating market in the PRC in terms of revenue in 2016, with a market share of 5.9%
and 1.6%, respectively.

Our brands of “Flower (F1E/)”, “Giraffe (R51FEM#)” and “Toy Brand (712 #)” are renowned
brands of paint and coating products in Hong Kong and the PRC. “Flower (% /£/#)” is recognised as
Top Brand in China Architectural Coatings Industry Award 2015 (.2 — F.4F 18 i 58 4 kL 44 1 48) and
Shenzhen Famous Brand (Y4 &) in 2015. “Flower (%7E/)” is also recognised as the Hong
Kong Top Brand (7544 ) for twelve consecutive years from 2006 to 2017. “Giraffe (RZE)” is
recognised as the Top Brand in China Wood Coatings Industry Award 2015 (& — F 4 4 B R4 8B kL 4
JERAE).
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With more than 80 years of operating history, we have established our position in selected
segments of the paint and coating market in Hong Kong and the PRC. We believe that our history, our
ability to produce quality paint and coating products, our portfolio of paint and coating products as well
as our product development capability can only be cultivated over time and such qualities have
contributed to our desirable brand image and represent the key competitive strength that set us apart from
our competitors.

We offer a full range of industrial paints and architectural paints under our brand names of
“Flower (F1EH)”, “Giraffe (RZREN)”, “Toy Brand (JiAW)”, “Sea Rover (it /)" and “Blue
Rocket (B:Fi/#)”. During the Track Record Period we produced and sold around 3,250 paint and coating
products in different packages and of different specifications.

We have established business relationship with distributors and customers which operate a
distribution network in Hong Kong and the PRC.

We have established business relationship with our customer comprising distributors,
manufacturers, renovation contractors for property and infrastructure projects and household users in
Hong Kong and the PRC. We have also maintained long-term business relationships with many of our
largest customers. As of 31 December 2016, we had established business relationship with our five
largest customers who have been conducting business with us for an average of 11.2 years.

As of 31 December 2016, we had 1,304 customers, of which we had appointed 465 distributors in
Hong Kong and the PRC. Our customers comprise distributors, manufacturers, renovation contractors for
property and infrastructure projects and household users in Hong Kong and the PRC. The distributors
consist of wholesale and retail distributors in Hong Kong and the PRC. The distributors have formed an
extensive distribution network in Hong Kong and the PRC. In addition to our sales to distributors, we
also sell our paint and coating products directly to renovation contractors for property and infrastructure
projects and household users, and these sales are conducted by China Paint (1932), CNT Resene and CNT
Resene (Distribution) in Hong Kong and China Paint Shenzhen and its showroom and branch companies
established at different locations in the PRC. Further information on our sales channels is set forth in the
paragraphs under “Sales and sales channels” below.

In order to strengthen our relationship with our customers, we have our dedicated sales teams at
different locations who visit distributors on a regular basis for feedbacks on our paint and coating
products. Our customer service and marketing teams work closely and proactively work with our
production teams for improvement of the quality and specifications of our products.

We have strong product development capability.

Our product portfolio comprises a full range of industrial and architectural paint and coating
products. We also supply customised paint and coating products in different formulas for our customers.
Our product portfolio, together with our strong product development capability and accredited product
development and testing centre in Shenzhen, enable us to develop and produce a full range of paint and
coating products. Our technology department have an average of seven years of experience in the paint
and coating industry. Our technology department collaborate closely with our sales and marketing teams
in analysing the industry trend and customer feedbacks on the desired features and technical
specifications of our products. As of the Latest Practicable Date, our technology teams had 107 full-time
personnel, including 9 management personnels, 15 senior engineers, 30 engineers and 49 technicians and
quality controllers.
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According to Frost & Sullivan, one of the principal trends in the paint and coating market in the
PRC will be the increasing use of water-based paint and coating products with different coating functions,
such as water-proof, thermal insulation, anti-corrosion and fire-protection, catering for different
customers’ requirements. We have developed a wide range of water-based paint and coating products and
they are ready to be launched to the market. Our Directors believe that we are well positioned to
capitalise this market need and industry trend.

Our production facilities are strategically situated at different locations in the PRC.

Our production facilities are strategically located in Shenzhen, Ezhou, Xuzhou and Xinfeng in the
PRC to gain access to customers in major PRC provinces. The production activities of our Xuzhou
Production Plant are currently suspended as part of our business strategy to reallocate our production
capacity and pending the grant of the work safety licences for the production of solvent-based paint
products since the end of May 2016. During the year ended 31 December 2016, our total designed annual
production capacity of industrial paint and coating products, architectural paint and coating products and
general paint and coating and ancillary products was 26,801.7 tonnes, 12,872.6 tonnes and 16,857.2
tonnes, respectively.

The geographical proximity enables us to save transportation time and cost for delivery of our
products to our customers and allows us to respond promptly to the market demand. Additionally, our
production facilities have convenient access to highway for transportation of our paint and coating
products to our customers in the PRC.

We operate in an improving industry trends and increasing demand for environmentally friendly
paint and coating products.

According to Frost & Sullivan, the sales value of paint and coating products in the PRC is
expected to increase at a CAGR of 5.7% during the five-year period from 2017 to 2021 and the sales
value would reach RMB574.6 billion in 2021. We believe that we have the experience, resources and
competitive strengths to capitalise the growth of the paint and coating market in the PRC to further
expand our market share.

There is increasing government support for the use of environmental-friendly paint and coating
products in the PRC. Production of environmental-friendly paint and coating products are encouraged in
the Guidance Catalogue for Upgrade of Industrial Structure issued by National Development and Reform
Commission in China in February 2013. The favourable government policies facilitate the development of
environmental-friendly paint and coating products and the growth of the industry. According to Frost &
Sullivan, there would be increase in the applications of protective coatings. With the increasing awareness
of the importance of protective coatings and the improvement in the production technology for protective
functions, such as water-proof, thermal insulation, anti-corrosion and fire-protection, protective coatings
are expected to have different applications in the future. We plan to upgrade and expand our production
facilities by increasing the production capacity of water-based paint and coating products to capture the
anticipated increase in demand for paint and coating products.
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We have an experienced management team with proven track record.

We believe our success has been, to a large extent, contributed by our experienced and stable
management team with extensive experience and knowledge in paint and coating industry and a proven
track record in the industry.

Our management team comprises experienced industrialists with a proven track record in the paint
and coating industry. Our senior management team members have an average of 26 years of experience in
paint and coating industry. Our production facilities are operated by senior engineers and technicians with
extensive experience in the paint and coating industry. Mr. TSUI Ho Chuen, Philip, our executive
Director and managing Director, has 32 years of experience in the paint and coating industry in the PRC
and Hong Kong, with extensive knowledge on business management, marketing and strategic planning.
We believe that our experienced management team is a key to our success and will continue to contribute
to our growth in the future.

OUR BUSINESS STRATEGIES

We aim to further strengthen our position as a leading paint and coating manufacturer in the PRC
and Hong Kong by pursuing the following strategies:

Strengthen our market position in the PRC.

We recognise the need to strengthen the management of the distributors and further increase the
numbers of distributors in selected regions in the PRC, such as Eastern China, Central China,
Southwestern China and Northwestern China. We also recognise that additional support would be
required from the existing distributors in Southern China and Hong Kong in order to continue the growth
momentum. Further information on the business initiatives to increase the number of distributors is set
forth in the paragraphs under “Distributors” below. In this connection, we plan to increase the number of
distributors in our target markets and enhance the distributorship structure in order to provide additional
incentives to achieve the sales targets. We will also devote resources on promoting the image of selected
brands of “Flower (% 1E/4#)”, “Resene” and “Giraffe (IRSH/E)”, renovating selected shops in the
distribution network and enhancing our sales and marketing activities targeting high growth and
environmental-friendly paint and coating products.

Expand our paint and coating product portfolio for selected market segments in selected
geographical markets in the PRC.

Historically, we focused on solvent-based retailing wood paint and coating products and we have
established a strong brand recognition and market position in the sales of these paint and coating products
to customers in retailing wood coating market in the PRC. Further information on our market position is
set forth in the paragraphs under “Our competitive strengths” above. According to Frost & Sullivan, we
ranked the sixth and the fifteenth in the retailing wood coating market and the wood coating market in the
PRC in terms of revenue in 2016, with a market share of 5.9% and 1.6%, respectively.
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We plan to expand into the market of water-based wood paint and coating products. We believe
our brands position us well to expand into this market. Water-based paint and coating products are
increasingly used in the PRC, and it is one of the policy goals of the PRC Government to make the paint
and coating market in the PRC to be more environmental-friendly. With this policy goal, the PRC
Government supports the development of water-based paint and coating products. We expect that
water-based paint and coating products will be increasingly used for industrial and architectural painting
and coating applications.

We also plan to increase our market share by managing our product offerings to align with the
latest industry trends and the demand of customers. For example, the PRC Government supports the
development of water-based paint and coating products and the decreasing demand from customers in the
retailing wood coating market with the increase in the demand for products from manufacturing wood
coating markets.

During the Track Record Period, sales of paint and coating products in Southern China accounted
for a high percentage of our revenue in the PRC. We currently have limited business presence in other
regions in the PRC, such as Eastern China and Central China. Further expansion of our geographical
coverage in the PRC will be a key direction for our future growth, and we focus our efforts and
implementing strategies on increasing our market share in such regions in the future. We believe our
dedication to improvement in quality and production development, together with our renowned brand
names, differentiate us from our competitors which can help us to increase our market share in the
targeted markets. We intend to expand our market share by enhancing brand recognition through
promotion of our brands and products, and also by increasing the number of distributors at different
regions in the PRC.

Expand our production capacity for water-based paint and coating products.

We plan to expand our production capacity for water-based paint and coating products, such as
water-borne wood coating and paints for kids. We also plan to construct and upgrade the production
facilities at our Xinfeng Production Plant for the production of water-based and solvent-based paint and
coating products. In 2016, we have launched 12 new water-based paint and coating products and one
non-paint wall cleaning products in Hong Kong and the PRC. Further information on such plans is set
forth in the section headed “Future Plans and Use of Net Proceeds from the Global Offering — Future
plans” in this prospectus. Our expansion plans and the planned increase in production capacity have been
formulated after taking into consideration the growth potential in selected markets and various factors
affecting the demand for these products, such as the implementation of the Recent Regulations and the
increasingly stringent requirements adopted by different regions in the PRC for the sales, delivery and
storage of solvent-based paint and coating products. Our planned capital expenditures in 2017 and 2018
are HK$9.8 million and HK$68.7 million, respectively, which will be used in the expansion of our
production capacity of water-based paint and coating products at our Xinfeng Production Plant. We
expect that our expansion plans on the production facilities at our Xinfeng Production Plant will be
completed in the third quarter of 2018. Such capital expenditure will be funded from the Global Offering
as to both HK$9.8 million and HK$68.7 million in 2017 and 2018, respectively.
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Our Directors believe that our expansion plans for our production facilities could bring us the
following benefits:

- the expanded capacity will be used for satisfying the current increasing demand and help us
capture the long-term demand growth in the coatings industry;

- our production plant will be construed with quality standards with advanced production machinery
and instruments, while there will also be upgrade to our existing production facilities resulting in

cost savings through maximising the production efficiency; and

- the increase in our operational scale could also bring us additional benefits from economies of
scale.

OUR PRODUCTS

Our products may be broadly divided into industrial paint and coating products, architectural paint
and coating products and general paint and coating and ancillary products.

Enamacryl
9loss waterborne ename!
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129



BUSINESS

The following sets forth further information on each category of these products:
Industrial paint and coating products

We produce and sell both solvent-based and water-based industrial paint and coating products
under the brand names of “Flower (357E#)”, “Giraffe (;RFTEFE)”, “Toy Brand (JrAHME)”, “Sea Rover
(575 #)” and “Blue Rocket (B:fi##)” for our customers for different applications in different industries.
Our industrial paint and coating products include wood coatings, coatings for machines and equipment,
and anti-corrosive paints for equipment, fleets and infrastructure facilities. We offer a wide range of
industrial paint and coating products comprising polyurethane coatings, baking enamels, ultraviolet
curing paints, lacquers, furniture paints, automotive coatings, paints for plastic, polyester auto-body putty,
light industrial paint and coating products and anti-corrosive paints. Industrial paint and coating can be
applied onto different kinds of surface materials, including wood, metal and plastic, for different
applications. End users of our industrial paint and coating products include manufacturers of various
products ranging from consumer electronics, machinery and mechanical equipment, toys, electrical
appliances, furniture to marine and automotive products, household users and renovation contractors for
property and infrastructure projects.

