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Securities registered or to be registered pursuant to Section 12(b) of the Act.

Title of Each Class Name of each exchange on which registered

Common shares, $0.01 par value per share New York Stock Exchange
Securities registered pursuant to Section 12(g) of the Act.

None.

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

None.

As of December 31, 2017 there were 37,551,191 common shares of the registrant outstanding.

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act.    ☐  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     ☒  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.    ☒  Yes     ☐  No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted 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 and post such files).    ☒  Yes    ☐  No

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  ☐                 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.☐

† 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.
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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 Standards as issued

by the International Accounting Standards Board  ☐

Other  ☐

If “Other” has been checked, 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 Rule12b-2
of the Exchange Act).    ☐  Yes    ☒  No

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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NOTE REGARDING USE OF FORWARD LOOKING STATEMENTS

This Annual Report on Form 20-F (this “Report”) contains forward-looking statements. Words such as “aim”, “anticipate”,
“believe”, “consider”, “continue”, “estimate”, “expect”, “forecast”, “going forward”, “intend”, “plan”, “potential”, “predict”, “project”, “propose”,
“seek”, “can”, “could”, “may”, “might”, “will”, “would”, “shall”, “should”, and the negative forms of these words and other similar
expressions are intended to identify forward-looking statements. Forward-looking statements include information
concerning our possible or assumed future results of operations, business strategies, financing plans, competitive
position, industry environment, potential growth opportunities, and the effects of future regulation and the effects of
competition. We have based these forward-looking statements largely on our current beliefs, expectations and
projections about future events and financial trends affecting our business. These statements are subject to many
important factors, certain risks and uncertainties that could cause actual results to differ materially from those
anticipated in the forward-looking statements. Factors that might cause such a difference include, but are not limited
to those discussed in the section entitled “Risk Factors” under ITEM 3. Key Information.

You should not place undue reliance on forward-looking statements, which reflect management’s view only as of the
date of this Report. The Company undertakes no duty to update any forward-looking statement to conform the
statement to actual results or changes in management’s expectations. You should also carefully review the risk factors
described in other documents the Company files from time to time with the U.S. Securities and Exchange
Commission, which we refer to in this Report as the SEC.

FINANCIAL STATEMENTS AND CURRENCY PRESENTATION

The Company prepares its consolidated financial statements in accordance with accounting principles generally
accepted in the United States of America and publishes its financial statements in United States dollars.

INTRODUCTION

Except where the context otherwise requires and for purposes of this Report only:

•“we”, “us”, “our company”, “our”, the “Company” and “Nam Tai” refer to Nam Tai Property Inc. and, in the context of describing
our operations, also include our PRC operating companies;
•“Board” and “Board of Directors” refers to the board of directors of our Company;
•“shares” refer to our common shares, $0.01 par value;
•“China” or “PRC” refers to the People’s Republic of China, excluding Taiwan, Hong Kong and Macao;
•“Taiwan” refers to the Taiwan province of the People’s Republic of China;
•“Hong Kong” refers to the Hong Kong Special Administrative Region of the People’s Republic of China and “HK$”
refers to the legal currency of Hong Kong;
•“Macao” refers to the Macao Special Administrative Region of the People’s Republic of China; and
•all references to “Renminbi”, “RMB” or “yuan” are to the legal currency of China; all references to “U.S. dollars”, “US$” or “$”
are to the legal currency of the United States.

1
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PART I

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISORS
Not applicable to Nam Tai.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE
Not applicable to Nam Tai.

ITEM 3. KEY INFORMATION
Our historical consolidated financial statements are prepared in accordance with generally accepted accounting
principles in the United States, or U.S. GAAP, and are presented in U.S. dollars. The following selected consolidated
statements of income data for each of the three years in the period ended December 31, 2017 and the consolidated
balance sheets data as of December 31, 2016 and 2017 are derived from our consolidated financial statements and
notes thereto included in this Report. The selected consolidated statements of comprehensive income data for each of
the two-year periods ended December 31, 2013 and 2014 and the consolidated balance sheets data as of December 31,
2013, 2014 and 2015 were derived from our audited financial statements, which are not included in this Report. The
following data should be read in conjunction with the Section of the Report entitled ITEM 5. Operating and Financial
Review and Prospects and our consolidated financial statements including the related footnotes which are included in
the F pages of this Report immediately following page 76.

2
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Selected Financial Information

Year ended December 31,
Consolidated statements of comprehensive income data(1): 2013 2014 2015 2016 2017

(in thousands, except per share data)
Operation income $136 $2,341 $2,978 $2,508 $1,851
Operation expenses (68 ) (1,073 ) (1,949 ) (740 ) —
Net operation income 68 1,268 1,029 1,768 1,851
Cost and expenses:
General and administrative expenses (7,465 ) (13,417 ) (13,862 ) (8,359 ) (9,450 )
Operating loss (7,397 ) (12,149 ) (12,833 ) (6,591 ) (7,599 )
Other income (expenses), net 1,377 (22,551 ) (8,019 ) (8,497 ) 8,495
Interest income 4,939 9,173 8,054 5,554 7,621
Interest expenses — (61 ) (360 ) — —
Write off of demolished building — — — — (4,573 )
(Loss) income before income tax (1,081 ) (25,588 ) (13,158 ) (9,534 ) 3,944
Income tax recovery 1,378 — — — —
Consolidated net income (loss) 297 (25,588 ) (13,158 ) (9,534 ) 3,944
Other comprehensive income
Foreign currency translation adjustment — — (4,417 ) (7,736 ) 6,311
Consolidated comprehensive income (loss) 297 (25,588 ) (17,575 ) (17,270 ) 10,255
Earnings per share:
Basic net earnings (loss) per share $0.01 $(0.58 ) $(0.32 ) $(0.26 ) $0.11
Diluted net earnings (loss) per share $0.01 $(0.58 ) $(0.32 ) $(0.26 ) $0.11

