FINANCIAL INFORMATION

The following discussion and our analysis should be read in conjunction with our
consolidated financial statements included in the Accountants’ Report in Appendix I to
this Prospectus, together with the accompanying notes. Our consolidated financial
statements have been prepared in accordance with IFRSs.

The following discussion and analysis contain forward-looking statements that
reflect our current views with respect to future events and financial performance.
These statements are based on our assumptions and analysis in light of our experience
and perception of historical trends, current conditions and expected future
developments, as well as other factors we believe are appropriate under the
circumstances. However, whether actual outcomes and developments will meet our
expectations and predictions depends on a number of risks and uncertainties. In
evaluating our business, you should carefully consider the information provided in this
Prospectus, including but not limited to the sections headed “Risk Factors” and
“Business”.

For the purposes of this section, unless the context otherwise requires, references
to the years of 2021, 2022 and 2023 refer to our fiscal years ended December 31 of such
years, respectively.

OVERVIEW

We are a leading freshly-made drinks company. We are committed to providing
value-for-money products to consumers, including freshly-made fruit drinks, tea drinks, ice
cream and coffee, typically priced around one U.S. dollar (approximately RMBO6) per item. We
have two major brands — freshly-made tea drinks brand Mixue and freshly-made coffee brand
Lucky Cup. Through a franchise model, we have cultivated a network of over 45,000 stores
spanning China and 11 overseas countries (including Indonesia, Vietnam, Malaysia, Thailand,
Philippines, Cambodia, Laos, Singapore, Australia, South Korea and Japan) as of September
30, 2024. In 2023 and the nine months ended September 30, 2024, approximately 7.4 billion
and 7.1 billion cups of drinks were sold through our store network, respectively. We are the
largest freshly-made drinks company both in China and worldwide in terms of number of stores
as of September 30, 2024, according to CIC. In terms of number of cups sold in 2023, we are
also China’s largest, and the world’s second largest freshly-made drinks company.

In 2021, 2022, 2023 and the nine months ended September 30, 2024, GMV generated
through our store network amounted to approximately RMB22.8 billion, RMB30.7 billion,
RMB47.8 billion and RMB44.9 billion, respectively, which makes us the largest freshly-made
drinks company in China in 2023, according to CIC. We achieved strong financial performance
throughout the Track Record Period, with robust growth, high profitability and ample cash
flows on top of a large scale. In 2022, 2023 and the nine months ended September 30, 2024,
we recorded revenue of RMB13.6 billion, RMB20.3 billion and RMB18.7 billion, respectively,
representing year-over-year growth of 31.2%, 49.6% and 21.2%. Our net profit amounted to
RMB2.0 billion, RMB3.2 billion and RMB3.5 billion in 2022, 2023 and the nine months ended
September 30, 2024, respectively, growing by 5.3%, 58.3% and 42.3% year-over-year. We have
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consistently generated net cash flows from operating activities, which totaled RMB1.7 billion,
RMB2.4 billion, RMB3.8 billion and RMBS5.1 billion in 2021, 2022, 2023 and the nine months
ended September 30, 2024, respectively.

BASIS OF PREPARATION

The historical financial information has been prepared in accordance with International
Financial Reporting Standards (“IFRSs”), which comprise all standards and interpretations
approved by the International Accounting Standards Board.

All IFRSs effective for the accounting period commencing from January 1, 2024, together
with the relevant transitional provisions, have been early adopted by our Group in the

preparation of the historical financial information throughout the Track Record Period.

The historical financial information has been prepared under the historical cost
convention, except for financial assets at fair value through profit or loss and equity
investments designated at fair value through other comprehensive income which have been
measured at fair value.

The preparation of the historical financial information in conformity with IFRSs requires
the use of certain material accounting estimates. It also requires the management to make
judgements, estimates and assumptions in the process of applying our Group’s accounting
policies. Judgements made by the management in the application of IFRSs that have significant
effect on the historical financial information and major sources of estimation uncertainty are
discussed in Note 3 to the Accountants’ Report included in Appendix I to this Prospectus.

MAJOR FACTORS AFFECTING OUR RESULTS OF OPERATIONS

Our business and results of operations are influenced by various general factors that affect
overall consumer demands and market conditions for freshly-made drinks. These factors
include macroeconomic trends, industry dynamics, and competitive landscape. Any negative

change in these conditions may adversely impact our results of operations.

In addition to these general factors, the following specific factors have a more direct

impact on our results of operations.

Consumer Demands for Freshly-Made Drinks

Our results of operations are influenced by consumer demands for freshly-made drinks.
Continued urbanization in China has been driving population concentration in urban areas,
broadening the consumer base for freshly-made drinks and facilitating the industry
development. This, coupled with increasing consumer demands for superior product quality
and consumer experience, has fueled the growth of the freshly-made drinks market. According
to CIC, China’s freshly-made drinks market, as measured by GMYV, is projected to reach
RMB1,163.4 billion by 2028. Within this market, mass-market freshly-made drinks segment is
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anticipated to experience the highest growth rate, with a CAGR of 22.2% from 2023 to 2028
surpassing the overall CAGR of 17.6% for China’s freshly-made drinks market during the same
period. The rapid growth is mainly fueled by the increasing penetration of mass-market
freshly-made drinks within China’s overall drinks market, and the growing consumer
preferences for mass-market freshly-made drinks. Internationally, the freshly-made drinks
market, as measured by GMYV, is forecasted to reach US$1,103.9 billion by 2028, and the
freshly-made drinks market in Southeast Asia is projected to reach US$49.5 billion by 2028,
with a CAGR of 19.8% from 2023 to 2028. For additional information, see “Industry
Overview”.

Over the years, we have consistently adhered to the value proposition of offering quality
products with value for money. This dedication, married with our brand culture centered
around sweetness and love, has enabled us to capture consumers’ mind-shares. We are the
largest freshly-made drinks company both in China and worldwide in terms of number of stores
as of September 30, 2024, according to CIC. In terms of number of cups sold in 2023, we are
also China’s largest, and the world’s second largest freshly-made drinks company. In the
fast-growing Southeast Asia market with tremendous potential, Mixue has become the largest
freshly-made tea drinks brand, in terms of number of stores as of December 31, 2023. Going
forward, we will continue to fulfill the increasing consumer demands and capitalize on
favorable industry trends and opportunities. These include shifting consumer preferences
towards mass-market freshly-made drinks, the ongoing rise in China’s urbanization rate, the
continued penetration of freshly-made drinks in lower-tier cities, the increase in the chain rate
and the market concentration towards well-recognized brands in the freshly-made drinks
industry, and the significant expansion potential in overseas markets, particularly in Southeast
Asia.

Store Network Expansion and Management

As of December 31, 2021, 2022 and 2023 and September 30, 2024, our store network
encompassed 20,001, 28,983, 37,565 and 45,302 stores, respectively, with over 99% of them
being franchised stores. As of September 30, 2024, we had over 40,000 stores across 31
provinces, autonomous regions and municipalities in mainland China, and approximately 4,800
stores outside mainland China. Substantially all of our revenue is generated by selling store
supplies and equipment to our franchisees. As such, the scale of our store network and our
ability to manage it effectively are pivotal to both our revenue growth and operational
efficiency.

Under the philosophy of aligning interests with franchisees, we have built a healthy and
sustainable franchise model. With this model, we implement standardized management and
offer continuous support and empowerment to franchisees through our highly-digitalized
operational system to enhance their operational efficiency. Our interest-aligned approach,
coupled with our all-round support, has allowed us to attract franchisees and expand our store
network throughout the Track Record Period. Going forward, we will continue to expand and
improve our ability to manage our store network in and outside mainland China, fostering
sustainable growth in revenue and profitability.
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Our Supply Chain Capabilities

Our expansive and highly efficient supply chain lays a solid foundation for our
operational effectiveness and efficiency, which have a significant impact on our profitability.
As the first company to establish centralized factories, we currently operate a comprehensive
end-to-end supply chain at the largest scale in China’s freshly-made drinks industry,
encompassing essential aspects covering procurement, production, logistics, R&D and quality
control.

. With respect to procurement, our global procurement network extended to the
origins of raw materials, and our large procurement scale enable us to secure many
core raw materials at prices below the industry average.

. With respect to production, we leverage the profound strengths of China
manufacturing capabilities, and incorporate world standards in factory construction
and production management across our five production bases. Benefitting from the
cost advantages enabled by our extensive scale and sophisticated and intelligent
production management, we choose to selectively self-produce ingredients to
optimize quality and cost efficiency.

. With respect to logistics, we have established an effective, digitalized logistics
system connecting our factories with our vast store network by deeply integrating
the nationwide warehouse system and local delivery services, which has allowed us

to gain a competitive edge in managing logistics costs and efficiency.

. With respect to R&D and quality control, we have consistently enhanced cost-
effectiveness through constant technological breakthroughs and robust management
policies.

In 2021, 2022, 2023 and the nine months ended September 30, 2024, our cost of sales
accounted for 68.7%, 71.7%, 70.5% and 67.6% of our total revenue, with the majority incurred
in connection with sales of goods. As our consumer base and store network further expand, we
are committed to improving economies of scale and leveraging the advantages of our expansive
and highly efficient supply chain to further enhance the digitization and management
capabilities of all business processes. For example, we will fully utilize leading equipment and
robotics, and advanced production management systems to enhance our advanced
manufacturing capabilities characterized by automation, digitalization and intelligization.
Additionally, we plan to build a more agile and efficient logistics system, as well as enhance
R&D and innovation driven by new technologies and new materials. Through these initiatives,
we aim to continuously improve the quality and efficiency of our supply chain while
effectively managing costs. Further, we will attract consumers and franchisees with value-for-
money products, ensuring the sustainable development of our business model.
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MATERIAL ACCOUNTING POLICY INFORMATION AND ESTIMATES

Some of our accounting policies require us to apply estimates, assumptions, and complex
judgments related to accounting items. These estimates, assumptions and judgments have a
significant impact on our financial position and results of operations. Our management
continuously evaluates such estimates, assumptions, and judgments based on past experience,
industry practices, and expectations of future events that are deemed reasonable under the
circumstances. During the Track Record Period, there had not been any material deviation from
our management’s estimates or assumptions and actual results, and we had not made any
material changes to these estimates or assumptions. We do not expect any material changes to
these estimates and assumptions in the foreseeable future.

Below are accounting policies that we believe are of critical importance to us or involve
the most material estimates, assumptions and judgments used in the preparation of our financial
statements. For a better understanding of our financial conditions and results of operations, we
have set forth our material accounting policy information and material accounting judgment
and estimates in Notes 2.3 and 3 to the Accountants’ Report included in Appendix I to this
Prospectus.

Revenue Recognition

Revenue from contracts with customers

Revenue from contracts with customers is recognized when control of goods or services
is transferred to the customers at an amount that reflects the consideration to which our Group
expects to be entitled in exchange for those goods or services. Our Group has concluded that
it is acting as a principal in all of its revenue arrangements because it typically controls the
goods or services before transferring them to the customer.

Our Group primarily generates its revenue from sales of goods and equipment and
provision of franchise and related services to franchisees. Further details of our Group’s
revenue recognition policies are as follows:

(a) Sales of goods and equipment

Revenue from the sale of goods and equipment is recognized at the point in time
when control of the asset is transferred to the customer, generally on delivery of the goods
and equipment.

(b) Provision of franchise and related services

Under the franchise agreements, our Group provides franchising, management and

training services to its franchisees during the franchise period and franchisees pay fixed
franchise, management and training fees generally on an annual basis.
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During the franchise period, franchisees are granted with franchise rights including
trademarks, business model and other management resources. As a result, franchise fee,
which is considered as consideration for our Group to provide right to access our Group’s
intellectual property, is recognized on a straight-line basis over the franchise period if all
of the following criteria are met:

. the contract requires, or the customer reasonably expects, that our Group will
undertake activities that significantly affect the intellectual property to which
the customer has rights;

. the rights granted by the license directly expose the customer to any positive
or negative effects of our Group’s activities; and

. those activities do not result in the transfer of a good or a service to the
customer as those activities occur.

Our Group also provides management and training services to franchisees during the
franchise period through which franchisees enjoy benefits such as business operations
support and training for themselves and their employees. Revenue from the provision of
management and training services is recognized over the franchise period on a
straight-line basis because the customer simultaneously receives and consumes the
benefits provided by our Group.

Inventories

Inventories are stated at the lower of cost and net realizable value. Cost is determined on
the weighted average cost basis and, in the case of work in progress and finished goods,
comprises direct materials, direct labor and an appropriate proportion of overheads. Net
realizable value is based on estimated selling prices less any estimated costs to be incurred to
completion and disposal.

Income Tax

Income tax comprises current and deferred tax. Income tax relating to items recognized
outside profit or loss is recognized outside profit or loss, either in other comprehensive income
or directly in equity.

Current tax assets and liabilities are measured at the amount expected to be recovered
from or paid to the taxation authorities, based on tax rates (and tax laws) that have been enacted
or substantively enacted by the end of each of the years ended December 31, 2021, 2022 and
2023 and the nine months ended September 30, 2024, taking into consideration interpretations
and practices prevailing in the countries in which our Group has established business presence.
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Deferred tax is provided, using the liability method, on all temporary differences at the
end of each of the years ended December 31, 2021, 2022 and 2023 and the nine months ended
September 30, 2024 between the tax bases of assets and liabilities and their carrying amounts
for financial reporting purposes.

Deferred tax liabilities are recognized for all taxable temporary differences, except:

. when the deferred tax liability arises from the initial recognition of goodwill or an
asset or liability in a transaction that is not a business combination and, at the time

of the transaction, affects neither the accounting profit nor taxable profit or loss; and

. in respect of taxable temporary differences associated with investments in
subsidiaries and an associate, when the timing of the reversal of the temporary
differences can be controlled and it is probable that the temporary differences will
not reverse in the foreseeable future.

Deferred tax assets are recognized for all deductible temporary differences, and the
carryforward of unused tax credits and any unused tax losses. Deferred tax assets are
recognized to the extent that it is probable that taxable profit will be available against which
the deductible temporary differences, the carryforward of unused tax credits and unused tax

losses can be utilized, except:

. when the deferred tax asset relating to the deductible temporary differences arises
from the initial recognition of an asset or liability in a transaction that is not a
business combination and, at the time of the transaction, affects neither the
accounting profit nor taxable profit or loss; and

. in respect of deductible temporary differences associated with investments in
subsidiaries and an associate, deferred tax assets are only recognized to the extent
that it is probable that the temporary differences will reverse in the foreseeable
future and taxable profit will be available against which the temporary differences
can be utilized.

