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None

Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act.

None
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Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.

X Yes "No

If this report is an annual or transition report, indicate by check mark if the registrant is not required to file reports
pursuant to Section 13 or 15 (d) of the Securities Exchange Act of 1934.

“Yes x No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

X Yes " No

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for
such shorter period that the registrant was required to submit such files).
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or an emerging growth company. See definition of “large accelerated filer,” “accelerated filer,” and “emerging growth
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer x Accelerated filer * Non-accelerated filer ~
Emerging growth company ~

If an emerging growth company that prepares its financial statements in accordance with U.S. GAAP, indicate by
check mark if the registrant has elected not to use the extended transition period for complying with any new or
revised financial accounting standards{ provided pursuant to Section 13(a) of the Exchange Act. ~

T The term “new or revised financial accounting standard” refers to any update issued by the Financial Accounting
Standards Board to its Accounting Standards Codification after April 5, 2012.

Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements included
in this filing:

U.S. GAAP International Financial Reporting Other

Standards as issued by the International
Accounting Standards Board

If “Other” has been checked in response to the previous question, indicate by check mark which financial statement item
the registrant has elected to follow.

“Item 17 " Item 18

If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2
of the Exchange Act).

“Yes x No
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(APPLICABLE ONLY TO ISSUERS INVOLVED IN BANKRUPTCY PROCEEDINGS DURING THE PAST
FIVE YEARS)

Indicate by check mark whether the registrant has filed all documents and reports required to be filed by Sections 12,
13 or 15(d) of the Securities Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed
by a court.

“Yes " No
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CERTAIN DEFINED TERMS

Unless otherwise indicated or the context otherwise requires, references in this annual report to:

“ADRSs” are to the American depositary receipts, which, if issued, evidence our ADSs;

“ADSs” are to our American depositary shares, each of which represents three Class A ordinary shares;

LR T3 9 ¢

“Baozun,” “we,” “us,” “our company,” and “our,” are to Baozun Inc., a Cayman Islands exempted company, formerly known
-Baozun Cayman Inc. and unless the context requires otherwise, includes its consolidated subsidiaries and variable
interest entity;

“brand E-commerce” are to business-to-consumer (B2C) E-commerce conducted through official brand stores, official
marketplace stores, or official stores on other channels;

“brand partners” are to companies for which we operate or have entered into agreements to operate official brand
stores, official marketplace stores, or official stores on other channels under their brand names;

“China” and the “PRC” are to the People’s Republic of China, excluding, for the purpose of this annual report only,
Taiwan, the Hong Kong Special Administrative Region and the Macau Special Administrative Region;

“Distribution GMV” are to the GMYV under the distribution business model;

“GMV” are to gross merchandise volume, and when used in connection with our business, include (i) the full value of
all purchases transacted and settled on the stores operated by us (including, prior to its closure in 2017, our
Maikefeng marketplace but excluding stores for the operations of which we only charge fixed fees) and (ii) the full
“value of purchases for which consumers have placed orders and paid deposits on such stores and which have been
settled offline. Our calculation of GMV includes value added tax and excludes (i) shipping charges, (ii) surcharges
and other taxes, (iii) value of the goods that are returned and (iv) deposits for purchases that have not been settled;

-“Non-distribution GMV” are to the GMV under the service fee business model and the consignment business model;

“020” are to online-to-offline and offline-to-online commerce;
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“official brand stores” are to brands’ official online stores;
- “official marketplace stores” are to brands’ flagship stores and authorized stores on third-party online marketplaces;
“RMB” and “Renminbi” are to the legal currency of China;
-“ordinary shares” are to our Class A ordinary shares and Class B ordinary shares, par value US$0.0001 per share; and
“US$”, “U.S. dollars” or “dollars” are to the legal currency of the United States.

Solely for the convenience of the reader, certain RMB amounts have been translated into U.S. dollars at specified
rates. Unless otherwise noted, all translations from RMB to U.S. dollars and from U.S. dollars to RMB were made at a
rate of RMB6.8755 to US$1.00, the exchange rate as set forth in the H.10 statistical release of the U.S. Federal
Reserve Board on December 31, 2018. As of March 29, 2019, the exchange rate for one U.S. dollar was RMB6.7112.
We make no representation that the RMB or U.S. dollar amounts referred to herein could have been or could be
converted to U.S. dollars or RMB, as the case may be, at any particular rate, or at all.
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FORWARD-LOOKING STATEMENTS

Certain statements contained in this annual report on Form 20-F, including those statements contained under the

captions “Item 4—Information on the Company” and “Item 5—Operating and Financial Review and Prospects” that are not
statements of historical fact, are “forward-looking statements” within the meaning of Section 27A of the Securities Act

of 1933, as amended, or the Securities Act, Section 21E of the Securities Exchange Act of 1934, as amended, or the
Exchange Act, and within the meaning of the Private Securities Litigation Reform Act of 1995. Such statements can

be generally identified by the use of terms such as “may,” “will,” “could,” “would,” “plans,” “intends,” “believes,” “expects,
“estimates” or “anticipates,” the negatives of such terms, or comparable terms. In addition to the statements contained in
this Form 20-F, we (or our directors or executive officers authorized to speak on our behalf) from time to time may

make forward-looking statements, orally or in writing, regarding Baozun (including its subsidiaries and variable

interest entity) and its business, including in press releases, oral presentations, filings under the Securities Act, the
Exchange Act or securities laws of other countries, and filings with The Nasdaq Global Select Market or other stock
exchanges.

EEINT3 LRI

You should not rely upon forward-looking statements as predictors of future events. Such forward-looking statements
represent our judgment or expectations regarding the future, and are subject to risks and uncertainties that may cause
actual events and our future results to be materially different than expected by us or indicated by such statements.
Such risks and uncertainties include in particular (but are not limited to) the risks and uncertainties related to the
following: The online retail industry may not grow at the rate projected by market data, or at all. Failure of this market
to grow at the projected rate may have a material and adverse effect on our business and the market price of our
ADSs. In addition, the rapidly changing nature of the online retail industry results in significant uncertainties for any
projections or estimates relating to the growth prospects or future condition of our market. Furthermore, if any one or
more of the assumptions underlying the market data are later found to be incorrect, actual results may differ from the
projections based on these assumptions. See also the information under “Item 3. Key Information—D. Risk Factors” and
elsewhere in this annual report for a more complete discussion of these risks, assumptions and uncertainties and for
other risks and uncertainties. These risks, assumptions and uncertainties are not necessarily all of the important factors
that could cause actual results to differ materially from those expressed in any of our forward-looking statements.
Other unknown or unpredictable factors also could harm our results. We undertake no obligation, and specifically
decline any obligation, to update publicly or revise any forward-looking statements, whether as a result of new
information, future events or otherwise. In light of these risks, uncertainties and assumptions, the forward-looking
events discussed in this annual report might not occur.

10
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PART I

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS

Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.

ITEM 3. KEY INFORMATION

A.Selected Financial Data

The selected consolidated financial data presented below as of and for the years ended December 31, 2014, 2015,
2016, 2017 and 2018 have been prepared in accordance with U.S. GAAP. Our selected consolidated statements of
operations data for the three years ended December 31, 2016, 2017 and 2018 and selected consolidated balance sheet
data as of December 31, 2017 and 2018 have been derived from our audited consolidated financial statements
included elsewhere in this document. Our selected consolidated statements of operations data for the years ended
December 31, 2014 and 2015, and selected consolidated balance sheet data as of December 31, 2014, 2015 and 2016
have been derived from our audited consolidated financial statements not included elsewhere in this document. The
historical results are not necessarily indicative of results to be expected in any future period.

Selected Consolidated
Statements of For the year ended December 31,
Operations Data
2014 2015 2016 2017 2018
RMB RMB RMB RMB RMB US$

(in thousands, except for per share and per ADS data and number of shares)
Net revenues
Product sales 1,187,162 1,940,649 2,176,447 2,257,632 2,516,862 366,062
Services 397,258 657,794 1,213,828 1,891,176 2,876,175 418,322

11



Total net revenues

Operating expenses(!

Cost of products

Fulfillment

Sales and marketing®
Technology and content
General and administrative
Other operating income, net
Total operating expenses
Income (loss) from operations
Other income (expenses)
Interest income

Interest expense

Gain on disposal of investments
Impairment loss of investments
Exchange gain (loss)

Income (loss) before income tax and

share of loss in equity method

investment

Income tax benefit (expense)
Share of loss in equity method
investment

Net income (loss)

Deemed dividend from issuance of

convertible redeemable preferred
shares

Edgar Filing:

Baozun Inc. - Form 20-F

1,584,420 2,598,443 3,390,275
(1,086,133) (1,735,820) (1,921,856)
(168,130 ) (325,159 ) (540,857 )
(226,952 ) (403,519 ) (658,819 )
(63,607 ) (59,946 ) (95,638 )
(96,911 ) (73,678 ) (88,274 )
457 8,130 5,235
(1,641,276) (2,589,992) (3,300,209)
(56,856 ) 8,451 90,066
3,156 8,834 11,869
(1,552 ) — —

— 9,674 —

(2,650 ) (124 ) 320
(57,902 ) 26,835 102,255
(1,912 ) 6,022 (16,831 )
— (10,236 ) —
(59,814 ) 22,621 85,424
(16,666 ) — —

4,148,808

(1,917,467)
(818,173 )
(910,843 )
(140,689 )
(116,554 )
11,250

(3,892,476)
256,332

13,350
(4252 )
5,464
(6,227 )
(21 )

264,646

(54,251 )
(1,265 )
209,130

5,393,037

(2,034,852)
(1,262,302)
(1,338,970)
(268,973 )
(154,845 )
22,678
(5,037,264)
355,773

8,017
(13,058 )

(9,021 )
(5,991 )

335,720

(64,953 )
(996 )
269,771

784,384

(295,957)
(183,594)
(194,745)
(39,121 )
(22,521 )

3,298

(732,640)

51,744

1,166
(1,899

(1,312
(871

48,828

(9,447
(145
39,236

12
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Selected Consolidated Statements of

Operations Data For the year ended December 31,

2014 2015 2016 2017 2018

RMB RMB RMB RMB RMB US$
(in thousands, except for per share and per ADS data and number of
shares)

Change in redemption value of convertible
redeemable preferred shares

Net (income) loss attributable to
noncontrolling interests

Net income (loss) attributable to ordinary
shareholders of Baozun Inc.

Net income (loss) per share attributable to
ordinary shareholders of Baozun Inc.

Basic (5.31 ) (0.03 ) 0.58 1.29 1.59 0.23

(79,169 ) (25,332 ) — — _ _
- — 1,209 (264 ) (59 )y 9 )

(155,649 ) (2,711 ) 86,633 208,866 269,712 39,227

Selected Consolidated Statements of

Operations Data For the year ended December 31,

2014 2015 2016 2017 2018
RMB RMB RMB RMB RMB US$
(in thousands, except for per share and per ADS data and number of shares)
Diluted (5.31 ) (0.03 ) 0.53 1.19 1.50 0.22
Net income (loss) per ADS®
Basic (15.93 ) (0.08 ) 1.74 3.87 4.76 0.69
Diluted (15.93 ) (0.08 ) 1.59 3.56 4.51 0.66
Weighted average shares used in
calculating net income (loss) per
ordinary share
Basic 29,314,067 102,987,119 149,935,100 162,113,815 169,884,906 169,884,90¢
Diluted 29,314,067 102,987,119 163,926,674 176,115,049 179,327,029 179,327,026
Non-GAAP Financial Measures®):
Non-GAAP income from operations 28,107 33,646 124,251 315,345 433,199 63,006
Non-GAAP net income 25,149 47,816 119,609 267,947 346,805 50,441
Non-GAAP net income (loss)
attributable to ordinary shareholders (70,686 ) 22,484 120,818 267,395 346,170 50,348
of Baozun Inc.
Non-GAAP net income (loss)
attributable to ordinary shareholders
of Baozun Inc. per ADS:
Basic (7.23 ) 0.65 242 4.95 6.11 0.89
Diluted (7.23 ) 0.59 2.21 4.55 5.79 0.84

(1) Share-based compensation expenses are allocated in operating expenses items as follows:

13



Fulfillment
Sales and marketing
Technology and content
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For the year ended December 31,

2014 2015 2016 2017 2018

RMB RMB RMB RMB RMB US$

(in thousands)

460 ) (1,440 ) (1,755 ) (2,904 ) (5,831 ) (848 )
(5,469 ) (9,793 ) (13,370) (20,363) (28,346) (4,123 )
(26,311) (5,047 ) (7,875 ) (13,822) (13,445) (1,956 )

General and administrative  (52,723) (8,915 ) (11,185) (21,142) (28,240) (4,107 )

(84,963) (25,195) (34,185) (58,231) (75,862) (11,034)

Including amortization of intangible assets resulting from business acquisition, which amounted to RMB nil for the
(2)years ended December 31, 2014, 2015, and 2016 and RMBO0.8 million for the year ended December 31, 2017 and
RMB1.6 million for the year ended December 31, 2018.

Including income tax benefits of RMB nil for the years ended December 31, 2014, 2015, 2016 and RMBO0.2
(3)million for the year ended December 31, 2017 and RMBO0.4 million for the year ended December 31, 2018, related
to the reversal of deferred tax liabilities, which was recognized on business acquisition.

4

Each ADS represents three Class A ordinary shares.

14
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®)

Selected Consolidated Balance Sheet Data

Consolidated Balance Sheet Information
Cash and cash equivalents

Restricted cash

Accounts receivable, net(D
Inventories()

Total assets()

Accounts payable

Short-term borrowings

Total liabilities(!

Series A convertible redeemable preferred
shares

Series B convertible redeemable preferred
shares

Selected Consolidated Balance Sheet Data

Series C-1 convertible redeemable preferred
shares

Series C-2 convertible redeemable preferred
shares

Series D convertible redeemable preferred
shares

Baozun Inc. Shareholder’s equity/(deficit)
Total liabilities, convertible redeemable
preferred shares and shareholders’ equity!)

See “—Non-GAAP Financial Measures.”

As of December 31,
2014 2015 2016 2017 2018
RMB RMB RMB RMB RMB US$
(in thousands)
206,391 787,257 917,319 244,809 457,340 66,517
37,900 48,144 50,832 48,848 125,515 18,255
229,502 364,782 627,829 1,085,669 1,547,631 225,094
242978 334,347 309,317 382,028 650,348 94,589
872,514 1,889,173 2,371,277 2,978,969 4,015,824 584,077
300,007 457,493 526,461 583,532 886,340 128,912
— — — 172,000 436,200 63,443
393,458 654,702 799,265 1,152,532 1,820,808 264,826
55,924 — — — — —
202,125 — — — — —
As of December 31,
2014 2015 2016 2017 2018
RMB RMB RMB RMB RMB US$
(in thousands)
355,176 — — — — —
37,630 — — — — —
150,430 — — — — —
(322,229) 1,234,471 1,572,012 1,809,023 2,177,543 316,710
872,514 1,889,173 2,371,277 2,978,969 4,015,824 584,077

Certain reclassifications in accounts receivable, inventories, prepayments and other current assets and accrued
(1)expenses and other current liabilities were retrospectively adjusted as a result of the adoption of a new revenue
accounting standard effective on January 1, 2018.

The following table sets forth the following operating data for each period indicated:

15
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For the Year Ended December 31,
2014 2015 2016 2017 2018

Number of brand partners as of the period end® 93 113 133 152 185
Number of GMYV brand partners as of the period end® 78 95 122 146 178
Total GMV® (RMB in millions) 42489 6,7353 11,264.8 19,112.2 29,426.0
Distribution GMV® 1,371.5 2,262.7 2,534.1 2,620.2  2,902.0
Non-distribution GMV®) 2,877.4 4,472.6 8,730.7 16,492.0 26,524.0
A\.fef'age GMY per GMV brand partner® (RMB in 61 75 102 142 182
millions)

( )Brand partners are defined as companies for which we operate or have entered into agreements to operate official
brand stores, official marketplace stores, or official stores on other channels under their brand names.

16
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(2)GMV brand partners are brand partners that contributed to our GMV during the period.

GMYV is defined as (i) the full value of all purchases transacted and settled on stores operated by us (including,
prior to its closure in 2017, our Maikefeng marketplace but excluding stores for the operations of which we only
charge fixed fees) and (ii) the full value of purchases for which consumers have placed orders and paid deposits at
such stores and which have been settled offline. Our calculation of GMYV includes value added tax but excludes (i)
shipping charges, (ii) surcharges and other taxes, (iii) value of the goods that are returned and (iv) deposits for
purchases that have not been settled.

3)

(4)Distribution GMYV refers to the GMYV under the distribution business model.

Non-distribution GMV refers to the GMV under the service fee business model and the consignment business
model.

(&)

Average GMV per GMV brand partner is calculated by dividing GMV (excluding Maikefeng) by the average
number of GMV brand partners as of the beginning and end of the respective periods.

(6)

Non-GAAP Financial Measures

In evaluating our business, we consider and use non-GAAP income/(loss) from operations, non-GAAP net
income/(loss), non-GAAP net income (loss) attributable to ordinary shareholders of Baozun Inc., and non-GAAP net
income (loss) attributable to ordinary shareholders of Baozun Inc. per ADS, as supplemental measures to review and
assess our operating performance. The presentation of these non-GAAP financial measures is not intended to be
considered in isolation or as a substitute for the financial information prepared and presented in accordance with U.S.
GAAP. Non-GAAP income/(loss) from operations is income/(loss) from operations excluding the impact of
share-based compensation expenses and amortization of intangible assets resulting from business acquisition.
Non-GAAP net income/(loss) is net income/(loss) excluding the impact of share-based compensation expenses and
amortization of intangible assets resulting from business acquisition. Non-GAAP net income (loss) attributable to
ordinary shareholders of Baozun Inc. is net income (loss) attributable to ordinary shareholders of Baozun Inc.
excluding the impact of share-based compensation expenses and amortization of intangible assets resulting from
business acquisition. Non-GAAP net income (loss) attributable to ordinary shareholders of Baozun Inc. per ADS is
non-GAAP net income (loss) attributable to ordinary shareholders of Baozun Inc. divided by weighted average
number of shares used in calculating net income per ordinary share multiplied by three, as each ADS represents three
of our Class A ordinary shares.

We present the non-GAAP financial measures because they are used by our management to evaluate our operating
performance and formulate business plans. Non-GAAP income/(loss) from operations, non-GAAP net income/(loss),
non-GAAP net income (loss) attributable to ordinary shareholders of Baozun Inc. and non-GAAP net income (loss)
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attributable to ordinary shareholders of Baozun Inc. per ADS enable our management to assess our operating results
without considering the impact of share-based compensation expenses and amortization of intangible assets resulting
from business acquisition. We also believe that the use of the non-GAAP measures facilitate investors’ assessment of
our operating performance.

The non-GAAP financial measures are not defined under U.S. GAAP and are not presented in accordance with U.S.
GAAP. The non-GAAP financial measures have limitations as analytical tools. One of the key limitations of using
non-GAAP income/(loss) from operations, non-GAAP net income/(loss), non-GAAP net income (loss) attributable to
ordinary shareholders of Baozun Inc. and non-GAAP net income (loss) attributable to ordinary shareholders of
Baozun Inc. per ADS is that they do not reflect all items of income and expense that affect our operations.
Share-based compensation expenses and amortization of intangible assets resulting from business acquisition have
been and may continue to be incurred in our business and is not reflected in the presentation of non-GAAP
income/(loss) from operations, non-GAAP net income/(loss), non-GAAP net income (loss) attributable to ordinary
shareholders of Baozun Inc. and non-GAAP net income (loss) attributable to ordinary shareholders of Baozun Inc. per
ADS. Further, the non-GAAP measures may differ from the non-GAAP measures used by other companies, including
peer companies, and therefore their comparability may be limited. In light of the foregoing limitations, the non-GAAP
income/(loss) from operations, non-GAAP net income/(loss), non-GAAP net income (loss) attributable to ordinary
shareholders of Baozun Inc. and non-GAAP net income (loss) attributable to ordinary shareholders of Baozun Inc. per
ADS for the period should not be considered in isolation from or as an alternative to income/(loss) from operations,
net income/(loss), net income (loss) attributable to ordinary shareholders of Baozun Inc., net income (loss) attributable
to ordinary shareholders of Baozun Inc. per ADS, or other financial measures prepared in accordance with U.S.
GAAP.

We compensate for these limitations by reconciling the non-GAAP financial measure to the nearest U.S. GAAP
performance measure, which should be considered when evaluating our performance. We encourage you to review
our financial information in its entirety and not rely on a single financial measure.

A reconciliation of these non-GAAP financial measures in 2014, 2015, 2016, 2017 and 2018 to the nearest U.S.
GAAP performance measures is provided below:

18



Income (loss) from
operations

Add: Share-based
compensation expenses
Amortization of intangible
assets resulting from
business acquisition
Non-GAAP income from
operations

Net income (loss)

Add: Share-based
compensation expenses
Amortization of intangible
assets resulting from
business acquisition

Less: Tax effect of
amortization of intangible
assets resulting from
business acquisition
Non-GAAP net income

Net income (loss)
attributable to ordinary
shareholders of Baozun
Inc.

Add: Share-based
compensation expenses
Amortization of intangible
assets resulting from
business acquisition

Less: Tax effect of
amortization of intangible
assets resulting from
business acquisition
Non-GAAP net income
(loss) attributable to
ordinary shareholders of
Baozun Inc.

Non-GAAP net income
(loss) attributable to
ordinary shareholders of
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For the year ended December 31,

2014 2015 2016 2017
RMB RMB RMB RMB
(56,856 ) 8451 90,066 256,332
84,963 25,195 34,185 58,231
— — — 782
28,107 33,646 124,251 315,345
(59,814 ) 22,621 85,424 209,130
84,963 25,195 34,185 58,231
— — — 782
— — — (196
25,149 47,816 119,609 267,947
(155,649 ) (2,711 ) 86,633 208,866
84,963 25,195 34,185 58,231
— — — 398
— — — (100
(70,686 ) 22,484 120,818 267,395

2018
RMB

355,773

75,862

1,564

433,199

269,771
75,862

1,564

(392

346,805

269,712

75,862

796

(200

346,170

US$

51,744

11,034

228

63,006

39,236
11,034

228

(57 )

50,441

39,227

11,034

116

(29 )

50,348
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Baozun Inc. per ADS:
Basic (7.23 ) 0.65 242 4.95 6.11 0.89
Diluted (7.23 ) 0.59 2.21 4.55 5.79 0.84

Weighted average shares

used in calculating net

income (loss)

Basic 29,314,067 102,987,119 149,935,100 162,113,815 169,884,906 169,884,906
Diluted 29,314,067 102,987,119 163,926,674 176,115,049 179,327,029 179,327,029

B.Capitalization and Indebtedness

Not applicable.

C.Reasons for the Offer and Use of Proceeds

Not applicable.

D.Risk Factors

We wish to caution the readers that the following important factors, and those important factors described in other
reports submitted to, or filed with, the United States Securities and Exchange Commission, or the SEC, among other
factors, could affect our actual results and could cause our actual results to differ materially from those expressed in
any forward-looking statements made by us or on our behalf. In particular, as we are a non-U.S. company, there are
risks associated with investing in ADSs that are not typical with investments in shares of U.S. companies. If any of the
following risks actually occurs, our business, financial condition and results of operations would likely suffer. In such
case, the trading price of our ADSs could decline, and you could lose all or part of your investment.

Risks Related to Our Business

If the E-commerce market in China does not grow, or grows more slowly than we expect, demand for our services
and solutions could be adversely affected.

Continued demand from our existing and potential brand partners to use our services and solutions depends on
whether E-commerce will continue to be widely accepted. While online retail has existed in China since the 1990s,
only recently have large online retail companies become profitable. The long-term viability and prospects of the
online retail business in China remain relatively untested. Our future results of operations will depend on numerous
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factors affecting the development of the E-commerce industry in China, which may be beyond our control. These
factors include:
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the growth of internet, broadband, personal computer and mobile penetration and usage in China, and the rate of any
such growth;

the trust and confidence level of online retail consumers in China, as well as changes in consumers’ demographics,
tastes and preferences;

whether alternative retail channels or business models that better address the needs of consumers emerge in China;
and

the development of fulfillment, payment and other ancillary services associated with online purchases.

If consumer utilization of E-commerce channels in China does not grow or grows more slowly than we expect,
demand for our services and solutions would be adversely affected, our revenues would be negatively impacted and
our ability to pursue our growth strategy would be compromised.

If the complexities and challenges faced by brand partners seeking to sell online diminish, or if our brand partners
increase their in-house E-commerce capabilities as an alternative to our solutions and services, demand for our
solutions and services could be adversely affected.

One of the key attractions of our solutions and services to brand partners is our ability to help address the complexities
and difficulties they face in the E-commerce market in China. If the level of such complexities and difficulties
declines as a result of changes in the E-commerce landscape or otherwise, or if our brand partners choose to increase
their in-house support capabilities as an alternative to our E-commerce solutions and services, our solutions and
services may become less important or attractive to our brand partners, and demand for our solutions and services may
decline.

Our success is tied to the success of our existing and future brand partners for which we operate brand E-commerce
business.

Our success is substantially dependent upon the success of our brand partners. As we continue to expand and optimize
our brand partner base, our future success will also be tied to the success of our future brand partners. We cannot
assure you that our efforts to attract new brand partners and other customers and optimize our brand partner base will
be successful or will not have any material adverse impact on our business performance or results of operation. The
retail business in China is intensely competitive. If our brand partners were to experience any significant decline in
their online sales due to any reason, such as newly identified quality or safety issues or decreased popularity of their
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products, or if they were to have any financial difficulties, suffer impairment of their brands or if the profitability of,
or demand for, their products decreases for any other reason, it could adversely affect our results of operations and our
ability to maintain and grow our business. Our business could also be adversely affected if our brand partners’ product
sales, marketing, brands or retail stores are not successful or if our brand partners reduce their marketing efforts.

If we are unable to retain our existing brand partners, our results of operations could be materially and adversely
affected.

We provide brand E-commerce service to brand partners primarily pursuant to annual and tri-annual contractual
arrangements. These contracts may not be renewed or, if renewed, may not be renewed on the same or more favorable
terms for us. We may not be able to accurately predict future trends in brand partners renewals, and our brand partners’
renewal rates may decline or fluctuate due to factors such as level of satisfaction with our services and solutions and
our fees and charges, as well as factors beyond our control, such as level of competition faced by our brand partners,
their level of success in E-commerce and their spending levels.

In particular, some of our existing brand partners have had years of cooperation with us and we generated a significant
portion of our net revenue through (i) the sale of products in the stores of these brands operated by us and (ii)
provision of our services to these brand partners, which we collectively refer to as net revenues “related to” these brand
partners in order to assess our overall business relationship with them. In 2018, net revenues related to our top two
brand partners comprised approximately 23.6% and 12.8% of our total net revenues, respectively. Some of our other
brand partners also contributed significantly to our total GMV while our net revenues related to them were less
significant (each less than 10% of our total net revenues in 2018) as they mainly utilized our capabilities under the
service fee model or consignment model and therefore we did not generate any product sales revenue related to them.
However, if such a brand partner terminates or does not renew its business relationship with us, our GMV may be
materially and adversely affected. In the past, some brand partners did not renew their business relationships with us
and we cannot assure you that our existing brand partners will renew their business relationships with us in the future.
Net revenues related to our top 10 brand partners in the aggregate comprised approximately 61.1% of our total net
revenues in 2018. If some of our existing brand partners, in particular brand partners with years of cooperation with
us, terminate or do not renew their business relationships with us, renew on less favorable terms or for fewer services
and solutions, and we do not acquire replacement brand partners or otherwise grow our brand partner base, our results
of operations may be materially and adversely affected.

23



Edgar Filing: Baozun Inc. - Form 20-F

Some of our existing brand partners do not allow us to sell products of, or provide similar services to, their
competitors, which has restricted and may continue to restrict the development and expansion of our business. Further,
with the expansion in our business, we may be subject to similar non-compete restrictions requested from existing and
future brand partners. Compliance with such restrictions will limit our ability to expand our business. If we are found
by these brand partners to be in violation of the non-compete restrictions, we may be subject to breach liabilities, as a
result of which our financial condition and results of operations may be materially and adversely affected.

If we fail to maintain our relationships with E-commerce channels or adapt ourselves to emerging E-commerce
channels, or if E-commerce channels otherwise curtail or inhibit our ability to integrate our solutions with their
channels, our solutions would be less appealing to existing and potential brand partners.

We generate a substantial majority of our revenues from the solutions we provide on E-commerce channels, including
marketplaces, social media, mobile channels and other emerging E-commerce channels. These E-commerce channels

have no obligation to do business with us or to allow us to have access to their channels in the long term. If we fail to

maintain our relationships with these channels, they may decide at any time and for any reason to significantly curtail
or inhibit our ability to integrate our solutions with their channels.

Additionally, these channels may decide to make significant changes to their respective business models, policies,
systems or plans, and those changes could impair or inhibit our ability or our partners’ ability to use our solutions to
sell their products on those channels, or may adversely affect the amount of GMV that our partners can sell on those
channels, or otherwise reduce the desirability of selling on those channels. Further, any of these channels could decide
to acquire capabilities that would allow them to compete with us. If we are unable to adapt to new E-commerce
channels as they emerge, our solutions may be less attractive to our partners. Any of these developments could have a
material adverse effect on our results of operations.

We rely on the success of certain E-commerce channels such as Tmall.

A substantial majority of our GMV is derived from merchandise sold or services rendered on Tmall. If E-commerce
channels such as Tmall are not successful in attracting consumers or their reputations are adversely affected for
whatever reasons, our brand partners may cease to sell their products on these channels. As our results of operations
rely on the solutions we provide on these E-commerce channels, a decrease in the use of these channels would reduce
demands for our services, which would adversely affect our business and results of operations.

We rely in part on a pricing model under which a variable portion of the revenues we generate from our brand partners
is based upon the amount of GMV, and any change in that model may adversely affect our financial results.
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We have adopted a pricing model under which a negotiated portion of the revenues we generate from our brand
partners is variable based on GMV generated through the partner’s online stores that we operate. If that GMV were to
decline, does not grow as expected or if our partners demand pricing terms that do not provide for variability based on
the value of purchases transacted and settled on the stores operated by us, our revenue, profitability and business
prospects may be adversely affected.

In addition, the ratio of our revenues as a percentage of GMV generated through the partners’ online stores that we
operate could vary as their bargaining power increases, which could adversely affect our financial results. We also
intend to focus on quality GMV categories with higher ratio of our revenues as a percentage of GMV generated
through the partners’ online stores that we operate, however, there is no guarantee that we will successfully achieve
this and failure of such could adversely affect our financial results.

We may not be able to compete successfully against current and future competitors.

We face intense competition in the market for brand E-commerce solutions and services, and we expect competition
to continue to intensify in the future. Increased competition may result in reduced pricing for our services and
solutions or a decrease in our market share, any of which could negatively affect our ability to retain existing brand
partners and attract new brand partners, our future financial and operating results, and our ability to grow our business.

A number of competitive factors could cause us to lose potential sales or to sell our services and solutions at lower
prices or at reduced profitability, including:

10
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Potential brand partners may choose to continue using or developing applications or building E-commerce teams or
infrastructures in-house, rather than paying for our solutions and services;

The E-commerce channels themselves, which typically offer, often free, software tools that allow brand partners to
connect to the E-commerce channels, may decide to compete more vigorously with us;

Competitors may adopt more aggressive pricing policies and offer more attractive sales terms, adapt more quickly to
-new technologies and changes in brand partners’ requirements, and devote greater resources to the promotion and
sales of their products and services than we can;

Current and potential competitors may offer software that addresses one or more online channel management
-functions at a lower price point or with greater depth than our solutions and may be able to devote greater resources
to those solutions than we can; and

Software vendors could bundle channel management solutions with other solutions or offer such products at a lower
price as part of a larger product sale.

In addition, competition may intensify as our competitors raise additional capital and as established companies in
other market segments or geographic markets expand into our market segments or geographic markets. If we cannot
compete successfully against our competitors, our business and our operating and financial results could be adversely
affected.

Material disruption of E-commerce channels could prevent us from providing services to our brand partners and
reduce sales in stores operated by us.

E-commerce channels could cease operations unexpectedly due to a number of events, including interruptions in
telecommunication services, computer viruses and unlawful access to E-commerce channels. Any material channel
downtime or disruption could prevent us from providing services to our brand partners and reduce sales in stores
operated by us. Because we operate on a limited number of E-commerce channels, the adverse effects of such
downtime and disruption could be significant to our operations as a whole.

The proper functioning of our technology platform is essential to our business. Any failure to maintain the satisfactory
performance of our platform could materially and adversely affect our business and reputation.
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The satisfactory performance, reliability and availability of our technology platform are critical to our success and our
ability to attract and retain brand partners and provide quality customer services. Any system interruptions caused by
telecommunications failures, errors encountered during system upgrades or system expansions, computer viruses,
hacking or other attempts to harm our systems that result in the unavailability or slowdown of our technology
platform, degraded order fulfillment performance, or additional shipping and handling costs may, individually or
collectively, materially and adversely affect our business, reputation, financial condition and results of operations.

In addition, any system failure or interruption could cause material damage to our reputation and brand image if our
systems are perceived to be insecure or unreliable. Our servers may also be vulnerable to computer viruses, physical
or electronic break-ins and similar disruptions, which could lead to system interruptions, website slowdown or
unavailability, delays or errors in transaction processing, loss of data or the inability to accept and fulfill consumers’
orders. Security breaches, computer viruses and hacking attacks have become more prevalent in our industry. We have
experienced in the past and may experience in the future such attacks and unexpected interruptions. We can provide
no assurance that our current security mechanisms will be sufficient to protect our IT systems from any third-party
intrusions, viruses or hacker attacks, information or data theft or other similar activities. Any such future occurrences
could materially and adversely affect our business, reputation, financial condition and results of operations.