Number of
products offered
during the year

Product Solvent-based/  Target end users/ ended
Brands categories Applications water-based customers 31 December 2016
“Giraffe (R Lacquers or Wooden surface Solvent-based Manufacturers of 51
#)”, “Flower (%1€ Nitrocellulose  paint and coating furniture and household
#)”, “Toy Brand ~ coating users
(PLAHE)”
“Giraffe (R Polyurethane Wooden surface Solvent-based Household users and 71
)", “Flower (%7€ coating paint and coating renovation contractors
/5@”, “Toy Brand
(TR
“Toy Brand (/T A ~ Baking enamel ~ Wooden surface Solvent-based and Manufacturers of toys, 11
)", “Giraffe (RH paint and coating ~ water-based electrical appliances
FEW)”, “Flower (% and electronics
M) products
“Giraffe (R Polyester Automobile and Solvent-based Automotive repairers -
#)7, “FHEHE” auto-body putty  furniture

maintenance

“Giraffe (R Coating for Automobile coating  Solvent-based Forklift manufacturers 7
) forklift truck and garage

9
a0 (053 . ¢
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Number of
products offered
during the year

Product Solvent-based/ Target end users/ ended
Brands categories Applications water-based customers 31 December 2016
“Toy Brand (JtA  Plastic paint Light industrial Solvent-based and Manufacturers of toys, 26
#)", “Giraffe (R% paint and coating ~ water-based electrical appliances
HEW)”, “Flower (% for manufacturing and electronics
fEM)", “ZICERA” purpose products
“Giraffe (R Water-based Wooden surface Water-based Household users and 14*
#)”, “Flower (%1€ wood coating paint and coating renovation contractors
#)”, “Toy Brand
(TAH)”,
“Resene”,
“ZICERA”
“Giraffe (R Ultraviolet Wooden surface Solvent-based Manufacturers of 7
), curing paint paint and coating furniture and equipment
“Toy Brand (#t.R
)
“Giraffe (R Mechanical Coating for Solvent-based Machinery and 10
)", “Sea Rover”,  coating machines and mechanical equipment
“Toy Brand (Jt.A equipment manufacturers
)" “Blue Rocket
(EATH)”
“Sea Rover (i Anti-corrosive  Protective paint for ~ Solvent-based Shipyard operators, 1
)" paint for marine  ships and renovation contractors
application equipment, port

facilities and

infrastructure
“Blue Rocket Anti-corrosive  Anti-corrosive Solvent-based Renovation 11
(BEwiht)”, paint paint for contractors
“Flower (#/1¢ mechanical
)", “Sea equipment, steel
Rover (i it structures and
W) facilities, for

example, roads and

bridges,

petrochemical and

engineering

facilities
* Seven water-based wood coating products were launched during the year ended 31 December 2016.
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Architectural paint and coating products

We produce and sell both solvent-based and water-based architectural paint and coating products
which are marketed under the brand names of “Flower (3/E/#)”, “Golden Flower (:£%/1E)”, “Giraffe
(R5EM)”, “Resene” and “ZICERA”. Our architectural palnt and coating products include coatings for
wall, floor, interior and exterior parts of buildings comprising emulsion paints, fluorocarbon coatings,
epoxy paints and exterior top coatings. Our architectural paint and coating products primarily focus on
the commercial and residential construction and maintenance markets. End users of our architectural paint
and coating products include renovation contractors, contractors for property and infrastructure projects

and household users.

Number of
products offered
during the year

Product Solvent-based/ Target end users/ ended

Brands categories Applications water-based customers 31 December 2016
“Giraffe (R Emulsion Interior or Water-based and ~ Renovation 2137
)" “Flower (% paint exterior wall solvent-based contractors for
ER)”, “Golden surface paint and property and
Flower (£41£)", coating infrastructure projects
“Resene’, and household users
“ZICERA”, “if?
s
“Giraffe (R Epoxy paint Floor coating Solvent-based Renovation 19
)7 “Flower (% and water-based  contractors for
fEME)’, “Resene”, property and
“Toy Brand (/TR infrastructure projects
"’
“Giraffe (RIE Fluorocarbon Interior or Solvent-based Renovation 17
)7 “Flower (4 coating exterior wall and and water-based  contractors for
)" floor surface paint property and

and coating infrastructure projects
“Giraffe (R¥ff  Exterior Interior or Solvent-based Renovation 6
), “Flower (% topcoat exterior wall and water-based  contractors for
£ surface paint and property and

coating infrastructure projects
# Five wall paint products were launched during the year ended 31 December 2016.
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The series of paint and coating products under the brand of “Resene” are jointly developed with
Resene Paints Limited (“Resene Paints”), an Independent Third Party pursuant to the Exclusive Agency
Agreement. The following sets forth the principal terms of the Exclusive Agency Agreement:

Major terms and conditions
Date............. 16 February 2015

Term. ...l 10 years from the date of the Exclusive Agency Agreement and
will be automatically renewed for five years unless either party
gives notice in writing three months prior to the expiration of the
original term.

Appointment ........................ CNT Resene (Distribution) is appointed as the exclusive agent
and an authorised representative for the sale and distribution of
the “Resene” architectural paints in the PRC, Hong Kong and
Macau.

Supply .o Resene Paints shall provide CNT Resene (Distribution) sufficient
supply of the required paints timely. In the event of withdrawal or
stop manufacturing of any items, Resene Paints shall notify CNT
Resene (Distribution) in writing three months in advance.

Prices, Terms of Sale and Payment... The prices, delivery schedules and the terms of conditions of each
purchase order shall be subject to the detailed terms and
conditions to be agreed. Payment of the purchase orders must be
made in full within two months after the bill of lading is issued.

Intellectual property rights ........... CNT Resene (Distribution) is granted the right to use the trade
names, marks, trademarks and logos of Resene Paints. All
trademarks applied to the “Resene” products cannot be altered or
removed. All right, title or interest to any of the Resene
trademarks belongs to Resene Paints.

Confidentiality ...................... CNT Resene (Distribution) shall not use or disclose any
confidential information unless it is required by law or the
applicable laws and regulations. It will not constitute a breach of
confidentiality if such information (1) is in public domain; (2) is
from a source other than Resene Paints; and (3) is independently
developed by CNT Resene (Distribution).
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Protective clauses. ...................

Termination

CNT Resene (Distribution) is allowed to sell or promote other
lines or products including paint products as long as the sale of
such lines or products does not involve direct competition or
conflicts with the mutually agreed Resene products.

CNT Resene (Distribution) is allowed to dispose of the remaining
inventory after termination or expiration of this agreement.

The agreement can be terminated if (1) CNT Resene
(Distribution) fails to meet the agreed annual sales volume
requirement; (2) Resene Paints fails to provide adequate stock of
the mutually agreed Resene products to CNT Resene
(Distribution) pursuant to timely order; (3) either party becomes
insolvent or bankrupt or files a voluntary petition in bankruptcy;
(4) either party fails to cure any breach of a material covenant,
commitment or obligation under this agreement and (5) either
party is convicted or pleads to a crime or an act of fraud that
materially impacts on its performance or its fiduciary duties.

Our Directors confirm that compliance tests will be conducted before launching the products in
Hong Kong and the PRC for any modifications required for full compliance with the applicable local
standards. Our Directors also confirm that all requirements and other terms and conditions of the
Exclusive Agency Agreement have been duly complied with during the Track Record Period and up to
the Latest Practicable Date, while the agreed annual sales volume is subject to change from time to time
with the mutual agreement between the parties. The licensor will be responsible for undertaking the
modification works according to the terms of the Exclusive Agency Agreement.

During the two years ended 31 December 2016, sales of paint and coating products under “Resene”
amounted to HK$0.8 million and HK$4.5 million, respectively. During the two years ended 31 December
2016, sales of paint and coating products under “ZICERA” amounted to HK$0.2 million and HK$0.4
million, respectively.
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General paint and coating and ancillary products

We produce and sell general paint and coating and ancillary products under the brand names of
“Flower (%1E#£)”, “Toy Brand (JiA )", “Sea Rover (It /)", “FHEHT”, “Resene”, “Giraffe ({75
FERE)”, and “ZICERA”, and some of which can be used for both architectural and industrial purposes,
such as thinner, enamels, anti-mold agents and solvent agents. The following sets forth categories of our
general paint and coating and ancillary products:

Number of
products offered
during the year

Product Solvent-based/ Target end users/ ended
Brands categories Applications water-based customers 31 December 2016
“Giraffe (R I Thinner General purposes Solvent-based Household use, 60
)7 renovation contractors,
household users

“Flower (%16/#)”,  Enamel Wall surface and Solvent-based/ Manufacturers and 10
“Giraffe (R I metal surface for water-based renovation contractors
#)” “ZICERA”, different household
“Resene”, “Toy and industrial
Brand (LRH)” applications
“Flower (%/76/#)”  Anti-mold agent ~ Applying onto wall ~Water-based Manufacturers and 1

surface and wooden renovation contractors

surface for different

household and

industrial

applications
“Giraffe (R Solvent agent Applying onto wall ~ Solvent-based Manufacturers and 1
W) ALK, surface and wooden renovation contractors
“Sea Rover (it surface for different

)", “Flower (%1¢

), “Toy Brand
(TR

P

gt

1) EBRAT)

household and
industrial
applications

FL£* WER
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Solvent-based and water-based paint and coating products

Liquid coatings can be categorised into solvent-based and water-based coatings, with different
characteristics and functionality. Solvent-based and water-based paint and coating products have different
properties which allow them to have their respective unique advantages in different kinds of coating
application. Water-based coatings refer to coatings that use water as primary thinning agent while
solvent-based coatings use organic solvent as thinning agent. Currently, solvent-based coatings enjoy
advantages in resistance, appearance, drying rate, cost, sensitivity to environmental conditions and market
acceptance while water-based coatings are more environmentally friendly and safer and receiving
favourable government support. Further information is set forth in the section headed “Industry
Overview” in this prospectus.

According to Frost & Sullivan, currently, solvent-based wooding coating products are still the
mainstream of wood coating products, accounting for over 90% of all wood coating products in the PRC
and around 60% in Europe and North America. Despite the global trend of increasing use of water-based
coating products, the demand for of solvent-based wood coating products continues to increase in the
PRC, Europe and North America. In developed countries and territories, the trend is still gradual due to
the technical disadvantages of water-based coatings.
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PRODUCTION PROCESS

The following illustrates the production process for our industrial and architectural paint and
coating products. The production process of solvent-based and water-based paint and coating products are
generally the same, except for certain additional steps for further grinding of the raw materials for
solvent-based paint and coating products. Although the production facilities for the water-based and the
solvent-based paint are essentially built on the same production process, these production facilities are
not used interchangeably because of the special features of the water-based and the solvent-based paint
and coating products. The production facilities are also supported by different sewage treatment and
safety systems.

Pre- < | Inspection of raw Suppliers
mixing materials

On-line inspections

Y

Blending and
mixing

Colour
matching

Quality control

Y Quality control
Packaging |

and
warehousing

)| Delivery

):016101019:910:9191019195]
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We would need approximately two working days for the production of our products. We monitor
closely the level of inventory of our finished products. We will only maintain the standard paint and
coating products as our inventory and will not make custom-made paint and coating products unless they
are ordered by our customers. The following illustrates the time required for the principal steps in the
production process of our paint and coating products:

Thinner (part of
the general paint
and coating and

Solvent-based paint and Water-based paint and ancillary
Production process coating products coating products products)
Procurement of raw 2 days 2 days 2 days
materials from suppliers
N
Inspection of raw 4 hours 4 hours 4 hours
materials
N
| Pre-mixing | 2 hours 2 hours 1 hour
V2
| Grinding | 6 hours N/A N/A
\’
| Blending and mixing | 1 hour 1 hour N/A
N
| Colour matching | 2 hours 1 hour N/A
\’
Inspection of final 4 hours 2 hours 1 hour
products
Filtering and packaging 2 hours 2 hours 2 hours

Procurement of raw materials from suppliers
Principal raw materials used in the production of paint and coating products include resin, solvent,
pigment, fillers and additives. Solvents are used in the production of solvent-based liquid coatings but not

water-based liquid coatings.

Further information on procurement of raw materials is set forth in the paragraphs under
“Procurement and raw materials” below.
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Inspection of raw materials

Upon delivery, the incoming materials will be inspected pursuant to the quality control
specifications. Raw materials will only be stored in particular locations after they have passed the
relevant quality control tests. Solvents that have passed the quality control tests will be transported from
tanker-vehicles and loaded and pumped onto on-site storage vessels.

Pre-mixing

Raw materials used in our production are selected and weighed pursuant to the product codes by
our technology department for each batch of coating product to be produced. Raw materials are then
loaded to the premixing machines. A combination of water, pigments, latex extenders and additive
compounds are used for preparing water-based coatings, whilst principal raw materials used in preparing
solvent-based coatings include resins, solvents, pigments and additive compounds. After loading, the raw
materials are premixed by high speed disperser which serves to break them down into finer parts for
further processing.

Pre-mixing for water-based paint and coating products involves two steps. The first step involves
the mixing of all raw materials, dispersing agents, and wetting agents thoroughly at high speed. The
second step involves addition of polymers, glycols, freeze thaw agents and pre-mixing at low speed.

For solvent-based paint and coating products, raw materials are weighed and fed to the mixing tank
at room temperature to produce an evenly mixed mill base.

Grinding

After pre-mixing, the mill base produced is transferred to the sand mill, or high speed disperser for
mechanical grinding, in order to achieve the required level of fineness and homogenising. For
solvent-based coatings, the premixed materials are to be broken down further by grinding equipment such
as sand mill in order to achieve the required level of fineness. To obtain the proper degree of dispersion,
high speed dispersion equipment and sand mill are used in the production of water-based coatings.