The carrying amount of deferred tax assets is reviewed at the end of each of the years
ended December 31, 2021, 2022 and 2023 and the nine months ended September 30, 2024 and
reduced to the extent that it is no longer probable that sufficient taxable profit will be available
to allow all or part of the deferred tax asset to be utilized. Unrecognized deferred tax assets are
reassessed at the end of each of the years ended December 31, 2021, 2022 and 2023 and the
nine months ended September 30, 2024 and are recognized to the extent that it has become
probable that sufficient taxable profit will be available to allow all or part of the deferred tax
asset to be recovered.
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Deferred tax assets and liabilities are measured at the tax rates that are expected to apply
to the period when the asset is realized or the liability is settled, based on tax rates (and tax
laws) that have been enacted or substantively enacted at the end of each of the years ended
December 31, 2021, 2022 and 2023 and the nine months ended September 30, 2024.

Deferred tax assets and deferred tax liabilities are offset if and only if our Group has a
legally enforceable right to set off current tax assets and current tax liabilities and the deferred
tax assets and deferred tax liabilities relate to income taxes levied by the same taxation
authority on either the same taxable entity or different taxable entities which intend either to
settle current tax liabilities and assets on a net basis, or to realize the assets and settle the
liabilities simultaneously, in each future period in which significant amounts of deferred tax
liabilities or assets are expected to be settled or recovered.

Property, Plant and Equipment and Depreciation

Property, plant and equipment, other than construction in progress, are stated at cost less
accumulated depreciation and any impairment losses. The cost of an item of property, plant and
equipment comprises its purchase price and any directly attributable costs of bringing the asset
to its working condition and location for its intended use.

Expenditure incurred after items of property, plant and equipment have been put into
operation, such as repairs and maintenance, is normally charged to the statements of profit or
loss in the period in which it is incurred. In situations where the recognition criteria are
satisfied, the expenditure for a major inspection is capitalized in the carrying amount of the
asset as a replacement. Where significant parts of property, plant and equipment are required
to be replaced at intervals, our Group recognizes such parts as individual assets with specific
useful lives and depreciates them accordingly.

Depreciation is calculated on the straight-line basis to write off the cost of each item of
property, plant and equipment to its residual value over its estimated useful life. The principal
annual rates used for this purpose are as follows:

Principal
Category Annual Rates
(%)
Buildings. . . .. ... 2.38-4.75
Leasehold improvements . . ............... . ... ... ... 20.00-50.00
Machinery . . .. ... .. 9.50-19.00
Motor vehicles. . . ... ... 23.75
Furniture and fixtures ... .......... .. .. .. ... .. .. ... 19.00-31.67

Where parts of an item of property, plant and equipment have different useful lives, the
cost of that item is allocated on a reasonable basis among the parts and each part is depreciated
separately. Residual values, useful lives and the depreciation method are reviewed, and
adjusted if appropriate, at least at each financial year end.
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An item of property, plant and equipment including any significant part initially
recognized is derecognized upon disposal or when no future economic benefits are expected
from its use or disposal. Any gain or loss on disposal or retirement recognized in the statements
of profit or loss in the year the asset is derecognized is the difference between the net sales
proceeds and the carrying amount of the relevant asset.

Construction in progress mainly represents buildings and machinery under construction,
which is stated at cost less any impairment losses, and is not depreciated. Cost comprises the
direct costs of construction and capitalized borrowing costs on related borrowed funds during
the period of construction. Construction in progress is reclassified to the appropriate category
of property, plant and equipment when completed and ready for use.

IMPACTS OF COVID-19

During the Track Record Period, our business and results of operations were impacted by
the COVID-19 pandemic. For example, normal store operations were disrupted amidst the
pandemic, due to reduced consumer traffic and temporary store closures.

Despite the difficulties posed by COVID-19, we steadfastly adhered to our philosophy of
aligning interest with franchisees, collaborating closely with them to navigate these
challenging times. In early 2022, to better support our franchisees, we announced the waiver
of one-year franchise fees for all existing Mixue franchisees in China by the end of 2021.
Subsequently during the same year, we lowered our sales prices by an average of 15% for 69
store supplies and equipment items sold to our franchisees, the sales of which accounted for
23.1% of our total revenue in 2022. These business decisions showcased our commitment to
upholding our mission and fostering long-term growth alongside the success of our valued
franchisees.

In response to the pandemic challenges, we took decisive actions to support our
employees. For instance, we raised overall compensation levels for our employees in the
second half of 2022. This decision not only demonstrated our appreciation for their dedication
but also aimed to provide better support for them and their families during uncertain times.
Despite increased cost and operating expenses (including selling and distribution,
administrative, and research and development expenses), we are nonetheless committed to
fostering a supportive work environment, ensuring stability and boosting morale within our
workforce, which we believe would contribute to our long-term growth.

While we experienced temporary fluctuations in store performance throughout the
COVID-19 pandemic, we nonetheless achieved strong financial performance throughout the
Track Record Period, with robust growth, high profitability and ample cash flows on top of a
large scale. Our revenue increased from RMB10.4 billion in 2021 to RMB13.6 billion in 2022,
and further to RMB20.3 billion in 2023. Our net profit amounted RMB1.9 billion, RMB2.0
billion and RMB3.2 billion in 2021, 2022, and 2023, respectively. We have consistently
generated net cash flows from operating activities, which totaled RMB1.7 billion, RMB2.4
billion, and RMB3.8 billion in 2021, 2022, and 2023, respectively. In addition, our store
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performance rebounded post-pandemic, with average GMV per store increasing from
RMBI1,251.6 thousand in 2022 to RMB1,438.0 thousand in 2023, surpassing the level of
RMB1,401.8 thousand in 2021. Based on the foregoing, our Directors are of the view that the
COVID-19 pandemic had not materially and adversely affected our business operations and
financial performance during the Track Record Period and up to the Latest Practicable Date.

CONSOLIDATED STATEMENTS OF PROFIT OR LOSS

The following table sets forth a summary of our consolidated statements of profit or loss

for the periods indicated.

For the nine months ended
For the year ended December 31, September 30,

2021 2022 2023 2023 2024

RMB % RMB % RMB % RMB % RMB %
(unaudited)

(in thousands, except for percentages)

Revenue. . .. ......... 10,350,986 100.0 13,575,577 100.0 20,302,465 100.0 15,393,328 100.0 18,659,671 100.0
Costof sales . .. ....... (7,107,124) (68.7) (9,728,740) (T1.7) (14,303,498) (70.5) (10,817,689) (70.3) (12,619,249) (67.6)
Gross profit . ... ... ... 3243862 313 3846837 283 5998967 295 4,575,639 29.7 6,040,422 324
Other income and gains (net) . . 135,181 1.3 127915 09 247,32 12 149,624 10 135507 0.7
Selling and distribution

eXpenses . ... ... (405,766) (3.9)  (774431) (5.7) (1,318,588) (6.5  (992,934) (6.5) (1,097,090) (5.9)
Administrative expenses. . . . . (374,605) (3.6)  (496,506) (3.6) (610,622) (3.0) (429.811) (2.8) (433470) (2.3)
Research and development

eXpenses . . ... ... (17,151 (02)  (32,304) (0.2)  (85000) (0.4)  (51,343) (0.3)  (64,805) (0.3)
Finance costs . . .. ... ... (5,973) (0.1) 9,190) (0.)  (14697) (0.1)  (11,037) (0.1) (5,479 (0.1)

(Impairment losses)/reversal of
impairment losses on financial

assets . . ... ... (1,787)  (0.0) (4,098) (0.0) 1,638 0.1 4480 0.1 (3,524) (0.0)
Impairment of property, plant

and equipment . . . ... .. (14,827) (0.1) - - (65,524)  (0.3)  (59,999) (0.4) - -
Share of (losses)/profits of an

associate . . ... ... ... - - (180) ﬂ) 196 ﬂ 36 ﬂ (3,016) @)
Profit before tax . . . . . . .. 2,558,874 247 2,658,043 19.6 4,154,002 20.5 3,184,655 20.7 4,568,545 245
Income tax expense . . . . . . . (646,932) ﬁ) (644,952) ﬂ) (967,397) ﬂ) (731,876) ﬁ) (1,077,573) (53)
Profit for the year/period . . . 1,911,942 ﬁ 2,013,091 ﬂ 3,186,605 E 2,452,719 ﬂ 3,490,972 ﬂ
Profit attributable to:

Owners of the parent . . . . . . 1910361 185 1,996,715 147 3,137,341 155 2,400,853 15.6 3,486,065 18.7
Non-controlling interests . . . . 1,581 0.0 16,376 0.1 49,204 0.2 51,926 03 4907 0.0
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DESCRIPTION OF MAJOR COMPONENTS OF OUR RESULTS OF OPERATIONS

Revenue

The following table sets forth the breakdown of our revenue by the nature of products and

services, in an absolute amount and as a percentage of our total revenue, for the periods
indicated.

For the nine months ended
For the year ended December 31, September 30,

2021 2022 2023 2023 2024

RMB % RMB % RMB % RMB % RMB %
(unaudited)

(in thousands, except for percentages)

Sales of goods and

@

equipmen
Sales of goods . . ... ... 9457,660 914 12,551,043 925 19,160210 944 14504715 943 17,595,055 94.3
Sales of equipment . . . . . . 696,944 ﬂ 748,387 j 736,537 _36 604,842 ﬂ 621,256 ﬁ
Subtotal . .. ... .. .. 10,154,604 98.1 13,299.430 980 19,896,747 98.0 15,109,557 98.2 18,216,311 97.6
Franchise and related services. 196,382 ﬁ 276,147 ﬂ 405,718 ﬂ 283,771 ﬂ 443,360 ﬂ
Total .. ............ 10,350,986 M 13,575,577 M 20,302,465 M 15,393,328 M 18,659,671 M
Note:
(1)  For a detailed discussion of the composition of revenue from sales of goods and equipment, see “— Sales of

Goods and Equipment” below. For the years ended December 31, 2021, 2022 and 2023 and the nine months
ended September 30, 2024, revenue from sales generated through e-commerce retail channels was RMB180.4
million, RMB271.3 million, RMB341.8 million and RMB208.7 million, respectively. During the same periods,
revenue from sales generated from those non-franchisee customers was RMB56.4 million, RMB130.0 million,
RMB277.7 million and RMB209.8 million, respectively. For the years ended December 31, 2021, 2022 and
2023 and the nine months ended September 30, 2024, gross profit for sales generated through e-commerce
retail channels was RMB32.2 million, RMB40.8 million, RMB76.6 million and RMB45.8 million, representing
gross profit margin of 17.9%, 15.0%, 22.4% and 21.9%, respectively. During the same periods, gross profit for
sales generated from those non-franchisee customers was RMBO0.6 million, RMB3.3 million, RMB21.7 million
and RMB21.8 million, representing gross profit margin of 1.1%, 2.6%, 7.8% and 10.4%, respectively.

Sales of goods and equipment. Substantially all of our revenue is generated from sales

of goods and equipment, primarily comprising amounts received from our franchisees for store

supplies and equipment we provided to them. Specifically:

(i)  Sales of goods. Revenue from sales of goods is predominantly generated by selling
store supplies to our franchisees in the ordinary course of business, including
ingredients, such as products of syrups, milk, tea, coffee, fruit, grains and
condiments, as well as packaging materials. Additionally, we also generate a limited
portion of revenue from sales at our self-operated stores and various e-commerce
retail channels, and from certain goods sold to some non-franchisee customers,
primarily corporate customers operating in the food and beverage industry.
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(i1) Sales of equipment. Revenue from sales of equipment is mainly generated by selling
store equipment, such as refrigerators, ice cream makers, ice makers and coffee
machines to our franchisees.

Franchise and related services. Revenue from franchise and related services consists
primarily of fixed franchise fees, management fees and training fees, that we charge our
franchisees on an annual basis without regard to their operational results.

In terms of geographic coverage, we generate revenue mainly from our vast store network
in mainland China. As of September 30, 2024, we established a growing presence in and
outside mainland China. The following table sets out a breakdown of our revenue by
geographical locations, in an absolute amount and as a percentage of our total revenue, for the
periods indicated.

For the nine months ended
For the year ended December 31, September 30,

2021 2022 2023 2023 2024

RMB % RMB % RMB % RMB % RMB %
(unaudited)

(in thousands, except for percentages)

Mainland China. . . . .. ... 10,300,917 99.5 13,034,937 96.0 18,815,533 927 14222,007 924 17,707,309 94.9
Outside mainland China. . . . . 50,009 05 540640 40 1486932 73 LI71321 76 952362 5.1
Total .. ............ 10,350,986 100.0 13,575,577 100.0 20,302,465 100.0 15,393,328 100.0 18,659,671 100.0

Cost of Sales

The following table sets forth a breakdown of our cost of sales by the nature of products
and services, in an absolute amount and as a percentage of our total cost of sales, for the
periods indicated.

For the nine months ended
For the year ended December 31, September 30,

2021 2022 2023 2023 2024

RMB % RMB % RMB % RMB % RMB %
(unaudited)

(in thousands, except for percentages)

Sales of goods and equipment

Sales of goods . . . ... .. 6,483,793 91.2 9,060,836 932 13,652,209 954 10,295459 952 12,044,122 955
Sales of equipment . . . . . . 567373 80 607,746 62 568377 40 467333 43 491738 39
Subtotal . . ... ... ... 7051166 99.2 9,668,582 99.4 14,220,586 994 10,762,792 995 12,541,860 994
Franchise and related services. 55,958 ﬁ 60,158 ﬂ ﬂ ﬁ 54,897 ﬂ 71,389 ﬁ
Total .............. 7,107,124 100.0 9,728,740 100.0 14,303,498 100.0 10,817,689 100.0 12,619,249 100.0
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Our cost associated with sales of goods and equipment primarily stems from (i) procuring
and processing raw materials (such as food commodities, agricultural products and other
auxiliary materials), packaging materials and store equipment, as well as (ii) delivering store
supplies and equipment to stores. Our cost of franchise and related services mainly represents
labor and other costs associated with training services and store design services provided to our
franchisees.

The following table sets out a breakdown of our cost of sales by nature, in an absolute
amount and as a percentage of our total cost of sales, for the periods indicated.