Additionally, we must continue to upgrade and improve our technology platform to support our business growth, and
failure to do so could impede our growth. However, we cannot assure you that we will be successful in executing
these system upgrades and improvement strategies. In particular, our systems may experience interruptions during
upgrades, and the new technologies or infrastructures may not be fully integrated with the existing systems on a timely
basis, or at all. If our existing or future technology platform does not function properly, it could cause system
disruptions and slow response times, affecting data transmission, which in turn could materially and adversely affect
our business, financial condition and results of operations.

11
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We have experienced rapid growth in recent years, and failure to manage our growth and maintain profitability could
harm our business and prospects.

We have experienced rapid growth in recent years. Our total net revenues increased from RMB1,548.4 million in
2014 to RMBS5,393.0 million (US$784.4 million) in 2018, representing a compound annual growth rate of 36.6%.
However, there is no assurance that we will be able to maintain our historical growth rates in future periods. Our
revenue growth may slow or our revenues may decline for many reasons, including competition, slower growth of the
China retail or China online retail sales, fulfillment bottlenecks, emergence of alternative business models, changes in
government policies and other general economic conditions.

Our growth has placed, and continues to place, significant strain on our management and resources. We anticipate that
we will need to implement new or upgraded operational and financial systems, procedures and controls, including the
improvement of our accounting and other internal management systems. We also need to expand, train, manage and
motivate our workforce and manage our relationships with our partners, suppliers, third-party merchants and other
service providers. To maintain profitability, we must implement such upgrades, manage our workforce
cost-effectively and manage our cost of products and operating expenses. We cannot assure you that we will be able to
manage our growth or maintain profitability or execute our strategies effectively, and any failure to do so may have a
material adverse effect on our business and prospects. Accordingly, our historical performance may not be indicative
of future operating results.

We make investments in business initiatives that may not be successful. Any unsuccessful business initiatives could
materially and adversely affect our business, financial condition and results of operations.

Our prospects for growth depend on our ability to innovate and continue to strategize new value-added brand
E-commerce service through improved technologies and on our ability to effectively commercialize such innovations.
There are uncertainties related to our investments in new solutions and services. For example, in 2014, we launched
our online retail platform, Maikefeng, which offers authentic and high-quality products at discounted prices through
our Maikefeng mobile application. The return on our investments in new initiatives may be lower, or may develop
more slowly, than we expect. If we do not achieve the benefits anticipated from these investments, or if the
achievement of these benefits is delayed, our operating results may be adversely affected. For example, we recorded
operating loss of RMB17.1 million, RMB55.3 million and RMB53.7 million from our then-existing Maikefeng
segment in 2014, 2015 and 2016, and we scaled down the operation of our Maikefeng marketplace in 2017.

We may not be able to recoup the capital expenditures we incur to strengthen our technology and innovation
capabilities and upgrade our technology platform.
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We have invested and will continue to expend financial resources in strengthening our technology and innovation
capabilities and upgrading our technology platform. For example, we established an innovation center in June 2017,
which focuses on enhancing our IT capabilities and helps us shape the market by developing new systems such as
cloud-based operating platforms and big data analysis tools for brand E-commerce, implementing artificial
intelligence in brand E-commerce, and upgrading the current technology systems, in order to serve a wider variety of
brand partners and other customers with a broader array of services. We may continue to invest in these initiatives as
our business develops. However, investments in technology and innovation initiatives are inherently uncertain, and we
may encounter practical difficulties in deploying or commercializing our technology and innovations. As a result, we
may not be able to recover the expenditures associated with this investment, and any recovery of such expenses may
take longer than expected.

Our expansion into new product categories may expose us to new challenges and more risks.

We currently serve brand partners in the following categories: apparel and accessories; appliances; electronics; home
and furnishings; food and health products; beauty and cosmetics; fast moving consumer goods and mother and baby;
and insurance and automobiles. In the future, we may provide services to brand partners in new product categories in
which we have limited experience and operating history. This may make predicting our future results of operations
more difficult than it otherwise would be. Our product mix also affects our revenue mix and profitability. Therefore,
our past results of operations should not be taken as indicative of our future performance. If we cannot successfully
manage our product mix, address new challenges and compete effectively, we may not be able to recover costs of our
investments and eventually achieve profitability, and our future results of operations and growth prospects may be
materially and adversely affected.

Our results of operations are subject to fluctuations due to the seasonality of our business and other events.

We have experienced and expect to continue to experience seasonal fluctuations in our revenues. These seasonal
patterns have caused and will continue to cause fluctuations in our operating results. Our results of operations
historically have been seasonal primarily because consumers increase their purchases during particular promotional
activities, such as Singles Day (which is an online sales promotion event that falls on November 11 each year) and the
impact of seasonal buying patterns within certain categories such as apparel. In addition, we generally experience a
lower level of sales activity in the first quarter due to the Chinese New Year holiday, during which consumers
generally spend less time shopping online and businesses in China are generally closed.
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In anticipation of increased sales activity during peak seasons, we increase our inventory levels and incur additional
expenses such as by hiring a significant number of temporary employees to supplement our permanent staff. If our
seasonal revenues are below expectations, our operating results could be below the expectations of securities analysts
and investors. Due to the nature of our business, it is difficult to predict the impact of this seasonality on our business
and financial results. In the future, our seasonal sales patterns may become more pronounced, may strain our
personnel, customer service operations, fulfillment operations and shipment activities and may cause a shortfall in
revenues compared to expenses in a given period. As a result, the trading price of our ADSs may fluctuate from time
to time due to seasonality.

In addition, if too many consumers access the online stores operated by us within a short period of time due to
increased promotions or other demand surges, we may experience system interruptions that make such online stores
unavailable or prevent us from transmitting orders to our fulfillment operations, which may reduce the volume of
transactions in the stores that we operate as well as the attractiveness of such online stores to consumers. In
anticipation of increased sales activity during peak seasons, we and our brand partners increase our inventory levels. If
we and our brand partners do not increase inventory levels for popular products in sufficient amounts or are unable to
restock popular products in a timely manner, we and our brand partners may fail to meet customer demand which
could reduce the attractiveness of such online stores. Alternatively, if we overstock products, we may be required to
take significant inventory markdowns or write-offs, which could reduce profits. Either of these outcomes may lead our
customers to reduce their engagement with us.

Our investments in other entities may not be successful and we may incur significant losses as a result.

We have made investments in third parties that are complementary to our business and operations. We may pursue
strategic alliances or joint ventures and potential strategic acquisitions that are complementary to our business and
operations, including opportunities that can help us promote our solutions to new brand partners, expand our service
offerings and improve our technology infrastructure. Strategic alliances or joint ventures with third parties could
subject us to many risks, including risks associated with sharing proprietary information, non-performance or default
by counterparties, and increased expenses in establishing these new alliances, any of which may materially and
adversely affect our business. We may have little ability to control or monitor the actions of our strategic partners. To
the extent a strategic partner suffers any negative publicity as a result of its business operations, our reputation may be
negatively affected by virtue of our association with such party.

We may not be successful in achieving the strategic objective upon which any given investment or joint venture is
premised, and we could lose all or part of our investment. For example, we recorded a net loss of RMB0.6 million on
our investment in Automoney Inc., an automobile performance solution provider in the PRC which we jointly
established with an unrelated party investor, in 2015. We recorded impairment loss of investments of RMB6.2 million
and RMB9.0 million (US$1.3 million) in 2017 and 2018, respectively. We may be required to perform impairment
assessment and recognize impairment loss on any of our other investments in the future. Any such losses may have a
material adverse effect on our results of operations, and in particular, our net income or loss.
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We must comply with certain financial and other covenants under the terms of our debt instruments and the failure
to do so may put us in default under those instruments.

Some of our loan agreements include financial covenants and broad default provisions. The financial covenants such
as net asset value and leverage ratio, in general, govern our existing debt and debt we may incur in the future. These
covenants could limit our ability to plan for or react to market conditions or to meet our capital needs in a timely
manner and complying with these covenants may require us to curtail some of our operations and growth plans, or
seek waivers or consents from our creditors. In addition, any global or regional economic deterioration may cause us
to incur significant net losses or force us to assume considerable liabilities, which would adversely impact our ability
to comply with the financial and other covenants of our outstanding loans. If our creditors refuse to grant waivers for
any non-compliance with these covenants, such non-compliance will constitute an event of default which may
accelerate the amounts due under the applicable loan agreements. Some of our loan agreements also contain
cross-default clauses, which could enable creditors under our debt instruments to declare an event of default should
there be an event of default on our other loan agreements.

Although we are currently in compliance with our existing financial and other covenants under the terms of our debt
instruments, we cannot assure you that we will be able to remain in compliance with those covenants in the future. We
may not be able to cure future violations or obtain a waiver on a timely basis in order to avoid a default. An event of
default under any agreement governing our existing or future debt, if not cured by us or waived by our creditors, could
have a material adverse effect on our liquidity and capital resources, financial condition and results of operations. Our
business relationships with our creditors may not be sustained, which may adversely affect our business, financial
condition and results of operations.

We may fail to expand effectively to international markets.

We have expanded and plan to continue to expand our business internationally, which may cause our business to be
susceptible to international business risks and challenges. International operations are subject to many special risks
and challenges that could adversely affect our business, such as compliance with international legal and regulatory
requirements and managing fluctuations in currency exchange rates. We cannot assure you that our various
international expansion efforts will be completed as planned or achieve the intended results. Any negative impact
from our international business efforts could also negatively impact our business, operating results and financial
conditions as a whole. In addition, we may face additional competition from local companies. Local companies may
have a substantial competitive advantage because of their greater understanding of, and focus on, local customers.

If we fail to manage our accounts receivable and inventories effectively, our results of operations, financial condition
and liquidity may be materially and adversely affected.
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Under the distribution model, we generally grant a credit period of no more than two weeks to the customers of our
products. Under the service fee model and consignment model, we normally charge service fees from our brand
partners with a credit period of one month to four months. As of December 31, 2016, 2017 and 2018, our accounts
receivables amounted to RMB627.8 million, RMB1,085.7 million and RMB1,547.6 million (US$225.1 million),
respectively. Our accounts receivables turnover days were 54 days, 75 days and 89 days in 2016, 2017 and 2018. The
increases in the amount of our accounts receivables and the accounts receivables turnover days were due to the
increase in the proportion of our revenues that is generated from services, which generally has a longer payment
terms. Our inventories were RMB309.3 million, RMB382.0 million and RMB650.3 million (US$94.6 million) as of
December 31, 2016, 2017 and 2018, respectively. These increases reflected the additional inventories required to
support our expanded product sales volumes.
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We deploy different strategies to deal with non-seasonal and seasonal demands and make adjustments to our
procurement plan in order to minimize the chance of excess unsold inventory and manage our product costs. We
cannot assure you that we will be able to effectively manage our inventories and product costs. The amount and
turnover days of our accounts receivables and inventories may increase in the future, which will make it more
challenging for us to manage our working capital effectively and our results of operations, financial conditions and
liquidity may be materially and adversely affected.

We rely on our ability to enter into marketing and promotional arrangements with online services, search engines, and
other websites to drive traffic to the stores we operate and for our other customers. If we are unable to enter into or
properly maintain and manage these marketing and promotional arrangements, our ability to generate revenue could
be adversely affected.

We have entered into marketing and promotional arrangements with online services, search engines, and other
websites to provide content, advertising banners and other links to our brand partners’ E-commerce businesses. We
expect to rely on these arrangements as significant sources of traffic to our brand partners’ E-commerce businesses and
to attract new brand partners. We also provide digital marketing services to our other customers. If we are unable to
maintain these relationships or enter into new arrangements on acceptable terms, our ability to attract new brand
partners and new customers could be harmed. Further, many of the parties with which we may have online advertising
arrangements provide advertising services for other marketers of goods. As a result, these parties may be reluctant to
enter into or maintain relationships with us. Failure to achieve sufficient traffic or generate sufficient revenue from
purchases originating from third parties may limit our brand partners’ and our ability to maintain market share and
revenue and affect our profitability. Moreover, if we are unable to manage and conduct marketing and promotional
activities for our clients cost-effectively, they may turn to other alternatives, reducing our revenues and potentially
materially adversely affecting our business and reputation.

We may not be able to respond to rapid changes in channel technologies or requirements.

The E-commerce market is characterized by rapid technological changes and frequent changes in rules, specifications
and other requirements for our brand partners to be able to sell their merchandise on particular channels. Our ability to
retain and attract brand partners depends in large part on our ability to improve our existing solutions and introduce
new solutions that can adapt quickly to these changes in channel technologies. To achieve market acceptance for our
solutions, we must effectively anticipate and offer solutions that meet frequently changing channel requirements in a
timely manner. If we fail to do so, our ability to renew our contracts with existing brand partners and to increase
demand for our solutions will be impaired.

Our investments in innovations and new technologies, which may be significant, may not increase our
competitiveness or generate financial returns in the short term, or at all, and we may not be successful in adopting and
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implementing new technologies, such as artificial intelligence, or Al, big data and data securities, to compete
effectively. The changes and developments taking place in our industry may also require us to re-evaluate our
business model and adopt significant changes to our long-term strategies and business plans. Our failure to innovate
and adapt to these changes and developments would have a material adverse effect on our business, financial
condition and results of operations. For example, we might not be successful in implementing innovative solutions to
help our brand partners devise and execute O20 and new retail strategies to integrate their offline and online channels
to provide seamless shopping experience for consumers. Even if we timely innovate and adopt changes in our
strategies and plans, we may nevertheless fail to realize the anticipated benefits of such changes or even generate
lower levels of revenue as a result.

If we fail to improve and enhance the functionality, performance, reliability, design, security and scalability of our
platform in a manner that responds to our brand partners’ evolving needs, our business may be adversely affected.

The markets in which we compete are characterized by constant change and innovation and we expect them to
continue to evolve rapidly. Our success has been based on our ability to identify and anticipate the needs of our brand
partners and design and maintain a platform that provides them with the tools they need to operate their businesses.
Our ability to attract new brand partners, retain revenue from existing ones and increase sales to both new and existing
ones will depend in large part on our ability to continue to improve and enhance the functionality, performance,
reliability, design, security and scalability of our platform. To the extent we are not able to enhance our platform’s
functionality in order to maintain its utility, enhance our platform’s scalability in order to maintain its performance and
availability, or improve our support function in order to meet increased demands, our business, operating results and
financial condition could be adversely affected.

We may experience difficulties with software development that could delay or prevent the development, introduction
or implementation of new solutions and enhancements. Software development involves a significant amount of time
for our research and development team, as it can take our developers months to update, code and test new and
upgraded solutions and integrate them into our platform. We must also continually update, test and enhance our
software platform. For example, our design team spends a significant amount of time and resources incorporating
various design enhancements, such as customized colors, fonts, content and other features, into our platform. The
continual improvement and enhancement of our platform requires significant investment and we may not have the
resources to make such investment. Our improvements and enhancements may not result in our ability to recoup our
investments in a timely manner, or at all. We may make significant investments in new solutions or enhancements that
may not achieve expected returns. The improvement and enhancement of the functionality, performance, reliability,
design, security and scalability of our platform is expensive and complex, and to the extent we are not able to perform
it in a manner that responds to our brand partners’ evolving needs, our business, operating results and financial
condition will be adversely affected.
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If we and our brand partners fail to anticipate changes in consumers’ buying preferences and adjust product offering
and merchandising of the stores that we operate accordingly, our results of operation may be materially and adversely
impacted.

Our success depends, in part, upon our ability and our brand partners’ ability to anticipate and respond to consumer
trends with respect to products sold through the stores that we operate. Constantly changing consumer preferences
have affected and will continue to affect the online retail industry. We must stay abreast of emerging consumer
preferences and anticipate product trends that will appeal to existing and potential consumers. Our dedicated store
operation teams work closely with our brand partners to manage inventory and site content of the brand stores that we
operate. In order to be successful, we and our brand partners must accurately predict consumers’ tastes and avoid
overstocking or understocking products. If we or our brand partners fail to identify and respond to changes in
merchandising and consumer preferences, sales on our brand partners’ E-commerce businesses could suffer and we or
our brand partners could be required to mark down unsold inventory, which could negatively impact our financial
results.

Any deficiencies in China’s telecommunication infrastructure could impair our ability to provide E-commerce
solutions to our brand partners and materially and adversely affect our results of operations.

Our business depends on the performance and reliability of the telecommunication infrastructure in China. The
availability of our technology platform depends on telecommunications carriers and other third-party providers for
communications and storage capacity, including bandwidth and server storage, among other things. Almost all access
to the internet and mobile network is maintained through state-owned telecommunication carriers under administrative
control, and we obtain access to end-user networks operated by such telecommunications carriers and service
providers to present our internet platform to consumers. We have experienced service interruptions in the past, which
were typically caused by service interruptions at the underlying external telecommunications service providers, such
as the internet data centers and broadband carriers from which we lease services. Service interruptions prevent brand
partners from utilizing our technology platform, and frequent interruptions could frustrate consumers and discourage
them from attempting to place orders, which could cause us and our brand partners to lose consumers and adversely
affect our results of operations.

Software failures or human errors could cause our solutions to oversell our brand partners’ inventory or misprice their
offerings, which would hurt our reputation and reduce demand for our services and solutions.

Some of our brand partners rely on our solutions to automate the allocation of their inventories simultaneously across
multiple online channels, as well as to ensure that their sales comply with the policies of each channel. In many
instances, our personnel operate our solutions on behalf of our brand partners. In the event that our solutions do not
function properly, or if there are human errors on the part of our service staff, our brand partners might inadvertently
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sell more inventories than they actually have in stock or make sales that violate channel policies. Overselling their
inventories could force our brand partners to cancel orders at rates that violate channel policies. Errors in our software
or human error could cause transactions to be incorrectly processed that would cause GMV and, as a result, our fees to
be overstated. We have experienced rare instances of such errors in the past and might experience similar occurrences
in the future could reduce demand for our solutions and hurt our business reputation. Brand partners could also seek
recourse against us in these cases.

Any suspension or termination of our cooperation with Cainiao may have a material and adverse effect on our
business and results of operation.

A substantial proportion of our warehousing services are delivered under our warehousing service cooperation
agreement with Cainiao, a subsidiary of Alibaba Group Holding Limited, or Alibaba Group. Operations of our
warehouse and cooperation with Cainiao and any third-party seller are subject to challenges that could adversely affect
our business. To guarantee our performance under the cooperation agreement with Cainiao, we are required to make a
performance deposit with Cainiao and it may deduct from our deposit under certain circumstances if we fail to meet
specific standards. If we do not comply with the terms of the warehousing service cooperation agreement, or if it is
suspended or terminated, our business operations and financial condition could be materially adversely affected.

Any interruption in our fulfillment operations for an extended period may have an adverse impact on our business.

Our ability to process and fulfill orders accurately depends on the smooth operation of our fulfillment and logistics
network and our ability to accurately take orders from Cainiao’s logistics data platform and fulfill the orders. Our
fulfillment and logistics infrastructure may be vulnerable to damage caused by fire, flood, power outage,
telecommunications failure, break-ins, earthquake, human error and other events. If any of our fulfillment and
logistics infrastructures were rendered incapable of operations, then we may be unable to fulfill any orders. We do not
carry business interruption insurance, and the occurrence of any of the foregoing risks could have a material adverse
effect on our business, prospects, financial condition and results of operations.
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We depend on third-party delivery service providers to deliver products to consumers, and if they fail to provide
reliable delivery services our business and reputation may be materially and adversely affected.

We rely on third-party delivery service providers to deliver products to consumers, and any major interruptions to or
failures in these third parties’ delivery services could prevent the timely or successful delivery of products. These
interruptions may be due to unforeseen events that are beyond our control or the control of these third-party delivery
companies, such as inclement weather, natural disasters, transportation interruptions or labor unrest or shortage. If
products are not delivered on time or are delivered in a damaged state, consumers may refuse to accept products and
may claim refund from us or our brand partners, and brand partners may have less confidence in our services. As a
result, we may lose brand partners, and our financial condition and reputation could suffer.

Failure to effectively manage our warehouse capacity and utilization could have a material adverse effect on our
business and results of operation.

As of December 31, 2018, we operated warehouses with an aggregate gross floor area of approximately 350,000
square meters in six strategic cities, serving end customers in mainland China, Hong Kong, Macau and Taiwan.
Managing these facilities is complex and our successful management of warehouse capacity and utilization is
important to our profitability. Furthermore, we use a number of warehouses operated by third-party, which we may
not be able to effectively manage or utilize. If we under-utilize our warehouse facilities, our costs will rise as a
percentage of revenue, and if we have insufficient warehouse capacity, our revenue may not meet expectations. There
can be no assurance that failure to manage our warehouse capacity and utilization will not have a material adverse
effect on our business and results of operation.

We are subject to third-party payment processing related risks.

We accept payments using a variety of methods, including online payments with credit cards and debit cards issued by
major banks in China, payment through third-party online payment platforms such as Alipay and WeChat Pay, and
payment on delivery. For certain payment methods, including credit and debit cards, we pay interchange and other
fees, which may increase over time and raise our operating costs and lower our profitability. We may also be subject
to fraud and other illegal activities in connection with the various payment methods we offer, including online
payment and payment on delivery options. We are also subject to various rules, regulations and requirements,
regulatory or otherwise, governing electronic funds transfers, which could change or be reinterpreted to make it
difficult or impossible for us to comply. If we fail to comply with these rules or requirements, we may be subject to
fines and higher transaction fees and lose our ability to accept credit and debit card payments from consumers, process
electronic funds transfers or facilitate other types of online payments, and our business, financial condition and results
of operations could be materially and adversely affected.
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If we are unable to provide high-quality customer service, our business and results of operations may be materially
and adversely affected.

We depend on our online customer service representatives in our customer service center to provide live assistance to
online shoppers. If our online customer service representatives fail to satisfy the individual needs of customers, our
brand partners’ sales could be negatively affected, and we may lose potential or existing brand partners, which could
have a material adverse effect on our business, financial condition and results of operations. In addition, our business
generates and processes a large amount of data, and the improper use or disclosure of such data could harm our
reputation as well as have a material adverse effect on our business and prospects.
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Negative publicity, including negative internet postings, about us, our Baozun brand, management, brand partners and
product offerings may have a material adverse effect on our business, reputation and the trading price of our ADSs.

Negative publicity about us, our Baozun brand, management, brand partners and product offerings may arise from
time to time. Negative comments about the stores operated by us, products offered in such stores, our business
operation and management may appear in internet postings and other media sources from time to time and we cannot
assure you that other types of negative publicity of a more serious nature will not arise in the future. For example, if
our customer service representatives fail to satisfy the individual needs of our consumers, our consumers may become
disgruntled and disseminate negative comments about our product offerings and services. In addition, our brand
partners may also be subject to negative publicity for various reasons, such as consumers’ complaints about the quality
of their products and related services or other public relation incidents of such brand partners, which may adversely
affect the sales of products of these brand partners in the stores operated by us and indirectly affect our reputation.

Moreover, negative publicity about other online retailers or E-commerce service providers in China may arise from
time to time and cause consumers to lose confidence in the products and services we offer. Any such negative
publicity, regardless of veracity, may have a material adverse effect on our business, our reputation and the trading
price of our ADSs.

If counterfeit products are sold in the stores we operate or the platform we operated, our reputation and financial
results could be materially and adversely affected.

We represent reputable brands, and we source goods from our brand partners directly or through third party
procurement agents authorized by our brand partners. However, their measures of safeguarding against counterfeit
products sold through E-commerce may not be adequate. Although we have indemnity clauses in most of our
contracts with our brand partners, sales could decline and we may suffer reputational harm. We may be subject to
sanctions under applicable laws and regulations if we are deemed to have participated or assisted in infringement
activities associated with counterfeit goods, which may include injunctions to cease infringing activities, rectification,
compensation, administrative penalties and even criminal liability, depending on the gravity of such misconduct.
Furthermore, counterfeit products may be defective or inferior in quality as compared to authentic products and may
pose safety risks to consumers. If consumers are injured by counterfeit products sold through the stores we operate or
the platform we operated, we may be subject to lawsuits, severe administrative penalties and criminal liability. We
believe our reputation is extremely important to our success and our competitive position. The discovery of counterfeit
products sold through the stores we operate or the platform we operated may severally damage our reputation among
brand partners, and they may refrain from using our services in the future, which would materially and adversely
affect our business operations and financial results.
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Any lack of requisite approvals, licenses or permits applicable to our business or failure to comply with PRC laws and
regulations may have a material and adverse impact on our business, financial condition and results of operations.

Our business is subject to supervision and regulation by relevant PRC government authorities, including without
limitation the Ministry of Commerce, or the MOFCOM, the Ministry of Industry and Information Technology, or the
MIIT, the State Administration for Market Regulation, or the SAMR, a new governmental agency to take over, among
others, the State Administration for Industry and Commerce, or the SAIC, and the State Food and Drug
Administration. These government authorities promulgate and enforce regulations that cover many aspects of online
retailing and distribution of products such as food and medical devices, including scope of permitted business
activities, licenses and permits for business operation, and restriction on foreign investments. Meanwhile, the brand
partners we partner with are also obliged to hold licenses and meet regulatory requirements in order to sell products
themselves or through our E-commerce solutions. While we currently hold all material licenses and permits required
for our business operations, we cannot assure you that we will not be required to renew these licenses and permits
upon their expiration or to expand the current business scope of these licenses and permits or to obtain new licenses or
permits in the future as a result of our business expansion, change in our business operations or change in laws and
regulations applicable to us.

As E-commerce business via internet and mobile network is still evolving in China, new laws and regulations may be
adopted from time to time, and substantial uncertainties exist regarding interpretation and implementation of current
and future PRC laws and regulations applicable to our business operations. We cannot assure you that our current
business activities will not be found in violation of any future laws and regulations or any of the laws and regulations
currently in effect due to changes in the relevant authorities’ interpretation of these laws and regulations. For example,
the MIIT released the new Classified Catalog of Telecommunications Services, or the Telecommunication Catalog, on
December 29, 2015, which came into effect on March 1, 2016 and specifies that information services provided
through mobile networks are recognized as internet information services, and service providers, like operators of
mobile application stores, will be required to meet certain qualifications, including obtaining an ICP license covering
internet information services rendered through mobile network. In addition, according to the Telecommunication
Catalog and other MIIT rules, operating a marketplace platform that connects sellers and buyers is categorized as
online data processing and transaction processing services, and therefore such service providers are required to obtain
a value-added telecommunication license covering online data processing and transaction processing services. Our
consolidated VIE, Shanghai Zunyi, has obtained an ICP license covering domestic call center services and internet
information services, and we also currently hold an operating license for online data processing and transaction
processing business (operational E-commerce) through our PRC subsidiary, Shanghai Baozun. With the expansion of
our business in the future, we may be required to obtain other required license or expand the current scope of our
licenses we hold to cover internet information services rendered through mobile networks or to cover other scopes
such as online data processing and transaction processing service that may be required by the government authorities
from time to time.
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If we fail to adapt to any new regulatory requirement or any competent government authority considers that we
operate our business operation without any requisite license, permit or approval, or otherwise fails to comply with
applicable regulatory requirements, we may be subject to administrative actions and penalties against us, including
fines, confiscation of our incomes, revocation of our licenses or permits, or, in severe cases, cessation of certain
business. In addition, if our brand partners are found by government authorities to have operated their business
through us without requisite approvals, licenses or permits or otherwise to be in violation of applicable laws and
regulations, they may be ordered to take rectification actions. Any of these actions may have a material and adverse
effect on our business, financial condition and results of operations.

Our leased property interests and title with respect to certain land and buildings we may acquire may be defective and
our right to lease and use the properties affected by such defects may be challenged, or we may fail to extend or renew
our current leases or locate desirable alternatives for our facilities on commercially acceptable terms, which could
cause significant disruption to our business.

We leased 18 premises in Mainland China, Hong Kong and Taiwan for our offices, customer service center and
warehouses as of December 31, 2018. Some of the lessors of these leases have not provided us with sufficient
documents to prove their ownership of the premises or their rights to lease the premises to us for our intended use. We
may not be able to maintain such leases if the lessors are not legal owners of the properties or do not have competent
authorizations from the legal owners of the properties or have not obtained requisite governmental approvals in
respect of our leases. In addition, we cannot assure you that we will be able to successfully extend or renew our leases
upon expiration of the current term or locate desirable alternatives for our facilities on commercially reasonable terms
or at all, and may therefore be forced to relocate our affected operations. In addition, we may acquire certain land use
right and titles in the relevant buildings for business operation purposes from time to time. For example, we have
acquired the land use right and title to the buildings located in Suzhou, China. Our use of the land and buildings we
acquired may not be consistent with their approved usage, and some approvals, licenses and permits may be yet to be
obtained for the construction and continuous use of such buildings. We cannot assure that we will be able to
successfully remedy the defects or obtain all the requisite approvals, licenses or permits. These could disrupt our
operations and result in significant relocation expenses, which could adversely affect our business, financial condition
and results of operations. In addition, we compete with other businesses for premises at certain locations or of
desirable sizes. As a result, even though we could extend or renew our leases, rental payments may significantly
increase as a result of the high demand for the leased properties. In addition, we may not be able to locate desirable
alternative sites for our facilities as our business continues to grow and failure in relocating our affected operations
could adversely affect our business and operations.

We may be subject to product liability claims that could be costly and time-consuming.

We sell products manufactured by third parties, some of which may be defective. If any product that we sell were to
cause personal injury or injury to property, the injured party or parties could bring claims against us as the retailer of
the product. These claims will not be covered by insurance as we do not maintain any product liability insurance.
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Similarly, we could be subject to claims that consumers of the online stores operated by us were harmed due to their

reliance on our product information, product selection guides, advice or instructions. If a successful claim were
brought against us, it could adversely affect our business. We may have the right under applicable laws, rules and
regulations to recover from the relevant brand partners’, manufacturers’ or distributors’ compensation that we are

required to make to consumers or end users in connection with a product liability, personal injury or a similar claim, if
such relevant party is found responsible. However, there can be no assurance that we will be able to recover all or any

amounts from these parties. We have historically encountered some call back of the products sold to consumers
through our online store due to defective products, which has caused adverse effect on our operations. Any future
product liability claim or large scale of call back due to defective products discovered, regardless of its merit or
success, could result in the expenditure of funds and management time and adverse publicity and could have a
negative impact on our business and financial condition.

We depend on key management as well as experienced and capable personnel generally, and any failure to attract,
motivate and retain our staff could severely hinder our ability to maintain and grow our business.

Our future success is significantly dependent upon the continued service of our key executives and other key
employees. If we lose the services of any member of management or key personnel, we may not be able to locate
suitable or qualified replacements, and may incur additional expenses to recruit and train new staff, which could
severely disrupt our business and growth.
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Competition for talent in the PRC E-commerce industry is intense, and the availability of suitable and qualified
candidates in China is limited. Competition for these individuals could cause us to offer higher compensation and
other benefits to attract and retain them. Even if we were to offer higher compensation and other benefits, there is no
assurance that these individuals will choose to join or continue to work for us. Any failure to attract or retain key
management and personnel could severely disrupt our business and growth.

If we are unable to recruit, train and retain qualified personnel or sufficient workforce while controlling our labor
costs, our business may be materially and adversely affected.

Our future success depends, to a significant extent, on our ability to recruit, train and retain qualified personnel,
particularly technical, fulfillment, marketing and other operational personnel with experience in the E-commerce
industry. Since our industry is characterized by high demand and intense competition for talent and labor, we can
provide no assurance that we will be able to attract or retain qualified staff or other highly skilled employees that we
will need to achieve our strategic objectives. Particularly, our fulfillment infrastructure is labor intensive and requires
a substantial number of blue-collar workers, and these positions tend to have higher than average turnover. As of
December 31, 2018, we employed a total of 797 logistics personnel. We may hire additional employees in connection
with the strengthening of our fulfillment capabilities. We have observed an overall tightening of the labor market and
an emerging trend of shortage of labor supply. Failure to obtain stable and dedicated warehousing, delivery and other
labor support may lead to underperformance of these functions and cause disruption to our business. Labor costs in
China have increased with China’s economic development, particularly in the large cities where we operate our
fulfillment centers and more generally in the urban areas where we maintain our delivery and pickup stations. It is also
costly to employ qualified personnel who have the knowledge and experience of working with leading global brands.
In addition, our ability to train and integrate new employees into our operations may also be limited and may not meet
the demand for our business growth on a timely fashion, or at all, and rapid expansion may impair our ability to
maintain our corporate culture.

Increases in labor costs or restrictions in the supply of labor in China may materially and adversely affect our
business, financial condition and results of operations.

We currently use workers dispatched by third-party labor service agents to provide customer service and perform
fulfillment function. As of December 31, 2018, approximately 4.4% of our work force was dispatched by third-party
labor service agents. According to the Interim Provisions on Labor Dispatch, or the Labor Dispatch Provisions, issued
in January 2014 and became effective on March 1, 2014, the number of dispatched contract workers hired by an
employer shall not exceed 10% of the total number of its work force. Though our current number of the dispatched
contract workers does not exceed the statutory limit, we cannot assure you that our labor dispatch arrangement will
always comply with relevant labor regulations in the future. In addition, under the Labor Contract Law amended on
December 28, 2012, labor dispatch is only allowed to apply to provisional, auxiliary or substitutive positions. As such,
we may need to adjust our staffing arrangements which may result in an increase in our labor cost.
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As of the date of this annual report, we have not received any warning or notice of potential negative action by
relevant labor authorities regarding our labor dispatch arrangement. However, if we are found to be in violation of the
rules regulating dispatched contract workers, we may be ordered to rectify the noncompliance by entering into written
employment contracts with our dispatched contract workers, and if we fail to rectify within the time period specified
by the labor authority, we may be subject to a penalty ranging from RMB5,000 (US$727) to RMB 10,000 (US$1,454)
per dispatched worker.