Blending and mixing

The mixture is then transferred to a blending tank. Additional ingredients, such as resins, solvents
and additives, will be added when the slurry mixture attains the right degree of dispersion. Latex,
additives and water are added for production of water-based coatings.
Colour matching

Colour paste is added to the paint to reach the required colour standard of a particular batch of
finished product. Colour matching generally has to be carried out under normal daylight conditions in

order to achieve the required colour. A daylight simulating machine is used to simulate a light source
comparable to that of normal daylight.
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Filtering

After blending, the mixture is filtered through a filtration equipment to remove non-dispersed
pigments and any entrained solids. Paints are filtered and filled into tin cans when colour matching is
completed.

Packaging and warehousing

Samples of finished paint products will be thoroughly inspected pursuant to the quality control
requirements and the product specifications in respect of colour, density, fineness of grind, dispersion
level, level of dryness, texture, resistance, adhesion and flexibility.

After passing the quality control tests, the batch of paint products produced will be poured into
labelled cans or buckets, packed, and moved to the warehouse for finished products pending for delivery.
Solvent-based paint and coating products are transferred to the warehouse for dangerous goods pending
the delivery to the customers.

PRODUCTION FACILITIES
Production facilities and utilisation rates

During the Track Record Period, we had four production facilities located in Shenzhen, Ezhou,
Xuzhou and Xinfeng. Our production facilities are all situated close to highways which provide logistical
advantages to our operations. We generally source raw material from suppliers which are closely located
to our production facilities to minimise transportation cost and facilitate convenient delivery. As of
31 December 2016, our production facilities occupied a total site area of 385,413.5 sq. m. with an
aggregate gross floor area of 76,004.0 sq. m., excluding buildings under construction. Our designed
annual production capacity increased from 44,940.1 tonnes as of 31 December 2014 to 56,531.5 tonnes as
of 31 December 2016.

All of our production facilities are designed to comply with the national quality control standards
of the PRC. We have also maintained ISO 9001 for all of our production facilities.
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The following map shows the location of our production facilities, branch companies and
administrative headquarters as of the Latest Practicable Date:

Northwest China
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The following sets forth further information on our production facilities as of the Latest Practicable

Date:
Utilisation
rates for the
Aggregate year ended o
Location of our gross 31 December  Principal products produced as of the
production facilities site area floor area 2016  Latest Practicable Date
(sq. m.) (sq. m.) %

Shajing Production Plant. . . .. 58,786.0 36,276.1 78.4  Water-based paint and coating products,
wood coatings, anti-corrosive paint and
coating products, nitrocellulose paint and
coating products, thinner, industrial paint
and coating products and solvent agents.

Ezhou Production Plant. . . ... 29,325.6 19,092.3 93.6  Water-based paint and coating products,
wood paint and coating products,
nitrocellulose paint and coating products,
thinner and coatings, industrial paint and
coating products and polyester autobody
putty.

Xuzhou Production Plant @. . . 36,729.8 3,601.4 10.2  Business operations have been suspended.

Xinfeng Production Plant ....  260,572.1 16,974.2 110.1  Wood paint and coating products,
nitrocellulose coatings and solvent agents.

Total 385,413.5 76,004.0

Note:

o The production activities of our Xuzhou Production Plant have been suspended since the end of May 2016 as part of our
business strategy to reallocate our production capacity and pending the grant of the work safety licences for the production
of solvent-based paint and coating products. We expect that the environmental assessment report would be completed
during the first half of 2017. If our Xuzhou Production Plant were in commercial operation, it would have produced and
sold solvent-based paint and coating products for Eastern and Central China markets.
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The Shanghai Complex has not been used by us for our production requirements. The following
sets forth (i) the designed annual production capacity of our production facilities; (ii) our actual
production volume; and (iii) the utilisation rate of our production facilities for the Track Record Period:

Designed
annual Actual
production production Utilisation
capacity” volume rate?
tonnes tonnes %
Year ended 31 December 2014
Industrial paint and coating products
Solvent-based .. ... ... ... 20,226.1 17,541.1 86.7
Water-based . ......... ... ... ... 79.6 86.8 109.0
20,305.7 17,627.9 86.8
Architectural paint and coating products
Solvent-based . . ... .. ... 420.8 779.3 185.2
Water-based .. ... ... . 12,451.8 14,896.7 119.6
12,872.6 15,676.0 121.8
General paint and coating and ancillary products .. ................ 11,761.8 15,874.5 135.0
Total 44,940.1 49,178.4 109.4
Year ended 31 December 2015
Industrial paint and coating products
Solvent-based .. ....... .. .. ... 26,722.1 13,390.8 50.1
Water-based . ... ... 79.6 72.8 91.5
26,801.7 13,463.6 50.2
Architectural paint and coating products
Solvent-based . . ... ... . 420.8 854.1 203.0
Water-based .. ... ... ... 12,451.8 9,256.3 74.3
12,872.6 10,110.4 78.5
General paint and coating and ancillary products .. ................ 16,857.2 14,403.2 85.4
Total 56,531.5 37,977.2 67.2
Year ended 31 December 2016
Industrial paint and coating products
Solvent-based . ........ .. .. .. .. ... 26,722.1 18,194.8 68.1
Water-based . ... ... 79.6 218.0 273.9
26,801.7 18,412.8 68.7
Architectural paint and coating products
Solvent-based .. ... ... .. ... 420.8 638.6 151.8
Water-based . ........ ... 12,451.8 11,344.5 91.1
12,872.6 11,983.1 93.1
General paint and coating and ancillary products . ................. 16,857.2 14,887.0 88.3
Total 56,531.5 45,282.9 80.1
Notes:
(D) The designed production capacity for the year is based on 230 working days in a year with six working hours per day and
two hours per day for maintenance.
(2) The percentage of the actual production volume against the designed annual production capacity during the Track Record

Period.

143



BUSINESS

Our production lines would be suspended for up to two hours each day for maintenance and repairs
and change of product types. The production facilities at Xuzhou Production Plant have suspended
commercial production since the end of May 2016 as part of our business strategy to reallocate our
production capacity and pending the grant of the work safety licences for the production of solvent-based
paint and coating products. We expect that the environmental assessment report would be completed
during the first half of 2017. If our Xuzhou Production Plant were in commercial operation, it would have
produced and sold solvent-based paint and coating products for Eastern and Central China markets.
During the Track Record Period, we did not experience any material damage or prolonged suspension of
production plants due to any material accidents or production facilities or equipment failure.
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Our production facilities are not designed and used interchangeably for the water-based and the

solvent-based paint and coating products because of their special features. The following sets forth (i) the

and (iii) the utilisation rate of
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each of our production facilities during the Track Record Period:
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Shajing Production Plant

Our production facilities operated by China Paint Shenzhen is located at Yabian Industrial Zone,
Shajing Town, Bao’an District, Shenzhen City, the PRC. As of 31 December 2016, the production
facilities occupied a total site area of 58,786.0 sq. m., which includes the factory premises, administrative
offices and staff quarters of gross floor area of 36,276.1 sq. m.

Our Shajing Production Plant primarily produces water-based paint and coating products, wood
coatings, anti-corrosive paint and coating products, nitrocellulose paint and coating products, thinner,
industrial paint and coating products and solvent agents. Since 1993, we started the commercial
production at our Shajing Production Plant. During the Track Record Period, we have continuously
improved the plant and machinery and the production process used in our Shajing Production Plant. The
designed annual production capacity of our Shajing Production Plant is 31,940.6 tonnes of paint and
coating products in 2016.

The percentage of the production output from our Shajing Production Plant to our total production
output for each of the Track Record Period amounted to 69.9%, 58.2% and 55.3%, respectively. In 2016,
the designed annual production capacity of our Shajing Production Plant was 31,940.6 tonnes of paint and
coating products. The utilisation rate of our Shajing Production Plant was 107.6%, 69.3% and 78.4% for
each of the Track Record Period, respectively. The decrease in the utilisation rate in 2015 was due to the
decreased demand for our paint and coating products and the commencement of commercial production
activities at our Xinfeng Production Plant in May of 2015. We shifted some of the production activities to
our Xinfeng Production Plant.

Ezhou Production Plant

Our Ezhou Production Plant is located at Road No. 4, Gedian Economic and Technological
Development Zone, Ezhou City, Hubei Province, the PRC. As of 31 December 2016, the production
facility and staff quarters occupied a total site area of 29,325.6 sq. m. and a gross floor area of 19,092.3
sq. m.

Our Ezhou Production Plant produces water-based paint and coating products, wood paint and
coating products, nitrocellulose paint and coating products, thinner and coatings, industrial paint and
coating products and polyester autobody putty.

The percentage of the production output from our Ezhou Production Plant to our total production
output for each of the Track Record Period amounted to 17.1%, 13.7% and 15.3%, respectively. In 2016,
the designed annual production capacity of our Ezhou Production Plant was 7,394.6 tonnes of paint and
coating products. The utilisation rate of our Ezhou Production Plant was 113.9%, 70.1% and 93.6% for
each of the Track Record Period, respectively.

146



BUSINESS

Xuzhou Production Plant

Our Xuzhou Production Plant is located at 22 Jinshui Road, Xuzhou Economic Development Zone,
Jiangsu Province, the PRC. As of 31 December 2016, the production facility occupied a total site area of
36,729.8 sq. m. and a gross floor area of 3,661.4 sq. m.

Xuzhou Production Plant mainly produced autobody putty and nitrocellulose thinner. The designed
annual production capacity of Xuzhou Production Plant was 5,604.9 tonnes. Our Xuzhou Production Plant
was only licensed to produce nitrocellulose thinner and ancillary products such as autobody putty.
Because of such limitation, we plan to modify and upgrade the production facility so that the production
plant can produce a wide range of solvent-based paint and coating products. Our Directors believe that
such modifications and upgrades require a suspension of the commercial production of our Xuzhou
Production Plant pending the grant of the work safety licence. We can reallocate the production process
to our Ezhou Production Plant which is not in full capacity. The capital expenditure on the modifications
and upgrades is estimated to be HK$2.0 million which is expected to be financed by our internally
generated financial resources, of which we incurred HK$0.1 million as of the Latest Practicable Date.

The percentage of the total production output from our Xuzhou Production Plant to our total
production output for each of the Track Record Period amounted to 13.0%, 7.5%, and 1.2%, respectively.
In 2016, the designed annual production capacity of Xuzhou Production Plant was 5,604.9 tonnes of paint
and coating products. The utilisation rate at our Xuzhou Production Plant was 114.0%, 50.8% and 10.2%,
during the Track Record Period, respectively. The decrease in the utilisation rate was primarily due to the
decreased production volume of nitrocellulose thinner and the shift of the production activities to our
Xinfeng Production Plant which is designed as our flagship production plant for the production of
solvent-based and water-based paint and coating products. The commercial production of our Xuzhou
Production Plant has been suspended since May 2016 pending the grant of work safety licences for the
proposed production activities of solvent-based paint and coating products. We expect that the
environmental assessment report would be completed during the first half of 2017. If our Xuzhou
Production Plant were in commercial operation, it would have produced and sold solvent-based paint and
coating products for Eastern and Central China markets.

The estimated annual production capacity upon completion of the modifications and upgrades
would be 8,000 tonnes of different types of solvent-based paint and coating products. As our Xuzhou
Production Plant is located in the Eastern China, the products can be delivered at low cost to customers in
Eastern and Central China where our Directors believe that there will be sufficient demand for our
solvent-based paint and coating products.

Xinfeng Production Plant

Our Xinfeng Production Plant is located at 18, Jiuzu, Sanwei, Hengjiang Village, Fengcheng
Sub-district Office, Xinfeng County, Shaoguan City, Guangdong Province, the PRC. As of 31 December
2016, the production facility occupied a total site area of 260,572.1 sq. m. and a gross floor area of 16,974.2
sq. m.

Xinfeng Production Plant is used for the production of solvent-based paint and coating products,

such as wood paint and coating products, nitrocellulose coatings and solvent agent. Xinfeng Production
Plant was under trial production during the period from June 2013 to May 2015.
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Our Directors consider that there will be sufficient product demand for increase in production
capacity of Xuzhou Production Plant and Xinfeng Production Plant for the following reasons:

- Jiangsu Province and Guangdong Province, where the two plants locate, are among the largest
three provinces in the PRC in terms of output of paints and coatings as a result of strong local
demand;

- as the production capacity in Xuzhou Production Plant after the upgrade (8,000 tonnes) accounted
for a small fragment of total output in Jiangsu Province (around 0.4%), the market in Jiangsu
Province is large enough to absorb such additional production capacity; and

- the utilisation rate of Xinfeng Production Plant was at a high level in the year ended 31 December
2016, indicating strong market demand.