For the nine months ended
For the year ended December 31, September 30,

2021 2022 2023 2023 2024

RMB % RMB % RMB % RMB % RMB %
(unaudited)

(in thousands, except for percentages)

Raw materials cost . . . .. .. 0,543,035  92.1 8,994,004 924 13,228,583 92.5 10,063,586 93.0 11,477,761 91.0
Transportation expenses . . . . . 233,706 3.3 289,531 3.0 435,653 3.0 334415 31 418,635 3.3
Employee compensation. . . . . 127810 1.8 173,720 1.8 233927 1.6 175,394 1.6 236,302 1.9
Depreciation and amortization. . 35,568 0.5 57512 0.6 75,268 0.5 61,927 0.6 80,549 0.7
Others” . ... . ....... 166,405 ﬁ 213,967 ﬂ 330,007 ﬂ 182,367 j 400,002 i
Total . ... .......... 7,107,124 M 9,728,740 M 14,303,498 M 10,817,689 M 12,619,249 M
Note:

(1) Including other tax expenses, utilities, and depreciation of right-of-use assets and rental and property
management fees.

The following sensitivity analysis illustrates the impact of hypothetical fluctuations in our
cost for sales of goods on our profit for the periods indicated, assuming all other factors
affecting our profitability had remained unchanged. Our actual results may differ from this
hypothetical illustration depending on the actual fluctuations, if any, in our cost for sales of
goods and other related items.

-2% +2%

(RMB in thousands)

Change in profit for the year

Year ended December 31, 2021 . .............. 96,868 (96,868)
Year ended December 31,2022 .. ............. 137,181 (137,181)
Year ended December 31, 2023 . .............. 209,425 (209,425)
Nine months ended September 30, 2024 ... ... .. 184,034 (184,034)
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Gross Profit and Gross Profit Margin

As a result of the foregoing, we recorded gross profit of RMB3,243.9 million,
RMB3,846.8 million, RMB5,999.0 million, RMB4,575.6 million and RMB6,040.4 million in
2021, 2022, 2023 and the nine months ended September 30, 2023 and 2024, respectively,
representing gross profit margin of 31.3%, 28.3%, 29.5%, 29.7% and 32.4%, respectively,
during the same periods.

The following table sets forth a breakdown of our gross profit and gross profit margin by
the nature of products and services for the periods indicated.

For the year ended December 31, For the nine months ended September 30,

2021 2022 2023 2023 2024

Gross Gross Gross Gross Gross
Gross Profit Gross Profit Gross Profit Gross Profit Gross Profit
Profit ~ Margin  Profit ~ Margin  Profit ~ Margin  Profit ~ Margin  Profit = Margin

RMB % RMB % RMB % RMB % RMB %

(unaudited)
(in thousands, except for percentages)
Sales of goods and equipment

Sales of goods . . ... ..., 2,973,867 314 3,490,207 278 5,508,001 8.7 4209,256 290 5,550,933 315
Sales of equipment . . . . . .. 129,571 @ 140,641 @ 168,160 @ 137,509 @ 123,518 @
Subtotal . . .. ... ... .. 3103438 306 3630848 273 5676161 285 4,346,765 B8 5674451 312
Franchise and related services . . . 140424 71_5 215,989 M 322,806 w 228,874 80_7 365971 82_5
Total. . ... ........ .. JUIBE2 313386837 283 5098967 95 45563 297 604040 34

During the Track Record Period, the gross profit margin profiles varied in and outside
mainland China primarily due to different market conditions across various markets. The
following table sets out a breakdown of gross profit and gross profit margin by geographical
locations for the periods indicated.

For the year ended December 31,

For the nine months ended September 30,

2021 2022 2023 2023 2024
Gross Gross Gross Gross Gross
Gross Profit Gross Profit Gross Profit Gross Profit Gross Profit
Profit ~ Margin  Profit ~ Margin  Profit ~ Margin  Profit ~ Margin  Profit  Margin
RMB % RMB % RMB % RMB % RMB %
(unaudited)
(in thousands, except for percentages)
Mainland China . . . . . ... .. 3,023345 33 3614312 217 5,402,693 BT 4071554 28.6 5,664,364 320
Outside mainland China . . . . . . 20517 @ 232,525 43_0 596,274 40_1 504,085 @ 376,058 ﬁ
Total ............ .. 3,243,862 33 3846,837 283 5998967 295 4575639 2.7 6,040,422 4
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Other Income and Gains (Net)

Our other income and gains (net) consist of (i) government grants, representing subsidies
and benefits from local governments in China (usually subject to assessment and changes in
policies, and therefore are not recurring in nature), which are primarily related to our income,
and are awarded as a form of recognition for our contributions to local economic growth in
accordance with relevant supportive policies, (ii) interest income on bank deposits, (iii)
investment income on financial assets at fair value through profit or loss, mainly representing
income generated from wealth management products, (iv) loss or gain on disposal of items of
property, plant and equipment (net), (v) foreign exchange differences (net), (vi) donations for

charitable causes, and (vii) others.

The following table sets forth the breakdown of our income and gains (net) for the periods

indicated.

For the nine months
For the year ended December 31, ended September 30,

2021 2022 2023 2023 2024

(unaudited)
(RMB in thousands)

Other income and gains (net)
Government grants . ...... 79,441 46,890 115,821 68,004 22,468
Interest income . . ........ 38,221 44,322 53,801 36,781 77,339
Investment income on

financial assets at fair value

through profit or loss. . . . . 25,999 25,644 53,333 44,113 28,102
(Loss)/gain on disposal of

items of property, plant and

equipment (net). . . ...... (1,156) (303) 198 444 (4,937)
Foreign exchange differences

met) . . ... (994) (163) 31,963 12,594 (3,139)
Donations . . . ........... (35,464) (11,461) (41,152) (38,703) (10,097)
Others . . .............. 29,134 22,986 33,668 26,391 25,771
Total . .. .............. 135,181 127,915 247,632 149,624 135,507

Selling and Distribution Expenses

Our selling and distribution expenses primarily consist of (i) employee compensation,
representing salaries, benefits, and share-based compensation for our sales personnel,
including primarily our store operations advisors, (ii) branding and promotion expenses related
to our marketing, branding and promotion activities, (iii) transportation expenses, representing
expenses related to shipping store supplies and equipment from our production bases to
warehouses and across warehouses, (iv) travel and office expenses incurred by our sales
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personnel, (v) depreciation of right-of-use assets and property management fees primarily
related to our leased warehouses, and (vi) other miscellaneous selling and distribution
expenses, including primarily third-party service fees related to our online orders, as well as
depreciation and amortization expenses related to our self-operated warehouses.

The following table sets forth a breakdown of our selling and distribution expenses, in an
absolute amount and as a percentage of our total selling and distribution expenses, for the
periods indicated.

For the nine months ended
For the year ended December 31, September 30,

2021 2022 2023 2023 2024

RMB % RMB % RMB % RMB % RMB %
(unaudited)

(in thousands, except for percentages)

Employee compensation . . .. 167304 412 366,113 473 542952 412 413410 416 411,608 375
Branding and promotion

eXpenses . . . ... ... .. 53,184 131 69922 9.0 246356 187 182243 184 168,576 154
Transportation expenses . . . . 70957 175 122,054 158 188912 143 145752 147 194519 177
Travel and office expenses . . . 47,039 11.6 87596 113 141429 107 94560 9.5 126,064 115

Depreciation of right-of-use
assets and property

management fees . . . . . . . 39458 9.7 93245 120 127548 9.7 95,790 9.6 104,185 95
Others . ............ 278469 35501 46 11391 54 61179 62 92,138 84
Total . ... .......... 405,766 100.0 774431 100.0 1,318,588 100.0 992,934 1000 1,097,090 100.0

As a percentage of our total revenue, our selling and distribution expenses rose from 3.9%
in 2021 to 5.7% in 2022 and 6.5% in 2023. This rise was primarily driven by the increase in
employee compensation, the major component of our selling and distribution expenses, which
was mainly attributed to the expansion of our sales personnel headcount over time to support
our growing business and the increase in compensation levels for our sales personnel, effective
from the second half of 2022. To a lesser extent, this was also attributed to the rise in our
branding and promotion expenses during the period to enhance our brand name and iconic IP.
Specifically, we increased our investment in online promotional efforts, expanded the
distribution of offline promotional materials, and intensified the frequency and scale of offline
marketing activities to increase brand awareness. For a detailed discussion of our omni-channel
marketing strategy and specific branding and marketing initiatives and campaigns, see
“Business — Marketing”. Our selling and distribution expenses as a percentage of our total
revenue decreased from 6.5% in the nine months ended September 30, 2023 to 5.9% during the
same period in 2024, primarily driven by our ongoing efforts to enhance the efficiency of our
selling and distribution functions. Further information about the movement of our selling and

113

distribution expenses during the Track Record Period is set forth in “— Period-to-Period

Comparison of Results of Operations”.
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Administrative Expenses

Our administrative expenses primarily consist of (i) employee compensation, representing
salaries, benefits, and share-based compensation for our administrative staff, (ii) professional
and IT service fees, representing costs associated with IT and software services, management
and business consulting services, and other professional service fees, (iii) depreciation and
amortization expenses relating to our self-owned office space and equipment, (iv) travel and
office expenses incurred by our administrative staff, (v) depreciation of right-of-use assets and
property management fees primarily related to our leased office space, (vi) listing expenses
relating to the Global Offering, and (vii) other miscellaneous administrative expenses.

The following table sets forth a breakdown of our administrative expenses, in an absolute

amount and as a percentage of our total administrative expenses, for the periods indicated.

For the nine months ended
For the year ended December 31, September 30,

2021 2022 2023 2023 2024

RMB % RMB % RMB % RMB % RMB %
(unaudited)

(in thousands, except for percentages)

Employee compensation . . .. 232947 622 277,739 559 329475 540 233,005 542 219,088 50.5
Professional and IT service fees 46,745 125 85220 17.2 89,807 147 63,623 148 52,761 12.2
Depreciation and amortization

eXpenses . . . ... ... .. 28249 15 40,594 8.2 49,664 8.0 35,151 8.2 54,122 125
Travel and office expenses . . . 19357 52 23,088 4.7 48,000 7.9 36,117 84 30,08 6.9
Depreciation of right-of-use

assets and property

management fees . . . . . . . 14,159 3.8 19,310 3.9 29,066 4.8 20,337 47 21,642 5.0
Listing expenses . . . . . . .. - - - - 10,900 1.8 0,720 1.6 9,179 2.1
Others . ............ 33,208 ﬂ 50,549 ﬂ 53,620 ﬁ 34,852 ﬁ 46,620 ﬂ
Total . ............. 374,665 M 496,506 M 610,622 M 429,811 M 433,470 M

Research and Development Expenses

Our research and development expenses consist primarily of (i) employee compensation,
representing salaries, benefits, and share-based compensation for our research and
development staff, (ii) consumable items, which represent raw materials and products utilized
and depleted throughout the research and development process, and (iii) other miscellaneous
research and development expenses.
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The following table sets forth the breakdown of our research and development expenses,
in an absolute amount and as a percentage of total research and development expenses, for the
periods indicated.

For the nine months ended
For the year ended December 31, September 30,

2021 2022 2023 2023 2024

RMB % RMB % RMB % RMB % RMB %
(unaudited)

(in thousands, except for percentages)

Employee compensation . . . . 12,716  74.1 22,695 703 01,892 728 36,498 71.1 46,948 724
Consumable items . . . .. .. 3077 179 7301 226 14,488 17.0 8,125 158 11,261 174
Others . .. .......... 1,358 ﬁ 2,308 ﬂ 8,620 ﬂ 6,720 ﬂ 60,596 ﬂ
Total . ... .......... 17,151 M 32,304 M 85,000 M 51,343 M 64,805 M

Finance Costs

Our finance costs consist of interest expenses on bank borrowings, and lease liabilities.
We recorded finance costs of RMB6.0 million, RMB9.2 million, RMB14.7 million, RMB11.0
million and RMBS5.5 million in 2021, 2022, 2023 and the nine months ended September 30,
2023 and 2024, respectively.

(Impairment Losses)/Reversal of Impairment Losses on Financial Assets

Our impairment losses or reversal of impairment losses on financial assets represent the
expected credit losses or reversal of the expected credit losses on our trade receivables and
other receivables. For details, see Note 2.3 to the Accountants’ Report included in Appendix
I to this Prospectus. We recorded impairment losses on financial assets of RMB1.8 million,
RMB4.1 million and RMB3.5 million in 2021, 2022 and the nine months ended September 30,
2024, respectively, and reversal of impairment losses on financial assets of RMB1.6 million
and RMB4.5 million in 2023 and the nine months ended September 30, 2023, respectively.

Share of (Losses)/Profits of an Associate

Our share of losses or profits of an associate relates to our investment in an associate
primarily engaged in food distribution. For details, see Note 17 to the Accountants’ Report
included in Appendix I to this Prospectus. We recorded share of losses of an associate in the
amount of nil, RMB180 thousand and RMB3.0 million in 2021, 2022 and the nine months
ended September 30, 2024, respectively, and share of profits of an associate in the amount of
RMB196 thousand and RMB36 thousand in 2023 and the nine months ended September 30,
2023, respectively. The movement of share of losses or profits of an associate during the Track
Record Period was primarily attributed to the business performance and financial results of the
associate.

- 326 -



FINANCIAL INFORMATION

Income Tax Expense

Income tax expense primarily represents income tax payable by us in accordance with the
EIT Law and its corresponding implementation regulations. This income tax expense
comprises both current income tax and deferred income tax.

Entities located in the PRC are subject to a statutory income tax rate of 25.0%. During
the Track Record Period, certain subsidiaries within our Group were eligible for preferential
income tax rates pursuant to the relevant tax regulations. For instance, during the Track Record
Period, specific entities within our Group benefited from an EIT rate of 15% under preferential
EIT policies for enterprises established and engaged in encouraged industries in the West
Region or the Hainan Free Trade Port, and some of our Group’s entities were engaged in

agricultural product pre-treatment and eligible for relevant tax exemptions.

We recorded income tax expense of RMB646.9 million, RMB645.0 million, RMB967.4
million, RMB731.9 million and RMB1,077.6 million in 2021, 2022, 2023 and the nine months
ended September 30, 2023 and 2024, respectively, and our effective tax rate (calculated as
income tax expense divided by profit before tax) was 25.3%, 24.3%, 23.3%, 23.0% and 23.6%,
respectively, for the same periods.

During the Track Record Period and as of the Latest Practicable Date, we did not have
any disputes or unresolved tax issues with the relevant tax authorities.