Our business generates and processes a large amount of data, and the improper use or disclosure of such data could
harm our reputation as well as have a material adverse effect on our business and prospects.

Our business generates and processes a large quantity of personal, transaction, demographic and behavioral data. We
face risks inherent in handling and protecting large volumes of data. In particular, we face challenges relating to data
derived from transactions and other activities on our platform, including:

protecting data in and hosted on our system, including against attacks on our system by outside parties or fraudulent
behavior or improper use by our employees;

addressing data privacy, security and other concerns; and

complying with applicable laws, rules and regulations relating to the collection, use, disclosure or security of personal
information, including any requests from regulatory and government authorities relating to such data.
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Significant capital and other resources may be required to protect against information security breaches or to alleviate
problems caused by such breaches or to comply with our privacy policies or privacy-related legal obligations. The
resources required may increase over time as the methods used by hackers and others engaged in online criminal
activities are increasingly sophisticated and constantly evolving. Any failure or perceived failure by us to prevent
information security breaches or to comply with privacy policies or privacy-related legal obligations, or any
compromise of security that results in the unauthorized release or transfer of personally identifiable information or
other customer data, could cause our customers to lose trust in us and could expose us to legal claims. Any perception
by the public that online transactions or the privacy of user information are becoming increasingly unsafe or
vulnerable to attacks could inhibit the growth of online retail and other online services generally.

The PRC regulatory and enforcement regime with regard to data security and data protection is evolving. On July 1,
2015, the National People’s Congress Standing Committee promulgated the National Security Law, or the New
National Security Law, which took effect on the same date and replaced the former National Security Law
promulgated in 1993. The New National Security Law covers various types of national security including technology
security and information security. According to the New National Security Law, the state shall ensure that the
information system and data in important areas are secure and controllable. In addition, according to the New National
Security Law, the state shall establish national security review and supervision institutions and mechanisms, and
conduct national security reviews of key technologies and IT products and services that affect or may affect national
security. In particular, we are legally obligated under the New National Security Law to safeguard national security
by, for example, providing evidence related to activities endangering national security, providing convenience and
assistance for national security work, and providing necessary support and assistance for national security institutions,
public security institutions as well as military institutions. As such, we may have to provide data to PRC government
authorities and military institutions for compliance with the New National Security Law, which may increase our
expenses and subject us to negative publicity that could harm our reputation with users and negatively affect the
trading price of our ADSs. There are uncertainties on how the New National Security Law will be implemented in
practice. PRC regulators, including the National People’s Congress Standing Committee, the MIIT and the Cyberspace
Administration, have been increasingly focused on regulation in the areas of data security and data protection. For
example, the National People’s Congress Standing Committee promulgated the Cybersecurity Law on November 7,
2016, which became effective on June 1, 2017, and strengthens the administration on cyber security. See “ —Substantial
uncertainties exist with respect to China’s Cybersecurity Law and the impact it may have on our business operations.”
We expect that these areas will receive greater attention and focus from regulators, as well as attract public scrutiny
and attention going forward. This greater attention, scrutiny and enforcement, including more frequent inspections,
could increase our compliance costs and, subject us to heightened risks and challenges associated with data security
and protection. If we are unable to manage these risks, our reputation and results of operations could be materially and
adversely affected.

As we expand our operations, we will be subject to additional laws in other jurisdictions where our brand partners,
consumers and other customers are located. The laws, rules and regulations of other jurisdictions may be at a more
mature stage of development, be more comprehensive and nuanced in their scope, and impose more stringent or
conflicting requirements and penalties than those in China, compliance with which could require significant resources
and costs. Any failure, or perceived failure, by us to comply with our privacy policies or with any regulatory
requirements or privacy protection-related laws, rules and regulations could result in proceedings or actions against us
by governmental entities or others. These proceedings or actions could subject us to significant penalties and negative
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publicity, require us to change our business practices, increase our costs and severely disrupt our business.

Substantial uncertainties exist with respect to China’s Cybersecurity Law and the impact it may have on our business
operations.

China’s Cybersecurity Law, which took effect in 2017, requires network operators in the PRC to take actions to
prevent security attacks and data loss, including data classification and backup and encryption. The Cybersecurity
Law specifies requirements on user information protection applicable to network operators, who are prohibited from
disclosing without permission or selling individual information with limited exceptions. When network operators
become aware of any information that is prohibited by laws and administrative regulations, they are required to
immediately cease transmission of such information, and take measures such as deletion of relevant information to
prevent its dissemination. Operators must maintain a record of these incidents when they occur and report them to the
relevant authorities, who may also request for such reports. Where any prohibited information comes from outside the
territory of China, the authorities may additionally request that all relevant institutions take measures to stop the flow
of such prohibited information.

We may be deemed a “network operator” and thus subject to the requirements of the Cybersecurity Law. Furthermore, if
we are deemed to be an operator of critical information infrastructure, we may be subject to higher standards. There
remains high uncertainty in the interpretation and enforcement of the law. In particular, due to lack of details on the
implementation of the Cybersecurity Law, we cannot assure you that we would be able to comply with the

requirements in a timely manner. Failure to comply with the requirements may lead to fines, revocation of business
permits or licenses and other sanctions.
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Finally, we procure equipment or software for storage, encryption and decryption from time to time. It remains

unclear whether such equipment or software will fall into the category of the so-called “critical network equipment” or
“dedicated network security products” due to lack of criteria or standards in the Cybersecurity Law. As such, we cannot
assure that the equipment and software we have procured or may procure in the future comply with the requirements,
and we may incur additional costs to comply with the requirements.

We may not be able to adequately protect our intellectual property rights.

We rely on a combination of trademark, fair trade practice, patent, copyright and trade secret protection laws in China
and other jurisdictions, as well as confidentiality procedures and contractual provisions, to protect our intellectual
property rights. We also enter into confidentiality agreements with our employees and any third parties who may
access our proprietary information, and we rigorously control access to our proprietary technology and information.

Intellectual property protection may not be sufficient in China or other countries in which we operate. Confidentiality
agreements may be breached by counterparties, and there may not be adequate remedies available to us for any such
breach. Accordingly, we may not be able to effectively protect our intellectual property rights or to enforce our
contractual rights in China or elsewhere. In addition, policing any unauthorized use of our intellectual property is
difficult, time-consuming and costly and the steps we have taken may be inadequate to prevent the misappropriation
of our intellectual property. In the event that we resort to litigation to enforce our intellectual property rights, such
litigation could result in substantial costs and a diversion of our managerial and financial resources. We can provide
no assurance that we will prevail in such litigation. In addition, our trade secrets may be leaked or otherwise become
available to, or be independently discovered by, our competitors. Any failure in protecting or enforcing our
intellectual property rights could have a material adverse effect on our business, financial condition and results of
operations.

We may be accused of infringing intellectual property rights of third parties and violating content restrictions of
relevant laws.

Third parties may claim that the technology or content used in our operation of online stores or our service offerings
infringe upon their intellectual property rights. We have been in the past subject to non-material legal proceedings and
claims relating to infringement of the intellectual property rights of others. The possibility of intellectual property
claims against us increases as we continue to grow, particularly internationally. Such claims, whether or not having
merit, may result in our expenditure of significant financial and management resources, injunctions against us or
payment of damages. We may need to obtain licenses from third parties who allege that we have infringed their rights,
but such licenses may not be available on terms acceptable to us or at all. These risks have been amplified by the
increase in the number of third parties whose sole or primary business is to assert such claims. In addition, we have
registered or are in the process of registering some marks we used for our business but some of our applications have
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been or may be rejected by the governmental authority. As some third parties have already registered or may register
the trademarks which are similar to the marks we used in our business, infringement claims may be asserted against
us, and we cannot assure you that a government authority or a court will hold the view that such similarity will not
cause confusion in the market. In this case, we may be required to explore the possibility of acquiring these
trademarks from, or entering into exclusive licensing agreements with the third parties, which will cause us to incur
additional costs.

China has enacted laws and regulations governing internet access and the distribution of products, services, news,
information, audio-video programs and other content through the internet. The PRC government has prohibited the
distribution of information through the internet that it deems to be in violation of PRC laws and regulations. If any of
the information disseminated through the online stores operated by us were deemed by the PRC government to violate
any content restrictions, we would not be able to continue to display such content and could become subject to
penalties, including confiscation of income, fines, suspension of business and revocation of required licenses, which
could materially and adversely affect our business, financial condition and results of operations.

The outcome of any claims, investigations and proceedings is inherently uncertain, and in any event defending against
these claims could be both costly and time-consuming, and could significantly divert the efforts and resources of our
management and other personnel. An adverse determination in any such litigation or proceedings could cause us to
pay damages, as well as legal and other costs, limit our ability to conduct business or require us to change the manner
in which we operate.
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Our ability to raise capital in the future may be limited, and our failure to raise capital when needed could prevent us
from growing.

We may in the future be required to raise capital through public or private financing or other arrangements. Such
financing may not be available on acceptable terms, or at all, and our failure to raise capital when needed could harm
our business. Additional equity financing may dilute the interests of our shareholders, and debt financing, if available,
may involve restrictive covenants and could restrict our operational flexibility and reduce our profitability. Our ability
to obtain additional financing in the future is subject to many uncertainties, including our future financial condition,
results of operations, cash flows, trading price of our ADSs, liquidity of international capital and lending markets and
PRC governmental regulations over foreign investment and cross-border financing and the Internet industry in the
PRC. For example, the National Development and Reform Commission of China, or the NDRC, has issued a number
of rules requiring filing with the NDRC of foreign debt issuance since September 2015. In May 2016, the NDRC also
specifically required offshore incorporated companies directly or indirectly controlled by PRC domestic enterprises,
and although not explicitly required by statute, individual PRC residents, to complete filings with the NDRC before
pricing and closing of any offshore debt issuance. Pursuant to the Notice of the National Development and Reform
Commission and the Ministry of Finance on Improving the Market Restraint Mechanism and Strictly Preventing
Foreign Debt Risks and Local Debt Risks effective in May 2018, among others, enterprises that plan to borrow
medium-term and long-term foreign debts shall establish and improve a sound and standardized corporate governance
structure, management and decision-making mechanisms and financial management rules and properly disclosure
relevant information. We may be considered as an offshore incorporated company indirectly controlled by individual
PRC residents and thus our issuance of foreign debt issuance may be subject to these requirements. If we cannot raise
funds on acceptable terms, we may not be able to grow our business or respond to competitive pressures.

We may not have sufficient insurance coverage.

We have obtained insurance to cover certain potential risks, such as property damage. However, insurance companies
in China offer limited business insurance products. As a result, we may not be able to acquire any insurance for
certain types of risks such as business liability or service disruption insurance for our operations in China, and our
coverage may not be adequate to compensate for all losses that may occur, particularly with respect to loss of business
or operations. We do not maintain business interruption insurance or product liability insurance, nor do we maintain
key-man life insurance. This could leave us exposed to potential claims and losses. Any business disruption, litigation,
regulatory action, outbreak of epidemic disease or natural disaster could also expose us to substantial costs and
diversion of resources. We cannot assure you that our insurance coverage is sufficient to prevent us from any loss or
that we will be able to successfully claim our losses under our current insurance policy on a timely basis, or at all. If
we incur any loss that is not covered by our insurance policies, or the compensated amount is significantly less than
our actual loss, our business, financial condition and results of operations could be materially and adversely affected.

The financial soundness of financial institutions with which we place our cash and cash equivalents could affect our
financial conditions, business and result of operations.
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We place our cash and cash equivalents with financial institutions, which include (i) banks incorporated in China,
which are all authorized to operate banking business by China Banking Regulatory Commission and other relevant
agencies, and (ii) overseas financial institutions regulated by competent regulatory authorities in their relevant
jurisdictions such as Hong Kong. On February 17, 2015, the State Council promulgated the Deposit Insurance
Regulation, which requires banks registered within China to provide deposit insurance to depositors. However,
pursuant to the Deposit Insurance Regulation, the insurance provided by the banks has a coverage limit of
RMBS500,000 (US$72,722). Any deterioration of financial soundness of these banks or financial institutions or any
failure of such deposit insurance to fully cover our bank deposits would cause credit risks to our cash and cash
equivalents placed with them and thus could have a material adverse effect on our financial conditions, business and
results of operations.

A severe or prolonged downturn in the global or Chinese economy could materially and adversely affect our business
and our financial condition.

The global macroeconomic environment is facing challenges along with uncertainties over the impact of Brexit and
ongoing trade disputes and tariffs. Our business and operations are primarily based in China and substantially all of
our revenues are derived from our operations in China. Accordingly, our financial results have been, and are expected
to continue to be, affected by the economy and E-commerce industry in China. Although the economy in China has
grown significantly in the past decades, it still faces challenges. The Chinese economy has slowed down in recent
years. According to the National Bureau of Statistics of China, China’s gross domestic product growth was 6.6% in
2018. There have been concerns about the tensions in the relationship between China and other countries, including
surrounding Asian countries, which may potentially lead to foreign investors closing down their business or
withdrawing their investment in China and thus exiting the China market, and other economic effects. In addition,
there have been concerns on the relationship between China and the U.S. following rounds of tariffs imposed by the
U.S and retaliatory tariffs imposed by China. It is unclear whether these challenges and uncertainties will be contained
or resolved, and what effects they may have on the global political and economic conditions in the long term.
Economic conditions in China are sensitive to global economic conditions, as well as changes in domestic economic
and political policies and the expected or perceived overall economic growth rate in China. Any prolonged slowdown
in the global or Chinese economy may have a negative impact on our business, results of operations and financial
condition, and continued turbulence in the international markets may adversely affect our ability to access the capital
markets to meet liquidity needs.
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Our growth and profitability depend on the overall economic and political conditions and level of consumer
confidence and spending in China.

Our business, financial condition and results of operations are sensitive to changes in overall economic and political
conditions that affect consumer spending in China. For example, changes to trade policies, treaties and tariffs in
China, or the perception that these changes could occur, could adversely affect the financial and economic conditions
in China, as well as our financial condition and results of operations. The U.S.-China trade tension may impact tariff
of products imported by our brand partners, which could impact the pricing of their products and in turn adversely
affect our business, financial condition, and results of operations.

In addition, the retail industry is highly sensitive to general economic changes. Many factors outside of our control,
including inflation and deflation, interest rates, volatility of equity and debt securities markets, taxation rates,
employment and other government policies can adversely affect consumer confidence and spending. The domestic
and international political environments, including trade disputes, political turmoil or social instability, may also
adversely affect consumer confidence and spending, which could in turn adversely affect our business, financial
condition, and results of operations.

Any occurrence of a natural disaster, health epidemic or similar development could have a material adverse effect on
our business.

Our business could be materially adversely affected by natural disasters, such as earthquakes or floods, widespread
health epidemics, acts of terrorism, environmental accidents, power or communication interruptions. Such
developments in China or elsewhere could disrupt our business and operations, cause a temporary closure of facilities
we use for our operations, and have a material adverse effect on our business, financial condition and results of
operations.

If we fail to maintain an effective system of internal control over financial reporting, our ability to produce accurate
financial statements on a timely basis or prevent fraud could be impaired.

We are required to maintain an effective system of internal control over financial reporting. We have concluded that
our internal control over financial reporting was effective as of December 31, 2018, but we cannot assure you that in
the future we will not identify material weaknesses in our internal control over financial reporting. In addition,
because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or
improper management override of controls, material misstatements due to error or fraud might not be prevented or
detected on a timely basis. As a result, if we fail to maintain effective internal control over financial reporting or
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should we be unable to prevent or detect material misstatements due to error or fraud on a timely basis, investors
could lose confidence in the reliability of our financial statements, which in turn could harm our business, results of
operations and negatively impact the market price of our ADSs, and harm our reputation. Furthermore, we have
incurred and expect to continue to incur considerable costs and to use significant management time and the other
resources to comply with these reporting requirements.

The audit report included in this annual report is prepared by an independent registered public accounting firm that is
not inspected by the PCAOB and, as a result, you are deprived of the benefits of such PCAOB oversight.

Our independent registered public accounting firm, as an auditor of companies that are traded publicly in the United
States and a firm registered with the Public Company Accounting Oversight Board (United States), or the PCAOB, is
required by U.S. law to undergo regular inspections by the PCAOB to assess its compliance with the laws of the
United States and professional standards. Because our auditor is located in the Peoples’ Republic of China, a
jurisdiction where the PCAOB is currently unable to conduct inspections without the approval of the Chinese
authorities, our auditor is not currently inspected by the PCAOB. On December 7, 2018, the SEC and the PCAOB
issued a joint statement highlighting continued challenges faced by the U.S. regulators in their oversight of financial
statement audits of U.S.-listed companies with significant operations in China. The joint statement reflects a
heightened interest in an issue that has vexed U.S. regulators in recent years. However, it remains unclear what further
actions the SEC and PCAOB will take to address the problem.

PCAOB inspections of other independent registered public accounting firms outside of China have sometimes
identified deficiencies in those firms’ audit procedures and quality control procedures, allowing those deficiencies to
be addressed to improve future audit quality. The unavailability of PCAOB inspections for audit firms in China
prevents the PCAOB from regularly evaluating our auditor’s audits and its quality control procedures, potentially
depriving investors of the benefits of PCAOB inspections.
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The inability of the PCAOB to conduct inspections of auditors in China makes it more difficult to evaluate the
effectiveness of our auditor’s audit procedures or quality control procedures as compared to auditors outside of China
that are subject to PCAOB inspections. Investors may lose confidence in our reported financial information and
procedures and the quality of our financial statements.

If additional remedial measures are imposed on the Big Four PRC-based accounting firms, including our independent
registered public accounting firm, in administrative proceedings brought by the SEC alleging the firms’ failure to meet
specific criteria set by the SEC, with respect to requests for the production of documents, we could be unable to timely
file future financial statements in compliance with the requirements of the Exchange Act.

Starting in 2011 the Chinese affiliates of the “big four” accounting firms (including our independent registered public
accounting firm) were affected by a conflict between U.S. and Chinese law. Specifically, for certain U.S. listed
companies operating and audited in mainland China, the SEC and the PCAOB sought to obtain from the Chinese
firms access to their audit work papers and related documents. The firms were, however, advised and directed that
under China law they could not respond directly to the US regulators on those requests, and that requests by foreign
regulators for access to such papers in China had to be channeled through the China Securities Regulatory
Commission, or the CSRC.

In late 2012 this impasse led the SEC to commence administrative proceedings under Rule 102(e) of its Rules of
Practice and also under the Sarbanes-Oxley Act of 2002 against the Chinese accounting firms, (including our
independent registered public accounting firm). A first instance trial of the proceedings in July 2013 in the SEC’s
internal administrative court resulted in an adverse judgment against the firms. The administrative law judge proposed
penalties on the firms including a temporary suspension of their right to practice before the SEC, although that
proposed penalty did not take effect pending review by the Commissioners of the SEC. On February 6, 2015, before a
review by the Commissioner had taken place, the firms reached a settlement with the SEC. Under the settlement, the
SEC accepts that future requests by the SEC for the production of documents will normally be made to the CSRC. The
firms will receive matching Section 106 requests, and are required to abide by a detailed set of procedures with respect
to such requests, which in substance require them to facilitate production via the CSRC. If they fail to meet specified
criteria, the SEC retains authority to impose a variety of additional remedial measures on the firms depending on the
nature of the failure. Remedies for any future noncompliance could include, as appropriate, an automatic six-month
bar on a single firm’s performance of certain audit work, commencement of a new proceeding against a firm, or in
extreme cases the resumption of the current proceeding against all four firms.

In the event that the SEC restarts the administrative proceedings, depending upon the final outcome, listed companies
in the United States with major PRC operations may find it difficult or impossible to retain auditors in respect of their
operations in the PRC, which could result in financial statements being determined to not be in compliance with the
requirements of the Exchange Act, including possible delisting. Moreover, any negative news about any such future
proceedings against these audit firms may cause investor uncertainty regarding China-based, United States-listed
companies and the market price of our ADSs may be adversely affected.
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If our independent registered public accounting firm was denied, even temporarily, the ability to practice before the
SEC and we were unable to timely find another registered public accounting firm to audit and issue an opinion on our
financial statements, our financial statements could be determined not to be in compliance with the requirements of
the Exchange Act. Such a determination could ultimately lead to our delisting from The Nasdaq Global Select Market
or deregistration from the SEC, or both, which would substantially reduce or effectively terminate the trading of our
ADSs in the United States.

Risks Related to Our Corporate Structure

If the PRC government deems that the contractual arrangements in relation to Shanghai Zunyi do not comply with
PRC regulatory restrictions on foreign investment in the relevant industries, or if these regulations or the interpretation
of existing regulations change in the future, we could be subject to severe penalties or be forced to relinquish our
interests in those operations.

Foreign ownership of certain types of internet businesses, such as internet information services, is subject to
restrictions under applicable PRC laws, rules and regulations. For example, foreign investors are generally not
permitted to own more than 50% of the equity interests in a value-added telecommunication service provider. Any
such foreign investor must also have experience and a good track record in providing value-added telecommunications
services overseas. Although according to the Notice on Lifting the Restriction to Foreign Shareholding Percentage in
Online Data Processing and Transaction Processing Business (Operational E-commerce) promulgated by the MIIT on
June 19, 2015, foreign investors are allowed to hold up to 100% of all equity interests in the online data processing
and transaction processing business (operational E-commerce) in China, other requirements provided by the
Administrative Rules for Foreign Investments in Telecommunications Enterprises (such as the track record and
experience requirement for a major foreign investor) still apply. It is unclear how this notice will be implemented and
there exist high uncertainties with respect to its interpretation and implementation by authorities.
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We are a Cayman Islands holding company and our PRC subsidiaries are considered foreign-invested enterprises,
directly or indirectly. Accordingly, none of these PRC subsidiaries is eligible to provide value-added
telecommunication services in China. We do not currently provide value-added telecommunication services because
sales of goods purchased by us do not constitute providing value-added telecommunication services. Our PRC
consolidated VIE, Shanghai Zunyi Business Consulting Ltd., or Shanghai Zunyi, however, holds an ICP license and
previously operated an E-commerce platform for other trading parties. Shanghai Zunyi is 80% owned by Mr. Vincent
Wenbin Qiu, our co-founder, chairman and chief executive officer, and 20% owned by Mr. Michael Qingyu Zhang,
our co-founder and a shareholder. Mr. Vincent Wenbin Qiu and Mr. Michael Qingyu Zhang are both PRC citizens.
We did not record any revenues from Shanghai Zunyi in 2013, and revenues from Shanghai Zunyi contributed to
1.3%, 3.6%, 3.0%, 6.1% and 9.1% of our total net revenues in 2014, 2015, 2016, 2017 and 2018, respectively.

We entered into a series of contractual arrangements with Shanghai Zunyi and its shareholders, which enable us to:

exercise effective control over Shanghai Zunyi;

receive substantially all of the economic benefits of Shanghai Zunyi; and

_have an exclusive option to purchase all or part of the equity interests and assets in Shanghai Zunyi when and to the
extent permitted by PRC law.

Because of these contractual arrangements, we are the primary beneficiary of Shanghai Zunyi and hence consolidate
its financial results as our VIE.

There are substantial uncertainties regarding the interpretation and application of current and future PRC laws,
regulations and rules. It is uncertain whether any new PRC laws or regulations relating to contractual arrangement
structures will be adopted or if adopted, what they would provide. In particular, in January 2015, the MOFCOM
published a discussion draft of the proposed Foreign Investment Law, or the 2015 draft, according to which, variable
interest entities that are controlled via contractual arrangements would also be deemed as FIEs, if they are ultimately
“controlled” by foreign investors. In March 2019, the National People’s Congress promulgated the Foreign Investment
Law (the “Foreign Investment Law”’), which will become effective from January 1, 2020 and will replace the major
existing laws and regulations governing foreign investment in the PRC. Pursuant to the Foreign Investment Law,
“foreign investments” refer to investment activities conducted by foreign investors directly or “indirectly” in the PRC,
which include any of the following circumstances: (i) foreign investors setting up foreign-invested enterprises in the
PRC solely or jointly with other investors, (ii) foreign investors obtaining shares, equity interests, property portions or
other similar rights and interests of enterprises within the PRC, (iii) foreign investors investing in new projects in the
PRC solely or jointly with other investors, and (iv) investment in other methods as specified in laws, administrative
regulations, or as stipulated by the State Council. Although the Foreign Investment Law does not introduce the
concept of “control” in determining whether a company should be considered as a foreign-invested enterprise, nor does
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it provide the “variable interest entity” structure as a method of foreign investment, as the Foreign Investment Law is
newly adopted and relevant government authorities may promulgate more laws, regulations or rules on the
interpretation and implementation of the Foreign Investment Law, the possibility can’t be ruled out that the concept of
“control” as stated in the 2015 draft may be embodied in, or the “variable interest entity” structure adopted by us may be
deemed as a method of foreign investment by, any of such future laws, regulations and rules. If our consolidated
“variable interest entity” were deemed as a foreign-invested enterprise under any of such future laws, regulations and
rules, and any of the businesses that we operate would be in any “negative list” for foreign investment and therefore be
subject to any foreign investment restrictions or prohibitions, further actions required to be taken by us under such
laws, regulations and rules may materially and adversely affect our business and financial condition. If we or our VIE
is found to be in violation of any existing or future PRC laws or regulations, or fail to obtain or maintain any of the
required permits or approvals, the relevant PRC regulatory authorities would have broad discretion to take action in
dealing with such violations or failures, including:

revoking the business licenses and/or operating licenses of our VIE;

shutting down our website, or discontinuing or restricting the conduct of any transactions between certain of our PRC
subsidiaries and VIE;

imposing fines, confiscating the income from our VIE, or imposing other requirements with which we or our VIE
may not be able to comply; or
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requiring us to restructure our ownership structure or operations, including terminating the contractual arrangements
-with our VIE and deregistering the equity pledges of our VIE, which in turn would affect our ability to consolidate,
derive economic interests from, or exert effective control over our VIE.

The imposition of any of these penalties would result in a material and adverse effect on our ability to conduct our
business. In addition, it is unclear what impact the PRC government actions would have on us and on our ability to
consolidate the financial results of Shanghai Zunyi in our consolidated financial statements, if the PRC government
authorities were to find our legal structure and contractual arrangements to be in violation of PRC laws and
regulations. If the imposition of any of these government actions causes us to lose our right to direct the activities of
Shanghai Zunyi or our right to receive substantially all the economic benefits and residual returns from Shanghai
Zunyi and we are not able to restructure our ownership structure and operations in a satisfactory manner, we would no
longer be able to consolidate the financial results of Shanghai Zunyi in our consolidated financial statements. Either of
these results, or any other significant penalties that might be imposed on us in this event, would have an adverse effect
on our financial condition and results of operations.

We rely on contractual arrangements with our VIE and its shareholders for a portion of our business operations, which
may not be as effective as direct ownership in providing operational control.

Although a substantial majority of our revenue has historically been generated by our PRC subsidiaries, we have
relied and expect to continue to rely on contractual arrangements with Shanghai Zunyi and its shareholders to provide
brand E-commerce service to our brand partners, and to hold our ICP license to enable us to develop online
marketplaces. Such contractual arrangements include: (i) an exclusive technology service agreement which has an
initial term of 20 years and will be automatically renewed on a yearly basis thereafter unless otherwise notified by
Shanghai Baozun; (ii) an exclusive call option agreement which will remain in effect until all the equity interests and
assets that are the subject of such option agreement are transferred to Shanghai Baozun or its designated entities or
individuals; (iii) a proxy agreement which has an initial term of 20 years and will be automatically renewed on a
yearly basis thereafter unless otherwise notified by Shanghai Baozun; and (iv) equity interest pledge agreements
which will remain in full effect until all the secured contractual obligations have been performed or all the secured
debts have been discharged. For a description of these contractual arrangements, see “Item 4. Information on the
Company—C. Organizational Structure—Contractual Arrangements with Shanghai Zunyi and its Shareholders.” These
contractual arrangements may not be as effective as direct ownership in providing us with control over our VIE.

If we had direct ownership of Shanghai Zunyi, we would be able to exercise our rights as a shareholder to effect
changes in the board of directors of Shanghai Zunyi, which in turn could effect changes, subject to any applicable
fiduciary obligations, at the management level. However, under the current contractual arrangements, we rely on the
performance by our VIE and its shareholders of their obligations under the contracts to exercise control over our VIE.
However, the shareholders of our VIE may not act in the best interests of our company or may not perform their
obligations under these contracts. Such risks exist throughout the period in which we intend to operate our business
through the contractual arrangements with our VIE. We may replace the shareholders of our VIE at any time pursuant
to our contractual arrangements with it and its shareholders. However, if any dispute relating to these contracts or the
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replacement of the shareholders remains unresolved, we will have to enforce our rights under these contracts through
the operations of PRC law and courts and therefore will be subject to uncertainties in the PRC legal system. See “—Any
failure by our VIE or its shareholders to perform their obligations under our contractual arrangements with them

would have a material and adverse effect on our business.” Therefore, our contractual arrangements with our VIE may
not be as effective in ensuring our control over the relevant portion of our business operations as direct ownership
would be.

Any failure by our VIE or its shareholders to perform their obligations under our contractual arrangements with them
would have a material and adverse effect on our business.

If our VIE or its shareholders fail to perform their respective obligations under the contractual arrangements, we may
have to incur substantial costs and expend additional resources to enforce such arrangements. We may also have to
rely on legal remedies under PRC law, including seeking specific performance or injunctive relief, and claiming
damages. We cannot assure you such remedies will be effective. For example, if the shareholders of Shanghai Zunyi
were to refuse to transfer their equity interest in Shanghai Zunyi to us or our designee when we exercise the purchase
option pursuant to these contractual arrangements, or if they were otherwise to act in bad faith toward us, we may
have to take legal actions to compel them to perform their contractual obligations.

All the agreements under our contractual arrangements are governed by PRC law and provide for the resolution of
disputes through arbitration in China. Accordingly, these contracts would be interpreted in accordance with PRC law
and any disputes would be resolved in accordance with PRC legal procedures. The legal system in the PRC is not as
developed as in some other jurisdictions, such as the United States. See “—Risks Related to Doing Business in the
People’s Republic of China—There are uncertainties regarding the interpretation and enforcement of PRC laws, rules and
regulations.” Meanwhile, there are very few precedents and little formal guidance as to how contractual arrangements
in the context of a VIE should be interpreted or enforced under PRC law, and as a result it may be difficult to predict
how an arbitration panel would view such contractual arrangements. As a result, uncertainties in the PRC legal system
could limit our ability to enforce these contractual arrangements. Additionally, under PRC law, rulings by arbitrators
are final, parties cannot appeal the arbitration results in courts, and if the losing parties fail to carry out the arbitration
awards within a prescribed time limit, the prevailing parties may only enforce the arbitration awards in PRC courts
through arbitration award enforcement proceedings, which would require additional expenses and delay.
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Our VIE provides brand E-commerce service to our brand partners and holds the ICP license. In the event we are
unable to enforce our contractual arrangements, we may not be able to exert effective control over our VIE, and our
ability to conduct the businesses may be negatively affected. Considering that the substantial majority of our revenues
are currently generated from our subsidiaries instead of our VIE, we do not believe that any failure by us to exert
effective control over our VIE would have an immediate material adverse effect on our overall business operations,
financial condition or results of operations. However, the business operation of Shanghai Zunyi, our VIE, may grow in
the future, and if we fail to maintain effective control over our VIE, we may not be able to continue to consolidate our
VIE’s financial results with our financial results, and such failure could in the future materially and adversely affect
our business, financial condition, results of operations and prospects.

The shareholders of our VIE may have potential conflicts of interest with us, which may materially and adversely
affect our business and financial condition.

Mr. Vincent Wenbin Qiu and Mr. Michael Qingyu Zhang are the shareholders of our VIE, Shanghai Zunyi. Mr.
Vincent Wenbin Qiu is our co-founder, chairman and chief executive officer, while Mr. Michael Qingyu Zhang is our
co-founder and a shareholder. They may have potential conflicts of interest with us. These shareholders may breach,
or cause our VIE to breach, or refuse to renew, the existing contractual arrangements we have with them and our VIE,
which would have a material and adverse effect on our ability to effectively control our VIE and receive substantially
all the economic benefits from it. For example, the shareholders may be able to cause our agreements with Shanghai
Zunyi to be performed in a manner adverse to us by, among other things, failing to remit payments due under the
contractual arrangements to us on a timely basis. We cannot assure you that when conflicts of interest arise, any or all
of these shareholders will act in the best interests of our company or such conflicts will be resolved in our favor.

Currently, we do not have any arrangements to address potential conflicts of interest between these shareholders and
our company. Mr. Vincent Wenbin Qiu is also a director of our company. We rely on Mr. Vincent Wenbin Qiu and
Mr. Michael Qingyu Zhang to abide by the laws of the Cayman Islands and China, which provide that directors owe a
fiduciary duty to the company that requires them to act in good faith and in what they believe to be the best interests
of the company and not to use their position for personal gains. If we cannot resolve any conflict of interest or dispute
between us and the shareholders of Shanghai Zunyi, we would have to rely on legal proceedings, which could result in
disruption of our business and subject us to substantial uncertainty as to the outcome of any such legal proceedings.