The percentage of the production output of our Xinfeng Production Plant to our total production
output for the year ended 31 December 2015 and 31 December 2016 amounted to 20.6% and 28.2%,
respectively. In 2016, the designed annual production capacity of Xinfeng Production Plant was 11,591.4
tonnes of paint and coating products. The utilisation rate at our Xinfeng Production Plant was 67.5% and
110.1%, respectively, for the two years ended 31 December 2016. The high utilisation rate in 2016 was
primarily due to our strategic focus on producing limited range of thinner and solvent-based paint and
coating products at our Xinfeng Production Plant. We intend to use net proceeds from the Global
Offering of HK$78.5 million to finance the construction of our Xinfeng Production Plant. Following
completion of the construction, our Xinfeng Production Plant will have an annual production capacity of
11,591 tonnes of solvent-based and 20,000 tonnes of water-based paint and coating products. Further
information is set forth in the section headed “Future Plans and Use of Net Proceeds from the Global
Offering — Use of net proceeds from the Global Offering” in this prospectus.
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Utilisation rates of our production plants

Our Directors confirm that utilisation rates of our production plants (other than our Xuzhou
Production Plant which has been suspended since the end of May 2016) in 2016 were in the range
between 78.4% and 110.1%, representing a significant improvement from the range between 67.5% and
70.1% in 2015. The improvement reflected that the decrease in the amount of revenue in 2015 was
primarily due to short-term factors. With the adjustments in the product portfolios, average selling prices
and the additional incentives to the distributors, our performance has been improved from the low level in
2015. The introduction of the Recent Regulations and other similar regulations in PRC cities has no
material impact on the demand for our paint and coating products.

Our Directors further confirm that we plan to establish our Xinfeng Production Plant as our
important production plant for all types of paint and coating products, with focus on the water-based
paint and coating products, serving the customers in Southern China. Thus, our Xinfeng Production Plant
has been designed to include all facilities not only for the current production requirements, but also the
expected increase in the production volume of different kinds of water-based paint and coating products.
On this basis, our Directors consider that it would be in our interest and it would provide us with
additional flexibility to maintain additional capacity in terms of production facilities, product research
and development facilities and warehouses for future expansion. In addition, certain areas within the
Xinfeng Production Plant have been designated for the production of the solvent-based paint and coating
products. Our Directors therefore believe that the expansion plan of the Xinfeng Production Plant is
appropriate in light of our most recent business development.

Transportation

All of our production facilities in the PRC are strategically located with convenient access to
highways in the PRC.

We primarily rely on highway to deliver raw materials to our production facilities. Some of our
imported raw materials are delivered to the port close to our production plants, where we arrange
transportation of these raw materials to our production plants by highway.

The cost of delivery of our finished products, if required, is included in the purchase price that we
charge to our customers. For sales to customers in the PRC and Hong Kong, some of our customers take
delivery of our products at our production facilities. Generally, we will arrange with Independent Third
Parties to deliver our products to the designated location as required by the customers.

149



BUSINESS

Plant and machinery

We have made significant investments in our production facilities. We purchased components from
different suppliers for installation and assembly of production facilities. We also rely on our own
expertise to support on-site maintenance for our production facilities. We select some of the suppliers of
our plant and machinery through bidding process and we select the suppliers based on the bidding price,
among other factors. During the Track Record Period, we have not experienced any material delay in
sourcing, delivery or installation of our production facilities.

As of the Latest Practicable Date, we owned all the principal plant and machinery used in our
production and did not have plan, other than those set forth in the section headed “Future Plans and Use
of Net Proceeds from the Global Offering” in this prospectus, for material replacement of principal plant
and machinery. Our principal plant and machinery generally have useful lives of around 10 years and
such useful lives may be extended with appropriate repairs and maintenance. We believe that our
production facilities are well maintained and are in good operating condition. We have implemented
procedures and guidelines for the operation, management and maintenance of our production facilities.
We carry out regular inspections to have assessment of the condition of our production facilities and
conduct regular repair and maintenance. We estimate that the average remaining useful lives of our
production facilities are in the range between 3.8 years and 8.9 years. During the Track Record Period,
we did not experience any unexpected suspension of operations as a result of failure of our production
facilities.

The following sets forth some of our production machinery and instrument and their respective
usage in our production process:

Production machinery

Vacuum dispenser. ............. This machine is used to remove water and gases during the production
process and can mix and disperse high viscosity products.

Basketmill ................... This is a dispersion machine with high efficiency that requires less
time than the normal sand mill for dispersion and reduces the time
taken to change colours for different batches.

High-speed dispersion mixer. . . ... This mixer is used in high-speed dispersion mixer. Its working
principle is that the serrated circular scattered disk of high-speed
disperser rotates at high speed in a container for solid-liquid
dispersion, wetting, depolymerisation and stabilisation process.

Disperse mixer ................ The machine comprises a rotating shaft with blades in a cylinder or
tank mixing various raw materials, making them a mixture or
producing the suitable degree of density.
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Horizontal sand mill . . . ...

Three-roll grinder . . ... ...

Production instrument

Colour computer system . . .

Ultraviolet tester. . .......
Atomic absorption .......

spectrophotometer

Ultraviolet weather resistant
tester

The horizontal sand mill is used to transmit solid-liquid mixture
which is pre-dispersed and moistened by a mixer into a cylinder
through a feeding pump. Materials and the grinding media in the
cylinder are blended by high-speed rotating disperser so that the
collisions, friction and shear force among solid particles in the
materials, and the grinding media will be produced more intensively
for the purposes of accelerating the levigation of particles and
dispersing the mixture. The grinding media will be separated
through dynamic separator from the materials after being grinded
and dispersed, and will flow out from the discharging pipe.
Horizontal sand mill specially serves the purposes of dispersing and
grinding products with high viscosity and fine granularity
requirement.

This machine is used to achieve the right level of grinding effect
with surface mutual extrusion created by three horizontally
positioned rolls rotating in opposite directions and different speeds
relative to each other. Three-roll grinder is the most effective
grinding and dispersing device for highly viscous materials.

This is a colour matching system which is used to detect composition
of pigments during the development stage for colour matching.

This machine is used to evaluate the performance of finishes.

Atomic absorption spectrophotometer is used to test the contents of
toxic heavy metal elements contained in coating materials (toys) and
relevant raw materials.

This machine is used to test the weather resistant properties of
resistant tester finishes.
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Testing equipment

Automatic production control

system for feedings

Inductively coupled plasma
spectrometer

Inductively coupled plasma

mass . .

optical emission spectrometer

Gas chromatography mass
spectrometer

. This system is used for achieving automatic control in the

production process of feedings by using equipments such as on-site
weighing instruments, operating panels, transmission pumps and
pneumatic switch valves. The system comprises two sets of host
computers. Operators can monitor and control the production
process through the software installed in the host computers, and
record all information regarding the production process, such as
enquiries about and printing of the feeding records. The feeding
control system is used for transmitting the raw materials from the
storage tank area to the mixing tanks in different solvent workshops
and paints workshops, and monitoring and controlling the production
process. Each production tank is controlled by a corresponding
feeding control panel which devises and maintains production
formula specified for every type of products offered by using
automatic product formula control programme. During the
production process, the paint and coating products will be produced
accordingly to the formulas entered into in the system. This will
increase the production efficiency.

Inductively coupled plasma mass spectrometer is mainly used in
trace metal elements analysis. Compared with inductively coupled
plasma optical emission spectrometer, this equipment can provide
extreme tests with lower limits.

Inductively coupled plasma optical emission spectrometer is used to
test the contents of toxic heavy metal elements contained in coating
materials (toys) and relevant raw materials. The advantage of using
this equipment is that it is able to test several elements which are
awaiting to be tested in one sample at the same time.

Gas chromatography mass spectrometer is used to test the contents
of VOC and semi-VOC contained in coating materials (toys) and
relevant raw materials.
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SALES AND SALES CHANNELS
Revenue

The following sets forth an analysis of our revenue by the three principal types of our paint and
coating products during the Track Record Period:

Year ended 31 December

2014 2015 2016
HK$°000 %  HK$000 %  HK$°000 %

Industrial paint and coating

products. . .. ... 626,288 553 472,700 54.5 527,354 56.3
Architectural paint

and coating products . ........... 246,063 21.8 172,158 19.8 195,037 20.8
General paint and coating and

ancillary products®™............. 258,954 22.9 223,139 25.7 215,059 229
Total 1,131,305 100 867,997 100 937,450 100
Note:
(1) General paint and coating and ancillary products include thinner, enamel, solvent agent, anti-mold agent, colouring agent

and other ancillary products for paint and coating purposes.

During the Track Record Period, our paint and coating products sold for the retailing wood coating
market amounted to HK$501.6 million, HK$405.4 million and HK$417.9 million, respectively,
representing 44.3%, 46.7% and 44.6% of our revenue.

Industrial paint and coating products

During the Track Record Period, revenue derived from our sales of industrial paint and coating
products amounted to HK$626.3 million, HK$472.7 million and HK$527.4 million, respectively,
representing 55.3%, 54.5% and 56.3% of our revenue. Our production of industrial paint and coating
products during the Track Record Period was 17,627.9 tonnes, 13,463.6 tonnes and 18,412.8 tonnes,
respectively. As of 31 December 2016, our aggregate designed annual production capacity of industrial
paint and coating products was 26,801.7 tonnes and the utilisation rate was 68.7%.

Wood coating constitutes a major product category of our industrial paint and coating products.
According to Frost & Sullivan, we ranked sixth and fifteenth in the retailing wood coating market and the
wood coating market in the PRC in terms of revenue in 2016 with a market share of 5.9% and 1.6%,
respectively. During the Track Record Period, revenue derived from our sales of wood coatings amounted
to HK$505.0 million, HK$415.0 million and HK$435.2 million, respectively, representing 44.6%, 47.8%
and 46.4% of our revenue.
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Architectural paint and coating products

During the Track Record Period, revenue derived from our sales of architectural paint and coating
products amounted to HK$246.1 million, HK$172.2 million and HK$195.0 million, respectively,
representing 21.8%, 19.8% and 20.8% of our revenue. Our production of architectural paint and coating
products during the Track Record Period was 15,676.0 tonnes, 10,110.4 tonnes and 11,983.1 tonnes,
respectively.

General paint and coating and ancillary products

Our general paint and coating and ancillary products consist primarily of thinner, enamels, solvent
agent, anti-mold agent, colouring agent and other ancillary products for paint and coating purpose. During
the years ended 31 December 2014, 2015 and 2016, revenue derived from our sales of general paint and
coating and ancillary products amounted to HK$259.0 million, HK$223.1 million and HK$215.1 million,
respectively, representing 22.9%, 25.7% and 22.9% of our revenue. Our production of general paint and
coating and ancillary products during the Track Record Period was 15,874.5 tonnes, 14,403.2 tonnes and
14,887.0 tonnes, respectively.

The following sets forth the average selling prices and the gross profit margins of the three
principal types of our paint and coating products during the Track Record Period:

Year ended 31 December

2014 2015 2016
Average Gross Average Gross Average Gross
selling profit selling profit selling profit
price margin price margin price margin
HK$°000/ %  HK$000/ %  HK$ 000/ %
tonne tfonne tfonne
Industrial paint and coating
products. . ..... ... 339 36.5 34.7 39.6 28.7 38.7
Architectural paint and coating
products. . .......... i 15.8 32,5 15.9 31.5 16.4 36.5
General paint and coating and
ancillary productsV. . ............ 14.8 33.0 15.1 37.2 14.4 33.4
Note:
(1) General paint and coating and ancillary products include thinner, enamel, solvent agent, anti-mold agent, colouring agent

and other ancillary products for paint and coating purposes.

During the Track Record Period, revenue derived from our sales of solvent-based paint and coating
products amounted to HK$896.9 million, HK$706.0 million and HK$746.9 million, respectively,
representing 79.3%, 81.3% and 79.7% of our revenue for the respective periods. During the Track Record
Period, revenue derived from our sales of water-based paint and coating products amounted to HK$234.4
million, HK$162.0 million and HK$190.6 million, respectively, representing 20.7%, 18.7% and 20.3% of
the revenue.
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Sales channels

We have an established customer base for our industrial paint and coating products and

architectural paint and coating products. “Giraffe (RSHEEM)” and “Flower (F{E/)” are well
established brand names in Hong Kong and the PRC. Our paint and coating products are primarily sold to

customers in Hong Kong and the PRC. As of 31 December 2016, our five largest customers have been

conducting business with us for a period ranging from seven years to 20 years. All of our customers are

Independent Third Parties and most of them are distributors.

Notes:

(1

@)

3)

The following diagram illustrates our sales channels in Hong Kong and the PRC:

Our Group
Cash and credit sales - -
to other customers® Distributors "
%}
‘ e E
! : i 7}
i | g :
; : ' @ =
' : ' ° z
: v : £ £
| ! a 177}
Re-Sellers
v v v v Y

Manufacturers, renovation contractors for property and
infrastructure projects and household users

The solid lines represent the sales conducted by us and the transactions recognised by us as sales. The dotted lines represent
the on-sales transactions conducted by the distributors and re-sellers.