PERIOD-TO-PERIOD COMPARISON OF RESULTS OF OPERATIONS

Nine Months Ended September 30, 2024 Compared to Nine Months Ended September 30,
2023

Revenue

Our revenue increased by 21.2% from RMB15,393.3 million in the nine months ended
September 30, 2023 to RMB18,659.7 million during the same period in 2024. Such increase
was attributed primarily to increased revenue generated from sales of goods and equipment,
and to a lesser extent, from franchise and related services.

. Sales of goods and equipment. Revenue from sales of goods and equipment
increased by 20.6% from RMB15,109.6 million in the nine months ended September
30, 2023 to RMB18,216.3 million during the same period in 2024. The increase was
primarily fueled by the expansion of our store network.

. Franchise and related services. Revenue from franchise and related services
increased by 56.2% from RMB283.8 million in the nine months ended September
30, 2023 to RMB443.4 million during the same period in 2024, primarily driven by
our store network expansion. This revenue increase from franchise and related
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services in the nine months ended September 30, 2024 was also due to the relatively
low base in the same period of 2023, attributable primarily to the impact from our
prior franchise fee waiver to support our franchisees during the COVID-19
pandemic.

Our revenue generated outside mainland China decreased from RMB1,171.3 million in
the nine months ended September 30, 2023 to RMB952.4 million during the same period in
2024, mainly resulting from a slowdown in sales of goods and equipment to franchisees outside
mainland China. This was primarily due to a high base in the nine months ended September 30,
2023, driven by a rebound in consumer demand in our overseas markets following the
pandemic, and a higher number of newly opened stores during that period which increased
demand for initial store supplies and equipment. Additionally, the decrease was also
attributable to our ongoing efforts to optimize our supply chain and store network outside

mainland China.
Cost of sales

Our cost of sales rose by 16.7% from RMB10,817.7 million in the nine months ended
September 30, 2023 to RMB12,619.2 million during the same period in 2024, which was
primarily driven by the increased raw materials cost. Our raw materials cost increased by
14.1% from RMB10,063.6 million in the nine months ended September 30, 2023 to
RMB11,477.8 million during the same period in 2024, mainly due to the increased procurement
and production volumes to support our growing store network in and outside mainland China.

Gross profit and gross profit margin

As a result of the foregoing, our gross profit increased by 32.0% from RMB4,575.6
million in the nine months ended September 30, 2023 to RMB6,040.4 million during the same
period in 2024. Our gross profit margin increased from 29.7% in the nine months ended
September 30, 2023 to 32.4% during the same period in 2024.

The increase in our overall gross profit margin was primarily driven by the increase in the
gross profit margin for sales of goods and equipment. In particular, the gross profit margin for
sales of goods, which was the most significant contributor to our revenue during the Track
Record Period, increased from 29.0% in the nine months ended September 30, 2023 to 31.5%
during the same period in 2024, primarily attributed to enhanced supply chain efficiency as
well as decreased purchase cost for certain raw materials.

The gross profit margin of our franchise and related services improved from 80.7% in the
nine months ended September 30, 2023 to 82.5% during the same period in 2024, primarily due
to enhanced economies of scale as our franchised store network continued to expand with
limited incremental costs incurred for our franchise and related services.
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Other income and gains (net)

Our other income and gains (net) decreased by 9.4% from RMB149.6 million in the nine
months ended September 30, 2023 to RMB135.5 million during the same period in 2024. This
was primarily due to the decreases in (i) government grants of RMB45.5 million as the timing
of receiving such subsidies is usually uncertain, resulting in fluctuations in the amounts, and
(ii) investment income on financial assets at fair value through profit or loss of RMB16.0
million, mainly due to a reduced average investment in wealth management products in the
nine months ended September 30, 2024, partially offset by the rise in interest income of
RMBA40.6 million in line with our increasing cash and deposit balances.

Selling and distribution expenses

Our selling and distribution expenses increased by 10.5% from RMB992.9 million in the
nine months ended September 30, 2023 to RMB1,097.1 million during the same period in 2024.
This was mainly driven by the increases in (i) transportation expenses of RMB48.8 million,
primarily attributed to increased sales volume, (ii) travel and office expenses of RMB31.5
million mainly due to our business expansion, and (iii) other selling and distribution expenses
of RMB31.0 million.

Administrative expenses

Our administrative expenses increased by 0.9% from RMB429.8 million in the nine
months ended September 30, 2023 to RMB433.5 million during the same period in 2024. This
was mainly driven by the increases in (i) depreciation and amortization expenses of RMB19.0
million primarily because a number of construction projects relating to our office building and
facilities were completed and put into use in 2024, and (ii) other administrative expenses of
RMB11.8 million, primarily due to property tax for our new office building.

Research and development expenses

Our research and development expenses increased by 26.2% from RMB51.3 million in the
nine months ended September 30, 2023 to RMB64.8 million during the same period in 2024,
mainly attributed to a rise in employee compensation of RMB10.5 million, primarily due to the
expansion of our research and development staff headcount as part of our continued
digitalization efforts.

Finance costs
Our finance costs decreased by 50.4% from RMB11.0 million in the nine months ended
September 30, 2023 to RMBS5.5 million during the same period in 2024, primarily attributed

to the decreases in interest on bank borrowings and interest on lease liabilities of RMB2.8
million and RMB2.7 million, respectively.
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Reversal of impairment losses/(impairment losses) on financial assets

We recorded reversal of impairment losses on financial assets of RMB4.5 million in the
nine months ended September 30, 2023, compared to impairment losses on financial assets of
RMB3.5 million during the same period in 2024, which was attributed to reassessment of the
expected credit losses of trade receivables and other receivables.

Share of profits/(losses) of an associate

We recorded share of profits of an associate in the amount of RMB36 thousand in the nine
months ended September 30, 2023, as compared to share of losses of an associate in the amount
of RMB3.0 million during the same period in 2024, due to the loss recorded by our investee
for the nine months ended September 30, 2024.

Income tax expense

Our income tax expense increased by 47.2% from RMB731.9 million in the nine months
ended September 30, 2023 to RMB1,077.6 million during the same period in 2024, primarily
due to our increased profit before tax.

Profit for the period

As a result of the foregoing, our profit for the period increased by 42.3% from
RMB2,452.8 million in the nine months ended September 30, 2023 to RMB3,491.0 million
during the same period in 2024.

Year Ended December 31, 2023 Compared to Year Ended December 31, 2022

Revenue

Our revenue increased by 49.6% from RMB13,575.6 million in 2022 to RMB20,302.5
million in 2023. Such increase was attributed primarily to increased revenue generated from

sales of goods and equipment, and to a lesser extent, from franchise and related services.

. Sales of goods and equipment. Revenue from sales of goods and equipment
increased by 49.6% from RMB13,299.4 million in 2022 to RMB19,896.7 million in
2023. The increase was primarily fueled by the expansion of our store network in
and outside mainland China. The number of our stores increased from 28,983 as of
December 31, 2022 to 37,565 as of December 31, 2023.

o Franchise and related services. Revenue from franchise and related services

increased by 46.9% from RMB276.1 million in 2022 to RMB405.7 million in 2023,

primarily driven by our store network expansion in and outside mainland China.
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In 2023, our revenue experienced growth both in and outside mainland China. In
particular, our revenue generated outside mainland China increased from RMB540.6 million in
2022 to RMB1,486.9 million in 2023, mainly driven by our store network expansion. The
number of our stores outside mainland China increased from 1,795 as of December 31, 2022
to 4,331 as of December 31, 2023. Consequently, our revenue generated outside mainland
China accounted for 7.3% of the total revenue in 2023, increasing from 4.0% in 2022.

Cost of sales

Our cost of sales rose by 47.0% from RMB9,728.7 million in 2022 to RMB14,303.5
million in 2023, which was primarily driven by the increased raw materials cost. Our raw
materials cost increased by 47.1% from RMB§,994.0 million in 2022 to RMB13,228.6 million
in 2023, mainly due to the increased procurement and production volumes to support our
growing store network in and outside mainland China.

Gross profit and gross profit margin

As a result of the foregoing, our gross profit increased by 55.9% from RMB3,846.8
million in 2022 to RMBS5,999.0 million in 2023. Our gross profit margin increased from 28.3%
in 2022 to 29.5% in 2023.

The increase in our overall gross profit margin was primarily driven by the increase in the
gross profit margin for sales of goods and equipment. In particular, the gross profit margin for
sales of goods, which was the most significant contributor to our revenue during the Track
Record Period, increased from 27.8% in 2022 to 28.7% in 2023, primarily attributed to
decreased purchase costs for certain of our raw materials as our business continued to scale.

The gross profit margin of our franchise and related services improved from 78.2% in
2022 to 79.6% in 2023, primarily due to enhanced economies of scale as our franchised store
network continued to expand with limited incremental costs incurred for our franchise and
related services.

Other income and gains (net)

Our other income and gains (net) increased by 93.6% from RMB127.9 million in 2022 to
RMB247.6 million in 2023. This was primarily due to the increases in (i) government grants
of RMB68.9 million attributed mainly to our eligibility for additional subsidies and benefits
under relevant local policies as our business continues to scale, as well as the receipt and
recognition of previously delayed subsidies and benefits, (ii) foreign exchange differences
(net) of RMB32.1 million due to fluctuations in foreign exchange rates, and (iii) investment
income on financial assets at fair value through profit or loss of RMB27.7 million, mainly
representing income generated from our investments in wealth management products.

-331 -



FINANCIAL INFORMATION

Selling and distribution expenses

Our selling and distribution expenses increased by 70.3% from RMB774.4 million in
2022 to RMB1,318.6 million in 2023. This increase was mainly driven by a rise in (i) employee
compensation of RMB176.8 million primarily due to the expansion of our sales personnel
headcount to support our growing business, as well as the increase in compensation levels for
our sales personnel effective from the second half of 2022, and (ii) branding and promotion
expenses of RMB176.4 million to enhance our brand name and iconic IP. To a lesser extent,
the increased selling and distribution expenses were also attributed to the increases in
transportation expenses, and travel and office expenses of RMB66.9 million and RMB53.8
million, respectively, which were generally in line with our business growth.

Administrative expenses

Our administrative expenses increased by 23.0% from RMB496.5 million in 2022 to
RMB610.6 million in 2023. This increase was mainly driven by a rise in (i) employee
compensation of RMB51.7 million primarily due to the increase in compensation levels for our
administrative staff effective from the second half of 2022, (ii) travel and office expenses of
RMB25.0 million primarily due to increased business trips of our administrative staff
post-pandemic and also in line with our overall business expansion, (iii) listing expenses of
RMB10.9 million relating to the Global Offering, (iv) depreciation of right-of-use assets and
property management fees of RMB9.8 million, and (v) depreciation and amortization expenses
of RMBO.1 million.

Research and development expenses

Our research and development expenses increased by 163.1% from RMB32.3 million in
2022 to RMB85.0 million in 2023, mainly due to our continued efforts to optimize and
diversify our product offerings and improve consumer experience. Specifically, the increase
was mainly driven by a rise in employee compensation of RMB39.2 million due to the
expansion of our research and development staff headcount, as well as the increase in
compensation levels for our research and development staff effective from the second half of
2022.

Finance costs

Our finance costs increased by 59.9% from RMB9.2 million in 2022 to RMB14.7 million
in 2023. The increase was primarily attributed to the rise in interests on bank borrowings of
RMB4.0 million mainly due to our additional bank loans.
(Impairment losses)/reversal of impairment losses on financial assets

We recorded impairment losses on financial assets of RMB4.1 million in 2022, compared
to reversal of impairment losses on financial assets of RMB1.6 million in 2023, which was

attributed to reassessment of the expected credit losses of trade receivables and other
receivables.
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Impairment of property, plant and equipment

We recorded impairment of property, plant and equipment in the amount of nil in 2022,
compared to RMB65.5 million in 2023. This impairment resulted from the optimization of our
production lines and equipment as we strategically decided to suspend the production of RTD
drinks. We initiated exploration of opportunities in RTD drinks production and sales in June
2021. Subsequently, in September 2023, we decided to suspend this business. Throughout the
duration of operations, revenue from the sales of RTD drinks was minimal, accounting for less
than 0.1% of our total revenue in each of the years ended December 31, 2021, 2022 and 2023.

Share of (losses)/profits of an associate

We recorded share of losses of an associate in the amount of RMB180 thousand in 2022,
compared to share of profits of an associate in the amount of RMB196 thousand in 2023, due
to the improved business performance and financial results of the associate.

Income tax expense

Our income tax expense increased from RMB645.0 million in 2022 to RMB967.4 million
in 2023, primarily due to our increased profit before tax.

Profit for the year

As a result of the foregoing, our profit for the period increased by 58.3% from
RMB2,013.1 million in 2022 to RMB3,186.6 million in 2023.

Year Ended December 31, 2022 Compared to Year Ended December 31, 2021

Revenue

Our revenue increased by 31.2% from RMB10,351.0 million in 2021 to RMB13,575.6
million in 2022. Such increase was attributed primarily to the increase in revenue generated

from sales of goods and equipment, and to a lesser extent, from franchise and related services.

. Sales of goods and equipment. Revenue from sales of goods and equipment
increased by 31.0% from RMB10,154.6 million in 2021 to RMB13,299.4 million in
2022. The increase was primarily fueled by the expansion of our store network in
and outside mainland China. The number of our stores increased from 20,001 as of
December 31, 2021 to 28,983 as of December 31, 2022. The increase in revenue
from sales of goods and equipment was partially offset by (i) the disruptions from
the COVID-19 pandemic to the normal operations of our stores, and (ii) our
reduction of prices by an average of 15% for 69 store supplies and equipment items
sold to our franchisees to ease the impacts from the COVID-19 pandemic in 2022,
the sales of which accounted for 23.1% of our total revenue in 2022.
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. Franchise and related services. Revenue from franchise and related services
increased by 40.6% from RMB196.4 million in 2021 to RMB276.1 million in 2022,
primarily driven by our store network expansion in and outside mainland China. The
increase in revenue from franchise and related services was partially offset by our
decision announced in early 2022 to waive one-year franchise fees for all existing
Mixue franchisees in China by the end of 2021.

For a detailed discussion regarding the impact of the COVID-19 pandemic on our
business and results of operations, see “— Impacts of COVID-19".