Contractual arrangements in relation to our VIE may result in adverse tax consequences to us and a finding that we or
our VIE owes additional taxes, which could reduce our net income and the value of your investment.

Under applicable PRC laws and regulations, arrangements and transactions among related parties may be subject to
audit or challenge by the PRC tax authorities. We could face material and adverse tax consequences if the PRC tax
authorities determine that the contractual arrangements between Shanghai Baozun, our wholly-owned subsidiary in
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China, Shanghai Zunyi, our VIE in China, and its shareholders were not entered into on an arm’s-length basis in such a
way as to result in an impermissible reduction in taxes under applicable PRC laws, rules and regulations, and adjust
Shanghai Zunyi’s income in the form of a transfer pricing adjustment. A transfer pricing adjustment could, among
other things, result in a reduction of expense deductions recorded by Shanghai Zunyi for PRC tax purposes, which
could in turn increase their tax liabilities. In addition, the PRC tax authorities may impose punitive interest on
Shanghai Zunyi for the adjusted but unpaid taxes at the rate of 5% over the basic RMB lending rate published by the
People’s Bank of China for a period according to the applicable regulations. Our financial position could be materially
and adversely affected if our VIE’s tax liabilities increase or if they are required to pay punitive interest.

Risks Related to Doing Business in the People’s Republic of China

Changes in the political and economic policies of the PRC government may materially and adversely affect our
business, financial condition and results of operations and may result in our inability to sustain our growth and
expansion strategies.

A substantial majority of our operations are conducted in the PRC and a substantial majority of our revenue is sourced
from the PRC. Accordingly, our financial condition and results of operations are affected to a significant extent by
economic, political and legal developments in the PRC.
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The PRC economy differs from the economies of most developed countries in many respects, including the extent of
government involvement, level of development, growth rate, control of foreign exchange and allocation of resources.
Although the PRC government has implemented measures emphasizing the utilization of market forces for economic
reform, the reduction of state ownership of productive assets, and the establishment of improved corporate governance
in business enterprises, a substantial portion of productive assets in China is still owned by the government. In
addition, the PRC government continues to play a significant role in regulating industry development by imposing
industrial policies. The PRC government also exercises significant control over China’s economic growth by allocating
resources, controlling payment of foreign currency-denominated obligations, setting monetary policy, regulating
financial services and institutions and providing preferential treatment to particular industries or companies.

While the PRC economy has experienced significant growth in the past three decades, growth has been uneven, both
geographically and among various sectors of the economy. The PRC government has implemented various measures
to encourage economic growth and guide the allocation of resources. Some of these measures may benefit the overall
PRC economy, but may also have a negative effect on us. Our financial condition and results of operation could be
materially and adversely affected by government control over capital investments or changes in tax regulations that
are applicable to us. In addition, the PRC government has implemented in the past certain measures, including interest
rate increases, to control the pace of economic growth. These measures may cause decreased economic activity, which
in turn could lead to a reduction in demand for our services and consequently have a material adverse effect on our
businesses, financial condition and results of operations.

There are uncertainties regarding the interpretation and enforcement of PRC laws, rules and regulations.

A substantial majority of our operations are conducted in the PRC, and are governed by PRC laws, rules and
regulations. Our PRC subsidiaries and VIE are subject to laws, rules and regulations applicable to foreign investment
in China. The PRC legal system is a civil law system based on written statutes. Unlike the common law system, prior
court decisions may be cited for reference but have limited precedential value.

In 1979, the PRC government began to promulgate a comprehensive system of laws, rules and regulations governing
economic matters in general. The overall effect of legislation over the past three decades has significantly enhanced
the protections afforded to various forms of foreign investment in China. However, China has not developed a fully
integrated legal system, and recently enacted laws, rules and regulations may not sufficiently cover all aspects of
economic activities in China or may be subject to significant degrees of interpretation by PRC regulatory agencies. In
particular, because these laws, rules and regulations are relatively new, and because of the limited number of
published decisions and the non-binding nature of such decisions, and because the laws, rules and regulations often
give the relevant regulator significant discretion in how to enforce them, the interpretation and enforcement of these
laws, rules and regulations involve uncertainties and can be inconsistent and unpredictable. In addition, the PRC legal
system is based in part on government policies and internal rules, some of which are not published on a timely basis or
at all, and which may have a retroactive effect. As a result, we may not be aware of our violation of these policies and
rules until after the occurrence of the violation.
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Any administrative and court proceedings in China may be protracted, resulting in substantial costs and diversion of
resources and management attention. Since PRC administrative and court authorities have significant discretion in
interpreting and implementing statutory and contractual terms, it may be more difficult to evaluate the outcome of
administrative and court proceedings and the level of legal protection we enjoy than in more developed legal systems.
These uncertainties may impede our ability to enforce the contracts we have entered into and could materially and
adversely affect our business, financial condition and results of operations.

We are subject to laws that are applicable to retailers, including advertising and promotion laws and consumer
protection laws that could require us to modify our current business practices and incur increased costs.

As an online distributor of goods, we are subject to numerous PRC laws and regulations that regulate retailers
generally or govern online retailers specifically. For example, we are subject to laws in relation to advertising and
online promotion, such as the Advertising Law, Pricing Law, Anti-Unfair Competition Law, Interim Measures for the
Administration of Internet Advertising, and also consumer protection laws that are applicable to retailers. In the past,
we have been subject to non-material administrative proceedings and penalties due to non-compliances with such laws
and regulations and may continue to be subject to allegations of non-compliance with such laws and regulations in the
future. Such allegations, which may or may not have merit, may result in administrative penalties and other costs to
us, and we may need to adjust some of our advertising and promotional practices as a result.
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If these regulations were to change or if we are found to be in violation with them, we may need to spend additional
costs to rectify non-compliance, adjust our business practices and could be subject to fines or penalties or suffer
reputational harm, which could reduce demand for the products or services offered by us and hurt our business and
results of operations. For example, the amended Consumer Protection Law, which became effective in March 2014,
further strengthened the protection of consumers and imposed more stringent requirements and onerous obligations on
businesses, especially businesses that operate on the internet.

Pursuant to the amended Consumer Protection Law, consumers are generally entitled to return goods purchased within
seven days upon receipt without giving any reasons if they purchase the goods over the internet. Consumers whose
interests have been damaged due to their purchase of goods online may claim damages against sellers. Moreover, if
we deceive consumers or knowingly sell substandard or defective products, we would not only be required to
compensate consumers for their losses, but also pay additional damages equal to three times the price of the goods or
services.

Operators of online marketplace platforms, such as Tmall and JD.com who have partnered with us, are also subject to
stringent obligations under the amended Consumer Protection Law. For example, where platform operators are unable
to provide the real names, addresses and valid contact details of the sellers, the consumers may also claim damages
from the platform operators. Operators of online marketplace platforms that know or should have known that sellers
use their platforms to infringe upon legitimate rights and interests of consumers but fail to take necessary measures
will bear joint and several liabilities with the sellers. In addition, operators of online marketplace platforms that we
partner with may take measures and impose stricter requirements on us or our brand partners as a reaction to their
enhanced obligations under the amended Consumer Protection Law.

Similar legal requirements are frequently changed and subject to interpretation, and we are unable to predict the
ultimate cost of compliance with these requirements or their effect on our operations. We may be required to make
significant expenditures or modify our business practices to comply with existing or future laws and regulations or to
satisfy compliance requests from the marketplace platforms we partnered with, which may increase our costs and
materially limit our ability to operate our business.

The newly adopted E-commerce Law may have a material adverse impact on our business, financial conditions and
results of operations.

As the E-commerce industry is still evolving in China, new laws and regulations may be adopted from time to time to
address new issues that arise from time to time. For example, in August 2018, the Standing Committee of the National
People’s Congress promulgated the E-commerce Law, which became effective on January 1, 2019. The E-commerce
Law generally provides that E-commerce operators must obtain administrative licenses if business activities
conducted by the E-commerce operators are subject to administrative licensing requirements under applicable laws
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and regulations. In addition, the E-commerce Law imposes a number of obligations on E-commerce operators,
including the obligations, to disclose information about commodities or services in a comprehensive, faithful, accurate
and timely manner; while displaying search results of commodities or services to consumers according to their
interests, preferences, consumption habits and other personal characteristics, to provide consumers with options
irrelevant to their personal characteristics; when to offer tie-in commodities or services, to warn consumers about the
tie-in sale in a prominent position and not to set the tie-in commodities or services as the default option; and when
charging consumers guarantee deposits as agreed thereby, to explicitly indicate how and under what procedures
consumers may have the guarantee deposits refunded, and not to impose any unjustifiable conditions on the refund of
guarantee deposits. The new regulatory requirements may have a material adverse impact on our business and results
of operations. As no detailed interpretation and implementation rules have been promulgated, it remains uncertain
how the newly adopted E-commerce Law will be interpreted and implemented. We cannot assure you that our current
business operations satisfy the obligations provided under the E-commerce Law in all respects. If the PRC
governmental authorities determine that we are not in compliance with all the requirements proposed under the
E-commerce Law, we may be subject to fines and/or other sanctions.

PRC regulations regarding acquisitions impose significant regulatory approval and review requirements, which could
make it more difficult for us to grow through acquisitions.

On August 8, 2006, six PRC regulatory agencies, including the MOFCOM, the State-Owned Assets Supervision and
Administration Commission, the State Administration of Taxation, the SAIC, the CSRC, and the State Administration
of Foreign Exchange, or the SAFE, jointly adopted the Rules on Mergers and Acquisitions of Domestic Enterprises by
Foreign Investors, or the M&A Rules, which came into effect on September 8, 2006 and were amended on June 22,
2009.
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The M&A Rules also established additional procedures and requirements that are expected to make merger and
acquisition activities in China by foreign investors more time-consuming and complex, including requirements in
some instances that the MOFCOM be notified in advance of any change-of-control transaction in which a foreign
investor takes control of a PRC domestic enterprise, or that the approval from the MOFCOM be obtained in
circumstances where overseas companies established or controlled by PRC enterprises or residents acquire affiliated
domestic companies. In March 2018, the SAMR was formed as a new governmental agency to take over, among
others, the anti-monopoly enforcement functions from the relevant departments under the MOFCOM, the NDRC, and
the SAIC, respectively. We may grow our business in part by acquiring other companies operating in our industry. In
addition, our proposed formation of joint venture with, or acquisition of control of, or decisive influence over, any
company with revenues within China of more than RMB400 million (US$58.2 million) in the year prior to any
proposed joint venture formation or acquisition would be subject to SAMR merger control review. As a result of our
size, many of the transactions we have taken or may undertake could be subject to SAMR merger review. Complying
with the requirements of the relevant regulations to complete such transactions could be time-consuming, and any
required approval processes, including approval from SAMR may delay or inhibit our ability to complete such
transactions, which could affect our ability to expand our business or maintain our market share. In addition, in the
past practice, MOFCOM has not accepted merger control filings for any transaction involving parties that adopt a
variable interest entity structure.

Furthermore, outbound direct investments conducted by PRC enterprises are subject to approval, filing or reporting
requirements under relevant NDRC, MOFCOM and SAFE rules. We have not completed the requisite procedures for
our investments in two companies located in the United States and Hong Kong, respectively, and hence may be
ordered to cease such outbound investments and subject to relevant legal and administrative liabilities. In addition, the
NDRC issued the new Regulations on Enterprise Outbound Investment in December 2017 which came into effect on
March 1, 2018. Under these new regulations, if an overseas entity controlled by PRC enterprises or individuals
conducts an outbound investment with an investment amount of US$300 million or above in one of the non-sensitive
areas, it shall report the relevant information to the NDRC before the closing of such investment. For any outbound
investment by an overseas entity controlled by PRC enterprises or individuals in one of the sensitive areas listed in the
Outbound Investment Sensitive Industry Catalogue (2018 Version) which was promulgated by the NDRC in January
2018 and came into effect on March 1, 2018, or the Outbound Investment Sensitive Industry Catalogue (2018), such
investment shall be subject to the NDRC approval requirement. We may be deemed by the regulatory authorities as an
overseas entity controlled by PRC individuals and therefore our overseas acquisition may be subject to such reporting
or approval procedures.

If the regulatory authorities’ practice remains unchanged, our ability to carry out our investment and acquisition
strategy may be materially and adversely affected and there may be significant uncertainty as to whether transactions
that we have taken or may undertake would subject us to fines or other administrative penalties and negative publicity
and whether we will be able to complete large acquisitions in the future in a timely manner or at all.

PRC regulations relating to investments in offshore companies by PRC residents may subject our PRC-resident
beneficial owners or our PRC subsidiaries to liability or penalties, limit our ability to inject capital into our PRC
subsidiaries or limit our PRC subsidiaries’ ability to increase their registered capital or distribute profits.
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SAFE promulgated the Circular on Relevant Issues Concerning Foreign Exchange Control on Domestic Residents’
Offshore Investment and Financing and Roundtrip Investment through Special Purpose Vehicles, or SAFE Circular
37, on July 4, 2014, which replaced the former circular commonly known as “SAFE Circular 75” promulgated by SAFE
on October 21, 2005. SAFE Circular 37 requires PRC residents to register with local branches of SAFE in connection
with their direct establishment or indirect control of an offshore entity, for the purpose of overseas investment and
financing, with such PRC residents’ legally owned assets or equity interests in domestic enterprises or offshore assets
or interests, referred to in SAFE Circular 37 as a “special purpose vehicle.” SAFE Circular 37 further requires
amendment to the registration in the event of any significant changes with respect to the special purpose vehicle, such
as increase or decrease of capital contributed by PRC individuals, share transfer or exchange, merger, division or other
material event. In the event that a PRC shareholder holding interests in a special purpose vehicle fails to fulfill the
required SAFE registration, the PRC subsidiaries of that special purpose vehicle may be prohibited from making profit
distributions to the offshore parent and from carrying out subsequent cross-border foreign exchange activities, and the
special purpose vehicle may be restricted in its ability to contribute additional capital into its PRC subsidiary.
Moreover, failure to comply with the various SAFE registration requirements described above could result in liability
under PRC law for evasion of foreign exchange controls. According to the Notice on Further Simplifying and
Improving Policies for the Foreign Exchange Administration of Direct Investment released on February 13, 2015 by
SAFE, local banks shall examine and handle foreign exchange registration for overseas direct investment, including
the initial foreign exchange registration and amendment registration under SAFE Circular 37 from June 1, 2015.
Beneficial owners of the special purpose vehicle who are PRC citizens are also required to make annual filing with the
local banks regarding their overseas direct investment status.

Mr. Vincent Wenbin Qiu, Mr. Junhua Wu and Mr. Michael Qingyu Zhang have completed initial filings with the local
counterpart of SAFE relating to their initial investments in us. However, we may not be aware of the identities of all
of our beneficial owners who are PRC residents. We do not have control over our beneficial owners and cannot assure
you that all of our PRC-resident beneficial owners will comply with SAFE Circular 37 and subsequent
implementation rules, including the annual filing requirement. Furthermore, we may be unable to disclose change of
our beneficial owners' shareholding interests in us during the annual filing process of our PRC subsidiaries as required
by SAFE. The failure of our beneficial owners who are PRC residents to register or amend their foreign exchange
registrations in a timely manner pursuant to SAFE Circular 37 and subsequent implementation rules, or the failure of
future beneficial owners of our company who are PRC residents to comply with the registration procedures set forth in
SAFE Circular 37 and subsequent implementation rules, may subject such beneficial owners or our PRC subsidiaries
to fines and legal sanctions. Failure to register or comply with relevant requirements may also limit our ability to
contribute additional capital to our PRC subsidiaries and limit our PRC subsidiaries’ ability to distribute dividends to
our company. These risks may have a material adverse effect on our business, financial condition and results of
operations.
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PRC regulations of loans to PRC entities and direct investment in PRC entities by offshore holding companies may
delay or prevent us from using the proceeds of our offerings to make loans or additional capital contributions to our
foreign-invested enterprises.

We may transfer funds to our directly owned subsidiaries which are FIEs under PRC laws or finance such FIEs by
means of shareholder loans or capital contributions upon completion of our offerings. Any such loans to our FIEs
cannot exceed statutory limits, which is either the difference between the registered capital and the total investment
amount of such FIE or a multiple of the FIE’s net assets in the previous year, and shall be registered or filed with
SAFE, or its local counterparts. Furthermore, any capital contributions we make to FIEs shall be field with the
MOFCOM or its local counterparts. We may not be able to obtain these government registrations, filing or approvals
on a timely basis, if at all. If we fail to receive such registrations, filing or approvals, our ability to provide loans or
capital contributions to the FIEs in a timely manner may be negatively affected, which could materially and adversely
affect our liquidity and our ability to fund and expand our business. In addition, SAFE promulgated the Circular on
the Relevant Operating Issues concerning Administration Improvement of Payment and Settlement of Foreign
Currency Capital of Foreign-invested Enterprises, or Circular 142, on August 29, 2008. SAFE promulgated Circular
45 on November 16, 2011 in order to clarify the application of Circular 142. Under Circular 142 and Circular 45,
registered capital of a foreign-invested company settled in RMB converted from foreign currencies may only be used
within the business scope approved by the applicable governmental authority and may not be used for equity
investments in the PRC. In addition, foreign-invested companies may not change how they use such capital without
SAFE’s approval, and may not in any case use such capital to repay RMB loans if proceeds of such loans have not
been utilized. Violations of Circular 142 or Circular 45 may result in severe penalties. On March 30, 2015, SAFE
released the Notice on the Reform of the Management Method for the Settlement of Foreign Exchange Capital of
Foreign-invested Enterprises, or SAFE Circular 19, which came into force and superseded SAFE Circular 142 from
June 1, 2015. SAFE Circular 19 has made certain adjustments to some regulatory requirements on the settlement of
foreign exchange capital of foreign-invested enterprises, and some foreign exchange restrictions under SAFE Circular
142 are lifted. Under SAFE Circular 19, the settlement of foreign exchange by FIEs shall be governed by the policy of
foreign exchange settlement at will. In June 2016, SAFE promulgated Circular on Reforming and Regulating Policies
on the Control over Foreign Exchange Settlement of Capital Accounts, or SAFE Circular 16, which removed certain
restrictions previously provided under several SAFE circulars in respect of conversion by an FIE of foreign currency
registered capital into RMB and use of such RMB capital. However, SAFE Circular 19 and SAFE Circular 16 also
reiterate that the settlement of foreign exchange shall only be used for purposes within the business scope of the FIEs.
As a result, the applicable circulars may significantly limit our ability to transfer the net proceeds from our initial
public offering and subsequent offerings or financings to our FIEs, which may adversely affect our liquidity and our
ability to fund and expand our business in the PRC.

Any failure to comply with PRC regulations regarding our employee equity incentive plans may subject the PRC plan
participants or us to fines and other legal or administrative sanctions.

Pursuant to SAFE Circular 37, PRC residents who participate in share incentive plans in overseas non-publicly-listed
companies due to their position as director, senior management or employees of the PRC subsidiaries of the overseas
companies may submit applications to SAFE or its local branches for the foreign exchange registration with respect to
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offshore special purpose companies. Our directors, executive officers and other employees who are PRC residents and
who have been granted options may follow SAFE Circular 37 to apply for the foreign exchange registration before our
company becomes an overseas listed company. We and our directors, executive officers and other employees who are
PRC residents and who have been granted options are subject to the Notice on Issues Concerning the Foreign
Exchange Administration for Domestic Individuals Participating in Stock Incentive Plan of Overseas Publicly Listed
Company, or the Share Option Rules, issued by SAFE in February 2012, according to which, employees, directors,
supervisors and other management members participating in any stock incentive plan of an overseas publicly listed
company who are PRC residents are required to register with SAFE through a domestic qualified agent, which could
be a PRC subsidiary of such overseas listed company, and complete certain other procedures. Failure to complete the
SAFE registrations may subject them to fines and legal sanctions and may also limit the ability to make payment
under our equity incentive plans or receive dividends or sales proceeds related thereto, or our ability to contribute
additional capital into our wholly-foreign owned enterprises in China and limit our wholly-foreign owned enterprises’
ability to distribute dividends to us. We also face regulatory uncertainties that could restrict our ability to adopt
additional equity incentive plans for our directors and employees under PRC law. Shanghai Baozun Wujiang Branch
has already completed the SAFE registration under the Share Option Rules.
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In addition, the State Administration of Taxation has issued circulars concerning employee share options or restricted
shares. Under these circulars, employees working in the PRC who exercise share options, or whose restricted shares or
restricted share units, vest, will be subject to PRC individual income tax. The PRC subsidiaries of an overseas listed
company have obligations to file documents related to employee share options or restricted shares with relevant tax
authorities and to withhold individual income taxes of those employees related to their share options, restricted shares
or restricted share units. In addition, the sales of our ADSs or shares held by such PRC individual employees after
their exercise of the options, or the vesting of the restricted shares or restricted share units, are also subject to PRC
individual income tax. If the employees fail to pay, or the PRC subsidiaries fail to withhold, their income taxes
according to relevant laws, rules and regulations, the PRC subsidiaries may face sanctions imposed by the tax
authorities or other PRC government authorities.

We rely to a significant extent on dividends and other distributions on equity paid by our principal operating
subsidiaries to fund offshore cash and financing requirements.

We are a holding company and rely to a significant extent on dividends and other distributions on equity paid by our
principal operating subsidiaries and on remittances from the VIE, for our offshore cash and financing requirements,
including the funds necessary to pay dividends and other cash distributions to our shareholders, fund inter-company
loans, service any debt we may incur outside of China and pay our expenses. When our principal operating
subsidiaries or the VIE incur additional debt, the instruments governing the debt may restrict their ability to pay
dividends or make other distributions or remittances to us. Furthermore, the laws, rules and regulations applicable to
our PRC subsidiaries and certain other subsidiaries permit payments of dividends only out of their retained earnings, if
any, determined in accordance with applicable accounting standards and regulations.

Under PRC laws, rules and regulations, each of our subsidiaries incorporated in China is required to set aside at least
10% of its net income each year to fund certain statutory reserves until the cumulative amount of such reserves
reaches 50% of its registered capital. These reserves, together with the registered equity, are not distributable as cash
dividends. As a result of these laws, rules and regulations, our subsidiaries incorporated in China are restricted in their
ability to transfer a portion of their respective net assets to their shareholders as dividends. In addition, registered
share capital and capital reserve accounts are also restricted from withdrawal in the PRC, up to the amount of net
assets held in each operating subsidiary. As of December 31, 2018, we had restricted net assets of RMB719.1 million
(US$104.6 million).

Limitations on the ability of the VIE to make remittance to the wholly-foreign owned enterprise and on the ability of
our subsidiaries to pay dividends to us could limit our ability to access cash generated by the operations of those
entities, including to make investments or acquisitions that could be beneficial to our businesses, pay dividends to our
shareholders or otherwise fund and conduct our business.
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We may be treated as a resident enterprise for PRC tax purposes under the PRC Enterprise Income Tax Law, and we
may therefore be subject to PRC income tax on our global income.

Under the PRC Enterprise Income Tax Law and its implementing rules, enterprises established under the laws of
jurisdictions outside of China with “de facto management bodies” located in China may be considered PRC tax resident
enterprises for tax purposes and may be subject to the PRC enterprise income tax at the rate of 25% on their global
income. “De facto management body” refers to a managing body that exercises substantive and overall management and
control over the production and business, personnel, accounting books and assets of an enterprise. The State
Administration of Taxation issued the Notice Regarding the Determination of Chinese-Controlled
Offshore-Incorporated Enterprises as PRC Tax Resident Enterprises on the Basis of De Facto Management Bodies, or
Circular 82, on April 22, 2009, with retroactive effect from January 1, 2008. Circular 82 provides certain specific
criteria for determining whether the “de facto management body” of a Chinese-controlled offshore-incorporated
enterprise is located in China. Although Circular 82 only applies to offshore enterprises controlled by PRC

enterprises, not those controlled by foreign enterprises or individuals, the determining criteria set forth in Circular 82
may reflect the State Administration of Taxation’s general position on how the “de facto management body” test should
be applied in determining the tax resident status of offshore enterprises, regardless of whether they are controlled by
PRC enterprises. If we were to be considered a PRC resident enterprise, we would be subject to PRC enterprise

income tax at the rate of 25% on our global income. In such case, our profitability and cash flow may be materially
reduced as a result of our global income being taxed under the Enterprise Income Tax Law. We believe that none of
our entities outside of China is a PRC resident enterprise for PRC tax purposes. However, the tax resident status of an
enterprise is subject to determination by the PRC tax authorities and uncertainties remain with respect to the
interpretation of the term “de facto management body.”
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Dividends payable to our foreign investors and gains on the sale of our ADSs or ordinary shares by our foreign
investors may become subject to PRC tax law.

Under the Enterprise Income Tax Law and its implementation regulations issued by the State Council, a 10% PRC
withholding tax is applicable to dividends payable to investors that are non-resident enterprises, which do not have an
establishment or place of business in the PRC or which have such establishment or place of business but the dividends
are not effectively connected with such establishment or place of business, to the extent such dividends are derived
from sources within the PRC. Similarly, any gain realized on the transfer of ADSs or ordinary shares by such
investors is also subject to PRC tax at a current rate of 10%, subject to any reduction or exemption set forth in
applicable tax treaties or under applicable tax arrangements between jurisdictions, if such gain is regarded as income
derived from sources within the PRC. If we are deemed a PRC resident enterprise, dividends paid on our ordinary
shares or ADSs, and any gain realized from the transfer of our ordinary shares or ADSs, would be treated as income
derived from sources within the PRC and would as a result be subject to PRC taxation. Furthermore, if we are deemed
a PRC resident enterprise, dividends payable to individual investors who are non-PRC residents and any gain realized
on the transfer of ADSs or ordinary shares by such investors may be subject to PRC tax at a current rate of 20%,
subject to any reduction or exemption set forth in applicable tax treaties or under applicable tax arrangements between
jurisdictions. It is unclear whether if we or any of our subsidiaries established outside China are considered a PRC
resident enterprise, holders of our ADSs or ordinary shares would be able to claim the benefit of income tax treaties or
agreements entered into between China and other countries or areas. If dividends payable to our non-PRC investors, or
gains from the transfer of our ADSs or ordinary shares by such investors are subject to PRC tax, the value of your
investment in our ADSs or ordinary shares may decline significantly.

We and our shareholders face uncertainties with respect to indirect transfers of equity interests in PRC resident
enterprises or other assets attributed to a Chinese establishment of a non-Chinese company, or immovable properties
located in China owned by non-Chinese companies.

On February 3, 2015, the State Administration of Taxation issued the Bulletin on Issues of Enterprise Income Tax on
Indirect Transfers of Assets by Non-PRC Resident Enterprises, or Bulletin 7. Pursuant to this Bulletin, an “indirect
transfer” of assets, including equity interests in a PRC resident enterprise, by non-PRC resident enterprises may be
recharacterized and treated as a direct transfer of PRC taxable assets, if such arrangement does not have a reasonable
commercial purpose and was established for the purpose of avoiding payment of PRC enterprise income tax. As a
result, gains derived from such indirect transfer may be subject to PRC enterprise income tax. According to Bulletin 7,
“PRC taxable assets” include assets attributed to an establishment in China, immoveable properties located in China,
and equity investments in PRC resident enterprises, in respect of which gains from their transfer by a direct holder,
being a non-PRC resident enterprise, would be subject to PRC enterprise income taxes. When determining whether
there is a “reasonable commercial purpose” of the transaction arrangement, features to be taken into consideration
include: whether the main value of the equity interest of the relevant offshore enterprise derives from PRC taxable
assets; whether the assets of the relevant offshore enterprise mainly consists of direct or indirect investment in China
or if its income mainly derives from China; whether the offshore enterprise and its subsidiaries directly or indirectly
holding PRC taxable assets have real commercial nature which is evidenced by their actual function and risk
exposure; the duration of existence of the shareholders, business model and organizational structure of an overseas
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enterprise; the income tax payable abroad due to the indirect transfer of PRC taxable assets; the replicability of the
transaction by direct transfer of PRC taxable assets; and the tax situation of such indirect transfer and applicable tax
treaties or similar arrangements. In respect of an indirect offshore transfer of assets of a PRC establishment, the
resulting gain is to be included with the enterprise income tax filing of the PRC establishment or place of business
being transferred, and would consequently be subject to PRC enterprise income tax at a rate of 25%. Where the
underlying transfer relates to the immoveable properties located in China or to equity investments in a PRC resident
enterprise, which is not related to a PRC establishment or place of business of a non-resident enterprise, a PRC
enterprise income tax at 10% would apply, subject to available preferential tax treatment under applicable tax treaties
or similar arrangements, and the party who is obligated to make the transfer payments has the withholding obligation.
Where the payor fails to withhold any or sufficient tax, the transferor shall declare and pay such tax to the tax
authority by itself within the statutory time limit. Bulletin 7 does not apply to transactions of sale of shares by
investors through a public stock exchange where such shares were acquired from a transaction through a public stock
exchange. On October 17, 2017, the State Administration of Taxation, issued the Announcement of the State
Administration of Taxation on Issues Concerning the Withholding of Non-resident Enterprise Income Tax at Source,
or Bulletin 37, which came into effect on December 1, 2017. Bulletin 37 further clarifies the practice and procedure of
the withholding of non-resident enterprise income tax. Pursuant to Bulletin 7 and Bulletin 37, both the transferor and
the transferee may be subject to penalties under PRC tax laws if the transferee fails to withhold the taxes and the
transferor fails to pay the taxes.

We face uncertainties as to the reporting and other implications of certain past and future transactions where PRC
taxable assets are involved, such as offshore restructuring, sale of the shares in our offshore subsidiaries or
investments. Our company may be subject to filing obligations or taxed if our company is transferor in such
transactions, and may be subject to withholding obligations if our company is transferee in such transactions, under
Bulletin 7 and Bulletin 37. For transfer of shares in our company by investors that are non-PRC resident enterprises,
our PRC subsidiaries may be requested to assist in the filing. As a result, we may be required to expend valuable
resources to comply with Bulletin 7 and Bulletin 37 or to request the relevant transferors from whom we purchase
taxable assets to comply with these circulars, or to establish that our company should not be taxed under these
circulars, which may have a material adverse effect on our financial condition and results of operations. In addition,
the sales of our ADSs or shares held by our PRC individual employees after their exercise under relevant incentive
plans are also subject to PRC individual income tax.
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Restrictions on currency exchange may limit our ability to utilize our revenue effectively.

Substantially all of our revenue is denominated in Renminbi. The Renminbi is currently convertible under the “current
account,” which includes dividends, trade and service-related foreign exchange transactions, but not under the “capital
account,” which includes foreign direct investment and loans, including loans we may secure from our onshore
subsidiaries or variable interest entity. Currently, Shanghai Baozun, our major PRC subsidiary which is a
wholly-foreign owned enterprise, may purchase foreign currency for settlement of “current account transactions,”
including payment of dividends to us, without the approval of SAFE by complying with certain procedural
requirements such as presenting documentary evidence of such transactions to banks. The Outbound Investment
Sensitive Industry Catalogue (2018) also lists certain industries as sensitive outbound investment industries, which are
subject to NDRC pre-approval requirements prior to remitting investment funds offshore. However, the relevant PRC
governmental authorities may limit or eliminate our ability to purchase foreign currencies in the future for current
account transactions. Since a significant amount of our future revenue will be denominated in Renminbi, any existing
and future restrictions on currency exchange may limit our ability to utilize revenue generated in Renminbi to fund
our business activities outside of the PRC or pay dividends in foreign currencies to our shareholders, including holders
of our ADSs. Foreign exchange transactions under the capital account remain subject to limitations and require
approvals from, or registration with, SAFE and other relevant PRC governmental authorities. This could affect our
ability to obtain foreign currency through debt or equity financing for our subsidiaries and the variable interest entity.

Fluctuations in exchange rates could result in foreign currency exchange losses and could materially reduce the value
of your investment.

The value of the Renminbi against the U.S. dollar and other currencies may fluctuate and is affected by, among other
things, changes in political and economic conditions and the foreign exchange policy adopted by the PRC
government. On July 21, 2005, the PRC government changed its policy of pegging the value of the Renminbi to the
U.S. dollar. Following the removal of the U.S. dollar peg, the Renminbi appreciated more than 20% against the U.S.
dollar over the following three years. Between July 2008 and June 2010, this appreciation halted and the exchange
rate between the RMB and the U.S. dollar remained within a narrow band. Since June 2010, the Renminbi has
fluctuated against the U.S. dollar, at times significantly and unpredictably, and in the recent years the RMB has
depreciated significantly against the U.S. dollar. In April 2012, the PRC government announced that it would allow
RMB exchange rate to fluctuate in a wider range. On August 11, 2015, the People’s Bank of China, or the PBOC,
allowed the RMB to depreciate by approximately 2% against the U.S. dollar. Since October 1, 2016, the RMB has
joined the International Monetary Fund’s basket of currencies that make up the Special Drawing Right (SDR), along
with the U.S. dollar, the Euro, the Japanese yen and the British pound. In the fourth quarter of 2016, the RMB
depreciated significantly in the backdrop of a surging U.S. dollar and persistent capital outflows of China. In 2017, the
RMB appreciated approximately 7% against the U.S. dollar. In 2018, the RMB depreciated approximately 5% against
the U.S. dollar. With the development of the foreign exchange market and progress towards interest rate liberalization
and Renminbi internationalization, the PRC government may in the future announce further changes to the exchange
rate system and there is no guarantee that the RMB will not appreciate or depreciate significantly in value against the
U.S. dollar in the future. It is difficult to predict how market forces or PRC or U.S. government policy may impact the
exchange rate between the Renminbi and the U.S. dollar in the future. Substantially all of our revenues and costs are
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denominated in Renminbi. We are a holding company and we rely on dividends paid by our operating subsidiaries in
China for our cash needs. Any significant revaluation of the Renminbi may materially reduce any dividends payable
on, our ADSs in U.S. dollars.