Consolidated balance sheet data: 2013 2014 2015 2016 2017
(in thousands, except per share data)

Cash and cash equivalents 68,707 212,760 157,371 94,558 165,173
Short term investments 201,565 85,295 49,983 89,624 —
Working capital(2) 316,478 280,159 226,568 194,731 152,554
Land use rights, property, plant and equipment, net

   and real estate properties under development, net 41,818 35,590 38,884 41,514 89,436
Total assets 494,419 367,753 271,480 248,801 262,077
Short term debts — 40,000 — — —
Total shareholders’ equity 363,390 316,952 265,565 236,346 244,358
Common shares 453 426 367 364 376
Total dividend per share(3) 0.08 0.08 0.08 0.28 0.28
Total number of common shares issued 45,273 42,618 36,700 36,447 37,551

Notes:

(1) The Company’s consolidated statements of comprehensive income for 2013 have been adjusted according
to the reclassified profit and loss resulting from discontinued operations.

(2)Working Capital represents the excess of current assets over current liabilities.
(3)

Edgar Filing: NAM TAI PROPERTY INC. - Form 20-F

9



For 2013, 2014, 2015, 2016 and 2017, the Company declared a dividend payable quarterly in 2014, 2015, 2016,
2017 and 2018, respectively. See the table entitled “Dividends declared for 2018” in ITEM 8. Financial Information –
Dividends on page 62 of this Report for the schedule of dividend payments for 2018.

Risk Factors

We may from time to time make written or oral forward-looking statements. Written forward-looking statements may
appear in this document and other documents filed with the SEC, in press releases, in reports to shareholders, on our
website, and other documents. The Private Securities Reform Act of 1995 contains a safe harbor for forward-looking
statements on which the Company relies in making such disclosures. In connection with this “safe harbor”, we are
hereby identifying important factors that could cause actual results to differ materially from those contained in any
forward-looking statements made by us or on our behalf. Any such statements are qualified by reference to the
following cautionary statements.

3
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You should carefully consider each of the following risks and uncertainties associated with our company and the
ownership of our securities. You should pay particular attention to the fact that we conduct substantially all of our
operations in China and are governed by a legal and regulatory environment that differs significantly from that of the
United States. Additional risks referred to elsewhere in this annual report, and other risks which are not currently
known to us or that we currently deem immaterial may also have a material adverse impact on our business operations
and financial condition.

Risks Related to Our Business

We might not regain profitability for several years, if ever.

We are owner and developer of research and development parks. In April 2014, we ceased our core liquid crystal
display modules (LCM) production business, changed our company name from Nam Tai Electronics, Inc. to Nam Tai
Property Inc. and switched our business focus to the redevelopment of two parcels of land in Shenzhen, China, which
formerly housed our manufacturing facilities, into high-end research and development complexes. We have named
these property development projects in Guangming and Gushu, Shenzhen, “Nam Tai Inno Park” and “Nam Tai Inno City”,
respectively. Upon the completion of the development, we will be the landlord and manager of these research and
development complexes, and our core business will then become property development and management. During this
development transition period, all overhead expenses, development costs and dividend distributions will be funded
from our interest income and rental income together with our cash on hand and bank facilities. Subsequently, we
believe that we will derive our principal income in the future from the rental income generated through these
commercial complexes. As each of these projects may take around four to seven years to complete and we have no
other source of significant income during this period, we do not anticipate that we will be profitable until at least the
completion of these two projects.

We might not be able to carry all of our operating losses forward.

Our operating activities in the short term will consist principally of capitalized project investments. While certain
operating losses may be carried forward as tax credits in future years; if there are changes in the relevant PRC tax
policy with respect to the real estate industry, our forecasted profits in the future may also be affected.

Our business is largely affected by the general level of activity and growth in Shenzhen, China.

We mainly operate in the city of Shenzhen, China, and as a result, the continuous growth and development of
Shenzhen and the surrounding Pearl River Delta are paramount to our business and future prospects. The
infrastructure development of Shenzhen city is implemented in accordance with a city development plan that is
subject to change from time to time. We have little or no influence over the development plan of the area. We cannot
assure you that the infrastructure development plan will be effectively carried out as contemplated, or that the vision
of Shenzhen city as the next technological development center in China will eventually be realized. Completion of the
ongoing public transport infrastructure projects expected to benefit the development of Shenzhen city may be
substantially delayed, or future planned infrastructure projects may be postponed indefinitely or cancelled. We cannot
assure you that the drivers expected to facilitate Shenzhen’s development and also underlie our business strategies may
eventually materialize, such as the continuous growth of the research and development business that is expected to
increase the demand for our space, once operational. Many other factors can also affect the development of Shenzhen,
including the state of the national and regional economies in China, changes in government policies leading to
changes in market conditions, and political and social developments that may translate into project execution
difficulties. In the event that our Nam Tai Inno Park and Nam Tai Inno City projects do not develop as we planned
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and envisioned, there will be material and adverse effect on our business and prospects.

A slow-down of economic growth in China may adversely affect our growth and financial performance.

Our business is sensitive to the current China economic downturn. In recent years, the PRC economy has seen a
slowdown related to the international financial crisis in 2008, and a slower growth since then. For 2018, China’s
economic conditions remain uncertain and unpredictable. With the government lowering economic growth targets,
there are forecasts predicting a further significant slowdown.