In 2022, our revenue experienced growth both in and outside mainland China. In
particular, our revenue generated outside mainland China increased from RMBS50.1 million in
2021 to RMB540.6 million in 2022, mainly driven by our store network expansion. The number
of our stores outside mainland China increased from 270 as of December 31, 2021, to 1,795
as of December 31, 2022. Consequently, our revenue generated outside mainland China
accounted for 4.0% of the total revenue in 2022, increasing from 0.5% in 2021.

Cost of sales

Our cost of sales rose by 36.9% from RMB7,107.1 million in 2021 to RMB9,728.7
million in 2022, which was primarily driven by the increased raw materials cost. Our raw
materials cost increased by 37.4% from RMB6,543.6 million in 2021 to RMBS§,994.0 million
in 2022, mainly due to the increased procurement and production volumes to support our
growing store network in and outside mainland China.

Gross profit and gross profit margin

As a result of the foregoing, our gross profit increased by 18.6% from RMB3,243.9
million in 2021 to RMB3,846.8 million in 2022. Our gross profit margin was 31.3% in 2021
and 28.3% in 2022, respectively.

The decline in our overall gross profit margin was due to the decrease in the gross profit
margin for sales of goods, which was the most significant contributor to our revenue during the
Track Record Period. The gross profit margin for sales of goods narrowed from 31.4% in 2021
to 27.8% in 2022. This decrease was primarily attributed to (i) increased purchase costs
resulting from fluctuations in market prices for certain of our raw materials, and (ii) our
reduction of prices by an average of 15% for 69 store supplies and equipment items sold to our
franchisees to ease the impacts from the COVID-19 pandemic in 2022, the sales of which
accounted for 23.1% of our total revenue in 2022. For a detailed discussion regarding the
impact of the COVID-19 pandemic on our business and results of operations, see “— Impacts
of COVID-19”.

The gross profit margin of our franchise and related services improved from 71.5% in
2021 to 78.2% in 2022, primarily due to enhanced economies of scale as our franchised store
network continued to expand with limited incremental costs incurred for our franchise and
related services. The increase in the gross profit margin for our franchise and related services
was partially offset by our decision announced in early 2022 to waive one-year franchise fees
for all existing Mixue franchisees in China by the end of 2021.

~334 -



FINANCIAL INFORMATION

Other income and gains (net)

Our other income and gains (net) decreased by 5.4% from RMB135.2 million in 2021 to
RMB127.9 million in 2022, primarily due to the decrease in government grants from RMB79.4
million in 2021 to RMB46.9 million in 2022. This decline in government grants was primarily
because there were delays in the approval process within relevant local governments amid the
COVID-19 pandemic, impacting the timing of our receipt and recognition of subsidies and
benefits.

Selling and distribution expenses

Our selling and distribution expenses increased by 90.9% from RMB405.8 million in
2021 to RMB774.4 million in 2022. This increase was mainly driven by a rise in employee
compensation of RMB198.8 million due to the expansion of our sales personnel headcount to
support our growing business, and the increase in compensation levels for our sales personnel.
In particular, we increased our overall employee compensation level in the second half of 2022,
including that of our sales personnel, to support our employees during the pandemic.
Consequently, selling and distribution expenses experienced a substantial increase during the
same year. To a lesser extent, the increased selling and distribution expenses were also
attributed to the increases in depreciation of right-of-use assets and property management fees,
transportation expenses, and travel and office expenses of RMB53.8 million, RMB51.1 million
and RMB40.6 million, respectively, which were generally in line with our business expansion.

Administrative expenses

Our administrative expenses increased by 32.5% from RMB374.7 million in 2021 to
RMB496.5 million in 2022. This increase was mainly driven by a rise in (i) employee
compensation of RMB44.8 million due to the expansion of our administrative staff headcount
to support our business expansion, and the increase in compensation levels for our
administrative staff effective from the second half of 2022, and (ii) professional and IT service
fees of RMB38.5 million, primarily due to the increase in fees for IT and software services, and

management and business consulting services to support our continued business expansion.

Research and development expenses

Our research and development expenses increased by 88.4% from RMB17.2 million in
2021 to RMB32.3 million in 2022, mainly due to our continued efforts to optimize and
diversify our product offerings and improve consumer experience. Specifically, the increase
was mainly due to a rise in (i) employee compensation of RMB10.0 million due to the
expansion of our research and development staff headcount, and the increase in compensation
levels for our research and development staff effective from the second half of 2022, and (ii)
consumable items of RMB4.2 million utilized and depleted throughout the research and

development process.
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Finance costs

Our finance costs increased by 53.9% from RMB6.0 million in 2021 to RMB9.2 million
in 2022. The increase was primarily attributed to the rise in interests on bank borrowings of
RMB2.1 million due to our additional bank loans.

Impairment losses on financial assets

We recorded impairment losses on financial assets of RMB1.8 million and RMB4.1
million in 2021 and 2022, respectively. The rise in our impairment losses on financial assets
was attributed to the increased expected credit losses on our trade receivables and other
receivables.
Impairment of property, plant and equipment

We recorded impairment of property, plant and equipment in the amount of RMB14.8
million in 2021 and nil in 2022, respectively. In 2021, the new production facility in our Henan
production base commenced operations. Consequently, we recorded a provision for impairment
loss on legacy production facility and equipment that were phased out.

Share of losses of an associate

We recorded share of losses of an associate in the amount of nil and RMB180 thousand
in 2021 and 2022, respectively, as the associate was still ramping up its business.

Income tax expense

Our income tax expense remained stable at RMB646.9 million in 2021 and RMB645.0
million in 2022, respectively.

Profit for the year

As a result of the foregoing, our profit for the year increased by 5.3% from RMB1,911.9
million in 2021 to RMB2,013.1 million in 2022.
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DISCUSSION OF CERTAIN KEY ITEMS FROM OUR CONSOLIDATED
STATEMENTS OF FINANCIAL POSITION

The table below sets forth the selected information from our consolidated statements of
financial position as of the dates indicated, which have been extracted from our consolidated
financial statements included in Appendix I to this Prospectus.

As of
As of December 31, September 30,

2021 2022 2023 2024

(RMB in thousands)

Total non-current assets. . . . 2,242,617 3,389,291 5,445,381 7,113,433
Total current assets . ...... 5,073,766 6,556,065 9,148,185 11,506,900
Total assets. . ... ........ 7,316,383 9,945,356 14,593,566 18,620,333
Total non-current liabilities . 67,495 127,436 263,788 234,876
Total current liabilities . . . . 1,706,178 2,338,653 3,734,313 4,289,251
Total liabilities . . ... ... .. 1,773,673 2,466,089 3,998,101 4,524,127
Net assets . . . ........... 5,542,710 7,479,267 10,595,465 14,096,206
Share capital . ........... 360,000 360,000 360,000 360,000
Reserves . .............. 5,177,351 7,094,297 10,146,993 13,641,298
Non-controlling interests . . . 5,359 24,970 88,472 94,908
Total equity ............ 5,542,710 7,479,267 10,595,465 14,096,206

The following table sets forth our current assets and current liabilities as of the dates
indicated.

As of As of
As of December 31, September 30, December 31,
2021 2022 2023 2024 2024
(unaudited)
(RMB in thousands)
Current assets
Inventories . ......... 1,251,915 1,541,156 2,231,714 1,839,769 2,215,352
Trade receivables . . . . . .. 2,030 15,410 28,473 21,506 25,624
Prepayments, other
receivables and other
assets . ... ... ... .. 181,892 304,539 404,428 490,867 512,505
Financial assets at fair value
through profit or loss . . . 900,237 1,865,676 746,046 2,842,603 3,491,643
Restricted cash and time
deposits . . . ...... .. 61,865 05,146 115,620 331,759 1,315,804
Cash and cash equivalents 2,675,827 2,764,138 5,621,904 5,980,396 4,335,123
Total current assets . . . . . 5,073,766 6,556,065 9,148,185 11,506,900 11,896,051
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As of As of
As of December 31, September 30, December 31,
2021 2022 2023 2024 2024
(unaudited)

(RMB in thousands)

Current liabilities

Trade payables . ....... 596,681 881,806 1,316,780 1,604,693 1,767,263
Other payables and accruals 600,753 910,196 1,571,615 1,762,109 2,043,625
Contract liabilities . . . . . . 305,817 198,305 259,271 410,767 359,636
Interest-bearing bank and

other borrowings . . . . . . 30,030 140,088 259,748 4,536 -
Lease liabilities . . . . .. .. 50,321 78,813 72,065 50,689 52,004
Tax payables . ........ 122,576 129,445 254,834 456,457 294,310
Total current liabilities . . . 1,706,178 2,338,653 3,734,313 4,289,251 4,516,838
Net current assets . . . . . . 3,367,588 4,217,412 5,413,872 7,217,649 7,379,213

Our net current assets increased from RMB7,217.6 million as of September 30, 2024 to
RMB7,379.2 million as of December 31, 2024, primarily due to the increases in (i) restricted
cash and time deposits of RMB984.0 million, (ii) financial assets at fair value through profit
or loss of RMB649.0 million, and (iii) inventories of RMB375.6 million. The increase in our
net current assets was partially offset by (i) a decrease in cash and cash equivalents of
RMB1,645.3 million, and (ii) an increase in other payables and accruals of RMB281.5 million.

Our net current assets increased from RMB5,413.9 million as of December 31, 2023 to
RMB7,217.6 million as of September 30, 2024, primarily due to (i) the increases in financial
assets at fair value through profit or loss of RMB2,096.6 million and cash and cash equivalents
of RMB358.5 million, and (ii) the decrease in interest-bearing bank and other borrowings of
RMB255.2 million, which was partially offset by the increase in trade payables of RMB287.9
million.

Our net current assets increased from RMB4,217.4 million as of December 31, 2022 to
RMB5,413.9 million as of December 31, 2023, primarily due to the increases in (i) cash and
cash equivalents of RMB2,857.8 million, and (ii) inventories of RMB690.6 million. The
increase in our net current assets was partially offset by (i) a decrease in financial assets at fair
value through profit or loss of RMB1,119.6 million, (ii) an increase in other payables and
accruals of RMB661.4 million, and (iii) an increase in trade payables of RMB435.0 million.

Our net current assets increased from RMB3,367.6 million as of December 31, 2021 to
RMB4,217.4 million as of December 31, 2022, primarily due to the increases in (i) financial
assets at fair value through profit or loss of RMB965.4 million, (ii) inventories of RMB289.2

million, and (iii) prepayments, other receivables and other assets of RMB122.6 million.
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Inventories

Our inventories primarily consist of (i) finished goods, mainly representing ingredients
for the in-store preparation of our freshly-made drinks, as well as packaging materials, (ii) raw
materials, such as food commodities, agricultural products and other auxiliary materials and
(iii) work in progress, mainly representing ingredients in process.

The following table sets forth a summary of our inventory balances as of the dates

indicated.

As of
As of December 31, September 30,

2021 2022 2023 2024

(RMB in thousands)
Finished goods .......... 699,806 1,001,747 1,278,341 1,274,087
Raw materials . ......... 555,119 513,808 899,048 591,312
Work in progress ........ 827 28,387 89,645 38,179
Subtotal ... ... ......... 1,255,752 1,543,942 2,267,034 1,903,578
Provision for impairment

of inventories ......... (3,837) (2,786) (35,320) (63,809)
Total ................. 1,251,915 1,541,156 2,231,714 1,839,769

Our inventories increased from RMB1,251.9 million as of December 31, 2021 to
RMB1,541.2 million as of December 31, 2022, RMB2,231.7 million as of December 31, 2023,
which was generally in line with our business expansion over time. Our inventories
subsequently decreased to RMB1,839.8 million as of September 30, 2024, primarily due to the
decrease in raw materials of RMB307.7 million. This decline was primarily due to the
seasonality of our operations and our efforts to optimize inventory levels for certain raw
materials.

Our provision for impairment of inventories increased from RMB2.8 million as of
December 31, 2022 to RMB35.3 million as of December 31, 2023, and further to RMB63.8
million as of September 30, 2024. This was primarily because we recorded additional
provisions based on the lower of cost or net realizable value for certain slow-moving
inventories that are not our core products.

We believe that by maintaining optimal inventory levels, we can meet our franchisees’
demand and ensure their satisfaction without compromising our liquidity. To this end, we have
put in place a set of policies and procedures to manage our inventories. For details, see
“Business — Our Supply Chain — Inventory Management”.
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The following table sets forth the aging analysis of our inventories as of the dates

indicated.
As of
As of December 31, September 30,
2021 2022 2023 2024
(RMB in thousands)
Within 1 year ........... 1,251,321 1,512,580 2,262,225 1,787,600
Over l year............. 4,431 31,362 4,809 115,978
Provision for impairment of
inventories . . .......... (3,837) (2,786) (35,320) (63,809)
Total . ................. 1,251,915 1,541,156 2,231,714 1,839,769

The inventories aged over one year increased from RMB4.8 million as of December 31,
2023 to RMB116.0 million as of September 30, 2024, primarily due to a slowdown in sales of
goods and equipment to franchisees outside mainland China. For further details, refer to “—
Period-to-Period Comparison of Results of Operations — Nine Months Ended September 30,
2024 Compared to Nine Months Ended September 30, 2023 — Revenue.” To a lesser extent,
the increase was partially attributable to a shift in the composition of raw materials, with a
higher proportion of raw materials having a longer shelf life as of September 30, 2024,
compared to December 31, 2023. In response to the increase in aging of inventories mentioned
above, our management has made adequate impairment provisions, which increased from
RMB35.3 million as of December 31, 2023 to RMB63.8 million as of September 30, 2024.

The following table sets forth inventories turnover days for the periods indicated.

For the nine
months ended

For the year ended December 31, September 30,
2021 2022 2023 2024
Inventories turnover days‘" . 42.7 52.4 48.1 43.6

Note:

(1)  Inventories turnover days are based on the average balance of inventories divided by cost of sales for
the relevant period and multiplied by the number of days in the relevant period. Average balance is
calculated as the average of the beginning balance and ending balance of a given period. The number
of days for the years ended December 31 is 365 days, and the number of days for the nine months ended
September 30, 2024 is 270 days.
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Our inventories turnover days increased from 42.7 days in 2021 to 52.4 days in 2022
primarily due to the slower sell-through of inventories during the COVID-19 pandemic in 2022
which negatively impacted our consumer demands. Subsequently, our inventories turnover
days decreased to 48.1 days in 2023, mainly driven by the recovery in consumer demands
post-pandemic. Subsequently, our inventories turnover days decreased to 43.6 days in the nine
months ended September 30, 2024, generally in line with our decreased inventory level.