These customers will re-sell our paint and coating products to their own customers. We do not consider them as distributors
because the amount of sales to them does not satisfy the quantitative requirements for entering into an annual distribution
agreement with each of them. As of the Latest Practicable Date, we had 260 customers with whom we had ongoing business
with them during the last 12 months. These customers may be categorised as distributors with annual distribution agreement
when they have achieved the quantitative requirements and our internal assessment of their credit worthiness.

As of 31 December 2016, we had appointed 465 distributors in Hong Kong and the PRC. A summary of the material terms
between the distributors in the PRC and us is set forth in the paragraphs under “Distributors — Principal terms of the annual
distribution agreements” below. We have requested the distributors in the PRC to follow our recommended price for each
paint and coating product in each sales region. A list of the suggested retail prices will be distributed to them. The terms of
trade are different amongst the distributors in the PRC considering the length of business history, the sales volume, the
location and the credit worthiness of each distributor. The terms of trade between the distributors in the PRC and resellers
and determined by them without our involvement. 155
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The following sets forth a breakdown of our revenue generated through different sales channels for
the Track Record Period:

Year ended 31 December

2014 2015 2016
HK$’000 %  HK$’000 %  HK$'000 %
Distributors

Distributors —=PRC ... ........... 685,956 60.6 578,766 66.7 618,807 66.0
Distributors — Hong Kong......... 81,208 7.2 50,202 5.8 65,691 7.0
767,164 67.8 628,968 72.5 684,498 73.0
Directsales ..................... 223,973 19.8 169,903 19.6 206,911 22.1

Cash and credit sales to
other customers................ 139,052 12.3 68,616 7.9 45,373 4.8
Showroomsales.................. 1,116 0.1 510 * 668 0.1
Total 1,131,305 100 867,997 100 937,450 100

* Value insignificant

Through the appointment of distributors, which are Independent Third Parties, we have established
a nationwide sales and distribution network for our paint and coating products in the PRC and Hong
Kong. In addition to the distributors, we have also established a diverse customer base comprising
manufacturers and renovation contractors for property and infrastructure projects in Hong Kong and PRC.
The distributors consist of wholesale distributors and distributors in retail business. Wholesale
distributors sell and distribute our products to their own customers or resellers. Distributors in retail
business consist of specialised paint shops, hardware stores and building material shops in Hong Kong
and the PRC. We also sell our paint and coating products through our 10 branch companies established in
different locations in the PRC and our showroom in Shenzhen. Further information on the distributors is
set forth in the paragraphs under “Distributors” below.

In addition to our sales to distributors, we also sell our paint and coating products directly to
manufacturers, renovation contractors for property and infrastructure projects and household users
through direct sales, sales of our branch companies to other wholesale customers established in the PRC
and our showroom in Shenzhen. We also have direct sales to hardware stores, building material shops and
paint specialist shops in Hong Kong and the PRC. During the Track Record Period, our showroom sales
were minimal. During the Track Record Period, direct sales accounted for 19.8%, 19.6% and 22.1%,
respectively, of our revenue. During the Track Record Period, our sales through sales orders issued by
our branch companies accounted for 12.3%, 7.9% and 4.8%, respectively, of our revenue.
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Branding and marketing

We believe that strong brand recognition and marketing efforts have been instrumental to the
success of our business and we place strong emphasis on marketing and promotion of our brands and
products. Our brands of “Flower (37E/)”, “Giraffe (KHBEME)” and “Toy Brand (JiE )" enjoy
strong brand recognition in both Hong Kong and the PRC and have received a number of awards over the
years as renowned brand names in Hong Kong and the PRC. Further information is set forth in the
section headed “Business — Our awards and recognitions” in this prospectus. Our sales and marketing
team is responsible for formulating the overall marketing and branding strategies. We undertake various
promotional activities to improve sales and enhance brand recognition of our products.

As of 31 December 2016, we had 241 sales and marketing staff who are dedicated to the promotion
of our products to potential and existing customers. We advertise our products and promote our brands
through different media, such as billboards and internet signage, advertising platforms on public
transports, television commercials and in-store advertisements. In addition, we use our own websites to
publicise new products and promote our brands. We promote our products through product exhibitions
through which we could explain and introduce the features, and application of our products to our
existing and potential customers. We also regularly conduct customer surveys on the requirements and
needs of customers, which are taken into consideration when we formulate our production, sales and
research strategies to develop products to meet the demands. Our sales and marketing staff have regular
contact with the distributors and regularly visit our customers to see if the customers are satisfied with
our products so that we can be kept informed of the current market and product developments and the
needs and technical specifications required by our customers. Such feedback is significant to our
formulation of the relevant production and sales strategies and will be communicated to the technology
department.

During the Track Record Period, we incurred marketing and promotion expenses of HK$42.1
million, HK$34.9 million and HK$27.7 million, respectively, representing 24.8%, 22.3% and 18.7% of
our selling and distribution expenses. We will continue to focus on other marketing and promotional
activities to increase the visibility and awareness of our brands.

Pricing

We review and adjust our products prices from time to time based on these factors and other
general market conditions. Our pricing strategy is determined with reference to five principal factors:
(1) the market supply and demand, (2) our production costs and capacity, (3) the targeted gross profit
margin of our products and (4) the prices of similar products offered by the competitors of the Group;
and (5) the acceptable price ranges of our products by our customers/distributors.

Prior to the substantial decrease in our revenue in 2015, our pricing policy focused on maintaining
high gross profit margin because of our well-recognised brands. Such pricing strategy resulted in losing
market share when our competitors reduced the selling prices of their products for price competition. We
currently adopt a flexible pricing strategy with focus on demand and supply dynamics and price
incentives, rather than a fixed gross profit margin on the sales of our products. In addition, one of our
strategies is to provide additional discount to the distributors as the incentives to those distributors which
can meet the sales targets set forth in the distribution agreement. Our Directors believe that the increased
discounts will provide further incentives to the distributors for the promotion of our paint and coating
products and thus, increase the sales of our products and our market share.
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With the well-recognised brands, our Director considers that our pricing strategy should focus on
the medium to high-end customers. In summary, we have implemented an improved pricing strategy with
focus on demand and supply dynamics and price incentives, instead of making reference to certain profit
margins in addition to the cost of our products.

The amount of sales rebates is subject to adjustments from time to time taking into consideration
the purchase volume and the length of business history with us. During the Track Record Period, the
amount of sales rebates paid to the distributors of our Group amounted to HK$35.0 million, HK$28.1
million and HK$24.4 million, respectively. The volume discounts given to the distributors in the PRC
were up to 10% and in Hong Kong were in the range between 10% and 20% during the Track Record
Period.

We provide recommended retail prices for our paint and coating products to the distributors. We
have requested the distributors to follow our recommended price for each product in each sales region.
During the Track Record Period, the recommended retail prices for our paint and coating products were
in the range between HK$23.9 per kilogram and HK$141.27 per kilogram depending on the nature of our
paint and coating products, the packaging size and the applications or features of the relevant products.

In order to monitor whether our products are being sold pursuant to our recommended retail price,
our sales personnel have frequent visits to the distributors and their retail channels. Further information is
set forth in the paragraphs under “Distributors” below.

Since April 2016, we have also established a dedicated “Price Monitoring Team” comprising five
and senior management and staff members from our sales department, purchase functions, sales
administration, and marketing and finance department. The team is responsible for collecting the updated
information on the latest selling prices and new products of our competitors.

Seasonality

The demand for our paint and coating products is affected by the seasonality of the manufacturing
industries of toys, electronics and electrical appliances as well as the living pattern that most of the
construction, repairs and renovation undertakings would be completed during the second half of the
calendar year. As a result, sales of our paint and coating products will generally increase during the
second and the fourth quarters in each calendar year.
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OUR CUSTOMERS

Our customers are principally engaged in the distribution business of paint and coating products
and they sell the products to re-sellers or end users in manufacturing, construction and renovation
businesses and industries. As of 31 December 2016, we had over 1,000 customers. The following sets
forth the industries in which our customers were engaged during the Track Record Period:

Year ended 31 December
2014 2015 2016

No. of No. of No. of
customers  customers  customers

Distributors and customers of our branch companies 874 823 707
Construction industry .. ......... .. 82 67 126
General manufacturing industry ........................ 91 78 95
Toy manufacturing industry ........................... 22 22 31
Electronics appliance manufacturing 26 21 18
INAUSITY .« .o
Metal and moulding industry ............. ... ... . ..... 8 9 23
Other industries @. ... . ... . . 238 331 304
Total 1,341 1,351 1,304
Notes:

O] The information above is based on information provided by our customers.

@ Other industries include apparel manufacturing, plant and machinery factories and garage.

Our customers include distributors, manufacturers and renovation contractors for property and
infrastructure projects. Further information on the distributors is set forth in the paragraphs under
“Distributors” below. In addition to our sales to distributors, we have also established a diverse customer
base comprising manufacturers and renovation contractors for property and infrastructure projects.
Customers of our industrial paint and coating products include manufacturers of various products ranging
from customer electronics, machinery and mechanical equipment, toys, electrical appliances, furniture to
marine and automotive products and household users. Customers of our architectural paint and coating
products include renovation contractors for property and infrastructure projects. As of 31 December 2016,
we had 1,304 customers, of which 465 distributors were engaged in wholesale and retail businesses.
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Our customers are primarily located in Hong Kong and the PRC. During the Track Record Period,
our revenue generated from sales to customers located in the PRC accounted for 91.9%, 92.8% and
91.5% of our revenue, respectively, with a majority of our revenue generated from the sales in Southern
China and Eastern China.

The following sets forth our revenue by customers in different geographical locations for the Track
Record Period:

Year ended 31 December

2014 2015 2016
HK$°000 %  HK$000 %  HK$’000 %
PRC
Southern China ................ 593,818 52.5 555,427 63.9 565,248 60.3
Eastern China ................. 225,271 19.9 129,466 14.9 148,116 15.8
Central China . ................ 104,370 9.2 54,629 6.3 69,810 7.4
Southwestern China. ... ......... 63,805 5.6 32,691 3.8 37,389 4.0
Northern China @ . ............. 26,922 24 20,500 24 24911 2.7
Northwestern China. .. .......... 19,172 1.7 7,537 0.9 7,060 0.8
Northeastern China ® .. ......... 6,342 0.6 5,138 0.6 4,683 0.5
1,039,700 91.9 805,388 92.8 857,217 91.5
HongKong . ......... ... ... ... 91,360 8.1 62,557 7.2 80,233 8.5
Singapore . ........... . ... 245 * 52 * * *
Total 1,131,305 100 867,997 100 937,450 100
* Value insignificant
Notes:
M Northern China refers to Beijing, Tianjin, Hebei Province, Shanxi Province and Inner Mongolia.
@ Northeastern China refers to Liaoning Province, Jilin Province and Heilongjiang Province.
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All of our direct sales are conducted by our sales and marketing teams without the involvement of
distributors. We provide support to our direct sales customers primarily in the form of product
information and technical support.

The following sets forth further information on our five largest customers during the Track Record
Period:

Year ended 31 December 2014

Principal % of total
business Principal ~ Total sales  revenue Length of
of our business during the during the  relationship
Name of customer Types of products sold to our customer customer location year year with us
(HK$'000) (Years)
Customer C............. Polyurethane wood coating (polyurethane), super enamel ~ Distributor ~ Foshan 26,476.8 23 20
(polyurethane), thinner, water-based wood coating,
emulsion macromer oil-based exterior top coatings, epoxy
paint, polyester auto-body putty, colouring agent, lacquer,
enamel.
Customer F............. Thinner for emulsion paints (thinner), oil-based exterior ~ Construction ~Foshan 24,910.2 22 19
top coatings. industry
CustomerB............. Polyurethane wood coating (polyurethane), thinner,  Distributor  Shenzhen 243758 22 8
water-based wood coating, emulsion polyester auto-body
putty, colouring agent, lacquer, enamel.
Customer D............. Polyurethane wood coating (polyurethane), thinner,  Distributor  Shenzhen 24,1023 2.1 7
water-based wood coating, emulsion epoxy paint,
polyester auto-body putty, lacquer, enamel.
Customer G............. Polyurethane wood coating (polyurethane), thinner,  Distributor  Shantou 20,484.4 1.8 13

water-based wood coating, emulsion polyester auto-body
putty, lacquer, enamel.
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Year ended 31 December 2015

Principal % of total
business Principal ~ Total sales  revenue Length of
of our business during the during the  relationship
Name of customer Types of products sold to our customer customer location year year with us
(HK$'000) (Years)
Customer C............. Polyurethane wood coating (polyurethane), super enamel  Distributor ~ Foshan 37,3263 43 20
(polyurethane), thinner, water-based wood coating,
emulsion macromer oil-based exterior top coatings, epoxy
paint, polyester auto-body putty, colouring agent, lacquer,
enamel.
Customer G............. Polyurethane wood coating (polyurethane), thinner,  Distributor ~ Shantou 244417 2.8 13
water-based wood coating, emulsion polyester auto-body
putty, lacquer, enamel.
Customer D............. Polyurethane wood coating (polyurethane), thinner,  Distributor  Shenzhen 22,566.3 2.6 7
water-based wood coating, emulsion paint, polyester
auto-body putty, lacquer, enamel.
Customer H............. Polyurethane wood coating (polyurethane), thinner, — Distributor  Jieyang 17,189.8 20 12
water-based wood coating, colouring agent for emulsion
paint, lacquer, enamel.
Customer B............. Polyurethane wood coating (polyurethane), thinner, — Distributor  Shenzhen 17,168.7 2.0 8

water-based wood coating, emulsion polyester auto-body
putty, colouring agent, lacquer, enamel.
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Year ended 31 December 2016

Principal % of total
business Principal ~ Total sales  revenue Length of
of our business during the during the  relationship
Name of customer Types of products sold to our customer customer  location year year with us
(HK$'000) (Years)
Customer C............. Polyurethane wood coating (polyurethane), super enamel  Distributor ~ Foshan 38,5972 4.1 20
(polyurethane), thinner, water-based wood coating,
emulsion macromer oil-based exterior top coatings, epoxy
paint, polyester auto-body putty, colouring agent, lacquer,
enamel.
Customer G............. Polyurethane wood coating (polyurethane) thinner,  Distributor  Shantou 37,995.3 4.1 13
water-based wood coating, emulsion polyester auto-body
putty, lacquer, enamel.
Customer D............. Polyurethane wood coating (polyurethane) thinner, — Distributor ~ Shenzhen 243142 2.6 7
water-based wood coating, emulsion paint, polyester
auto-body putty, lacquer, enamel.
Customer [ ............. Polyurethane wood coating (polyurethane), enamel,  Distributor ~ Guangzhou 24263.8 2.6 8
thinner, water-based wood coating, emulsion polyester
auto-body putty, emulsion paint, colouring agent.
Customer B............. Polyurethane wood coating (polyurethane), thinner,  Distributor  Shenzhen 19,213.0 20 8

water-based wood coating, emulsion polyester auto-body
putty, colouring agent, lacquer, enamel.