The PRC economy also faces challenges in the short to medium term. Continued turbulence in the international
markets and prolonged declines in consumer spending as well as the slowdown of economic growth in China may
adversely affect our liquidity and financial condition, and significantly affect the demand for our commercial and
residential units. A widespread change in spending habits may also lead to tighter credit markets, drops in business
and consumer confidence and dramatic changes in business and consumer behaviors. In response to the perceived
uncertainty in China’s economic conditions, commercial tenants could delay,

4
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reduce or cancel rental of office space, and homebuyers could also defer, reduce or cancel purchases of residential
units, and thereby adversely affect our results of operations.

Our income will continue to drop due to the decrease in interest income from our deposits as well as the cessation of
rental income upon expiration of the lease agreement that rented out our Gushu property in October 2017.

We currently derive a majority of our income from interest and rental income. The rates of interest receivable on our
PRC time deposits are adjustable based on the range of 0% to 43% of the People’s Bank of China (PBOC) benchmark
rate, which fluctuates from time to time. The PBOC benchmark rate for a seven days’ notice deposit was 1.35% as of
December 31, 2017. As of December 31, 2017, the principal amount of our aggregate outstanding time deposits was
$166.1 million. A hypothetical 1% decrease in annual interest rates would decrease our interest income by $1.7
million based on our deposit level at December 31, 2017. Since 2017, we have seen a stabilizing trend for the
benchmark interest rates in China. However, due to the current economic conditions in China, we expect the PBOC to
keep Renminbi-denominated official time deposit interest rates in China at a low level throughout 2018, which in turn
would keep our interest income low. This lower interest rate environment will be compounded as a result of our rental
income ceasing following the expiration of the lease agreement in October 2017 that rented out our existing
manufacturing facilities of approximately 48,422 square meters in Gushu, Shenzhen. We will continue to expect
operating losses in 2018 and beyond.

We may encounter difficulties in transforming our core business, which could adversely affect our growth and
business prospects.

We are a property development and management company located in Shenzhen, China. Prior to becoming a property
development and management company, we were an electronic manufacturing service (EMS) company. In April
2014, we ceased our LCM manufacturing business and switched our business focus to the redevelopment of two
parcels of land in Gushu and Guangming, Shenzhen, China, which formerly housed our manufacturing facilities into
high-end commercial complexes designated as “Nam Tai Inno City” and “Nam Tai Inno Park”, respectively.

We cannot assure you that we will be able to obtain all requisite permits and approvals from relevant government
authorities in relation to the redevelopment of the land, or to successfully redevelop the two parcels of land. The
development of these real estate projects is subject to significant risks and uncertainties, including, without limitation,
the following:

•we do not currently have strong brand recognition or relationships in the real estate development and management
business;
•we may not be able to obtain all requisite permits and approvals from relevant government authorities in relation to
the redevelopment of the land, or to successfully redevelop the two parcels of land for our property development
projects in a timely manner or at all;
•we face intense competition from real estate developers that have been operating in this business for years;
•our experience and expertise gained from our EMS business may not be highly relevant or applicable to the real
estate development and management business; and
•we may not be able to generate enough revenues to offset our costs in our real estate development and management
business.

If we are not successful in the development of our two property development projects, our growth, business, financial
condition and results of operations could be adversely affected.

We have a comparatively limited track record in the real estate development business and cannot guarantee our
continued success.
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In contrast to our 30 years of experience in the electronic manufacturing industry, we entered the real estate
development business relatively recently. Nam Tai Inno Park and Nam Tai Inno City represent our first two projects.
Given that the real estate development business in China is highly competitive and dominated by several large,
experienced real estate developers, our limited track record may impact our ability to continue our real estate
development business successfully. In addition, the success of our real estate development business will depend upon
our ability to:

• complete construction of our self-developed properties on time and within estimated
budgets;

•obtain, on a timely basis, all approvals necessary to develop and operate our properties;
•develop properties in locations that are desirable to prospective tenants;

5
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•accurately anticipate the requirements of prospective tenants; and;
•respond to dynamic market conditions.

Our ability to manage these risks will directly impact the success of our real estate development business and, our
failure to do so could adversely impact our overall financial condition, results and cash flows.

Our margins may be affected by increases in our operating and other expenses.

Our operations may be subject to increases in operating and other expenses due to a number of factors including, but
not limited to, any of the following:

•increases in raw material prices;
•increases in labor costs;
•increases in construction costs;
•increases in the rate of inflation;
•changes in laws, regulations or government policies that increase the cost of compliance with such laws, regulations
or policies;
•increases in insurance premiums;
•increases in customs duties, business taxes, property taxes and other statutory changes;
•adverse changes in the cost of existing and future debt financing; and
•other unanticipated circumstances or cost increases.

Any increase in the above operating and other expenses would have an adverse effect on our cash flows. Furthermore,
any sustained increases in our operating and other expenses could result in all or a portion of our operations becoming
unprofitable, thereby resulting in an adverse effect on our business, financial condition and results of operation.

Our timely and cost-effective development of projects is dependent on various factors outside of our control.

Our future financial performance may be significantly affected by factors outside of our control that limit our ability
to successfully finance and complete current and future projects, including construction and real estate development
projects, in a cost-effective manner. We may invest significant resources in a project that might not be commercially
viable due to changes in government policies. We might not obtain governmental approvals and permits within the
necessary time limits, and projects might not be completed on schedule and within budget. Project development and
construction may also be adversely affected by many other factors, including shortages of materials, machinery
malfunction, labor disputes involving us or our subcontractors, construction accidents, adverse weather conditions,
RMB value depreciation, natural disasters, changes in laws, government policies or priorities and other unforeseen
problems or circumstances that we might not have control over. Any of these factors could result in planned projects
being delayed or cancelled or current projects being delayed or incurring cost overruns, which may adversely affect
our margins. This may also result in sales and resulting profits from a particular development not being recognized in
the year originally expected, which could adversely affect our results of operations for that year. Further, our failure to
complete the construction of a project in accordance with the planned specifications or on schedule may result in
contractual liabilities to purchasers and lower returns. The occurrence of any such events may adversely affect our
business, financial condition and results of operations.