As of December 31, 2024, RMB1,604.3 million, or 87.2% of our inventories outstanding
as of September 30, 2024 had been subsequently sold or utilized.

Trade Receivables

During the Track Record Period, we recorded an immaterial amount of trade receivables,
which totaled RMB2.0 million, RMB15.4 million, RMB28.5 million and RMB21.5 million as
of December 31, 2021, 2022 and 2023 and September 30, 2024, respectively. These trade
receivables primarily represented outstanding amounts due from some corporate customers, to
which we supplied certain goods and equipment in accordance with specific credit periods
during the Track Record Period.

Prepayments, Other Receivables and Other Assets

Prepayments, other receivables and other assets consist of (i) prepayments made by us in
relation to our raw materials procurements, (ii) deposits and other receivables, primarily
consisting of deposits for our leased properties, and tax refunds on exports related to our
overseas business, and to a much lesser extent, funds in transit related to sales of goods and
equipment to franchisees that have been paid but not yet settled through the banking system,
(ii1) recoverable value-added tax (“VAT”), and (iv) other assets, including deferred expenses
and prepaid taxes. Under the PRC tax law, input VAT on purchases can be deducted from output
VAT payable. Our recoverable VAT as of a specified date is the difference between output VAT
and deductible input VAT.

The following table sets forth the details of our prepayments, other receivables and other
assets as of the dates indicated.

As of
As of December 31, September 30,

2021 2022 2023 2024

(RMB in thousands)
Prepayments . ........... 110,723 131,998 108,002 111,260
Deposits and other

receivables ........... 26,785 57,948 27,132 99,846
Recoverable VAT ........ 26,987 85,570 216,147 244 413
Other assets . ........... 23,383 37,422 54,862 38,374
187,878 312,938 406,143 493,893
Impairment allowance . ... (5,986) (8,399) (1,715) (3,026)
Total ................. 181,892 304,539 404,428 490,867
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Our prepayments, other receivables and other assets increased from RMB181.9 million as
of December 31, 2021 to RMB304.5 million as of December 31, 2022. The increase was
primarily due to the increases in (i) recoverable VAT of RMBS58.6 million, (ii) deposits and
other receivables of RMB31.2 million, resulting from a rise in VAT tax rebate on exports as we
increased sales of goods and equipment to support our overseas store network expansion, and
(iii) prepayments of RMB21.3 million in relation to our raw materials procurements, which

was generally in line with our business expansion.

Our prepayments, other receivables and other assets further increased to RMB404.4
million as of December 31, 2023, primarily due to an increase in recoverable VAT of
RMB130.6 million. Our recoverable VAT increased from RMB27.0 million as of December 31,
2021 to RMB85.6 million as of December 31, 2022, and further to RMB216.1 million as of
December 31, 2023. This rise primarily stems from the expansion of our business, leading to
a greater amount of deductible input VAT mainly on raw materials procurement, while output
VAT on sales of goods overseas is exempted under relevant tax laws. The increase in 2023 is
also attributable to certain production bases beginning production after completing
construction in the second half of the year, resulting in a significant amount of deductible input
VAT on the procurement of manufacturing facilities that has yet to be utilized.

Our prepayments, other receivables and other assets further increased to RMB490.9
million as of September 30, 2024. The increase was primarily due to the increases in (i)
deposits and other receivables of RMB72.7 million, mainly resulting from funds in transit
related to sales of goods and equipment to franchisees that have been paid but not yet settled
through the banking system, and (ii) recoverable VAT of RMB28.3 million, primarily related
to output VAT on sales of goods overseas to be refunded.

As of December 31, 2024, RMB247.4 million, or 50.4% of our prepayments, other
receivables and other assets outstanding as of September 30, 2024 had been subsequently
settled.

Financial Assets at Fair Value through Profit or Loss

Our financial assets at fair value through profit or loss primarily represent the wealth
management products that we acquired. During the Track Record Period, we mainly purchased
low-risk wealth management products issued by reputable commercial banks in China, such as
China Construction Bank, adhering to our rigorous internal policies and guidelines as detailed
below. The assets underlying these wealth management products are typically fixed income
investments, such as interbank negotiable certificates of deposit, government bonds, and
central bank bills.
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Our financial assets at fair value through profit or loss increased from RMB900.2 million
as of December 31, 2021 to RMB1,865.7 million as of December 31, 2022, and from
RMB746.0 million as of December 31, 2023 to RMB2,842.6 million as of September 30, 2024,
primarily due to increased investments aimed at effectively managing the cash flows generated
from our operating activities, which was in line with our business expansion and revenue
growth.

In particular, our financial assets at fair value through profit or loss increased
significantly from December 31, 2023 to September 30, 2024, primarily due to rising net cash
flows generated from operating activities, which rose from RMB3,793.9 million in 2023 to
RMBS5,100.8 million in the nine months ended September 30, 2024. To maximize the use of
available cash and generate investment returns, our management allocated additional funds to
wealth management products, adhering strictly to our internal policies and guidelines.
Accordingly, net cash flows used in investing activities also increased significantly during the
same periods. For further information, see “— Liquidity and Capital Resources — Cash Flow
Analysis.”

Our financial assets at fair value through profit or loss decreased from RMB1,865.7
million as of December 31, 2022 to RMB746.0 million as of December 31, 2023, primarily due
to the maturity and redemption of wealth management products.

We have implemented a comprehensive set of internal policies and guidelines to monitor
and control investment risks associated with our wealth management product portfolio. Our
investment strategy aims to optimize the efficiency of idle funds, generate investment returns
for our Shareholders, and minimize investment and financial risks. Guided by this strategy, we
typically allocate a portion of our available cash for such investment in wealth management
products, after setting aside sufficient funds for working capital purposes and any strategic
investments. We primarily invest in wealth management products with high liquidity and
security. Specifically, we are only allowed by our internal policies and guidelines to invest in
wealth management products that carry low risk labels of R1 or R2 level, although these
products may not always be principal-protected. Additionally, under our internal policies, we
are required to transact with qualified financial institutions, and shall prioritize the cooperation
with reputable commercial banks. The financial institutions we are permitted to transact with
must be financially sound, legally compliant, and have robust risk management and control,
with no material breaches of laws or contracts in the past three years. Furthermore, the
commercial banks we transact with must receive an annual rating of 3 or above from the
National Financial Regulatory Administration of the PRC and achieve at least a grade B in the
PBOC’s annual comprehensive evaluation.

The personnel in our finance center is responsible for proposing, analyzing, and
evaluating potential investment opportunities. Any proposals for investments in wealth
management products or modifications to our existing investment portfolio must receive
approval from our senior management before implementation. Every investment in wealth
management products, regardless of its transaction amount, is required to undergo this same
internal review and approval procedure. Our finance center closely monitors the performance
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of our approved investments in wealth management products. With monthly reports received
from our finance center, our senior management also oversees the management of such
investments on an ongoing basis to minimize our risk exposure. In addition, serving as the
supervisory body, our Board is responsible for overseeing and auditing the investment
activities, reviewing the approval process for wealth management products, monitoring their
actual operations and fund utilization, and evaluating their profit and loss performance. In
particular, as our normal practice, our Board pre-approves our investment in wealth
management products. Upon completion of the Listing, our investment in wealth management
products will be subject to the compliance with Chapter 14 of the Listing Rules.

In light of our rigorous internal policies and procedures pertaining to investments in
wealth management products, and considering we had not experienced any material loss from
our investment portfolio during the Track Record Period and up to the Latest Practicable Date,
our Directors are of the view that our internal control measures pertaining to investments in
wealth management products are adequate and effective in monitoring and mitigating
associated risks.

Restricted Cash and Time Deposits

Our restricted cash and time deposits consist primarily of deposits for our bank loans and
letters of credits, time deposits, and other temporarily restricted cash. Our restricted cash and
time deposits amounted to RMB61.9 million, RMB65.1 million, RMB115.6 million and
RMB331.8 million as of December 31, 2021, 2022 and 2023 and September 30, 2024,
respectively.

Cash and Cash Equivalents

We had cash and cash equivalents of RMB2,675.8 million, RMB2,764.1 million,
RMB5,621.9 million and RMB5,980.4 million as of December 31, 2021, 2022 and 2023 and

13

September 30, 2024, respectively. See “— Liquidity and Capital Resources — Cash Flow

Analysis”.

Trade Payables

Our trade payables primarily represent the amounts payable to raw materials suppliers
and other product and service providers. Our trade payables increased from RMB596.7 million
as of December 31, 2021 to RMB881.8 million as of December 31, 2022, and further to
RMB1,316.8 million as of December 31, 2023 and RMB1,604.7 million as of September 30,
2024, which aligned with our business expansion. To a lesser extent, the increase in our trade
payables as of September 30, 2024, was also influenced by seasonality. Our procurement
activities are typically more active in the summer, when consumer demand peaks, leading to
a higher balance of trade payables as of September 30, 2024.
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The following table sets forth the aging analysis of our trade payables based on the
invoice date as of the dates indicated.

As of
As of December 31, September 30,

2021 2022 2023 2024

(RMB in thousands)

Within 1 month ......... 551,991 826,680 1,178,493 1,572,628
1to3months ........... 31,240 49,550 130,038 15,189
3to 6 months ........... 9,888 3,172 4,904 6,754
6 months to 1 year ....... 2,997 875 2,374 9,337
Over 1 year ............ 565 1,529 971 785
Total ................. 596,681 881,806 1,316,780 1,604,693

The following table sets forth our trade payables turnover days for the periods indicated.

For the nine
months ended

For the year ended December 31, September 30,
2021 2022 2023 2024
Trade payables turnover
days V... 23.9 27.7 28.1 31.3

Note:

(1)  Trade payables turnover days are based on the average balance of trade payables divided by cost of sales
for the relevant period and multiplied by the number of days in the relevant period. Average balance is
calculated as the average of the beginning balance and ending balance of a given period. The number
of days for the years ended December 31 is 365 days, and the number of days for the nine months ended
September 30, 2024 is 270 days.

Our trade payables turnover days increased from 23.9 days in 2021 to 27.7 days in 2022,
and further to 28.1 days in 2023, reflecting the credit treatment extended by suppliers as of the
respective dates. Our trade payables turnover days further increased to 31.3 days in the nine
months ended September 30, 2024, primarily influenced by seasonality.

As of December 31, 2024, RMB1,592.4 million, or 99.2% of our trade payables
outstanding as of September 30, 2024 had been subsequently settled.
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Other Payables and Accruals

Our other payables and accruals mainly include (i) deposit payables, representing
amounts deposited by franchisees pursuant to our franchise agreements, which will be returned
to the franchisees upon the fulfillment of the franchise agreements, (ii) payroll and welfare
payables relating to employee compensation, (iii) accruals and other payables, primarily for
expenses related to construction in progress, and (iv) other tax payables.

The following table sets forth the details of our other payables and accruals as of the dates

indicated.
As of
As of December 31, September 30,
2021 2022 2023 2024
(RMB in thousands)
Current:
Deposit payables . ... ..... 261,527 466,082 689,513 962,984
Payroll and welfare
payables. ............. 170,350 256,886 336,072 260,925
Accruals and other
payables. ............. 132,150 146,435 498,708 424,326
Other tax payables. .. ..... 36,726 40,793 47,322 113,874
600,753 910,196 1,571,615 1,762,109
Non-current:
Accruals and other
payables. ... .......... - - 60,408 58,323
Total . ................. 600,753 910,196 1,632,023 1,820,432

Our other payables and accruals increased from RMB600.8 million as of December 31,
2021 to RMB910.2 million as of December 31, 2022, primarily due to the increases in (i)
deposit payables of RMB204.6 million driven by our franchised store network expansion, and
(ii) payroll and welfare payables of RMB86.5 million, which was generally in line with the
expansion of our employee headcount, and the increase in compensation levels for our
employees.

Our other payables and accruals further increased to RMB1,632.0 million as of December
31, 2023, primarily due to the increases in (i) accruals and other payables of RMB412.7 million
as our construction projects advanced, and (ii) deposit payables of RMB223.4 million driven
by our franchised store network expansion.
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Our other payables and accruals subsequently increased to RMB1,820.4 million as of
September 30, 2024, primarily due to the increase in deposit payables of RMB273.5 million,
driven by our franchised store network expansion, partially offset by the decreases in (i)
payroll and welfare payables of RMB75.1 million, mainly due to 2023 annual bonuses to be
settled in early 2024, and (ii) accruals and other payables of RMB74.4 million following the
completion of our construction projects.

As of December 31, 2024, RMB290.1 million, or 15.9% of our other payables and
accruals outstanding as of September 30, 2024 had been subsequently settled.

Contract Liabilities
Our contract liabilities primarily comprise payments received in advance of revenue

recognition from our franchisees for sales of goods and equipment, and franchise and related
services. The following table sets forth the details of our contract liabilities as of the dates

indicated.
As of
As of December 31, September 30,
2021 2022 2023 2024
(RMB in thousands)
Current
Sales of goods and
equipment . ........... 192,462 74,436 25,711 59,972
Franchise and related
SErviCes . ............ 113,355 123,869 233,560 350,795
M 198,305 259,271 M
Non-current
Franchise and related
SEIVICES . . ... 527 6,595 24,975 12,413
Total ................. 306,344 204,900 284,246 423,180

Our contract liabilities decreased from RMB306.3 million as of December 31, 2021 to
RMB204.9 million as of December 31, 2022, primarily due to declined contract liabilities
related to sales of goods and equipment. The decline was primarily due to the increased
frequency of supplying our stores in line with the enhanced efficiency of our logistics system.
This led to the accelerated fulfillment of our contractual obligations and subsequent revenue

recognition.
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Our contract liabilities rose to RMB284.2 million as of December 31, 2023, and further
increased to RMB423.2 million as of September 30, 2024, primarily due to the increase in
contract liabilities associated with franchise and related services. This increase was mainly
because we received payments of franchise and related service fees from franchisees with
respect to newly opened franchised stores during our network expansion, while revenue
associated with these fees were recognized over time throughout the service period.

As of December 31, 2024, RMB200.7 million, or 47.4% of contract liabilities outstanding
as of September 30, 2024 had been subsequently settled.

Interest-bearing bank and other borrowings

Our interest-bearing bank and other borrowings represent bank loans from commercial
banks in China. Our interest-bearing bank and other borrowings increased from RMB30.0
million as of December 31, 2021 to RMB140.1 million as of December 31, 2022, and further
to RMB259.7 million as of December 31, 2023, mainly due to our additional bank loans
secured for working capital purposes. Our interest-bearing bank and other borrowings
decreased to RMB4.5 million as of September 30, 2024, mainly due to the repayment of our
bank loans.