Very limited hedging options are available in China to reduce our exposure to exchange rate fluctuations. To date, we
have not entered into any hedging transactions in an effort to reduce our exposure to foreign currency exchange risk.
While we may decide to enter into hedging transactions in the future, the availability and effectiveness of these hedges
may be limited and we may not be able to adequately hedge our exposure or at all. In addition, our currency exchange
losses may be magnified by PRC exchange control regulations that restrict our ability to convert RMB into foreign
currency. As a result, fluctuations in exchange rates may have a material adverse effect on your investment.

The discontinuation of any of the preferential income tax treatments currently available to us in the PRC could have a
material and adverse effect on our result of operations and financial condition.

We cannot assure you that the preferential income tax rate of our VIE will be maintained in future periods. Pursuant to
the PRC Enterprise Income Tax Law, or the EIT Law, as further clarified by subsequent tax regulations implementing
the EIT Law, foreign-invested enterprises and domestic enterprises are subject to enterprise income tax at a uniform
rate of 25%. Certain enterprises may benefit from a preferential tax rate of 15% under the EIT Law if they qualify as
“high and new technology enterprises” and meet other criteria under the EIT Law and the related regulations.
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Our VIE, Shanghai Zunyi, qualified as a “high and new technology enterprise” with a valid term of three years starting
from 2017 and is therefore subject to a 15% preferential income tax rate for 2017 and 2018. For the year of 2019,
Shanghai Zunyi can continue to enjoy the 15% preferential income tax rate subject to its satisfaction of certification
criteria as a high and new technology enterprise. If Shanghai Zunyi fails to maintain the high and new technology
enterprise qualification, its applicable enterprise income tax rate will increase to 25%.

The discontinuation of the above-mentioned preferential income tax treatments or the change of the applicable
preferential tax rate currently available to us in the PRC could have a material and adverse effect on our result of
operations and financial condition. We cannot assure you that we will be able to maintain our current effective tax rate
in the future.

Risks Related to Our Ordinary Shares and ADSs

The trading price of our ADSs has been and is likely to continue to be volatile, which could result in substantial losses
to our shareholders.

The trading price of our ADSs has been and is likely to continue to be volatile and could fluctuate widely due to
factors beyond our control. This may happen because of broad market and industry factors, like the performance and
fluctuation in the market prices or the underperformance or deteriorating financial results of other listed companies
based in China. The securities of some of these companies have experienced significant volatility since their initial
public offerings, including, in some cases, substantial price declines in the trading prices of their securities. The
trading performances of other Chinese companies’ securities after their offerings, including internet and E-commerce
companies, may affect the attitudes of investors toward Chinese companies listed in the United States, which
consequently may impact the trading performance of our ADSs, regardless of our actual operating performance. In
addition, any negative news or perceptions about inadequate corporate governance practices or fraudulent accounting,
corporate structure or matters of other Chinese companies may also negatively affect the attitudes of investors towards
Chinese companies in general, including us, regardless of whether we have conducted any inappropriate activities. In
addition, securities markets may from time to time experience significant price and volume fluctuations that are not
related to our operating performance, which may have a material and adverse effect on the trading price of our ADSs.

In addition to the above factors, the price and trading volume of our ADSs may be highly volatile due to multiple
factors, including the following:

regulatory developments affecting us or our industry, brand partners, suppliers or third-party sellers;
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announcements of studies and reports relating to the quality of our product and service offerings or those of our
competitors;

changes in the economic performance or market valuations of other E-commerce companies;

actual or anticipated fluctuations in our quarterly results of operations and changes or revisions of our expected
results;

changes in financial estimates by securities research analysts;

conditions in the online retail market;

announcements by us or our competitors of new product and service offerings, acquisitions, strategic relationships,
joint ventures, capital raisings or capital commitments;

additions to or departures of our senior management;

fluctuations of exchange rates between the RMB and the U.S. dollar;

release or expiry of lock-up or other transfer restrictions on our outstanding shares or ADSs;

sales or perceived potential sales of additional ordinary shares or ADSs; and

_proceedings instituted by the SEC against five PRC-based accounting firms, including our independent registered
public accounting firm.

Any of these factors may result in large and sudden changes in the volume and trading price of our ADSs. In addition,
the stock market has from time to time experienced significant price and volume fluctuations that are unrelated to the
operating performance of particular companies and industries. These market fluctuations may significantly affect the

trading price of our ADSs.
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If securities or industry analysts do not publish research or publish inaccurate or unfavorable research about our
business, the market price for our ADSs and trading volume could decline.

The trading market for our ADSs will depend in part on the research and reports that securities or industry analysts
publish about us or our business. If research analysts do not establish and maintain adequate research coverage or if
one or more of the analysts who covers us downgrades our ADSs or publishes inaccurate or unfavorable research
about our business, the market price for our ADSs would likely decline. If one or more of these analysts cease
coverage of our company or fail to publish reports on us regularly, we could lose visibility in the financial markets,
which, in turn, could cause the market price or trading volume for our ADSs to decline.

Because we do not expect to pay dividends in the foreseeable future, holders of our ADSs must rely on price
appreciation of our ADSs for return on their investment.

We currently intend to retain most, if not all, of our available funds and any future earnings to fund the development
and growth of our business. As a result, we do not expect to pay any cash dividends in the foreseeable future.
Therefore, holders of our ADSs should not rely on an investment in our ADSs as a source for any future dividend
income.

Our board of directors has complete discretion as to whether to distribute dividends, subject to certain requirements of
Cayman Islands law. In addition, our shareholders may by ordinary resolution declare a dividend, but no dividend
may exceed the amount recommended by our directors. Under Cayman Islands law, a Cayman Islands company may
pay a dividend out of either profit or share premium account, provided that in no circumstances may a dividend be
paid if this would result in the company being unable to pay its debts as they fall due in the ordinary course of
business. Even if our board of directors decides to declare and pay dividends, the timing, amount and form of future
dividends, if any, will depend on, among other things, our future results of operations and cash flow, our capital
requirements and surplus, the amount of distributions, if any, received by us from our subsidiaries, our financial
condition, contractual restrictions and other factors deemed relevant by our board of directors. Accordingly, the return
on their investment in our ADSs will likely depend entirely upon any future price appreciation of our ADSs. There is
no guarantee that our ADSs will appreciate in value or even maintain the price at which holders of our ADSs
purchased the ADSs. They may not realize a return on their investment in our ADSs and they may even lose their
entire investment in our ADSs.

Substantial future sales or perceived potential sales of our ADSs in the public market could cause the price of our
ADSs to decline.
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Sales of our ADSs in the public market, or the perception that these sales could occur, could cause the market price of
our ADSs to decline significantly. As of March 15, 2019, we had 173,350,964 ordinary shares issued and outstanding,
including 160,050,226 Class A ordinary shares, among which 113,551,183 Class A ordinary shares were represented
by ADS (excluding 12,016,895 Class A ordinary shares issued to our depositary bank for bulk issuance of ADSs
reserved for future issuances upon the exercise or vesting of awards granted under our share incentive plans and the
shares repurchased by us from the open market under our share repurchase program), and 13,300,738 Class B ordinary
shares. All ADSs representing our Class A ordinary shares sold in our offerings will be freely transferable by persons
other than our “affiliates” without restriction or additional registration under the U.S. Securities Act of 1933, as
amended, or the Securities Act. Some ordinary shares outstanding after our offerings will be available for sale, upon
the expiration of the lock-up periods (if applicable to such holder), subject to volume and other restrictions as
applicable under Rules 144 and 701 under the Securities Act. Any or all of these ordinary shares may be released prior
to the expiration of the applicable lock-up period at the discretion of the designated representatives. To the extent a
substantial amount of shares are released before the expiration of the applicable lock-up period and sold into the
market, the market price of our ADSs could decline significantly.

Certain major holders of our ordinary shares have the right to cause us to register under the Securities Act the sale of
their shares, subject to the applicable lock-up periods. Registration of these shares under the Securities Act would
result in ADSs representing these shares becoming freely tradable without restriction under the Securities Act
immediately upon the effectiveness of the registration. Sales of these registered shares in the form of ADSs in the
public market could cause the price of our ADSs to decline significantly.
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Our dual-class voting structure limits the ability of holders of our Class A ordinary shares and ADSs to influence
corporate matters and could discourage others from pursuing any change of control transactions that holders of our
Class A ordinary shares and ADSs may view as beneficial.

Mr. Vincent Wenbin Qiu, our co-founder, chairman and chief executive officer, and Mr. Junhua Wu, our co-founder,
director and chief growth officer, have considerable influence over matters requiring shareholder approval. Due to our
dual-class voting structure, our ordinary shares consist of Class A ordinary shares and Class B ordinary shares. Based
on our dual-class voting structure, on a poll, holders of Class A ordinary shares are entitled to one vote per share in
respect of matters requiring the votes of shareholders, while holders of Class B ordinary shares are entitled to ten
votes per share. Each Class B ordinary share is convertible into one Class A ordinary share at any time by the holder
thereof, while Class A ordinary shares are not convertible into Class B ordinary shares under any circumstances. Upon
any sale, transfer, assignment or disposition of beneficial ownership of any Class B ordinary shares by a holder
thereof to any person or entity which is not an affiliate of such holder, such Class B ordinary shares shall be
automatically and immediately converted into the equal number of Class A ordinary shares. The Class B ordinary
shares beneficially owned by Mr. Vincent Wenbin Qiu and Mr. Junhua Wu represent 32.1% and 13.3% of the
aggregate voting power of our company, respectively, as of March 15, 2019. The interests of Mr. Vincent Wenbin Qiu
and Mr. Junhua Wu may not coincide with the interests of holders of Class A ordinary shares and ADSs, and they may
make decisions with which holders of Class A ordinary shares and ADSs disagree, including decisions on important
topics such as the composition of the board of directors, compensation, management succession and our business and
financial strategy. To the extent that the interests of Mr. Vincent Wenbin Qiu or Mr. Junhua Wu differ from the
interests of holders of Class A ordinary shares and ADSs, holders of Class A ordinary shares and ADSs may be
disadvantaged by any action that they may seek to pursue. This concentrated control could also discourage others
from pursuing any potential merger, takeover or other change of control transactions, which could have the effect of
depriving the holders of our Class A ordinary shares and our ADSs of the opportunity to sell their shares at a premium
over the prevailing market price.

Holders of our ADSs, may have fewer rights than holders of our Class A ordinary shares and must act through the
depositary to exercise those rights.

Holders of ADSs do not have the same rights as our registered shareholders. The holders of our ADSs will not have
any direct right to attend general meetings of our shareholders or to directly cast any votes at such meetings. The
holders of our ADSs will only be able to exercise the voting rights which are carried by the underlying Class A
ordinary shares represented by their ADSs indirectly by giving voting instructions to the depositary in accordance
with the provisions of the deposit agreement. Under the deposit agreement, the holders of our ADSs may vote only by
giving voting instructions to the depositary. Upon receipt of the voting instructions from the holders of our ADSs, the
depositary will vote the underlying Class A ordinary shares represented by their ADSs in accordance with these
instructions. The holders of our ADSs will not be able to directly exercise their right to vote with respect to the
underlying Class A ordinary shares unless they withdraw such shares and become the registered holder of such shares
prior to the record date for the general meeting. Under our fourth amended and restated memorandum and articles of
association, the minimum notice period required to be given by our company to our registered shareholders to
convene a general meeting is ten calendar days. When a general meeting is convened, the holders of our ADSs may
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not receive sufficient advance notice of the meeting to permit the holders of our ADSs to withdraw the underlying
Class A ordinary shares represented by their ADSs and become the registered holder of such shares to allow the
holders of our ADSs to attend the general meeting and to cast their vote directly with respect to any specific matter or
resolution to be considered and voted upon at the general meeting. Furthermore, under our fourth amended and
restated memorandum and articles of association, for the purposes of determining those shareholders who are entitled
to attend and vote at any general meeting, our directors may close our register of members and/or fix in advance a
record date for such meeting, and such closure of our register of members or the setting of such a record date may
prevent the holders of our ADSs from withdrawing the underlying Class A ordinary shares represented by their ADSs
and becoming the registered holder of such shares prior to the record date, so that they would not be able to attend the
general meeting or to vote directly. If we ask for their instructions, the depositary will notify the holders of our ADSs
of the upcoming vote and will arrange to deliver our voting materials to them. We cannot assure the holders of our
ADSs that they will receive the voting materials in time to ensure that they can instruct the depositary to vote the
Class A ordinary shares underlying their ADSs. In addition, the depositary and its agents are not responsible for
failing to carry out voting instructions or for their manner of carrying out the voting instructions of the holders of our
ADSs. This means that the holders of our ADSs may not be able to exercise their right to direct how the underlying
Class A ordinary shares represented by their ADSs are voted and they may have no legal remedy if the underlying
Class A ordinary shares represented by their ADSs are not voted as they requested. In addition, in their capacity as an
ADS holder, the holders of our ADSs will not be able to call a shareholders’ meeting.

Right of holders of our ADSs to participate in any future rights offerings may be limited, which may cause dilution to
your holdings.

We may from time to time distribute rights to our shareholders, including rights to acquire our securities. However,
we cannot make rights available to holders of our ADSs in the United States unless we register both the rights and the
securities to which the rights relate under the Securities Act or an exemption from the registration requirements is
available. Under the deposit agreement, the depositary will not make rights available to holders of our ADSs unless
both the rights and the underlying securities to be distributed to ADS holders are either registered under the Securities
Act or exempt from registration under the Securities Act. We are under no obligation to file a registration statement
with respect to any such rights or securities or to endeavor to cause such a registration statement to be declared
effective and we may not be able to establish a necessary exemption from registration under the Securities Act.
Accordingly, holders of our ADSs may be unable to participate in our rights offerings and may experience dilution in
their holdings.
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Holders of our ADSs may not receive cash dividends if the depositary decides it is impractical to make cash dividends
available to holders of our ADSs.

The depositary will pay cash dividends on the ADSs only to the extent that we decide to distribute dividends on our
Class A ordinary shares or other deposited securities, and we do not have any present plan to pay any cash dividends
on our Class A ordinary shares in the foreseeable future. To the extent that there is a distribution, the depositary of our
ADSs has agreed to pay to holders of our ADSs the cash dividends or other distributions it or the custodian receives
on our Class A ordinary shares or other deposited securities after deducting its fees and expenses. Holders of our
ADSs will receive these distributions in proportion to the number of Class A ordinary shares their ADSs represent.
However, the depositary mays, at its discretion, decide that it is inequitable or impractical to make a distribution
available to any holders of ADSs. For example, the depositary may determine that it is not practicable to distribute
certain property through the mail, or that the value of certain distributions may be less than the cost of mailing them.
In these cases, the depositary may decide not to distribute such property to holders of our ADSs.

Holders of our ADSs may be subject to limitations on transfer of their ADSs.

ADSs are transferable on the books of the depositary. However, the depositary may close its transfer books at any
time or from time to time when it deems expedient in connection with the performance of its duties. In addition, the
depositary may refuse to deliver, transfer or register transfers of ADSs generally when our books or the books of the
depositary are closed, or at any time if we or the depositary deems it advisable to do so because of any requirement of
law or of any government or governmental body, or under any provision of the deposit agreement, or for any other
reason.

Certain judgments obtained against us by our shareholders may not be enforceable.

We are an exempted company incorporated under the laws of the Cayman Islands. We conduct our operations outside
the United States and substantially all of our assets are located outside the United States. In addition, substantially all
of our directors and officers are nationals or residents of jurisdictions other than the United States and a substantial
portion of their assets are located outside the United States. As a result, it may be difficult or impossible for our
shareholders to bring an action against us or against them in the United States in the event that our shareholders
believe that their rights have been infringed under the U.S. federal securities laws or otherwise. Even if our
shareholders are successful in bringing an action of this kind, the laws of the Cayman Islands, the PRC or other
relevant jurisdiction may render our shareholders unable to enforce a judgment against our assets or the assets of our
directors and officers.
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Since we are a Cayman Islands company, the rights of our shareholders may be more limited than those of
shareholders of a company organized in the United States.

Under the laws of some jurisdictions in the United States, majority and controlling shareholders generally have certain
fiduciary responsibilities to the minority shareholders. Shareholder action must be taken in good faith, and actions by
controlling shareholders which are obviously unreasonable may be declared null and void. Cayman Island law
protecting the interests of minority shareholders may not be as protective in all circumstances as the law protecting
minority shareholders in some U.S. jurisdictions. In addition, the circumstances in which a shareholder of a Cayman
Islands company may sue the company derivatively, and the procedures and defenses that may be available to the
company, may result in the rights of shareholders of a Cayman Islands company being more limited than those of
shareholders of a company organized in the United States.

Furthermore, our directors have the power to take certain actions without shareholder approval which would require
shareholder approval under the laws of most U.S. jurisdictions. The directors of a Cayman Islands company, without
shareholder approval, may implement a sale of any assets, property, part of the business, or securities of the company.
Our ability to create and issue new classes or series of shares without shareholder approval could have the effect of
delaying, deterring or preventing a change in control of our company without any further action by our shareholders,
including a tender offer to purchase our ordinary shares at a premium over prevailing market prices.
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Our articles of association contain anti-takeover provisions that could discourage a third party from acquiring us,
which could limit our shareholders’ opportunity to sell their shares, including Class A ordinary shares represented by
our ADSs, at a premium.

Our fourth amended and restated articles of association contain provisions which have the potential to limit the ability
of others to acquire control of our company or cause us to engage in change-of-control transactions. These provisions
have the effect of depriving our shareholders of an opportunity to sell their shares at a premium over prevailing market
prices by discouraging third parties from seeking to obtain control of our company in a tender offer or similar
transaction. For example, our board of directors has the authority, without further action by our shareholders, to issue
preferred shares in one or more series and to fix their designations, powers, preferences, privileges and other rights,
including dividend rights, conversion rights, voting rights, terms of redemption and liquidation preferences, any or all
of which may be greater than the rights associated with our Class A ordinary shares, in the form of ADS or otherwise,
at such time and on such terms as they may think appropriate. In the even theses preferred shares have better voting
rights than our Class A ordinary shares, in the form of ADSs or otherwise, they could be issued quickly with terms
calculated to delay or prevent a change in control of our company or make removal of management more difficult. If
our board of directors decides to issue preferred shares, the price of our ADSs may fall and the voting and other rights
of the holders of our Class A ordinary shares and ADSs may be materially and adversely affected.

As a foreign private issuer, we are permitted to, and we may, rely on exemptions from certain Nasdaq corporate
governance standards applicable to domestic U.S. issuers. This may afford less protection to holders of our ordinary
shares and the ADSs.

We are exempted from certain corporate governance requirements of the Nasdaq Stock Market Rules by virtue of
being a foreign private issuer. We are required to provide a brief description of the significant differences between our
corporate governance practices and the corporate governance practices required to be followed by domestic U.S.
companies listed on The Nasdaq Global Select Market. The standards applicable to us are considerably different than
the standards applied to domestic U.S. issuers. For instance, we are not required to:

have a majority of the board be independent;

have a nominating and corporate governance committee consisting entirely of independent directors;

solicit proxy and hold an annual meeting of shareholders no later than one year after the end of the issuer’s fiscal
year-end;

have regularly scheduled executive sessions with only independent/for non-management directors; or

83



Edgar Filing: Baozun Inc. - Form 20-F

have executive sessions of solely independent directors each year.

In addition, in July 2016, our board of directors approved an amendment to our 2015 Share Incentive Plan, or the 2015
Plan, to increase the number of Class A ordinary shares reserved for issuance under our 2015 Plan, and we followed
our home country practice that does not require shareholder approval for such amendment.

We have relied on and intend to continue to rely on some of these exemptions. As a result, our shareholders may not
be provided with the benefits of certain corporate governance requirements of the Nasdaq Stock Market Rules.

As a foreign private issuer, we are exempt from certain disclosure requirements under the Exchange Act, which may
afford less protection to our shareholders than they would enjoy if we were a domestic U.S. company.

As a foreign private issuer, we are exempt from, among other things, the rules prescribing the furnishing and content
of proxy statements under the Exchange Act. In addition, our executive officers, directors and principal shareholders
are exempt from the reporting and short-swing profit and recovery provisions contained in Section 16 of the Exchange
Act. We are also not required under the Exchange Act to file periodic reports and financial statements with the SEC as
frequently or as promptly as domestic U.S. companies with securities registered under the Exchange Act. As a result,
our shareholders may be afforded less protection than they would under the Exchange Act rules applicable to domestic
U.S. companies.

We may become a passive foreign investment company, which could result in adverse United States federal income
tax consequences to United States investors.

We believe we were not a passive foreign investment company, or PFIC, for the taxable year ended December 31,
2018, and we do not expect to become a PFIC in the foreseeable future. No assurance can be given as to our PFIC
status, however, since the PFIC rules are uncertain in several respects and the determination of whether we are a PFIC
for any taxable year can only be made after the end of the year and depends on the market price of our ADSs, which
may fluctuate significantly, as well as the composition of our income and assets during the year. See “Item 10.
Additional Information—E. Taxation—Material U.S. Federal Income Tax Consequences—Passive Foreign Investment
Company.”

If we were treated as a PFIC, such characterization could result in adverse United States federal income tax

consequences to a United States investor. For example, if we were treated as a PFIC, our United States investors could
become subject to increased tax liabilities under United States federal income tax laws and regulations and would

become subject to burdensome reporting requirements. See “Item 10. Additional Information—E. Taxation—Material U.S.
Federal Income Tax Consequences—Passive Foreign Investment Company.”
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Changes in our United States federal income tax classification, or that of our subsidiaries, could result in adverse tax
consequences to our 10% or greater U.S. shareholders.

The U.S. tax Act known as the Tax Cuts and Jobs Act (the “2017 Act”) signed on December 22, 2017 may have
changed the consequences to U.S. shareholders that own, or are considered to own, as a result of the attribution rules,
10% or more of the voting power or value of the stock of a non-U.S. corporation (a “10% U.S. shareholder”’) under the
U.S. Federal income tax law applicable to owners of U.S. controlled foreign corporations (“CFCs”).

Prior to the 2017 Act, we did not believe we, or any of our non-U.S. subsidiaries, were CFCs, based on our 10% U.S.
shareholders (if any) together owning less than 50% of our ordinary shares. The 2017 Act repealed Internal Revenue
Code Section 958(b)(4), which, unless clarified in future regulations or other guidance, may result in classification of
certain of our non-U.S. subsidiaries as CFCs. This classification could cause significant and adverse U.S. tax
consequences for our existing 10% U.S. shareholders (if any) or any person who becomes a 10% U.S. shareholder.
Therefore, 10% U.S. shareholders (if any) and persons considering becoming 10% U.S. shareholders are strongly
urged to consult with their tax advisors regarding the 2017 Act revisions to the U.S. Federal income tax law applicable
to owners of CFCs.

ITEM 4. INFORMATION ON THE COMPANY

A. History and Development of the Company

We, Baozun Inc., are an exempted company incorporated under the laws of the Cayman Islands on December 17,
2013. We changed our holding company’s name from Baozun Cayman Inc. to Baozun Inc. in March 2015.

We are a holding company and operate our business through our wholly-owned subsidiaries and a PRC consolidated
VIE. We commenced operations to provide brand E-commerce solutions in China in August 2007 through Shanghai
Baozun, a PRC limited liability company founded by our CEO Mr. Vincent Wenbin Qiu, our COO Mr. Junhua Wu,
Mr. Michael Qingyu Zhang and several other individual investors, or collectively, the Founding Shareholders.
Shanghai Baozun, our wholly-owned subsidiary, provides integrated brand-E-commerce solutions to our brand
partners, including IT services, store operations, digital marketing, customer services, warehousing and fulfillment.

In March 2010, we incorporated our wholly-owned subsidiaries, Shanghai Bodao E-commerce Limited, or Shanghai
Bodao, and Shanghai Yingsai Advertisement Limited, or Shanghai Yingsai, in China. In December 2011, to further
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develop our E-commerce solutions business, we incorporated our wholly-owned subsidiary, Shanghai Fengbo
E-commerce Limited, or Shanghai Fengbo, in China. Shanghai Fengbo and Shanghai Bodao provide brand
E-commerce solutions to our brand partners, and Shanghai Yingsai provides marketing services to our brand partners.
As we began to expand our business outside of mainland China, we established Baozun Hongkong Limited in
September 2013, which serves as our operation center in Hong Kong. In December 2013, we incorporated our holding
company, Baozun Cayman Inc., under the laws of the Cayman Islands. We incorporated Baozun Hong Kong Holding
Limited in January 2014 to develop our E-commerce solutions business in Hong Kong and internationally.

The operation of value-added telecommunications businesses in China requires an ICP license, and foreign ownership
of value-added telecommunications business is subject to restrictions under current PRC laws, rules and regulations.
We hold an ICP license through our PRC consolidated VIE, Shanghai Zunyi, to operate our value-added
telecommunications services in compliance with PRC laws and regulations. In April and July 2014, through Shanghai
Baozun, we entered into certain contractual arrangements with Shanghai Zunyi and its shareholders under which we
gained effective control over the operations of Shanghai Zunyi. Shanghai Zunyi was a dormant company before July
2014, served consumers through our Maikefeng marketplace, including our Maikefeng mobile application and
mkf.com website, from 2014 to 2017, and currently provides brand E-commerce service to our brand partners.

In October 2014, we established Taiwan Baozun Corporation, a wholly-owned subsidiary, to expand our provision of
brand E-commerce solutions to the Taiwan market.

In October 2015, we established Baozun (Japan) Limited, a wholly-owned subsidiary, seeking to introduce more
Japanese brands to Chinese consumers.

In September 2016, we established our joint venture, Baozun-CJ, with CJ O Shopping, a division of CJ Group, a
Korean culture and lifestyle conglomerate, to introduce highly sought-after Korean brands to Chinese consumers.

In July 2016, we established a wholly-owned subsidiary, Baotong E-Logistics Supply Chain (Suzhou) Co., Ltd., or
Baotong E-Logistics, to provide warehousing and logistics solutions. In March 2017, we established another
wholly-owned subsidiary, Baotong E-Logistics Technology (Suzhou) Limited to substitute Baotong E-Logistics in
providing warehousing and logistics solutions.
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On May 21, 2015, our ADSs commenced trading on The Nasdaq Global Select Market under the symbol “BZUN.”

In December 2016, we completed a follow-on public offering of our ADSs, in which we issued and sold an aggregate
of 9,000,000 Class A ordinary shares represented by 3,000,000 ADSs at US$12.25 per ADS and the selling
shareholders sold an aggregate of 3,000,000 ADSs. The aggregate price of the offering amount registered and sold by
us was approximately US$36.8 million, of which we received net proceeds of approximately US$33.1 million, after
deducting underwriting discounts and commissions and offering expenses payable by us.

In June 2017, we established an innovation center, which focuses on enhancing our IT capabilities and helps us shape
the market by developing and standardizing new services such as cloud-based operating platforms, big data analysis
tools for brand E-commerce, the implementation of artificial intelligence in brand E-commerce over time and upgrade
of current technology systems, in order to serve a wider variety of brand partners and other customers with a broader
array of services.

In May 2018, we launched our new slogan “Technology empowers future success” as technology is our key growth
driver for the future.

As a holding company, our ability to pay dividends depends upon dividends and other distributions on equity paid to
us by our principal operating subsidiaries. Pursuant to PRC laws and regulations, our wholly-owned subsidiaries may
pay dividends only out of their retained earnings, and are required to set aside a portion of their net income each year
to fund certain statutory reserves. These reserves, together with the registered equity, are not distributable as cash
dividends.

Our principal executive offices are located at Building B, No. 1268 Wanrong Road, Shanghai 200436, the People’s
Republic of China. Our telephone number at this address is +86 21 8026-6000. Our agent for service of process in the
United States is Law Debenture Corporate Services Inc., located at 801 2nd Avenue, Suite 403, New York, NY
10017. Our Internet address is www.baozun.com. The information on our website is not a part of this document. The
SEC maintains an Internet site that contains reports, proxy and information statements, and other information
regarding issuers that file electronically with the SEC at the website of http://www.sec.gov.

B. Business Overview
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We believe we are the leading brand E-commerce service partner in China. We help brands execute their E-commerce
strategies in China by selling their goods directly to consumers online or by providing services to assist with their
E-commerce operations. Our integrated end-to-end brand E-commerce capabilities encompass all aspects of the
E-commerce value chain covering IT solutions, store operations, digital marketing, customer services, warehousing

and fulfillment. Leveraging our mastery of the four “I”’s — interpretation, implementation, integration and innovation, we
deliver omni-channel solutions to create seamless shopping experience across various touch points online and offline,
enabling optimal and consistent branding and generating sales results that reflect our brand partners’ unique
E-commerce proposition.

With E-commerce in China growing rapidly in scale, more leading brands view E-commerce as a critical part of their
expansion strategy. However, as the industry also grows in complexity, brands rely on us as their trusted partner to
provide local knowledge and industry expertise in executing and integrating E-commerce strategies. This helps our
brand partners avoid significant investment and risks associated with establishing and maintaining their own local
infrastructure and developing their own capabilities.

We provide E-commerce solutions to 185 brand partners as of December 31, 2018. These brands encompass diverse
categories, including: apparel and accessories; appliances; electronics; home and furnishings; food and health
products; beauty and cosmetics; fast moving consumer goods and mother and baby; and insurance and automobiles.
Many of our brand partners, such as Philips, Nike and Microsoft, are leaders in their respective industries.

We believe our brand partners value us for our integrated E-commerce capabilities, dependable services, deep

category expertise, market insight and ability to innovate and adapt to the fast-changing E-commerce market. Our
end-to-end brand E-commerce capabilities allow us to leverage brand partners’ unique resources and seamlessly
integrate with their back-end systems to enable data tracking and analytics for the entire transaction value chain,
making our services a valuable part of our brand partners’ E-commerce functions. We help our brand partners establish
market presence and launch products quickly on official brand stores and major online marketplaces in China, such as
Tmall and JD.com, and on some emerging E-commerce channels, such as WeChat Mini Programs. Since 2016, we
have consistently been recognized by Tmall as a “six-star” E-commerce service partner, based on a suite of performance
measures, including operational capabilities, brand development capabilities and service ratings. This is the highest
ranking awarded to Tmall E-commerce service partners. We also help our brand partners devise and execute 020
strategies to integrate their online and offline retail networks.
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Our store operation capabilities, logistics network and warehousing resources are crucial to our success. We provide
our brand partners with customized solutions and dedicated personnel with relevant industry expertise and
brand-specific training in operating E-commerce stores. We partner with leading nationwide and local logistics service
providers to ensure reliable and timely delivery. We are recognized by SF Express, one of the largest Chinese express
delivery companies, as one of its top five customers in China. We are able to achieve next-day delivery in over 200
cities across China. As of December 31, 2018, we operated warehouses with an aggregate gross floor area of
approximately 350,000 square meters in six strategic cities, serving end customers from mainland China, Hong Kong,
Macau and Taiwan. Our warehouse management system can be customized to accommodate differences in product
specifications and handle requirements specific to categories ranging from apparel and consumer electronics to beauty
and health products. In September 2016, our wholly-owned warehousing and logistics solutions subsidiary, Baotong
E-Logistics, became a partner of Cainiao, which enabled us to leverage Cainiao’s network to better serve our brand
partners.

Leveraging our proprietary and scalable technology infrastructure and systems and our data analytics capability, we
provide integrated E-commerce solutions that synchronize our partners’ online store operations, marketing campaigns,
inventory management, order fulfillment and customer service. In June 2017, we established an innovation center
which focuses on enhancing our IT capabilities and helps us streamline brand E-commerce operations through
intelligent operating systems and digital tools. Our innovation center developed proprietary technologies that have
been successfully applied to our operations, including our Cloud-based System Plus, which enables efficient setup of
online official brand stores and official brand WeChat Mini Programs with comprehensive functions, and our Retail
Operation Support System, or ROSS, which encompasses a series of modules enabling efficient product management,
store content management, store event management and customer analysis to facilitate store operations. In addition,
we appreciate the importance of information security and have built a solid information security management system
as evidenced by our ISO27001 certifications in December 2015 and December 2018, each with a valid term of three
years. The scalability of our systems, built on modular implementation and deep knowledge across the E-commerce
value chain, allows us to provide customized solutions across categories and channels, and to support a growing array
of transactions as we add new brand partners, integrate new channels and accommodate surges in consumer demand.

We continue to win brand partners’ loyalty with our track record of converting their sales and marketing goals into
structured solutions that consistently deliver measurable sales results. We analyze diverse consumer behavior data
through CRM, our proprietary customer relationship management system. We have also developed our Business
Intelligence software, which enables real-time analysis of transaction data across personal computer and mobile
channels to make more targeted and insightful marketing recommendations to our brand partners. We believe that our
relationships with brand partners will be further strengthened as we increase our solution offerings on more channels,
launch more marketing initiatives and campaigns and increase the sales of our brand partners.