We may not have adequate financing, whether through bank loans or other arrangements, to fund our currently
planned or future property developments, and such capital resources may not be available on commercially reasonable
terms, or at all.

Property development is capital intensive and we require significant capital resources to fund our existing and future
construction and real estate development activities. Our ability to finance our capital expenditure plans is subject to a
number of risks, contingencies and other factors, some of which are beyond our control. To the extent that our funding
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requirements exceed our financial resources, we may be required to seek additional debt or equity financing or to
defer planned expenditures. As of December 31, 2017, we have a total cash balance of $165.2 million and no debt. We
plan to finance our property developments using our interest income together with our cash on hand and bank
facilities. With our current cash position, we believe our financial position remains sufficient to fund the initial stages
of these property development projects through 2018. While our cash on hand is expected to drop continuously, most
of the expenses to be incurred are expected to be for project development, which will be capitalized as real estate
properties under development (non-current asset) on our balance sheet. To address any potential shortage of funds
beyond 2018, we

6
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will consider utilizing banking facilities or issuing debt securities to raise funds. We cannot assure you that banks or
other lenders will grant us sufficient financing in the future on favorable terms or at all. There are certain PRC laws
and regulations that not only govern financing policies of PRC financial institutions with respect to the property
development sector but impose more stringent requirements on banks in terms of providing loans to property
development enterprises, and it is possible that the PRC government may decide to further tighten such restrictions.
These property-related financing policies may limit our ability and flexibility to use bank borrowings to finance our
property development projects, thereby causing us to maintain a relatively higher level of internally generated cash to
serve our funding needs. If our financing measures are not successful, we may face liquidity and other financial risks,
which could materially impair any property development efforts.

Furthermore, any adverse developments in the international equity capital or credit markets could be a barrier for us to
raise additional financing and could increase the overall cost of our funds. We may also require additional financing to
fund day-to-day operations and debt service payments. Additional financing, when needed, might not be available on
acceptable terms, or at all. Our incurrence of additional debt would result in increased debt service obligations and
could result in additional operating and financing covenants, or liens on our assets that may restrict our operations.
Without the required financing, we might not be able to continue our operations, implement our planned projects, hire,
train and retain employees or respond to competitive pressures. The lack of adequate funding facilities on acceptable
terms, or at all, may adversely affect our ability to fund the development and expansion of our business. Our inability
to obtain sufficient funding to support our operations or development strategies could have an adverse effect on our
business, financial condition and results of operations.

We may fail to obtain, or experience material delays in obtaining, requisite licenses, certificates, permits or
governmental approvals for our property developments, and as a result our development plans, business, results of
operations and financial condition may be materially and adversely affected.

As owner/developer, we face various execution risks that may adversely affect our revenue and operations. Property
development in the PRC is heavily regulated, long and complicated process, generally requiring large amounts of
capital and involving numerous parties, including designers, construction material suppliers, contractors, developers
and individual consumers. Property developers in China must abide by various laws and regulations, including
implementation rules promulgated by local governments to enforce these laws and regulations. At various stages of
our property development projects, we are required to obtain and maintain certain licenses, certificates, permits and
governmental approvals, including, but not limited to, qualification certificates, land use rights certificates, land use
permits, construction planning permits, construction permits, pre-sale permits, construction acceptance certificates and
property ownership certificates. Before the government authorities issue any license, certificate or permit, we must
also satisfy specific conditions and requirements. We cannot assure you that we will not encounter other material
delays or difficulties in fulfilling the necessary conditions to obtain all necessary licenses, certificates or permits for
our property developments in a timely manner, or at all, in the future. The progress and costs of a property
development project can also be adversely affected by many factors beyond delays in obtaining necessary licenses,
permits, certificates or approvals from government agencies or authorities, including shortages of materials,
equipment, contractors and skilled labor, labor disputes, construction accidents, natural catastrophes, adverse weather
conditions, and changes in government policies. Construction delays, cost overruns, or failure to complete and deliver
a property development project on schedule and in accordance with specifications due to any or all of the above
factors may affect our business, financial condition and results of operations and may also cause reputational damage.
Also, we might not be able to adapt to new PRC land policies that may come into effect from time to time with respect
to the property development industry. Any failure to obtain the necessary licenses, certificates, permits and approvals
may result in us not being able to continue with our development plans, which may then materially adversely affect
our business, results of operations and financial condition. There can be no assurance that we will not experience any
significant delays in completion or delivery of any of our property development projects, or that we will not be subject
to any contractual liabilities for any such delays. Moreover, if the design or construction of a property development
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fails to meet applicable requirements, our revenues could be adversely affected. Claims that we have failed to produce
property developments of sufficient quality could result in our involvement in legal disputes, which in turn could have
an adverse effect on our business and results of operation.

We may be unable to complete our property developments on time or at all.

The progress and costs for a development project can be adversely affected by many factors, including, without
limitation:

•delays in obtaining necessary licenses, certificates, permits or approvals from government agencies or authorities;
•shortage of materials, equipment, contractors and skilled labor or increased labor or raw material costs;
•failure by our third-party contractors to comply with our designs, specifications or standards;
•onsite labor disputes or work accidents; and
•natural catastrophes or adverse weather conditions, including strong winds, storms, floods, and earthquakes.