Lease Liabilities

Our lease liabilities pertain to payment obligations for properties leased primarily as our
offices and warehouses. The carrying amount of our lease liabilities amounted to RMB112.7
million, RMB141.5 million, RMB126.4 million and RMB&88.4 million as of December 31,
2021, 2022 and 2023 and September 30, 2024, respectively.
Tax Payables

We recorded tax payables of RMB122.6 million, RMB129.4 million, RMB254.8 million

and RMB456.5 million as of December 31, 2021, 2022 and 2023 and September 30, 2024,

respectively.
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Property, Plant and Equipment

Our property, plant and equipment consist of construction in progress, buildings,
machinery, furniture and fixtures, leasehold improvements, and motor vehicles. The following
table sets forth a breakdown of our property, plant and equipment as of the dates indicated.

As of
As of December 31, September 30,

2021 2022 2023 2024

(RMB in thousands)

Construction in progress . . . 57,139 711,890 616,636 1,826,094
Buildings . ............. 546,286 523,864 1,767,634 2,087,712
Machinery ............. 352,551 372,150 860,266 1,115,223
Furniture and fixtures ... .. 52,992 59,302 115,975 109,224
Leasehold improvements . . . 16,752 20,473 14,985 7,567
Motor vehicles .......... 7,777 13,407 14,557 10,694
Total ................. 1,033,497 1,701,086 3,390,053 5,156,514

The carrying amount of our property, plant and equipment amounted to RMB1,033.5
million, RMB1,701.1 million, RMB3,390.1 million and RMB5,156.5 million as of December
31, 2021, 2022 and 2023 and September 30, 2024, respectively. The increase in the carrying
amount of our property, plant and equipment over time was primarily relating to the expansion
of our production bases and the addition of our new office buildings to support our business
growth.

In particular, our construction in progress increased from RMBS57.1 million as of
December 31, 2021 to RMB711.9 million as of December 31, 2022, and from RMB616.6
million as of December 31, 2023 to RMB1,826.1 million as of September 30, 2024, primarily
attributable to the commencement of construction relating to our production capacity and office
space expansion. Our construction in progress decreased from RMB711.9 million as of
December 31, 2022 to RMB616.6 million as of December 31, 2023, primarily due to

completion of several construction projects.

The carrying amount of our buildings decreased slightly from RMB546.3 million as of
December 31, 2021 to RMB523.9 million as of December 31, 2022, primarily due to
depreciation during the ordinary course of business. The carrying amount of our buildings
subsequently increased to RMB1,767.6 million as of December 31, 2023 and further to
RMB2,087.7 million as of September 30, 2024, primarily due to the completion of several
construction projects.

The carrying amount of our machinery increased from RMB352.6 million as of December
31, 2021 to RMB372.2 million as of December 31, 2022, and further to RMB®&860.3 million as
of December 31, 2023 and RMB1,115.2 million as of September 30, 2024, which was primarily
attributed to the addition of equipment in our production bases.
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Right-of-Use Assets

Our right-of-use assets mainly consist of leased warehouses and office premises and land
use rights. Our right-of-use assets increased from RMB166.0 million as of December 31, 2021
to RMB445.6 million as of December 31, 2022. This increase primarily resulted from the
acquisition of land use rights for several parcels of land in various locations in China, which
are intended for the construction of our production bases and warehouses. Our right-of-use
assets slightly decreased to RMB427.0 million as of December 31, 2023, and further to
RMB378.5 million as of September 30, 2024, primarily due to depreciation in the ordinary
course of business.

Other Non-Current Assets

Our other non-current assets mainly consist of (i) prepayments for property, plant and
equipment, (ii) prepayments for other intangible assets, including primarily software used to
streamline and optimize our business process, and (iii) long-term rental deposit. Our other
non-current assets increased from RMB999.0 million as of December 31, 2021 to RMB1,166.2
million as of December 31, 2022, primarily due to an increased amount of prepayments for our
new office buildings. Our other non-current assets remained relatively stable at RMB1,177.4
million as of December 31, 2023. Our other non-current assets decreased to RMB144.8 million
as of September 30, 2024, primarily due to the decrease in prepayments for our new office
buildings, which were reclassified to property, plant and equipment upon their completion and
delivery.

LIQUIDITY AND CAPITAL RESOURCES

We have historically funded our cash requirements mainly from cash generated from our
business operations, shareholder contributions and bank loans. After the Global Offering, we
intend to finance our future capital requirements through cash generated from our business
operations, and the net proceeds from the Global Offering. We currently do not anticipate any
changes to the availability of financing to fund our operations in the near future. We had cash
and cash equivalents of RMB2,675.8 million, RMB2,764.1 million, RMB5,621.9 million and
RMB5,980.4 million as of December 31, 2021, 2022 and 2023 and September 30, 2024,
respectively.
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Cash Flow Analysis

The following table sets forth our cash flows for the periods indicated.

For the nine months
For the year ended December 31, ended September 30,

2021 2022 2023 2023 2024

(unaudited)
(RMB in thousands)

Operating cash flows before

movements in working capital . ... 2,643,793 2,816,683 4,408,046 3,357,947 4,828,654
Changes in working capital . . ... ... (399,544) 228,172 242,767 281,589 1,089,629
Income tax paid ............... (590,081) (658,546) (910,742) (584,626) (876,164)
Interest received . . ............. 38,221 44,322 53,801 36,781 58,635
Net cash flows generated from

operating activities . .. ......... 1,692,389 2,430,631 3,793,872 3,091,691 5,100,754
Net cash flows used in investing

activities ... ... ... L. (1,831,630) (2,201,861) (825,344) (1,997,140) (4,485,997)
Net cash flows generated from/

(used in) financing activities . . ... 726,648 (139,261) (111,319) (102,786) (257,162)
Net increase in cash and cash

equivalents . ........... ... . 587,407 89,509 2,857,209 991,765 357,595
Cash and cash equivalents at the

beginning of the period . ... ... .. 2,089,486 2,675,827 2,764,138 2,764,138 5,621,904
Effect of foreign exchange differences

(met) . ... (1,066) (1,198) 557 3,310 897
Cash and cash equivalents at the end

of the period. . . . .. ... ... .. ... 2,675,827 2,764,138 5,621,904 3,759,213 5,980,396

Net cash flows generated from operating activities

Net cash flows generated from operating activities in the nine months ended September
30, 2024 was RMBS5,100.8 million, which primarily consists of profit before tax of
RMB4,568.5 million, adjusted for certain non-cash and non-operating items. Adjustments for
such non-cash and non-operating items primarily include (i) depreciation of property, plant and
equipment of RMB220.6 million, (ii) interest income of RMB77.3 million, and (iii)
depreciation of right-of-use assets of RMB74.4 million. The amount was further adjusted by
income tax paid of RMB&876.2 million, and changes in working capital, primarily including (a)
the decrease in inventories of RMB351.7 million primarily due to the seasonality of our
operations and our efforts to optimize inventory levels for certain raw materials, (b) the
increase in trade payables of RMB284.7 million in line with our business expansion and also
influenced by seasonality, (c) the increase in other payables and accruals of RMB261.2 million,
and (d) the increase in contract liabilities of RMB138.9 million due to store network expansion.
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Net cash flows generated from operating activities in 2023 was RMB3,793.9 million,
which primarily consists of profit before tax of RMB4,154.0 million, adjusted for certain
non-cash and non-operating items. Adjustments for such non-cash and non-operating items
primarily include (i) depreciation of property, plant and equipment of RMB160.5 million, (ii)
depreciation of right-of-use assets of RMB103.5 million, and (iii) impairment of property,
plant and equipment of RMB65.5 million. The amount was further adjusted by income tax paid
of RMB910.7 million, and changes in working capital, primarily including (a) the increase in
inventories of RMB725.8 million as we continued to expand our business, (b) the increase in
trade payables of RMB466.1 million in line with our business expansion, (c) the increase in
other payables and accruals of RMB343.3 million, and (d) the increase in contract liabilities
of RMB79.6 million due to store network expansion.

Net cash flows generated from operating activities in 2022 was RMB2,430.6 million,
which consists primarily of profit before tax of RMB2,658.0 million, adjusted for certain
non-cash and non-operating items. Adjustments for such non-cash and non-operating items
primarily include (i) depreciation of property, plant and equipment of RMB105.3 million, (ii)
depreciation of right-of-use assets of RMB75.8 million, and (iii) interest income of RMB44.3
million. The amount was further adjusted by income tax paid of RMB658.5 million, and
changes in working capital, primarily including (a) the increase in other payables and accruals
of RMB295.3 million, (b) the increase in inventories of RMB291.3 million as we continued to
expand our business, (c) the increase in trade payables of RMB286.2 million in line with our
business expansion and revenue growth, and (d) the decrease in contract liabilities of
RMB101.4 million due to the increased frequency of supplying our stores, supported by the
enhanced efficiency of our logistics system.

Net cash flows generated from operating activities in 2021 was RMB1,692.4 million,
which consists primarily of profit before tax of RMB2,558.9 million, adjusted for certain
non-cash and non-operating items. Adjustments for such non-cash and non-operating items
primarily include (i) depreciation of property, plant and equipment of RMB57.2 million, (ii)
depreciation of right-of-use assets of RMB42.4 million, and (iii) interest income of RMB38.2
million. The amount was further adjusted by income tax paid of RMB590.1 million, and
changes in working capital, primarily including (a) the increase in inventories of RMB842.7
million, (b) the increase in trade payables of RMB261.2 million, (c) the increase in other
payables and accruals of RMB194.1 million, and (d) the increase in contract liabilities of
RMB131.8 million, all of which were generally in line with our business expansion and
revenue growth.

Net cash flows used in investing activities

Net cash flows used in investing activities in the nine months ended September 30, 2024
was RMB4,486.0 million, which consists primarily of (i) purchases of financial assets at fair
value through profit or loss of RMB2,503.0 million, (ii) placement of time deposits with
original maturity of more than three months when acquired of RMB1,280.0 million, and (iii)
purchases of items of property, plant and equipment of RMB1,195.0 million, partially offset by
proceeds from disposal of financial assets at fair value through profit or loss of RMB434.5
million.
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Net cash flows used in investing activities in 2023 was RMB825.3 million, which consists
primarily of (i) purchases of financial assets at fair value through profit or loss of RMB5,161.0
million, (ii) purchases of items of property, plant and equipment of RMB1,685.3 million, and
(ii1) purchases of other intangible assets of RMB5.4 million, partially offset by proceeds from
disposal of financial assets at fair value through profit or loss of RMB6,334.0 million.

Net cash flows used in investing activities in 2022 was RMB2,201.9 million, which
consists primarily of (i) purchases of financial assets at fair value through profit or loss of
RMB4,336.0 million, (ii) purchases of items of property, plant and equipment of RMB997.3
million, and (iii) purchases of and prepayments for right-of-use assets of RMB253.9 million,
partially offset by proceeds from disposal of financial assets at fair value through profit or loss
of RMB3,396.2 million.

Net cash flows used in investing activities in 2021 was RMB1,831.6 million, which
consists primarily of (i) purchases of financial assets at fair value through profit or loss of
RMB2,150.0 million, and (ii) purchases of items of property, plant and equipment of
RMB944.5 million, partially offset by proceeds from disposal of financial assets at fair value
through profit or loss of RMB1,277.1 million.

Net cash flows generated from/(used in) financing activities

Net cash flows used in financing activities in the nine months ended September 30, 2024
was RMB257.2 million, which consists primarily of (i) repayment of bank loans of RMB259.5
million, (ii) principal portion of lease payments of RMB62.0 million, and (iii) placement of
restricted cash of RMB3.7 million, partially offset by proceeds from maturity of restricted cash
of RMB72.4 million.

Net cash flows used in financing activities in 2023 was RMB111.3 million, which consists
primarily of (i) repayment of bank loans of RMB140.0 million, (ii) dividends paid of
RMB100.0 million, and (iii) principal portion of lease payments of RMB99.9 million, partially
offset by proceeds from bank loans of RMB259.5 million.

Net cash flows used in financing activities in 2022 was RMB139.3 million, which
consists primarily of (i) dividends paid of RMB104.4 million, (ii) principal portion of lease
payments of RMB76.4 million, and (iii) increase in restricted cash of RMB63.3 million,
partially offset by proceeds from bank loans of RMB140.0 million.

Net cash flows generated from financing activities in 2021 was RMB726.6 million, which

consists primarily of proceeds from issuance of shares of RMB1,120.0 million relating to our
Pre-IPO Investment, partially offset by dividends paid of RMB404.4 million.
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INDEBTEDNESS

The following table sets forth our indebtedness as of the dates indicated.

As of As of December
As of December 31, September 30, 31,
2021 2022 2023 2024 2024
(unaudited)

(RMB in thousands)

Current
Interest-bearing bank and

other borrowings . . . . . . 30,030 140,088 259,748 4,536 -
Lease liabilities . . . . . . .. 50,321 78,813 72,065 50,689 52,004
Non-current
Lease liabilities . . . . . ... 62,408 02,736 54,360 31,732 40,548
Total . ............. 142,759 281,637 386,173 92,957 92,552

Our interest-bearing bank and other borrowings increased from RMB140.1 million as of
December 31, 2022 to RMB259.7 million as of December 31, 2023, primarily due to additional
bank loans secured for working capital purposes, such as relating to the procurement of raw
materials. Our interest-bearing bank and other borrowings subsequently decreased to RMB4.5
million as of September 30, 2024 and nil as of December 31, 2024, primarily due to the
repayment of prior bank loans. As of the Latest Practicable Date, our unutilized bank facilities
amounted to RMB3,917.7 million. For further details of our interest-bearing bank and other
borrowings and lease liabilities during the Track Record Period, see “— Discussion of Certain
Key Items from Our Consolidated Statements of Financial Position”. During the Track Record

Period and up to the date of this Prospectus, we did not have any material contingent liabilities.