During the Track Record Period, sales to our five largest customers accounted for 10.6%, 13.7%
and 15.4% of our revenue, respectively, and sales to our largest customer accounted for 2.3%, 4.3% and
4.1% of our revenue, respectively. All of the above five largest customers are independent third parties
and none of our Directors, their respective associates or any Shareholders who own more than five per
cent. of our issued share capital, to the knowledge of our directors, had any interest in any of the above
five largest customers during the Track Record Period.

No single customer accounted for more than five per cent. of our revenue for each of the Track
Record Period. As such, we have no exposure to the customer concentration risk.

163



BUSINESS

We generally offer our customers credit period of 30 days. Payments are settled by bank
acceptance bills and cash. We make assessment on the credibility of our customers and their order
volume to decide on the credit period to be offered. In addition, we may provide credit period of up to
150 days from the end of the months during which the invoice was issued for certain long-term customers
under exceptional circumstances. Further information on the extension of the credit period during the
Track Record Period is set forth in the section headed “Financial Information — Principal components of
our current assets and current liabilities — Trade and bills receivables” in this prospectus. We may require
upfront payment before delivery for certain of our customers and new customers.

Our sales are denominated predominantly in RMB or HK dollars.
DISTRIBUTORS
Background information

Our distribution network in the PRC and Hong Kong is comprised of distributors, all of them are
Independent Third Parties. As of 31 December 2016, we appointed 112 new distributors in Hong Kong
and the PRC for the sales and distribution of our paint and coating products. Distributors are our
customers, and we recognise our sales when the sales to distributors are completed. As of 31 December
2016, we had an average of 11.2 years’ business relationship with our five largest distributors which are
also our five largest customers (other than one of the five largest customers in the year ended 31
December 2014).
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As of 31 December 2016, we appointed 465 distributors which established a nationwide
distribution network in the PRC and Hong Kong. The map below illustrates the geographical coverage of
our sales and distribution network in the PRC as of 31 December 2016:

Northwest China
13

Distributors consist of wholesale distributors and retail distributors in Hong Kong and the PRC.
Wholesale distributors sell and distribute our products to their own customers or resellers. For sales of
our industrial paint and coating products, our wholesale distributors focus to sell and distribute our
products to retailers in wood coating market and would not re-sell our products to customers in
manufacturing wood coating market because of the price difference. Distributors in retail business consist
of specialised paint shops, hardware stores and building material shops in Hong Kong and the PRC. We
believe that cooperating with distributors is a cost-effective means to reach the diverse customer base
nation-wide in the PRC and Hong Kong and can also help us in expanding new geographic markets. Our
Directors confirm that the distribution model is consistent with the industry practice in the paint and
coating industry. During the Track Record Period, sales to distributors accounted for 67.8%, 72.5% and
73.0%, respectively, of our revenue, with sales to our five largest distributors which are our customers
during each period together accounting for 10.2%, 13.7% and 15.4%, respectively, of our revenue. Sales
to our largest distributor during of the Track Record Period accounted for 2.3%, 4.3% and 4.1%,
respectively, of our revenue.
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The following sets forth the number of the distributors to whom we sold our products during the
Track Record Period:

Year ended 31 December

2014 2015 2016

Number of distributors as of 1 January . ........................ 610 515 578
Number of new appointments . .. ................oiutieenn.... 33 191 112
Number of expiration of appointments .. ....................... (128) (128) (225)
Number of distributors as of 31 December

—in PRC. . . e 333 357 387

—inHong Kong . ... ... .. . . 182 221 78
Total 515 578 465

During the Track Record Period, the decrease in the number of the distributors reflected our efforts
to reduce the number of our under-performing distributors and to appoint new distributors for the
continued expansion of our distribution network and penetration into our existing and target markets in
the PRC and Hong Kong. During the Track Record Period, we appointed 33, 191 and 112 new
distributors, respectively. Most of these distributors are located in the regions of Eastern China and
Southern China. As of the Latest Practicable Date, we had 431 distributors in the PRC and Hong Kong.
We have renewed the annual distribution agreements in 2017 with 229 distributors in the PRC, and these
distributors generated 87.0% of the total revenue of our sales to distributors in the PRC. During the Track
Record Period, we entered into annual distribution agreements with 272, 300 and 283 distributors in the
PRC and they contributed our revenue of HK$624.7 million, HK$537.3 million and HK$551.4 million,
respectively. The primary reason for not entering into the annual distribution agreements with all
distributors is primarily due to the insignificant amount of sales involved with some of the distributors.
We have not entered into any distribution agreement with the distributors in Hong Kong because most of
them are engaging in retail business in Hong Kong.

The non-renewal of the appointment of our distribution agreements during the Track Record Period
was due to their failure to meet the minimum sales amounts as set forth in the relevant distribution
agreement. As set forth in the paragraphs under “Relationship with distributors” below, the ownership of
our products are transferred to distributors upon delivery and acceptance. We are under no obligation to
assist the distributors to dispose any of their unsold products upon the non-renewal of the distribution
agreements. During the Track Record Period, the amount of revenue generated from the non-renewal
distributors amounted to HK$26.1 million, HK$12.2 million and HK$39.8 million, respectively. Our
Directors confirm that those non-renewal distributors would not be allowed to return the unsold paint and
coating products to us. Due to the non-renewal of the business relationship, we are not able to monitor
their inventory level immediately after the date of non-renewal. In any event, our Directors confirm that
during the Track Record Period and up to the Latest Practicable Date, we did not buy-back any products
that had been sold to the distributors upon non-renewal of the annual distribution agreements. We have
not entered into any distribution agreement with the distributors in Hong Kong because this is not the
industry practice for those distributors to enter into such distribution agreement.
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Management of distributors

We intend to maintain high standards in the selection of distributors to enhance our business
operations and reputations. When seeking to appoint new distributors, we take into account criteria
including the coverage of their distribution network, business performance in the past, financial ability,
the length of business operations, quality of service, ability to attract new customers and potential to open
new markets as well as the possession of the requisite legal qualifications, necessary approvals and
permits to engage in distribution of the products. We have designated geographical region for the
distributors. We do not have contractual relationships with the resellers of the distributors.

We normally enter into annual distribution agreements with the distributors in the PRC. We
manage distributors through such annual distribution agreements. The annual distribution agreements is
generally for a term of one year, and we will renew the annual distribution agreements following the
discussion with each of the distributors taking into consideration the business history of the distributor,
its sales achievement and the strategic benefit it may have on our business. The terms of trade are
different amongst the distributors considering the length of business history, the sales volume, the
location and the credit worthiness of each of the distributors. The range of sales amounts set forth in the
distribution agreement was between HK$0.1 million and HK$43.7 million and the average sale amounts
was HK$2.6 million in 2014, between HK$0.1 million and HK$38.2 million and the average sale amounts
was HK$2.2 million in 2015, and between HK$0.1 million and HK$40.2 million and the average sale
amounts was HK$2.2 million in 2016.

The distributors are our customers and we conduct monthly visits and inspection of the stores of
the distributors and the warehouses of the distributors in accordance with the terms and conditions of the
distribution agreements.

We closely monitor the performance of the distributors. We conduct monthly visits and inspections
of major distributors to monitor their sales, sales prices, marketing activities, storage conditions, logistics
facilities, staff quality, quality control and inventory levels. We do not have any restriction on policy in
relation to sales and other aspects of business operations that may be implemented by the distributors,
primarily due to the fact that we have implemented our own monitoring system on the distributor’s
performance. Based on the information obtained from our distributors, we understand that they use
similar systems to ensure that their re-sellers would not accumulate paint and coating products. In
particular, they would only provide a shorter period of time for their re-sellers’ settlement than the credit
period granted by us to the distributors. We assess on a regular basis the reasonableness of the amount of
sales to distributors taking into consideration the previous business history, the amount of our sales in the
region and the other distributors as well as the payment history of the distributors. We believe that our
policy of not accepting product returns from our distributors save for defects in quality of products,
together with our measures and the measures adopted by our distributors, help our sales reflect the
genuine market demand of our products and avoid the risk of channel stuffing by our distributors. During
the Track Record Period and up to the Latest Practicable Date, we are not aware of any risks or
occurrence of channel-stuffing of our products.

We provide incentive to the distributors by providing sales rebates when the distributors achieve or
exceed the minimum order amount set forth in the distribution agreements, which are negotiated and
determined based on various factors such as the general market conditions and historical sales or past
performance of the distributors. If a distributor achieves or exceeds its minimum purchase amount, we
will grant the sales rebate by providing certain discount for such distributor’s purchases in the next year.
Such sales rebates are deducted from our revenue for each of the relevant periods.

167



BUSINESS

During the Track Record Period, the amount of sales rebates paid to the distributors amounted to
HK$35.0 million, HK$28.1 million and HK$24.4 million, respectively. The volume discounts given to the
distributors in the PRC were up to 10% and in Hong Kong were in the range between 10% and 20%
during the Track Record Period.

Pricing arrangement with distributors

Pricing and purchase volumes are determined by each purchase order placed by the distributors
from time to time. We then arrange for delivery of products pursuant to the date agreed with the
distributors. The distributors purchase from us at a standard price which is subject to our price
adjustments from time to time. We review our prices from time to time with the assistance of our
marketing department, finance and production departments taking into account various factors including
the demand for our products, production costs, raw materials costs, historical sales amount and the prices
of our competitors’ products. In order to maintain our competitiveness and optimise our profit margin, we
review our pricing strategies from time to time. We provide the distributors with recommended retail
prices of our products which may vary with distributors in different sales region. We typically set our
recommended retail prices according to the demand for our products, historical sales data and retail prices
of products of our competitors. Our sales to the distributors are made on a payment-before-delivery basis
or at the time of delivery or we may grant credit period ranging from 30 to 90 days from the end of the
month in which the relevant invoice was issued. We generally do not accept product returns from the
distributors save for defects in quality of products. Our agreements with distributors allow us to terminate
for cause which will be triggered by events including, among others, the breach of contract by the
distributors. Our agreements with distributors typically provide a minimum sales amount. A distributor’s
failure to meet the minimum sales target, for three consecutive months or 80% of the yearly minimum
order requirement, which constitutes a breach of the distribution agreement, would give us the right to
terminate such agreement.

Our distribution agreements also contain provisions on our sales return policy which typically
allow return of defective products within seven days from the date of delivery. Our customer service
teams will visit the distributors if there is any quality issue for rectification measures to be taken. If there
exists a quality issue that cannot be remedied, the distributors may return the products to us within a
stipulated period of time.

Inventory level maintained by distributors

We monitor inventory levels of the distributors during our regular visits to them. We are not aware
of any significant accumulation of excess inventory in our distribution network during the Track Record
Period. We work closely with the distributors to actively manage our distribution network and to achieve
our strategic objectives so that we are able to quickly address any issues. We typically designate a sales
region to each wholesale distributor to avoid competition.
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In order to monitor the distributors’ sales activities and inventory levels, as well as investigating
how our products are sold to the customers, we visit the distributors regularly for inspection on their sales
activities and their inventory. We also monitor whether the distributors have re-sold our products outside
their designated areas. We ensure that our sales to distributors reflect genuine market demand and the
distributors are complying with the terms and conditions of their distribution agreements. If there is any
non-compliance incident, we request the distributor to cease such non-compliance activities within a
specified period of time. We have the right to seek compensation from the distributors for breaches of
their distribution agreements. We have the right to terminate the distribution agreements if breach is
material. If the distributors fail to meet our requirements, we may terminate the distribution
arrangements.