7
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Any construction delays, or failure to complete a project according to our planned specifications or budget, may delay
our property leasing timetable, which could adversely affect our revenues, cash flows and our reputation. We may also
be penalized if we fail to complete our projects on time as agreed with the local planning activities.

Increases in the price of raw materials or labor costs and the fluctuation of real estate prices in China, generally, and in
Shenzhen, particularly, may increase our cost of sales and reduce our revenues and earnings.

We depend on our suppliers to provide us with sufficient quantities of raw materials such as steel, cement, sand,
ballast and timber at acceptable prices and in a timely manner. As we are a new comer to the real estate development
industry, we do not have long-term relationships with these suppliers and typically engage them only on a per project
basis. Our project-specific supply contracts usually last only as long as the life of the individual project and we have
not identified any other project for development beyond Nam Tai Inno Park and Nam Tai Inno City. As such, during
times of short supply or price hikes, we may have to pay significantly higher prices to obtain sufficient raw materials
or locate alternative suppliers. We have not entered into any raw materials hedging contracts. We also need raw
materials of acceptable quality to maintain the quality of our work. Any failure to obtain adequate raw materials, or
failure to do so on commercially acceptable terms and in a timely manner, could interfere with our operations and
adversely affect the results of our operations. Our future revenues and earnings from leasing or selling properties are
subject to the fluctuation of the real estate prices in China, particularly in Shenzhen. We may encounter substantial
cost increases, cost overruns or delays in connection with the future development of our projects.

Our construction business, financial condition and results of operations may be affected by adverse weather conditions
and natural disasters.

Adverse weather conditions, such as typhoons, flooding and heavy or sustained rainfall and natural disasters such as
earthquakes, landslides or mudslides, may prevent us from conducting our construction activities or otherwise affect
our productivity, preventing us from completing our project development on schedule, delaying our receipt of
payment and possibly causing us to incur increased operating expenses. Unusually severe, intense or non-seasonal
weather conditions could therefore have an adverse effect on our business, financial condition and results of
operations.

We face competition from developers in close proximity.

As we seek to grow our real estate portfolio by developing more of our own projects, including Nam Tai Inno Park
and Nam Tai Inno City, income from these projects will become an increasingly important contributor to our revenue
going forward. The success of our sales and leasing strategies for our properties, however, is not assured. An increase
in the number of competing properties by developers in close proximity could increase competition for purchasers and
tenants, and force us to reduce rent or sale prices or incur additional costs to make our properties more attractive.
Moreover, competition among real estate developers may result in an increase in costs or a shortage of raw materials,
an oversupply of properties, an inability to sell such properties, or an increase in administrative costs for hiring or
retaining qualified personnel, any of which may adversely affect our business, financial condition and results of
operations. If we cannot remain competitive against other property developers in the areas in which our properties are
situated, our profitability and prospects could be adversely affected.

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

Some of our current and future competitors have competitive advantages over us, including more well-known brands,
new and different business models, lower cost, larger customer bases, more experience in real estate development and
greater financial, marketing, technology, human resources, and other expertise and resources. We cannot assure that
we will always be able to successfully compete against our current or future competitors. If we are unable to compete
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successfully with our current or future competitors, our business, financial condition and results of operations could be
adversely affected.

The appraised values of our properties may be different from the actual realizable value and are subject to change.

The appraised values of our properties made available by us on our website were prepared by Savills, Cushman &
Wakefield and Jones Lang LaSalle as real estate feasibility studies that are based on multiple assumptions containing
elements of subjectivity and uncertainty, including, among other things, that:

•we will complete development projects on time;
•we have obtained or will obtain on a timely basis all approvals from regulators necessary for the development of the
projects; and
•we have obtained valid land titles to the development projects.

8
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As a result, the appraised values of our properties may differ materially from the price we could receive in an actual
lease or sale of the properties in the market and should not be taken as their actual realizable value or a forecast of
their realizable value. Unforeseeable changes to our development of the property projects, as well as national and local
economic conditions, may affect the value of our properties. In particular, the valuation of our properties could
stagnate or even decrease if the market for comparable properties in Shenzhen, China experiences a downturn whether
as a result of Government policies directed to the property sector or otherwise.

Information contained in or that can be accessed through the website mentioned in this Report does not form part of
this Report.

We may be required to write down our long-lived assets, which could result in a significant impairment charge that
would adversely affect our operating results.

As of December 31, 2017, we had $89.4 million in long-lived assets on our balance sheet. In 2017, we also wrote
down the demolished buildings on the site of Nam Tai Inno City – Phase I by $4.6 million. The valuation of our
long-lived assets requires us to make assumptions about future interest income. Our assumptions are used to forecast
future undiscounted cash flows. Given the current economic environment, uncertainties regarding the duration and
severity of these conditions, forecasting future business is difficult and subject to modification. If actual market
conditions differ or our forecasts change, we may be required to reassess long-lived assets and we may have to record
an impairment charge. Any impairment charge relating to long-lived assets would have the effect of decreasing our
earnings or increasing our losses in such period. If we are required to take a substantial impairment charge, our
operating results could be materially adversely affected in the periods and year in which the charge is incurred.

We rely on third-party contractors.