Depending on each brand partner’s specific needs and characteristics of its product category, we provide solutions to
our brand partners under one or a combination of our three business models: distribution model, consignment model
and service fee model. Under the distribution model, we select and purchase goods from our brand partners and/or
their authorized distributors and sell goods directly to consumers through official brand stores or official marketplace
stores operated by us on behalf of our brand partners. Under the consignment model and the service fee model, we
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provide a variety of E-commerce services, such as IT solutions, online store operation, digital marketing and customer
service to our brand partners and other customers. Under the consignment model, in addition to these services, we also
provide warehousing and fulfillment services. We have been optimizing our business model mix since 2015, which
has enabled us to reduce inventory exposures and enhance our profitability. In 2016, 2017 and 2018, GMV from
distribution model, or distribution GMV, contributed 22.5%, 13.7% and 9.9% of our total GMV, respectively.

We generate revenues from two revenue streams: (i) product sales and (ii) services. We derive product sales revenues
primarily through selling products on behalf of brand partners to consumers under the distribution model, and derive
services revenues primarily through charging brand partners and other customers fees under the consignment model
and the service fee model. For services provided under the consignment model and service fee model, we charge fixed
fees and/or variable fees primarily based on GMV or other variable factors such as number of orders fulfilled.
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Our GMYV was RMB11,264.8 million, RMB19,112.2 million and RMB29,426.0 million (US$4,279.8 million) in
2016, 2017 and 2018, respectively. In 2016, 2017 and 2018, our total net revenues were RMB3,390.3 million,
RMB4,148.8 million and RMB5,393.0 million (US$784.4 million), respectively. For the same periods, net revenues
from product sales accounted for 64.2%, 54.4% and 46.7%, respectively, of our total net revenues. We recorded net
income of RMB85.4 million, RMB209.1 million and RMB269.8 million (US$39.2 million) in 2016, 2017 and 2018,
respectively. We had non-GAAP net income of RMB119.6 million, RMB267.9 million and RMB346.8 million
(US$50.4 million) in 2016, 2017 and 2018, respectively. See “Item 3. Key Information—A. Selected Financial
Data—Non-GAAP Financial Measures.”

Our Business Models and Solutions

Through our integrated brand E-commerce capabilities, we provide end-to-end brand E-commerce solutions that are
tailored to meet our brand partners’ unique needs. Our E-commerce capabilities encompass every aspect of the
E-commerce value chain, including:

IT solutions;

online store operation;

digital marketing;

customer service; and/or

warehousing and fulfillment.

Depending on each brand partner’s specific needs and characteristics of its product category, our brand partners utilize
one or a combination of our solutions under one or a combination of our business models:

distribution model;

consignment model; and
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service fee model.

We derive revenues under our business models as follows:

Product sales revenues. We derive product sales revenues when we sell products to consumers under the distribution
model.

Services revenues. We derive services revenues under the service fee model and consignment model.

In 2016, 2017 and 2018, net revenues from product sales accounted for 64.2%, 54.4% and 46.7%, respectively, of our
net revenues. Over time, we work with our brand partners under different combinations of business models to meet
their evolving needs and sales objectives. Accordingly, our revenue mix may vary over time.

Business Models

We believe our brand partners value us for our integrated E-commerce capabilities, dependable services, deep
category expertise, market insight and ability to innovate and adapt to the fast-changing E-commerce market.
Depending on each brand partner’s specific needs and characteristics of its product category, we provide solutions to
our brand partners under one or a combination of our three business models: distribution model, consignment model
and service fee model.

Distribution Model

Under the distribution model, we select and purchase goods from our brand partners and/or their authorized
distributors and sell goods directly to consumers through official brand stores or official marketplace stores operated
by us on behalf of our brand partners. In order to generate product sales, we utilize every aspect of our E-commerce
capabilities. Specifically, we utilize our IT and store operation capabilities to set up and operate online stores,
including brand stores and marketplace stores. We utilize our warehousing and fulfillment capabilities to store and
deliver goods to our consumers. We utilize our customer service capability to facilitate sales and ensure our
consumers are satisfied. In order to increase our product sales, we utilize our digital marketing capabilities to boost
site traffic and transaction volume. When we operate stores under the distribution model, the sites will typically
indicate that Baozun is the seller of the products and, when we deliver goods to our consumers, the invoices and tax
receipts will typically bear our name instead of those of our brand partners.
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Service Fee Model

Under the service fee model, we provide one or more of the following services in exchange for service fees:

IT solutions;

online store operation;

digital marketing; and/or

customer Service.

Consignment Model

Under the consignment model, in addition to the above services we may offer under the service fee model, we also
provide warehousing and fulfillment services, whereby our brand partners stock goods in our warehouses for future
sales and we are responsible for delivering goods to consumers. In contrast with the distribution model, however, we
do not take title to the products, do not have any latitude in establishing prices and selecting merchandise, have no
discretion in selecting suppliers and generally are not involved in determining product specifications. We may also
facilitate our brand partners’ online sales of goods as an agent and charge our brand partners commission fees based on
a pre-determined formula.

In addition to serving our brand partners, we also provide digital marketing and other services to other customers
under our service fee model.

End-to-end Brand E-commerce Capabilities

Our integrated brand E-commerce capabilities enable us to provide end-to-end solutions that encompass every aspect
of the E-commerce value chain, including IT infrastructure setup and integration, online store design and setup, store
operations, visual merchandizing and marketing campaigns, customer services, warehousing and order fulfillment. We
utilize our capabilities and tailor our solutions to fulfill the specific needs of each brand partner. For each brand
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partner, we first hold consultations to determine its E-commerce needs and development plans. Each brand partner
may then elect to use our full E-commerce capabilities or select specific elements of our capabilities that best fit their
needs. Depending on these specific arrangements with brand partners, we generate revenues under different business
models.

The flowchart below illustrates our capabilities and the solutions we offer for each aspect of our brand E-commerce
operations:
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IT Solutions

With our expertise in technology infrastructure and system, web design and our deep understanding of Chinese
consumers’ online shopping habits, we help our brand partners set up E-commerce sites that enhance their brands and
cater specifically to local consumers. We provide proprietary E-commerce technology which can be customized to and
integrated with our brand partners’ existing operation back-end systems in a convenient and cost-effective manner.

Where necessary, we also help our brand partners set up or improve the suitability of their own IT infrastructure for
E-commerce operations. Our proprietary E-commerce IT platform supports a wide range of localized features,
including payment and live chat, as well as mobile and new consumer touch points. Our IT services enable our brand
partners to quickly adapt to the local E-commerce market and effectively service online shoppers in China without the
costs associated with establishing and maintaining local infrastructure and capabilities on their own. For more
information about our technology infrastructure and capabilities, please see “—Technology Infrastructure and
Capabilities.”

In addition to establishing the infrastructure for system integration, our web designers help our brand partners design
online stores that enhance their brand image and online presence. Our web developers also incorporate features and
functions familiar to Chinese consumers to facilitate conversion of site visitors into paying consumers.

Our Cloud-based System Plus enables efficient setup of official brand stores and official brand WeChat Mini
Programs for our brand partners. It is seamlessly integrated with our E-commerce support systems such as Order
Management System, or OMS, and Warehouse Management System, or WMS, to ensure omni-channel
synchronization, and allows us to efficiently build up comprehensive functions necessary for official brand stores and
official brand WeChat Mini Programs, such as digital marketing, order management, product recommendations, and
membership management.

Store Operations

We believe efficient store operations are crucial to our brand partners’ E-commerce business. We staff dedicated
operations teams for stores operated by us and maintain proprietary technology infrastructure and system for store
operations. Our operations teams closely monitor and are responsible for all activities and the daily upkeep of online
stores. The functions of the operations teams and systems broadly fall into three categories: merchandising, site
content management and store event management.
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Merchandising: Each operations team has merchandising staff in charge of maintaining an appropriate level of
-inventory for online stores by procuring products to be sold on our brand partners’ online stores and forecasting
quantities to purchase based on expected demand.

Our operations teams also assist our brand partners in launching products, managing product listing, and processing
sales orders in online stores. We manage sales orders through our proprietary order management system that integrates
with our other technology platforms to ensure smooth online transactions.

Our merchandising staff monitors store sales through periodic sales reports.

Site Content Management: In addition to providing design services during the initial store setup, we also periodically
update the content on stores operated by us in order to maintain the appeal of the stores. We have a design services
team that helps ensure that brands’ online stores are artfully presented, and refreshed in keeping up-to-date with our
“brand partners’ latest advertising campaigns. Our design services team regularly works with our brand partners in
producing the most updated digital content, including product photography, site banners and other promotional
content. For more information about our design services team, see “—Digital Marketing—Creative Contents.”

Store Event Management: Our store event management system monitors and identifies events and activities on
E-commerce marketplaces or other channels, and systematically manage application and registration procedures in
-batch processing, including event consolidation, goods identification and data unification, and visual content
organization and upload, to improve efficiency and minimize errors. With this robust system, we were able to
effectively manage the number of employees engaged in our store event management functions.
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Digital Marketing

We believe digital marketing is key in boosting visitor traffic and increasing conversion and overall transaction
volume at online stores. Our omni-channel brand E-commerce operation capabilities enable us to effectively leverage
diverse data to conduct results-driven marketing planning and execution. We have developed multi-faceted digital
marketing capabilities and are able to effectively design and execute marketing plans across various online platforms,
including official marketplace stores, brand stores, as well as other major and emerging online media and channels.
Our digital marketing service can also be provided independently from our brand E-commerce service and is available
to our non-brand partners, which serves as an additional brand partner acquisition channel.

Leveraging our experience in the E-commerce value chain, we have received broad awareness and recognition of our
expertise in digital marketing. In 2018, we were awarded the Bronze Award for Data-driven Marketing at the 2018
Greater China Effie Awards, a preeminent advertising award in China’s advertising industry. In addition, we won two
bronze awards and one nomination in the ROI Festival 2017, in our first participation in this event, and one silver
award and one bronze award in the ROI Festival 2018. The ROI Festival is considered one of the most influential
festivals for creative marketing in Asia. We also received agency certifications from reputable companies such as
Alibaba Group to become their marketing partner and data mining partner, which we believe will enhance our
in-depth understanding of consumer behavior, increase effectiveness of our digital marketing service, as well as
further strengthen our advantage in E-commerce operations.

Our digital marketing capabilities include (i) marketing campaign planning and media services; (ii) social marketing;
(iii) creative content; and (iv) big data support.

Marketing Campaign Planning and Media Services: We provide both marketing campaign planning and media
services to our customers. In planning our brand partners’ online advertising media, we first work with our brand
partners to determine their most likely and desired audience. Based on that determination, we then identify with our
-brand partners which media platforms our brand partners’ intended audience is most likely to visit, and we design
advertising campaigns crafted to have the most impact on the targeted audience. Our media planning capabilities
enable our brand partners to achieve targeted online advertising campaigns, minimize wastage and hence increase
their return on investment, or ROI.

We provide in diversified media services for our brand partners, including comprehensive marketing on major
E-commerce marketplaces, search engine optimization, and advertising on other popular online media and channels.
For example, based on our understanding of the methodologies and mechanisms adopted by search engines, we
customize the content of the stores operated by us to achieve high rankings. Where appropriate, we also help our
brand partners negotiate arrangements with search engines to favorably list the stores operated by us on search results

pages.
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Social Marketing: Based on our experience, purchase decisions of Chinese E-commerce consumers are heavily
influenced by recommendations from family, friends, and colleagues who are considered to be trusted information
-sources. We believe we are able to provide tremendous value to our brand partners by helping them formulate social
marketing strategies and campaigns that encourage consumers’ engagement with their brands and drive consumers’
desire to purchase their products.

One of the most important social marketing channels is social media platforms. We identify the preferred social media
platforms of our brand partners’ target consumers and open and operate accounts on these platforms for our brand
partners. We create and publish contents on our brand partners’ accounts, and we engage in dialogues with consumers
who post on our brand partners’ accounts. We track visitors’ activities and analyze the impact of our social marketing
outreach.

In addition, we monitor and respond to comments about our brand partners on internet forums and product review
websites. We help identify key opinion leaders on these platforms and work with them in responding to comments
about our brand partners. We believe that providing meaningful feedback addressing potential customers’ concerns
greatly facilitate their purchase decisions.

Creative Contents: We provide our brand partners with the infrastructure and expertise for producing digital content
to be used on their online stores. We operate an in-house, professional photography studio in Shanghai to create
"digital product images for product features, promotions and advertising campaigns. Our production services range
from pre-production work such as casting, art direction and styling to post-production editing and retouching.

We also employ a team of copywriting staff who produces product descriptions and related content, such as buyers’
guides, sizing charts, product tours and comparison shopping tools.

Big Data Support: We use data we collect from our data warehouse and reporting system to understand consumers’
online shopping habits and apply these insights to create impactful marketing campaigns for our brand partners. We
are able to analyze such data and provide holistic big data support to our brand partners to help them refine their
"digital marketing strategies under a results-driven approach. For more information about our data warehouse and
reporting system, please see “—Technology Infrastructure and Capabilities—Back-end proprietary technology
infrastructure.”
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Customer Service

Providing satisfactory pre-sale and post-sale customer services is one of our top priorities. We believe in the
importance of real-time customer assistance. Customers can contact us through online chat, phone calls or emails.
Pre-sale questions relating to product details comprise most of the questions we receive from customers, and we
believe that a great pre-sale customer service experience could encourage customers’ purchases. Customers can access
our online representatives and service hotlines from 9 a.m. to 10 p.m. daily (except three days per year during the
Chinese New Year holiday).

We assign our brand partners dedicated brand customer service teams who have undergone customer service training,
initial and periodic examinations and targeted coaching sessions.

Warehousing and Fulfillment

We have established along the E-commerce value chain a robust logistics network and warehousing capacity to help
ensure a smooth and positive shopping experience for consumers of online stores. We adopt a flexible logistics model
supported by our robust and advanced warehouse management system. We partner with leading nationwide and
quality logistics service providers to ensure reliable and timely delivery to over 500 cities across China through their
network. The following flowchart illustrates our warehousing and fulfillment process:

As of December 31, 2018, we operated eleven warehouses with an aggregate gross floor area of approximately
350,000 square meters in Suzhou, Shenzhen, Langfang, Chengdu, Wuxi and Hong Kong. Our warehouses cater to
different product categories. We provide value-added services to our brand partners, such as anti-counterfeit code
protection and tailor-made packaging. In addition, we also store goods in six other warehouses operated by third
parties. With our proprietary warehouse management systems, we are able to closely monitor each step of the
fulfillment process from the time a purchase order is confirmed and the product stocked in our warehouses, up to
when the product is packaged and picked up by a logistics service provider for delivery to a consumer. Shipments
from suppliers first arrive at our warehouses. At each warehouse, inventory is bar-coded and tracked through our
warehouse management system, allowing real-time monitoring of inventory levels across our network. Our warehouse
management system is specifically designed to support a large volume of inventory turnover. Our warehouses fulfilled
approximately 17.8 million, 28.4 million and 41.7 million orders in 2016, 2017 and 2018, respectively. As of
December 31, 2018, our warehouse management processing system was capable of processing 2,270,000 inbound
pieces and 2,300,000 outbound orders per day. During the Singles Day promotion in 2018, our warehouse
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management processing system processed approximately 14.5 million orders, showcasing our ability to support an
enormous flow of transactions and order traffic. We closely monitor the speed and service quality of our logistics
service providers through consumer surveys and feedbacks from consumers to ensure their satisfaction.

Brand Partners & Brand Partner Development and Services

Brand Partners

As of December 31, 2018, we provided E-commerce solutions to 185 brand partners primarily under annual or

tri-annual service contracts. Our brand partners cover diverse product categories, including: apparel and accessories;
appliances; electronics; home and furnishings; food and health products; beauty and cosmetics; fast moving consumer
goods and mother and baby; and insurance and automobiles. Some of our existing brand partners have had years of
cooperation with us and we generated a significant portion of our net revenue through (i) the sale of products in the

stores of these brands operated by us and (ii) provision of our services to these brand partners. See “Item 3. Key
Information—D. Risk Factors—Risks Related to Our Business—If we are unable to retain our existing brand partners, our
results of operations could be materially and adversely affected.”
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Brand Partner Development and Services

Brand Partner Screening and Acquisition

We have implemented a strict and methodical brand selection process. Based on our screening guidelines, we
carefully select prospective brand partners, choosing to work only with those that are established in profitable
industries and product categories and with long-term potential. In addition, we screen potential brand partners based
on criteria such as projected annual GMV and service fees, projected profitability and proposed duration of
cooperation. We also conduct due diligence reviews on our prospective brand partners’ qualifications, including
whether they hold the proper business operation licenses and safety, sanitary and quality certifications, and trademark
registration certificates and license agreements in relation to the branded products.

We strategically focus on brand partners in product categories that we believe will help optimize our revenue mix and
improve our profitability. We intend to grow our business by adding new brand partners into our brand partner
portfolio. We seek to attract new brand partners by providing solutions that enable them to grow their E-commerce
business more rapidly and cost-effectively than they could on their own. We have been able to use the capabilities we
have developed for our existing brand partners to attract new brand partners. We also intend to attract customers with
our high-quality digital marketing services and technology services, and convert such customers into our brand
partners.

Brand Partner Services Team

We typically assign each brand partner a dedicated brand partner service team to offer individually tailored services
and solutions. All stores across a brand partner’s different channels share the same service team to ensure seamless
services to our brand partners.

Channels

We currently provide brand E-commerce services on major marketplaces, such as Tmall and JD.com, and some
emerging E-commerce channels, such as WeChat Mini Programs and social media. We also operate official brand
stores and provide O20 solutions to our brand partners. We leverage all of these platforms to deliver omni-channel
solutions that combine the strengths of diverse platforms to achieve optimal branding effect and sales results
responsive to the E-commerce objectives of each brand partner.
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Official Marketplace Stores

We maintain close working relationships with the major marketplaces in China, such as Tmall and JD.com. Our brand
E-commerce solutions benefit third-party marketplaces by helping them attract new brand retailers. As such,
marketplaces are often motivated to work closely with us to facilitate our ability to connect our brand partners to their
systems.

We enter into annual platform service agreements with online marketplaces to set up and maintain online stores on
these channels. Pursuant to these agreements, we typically pay online marketplaces based on a pre-determined
percentage of GMV for transactions settled that varies by product category, and typically ranges from 0.5% to 5.0%.
We also pay annual upfront service fees to marketplaces, up to 100% of which may be refunded depending on our
sales volume. We also pay security deposits for potential disputes under these agreements.

Official Brand Stores

We also offer to work with our brand partners in setting up and operating their standalone official brand stores. Based
on our experience, consumers expect a total brand immersion experience at an official brand store, which may involve
a different presentation of a store compared to official marketplace stores that blend the brand’s image with the
particular marketplace’s interface. We utilize our in-house design team in crafting online and mobile sites for official
brand stores and mobile sites that deliver impactful online presence for our brand partners. As of December 31, 2016,
2017 and 2018, we operated 26, 35 and 42 official brand stores, respectively. As of December 31, 2017 and 2018, we
operated mobile sites for 29 and 30 of our brand partners, respectively.
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Social Media and other Channels

We work with our brand partners to enhance awareness of their brands on social media and some emerging
E-commerce channels. For example, we help our brand partners set up accounts and design their homepage on
WeChat and help to regularly update their accounts with stories relating to their products, activities and brands. We
also monitor comments on our brand partner’s accounts and work with our brand partners in responding to these
comments. In addition, we help brand partners directly integrate their WeChat public accounts with their back-end
systems across all marketplace platforms to enable flash sale or routine sale of branded products on social media
platforms. We also launch and expand WeChat Mini Programs for our brand partners with established official
marketplace stores/official brand stores and operate their WeChat stores for our brand partners.

020/New Retail Solutions

We help our brand partners devise and execute O20 and new retail strategies by integrating and utilizing their
online/offline retail space and customer data to optimize sales opportunities and encourage a more connected
consumer experience. Our omni-channel capabilities help our brand partners achieve optimal branding effect and sales
results that are responsive to our brand partners’ E-commerce objectives. We also offer our omni-channel matrix of
solutions to our brand partners to help them rapidly establish an online presence. Examples of our O20 capabilities
include:

allowing consumers to place purchase orders and make payments online, pick up or return and exchange goods
offline;

aligning consumers’ online and offline loyalty programs;

syncing online and offline QR codes;

providing brand partners with an effective channel to interact with offline consumers and providing offline
consumers with a convenient and reliable channel to online shopping via interactive screens in offline retail stores;

devising and executing O20 strategies for traditional brands lacking IT and system integration capabilities but that
have strong offline presence; and

connecting and integrating brand partners’ offline stores with their Tmall stores and brand hubs.
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Payment Service Providers

Third-party marketplaces and our brand partners’ official brand stores provide consumers with the flexibility to choose
from a number of payment options. These payment options include online payments with credit cards and debit cards
issued by major banks in China, and payment through third-party online payment platforms, such as Alipay and
WeChat Pay.

In addition, official brand stores typically offer a “payment on delivery” payment option. Our logistics partners deliver
products to customers’ designated addresses and collect payment on site. In addition to accepting cash, delivery
personnel carry mobile POS machines for processing debit cards and credit cards.

Logistics Partners

We deliver orders placed on stores operated by us to all areas in China through reputable third-party couriers with
nationwide coverage, such as SF Express, STO Express, YTO Express, EMS and ZTO Express as well as other
quality logistics service providers. We are a partner of Cainiao, which enabled us to provide best-in-class services to a
wider variety of merchants through Cainiao’s logistics data platform.

We believe our large-scale operations and reputation enable us to obtain favorable contractual terms from third-party
couriers. We typically negotiate and enter into annual logistics agreements with our logistics partners, under which we
agree to pay delivery fees based on the amount and the weight of the goods to be delivered, as well as the destination
of the delivery.

Technology Infrastructure and Capabilities

We have made significant investments and intend to continue to invest in developing our proprietary technology
platform to deliver solutions that aim to address E-commerce needs for our brand partners. Our technology systems
cover the whole E-commerce value chain, ranging from online store platforms to warehouse management and to data
collection and reporting.
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The principal components of our proprietary technology infrastructure cover front-end, middle-end and back-end
operations systems, including:

Front-end proprietary technology infrastructure

Cloud-based System Plus is a system established on our cloud infrastructure with a high level of safety and stability
that enables efficient setup of official brand stores and official brand WeChat Mini Programs. Our Cloud-based
System Plus is seamlessly integrated with our E-commerce support systems such as OMS and WMS to ensure
synchronization across omni-channel solutions, and allows us to efficiently build up comprehensive functions
-necessary for an online store, such as digital marketing, order management, product recommendations, membership
management, payment management, as well as O20 functions. The system contains various prototypes to ensure
greater efficiency to set up a brand’s online stores, while also supporting comprehensive customization, to best fulfill
brand-specific needs. Such system helps us improve our operating efficiency, reduce store maintenance costs, and
improve our ability to serve more brand partners.

Retail Operation Support System (ROSS) is a system we launched in 2018 to facilitate online store operations which
encompasses a series of modules enabling efficient product management, store content management, store event
management and customer analysis. ROSS is designed to increase the level of automation and efficiency of store
“operations. For more information about product management, store content management and store event
management, please see “—Our Business Models and Solutions—End-to-end Brand E-commerce Capabilities—Store
Operations.”

020 Solutions allow brand partners to tightly integrate their inventories across offline and online channels to sell
inventories in offline stores through online stores and to complete returns and exchanges in offline stores for online
“orders. These solutions provide seamless data integration that cover order routing, customer management, products
and inventory intelligence, and delivery optimization.

Middle-end proprietary technology infrastructure

Order Management System, or OMS, controls the processing of sales orders by online stores, including order data
fetching and transfer and fulfillment. OMS connects both internal and external warehousing systems and is capable of
-tracking order statuses. OMS also manages all post-sales services such as order canceling, product returns and
refunds. OMS is the central node of our E-commerce platform and currently supports all channels including
marketplaces and official brand stores.

Warehouse Management System, or WMS, assists us and our brand partners in inventory management,
cross-docking, pick-and-pack, packaging, labeling and sorting functions to efficiently manage warehouse workflow.
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Back-end proprietary technology infrastructure

Data Warehouse and Reporting System collects and organizes data, such as product information, transaction
information, consumers’ geographic location and purchase history. Based on the data we collect, our data reporting
system generates reports that are useful for both our brand partners and us, such as daily sales reports and inventory
reports.

Data Exchange Platform manages all data integration requirements from external parties. It supports flexible

-synchronization of information with any system. It also acts as a buffer to help avoid overloading our core systems,
such as OMS and WMS.

In addition, we also have the following proprietary technology infrastructure:

Logistics Management System coordinates the flow of goods between our warehouses and the final address for each
-package in each order. Our logistics management system is well integrated with the system of third-party couriers to
provide multiple levels of services, such as same-day delivery and real-time tracking.

Intellectual Property

We use our brand partners’ names, URLs, logos and other marks in connection with the operation and promotion of
their E-commerce businesses. Our agreements with our brand partners generally provide us with licenses to use their
intellectual property in connection with the operation of their E-commerce businesses. These licenses are typically
coterminous with the respective agreements.
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We also rely on technologies that we license from third parties. These licenses may not continue to be available to us
on commercially reasonable terms in the future. As a result, we may be required to obtain substitute technologies.

We regard our trademarks, software copyrights, service marks, domain names, trade secrets, proprietary technologies
and similar intellectual property as critical to our success. To protect our proprietary rights in services and technology,
we rely on trademark, copyright and trade secret protection laws in the PRC. As of March 15, 2019, we owned 71
registered trademarks, copyrights to 48 software programs developed by us relating to various aspects of our
operations, and 133 registered domain names.

In addition, we rely on contractual restrictions, such as confidentiality and non-disclosure agreements with our brand
partners and employees.

Insurance

We maintain various insurance policies to safeguard against risks and unexpected events. We have purchased property
insurance covering our inventory and fixed assets such as equipment, furniture and office facilities. We also provide
social security insurance including pension insurance, unemployment insurance, work-related injury insurance and
medical insurance for our employees. Additionally, we provide supplementary medical insurance for substantially all
of our employees. We do not maintain business interruption insurance, nor do we maintain product liability insurance
or key-man life insurance.

Legal Proceedings

From time to time, we may be involved in legal proceedings in the ordinary course of our business. We are currently
not a party to any material legal or administrative proceedings.

Regulations

This section sets forth a summary of the most significant rules and regulations that affect our business activities in

China or our shareholders’ rights to receive dividends and other distributions from us.
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Regulations Regarding Foreign Investment

We provide end-to-end brand E-commerce solutions in China. The principal regulations governing foreign investment
in our business in China include:

_the Guidance Catalog of Industries for Foreign Investment, issued by the NDRC and the MOFCOM in 2017, or the
Catalog;

the Special Administrative Measures (Negative List) for the Access of Foreign Investment (2018) issued
by the NDRC and the MOFCOM in 2018, or the Negative List;

_the Notice on the Relevant Issues concerning the Examination, Approval and Administration of Foreign Investment
in Internet and Vending Machine Sales, issued by the MOFCOM in 2010;

the Regulations for Administration of Foreign-invested Telecommunications Enterprises, issued by the State Council
in 2001 and amended in 2008 and 2016, respectively; and Industry Catalog Relating to Foreign Investment.
Investment activities in the PRC by foreign investors are principally governed by the Catalog, which was
-promulgated and is amended from time to time by the MOFCOM and the National Development and Reform
Commission. The Catalog divides industries into three categories: encouraged, restricted and prohibited. Industries
not listed in the Catalog are generally deemed as constituting a fourth “permitted” category and open to foreign
investment unless specifically restricted by other PRC regulations; and

_the Foreign Investment Law, promulgated by the National People’s Congress on March 15, 2019, which will become
effective on January 1, 2020.

Depending on each brand partner’s specific needs and the characteristics of its industry, we generally operate our brand
E-commerce business based on one of three models:

the service fee model;
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the consignment model; and

the distribution model.

Under the service fee model, we provide IT, online store operations, marketing, design and other technical services to
our brand partners in exchange for service fees. Pursuant to the latest Catalog amended in June 2017 and became
effective in July 2017, which has been partially superseded by the Negative List in July 2018, provision of technical
services and consultations falls into the encouraged or permitted category. Our PRC subsidiaries have obtained all
material approvals requisite for providing such services.

Under the consignment model and the distribution model, we sell goods directly to consumers through E-commerce
platforms either on behalf of our brand partners or under our own name. Such online sale of commodities which was
once in the restricted category and the establishment of foreign-invested enterprises in the industry (including wholly
foreign-owned enterprises) was subject to approvals by the MOFCOM or its provincial counterparts. However, the
Negative List which became effective in July 2018 has continued to remove online sale of commodities from the
restricted category and it now falls into the permitted category.

Under the Foreign Investment Law, foreign investors are not allowed to invest in fields prohibited in the Negative
List. Foreign investors that intend to invest in the fields subject to access restrictions stipulated in the Negative List
shall satisfy the conditions stipulated in the Negative List. Foreign investment in fields beyond the Negative List is
entitled to the national treatment. The national treatment refers to a treatment granted to foreign investment, which is
no less favorable than that granted to domestic investment. However, since the Foreign Investment Law is newly
enacted and not yet effective, there remain high uncertainties in the interpretation and enforcement of the law.

Foreign Investment in the Commercial Sector. Historically, a foreign investor was permitted to engage in the
commercial sector, which was defined to include wholesale, retail, commission agency and franchising, by setting up
commercial enterprises in accordance with the procedures and guidelines provided in the Commercial Sector
Measures, and the provincial counterparts of the MOFCOM had the authority to approve applications for setting up
foreign-invested enterprises to engage in sale of goods through the internet, among others.

Furthermore, according to the Notice on the Relevant Issues concerning the Examination, Approval and
Administration of Foreign Investment in Internet and Vending Machine Sales issued by the MOFCOM in August
2010, online sales is deemed as the extension of companies’ sales operations, and a duly incorporated foreign-invested
entity in the commercial sector is allowed to operate online sales business directly. The establishment of a
foreign-invested commercial enterprise specializing in online sales was historically subject to approval by, and is
currently subject to filing with the competent provincial counterpart of the MOFCOM.
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Currently, our wholly-owned subsidiary in the PRC, Shanghai Baozun, together with its subsidiaries, engages in
online sales under the consignment model and the distribution model, and a significant portion of our revenues is
generated through such online sales. Shanghai Baozun has received the approval from the local provincial counterpart
of the MOFCOM for engaging in online sales.

Foreign Investment in Value-Added Telecommunications Businesses. Pursuant to the Negative List which became
effective in July 2018, the provision of value-added telecommunications services generally falls in the restricted
category.

Foreign investment in telecommunications businesses is further governed by the Regulations for Administration of
Foreign-invested Telecommunications Enterprises, issued by the State Council on December 11, 2001 and amended
on September 10, 2008 and February 6, 2016, under which a foreign investor’s beneficial equity ownership in an entity
providing value-added telecommunications services in China is not permitted to exceed 50%. In addition, for a foreign
investor to acquire any equity interest in a business providing value-added telecommunications services in China, it
must demonstrate a positive track record and experience in providing such services. However, according to the Notice
on Lifting the Restriction on Foreign Shareholding Percentage in Online Data Processing and Transaction Processing
Business (Operational E-commerce) promulgated by the MIIT on June 19, 2015, foreign investors are allowed to hold
up to 100% of all equity interest in the online data processing and transaction processing business (operational
E-commerce) in China, while other requirements provided by the Regulations for Administration of Foreign-invested
Telecommunications Enterprises shall still apply. It is still unclear how this notice will be implemented and there exist
high uncertainties with respect to its interpretation and implementation by authorities. The MIIT’s Notice Regarding
Strengthening Administration of Foreign Investment in Operating Value-Added Telecommunication Businesses, or
the MIIT Notice, was issued on July 13, 2006, pursuant to which a domestic PRC company that holds an operating
license for value-added telecommunications business, which we refer to as an ICP license, is prohibited from leasing,
transferring or selling its licenses in any form, or providing any resource, sites or facilities, to any foreign investors
intending to conduct such businesses in China.
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To comply with such foreign ownership restrictions, we currently hold an ICP license through our PRC consolidated
VIE, Shanghai Zunyi. We also currently hold an ICP license for online data processing and transaction processing
business (operational E-commerce) through our PRC subsidiary, Shanghai Baozun.

Regulation Relating to Distribution of Specific Types of Goods

Our online sales business covers diverse categories of brand products, including: apparel and accessories; appliances;
electronics; home and furnishings; food and health products; beauty and cosmetics; fast moving consumer goods and
mother and baby; and insurance and automobiles. Because distribution of certain special types of goods is subject to
government approvals or legal requirements, we are required to either hold a variety of licenses and permits or meet
certain requirements in connection with various aspects of our business.

For example, according to the Decision on the Adjustment of Administrative Examination and Approval Items issued
by the State Council in October 2014, an enterprise is required to obtain a Food Distribution Permit to start the food
distribution business. Pursuant to the Administrative Measures for the Permit of Food Business issued by China Food
and Drug Administration, the predecessor of the State Drug Administration, in August 2015, the Food Distribution
Permit will be gradually replaced by the Food Business Permit commencing from October 2015. Our PRC
subsidiaries, Shanghai Baozun, Shanghai Fengbo, and our consolidated VIE, Shanghai Zunyi, have obtained a Food
Business Permit respectively. In addition, Shanghai Baozun has obtained an Alcoholic Goods Retail Permit for retail
of alcoholic goods pursuant to Shanghai Alcoholic Goods Production and Marketing Management Regulations issued
by the Standing Committee of Shanghai Municipality People’s Congress in September 2010.