Relationship with distributors

The distributors are our customers and we recognise our sales when the sales to distributors and
completed. The ownership of the products, as well as all risks and rewards associated therewith, are
transferred to the distributors upon delivery and acceptance by them. Our sales to the distributors are
made on a payment-before-delivery basis or at the time of delivery or we may grant credit period ranging
from 30 to 90 days from the end of the month in which the relevant invoice was issued. We formulate
production plan based on the sales orders from the distributors and the historical sales and the projected
future sales based on the anticipated monthly sales amount set forth in the distribution agreement. When
the products are delivered to the distributors, they cannot be returned except for defective products.

To the best knowledge of our Directors, all the distributors are Independent Third Parties, and none
of the distributors is wholly-owned or majority controlled by our current or ex-employees or operated
under our brand during the Track Record Period. None of the distributors were our suppliers during the
Track Record Period.

During the Track Record Period, we did not provide financing to any of the distributors except for
the credit period granted by us to certain distributors on a case-by-case basis. The distributors are
required to submit regular sales reports to us through which we monitor and evaluate their performance.
Parameters that we may examine to evaluate the performance of the distributors include (a) the level of
their monthly orders placed with us; (b) whether they can maintain consistent pricing in line with our
recommended pricing policy; (c) the ability to meet the minimum purchase commitment and whether
there are any significant discrepancies between expected purchase amount and actual purchase amount of
such distributors for a given period of time; and (d) their capability to open up new markets and attract
new customers. We maintain our relationship with distributors who are able to meet our expectations.
Apart from focusing on maintaining cooperation with our existing distributors, we are also seeking to
expand our distribution network and market coverage by signing up new distributors.

We confirm that there was no major non-compliance incident by the distributors during the Track
Record Period.

169



BUSINESS

Principal terms of the annual distribution agreements

We enter into annual distribution agreements with the distributors in the PRC. The annual
distribution agreements typically include the following terms:

Duration:

Designated
distribution area:

Recommended
retail price:

Minimum order
requirement:

Credit period:

Product inspection:

Delivery:

Access to information:

Breach of intellectual
property rights:

Early termination
right:

Fixed term of one (1) year.

Distributors cannot sell or resell our products outside their designated
distribution areas. We may impose penalties and terminate the distribution
agreement for non-compliance on the part of the distributors with this
requirement.

Distributors are required to ensure our products are sold in the market at our
recommended retail prices.

Distributors are required to meet the monthly minimum sales target. If a
distributor fails to meet its monthly minimum sales target for three consecutive
months or 80% of the annual minimum sales order requirement, we may
terminate the distribution agreement.

Distributors are required to make payment-before-delivery or at the time of
delivery or we may grant a credit period ranging from 30 days to 90 days from
the end of the month in which the relevant invoice was issued.

Distributors are required to inspect products immediately upon receipt of our
delivery and shall notify us within seven days from the date of delivery.

Distributors are responsible for the delivery costs of our products to the
location required by them if they choose not to take delivery of the products at
one of our production plants. Cost of delivery has been included in the
purchase price.

Distributors are required to provide sales information on our products and if
request by us shall facilitate our inspection of the level of inventory.

Distributors shall not infringe on our trademark or intellectual property rights
or continue to use our trademarks after termination of the distribution
agreement.

We may terminate a distribution agreement if the distributor fails to fulfil
certain obligations or breach the agreement. We may require compensation to
be paid by distributors if the distributors violate applicable laws and
regulations that results in damage to our brand or our intellectual property
rights. Distributors cannot terminate the distribution agreement before its
expiration unless our failure to perform our obligations amounts to a
fundamental non-performance.
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Despite there is no exclusivity agreement amongst distributors and there may be multiple
distributors in a designated area, we typically monitor or restrict the number of distributors in a region in
order to avoid intense competition.

Distributors in Hong Kong

During the Track Record Period, we generated revenue from 182, 221 and 78 distributors in Hong
Kong, respectively. All of these distributors are Independent Third Parties. These distributors included
hardware stores, paint product shop, furniture chain stores, groceries and supermarkets. During the Track
Record Period, sales to our these distributors in Hong Kong accounted for 7.2%, 5.8% and 7.0% of our
revenue, respectively.

We have not entered into any annual distribution agreement with the distributors in Hong Kong
because of the insignificant amount of each sales transaction and the fact that most of the distributors in
Hong Kong are retailers of paint and coating products. These retailers prefer to conduct business with us
on an “open account” basis. We normally grant the distributors in Hong Kong a credit period ranging
from 30 to 90 days commencing from the end of the month in which the invoice was issued. We offer
volume discount for their purchases and in certain cases, we may need to pay promotion fees to
distributors which are furniture chain stores and supermarkets. Upon receipt of a purchase order from
these distributors by phone or by facsimile, we will arrange for delivery of the products within the time
specified through Independent Third Parties. The distributors in Hong Kong may return defective
products to us.

PROCUREMENT AND RAW MATERIALS

The raw materials used by us in the production process include principal raw materials, such as
solvent, resin, pigment, filler and additives and packaging materials. We procure raw materials from a
number of suppliers in various countries including the PRC, U.S., Japan, New Zealand, Australia,
Germany, Norway, Taiwan, Malaysia and Hong Kong.

The cost of raw materials constituted the largest component of our cost of sales and, as such,
fluctuations in the prices of our principal raw materials have a direct impact on our cost of sales. The raw
materials used amounted to HK$665.5 million, HK$470.6 million and HK$505.6 million during the Track
Record Period, respectively, representing 90.2%, 86.6% and 85.7% of the cost of sales.
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The following sets forth an analysis of the total cost of our raw materials required for our
production for the Track Record Period:

Year ended 31 December

2014 2015 2016
HK$’000 HK$’000 HK$’000

ReSin. ... e 238,664 177,966 193,144
SOIVENt . . .o 233,048 157,906 172,919
Pigmentand filler....... ... ... .. . . . 77,215 60,694 64,760
Additives. . ..ot e 53,348 45,263 44,012

602,275 441,829 474,835

Packaging materials .. ...... ... . . ... 61,811 28,268 29,656
Others . ... 1,404 514 1,121
Total 665,490 470,611 505,612
Resin

Resin is used as a film-forming component of the coatings to bind the various raw materials
together. Pricing of resin changes generally with that of petroleum. The price of resin recorded a
decreasing trend during the Track Record Period.

Solvent

Solvents can create the required viscosity to facilitate the smooth application and contribute to the
uniform density of the coating product. Solvents are petroleum oil derivatives, and therefore the price of
solvents is affected by the petroleum price globally. Solvents are relatively easy to procure as they are
manufactured by many downstream sector companies within the petroleum oil industry in the PRC and
Hong Kong. Solvents are used in the production of solvent-based liquid coatings but not water-based
liquid coatings. The price of solvent recorded a declining trend during the Track Record Period.

Pigment and filler

Pigment creates colouring to the coating product. Pricing of pigment varies with the kind of
pigment used. Titanium dioxide is one of the key pigments used for paint and coating production. The
price of titanium dioxide rose from 2010 to 2012 and declined from 2012 onward. Filler is used to
enhance properties of the film in the coating product such as anti-abrasion.

Additives

Additives facilitate dispersion of the raw materials and producing a smooth uniform finish to the
paint and coating products.
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OUR SUPPLIERS

We purchase raw materials from a number of suppliers. Our suppliers are mainly based in China,
U.S., Japan, New Zealand, Australia, Germany, Norway, Taiwan, Malaysia and Hong Kong. We choose
our suppliers primarily based on the price and quality of raw materials supplied.

We do not have long-term purchase commitment or guarantee purchase quantities with our
suppliers. The terms and conditions on warranties for product quality and return policy are set forth in the
purchase orders. Pricing and production volumes are negotiated for each purchase order. There are no
contractual commitments other than those set forth in the purchase orders.

Our key suppliers generally grant us a credit period ranging from 30 to 90 days. We may be
allowed to enjoy a credit period of up to 90 days after the date of delivery for suppliers with whom we
have established long-term relationships. The purchase price of our raw materials generally follows
market prices. During the Track Record Period, we have not experienced any major quality issue with our
raw materials or shortages of raw materials during the course of our operations or experience any
difficulty in sourcing alternative suppliers for such raw materials that materially affected our operations.
Our domestic purchases are paid in Renminbi whereas our foreign purchases are paid in U.S. dollars.
Purchases are settled either by bank acceptance or bank transfers.

We typically purchase raw materials based on the historical levels of sales, actual sales orders on
hand and the anticipated production requirements taking into consideration any expected fluctuation in

raw material prices and delivery delay.

The following sets forth the number of suppliers we had for our major raw materials for the Track
Record Period:

Year ended 31 December

2014 2015 2016
ReSIN. . .ot 120 149 134
Pigment and filler. .. ... ... ... ... ... ... 105 121 106
AddItives. .. ..o 90 102 115
SOIVENt . .ot 65 62 54
Packaging materials . ...... ... ... ... ... 16 18 12
Total 396 452 421
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The tables below set forth the particulars relating to our top five suppliers of raw materials during

the Track Record Period:

Year ended 31 December 2014

% of total
Type of Total purchase  cost of raw
products we Principal from our materials Length of
purchased from business supplier during  during the  relationship
Name of supplier our supplier Principal business of our supplier location the year year with us
(HK$’000) (Years)
Supplier A.............. Resin Production and sales of coating resins, ~ Zhuhai 55,2525 8.3 13.7
including alkyd resins, acrylic resins and
polyester resins.
Supplier B.............. Resin Production and sales of products  Guangzhou 31,132.0 4.7 10.7
including toluene diisocyanate (TDI),
nitrocotton for coating materials,
polyolefin products, neovaricaine, glycol,
styrene, aromatic hydrocarbons solvent,
butadiene, methylbenzene, xylene and
transformer oil.
Supplier C.............. Packaging materials ~ Production and sales of tins (tinplates).  Jiangmen 27,2533 4.1 9.6
Its products are widely used in industries
including iron packaging tin, household
appliance and construction and finishing
industries.
Supplier F.............. Solvent Production and sales of n-butyl acetate ~ Wuxi 23,137.6 35 9.6
for industrial uses.
Supplier G.............. Solvent Production and sales of coatings and ~ Guangzhou 21,960.2 33 7.6

solvent agents.
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Year ended 31 December 2015

% of total
Type of Total purchase  cost of raw
products we Principal from our materials Length of
purchased from business supplier during  during the  relationship
Name of supplier our supplier Principal business of our supplier location the year year with us
(HK$’000) (Years)
Supplier A ............. Resin Production and sales of coating resins, ~ Zhuhai 32,2553 6.9 13.7
including alkyd resins, acrylic resins and
polyester resins.
Supplier B.............. Resin Production and sales of products  Guangzhou 28,976.1 6.2 10.7
including toluene diisocyanate (TDI),
nitrocotton for coating materials,
polyolefin products, neovaricaine, glycol,
styrene, butadiene, methylbenzene, xylene
and transformer oil.
Supplier H.............. Solvent Production and sales of basic chemicals, ~ Dongguan 25,3378 54 12.7
chemicals and inorganic products. Its
products are widely used in chemical
industries including synthetic resin, paint
coating and daily chemical industries.
Supplier C.............. Packaging materials ~ Production and sales of tins (tinplates).  Jiangmen 21,3715 45 9.6
Its products are widely used in industries
including iron packaging tin, household
appliance and construction and finishing
industries.
Supplier [ .............. Resin Production and sales of chemical products ~ Huizhou 16,169.8 34 1.5

(excluding dangerous chemicals) and
metallic materials.

175



BUSINESS

Year ended 31 December 2016

% of total
Type of Total purchase  cost of raw
products we Principal from our materials Length of
purchased from business supplier during  during the  relationship
Name of supplier our supplier Principal business of our supplier location the year year with us
(HK$’000) (Years)
Supplier A ............. Resin Production and sales of coating resins, ~ Zhuhai 41,985.5 8.3 13.7
including alkyd resins, acrylic resins and
polyester resins.
Supplier B.............. Resin Production and sales of products  Guangzhou 30,852.9 6.1 10.7
including toluene diisocyanate (TDI),
nitrocotton for coating materials,
polyolefin products, neovaricaine, glycol,
styrene, butadiene, methylbenzene, xylene
and transformer oil.
Supplier H.............. Solvent Production and sales of basic chemicals, ~ Dongguan 24,1155 48 12.7
chemicals and inorganic products. Its
products are widely used in chemical
industries including synthetic resin, paint
coating and daily chemical industries.
Supplier C.............. Packaging materials ~ Production and sales of tins (tinplates).  Jiangmen 20,733.5 4.1 9.6
Its products are widely used in industries
including iron packaging tin, household
appliance and construction and finishing
industries.
Supplier [ .............. Resin Production and operation of methyl  Jiangmen 15,452.9 3.1 133

acetate, ethyl acetate, n-propyl acetate,
n-butyl acetate, acetic acid isobutyl ester,
n-butyl acrylate, n-butyl methacrylate and
various chemical solvent products.