Our Directors confirm that as of the Latest Practicable Date, the agreements under our
borrowings did not contain any covenant that would have a material and adverse effect on our
ability to make additional borrowings or issue debt or equity securities in the future. Our
Directors further confirm that we had no defaults in bank and other borrowings, nor did we
breach any covenants (that were not waived) during the Track Record Period and up to the
Latest Practicable Date. Our Directors further confirm that during the Track Record Period and
up to the Latest Practicable Date, we did not experience any difficulties in obtaining credit
facilities, or withdrawal of facilities or requests for early repayment.
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Save as otherwise disclosed under sections headed “— Indebtedness” and “— Contractual
Obligations”, as of December 31, 2024, being the latest practicable date for determining our
indebtedness, we did not have any material bank overdrafts, loans and other similar
indebtedness, liabilities under acceptances or acceptance credits, debentures, mortgages,
charges, other recognized lease liabilities, guarantees or other material contingent liabilities.
Our Directors confirm that there were no material changes in our indebtedness since
December 31, 2024 and up to the date of this Prospectus.

CAPITAL EXPENDITURES AND LONG-TERM INVESTMENTS

The following table sets forth our capital expenditures and long-term investments for the
periods indicated.

For the nine months
For the year ended December 31, ended September 30,

2021 2022 2023 2023 2024

(unaudited)
(RMB in thousands)

Capital expenditures
Purchases of items of property, plant

and equipment . . . ............ 944,523 997,293 1,685,292 1,312,960 1,194,951
Purchases of other intangible assets. . . 7,177 8,723 5,433 10,215 4,623
Purchases of and prepayments for

right-of-use assets — land use rights . 673 253,943 41 41 870
Subtotal . ............. ... . .. 952,373 1,259,959 1,690,766 1,323,216 1,200,444

Long-term investments
Capital injection in an associate . . . . . - 3,000 - - -
Purchase of equity investments

designated at fair value through

other comprehensive income . . . . . . 11,400 - - - -
Placement of time deposits with

original maturity of more than three

months when acquired . . ... ... .. - - 310,056 10,056 1,280,000
Subtotal . ... ... ... .. .. .. ... 11,400 3,000 310,056 10,056 1,280,000
Total. .. ........ ... .. .. .. ... 963,773 1,262,959 2,000,822 1,333,272 2,480,444

We will continue to make capital expenditures to meet the expected growth of our
business and our expansion plan. See “Future Plans and Use of Proceeds — Use of Proceeds”.
We intend to fund our future capital expenditures with financial resources available to us,
including our existing cash and bank balances, cash flows generated from our operating
activities, and net proceeds from the Global Offering.
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CONTRACTUAL OBLIGATIONS

Capital Commitments

Our capital commitments mainly represent the capital expenditure in respect of the
purchases of items of property, plant and equipment contracted for but not provided in the
historical financial information. Our capital commitments increased from RMB318.7 million
as of December 31, 2021 to RMB635.2 million as of December 31, 2022, and subsequently
decreased to RMB580.0 million as of December 31, 2023 and RMB448.3 million as of
September 30, 2024, which was in line with the progress made in the construction and
completion of our production bases.

KEY FINANCIAL RATIOS

For the nine

months
ended/As of

For the year ended/As of December 31, September 30,

2021 2022 2023 2024
Revenue growth. .. ....... ... . N/A 31.2% 49.6% 21.2%
Gross profit margin........... 31.3% 28.3% 29.5% 32.4%
Current ratio™ .. ............ 3.0 2.8 2.4 2.7
Quick ratio®. .. ..., 2.2 2.1 1.9 2.3
Gearing ratio™® .. .. ... .. ... .. 0.5% 1.9% 2.5% 0.03%

Notes:
(1)  Calculated using current assets divided by current liabilities as of the end of the period.
(2)  Calculated using current assets less inventories and divided by current liabilities as of the end of the period.

(3)  Calculated using total borrowings divided by total equity as of the end of the period and multiplied by 100%.

RELATED PARTY TRANSACTIONS

We enter into transactions with our related parties from time to time. For details of our
related party transactions, see Note 38 to the Accountants’ Report included in Appendix I to
this Prospectus.

Our Directors are of the view that each of the related party transactions set out in Note
38 to the Accountants’ Report included in Appendix I to this Prospectus was conducted in the
ordinary course of business on an arm’s length basis and with normal commercial terms
between the relevant parties. Our Directors are also of the view that our related party
transactions during the Track Record Period would not distort our track record results or cause
our historical results to become non-reflective of our future performance.
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OFF-BALANCE SHEET COMMITMENTS AND ARRANGEMENTS

As of the Latest Practicable Date, we had not entered into any financial guarantees or
other commitments to guarantee the payment obligations of any third parties. We have not
entered into any derivative contracts that are indexed to our shares and classified as
Shareholder’s equity or that are not reflected in our consolidated financial statements.
Furthermore, we do not have any retained or contingent interest in assets transferred to an
unconsolidated entity that serves as credit, liquidity or market risk support to such entity. We
do not have any variable interest in any unconsolidated entity that provides financing, liquidity,
market risk or credit support to us or engages in leasing, hedging or product development

services with us.

FINANCIAL RISKS DISCLOSURE

Our Group’s principal financial instruments comprise financial assets at fair value
through profit or loss, cash and cash equivalents and interest-bearing bank and other
borrowings. We have various other financial assets and liabilities such as trade receivables and
trade payables, which arise directly from its operations.

The main risks arising from our financial instruments are foreign currency risk, interest
rate risk, credit risk and liquidity risk. Our Board of Directors reviews and agrees on policies

for managing each of these risks, which are summarized below.

Foreign Currency Risk

Our Group has transactional currency exposures. Such exposures arise from sales or
purchases by operating units in currencies other than the units’ functional currencies. In
addition, our Group has currency exposures from its cash and cash equivalents. The
management of our Group considers our Group’s exposure to foreign currency risk not
significant. For further details of our foreign currency risk, see Note 41 to the Accountants’

Report included in Appendix I to this Prospectus.

Interest Rate Risk

Our Group’s bank balances, other than short-term and long-term bank deposits, expose to
cash flow interest rate risk due to the fluctuation of the prevailing market interest rate. The
management of our Group considers our Group’s exposure to interest rate risk in respect of
bank balances and interest-bearing bank and other borrowings not significant.

Credit Risk

Our Group trades only with recognized and creditworthy third parties. It is our Group’s
policy that all customers who wish to trade on credit terms are subject to credit verification
procedures. In addition, receivable balances are monitored on an ongoing basis and the
management of our Group considers our Group’s exposure to bad debts is not significant.
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For further details of our credit risk, see Note 41 to the Accountants’ Report included in
Appendix I to this Prospectus.

Liquidity Risk

Our Group monitors and maintains a level of cash and cash equivalents deemed adequate
by the management of our Group to finance the operations and mitigate the effects of
fluctuations of cash flows.

For further details of our liquidity risk, see Note 41 to the Accountants’ Report included
in Appendix I to this Prospectus.

DIVIDENDS

In 2021, 2022 and 2023, our Company declared dividends of RMB104.4 million,
RMB104.4 million and RMB100.0 million, respectively, all of which had been paid in full. Our
Company did not declare any dividend in the nine months ended September 30, 2024. See Note
12 to the Accountants’ Report included in Appendix I to this Prospectus for details.

As of the Latest Practicable Date, we did not have a formal dividend policy or a fixed
dividend distribution ratio. PRC laws require that dividends be paid only out of our
distributable profits. Distributable profits are our after-tax profits, less appropriations to
statutory and other reserves that we are required to make. Pursuant to our Articles of
Association, our Board may declare dividends in the future after taking into account our results
of operations, financial conditions, cash requirements and availability, and other factors as it
may deem relevant at such time. Any declaration and payment as well as the amount of
dividends will be subject to our constitutional documents, applicable PRC laws and approval
by our Shareholders.

After the Global Offering, we may declare and pay dividends mainly by cash or by stock
that we consider appropriate. Decisions to declare or to pay any dividends in the future, will
depend on, among other things, our Company’s profitability, operations and development
plans, external financing environment, costs of capital, our Company’s cash flows and other
factors that our Directors may consider relevant. Our ability to distribute dividends in the

future also depends on whether we can receive dividends from our subsidiaries.

WORKING CAPITAL SUFFICIENCY

Our Directors are of the opinion, and the Joint Sponsors concur, that, taking into account
the financial resources available to our Group, including the estimated net proceeds from the
Global Offering and the expected cash flows generated from operating activities, we have
sufficient working capital for our present requirements and for the next 12 months from the
date of this Prospectus.
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DISTRIBUTABLE RESERVES

As of September 30, 2024, our reserves were RMB1,721.0 million, which represented our
distributable reserve as of the same date.

PROFIT ESTIMATE FOR THE YEAR ENDED DECEMBER 31, 2024
We have prepared the following profit estimate for the year ended December 31, 2024.

Estimated consolidated profit attributable  not less than RMB4.4 billion (equivalent
to owners of the parent for the year to approximately HK$4.8 billion)
ended December 31, 2024V®

Notes:

(1)  The bases on which the above profit estimate has been prepared are summarized in Part A of Appendix
IIB to this Prospectus. The Directors have prepared the estimated consolidated profit attributable to
owners of the parent for the year ended December 31, 2024 based on the audited consolidated results
of our Group for the nine months ended September 30, 2024 and the unaudited consolidated results
based on the management accounts of our Group for the three months ended December 31, 2024. The
profit estimate has been prepared on a basis consistent in all material respects with our accounting
policies, as presently adopted and as set out in Note 2.3 of the Accountants’ Report of the Group, the
text of which is set out in Appendix I to this Prospectus.

(2)  The estimated consolidated profit attributable to owners of the parent is converted into Hong Kong
dollars at the exchange rate of HK$1 to RMBO0.926. No presentation is made that the RMB amounts have
been, could have been or may be converted to Hong Kong dollars, or vice versa, at that rate.

LISTING EXPENSES

Our listing expenses mainly include (i) underwriting-related expenses, such as
underwriting fees and commissions, and (ii) non-underwriting-related expenses, comprising
professional fees paid to our legal advisors and reporting accountants for their services
rendered in relation to the Listing and the Global Offering, and other fees and expenses.
Assuming full payment of the discretionary incentive fee, the estimated total listing expenses
for the Global Offering are approximately HK$163.7 million, accounting for approximately
4.7% of our gross proceeds. Among such estimated total listing expenses, we expect to pay
underwriting-related expenses of HK$69.4 million, professional fees for our legal advisors and
reporting accountants of HK$69.9 million and other fees and expenses of HK$24.4 million. An
estimated amount of HK$93.2 million for our listing expenses, accounting for approximately
2.7% of our gross proceeds, is expected to be expensed through the statement of profit or loss
and an estimated amount of HK$70.5 million is expected to be recognized directly as a
deduction from equity upon the Listing. We did not recognize any listing expenses in 2021 and
2022. We recognized listing expenses of RMB10.9 million and RMB9.2 million in 2023 and
the nine months ended September 30, 2024, respectively, in our consolidated statements of
profit or loss and other comprehensive income.
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NO MATERIAL ADVERSE CHANGE

Our Directors have confirmed that, up to the date of the Prospectus, there had been no
material adverse change in our financial, operational or trading position, indebtedness,
contingent liabilities or prospects since September 30, 2024, being the end date of the periods
reported on in the Accountants’ Report set out in Appendix I to this Prospectus, and there had
been no event since September 30, 2024 that would materially affect the information shown in
the Accountants’ Report set out in Appendix I to this Prospectus.

DISCLOSURE UNDER RULES 13.13 TO 13.19 OF THE LISTING RULES

Our Directors confirm that, except for the amounts due from related parties as disclosed
in this section, as of the Latest Practicable Date, there were no circumstances that would give
rise to a disclosure requirement under Rules 13.13 to 13.19 of the Listing Rules.

UNAUDITED PRO FORMA ADJUSTED NET TANGIBLE ASSETS

The following unaudited pro forma adjusted consolidated net tangible assets of our Group
prepared in accordance with Rule 4.29 of the Listing Rules and with reference to Accounting
Guideline 7 Preparation of Pro Forma Financial Information for inclusion in Investment
Circulars issued by the Hong Kong Institute of Certified Public Accountants for illustration
purposes only, and is set out here to illustrate the effect of the Global Offering on the
consolidated net tangible assets of our Group attributable to owners of the parent as of
September 30, 2024 as if the Global Offering had taken place on September 30, 2024.

The unaudited pro forma statement of adjusted consolidated net tangible assets of our
Group has been prepared for illustrative purpose only and, because of its hypothetical nature,
it may not give a true picture of the consolidated net tangible assets of our Group to owners
of the parent had the Global Offering been completed as of September 30, 2024 or at any future
dates.

Consolidated
net tangible Unaudited
assets of pro forma
the Group adjusted
attributable to consolidated
owners of the Estimated net net tangible Unaudited pro forma
Company as of  proceeds from assets as of adjusted consolidated net tangible
September 30, the Global September 30, assets per Share as of
2024 Offering 2024 September 30, 2024
RMB’000 RMB’000 RMB’000 RMB HK$
Based on an Offer
Price of
HK$202.50 per
Share . . .. ... .. 13,973,870 3,050,206 17,024,076 45.15 49.04
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Notes:

The consolidated net tangible assets of our Group attributable to owners of our Company as of September 30,
2024 was equal to the consolidated net assets attributable to owners of our Company as of September 30, 2024
of RMB14,001,298,000 after deducting other intangible assets of RMB27,428,000 set out in the Accountants’
Report in Appendix I to this Prospectus.

The estimated net proceeds from the Global Offering are based on 17,059,900 Offer Shares at the Offer Prices
of HK$202.50 per Offer Share, after deduction of the estimated underwriting commissions and fees and other
related expenses (excluding listing expenses of RMB20,079,000 which have been recorded in the consolidated
statements of profit or loss). It does not take into account of any Shares which may be issued upon the exercise
of the Over-allotment Option or any Shares which may be issued or repurchased by the Company pursuant to
the Company’s general mandates.

The unaudited pro forma adjusted consolidated net tangible assets per Share is calculated after making the
adjustments referred to in the preceding paragraphs and on the basis that 377,059,900 Shares are in issue
assuming that the Global Offering had been completed on September 30, 2024, without taking into account of
any shares which may be allotted and issued upon the exercise of the Over-allotment Option.

For the purpose of this unaudited pro forma adjusted consolidated net tangible assets, the balances stated in
Renminbi are converted into Hong Kong dollars at the rate of RMB1 to HK$1.0861. No representation is made
that the Hong Kong dollar amounts have been, could have been or may be converted to Renminbi, or vice
versa, at that rate or any other rates or at all.

No other adjustment has been made to the unaudited pro forma adjusted consolidated net tangible assets to
reflect any trading results or other transactions of our Group entered into subsequent to September 30, 2024.

Please refer to “Appendix IIA — Unaudited Pro Forma Financial Information” for further

details.
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