Except for licenses and permits, we are also subject to various legal obligations as distributors of certain products. For
example, under relevant PRC laws, we, as distributors of cosmetics, are obliged to check whether the cosmetics we
sold online have been issued the requisite permits, certificates or filings in relation to the production or import of such
products and whether such products have passed the quality inspection before they are sold.

Regulation Relating to Product Quality, Advertising and Consumer Protection

The PRC Product Quality Law applies to all production and sale activities in China. Pursuant to this law, products
offered for sale must satisfy relevant quality and safety standards. Enterprises may not produce or sell counterfeit
products in any way, including forging brand labels or giving false information regarding a product’s manufacturer.
Violations of state or industrial standards for health and safety and any other related violations may result in civil
liabilities and administrative penalties, such as compensation for damages, fines, suspension or shutdown of business,
as well as confiscation of products illegally produced and sold and the proceeds from such sales. Severe violations
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may subject the responsible individual or enterprise to criminal liabilities. Where a defective product causes personal
injury or damage to another person’s property, the victim may claim compensation from the manufacturer or from the
seller of the product. If the seller pays compensation and it is the manufacturer that should bear the liability, the seller
has a right of recourse against the manufacturer. Similarly, if the manufacturer pays compensation and it is the seller
that should bear the liability, the manufacturer has a right of recourse against the seller.

The principal regulations governing promotion and advertising activities in China include the PRC Anti-Unfair
Competition Law promulgated in 1993 and amended in 2017, the PRC Pricing Law promulgated in 1997, and the
PRC Advertising Law. Under the PRC Advertising Law promulgated in 1994, advertising operators and advertising
distributors are all required to ensure that the content of advertisements they produce or disseminate are true and in
full compliance with applicable law and regulations, and are prohibited from conveying misleading, false or
inaccurate information through advertising. The PRC Advertising Law was amended in April 2015 and October 2018,
respectively. Pursuant to the PRC Advertising Law, advertising operators and advertising distributors will be subject
to more stringent requirements and obligations. For example, entities or individuals shall not send advertisements to
customers’ telephones, mobile or email accounts without the customers’ consents or requests, and any advertisement
containing any kind of misleading, false or inaccurate information with respect to product quality, constituents,
functionality, price, sales performance or other features will be deemed as deceptive advertising and will subject the
advertising operators and distributors to penalties more severe than those under the original law. In addition, the PRC
Anti-Unfair Competition Law further imposes stringent requirements on various promotional activities, such as
prize-giving sales and bundling sales. For example, under prize-giving sales, the value of prize should be no more than
RMBS50,000 (US$7,700). Violation of these requirements may result in penalties, including fines, confiscation of
advertising income, orders to cease dissemination of the advertisements, and orders to publish a correction to the
misleading information.
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The Consumer Protection Law sets out the obligations of business operators and the rights and interests of the
consumers in China. Pursuant to this law, business operators must guarantee that the commodities they sell satisfy the
requirements for personal or property safety, provide consumers with authentic information about the commodities,
and guarantee the quality, function, usage and term of validity of the commodities. Failure to comply with the
Consumer Protection Law may subject business operators to civil liabilities such as refunding purchase prices,
replacement of commodities, repairing, ceasing damages, compensation, and restoring reputation, and even subject the
business operators or the responsible individuals to criminal penalties when personal damages are involved or if the
circumstances are severe. The Consumer Protection Law was further amended in October 2013 and became effective
in March 2014. The amended Consumer Protection Law further strengthens the protection of consumers and imposes
more stringent requirements and obligations on business operators, especially on the business operators through the
internet. For example, the consumers are entitled to return the goods (except for certain specific goods) within seven
days upon receipt without any reasons when they purchase the goods from business operators on the internet. The
consumers whose interests have been damaged due to their purchase of goods or acceptance of services on online
marketplace stores may claim damages from sellers or service providers. Moreover, if business operators deceive
consumers or knowingly sell substandard or defective products, they should not only compensate consumers for their
losses, but also pay additional damages equal to three times the price of the goods or services.

We are subject to the above laws and regulations as an online distributor of commodities and believe that we are
currently in compliance with these regulations in all material aspects.

Regulation Relating to Cybersecurity

The Standing Committee of the National People's Congress of the PRC promulgated the Cybersecurity Law of the
PRC on November 7, 2016, which took effect from June 1, 2017. Construction, operation, maintenance and use of
networks within the territory of the PRC will be subject to the law. Network operators in the PRC are required to
perform the following obligations to ensure cyber security under a graded system of cyber security protection:

formulating internal security management systems and operation manual, to specify the person in charge
of cyber security and to define responsibilities in cyber security protection;

taking technical measures to prevent computer virus, network attacks, network intrusions and other activities that
endanger cyber security;

taking technical measures to monitor and record network operation and cyber security status, and maintaining
relevant logs for no less than six months as required;
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taking measures such as data classification, and backup and encryption of important data, etc.; and

performing other obligations required by relevant laws and administrative regulations.

In addition, the Cybersecurity Law specifies that network products and services shall satisfy the mandatory
requirements set forth in applicable national standards. Any provider of network products or services shall not install
malwares. In case of identifying any cyber security risk such as security defect or bug, relevant product/service
provider is required to take immediate remedial actions, timely inform users of the risk, and report the event to the
competent authority.

Furthermore, the Cybersecurity Law systematically specifies requirements on user information protection applicable
to network operator, and requires that a network operator should establish and improve its user information protection
system. Network operators shall collect, store, and use individual information with consent from such individuals by
lawful and proper means on a necessary basis. Network operators cannot collect individual user information that is not
relevant to the services it provides, or distort or destroy individual information collected by it. Network operators are
prohibited from disclosing without permission or selling individual information unless individual specifics are
unidentifiable or retrievable. In addition, a network operator shall strengthen its management of information released
by its users. If it founds any information that is prohibited by laws and administrative regulations from release or
transmission, it shall immediately cease transmission of such information, and take measures such as deletion of
relevant information to prevent dissemination of the same, and shall keep relevant record, and report the event to
competent authorities. Also, a network operator is required to establish network information security complaint and
reporting mechanisms, and to release the complaint and reporting channels to promptly accept and settle complaints
and reports concerning network information security.

The Cybersecurity Law also introduces the concept of “Critical Information Infrastructure (CII)”, and imposes a higher
level of cyber security protection obligations on the CII operators. For example a CII operator is generally required to
store in the PRC personal information and important business data collected and generated during its business
operations within the PRC. Failure to comply with this requirement may lead to the confiscation of illegal gains, fines,
revocation of the business permit or even the business license. In addition, pursuant to the Cybersecurity Law, critical
network equipment and dedicated network security products may not be made available in China market until they
pass the security tests or verification by accredited evaluation agencies.
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In April 2017, the Cyberspace Administration of China released the draft Measures on Security Assessment of the
Cross-Border Transfer of Personal Information and Important Data, or the draft Cross-Border Transfer Measures,
which requires personal information and important data collected by and produced by all network operators during the
course of their operations within China to be stored within China. According to the draft Cross-Border Transfer
Measures, self-assessment by network operators or assessment by industrial regulatory authority or the national
cyberspace authority under certain circumstances must be completed before transferring personal information or
important data overseas.

According to the draft Cross-Border Transfer Measures, personal information or important data may not be transferred
overseas without consent from the concerned individual(s), or if the transfer endangers the interests of individuals, the
public or national security. The export of the following data shall be pre-assessed by industrial regulatory authority or

the national cyberspace authority:

personal information of 500,000 individuals or more;

data with volume of 1,000 gigabytes or more;

data in relation to nuclear facilities, chemistry and biology, national defense and military, health of the population,
mega project activities, ocean environment, and sensitive geographical information;

network security information involving system bugs and security protection of key information infrastructure;

personal information and important data provided by key information infrastructure operators; and

other data that may affect national security and societal public interests, and considered by the industrial
administration authority or regulatory authority necessary to be subject to their assessment.

The Cyberspace Administration of China completed the solicitation of comments on the draft Cross-Border Transfer
Measures in May 2017, and there are still substantial uncertainties with respect to its final content and enactment
timetable.

In May 2017, the Cyberspace Administration issued the Measures for Security Review of Cyber Products and
Services, or the Cybersecurity Review Measures, which came into effect on June 1, 2017. According to the
Cybersecurity Review Measures, the following cyber products and services will be subject to cybersecurity review:
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important cyber products and services purchased by networks and information systems related to national security;
and

the purchase of cyber products and services by operators of critical information infrastructure in important industries
and fields such as public communications and information services, energy, transportation, water resources, finance,
'public service and electronic administration, and other critical information infrastructure, which may affect national

security.

The Cyberspace Administration of China is responsible for organizing and implementing cybersecurity review, while
the competent departments in key industries such as finance, telecommunications, energy and transport shall be
responsible for organizing and implementing security review of cyber products and services in their respective
industries or fields. There are still substantial uncertainties with respect to the interpretation and implementation of the
Cybersecurity Review Measures.

Regulation Relating to Online Transaction

In January 26, 2014, the SAIC released the Administrative Measures for Online Transactions, or the Online
Transaction Measures, which took effect in March 2014. Under the Online Transaction Measures, online business
operators, online service providers and operators of third-party transaction platforms are required to register with the
SAIC or its local branches and obtain a business license, except where such business operator is an individual who
does not have business license but has completed the registration of his or her true name through certain third-party
transaction platforms. When selling products to, or providing services for, consumers, online business operators and
service providers are required to disclose to consumers their business address and contact details, quantities, quality,
and prices or fees of the goods or services, duration and manner of performance, methods of payment, product return
and replacement policy, safety precautions and risk warnings, after-sales services, civil liabilities and other
information according to the Online Transaction Measures. Online business operators and service providers are also
required to procure the security and reliability of the transactions, and provide the products or services consistent with
their commitments. Our PRC subsidiaries and consolidated VIE, as online business operators and service providers,
are subject to the Online Transaction Measures.
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In August 2018, the Standing Committee of the National People’s Congress promulgated the E-commerce Law, which
took effect in January 2019. The E-commerce Law proposes a series of requirements on E-commerce operators,
including third-party E-commerce platform operators, registered product or service providers of platforms, and
product or services providers operating through a self-built website or any other network. For example, the
E-commerce Law requires E-commerce operators to respect and equally protect consumers’ legitimate rights and
provide options to consumers without targeting their personal characteristics, and also requires E-commerce operators
to clearly point out to consumers their tie-in sales in which additional services or products are added by merchants to a
purchase, and not to assume consumers' consent to such tie-in sales by default. The E-commerce Law also organized
rules on E-commerce contact execution and performance between E-commerce product/service providers and
customers.

Regulation Relating to Mobile Applications

E-commerce business via mobile network is at an early stage of development in China. We design and develop mobile
applications to create an integrated consumer shopping experience across both online and mobile channels, and are
therefore subject to various laws and regulations issued and implemented by the PRC regulatory authorities.

The Notice on Strengthening the Network Access Management of Mobile Intelligent Terminals, issued by the
Ministry of Industry and Information Technology, or MIIT, on April 11, 2013 and effective as of November 1, 2013,
applies to the manufacture and installment of mobile applications in China, and imposes stringent requirements on
contents and functions of mobile applications. Installment of any mobile application that adversely affects the normal
functions of mobile intelligent terminals, or contains contents prohibited from publication or dissemination, or
perform unauthorized collection or modification of users’ personal information without expressly informing the users
and obtaining their consent is prohibited.

We, as the manufacturer of mobile applications either for our brand partners or for ourselves, are subject to the
aforesaid requirements and restrictions. In addition, with the expansion of our business via mobile channels, we may
be required to obtain additional licenses or approvals for such business operation in the future. For example, the MIIT
released the new Classified Catalog of Telecommunications Services in 2015, which specifies that information
services provided through mobile networks are recognized as internet information services, and service providers, like
operators of mobile application stores, will be required to meet certain qualifications, including obtaining an ICP
license covering internet information services rendered through mobile network.

Regulation on Intellectual Property Rights
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Patent. Patents in the PRC are principally protected under the Patent Law of the PRC. The duration of a patent right is
either 10 years or 20 years from the date of application, depending on the type of patent right.

Copyright. Copyright in the PRC, including copyrighted software, is principally protected under the Copyright Law of
the PRC and related rules and regulations. Under the Copyright Law, the term of protection for copyrighted software
is 50 years.

Trademark. Registered trademarks are protected under the Trademark Law of the PRC and related rules and
regulations. Trademarks are registered with the State Intellectual Property Office, formerly known as the Trademark
Office of the SAIC. Where registration is sought for a trademark that is identical or similar to another trademark
which has already been registered or given preliminary examination and approval for use in the same or similar
category of commodities or services, the application for registration of such trademark may be rejected. Trademark
registrations are effective for a renewable ten-year period, unless otherwise revoked.

Domain Names. Domain name registrations are handled through domain name service agencies established under the
relevant regulations, and applicants become domain name holders upon successful registration.

Regulations on Tax

Enterprise Income Tax

The PRC enterprise income tax, or EIT, is calculated based on the taxable income determined under the applicable
EIT Law and its implementation rules, which became effective on January 1, 2008 and was amended on February 24,
2017 and December 29, 2018, respectively. The EIT Law imposes a uniform enterprise income tax rate of 25% on all
resident enterprises in China, including FIEs. The EIT Law and its implementation rules permit High and New
Technology Enterprises (as defined in the EIT Law), to benefit from a preferential enterprise income tax rate of 15%
subject to these High and New Technology Enterprises meeting certain qualification criteria.
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Value-Added Tax and Business Tax

Pursuant to the PRC Provisional Regulations on Value-Added Tax and its implementation regulations, unless
otherwise specified by relevant laws and regulations, any entity or individual engaged in the sales of goods, provision
of processing, repairs and replacement services and importation of goods into China is generally required to pay a
value-added tax, or VAT, for revenues generated from sales of products, while qualified input VAT paid on taxable
purchase can be offset against such output VAT.

Prior to January 1, 2012, pursuant to the PRC Provisional Regulations on Business Tax and its implementing rules,
taxpayers providing taxable services falling under the category of service industry in China were required to pay a
business tax at a tax rate of 5% of their revenues with certain exceptions. Since January 1, 2012, the PRC Ministry of
Finance and the State Administration of Taxation have been implementing the VAT pilot program, which imposes
VAT in lieu of business tax for certain industries in Shanghai, and since September 1, 2012, such pilot program has
been expanded to eight other provinces or municipalities in the PRC. Since August 2013, this tax pilot program has
been expanded to other areas on a nationwide basis in the PRC. Under the pilot plan, a VAT rate of 6% applies to
some modern service industries. On December 12, 2013, the PRC Ministry of Finance and the State Administration of
Taxation released a new circular to further expand the scope of taxable services for the value-added tax. From May 1,
2016, the scope of the tax reform will be further expanded to include all industries according to the Circular on
Implementation of the Pilot Program of Value Added Tax Reform in All Industries, which was released by the PRC
Ministry of Finance and the State Administration of Taxation on March 23, 2016. In April 2018, the Ministry of
Finance and the State Administration of Taxation jointly promulgated the Circular of the Ministry of Finance and the
State Administration of Taxation on Adjustment of Value-Added Tax Rates, or the Circular 32, according to which (i)
for VAT taxable sales acts or importation of goods originally subject to value-added tax rates of 17% and 11%,
respectively, such tax rates shall be adjusted to 16% and 10%, respectively; (ii) for purchase of agricultural products
originally subject to deduction rate of 11%, such deduction rate shall be adjusted to 10%; (iii) for purchase of
agricultural products for the purpose of production and sales or consigned processing of goods subject to tax rate of
16%, such tax shall be calculated at the deduction rate of 12%; (iv) for exported goods originally subject to tax rate of
17% and export tax refund rate of 17%, the export tax refund rate shall be adjusted to 16%; and (v) for exported goods
and cross-border taxable acts originally subject to tax rate of 11% and export tax refund rate of 11%, the export tax
refund rate shall be adjusted to 10%. In March 2019, the Ministry of Finance, the State Administration of Taxation
and the General Administration of Customs jointly promulgated the Announcement on the Policies for Furtherance of
the Reform of Value-Added Tax, or the Announcement 39, according to which: (i) for VAT taxable sales acts or
importation of goods originally subject to value-added tax rates of 16% and 10%, respectively, such tax rates shall be
adjusted to 13% and 9%, respectively; (ii) for purchase of agricultural products originally subject to deduction rate of
10%, such deduction rate shall be adjusted to 9%; (iii) for purchase of agricultural products for the purpose of
production and sales or consigned processing of goods subject to tax rate of 13%, such tax shall be calculated at the
deduction rate of 10%; (iv) for exported goods and labor originally subject to tax rate of 16% and export tax refund
rate of 16%, the export tax refund rate shall be adjusted to 13%; and (v) for exported goods and cross-border taxable
acts originally subject to tax rate of 10% and export tax refund rate of 10%, the export tax refund rate shall be adjusted
to 9%. Announcement 39 will become effective on April 1, 2019, and shall supersede then existing provisions which
are inconsistent with Announcement 39.
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Regulations Relating to Foreign Exchange and Dividend Distribution Foreign Exchange Regulation

The principal regulations governing foreign currency exchange in China are the Foreign Exchange Administration
Regulations. Under the PRC foreign exchange regulations, payments of current account items, such as profit
distributions and trade and service-related foreign exchange transactions, may be made in foreign currencies without
prior approval from SAFE by complying with certain procedural requirements. By contrast, approval from or
registration with appropriate government authorities is required where RMB is to be converted into foreign currency
and remitted out of China to pay capital expenses such as the repayment of foreign currency denominated loans or
foreign currency is to be remitted into China under the capital account, such as a capital increase or foreign currency
loans to our PRC subsidiaries.

In August 2008, SAFE issued the Circular on the Relevant Operating Issues Concerning the Improvement of the
Administration of the Payment and Settlement of Foreign Currency Capital of Foreign-Invested Enterprises, or SAFE
Circular 142, regulating the conversion by a foreign-invested enterprise of foreign currency registered capital into
RMB by restricting how the converted RMB may be used. In addition, SAFE promulgated Circular 45 on November
9, 2011 in order to clarify the application of SAFE Circular 142. Under these regulations, the RMB capital converted
from foreign currency registered capital of a foreign-invested enterprise may only be used for purposes within the
business scope approved by the applicable government authority and may not be used for equity investments within
the PRC. In addition, SAFE strengthened its oversight of the flow and use of the RMB capital converted from foreign
currency registered capital of foreign-invested enterprises. The use of such RMB capital may not be changed without
SAFE’s approval, and such RMB capital may not in any case be used to repay RMB loans if the proceeds of such loans
have not been used.
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Since SAFE Circular 142 has been in place for more than five years, SAFE decided to further reform the foreign
exchange administration system in order to satisfy and facilitate the business and capital operations of FIEs, and
issued the Circular on the Relevant Issues Concerning the Launch of Reforming Trial of the Administration Model of
the Settlement of Foreign Currency Capital of Foreign-Invested Enterprises in Certain Areas, or SAFE Circular 36, on
August 4, 2014. This circular suspends the application of SAFE Circular 142 in certain areas and allows a
foreign-invested enterprise registered in such areas with a business scope covering ‘‘investment’’ to use the RMB capital
converted from foreign currency registered capital for equity investments within the PRC. On April 9, 2015, SAFE
released the Notice on the Reform of the Management Method for the Settlement of Foreign Exchange Capital of
Foreign-invested Enterprises, or SAFE Circular 19, which came into force and superseded SAFE Circular 142 and
SAFE Circular 36 from June 1, 2015. SAFE Circular 19 has made certain adjustments to some regulatory
requirements on the settlement of foreign exchange capital of foreign-invested enterprises, and some foreign exchange
restrictions under SAFE Circular 142 are lifted. Under SAFE Circular 19, the settlement of foreign exchange by FIEs
shall be governed by the policy of foreign exchange settlement at will. In June 2016, SAFE promulgated SAFE
Circular 16, which removed certain restrictions previously provided under several SAFE circulars in respect of
conversion by an FIE of foreign currency registered capital into RMB and use of such RMB capital. However, SAFE
Circular 19 and SAFE Circular 16 also reiterate that the settlement of foreign exchange shall only be used for
purposes within the business scope of the FIEs.

Considering that SAFE Circular 19 is relatively new, it is unclear how it will be implemented and there exist high
uncertainties with respect to its interpretation and implementation by authorities.

In November 2012, SAFE promulgated the Circular of Further Improving and Adjusting Foreign Exchange
Administration Policies on Foreign Direct Investment, or SAFE Circular 59, which was further amended in May 2015.
SAFE Circular 59 substantially amends and simplifies the current foreign exchange procedure. Pursuant to this
circular, the opening of various special purpose foreign exchange accounts, such as pre-establishment expenses
accounts, foreign exchange capital accounts and guarantee accounts, the reinvestment of RMB proceeds by foreign
investors in the PRC, and remittance of foreign exchange profits and dividends by a foreign-invested enterprise to its
foreign shareholders no longer require the approval or verification of SAFE, and multiple capital accounts for the
same entity may be opened in different provinces, which was not possible previously. In addition, SAFE promulgated
the Circular on Printing and Distributing the Provisions on Foreign Exchange Administration over Domestic Direct
Investment by Foreign Investors and the Supporting Documents in May 2013, which was further revised by the Notice
of the State Administration of Foreign Exchange Concerning the Repealing and Invalidation of Certain Regulatory
Documents and Relevant Clauses on Foreign Exchange Administration promulgated in October 2018, and the Notice
on Further Simplifying and Improving Policies for the Foreign Exchange Administration of Direct Investment
promulgated in February 2015, or SAFE Circular 13, which specify that the administration by SAFE or its local
branches over direct investment by foreign investors in the PRC shall be conducted by way of registration and banks
shall process foreign exchange business relating to the direct investment in the PRC based on the registration
information provided by SAFE and its branches.
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SAFE Circular 37

SAFE promulgated the Circular on Relevant Issues Concerning Foreign Exchange Control on Domestic Residents’
Offshore Investment and Financing and Roundtrip Investment through Special Purpose Vehicles, or SAFE Circular
37, on July 4, 2014, which replaced the former circular commonly known as “SAFE Circular 75” promulgated by SAFE
on October 21, 2005. SAFE Circular 37 requires PRC residents to register with local branches of SAFE in connection
with their direct establishment or indirect control of an offshore entity, for the purpose of overseas investment and
financing, with such PRC residents’ legally owned assets or equity interests in domestic enterprises or offshore assets
or interests, referred to in SAFE Circular 37 as a “special purpose vehicle.” SAFE Circular 37 further requires
amendment to the registration in the event of any significant changes with respect to the special purpose vehicle, such
as increase or decrease of capital contributed by PRC individuals, share transfer or exchange, merger, division or other
material event. In the event that a PRC shareholder holding interests in a special purpose vehicle fails to fulfill the
required SAFE registration, the PRC subsidiaries of that special purpose vehicle may be prohibited from making profit
distributions to the offshore parent and from carrying out subsequent cross-border foreign exchange activities, and the
special purpose vehicle may be restricted in its ability to contribute additional capital into its PRC subsidiary.
Furthermore, failure to comply with the various SAFE registration requirements described above could result in
liability under PRC law for evasion of foreign exchange controls. On February 13, 2015, SAFE released the SAFE
Circular 13, which became effective from June 1, 2015. According to this notice, local banks shall examine and
handle foreign exchange registration for overseas direct investment, including the initial foreign exchange registration
and amendment registration, under SAFE Circular 37. However, there still exist high uncertainties with respect to its
interpretation and implementation by governmental authorities and banks. Beneficial owners of the special purpose
vehicle who are PRC citizens are also required to make annual filing with the local banks regarding their overseas
direct investment status.

Mr. Vincent Wenbin Qiu, Mr. Junhua Wu and Mr. Michael Qingyu Zhang have completed initial filings with the local
counterpart of SAFE relating to their investments in us. However, we may not be aware of the identities of all our
beneficial owners who are PRC residents. In addition, we do not have control over our beneficial owners and cannot
assure you that all of our PRC resident beneficial owners will comply with SAFE Circular 37. The failure of our
beneficial owners who are PRC residents to register or amend their SAFE registrations in a timely manner pursuant to
SAFE Circular 37 or the failure of future beneficial owners of our company who are PRC residents to comply with the
registration procedures set forth in SAFE Circular 37 may subject such beneficial owners or our PRC subsidiaries to
fines and legal sanctions. Failure to register or amend the registration may also limit our ability to contribute
additional capital to our PRC subsidiaries or receive dividends or other distributions from our PRC subsidiaries or
other proceeds from disposal of our PRC subsidiaries, or we may be penalized by SAFE.

Share Option Rules

Under the Administration Measures on Individual Foreign Exchange Control issued by the PBOC on December 25,
2006, all foreign exchange matters involved in employee share ownership plans and share option plans in which PRC
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citizens participate require approval from SAFE or its authorized branch. Pursuant to SAFE Circular 37, PRC
residents who participate in share incentive plans in overseas non-publicly-listed companies may submit applications
to SAFE or its local branches for the foreign exchange registration with respect to offshore special purpose
companies. In addition, under the Share Option Rules, PRC residents who are granted shares or share options by
companies listed on overseas stock exchanges under share incentive plans are required to (i) register with SAFE or its
local branches, (ii) retain a qualified PRC agent, which may be a PRC subsidiary of the overseas listed company or
another qualified institution selected by the PRC subsidiary, to conduct the SAFE registration and other procedures
with respect to the share incentive plans on behalf of the participants, and (iii) retain an overseas institution to handle
matters in connection with their exercise of share options, purchase and sale of shares or interests and funds transfers.
Shanghai Baozun Wujiang Branch has completed the SAFE registration under the Share Option Rules on behalf of the
participants to our share incentive plans.

Regulation of Dividend Distribution

The principal laws, rules and regulations governing dividend distribution by wholly foreign-invested enterprises in the
PRC are the Company Law of the PRC, as amended, the Wholly Foreign-owned Enterprise Law and its
implementation regulations.

Under these laws, rules and regulations, wholly foreign-invested enterprises may pay dividends only out of their
accumulated profit, if any, as determined in accordance with their articles of association and PRC accounting
standards and regulations. Both PRC domestic companies and wholly-foreign owned PRC enterprises are required to
set aside as general reserves at least 10% of their after-tax profit, until the cumulative amount of such reserves reaches
50% of their registered capital. A PRC company is not permitted to distribute any profits until any losses from prior
fiscal years have been offset. Profits retained from prior fiscal years may be distributed together with distributable
profits from the current fiscal year.
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M&A Rules and Overseas Listing

The M&A Rules, issued by six PRC governmental and regulatory agencies, including the MOFCOM and the CSRC,
on August 8, 2006 and amended on June 22, 2009, require that an offshore special purpose vehicle, or a SPV formed
for listing purposes and controlled directly or indirectly by PRC companies or individuals, shall obtain the approval of
the CSRC prior to the listing and trading of such SPV’s securities on an overseas stock exchange, especially in the
event that the SPV acquires shares of or equity interests in the PRC companies in exchange for the shares of offshore
companies.

The application of the M&A Rules remains unclear.

As there has been no official interpretation or clarification of the M&A Rules, there is uncertainty as to how these

rules will be implemented in practice. See “Item 3. Key Information—D. Risk Factors—Risks Related to Doing Business in
the People’s Republic of China— PRC regulations regarding acquisitions impose significant regulatory approval and
review requirements, which could make it more difficult for us to grow through acquisitions.” The regulation also
establishes more complex procedures for acquisitions conducted by foreign investors that could make it more difficult

for us to grow through acquisitions.”

Regulations Relating to Employment

Pursuant to the PRC Labor Law and the PRC Labor Contract Law in effect, a written labor contract is required when
an employment relationship is established between an employer and an employee. Other labor-related regulations and
rules of the PRC stipulate the maximum number of working hours per day and per week as well as the minimum
wages. An employer is required to set up occupational safety and sanitation systems, implement the national
occupational safety and sanitation rules and standards, educate employees on occupational safety and sanitation,
prevent accidents at work and reduce occupational hazards.

Under the PRC Labor Contract Law, an employer is obligated to sign a labor contract with an employee with an
indefinite term if the employer continues to employ the employee after two consecutive fixed-term labor contracts.
The employer also has to pay compensation to the employee if the employer terminates a labor contract with an
indefinite term.
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On December 28, 2012, the PRC Labor Contract Law was amended to impose more stringent requirements on labor
dispatch which became effective on July 1, 2013. Pursuant to the amended PRC Labor Contract Law, the dispatched
contract workers shall be entitled to equal pay for equal work as a fulltime employee of an employer, and they shall
only be engaged to perform temporary, ancillary or substitute works, and an employer shall strictly control the number
of dispatched contract workers so that they do not exceed certain percentage of total number of employees. According
to the Labor Dispatch Provisions, promulgated by the Ministry of Human Resources and Social Security on January
24,2014, which became effective on March 1, 2014, (i) the number of dispatched contract workers hired by an
employer should not exceed 10% of the total number of its total employees (including both directly hired employees
and dispatched contract workers); and (ii) in the case that the number of dispatched contract workers exceeds 10% of
the total number of its employees at the time when the Labor Dispatch Provisions became effective (i.e., March 1,
2014), the employer shall formulate a plan to reduce the number of its dispatched contract workers to below the
statutory cap prior to March 1, 2016.
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Seasonality

Our results of operations are subject to seasonal fluctuations. For example, our revenues are relatively lower during
the holidays in China, particularly during the Chinese New Year period which occurs in the first quarter of the year,
when consumers tend to do less shopping, both online and offline. Furthermore, sales in the retail industry are
typically significantly higher in the fourth quarter of the year than in the preceding three quarters.

C.Organizational Structure

The following diagram illustrates our corporate structure and the place of incorporation of each of our significant

subsidiaries and VIE as of the date of this annual report.
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Shanghai Zunyi is our VIE in China and is 80% owned by Mr. Vincent Wenbin Qiu, our co-founder, chairman and
(1)chief executive officer, and 20% owned by Mr. Michael Qingyu Zhang, our co-founder and a shareholder. Its
business includes providing brand E-commerce service to our brand partners.
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We have entered into contractual arrangements with Shanghai Zunyi and its shareholders, through which we exercise
effective control over operations of Shanghai Zunyi and receive substantially all economic benefits generated from it.
As a result of these contractual arrangements, under U.S. GAAP, we are considered the primary beneficiary of
Shanghai Zunyi and thus consolidate its results in our consolidated financial statements. However, these contractual
arrangements may not be as effective in providing us with control over the VIE as direct ownership of its equity
interests. In addition, the VIE or its shareholders may breach the contractual arrangements with us. In such cases, we
would have to rely on legal remedies under PRC law, which may not always be effective, particularly in light of
uncertainties in the PRC legal system. See “Item 3. Key Information—D. Risk Factors—Risks Related to Our Corporate
Structure—We rely on contractual arrangements with our VIE and its shareholders for a portion of our business
operations, which may not be as effective as direct ownership in providing operational control.”

Contractual Arrangements with Shanghai Zunyi and its Shareholders

Our relationships with Shanghai Zunyi and its shareholders are governed by a series of contractual arrangements. The
following is a summary of the currently effective contractual arrangements by and among our wholly-owned
subsidiary, Shanghai Baozun, our VIE, Shanghai Zunyi, and the shareholders of Shanghai Zunyi.

Exclusive Technology Service Agreement. On April 1, 2014, Shanghai Zunyi and Shanghai Baozun entered into an
exclusive technology service agreement. Pursuant to the exclusive technology service agreement, Shanghai Baozun
has the exclusive right to provide specified technology services to Shanghai Zunyi. Without the prior written consent
of Shanghai Baozun, Shanghai Zunyi may not accept the same or similar technology services provided by any third
party during the term of the agreement. Shanghai Zunyi agrees to pay to Shanghai Baozun a service fee of 95% of the
net revenues of Shanghai Zunyi and extra service fees for additional services provided by Shanghai Baozun as
requested by Shanghai Zunyi within three months after each calendar year for the services provided in the preceding
year. The agreement has an initial term of 20 years and will be automatically renewed on a yearly basis thereafter
unless otherwise notified by Shanghai Baozun, and shall be terminated when the operating term of Shanghai Baozun
or Shanghai Zunyi expires. To the extent permitted by law, Shanghai Zunyi is not contractually entitled to terminate
the exclusive technology service agreement with Shanghai Baozun.

Exclusive Call Option Agreement. On April 1, 2014, Shanghai Zunyi, each of its shareholders and Shanghai Baozun
entered into an exclusive call option agreement. Each of Shanghai Zunyi’s shareholders have granted Shanghai Baozun
an exclusive call option to purchase their equity interests in Shanghai Zunyi at an exercise price equal to the higher of
(1) the registered capital of Shanghai Zunyi; and (ii) the minimum price as permitted by applicable PRC laws.

Shanghai Zunyi has further granted Shanghai Baozun an exclusive call option to purchase its assets at an exercise
price equal to the book value of the assets or the minimum price as permitted by applicable PRC law, whichever is
higher. Shanghai Baozun may nominate another entity or individual to purchase the equity interests or assets, if
applicable, under the call options. Each call option is exercisable subject to the condition that applicable PRC laws,
rules and regulations do not prohibit completion of the transfer of the equity interests or assets pursuant to the call
option. Shanghai Baozun is entitled to all dividends and other distributions declared by Shanghai Zunyi, and each of
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the shareholders of Shanghai Zunyi has agreed to give up their rights to receive any distributions or proceeds from the
disposal of their equity interests in Shanghai Zunyi and to pay any such distributions or premium to Shanghai Baozun
with deduction of applicable taxes. The exclusive call option agreement remains in effect until the equity interest and
assets that are the subject of such agreements are transferred to Shanghai Baozun or its designated entities or
individuals. To the extent permitted by law, Shanghai Zunyi and its shareholders are not contractually entitled to
terminate the exclusive call option agreement with Shanghai Baozun.