Purchase from our five largest suppliers during the Track Record Period accounted for 23.9%,
26.4% and 26.4% of our total cost of raw materials, respectively. During the same period, purchase from
our largest supplier accounted for 8.3%, 6.9% and 8.3% of our total cost of raw materials, respectively.
We maintain a database of qualified suppliers for each category of raw materials and our Directors
believe that we do not expose to the risk of supplier concentration. We maintain a diversified base of
supply of our principal raw materials to reduce reliance on a single source of supply. We ensure our
supply of raw materials are procured from legal sources. During the Track Record Period, we have not
experienced any significant difficulty in the procurement of raw materials for production.
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During the Track Record Period and up to the Latest Practicable Date, our five largest suppliers
were Independent Third Parties. During the Track Record Period and up to the Latest Practicable Date,
none of our Directors or any of their respective associates, or any of our Shareholders who owned more
than five per cent. of the issued share capital of our Company as of the Latest Practicable Date, held any
interest in any of our five largest suppliers.

Utilities

Electricity and water are the two principal utilities used in our production process. Our production
plants have access to electricity from local power grids while water has been supplied to our production
plants by local utility company.

Electricity

We utilise a significant amount of power for running our production plants. Electricity is supplied
to us from local power grids at government-mandated rates. We have installed backup electric generators
for our Shajing Production Plant and Xuzhou Production Plant. During the Track Record Period, we did
not encounter any material interruption in the supply of electricity. During the Track Record Period, we
incurred expenditures on electricity of HK$5.2 million, HK$4.6 million and HK$4.6 million, respectively.

Water

We purchase water from local utility companies for our production plants. During the Track
Record Period, we did not experience any material interruption in the supply of water. During the Track
Record Period, we incurred expenditures on water of HK$0.5 million, HK$0.4 million and HK$0.3
million, respectively.

INVENTORY CONTROL

Our inventory consists of raw materials and spare parts for maintenance of our equipment or
production facilities, work-in-progress and finished goods. We operate an inventory management system
through the collaboration between our various departments, including production, sales and marketing,
warehousing and procurement, to ensure that our inventory levels are sufficient to meet the demand
without causing any material interruption to the production.

We maintain appropriate levels of our inventory of raw materials and spare parts and plan our
procurement based on the historical sales, the actual orders on hand and our assessment of the anticipated
demand for our paint and coating products.

Generally speaking, we maintain inventory level of raw materials of not more than two months of
usage. For our finished goods, we target to maintain low inventory level because our production process
would only require two days to complete. We will only maintain inventory of the standard paint and
coating products and will not proceed to produce custom-made paint and coating products until they are
confirmed to be purchased by our customers. We will deliver finished goods to our customers promptly
after completion of the production.
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In order to have an effective control on our inventory of raw materials and finished goods, we have
used an enterprise resource planning system to monitor our inventory levels. The system allows us to
determine the schedule of our procurement, improve the inventory management and reduce the
bottlenecks for higher operational efficiency. During the Track Record Period, our inventory turnover
days were 39 days, 42 days and 36 days, respectively. As of 31 December 2014, 2015 and 2016, our
inventory amounted to HK$71.7 million, HK$54.9 million and HK$61.0 million, respectively. As of
31 December 2014 and 2015 and 2016, our inventory turnover days for our finished products were 10
days, 8 days, and 9 days, respectively.

We perform monthly and annual inventory checks of raw materials, work-in-progress and finished
goods. The checks include an analysis the ageing of our inventory. We also have regular checks on any
obsolete or damaged inventory. It is our policy to make allowance for inventory valuation and
obsolescence if damaged or obsolete inventory is identified. During the Track Record Period, we had not
identified any material obsolete or damaged inventory.

PRODUCT DEVELOPMENT

Customers of our industrial paint and coating products may request for production of customised
paint and coating products for special applications. An accurate measurement of the raw materials is
important to ensure that the paint products are of the right quality and in the right colour. Our technology
department will develop an accurate measurement of raw materials and devise a correct formula or
specifications for the production of customised paint and coating products. Our technology department is
also responsible for performing tests to improve the quality and functionality of our products and to keep
abreast of the market developments and the product development trends. Our technology department also
works with our marketing and sales teams to keep track of the up-to-date market information, monitor the
customers’ feedback and requirements and perform the relevant feasibility studies in view of the
up-to-date technologies so that market opportunities can be readily identified and exploited. Our
technology department is led by our product development director and our chief chemist, who have over
30 years of working experience in product development and in the coatings industry. We also participate
industry exhibitions and attend technical seminars on a regular basis.

As part of our business strategies, our Xinfeng Production Plant would be established as our
leading production plant for different types of paint and coating products. Most of the research and
development facilities will be undertaken by the research and development centres in our Shajing
Production Plant and Xinfeng Production Plant. Some research and development personnel will be
relocated to the Xinfeng Production Plant for the development of new paint and coating products as well
as making improvements of our existing products. The product research and development centre in our
Shajing Production Plant will continue to undertake product improvements and testing as it has a
laboratory that can support comprehensive product testing activities. Given that our Xinfeng Production
Plant is our leading production plant, our Directors consider that having a research and development
centre within the Xinfeng Production Plant is necessary.
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Our Directors confirm that as of the Latest Practicable Date, we are undertaking 11 product
development projects in four principal categories, namely water-based wood coating, water-based
mechanical coating, emulsion paints and new wall materials. The products include waterborne furniture
paint and coating products, protective coating products, paint and coating products with different
environmental protection and safety features for exterior and interior walls and surface and new wall
materials. These products are planned to be launched by us by the end of 2017. Up to the Latest
Practicable Date, our expenses incurred for these projects amounted to HK$4.1 million. As of the Latest
Practicable Date, we had 55 chemists, chemical engineers and technicians working on these projects.

As of 31 December 2016, our technology department in Shenzhen comprised 110 chemists,
chemical engineers and technicians, and more than two-third of them have received tertiary education and
have an average of 13 years of relevant working experience. We plan to increase the total number of staff
for product research and development to 120 by the end of 2017.

During the Track Record Period, our expenses on our product development amounted to HK$26.0
million, HK$24.7 million and HK$30.2 million, respectively, which primarily included the salaries for
our product development staff and procurement cost for materials and utensils used in our laboratory for
product testings and development.

ENVIRONMENTAL PROTECTION
Overview

Our operations are subject to certain PRC environmental laws and regulations enacted by national
and local environmental protection authorities. For more details, see “Applicable Laws and Regulations —
Laws and regulations relating to environmental protection.” We place great emphasis on environmental
protection and are dedicated to environmental protection in our operations. Our environmental protection
measures include:

- Conducting environmental impact assessments before construction of production facilities;

- Engaging qualified waste disposal companies for the disposal of the solid waste generated during
our production process; and

- Installing environmental protection facilities and procedures in place to treat and dispose of waste
gas and wastewater in accordance with national and local environmental laws and regulations.

Our PRC Legal Adviser confirms that we have received all material permits, licences and
approvals in relation to environmental protection and safety production in all material respects as of the
Latest Practicable Date. We had not received any notifications or warnings and had not been subject to
any fines or penalties in relation to any breach of any applicable environmental laws or regulations that
could have a material adverse effect on our production as of the Latest Practicable Date.

During the Track Record Period, our expenses incurred for the environmental protection amounted
to HK$1.6 million, HK$1.2 million and HK$1.9 million, respectively. The increase in the amount for the
year ended 31 December 2016 was due to the improvement in the facilities for our waste water treatment
plant.
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We have established an “Environment, Health and Safety (EHS)” team at each of our production
plants for the purpose of monitoring and implementing all relevant measures to ensure full compliance
with the applicable laws and regulations on emission control. The measures include various tests and
regular assessments on the discharge level of benzene, methylbenzene, xylene, VOC and other
particulates.

Environmental impact assessment

We have also passed the applicable environmental impact appraisals in relation to construction of
all of our production facilities.

Environmental protection facilities and measures

We have obtained Environmental Management System Certification 1SO 14001 for all of our
production facilities. We have passed the final acceptance of environmental protection facilities and
environmental protection measures for construction projects. We also hold several waste discharge
permits for our production facilities and implement environmental protection measures pursuant to the
requirements under the relevant PRC laws and regulations.

In order to monitor and have an effective control over the environmental protection measures that
we have adopted, we have installed pollution control equipments and devices at our production facilities
to control and record the emission level of wastewater and gas pollutants, in order to evaluate any
deviation from the emission standards under the applicable laws and regulations. Monitoring of the
emission level of gas pollutants and wastewater on a regular basis allows us to have prompt investigation
and rectification measures taken. The major wastes generated during our production process include
wastewater, gas pollutants and solid waste. Our emission of gas pollutant and discharge of wastewater
and solid waste is also subject to the monitoring by the environmental monitoring centre. Our waste
water, waste gas and solid waste treatment processes are in compliance with material applicable
regulatory standards in all material respects. During the Track Record Period, the discharge of each of the
key pollutants had remained within the prescribed regulatory limits. We believe that our business
operation does not have a material adverse impact on the environment.

Wastewater treatment — We have installed wastewater treatment facilities in our production
facilities in Shenzhen and Hubei. The wastewater treatment process comprises sedimentation,
coagulation, aeration and oxidation. Xuzhou Production Plant has suspended production since the end of
May 2016 as part of our business strategy to re-allocate our production capacity and pending the grant of
work safety licences for the production of solvent-based paint products.

Emission treatment — We have installed emission treatment facilities to reduce the emission level
and the dust generated during our production process in compliance with the national safety standards.
We authorise the Independent Third Parties to monitor the emission levels to ensure that they do not
exceed the permitted levels under the relevant laws and standards. Emission generated from solvent-based
coating production plant is collected through hoods, and will then be released through exhaust pipes after
filtering at the dust collection chambers and adsorption of organic emission through the use of active
charcoal. The waste gas generated from water-based coatings production plant is collected by gas-
collecting hood, which is then released through the exhaust pipe after buffer filtering at dust collection
chamber.
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The treatment process of waste gas at our production facilities is set forth below:

Emission generated during production

Y

Collected by hoods

Y

Increasing the pressure through collection chambers

y

Treatment by active charcoal for solven-based paint
and coating products

y

Emission through exhaust pipes

Solid waste treatment — We have engaged qualified waste disposal companies for the disposal of
the solid waste generated during our production process.

We have dedicated personnel overseeing our waste treatment activities who are responsible for
monitoring and conducting regular maintenance on our waste treatment facilities. These personnel
include, three engineers and four technicians with relevant tertiary education and experience in the
chemical engineering and environmental protection sector for a period between three to five years.
During the Track Record Period, we were in all material respects in compliance with all applicable PRC
environmental protection laws and regulations.

The environmental protection authorities have regular review of our operation and the
environmental protection measures implemented by us. During the Track Record Period, we had not
received any adverse findings or recommendations for improvement as a result of such reviews and
monitoring.

Clean Production Examination

Pursuant to the Measures on Clean Production Examination (J& %47 2 HFL), any enterprise
that uses, releases or discharges hazardous and toxic substances or materials in its production process
shall be subject to mandatory review of clean production measures by the provincial environmental
protection authorities and other relevant provincial authorities. A list of selected enterprises subject to
such mandatory review is published every year. Shajing Production Plant was included in such a review
list in 2015.
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In 2013 and 2015, Xuzhou Production Plant was required to carry out the mandatory review, and it
was not required to do so in 2014. In 2014 and 2015, Shajing Production Plant was required by the
environmental protection authority at its location to carry out the mandatory review of clean production
measures. Xuzhou Production Plant was not required to carry out the mandatory review in 2016 because
of the planned suspension of production activities in May 2016.

Pursuant to our PRC Legal Adviser, Shajing Production Plant and Xuzhou Production Plant had
passed the examination procedures while our Shajing Production Plant has not received the official notice
for passing the compulsory clean production examination procedures. Xinfeng Production Plant and
Ezhou Production Plant had not received any notice to carry out clean production examination during the
Track Record Period.

Human Settlements and Environment Commission of Shenzhen Municipality (I A JE IR Z
E ) issued 2014 Shenzhen Municipal Volatile Organic Pollution Remediation Work Program (&Il
20144FFHEEVE A B 15 Yo 96 TAE /7 %) in July 2014, pursuant to which China Paint Shenzhen was
requested to take action pursuant to such notice. As advised by our PRC Legal Adviser, the inclusion of
China Paint Shenzhen in the review list has no implication that China Paint Shenzhen has been or is in
breach of the environmental protection laws and regulations in respect of VOCs emissions and China
Paint Shenzhen has not been subject to any fine or penalty in relation thereto. As published by the
competent authority in August 2015. China Paint Shenzhen had passed the inspection regarding emission
reduction of VOCs.

Pursuant to the applicable PRC laws and regulations, the discharge of pollutants must comply with
the waste discharge permitted levels and emission standards promulgated by the relevant government
authorities. We have obtained confirmations from the relevant environmental protection authorities in the
relevant geographical locations of our production facilities, confirming that the discharge of key
pol