Substantially all of our project construction and related work are outsourced to third-party contractors. We are
exposed to risks that the performance of our contractors may not meet our level of standards or specifications.
Negligence, delay or poor work quality by contractors may result in defects in our buildings or residential units, which
could in turn cause us to suffer financial losses, harm our reputation or expose us to third-party claims. If the
performance of any third party contractor is not satisfactory or is delayed, we may need to replace such contractor or
take other actions to remedy the situation, which could adversely affect the cost and construction progress of our
projects. Moreover, the completion of our property developments may be delayed. Although our construction and
other contracts contain provisions designed to protect us, we may be unable to successfully enforce these rights and,
even if we are able to successfully enforce these rights, the third-party contractors may not have sufficient financial
resources to compensate us. Moreover, the contractors may undertake projects from other property developers engage
in risky undertakings or encounter financial or other difficulties, such as supply shortages, labor disputes or work
accidents, which may cause delays in the completion of our property projects or increases in our costs.

Injury or damages to third parties may arise from construction accidents.

Risk related to injuries or damages to third parties arising from construction accidents is inherent in our business. As a
policy, we require and uphold high construction safety standards within our project construction teams, in line with
those set by reputable industry organizations in China. We also hold ourselves to the highest applicable safety
standards and ensure all of our personnel, and require all of our subcontractors’ personnel to, comply with such safety
standards through consistent training, supervision and monitoring. Notwithstanding the foregoing, third parties may
claim for damages from us in the event of accidents during construction, resulting in higher costs of construction. We
cannot assure you that such injuries or damages to third parties and subsequent claim for damages would not occur.
Although we require our subcontractors to comply with our safety and health policies in our contracts, we cannot
assure you that our subcontractors will adhere to these safety provisions at all times. We may also be subject to claims
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from customers or other third parties, resulting from the subsequent use of facilities and products we have constructed.
If we fail to adequately protect ourselves or third parties against these potential liabilities, we could incur substantial
costs, which could have an adverse effect on our business, financial condition and results of operations. Furthermore,
any harm caused to third parties due to our operations could damage our reputation and relationship with regulators
and other customers, which may hinder our chances to win tenders for new projects.

We are subject to potential environmental liability.

We are subject to a variety of laws and regulations concerning the protection of health and the environment. The
particular environmental laws and regulations that apply to any given development site vary significantly according to
the site’s location and environmental condition, the present and former uses of the site and the nature of the adjoining
properties. Environmental laws and conditions may result in delays, may cause us to incur substantial compliance and
other costs and can prohibit or severely restrict project development activity in environmentally-sensitive regions or
areas. Although we have received environmental assessments by the local PRC environmental to proceed with our
projects, it is possible that these reviews did not reveal all environmental liabilities.

9
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We also cannot assure you that the PRC government will not change the existing laws and regulations or impose
additional or stricter laws or regulations, the compliance of which may cause us to incur significant capital
expenditure.

The property development business is subject to claims under statutory quality warranties.

Under PRC law, all property developers in the PRC must provide certain quality warranties for the properties they
construct or sell. We will be required to provide these warranties to our tenants and customers. Generally, we receive
quality warranties from our third-party contractors with respect to our property projects. If a significant number of
claims were brought against us under our warranties and if we were unable to obtain reimbursement for such claims
from third-party contractors in a timely manner or at all, or if the money retained by us to cover our payment
obligations under the quality warranties was not sufficient, we could incur significant expenses to resolve such claims
or face delays in remedying the related defects, which could in turn harm our reputation, and materially adversely
affect our business, financial condition and results of operations.

Damage to or other potential losses involving, our assets and business may not be covered by insurance

We face risks in our transition to the property development and management business. We maintain comprehensive
property and liability insurance policies with coverage features and insured limits that we believe are consistent with
market practice in the real estate industry in Shenzhen, China. Nonetheless, the scope of insurance coverage that we
can obtain, or our ability to obtain such coverage at commercially reasonable rates, may be limited. In addition, our
contractors may not be sufficiently insured themselves or have the financial ability to absorb any losses that arise with
respect to our projects or pay our claims. Moreover, there are certain types of losses, which are currently uninsurable
in China. While we believe that our practice is in line with the general practice in the PRC property development
industry, there may be instances when we will have to internalize losses, damages and liabilities because of the lack of
insurance coverage, which may in turn adversely affect our financial condition and results of operations. Furthermore,
we generally do not maintain any business disruption insurance policies. As such, certain types of losses, generally of
an unforeseen or catastrophic nature, such as fires, natural disasters, terrorist acts, the outbreak of infectious disease or
any resulting losses causing disruptions to our business operations, may be uninsurable, or the required insurance
premiums may be too expensive to justify obtaining insurance. In the event of a substantial loss, the insurance
coverage we carry may not cover our damages, or be sufficient to pay the full market value or the replacement cost of
our lost investment.

If we suffer any uninsured losses, damages or liabilities in the course of our business operations, we may not have
sufficient funds to cover any such losses, damages or liabilities. Accordingly, we could lose some or all of the capital
we have invested in a building or piece of land, as well as the anticipated future revenue from that building or piece of
land. To the extent that we suffer losses or damages as a result of a risk for which we do not maintain insurance, or
which is not covered by our insurance policies, or where the cost of the losses or damages exceeds our insurance
coverage, we will have to bear such costs, which could have a material adverse effect on our business, financial results
of operations and condition.

We face litigation risks and regulatory disputes in the course of our business.

In the ordinary course of our business, claims and disputes involving project owners, customers, labor subcontractors,
suppliers, business partners and regulatory authorities may be brought against us and by us in connection with our
contracts or business. Claims may be brought against us for alleged defective or incomplete work, liabilities for
defective products, related personal injuries and death, damage to or destruction of property, breaches of warranty and
late completion of the project, as well as claims relating to taxes, among others. Such claims can involve actual
damages and liquidated damages. If found to be liable, we would have to incur a charge against earnings to the extent
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a reserve had not been established for the matter in our accounts, or to the extent the claims were not sufficiently
covered by our insurance. Claims between us and our labor subcontractors and vendors may include claims similar to
those described above. We may also engage in disputes with regulatory authorities on tax-related matters in
connection with our business and operations. Both claims brought against us and by us, if not resolved through
negotiation, are often subject to lengthy and expensive litigation or arbitration proceedings such that the amounts
ultimately realized from claims by us could differ from the balances included in our consolidated financial statements.
Such claims could therefore have an adverse impact on our business, financial condition and results of operations.