Proxy Agreement. On July 28, 2014, Shanghai Zunyi, each of its shareholders and Shanghai Baozun entered into a
voting right proxy agreement, or the Proxy Agreement. Each shareholder of Shanghai Zunyi granted an irrevocable
power of attorney to Shanghai Baozun that authorizes any person designated by Shanghai Baozun to exercise his
rights as an equity holder of Shanghai Zunyi, including the right to attend and vote at equity holders’ meetings and
appoint directors. The proxy agreement has an initial term of 20 years and will be automatically renewed on a yearly
basis thereafter unless otherwise notified by Shanghai Baozun. If (i) the operating term of Shanghai Baozun or
Shanghai Zunyi expires; or (ii) the parties thereto mutually agree on an early termination, the proxy agreement may be
terminated. To the extent permitted by law, Shanghai Zunyi and its shareholders are not contractually entitled to
terminate the proxy agreement with Shanghai Baozun.

Equity Interest Pledge Agreements. On July 28, 2014, Shanghai Zunyi and its shareholders entered into equity interest
pledge agreements with Shanghai Baozun. The shareholders of Shanghai Zunyi pledged all of their equity interests in
Shanghai Zunyi to Shanghai Baozun to secure their and Shanghai Zunyi’s obligations under certain of the
aforementioned agreements and other agreed obligations and as collateral for all of the amounts payable by Shanghai
Zunyi to Shanghai Baozun under those agreements. If any event of default as defined under this agreement occurs,
Shanghai Baozun, as the pledgee, will be entitled to dispose of the pledged equity interests. In addition, any increase
in the registered capital of Shanghai Zunyi will be further pledged in favor of Shanghai Baozun. The equity interest
pledge agreements will remain in full effect until all the secured contractual obligations have been performed or all the
secured debts have been discharged. Under PRC laws, the equity pledge is required to be registered with the SAMR,
formerly known as the SAIC, or its competent branches for perfection. The equity pledge of Shanghai Zunyi has
already been registered with the relevant branch of the SAIC.
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As a result of these contractual arrangements, we have the power to direct the activities of Shanghai Zunyi, and
through the service fee paid to us under the exclusive technology service agreement, we can receive substantially all
of the economic benefits of Shanghai Zunyi even though we do not receive all of the revenues generated by Shanghai
Zunyi.

In the opinion of Fangda Partners, our PRC legal counsel, (i) the ownership structures of Shanghai Baozun and
Shanghai Zunyi do not violate any applicable PRC laws and regulations currently in effect; and (ii) the contractual
arrangements between Shanghai Baozun, Shanghai Zunyi and its shareholders governed by PRC law are valid,
binding and enforceable in accordance with their terms and applicable PRC laws and regulations currently in effect,
and do not violate any PRC laws or regulations currently in effect.

However, our PRC legal counsel has also advised us that there are substantial uncertainties regarding the

interpretation and application of current and future PRC laws, regulations and rules; accordingly, the PRC regulatory
authorities may take a view that is contrary to the opinion of our PRC legal counsel. See “Item 3. Key Information—D.
Risk Factors—Risks Related to Our Corporate Structure—If the PRC government deems that the contractual arrangements
in relation to Shanghai Zunyi do not comply with PRC regulatory restrictions on foreign investment in the relevant
industries, or if these regulations or the interpretation of existing regulations change in the future, we could be subject

to severe penalties or be forced to relinquish our interests in those operations.” and “Item 3. Key Information—D. Risk
Factors—Risks Related to Our Corporate Structure—Any failure by our VIE or its shareholders to perform their
obligations under our contractual arrangements with them would have a material and adverse effect on our business.”

D.Property, Plants and Equipment

Properties and Facilities

We are headquartered in Shanghai and leased an aggregate of approximately 39,536 square meters of offices and
operation centers as of December 31, 2018. In addition, as of December 31, 2018, we leased ten warehouses with an
aggregate gross floor area of approximately 231,500 square meters in Suzhou, Shenzhen, Langfang, Chengdu, Wuxi
and Hong Kong. Our premises are leased under operating lease agreements from unrelated third parties.

In addition, as of December 31, 2018, we owned the land use right for an area of 133,542.40 square meters, located in
Suzhou, China, along with title to buildings with a gross floor area of 118,201.97 square meters located on that land
that we use as a warehouse.
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ITEM 4A. UNRESOLVED STAFF COMMENTS

None.

ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

The following discussion and analysis of our financial condition and results of operations is based upon and should be
read in conjunction with our audited consolidated combined financial statements and unaudited consolidated
combined financial information included elsewhere in this annual report. This discussion contains forward-looking
statements that involve risks and uncertainties. See “—G. Safe Harbor.” Our actual results and the timing of selected
events could differ materially from those anticipated in these forward-looking statements as a result of various factors,
including those set forth under “Item 3. Key Information—D. Risk Factors” and elsewhere in this annual report.

A.Operating Results

Overview

We believe we are the leading brand E-commerce service partner in China. We provide E-commerce solutions to 185
brand partners as of December 31, 2018. These brands encompass diverse categories, including: apparel and
accessories; appliances; electronics; home and furnishings; food and health products; beauty and cosmetics; fast
moving consumer goods and mother and baby; and insurance and automobiles. Many of our brand partners, such as
Philips, Nike and Microsoft, are leaders in their respective industries.
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We believe our brand partners value us for our integrated E-commerce capabilities, dependable services, deep
category expertise, market insight and ability to innovate and adapt to the fast-changing E-commerce market. Our
end-to-end brand E-commerce capabilities allow us to leverage our brand partners’ unique resources and seamlessly
integrate with their back-end systems to enable data tracking and analytics for the entire transaction value chain,
making our services a valuable part of our brand partners’ E-commerce functions. We help our brand partners establish
market presence and launch products quickly on official brand stores and major online marketplaces in China, such as
Tmall and JD.com, and some emerging E-commerce channels, such as WeChat Mini Programs. Since 2016, we have
consistently been recognized by Tmall as a “six-star”” E-commerce service partner, based on a suite of performance
measures, including operational capabilities, brand development capabilities and service ratings. This is the highest
ranking awarded to Tmall E-commerce service partners. We also help our brand partners devise and execute 020
strategies to integrate their online and offline retail networks.

We generate revenues from two revenue streams: (i) product sales and (ii) services. We derive product sales revenues
primarily through selling products on behalf of brand partners to consumers under the distribution model, and derive
services revenues primarily through charging brand partners and other customers fees under the consignment model
and the service fee model. For services provided under the consignment model and service fee model, we charge fixed
fees and/or variable fees primarily based on GMV or other variable factors such as number of orders fulfilled.

Our GMV was RMB11,264.8 million, RMB19,112.2 million and RMB29,426.0 million (US$4,279.8 million) in
2016, 2017 and 2018, respectively. In 2016, 2017 and 2018, our total net revenues were RMB3,390.3 million,
RMB4,148.8 million and RMBS5,393.0 million (US$784.4 million), respectively. For the same periods, net revenues
from product sales accounted for 64.2%, 54.4% and 46.7%, respectively, of our total net revenues. We recorded net
income of RMB85.4 million, RMB209.1 million and RMB269.8 million (US$39.2 million) in 2016, 2017 and 2018,
respectively. We had non-GAAP net income of RMB119.6 million, RMB267.9 million and RMB346.8 million
(US$50.4 million) in 2016, 2017 and 2018, respectively. See “Item 3. Key Information—A. Selected Financial
Data—Non-GAAP Financial Measures.”

Factors Affecting Our Results of Operations

Our results of operations and financial condition are affected by the general factors driving the retail industry and
online retail, including:

Levels of per capita disposable income and consumer spending in China and our target markets. Consumer spending
-power has been rising in China and in our other target markets in Asia, including Hong Kong and Taiwan. The
growth of the E-commerce market in these markets depends on continued increase in consumption.
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Development and popularity of E-commerce in China and in our target markets. Driven by the growth of the internet,
broadband, personal computer and mobile penetration and the development of fulfillment, payment and other
ancillary services associated with online purchases, E-commerce is expected to rapidly rise in significance in China
-and in our other target markets in Asia. The growing number of online shoppers has made online marketplaces and
other E-commerce channels popular retail platforms for brands. The growth of our business depends on the
development and popularity of E-commerce, and the value of E-commerce as part of the expansion strategies of
brands.

While our business is influenced by general factors affecting our industry, our operating results are more directly
affected by company-specific factors, including the following major factors:

Our ability to retain and attract brand partners. The number of our brand partners directly affects our total revenues.
We would need to continue to maintain and expand our brand partner base to maintain and grow our revenues.

Our ability to increase GMV. Increases in GMV and revenues depend on our ability to attract higher traffic to
the online stores, convert more store visitors into consumers, increase consumers’ order values, grow repeat
customer base, provide superior experience to consumers and expand product offerings.

Our ability to enhance cooperation with marketplaces and other channels. We generate a substantial portion of our
revenues through product sales on official marketplace stores that we operate on Tmall. Our future growth depends
“on our ability to enhance cooperation with Tmall and expand working relationships with other major online
marketplaces, such as JD.com and some emerging channels, such as WeChat Mini Programs.

Our ability to innovate. Our ability to innovate and continue to strategize new value-added brand E-commerce
service through improved technologies, especially data analytics and marketing know-how, is key to better serving
“our brand partners and helping them enhance their E-commerce success. This will in turn contribute to our ability to

retain and attract brand partners, sell more solutions and generate more revenues.
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Our ability to manage our business model mix. We generally operate E-commerce businesses for our brand partners
based on one of our three business models: distribution model, consignment model and service fee model, or, in some
circumstances, a combination of these business models. We derive product sales revenues when we sell products to
consumers under the distribution model. We derive services revenues under the consignment model and the service
-fee model. For services provided under the consignment model and the service fee model, we charge fixed fees
and/or variable fees primarily based on GMV or other variable factors such as number of orders fulfilled. In addition
to serving our brand partners, we also provide digital marketing and other services to other customers under our
service fee model. Our net revenues as a percentage of our GMV and our profitability could vary depending on the
mix of our product sales revenues and services revenues.

Our ability to manage our product mix. Our product mix affects our revenue mix and profitability. Depending on the
-product category, we may derive more revenues from product sales than services, or vice versa, which may further
impact our profitability.

Our ability to manage pricing of our products and to maintain the level of fees for our services. We generate
revenues from product sales and from services. Accordingly, our results of operations depend on our ability to
manage product pricing, and our ability to maintain the level of services fees charged to our brand partners and other
customer.

_Our ability to effectively invest in our technology platform and fulfillment infrastructure. Our results of operations
depend in part on our ability to invest in our technology platform and fulfillment infrastructure cost-effectively.

Our ability to manage growth, control costs and manage working capital. Our expansion will result in substantial
demands on our management, operational, technological, financial and other resources. Our ability to control cost and
manage working capital is key to our success. Our continued success depends on our ability to leverage our scale to
-obtain more favorable terms, including better credit terms and larger credit lines, from our brand partners,
marketplaces, advertising partners, lessors of warehouses and logistics service providers. Our ability to gain better
insight into inventory turnover and sales patterns, which allows us to better optimize our working capital, may also
affect our operations.

Financial Operations Overview

The following describes key components of our statements of operations:

Revenues
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We generate revenues from two revenue streams: (i) product sales and (ii) services. We generally operate E-commerce
businesses based on one of our three business models: distribution model, consignment model, and service fee model,
or, in some circumstances, a combination of the business models.

We derive product sales revenues when we sell products to consumers under the distribution model. We select and
purchase goods from our brand partners and/or their authorized distributors and sell branded goods directly to
consumers through our online stores. Revenues generated from product sales include fees charged to consumers for
shipping and handling expenses. We record product sales revenue, net of return allowances, value added tax and
related surcharges, when the products are delivered and accepted by consumers. We offer consumers an unconditional
right of return for a typical period of seven days upon receipt of products. Return allowances, which reduce net
revenues, are estimated based on our analysis of returns by categories of products based on historical data.

We derive services revenues under the consignment model and service fee model. Under the consignment model and
service fee model, we provide a variety of E-commerce services, such as IT solutions, online store operation, digital
marketing, and customer service to our brand partners and other customers. Under the consignment model, in addition
to the services provided under the service fee model, we also provide warehousing and fulfillment services, whereby
our brand partners stock goods in our warehouses for future sales and we act as an agent to facilitate our brand
partners’ online sales of their branded products as we bear no physical and general inventory risk and have no
discretion in establishing price.

For services provided under the consignment model or service fee model, we charge fixed fees and/or variable fees
primarily based on GMV or other variable factors such as number of orders fulfilled. In particular, variable fees based
on GMV is calculated using a predetermined ratio that we have negotiated with our brand partners, which may vary
depending on factors such as the type and extent of the services we render. Revenue generated from some IT solutions
such as one-time online store design and setup services is recognized at a point in time when the services are rendered.
Revenue generated from services relating to online store operation, digital marketing, customer services, and
warehousing and fulfillment are recognized over the service term in the amount including fixed fees and/or variable
fees to which we have a right to invoice.

66

136



Edgar Filing: Baozun Inc. - Form 20-F

The following table sets forth our revenues by source for each period indicated.

For the Year Ended December 31,

2016 2017 2018

RMB % RMB % RMB US$ %
Net revenues
Product sales 2,176,447 64.2 2,257,632 544 2,516,862 366,062 46.7
Services 1,213,828 35.8 1,891,176 45.6 2,876,175 418,322 53.3

Total net revenues 3,390,275 100.0 4,148,808 100.0 5,393,037 784,384 100.0

The following table sets forth the following operating data for each period indicated.

For the Year Ended December 31,

2016 2017 2018
Number of brand partners as of the period end® 133 152 185
Number of GMYV brand partners as of the period end® 122 146 178
Total GMV® (RMB in millions) 11,264.8 19,112.2  29,426.0
Distribution GMV® 2,534.1 2,620.2 2,902.0
Non-distribution GMV®) 8,730.7 16,492.0  26,524.0
Average GMV per GMYV brand partner® (RMB in millions) 102 142 182

Brand partners are defined as companies for which we operate or have entered into agreements to operate official
brand stores, official marketplace stores, or official stores on other channels under their brand names.

ey

(2)GMV brand partners are brand partners that contributed to our GMV during the period.

GMYV is defined as (i) the full value of all purchases transacted and settled on stores operated by us (including,
prior to its closure in 2017, our Maikefeng marketplace but excluding stores for the operations of which we only
charge fixed fees) and (ii) the full value of purchases for which consumers have placed orders and paid deposits at
such stores and which have been settled offline. Our calculation of GMYV includes value added tax but excludes (i)
shipping charges, (ii) surcharges and other taxes, (iii) value of the goods that are returned and (iv) deposits for
purchases that have not been settled.

3)

(4)Distribution GMYV refers to the GMYV under the distribution business model.
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Non-distribution GMV refers to the GMV under the service fee business model and the consignment business
model.

&)

Average GMV per GMV brand partner is calculated by dividing GMV (excluding Maikefeng) by the average
number of GMV brand partners as of the beginning and end of the respective periods.

(6)

Our net revenues as a percentage of our GMV decreased from 30.1% in 2016 to 21.7% in 2017 and further to 18.3%
in 2018. Our net revenues as a percentage of our GMV in 2018 decreased due to increase in the proportion of revenues
generated from services. The trend of our net revenues as a percentage of our GMV in the future depends on the
relative proportion of services revenues and product sales revenue.

Operating expenses

Our operating expenses consist primarily of cost of products, fulfillment expenses, sales and marketing expenses,
technology and content expenses, and general and administrative expenses. The following table breaks down our total
operating expenses by these categories, by amounts and as percentages of total net revenues for each of the periods
presented.

For the Year Ended December 31,

2016 2017 2018

RMB % RMB % RMB %
Net revenues 3,390,275 100.0 4,148,808 100.0 5,393,037 100.0
Operating expenses
Cost of products (1,921,856) (56.7) (1,917,467) (46.2) (2,034,852) (37.7)
Fulfillment (540,857 ) (16.0) (818,173 ) (19.7) (1,262,302) (23.4)
Sales and marketing (658,819 ) (19.4) (910,843 ) (22.0) (1,338,970) (24.8)
Technology and content (95,638 ) (2.8 ) (140,689 ) (34 ) (268,973 ) (5.0 )
General and administrative (88,274 ) (2.6 ) (116,554 ) (2.8 ) (154,845 ) (2.9 )
Other operating expenses, net 5,235 0.2 11,250 0.3 22,678 0.4
Total operating expenses (3,300,209) (97.3) (3,892,476) (93.8) (5,037,264) (93.4)
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Cost of products is incurred under the distribution model. Cost of products consists of the purchase price of products
and inbound shipping charges, as well as inventory write-downs. Inbound shipping charges to receive products from
the suppliers are included in the inventories, and recognized as cost of products upon sale of the products to the
consumers. Our cost of products does not include other direct costs related to cost of product sales such as shipping
and handling expenses, payroll and benefits of staff, rental expenses of logistic centers and depreciation expenses.
Therefore our cost of products may not be comparable to other companies which include such expenses in their cost of
products.

Our fulfillment expenses primarily consist of (i) expenses charged by third-party couriers for dispatching and
delivering products to consumers, (ii) expenses incurred in operating our fulfillment and customer service center,
including personnel cost and expenses attributable to buying, receiving, inspecting and warehousing inventories,
retrieval, packaging and preparing customer orders for shipment, and store operations, (iii) rental expenses of leased
warehouses, and (iv) packaging material costs. We expect our fulfillment expenses to increase as we will hire
additional fulfillment personnel and lease more warehouses or cooperate with more warehouse operators to meet the
demand driven by the increase in GMV and the expansion of our fulfillment services. We plan to make our fulfillment
operations more efficient by setting up automated warehouse facilities to make full use of the available space and
improve the workflow efficiency.

Our sales and marketing expenses primarily consist of payroll, bonus and benefits of sales and marketing staff,
advertising costs, service fees paid to marketplaces, agency fees and costs for promotional materials. Our sales and
marketing expenses have increased in recent years primarily due to the growth of our sales and marketing team and an
expansion of our marketing efforts. We expect that our sales and marketing expenses will continue to increase due to
our increased sales volume contributed by our existing and new brand partners and as we devote further efforts to
expand digital marketing services for our brand partners and other customers and engage in additional advertising
activities to increase the GMV of stores operated by us.

Our technology and content expenses consist primarily of technology infrastructure expenses and payroll and related
expenses for employees in our technology and system department and innovation center, and editorial content
expenses. We expect spending in technology and content to increase over time as we add more experienced I'T
professionals and continue to invest in our technology platform to provide comprehensive services to brand partners.

Our general and administrative expenses consist primarily of payroll and related expenses for our management and
other employees involved in general corporate functions, office rentals, depreciation and amortization expenses
relating to property and equipment used in general and administrative functions, professional service and consulting
fees and other expenses incurred in connection with general corporate purposes. We expect our general and
administrative expenses to increase as we incur additional expenses in connection with the expansion of our business
and our operations, which include adding more staff to our general and administrative team.
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Taxation

Cayman Islands

We are not subject to income or capital gains tax under the current laws of the Cayman Islands. The Cayman Islands
does not impose a withholding tax on payments of dividends to shareholders.

Hong Kong

Our subsidiary incorporated in Hong Kong is subject to Hong Kong profit tax at a rate of 16.5% on its taxable income
generated from operations in Hong Kong. Hong Kong does not impose a withholding tax on dividends.

China

Generally, our subsidiaries and consolidated VIE in China are subject to enterprise income tax on their taxable income
in China at a statutory rate of 25%. Entities qualified as “high and new technology enterprises,” are entitled to a
preferential enterprise income tax rate of 15%. Our VIE, Shanghai Zunyi, qualified as a “high and new technology
enterprise” with a valid term of three years starting from 2017 and is therefore subject to a 15% preferential income tax
rate for 2017. For the years of 2018 and 2019, Shanghai Zunyi can continue to enjoy the 15% preferential income tax
rate subject to its satisfaction of certification criteria as a high and new technology enterprise. The enterprise income
tax is calculated based on the entity’s global income as determined under PRC tax laws and accounting standards.
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Before May 1, 2018, we are subject to VAT at a rate of 17% on product sales and 6% on our services, in each case
less any deductible VAT we have already paid or borne. On November 19, 2017, the State Council promulgated The
Decisions on Abolishing the Provisional Regulations of the PRC on Business Tax and Amending the Provisional
Regulations of the PRC on Value-added Tax, or Order 691. According to the VAT Law and Order 691, all enterprises
and individuals engaged in the sale of goods, the provision of processing, repair and replacement services, sales of
services, intangible assets, real property and the importation of goods within the territory of the PRC are the taxpayers
of VAT. The VAT tax rates generally applicable are simplified as 17%, 11%, 6% and 0%, and the VAT tax rate
applicable to the small-scale taxpayers is 3%. The Notice of the Ministry of Finance and the SAT on Adjusting
Value-added Tax Rates, or the Notice, was promulgated on April 4, 2018 and came into effect on May 1, 2018.
According to the Notice, the VAT tax rate of 17% and 11% are changed into 16% and 10%, respectively. In March
2019, the Ministry of Finance, the SAT and the General Administration of Customs jointly promulgated the
Announcement on the Policies for Furtherance of the Reform of Value-Added Tax, or the Announcement 39,
according to which: (i) for VAT taxable sales acts or importation of goods originally subject to VAT tax rates of 16%
and 10%, respectively, such tax rates shall be adjusted to 13% and 9%, respectively; (ii) for purchase of agricultural
products originally subject to deduction rate of 10%, such deduction rate shall be adjusted to 9%; (iii) for purchase of
agricultural products for the purpose of production and sales or consigned processing of goods subject to tax rate of
13%, such tax shall be calculated at the deduction rate of 10%; (iv) for exported goods and labor originally subject to
tax rate of 16% and export tax refund rate of 16%, the export tax refund rate shall be adjusted to 13%; and (v) for
exported goods and cross-border taxable acts originally subject to tax rate of 10% and export tax refund rate of 10%,
the export tax refund rate shall be adjusted to 9%. Announcement 39 will become effective on April 1, 2019, and shall
supersede then existing provisions which are inconsistent with Announcement 39. Therefore, after May 1, 2018, the
VAT tax rates of our PRC subsidiaries changed from 17% to 16% on product sales. VAT tax rate of our service
revenue remains to be the same as that before May 1, 2018, which is 6%. We are also subject to surcharges on VAT
payments in accordance with PRC law.

Dividends paid by our wholly foreign-owned subsidiaries in China to our intermediary holding companies in Hong
Kong will be subject to a withholding tax rate of 10%, unless the relevant Hong Kong entity satisfies all the
requirements under the Arrangement between the PRC and the Hong Kong Special Administrative Region on the
Avoidance of Double Taxation and Prevention of Fiscal Evasion with respect to Taxes on Income and Capital entered
into on August 21, 2006 and receives approval from the relevant tax authority. If the relevant Hong Kong entities
satisfy all the requirements under the tax arrangement and receives approval from the relevant tax authority, then the
dividends paid to the Hong Kong entities would be subject to withholding tax at the standard rate of 5%.

If our holding company in the Cayman Islands or any of our subsidiaries outside of China were deemed to be a

“resident enterprise” under the PRC Enterprise Income Tax Law, it would be subject to enterprise income tax on its
worldwide income at a rate of 25%. See “Item 3. Key Information—D. Risk Factors—Risks Related to Doing Business in
China—We may be treated as a resident enterprise for PRC tax purposes under the PRC Enterprise Income Tax Law,

and we may therefore be subject to PRC income tax on our global income.”

Critical Accounting Policies and Estimates
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We prepare our financial statements in conformity with U.S. GAAP, which requires us to make judgments, estimates
and assumptions. We continually evaluate these estimates and assumptions based on the most recently available
information, our own historical experiences and various other assumptions that we believe to be reasonable under the
circumstances. Since the use of estimates is an integral component of the financial reporting process, actual results
could differ from our expectations as a result of changes in our estimates. Some of our accounting policies require a
higher degree of judgment than others in their application and require us to make significant accounting estimates.

The selection of critical accounting policies, the judgments and other uncertainties affecting application of those
policies and the sensitivity of reported results to changes in conditions and assumptions are factors that should be
considered when reviewing our financial statements. We believe the following accounting policies involve the most
significant judgments and estimates used in the preparation of our financial statements.

Revenue Recognition

In May 2014, the FASB issued an accounting standards update Revenue from Contracts with Customers (ASC Topic
606) that changes the revenue recognition for companies that enter into contracts with customers to transfer goods or
services. The standard is a comprehensive new revenue recognition model that requires revenue to be recognized in a
manner depicting the transfer of goods or services to a customer at an amount that reflects the consideration expected
to be received in exchange for those goods or services. We adopted this standard on January 1, 2018 using a full
retrospective approach.
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The full retrospective method requires an entity to present financial statements for all periods as if the new revenue
standard had been applied to all prior periods. We concluded that the cumulative effect to the beginning balance of
shareholders’ equity as of January 1, 2016 by implementation of the ASC 606 is not significant while the balance sheet
presentation related to return allowance is retrospectively adjusted. With the adoption of ASC 606, we recognize
allowance for estimated sales returns on a gross basis rather than a net basis on the consolidated balance sheet. We
now record a right of return asset for products we expects to receive back from customers within other current assets
and a liability for refunds payable within accrued expenses and other current liabilities on our consolidated balance
sheet.

Our revenue recognition policies effective on the adoption date of ASC 606 are as follows:

We provide brand E-commerce solutions to our brand partners and the revenues are derived principally from product
sales and services.

Product Sales

We generate product sales revenues primarily through selling products on behalf of brand partners to consumers under
the distribution model. Under this model, we identified one performance obligation which is to sell goods selected and
purchased from our brand partners and/or their authorized distributors directly to customers through online stores it
operates. Revenue under the distribution model is recognized on a gross basis and presented as product sales on the
consolidated statements of operations, because (i) we rather than the brand partner, are primarily responsible for
fulfilling the promise to provide the specified good; (ii) we bear the physical and general inventory risk once the
products are delivered to our warehouse; (iii) we have discretion in establishing price.

Product sales, net of discounts, return allowances, value added tax and related surcharges are recognized at the point
in time when customers accept the products upon delivery. Revenues are measured as the amount of consideration we
expect to receive in exchange for transferring products to consumers. Return allowances, which reduce revenue, are
estimated utilizing the most likely amount method based on historical data we have maintained and its analysis of
returns by categories of products.

A majority of our customers make online payments through third-party payment platforms when they place orders on
websites of our online stores. The funds will not be released to us by these third-party payment platforms until the
customers accept the delivery of the products at which point we recognize sales of products. A portion of our
customers pay upon the receipt of products. Our delivery service providers collect the payments from our customers
for us. We record a receivable on the balance sheet with respect to cash held by third-party couriers.
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We utilize delivery service providers to deliver products to its consumers (“shipping activities”) but the delivery service
is not considered as a separate obligation as the shipping activities are performed before the consumers obtain control
of the products. Therefore, shipping activities are not considered a separate promised service to the consumers but
rather are activities to fulfill our promise to transfer the products and are recorded as fulfillment expenses.

Services

In some instances, we act as an agent to facilitate our brand partners’ online sales of their branded products, as we bear
no physical and general inventory risk and have no discretion in establishing price, we have determined that revenue
from our sales of products under these arrangements are service fees in nature.

We provide a variety of E-commerce services including IT solutions, online store operation, digital marketing,
customer service and warehousing and fulfillment sevices which brand partners may elect to use all or some of them
that best fit their needs. Each category of the service provided is considered as one performance obligation as they are
distinct from each other. Most of our service contracts including multiple performance obligations as they include
provision of a combination of various services based on our brand partner’s requirements. We charge brand partners a
combination of fix fees and/or variable fees based on the value of merchandise sold or other variable factors such as
number of orders fulfilled. The transaction price is allocated to each performance obligation using the relative
stand-alone selling price. We generally determine the stand-alone selling price based on the prices charged to
customers or expected cost plus margin.
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Revenue generated from some IT solutions such as one-time online store design and setup services is recognized at a
point in time when the services are rendered while, revenue generated from other services are recognized over the
period of time during the service term. We apply the practical expedient to recognize the services except for one-time
online store design and setup services in the amount to which we have a right to invoice on a monthly basis with a
credit period of one month to four months.

Revenue generated from these service arrangements is recognized on a gross basis and presented as services revenue
on the consolidated statements of operations.

All the costs that we incur in the provision of the above services are classified as operating expenses on our
consolidated statements of operations.

Contract balances

Timing of revenue recognition may differ from the timing of invoicing to customers. Accounts receivable represents
amounts invoiced and revenue recognized prior to invoicing when the Group has satisfied its performance obligation
and has the unconditional right to payment.

We sometimes receive advance payments from consumers before the service is rendered, which is recorded as
advance from customers included in the accrued expenses and other current liabilities on the consolidated balance
sheet.

Practical Expedients and Exemptions

We elect not to disclose the value of unsatisfied performance obligations for (i) contracts with an original expected
length of one year or less (ii) contracts for which we recognize revenue at the amount to which it has the right to
invoice for services performed and (iii) contracts with variable consideration related to wholly unsatisfied
performance obligations.

Inventories
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Inventories, consisting of products available for sale, are valued at the lower of cost or market. Cost of inventories is
determined using the weighted average cost method. This valuation requires us to make judgments, based on currently
available information, about the likely method of disposition, such as through sales to individual consumers or
liquidations in limited instances due to closure of online stores, and expected recoverable values of each disposition
category.

We adopt different strategies to deal with non-seasonal and seasonal demands. In addition, we actively track the sales
data and make timely adjustments to our procurement plan in order to minimize the chance of excess unsold
inventory. As a result, our obsolete inventory has not been significant. Our inventory provision is made for valuation
of inventory at the lower of cost or market value. In addition, we generally reserve for inventories on hand aging over
certain period of time. Inventory provisions charged to cost of products were RMB38.8 million, RMB42.3 million and
RMB38.7 million (US$5.6 million) for 2016, 2017 and 2018, respectively.

Share-Based Compensation

Our share-based payment transactions with our directors, employees and consultants are measured based on the grant
date fair value of the equity instrument we issued and recognized as compensation expense over the requisite service
period based on the straight-line method, with a corresponding impact reflected in additional paid-in capital.

Management is responsible for determining the fair value of options granted to our directors, employees and
consultants and considered a number of factors including valuations.

ASC 718 requires forfeitures to be estimated at the time of grant and revised, if necessary, in the subsequent period if
actual forfeitures differ from initial estimates. Forfeiture rates are estimated based on historical and future expectations
of employee turnover rates and are adjusted to reflect future changes in circumstances and facts, if any. Share-based
compensation expenses are recorded net of estimated forfeitures such that expense is recorded only for those
share-based awards that are expected to vest. To the extent we revise these estimates in the future, the share-based
payments could be materially impacted in the period of revision, as well as in following periods.
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Income Taxes

Current income taxes are provided on the basis of net income for financial reporting purposes, adjusted for income
and expense items which are not assessable or deductible for income tax purposes, in accordance with the regulations
of the relevant tax jurisdictions. We follow the liability method of accounting for income taxes.

Under this method, deferred tax assets and liabilities are determined based on the temporary differences between the
financial statements carrying amounts and tax bases of assets and liabilities by applying enacted statutory tax rates that
will be in effect in the period in which the temporary differences are expected to reverse. We record a valuation
allowance to offset deferred tax assets if based on the weight of available evidence, it is more likely than not that some
portion, or all, of the deferred tax assets will not be realized. The effect on deferred taxes of a change in tax rate is
recognized in our consolidated financial statements in the period of change.

In accordance with the provisions of ASC 740, we recognize in our financial statements the benefit of a tax position if
the tax position is “more likely than not” to prevail based on the facts and technical merits of the position. Tax positions
that meet the “more likely than not” recognition threshold are measured at the largest amount of tax benefit that has a
greater than fifty percent likelihood of being realized upon settlement. We estimate our liability for unrecognized tax
benefits which are periodically assessed and may be affected by changing interpretations of laws, rulings by tax
authorities, changes and/or developments with respect to tax audits, and expiration of the statute of limitations. The
ultimate outcome for a particular tax position may not be determined with certainty prior to the conclusion of a tax
audit and, in some cases, appeal or litigation process.

We consider positive and negative evidence when determining whether some portion or all of our deferred tax assets
will not be realized. This assessment considers, among other matters, the nature, frequency and severity of current and
cumulative losses, forecasts of future profitability, the duration of statutory carry-forward periods, our historical
results of operations, and our tax planning strategies. The ultimate realization of deferred tax assets is dependent upon
the generation of future taxable income during the periods in which those temporary differences become deductible.
Based upon the level of our historical taxable income and projections for future taxable income over the periods in
which the deferred tax assets are deductible, we believe it is more likely than not that we will not realize the deferred
tax assets resulted from the tax loss carried forward in the future periods.

The actual benefits ultimately realized may differ from our estimates. As each audit is concluded, adjustments, if any,
are recorded in our financial statements in the period in which the audit is concluded. Additionally, in future periods,
changes in facts, circumstances and new information may require us to adjust the recognition and measurement
estimates with regard to individual tax positions. Changes in recognition and measurement estimates are recognized in
the period in which the changes occur. As of December 31, 2016, 2017 and 2018, we did not have any significant
unrecognized uncertain tax positions.
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Intangible assets, net

Intangible assets mainly consist of trademark, internally developed soft