Certain information contained herein is derived from unofficial publications.

Certain information in this Report relating to the growth of the Shenzhen city, including statistics relating to the
growth of its GDP and industry sectors, is derived from various government publications. Such information may not
be consistent with those prepared by other independent market research within or outside of the mainland China. Such
information also has not been independently verified by us.

10
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The PRC legal system has inherent uncertainties that could materially and adversely impact our ability to enforce the
agreements governing our properties and their development and to do business.

We occupy our former manufacturing facilities under China land use agreements with agencies of the PRC
government. Our operations depend on our relationship with the local governments in the regions which our facilities
are located. Our operations and prospects could be materially and adversely affected by the failure of the local
government to honor these agreements or an adverse change in the law governing them. In the event of a dispute,
enforcement of these agreements could be difficult in China. Unlike the United States, China has a civil law system
based on written statutes in which judicial decisions have limited precedential value. The PRC government has
enacted laws and regulations dealing with economic matters such as corporate organization and governance, foreign
investment, commerce, taxation and trade. However, its experience in implementing, interpreting and enforcing these
laws and regulations is limited, and our ability to enforce commercial claims or to resolve commercial disputes in
China is unpredictable. These matters may be subject to the exercise of considerable discretion by agencies of the
PRC government, and forces and factors unrelated to the legal merits of a particular matter or dispute may influence
their determination.

Changes to PRC tax laws and heightened efforts by the PRC tax authorities to increase revenues have subjected us to
greater taxes.

Under PRC law before 2008, we were afforded a number of tax concessions by, and tax refunds from, PRC tax
authorities on a substantial portion of our operations in China by reinvesting all or part of the profits attributable to our
PRC manufacturing operations. However, on March 16, 2007, the PRC government enacted a unified enterprise
income tax law or EIT, which became effective on January 1, 2008. Prior to the EIT, as a foreign invested enterprise,
or “FIE”, located in Shenzhen, China, our PRC subsidiaries enjoyed a national income tax rate of 15% and were
exempted from the 3% local income tax. The preferential tax treatment given to our subsidiaries in the PRC as a result
of reinvesting their profits earned in previous years in the PRC also expired on January 1, 2008. Under the EIT, most
domestic enterprises and FIEs are subject to a single PRC enterprise income tax rate of 25% from 2012 onwards. For
information on the EIT rates as announced by the PRC’s State Council for the transition period until year 2013, please
see the table in ITEM 5. Operating and Financial Review and Prospects on page 40 of this Report.

We base our tax position upon the anticipated nature and conduct of our business and upon our understanding of the
tax laws of the various administrative regions and countries in which we have assets or conduct activities; however,
our tax position is subject to review and possible challenge by taxing authorities and to possible changes in law, which
may have retroactive effect. According to Circular of the State Administration of Taxation on Issues Related to the
End of Various Preferential Tax Policies for Foreign and Foreign-Invested Enterprises (STA [2008] No. 23) published
by the State Administration of Taxation of the PRC) on February 27, 2008, a FIE may be required to pay back the
taxes previously exempted as a result of the preferential tax treatment enjoyed in accordance with the Income Tax
Law of People’s Republic of China for Foreign Investment Enterprises and Foreign Enterprise, if such FIE no longer
meets the conditions for preferential tax treatment after 2008 due to a change in its nature of business or if the term of
its business operation is determined to be less than ten years since its inception. As we have ceased our production
operations at all of our manufacturing facilities and are switching our core business to property development and
management, our tax position may be subject to review by relevant tax authorities, and we cannot determine in
advance whether, or the extent to which, such tax policy may require us to pay taxes or make payments in lieu of
taxes.

We may be deemed to be an investment company under the United States Investment Company Act of 1940, which
could have a significant negative impact on our results of operations.
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We may be deemed to be an investment company under the United States Investment Company Act of 1940 (the “1940
Act”), and may suffer adverse consequences as a result. Generally, the 1940 Act provides that a company is an
investment company if the company (i) holds itself out as or proposes to be engaged primarily in the business of
investing, reinvesting or trading in securities or (ii) is engaged or proposes to engage in the business of investing,
reinvesting, owning, holding or trading in securities and owns or proposes to acquire “investment securities” having a
value exceeding 40% of the value of its total assets (exclusive of U.S. government securities or cash items) on an
unconsolidated basis. For purposes of the foregoing test, investment securities include, among other things, securities
of non-majority owned businesses.

Due to deteriorating business conditions, we ceased our original core LCM production business in April 2014, and are
switching over to property development and management. In addition, we completed the sale of all of our EMS
manufacturing equipment as of September 2014 to third parties and our last remaining production line in Wuxi was
removed in September 2014. As a result of these transactions, we have a significant amount of cash. See ITEM 4.
Information on the Company — Historical Business Overview for additional information. Consequently, there is a risk
that we could be deemed to be an investment company.

11
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We intend to continue to conduct our businesses and operations so as to avoid being deemed to be an investment
company. If, nevertheless, we are deemed to be an investment company, because we are a foreign company, in the
absence of a grant by SEC of an exemptive order permitting us to register under the 1940 Act, the 1940 Act would
prohibit us and any person deemed to be an underwriter of our securities from offering for sale, selling or delivering
after sale, in connection with a public offering, any security issued by us in the United States. Additionally, we may be
unable to continue operating as we currently do and might need to acquire or sell assets that we would not otherwise
acquire or sell in order to avoid being treated as an “investment company” as defined under the 1940 Act. We may incur
significant costs and management time in this regard, which could have a significant negative impact on our results of
operations.

We believe we were a passive foreign investment company for 2017 and we may be a passive foreign investment
company for 2018, which could result in adverse U.S. federal income tax consequences for U.S. investors.

The determination of whether we are a passive foreign investment company, or PFIC, in any taxable year is made on
an annual basis after the close of that year and depends on the composition of our income and the nature and value of
our assets, including goodwill. Specifically, we will be classified as a PFIC if, after applying relevant look-through
rules with respect to the income and assets of subsidiaries, either (i) 75% or more of our gross income for such taxable
year is passive income (the “PFIC income test”), or (ii) 50% or more of the value of our assets (based on an average of
the quarterly values of the assets during such year) are passive assets, which generally means that they either produce
passive income or are held for the production of passive income (the “PFIC asset test”).

Although not free from doubt, we believe we were a PFIC for U.S. federal income tax purposes for 2017. The PFIC
asset test requires a determination of the fair market value of each asset and a determination of whether such asset
produces or is held for the production of passive income and involves complex legal issues. We have not made a
determination of the fair market value of our assets for 2017 and do not plan to do so for 2018, and we cannot
anticipate our market capitalization for 2018. Accordingly, we may be treated as a PFIC for 2017 under the PFIC asset
test, or under the PFIC income test, or both. Our characterization as a PFIC during any year could result in adverse
U.S. federal income tax consequences for U.S. investors. For example, if we were a PFIC in 2017 or in any other
taxable year, U.S. investors who owned our common shares during such year generally would be subject to increased
U.S. tax liabilities and reporting requirements.

Given the complexity of the issues regarding our classification as a PFIC, U.S. investors are urged to consult their
own tax advisors for guidance as to our PFIC status. For further discussion of the adverse U.S. federal income tax
consequences arising from the classification as a PFIC see “Taxation—United States Federal Income Tax Consequences”
beginning on page 65 of this Report.

Changes in foreign exchange regulations of China could adversely affect our operating results.

Some of our earnings are denominated in yuan, the base unit of the RMB. The People’s Bank of China, or PBOC, and
the State Administration of Foreign Exchange (“SAFE”) regulate the conversion of RMB into foreign currencies. Under
the current unified floating exchange rate system, the PBOC publishes a daily exchange rate for RMB based on the
previous day’s dealings in the inter-bank foreign exchange market. Financial institutions may enter into foreign
exchange transactions at exchange rates within an authorized range above or below the exchange rate published by the
PBOC according to market conditions. Since 1996, the PRC government has issued a number of rules, regulations and
notices regarding foreign exchange control designed to provide for greater convertibility of RMB. Under such
regulations, any FIE must establish a “current account” and a “capital account” with a bank authorized to deal in foreign
exchange. Currently, FIEs are able to exchange RMB into foreign exchange currencies at designated foreign exchange
banks for settlement of current account transactions, which include payment of dividends based on the board
resolutions authorizing the distribution of profits or dividends of the company concerned, without the approval of
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SAFE. Conversion of RMB into foreign currencies for capital account transactions, which include the receipt and
payment of foreign currencies for loans and capital contributions, continues to be subject to limitations and requires
the approval of SAFE. There can be no assurance that we will be able to obtain sufficient foreign currencies to make
relevant payments or satisfy other foreign currency requirements in the future.

Changes in currency exchange rates involving the RMB had and could continue to significantly affect our financial
results.

For 2014 and earlier, our functional currencies were U.S. dollars and Hong Kong dollars. Our financial results were
affected by currency fluctuations, resulting in total foreign exchange gains and losses. Effective from April 1, 2015,
the Company’s subsidiaries in China changed their functional currency from the U.S. dollar to the Renminbi. This
change was made due to the progress of our property development projects in China, which caused our subsidiaries’
primary operating activities to be transacted in Renminbi and these entities to primarily generate and expend cash in
Renminbi.

12
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As the majority of our assets and our primary operating activities are denominated in Renminbi, the translation of
Renminbi-denominated assets to U.S. dollar for our reporting purposes can resulted in a foreign exchange loss. We
expect to continue to see fluctuations in the reporting of foreign exchange loss/gain in the financial statements due to
the movement of Renminbi against the U.S. dollar. The fluctuation of foreign exchange rate will affect the amount for
translation the financial statement in function currency to reporting currency and the impact was recorded in other
comprehensive income (loss) in the equity.

Our declaration and payment of dividends is not assured. Although our Board has declared dividends for 2014, 2015,
2016, 2017 and 2018, we may not declare or pay dividends thereafter.

We declared the payment of quarterly dividends of $0.02, $0.02, $0.02, $0.07 and $0.07 per share for 2014, 2015,
2016, 2017 and 2018, respectively. The payment of dividends in 2014, 2015, 2016, 2017 and 2018 does not
necessarily mean that dividend payments will continue thereafter. Whether future dividends after 2018 will be
declared will depend on our future growth and earnings at each relevant period, of which there can be no assurance,
and our cash flow needs for our business transformation. Accordingly, there can be no assurance that cash dividends
on the Company’s common shares will be declared beyond those declared for 2018, what the amounts of such
dividends will be or whether such dividends, once declared for a specific period, will continue for any future period,
or at all. For additional information on the dividends we declared for 2018 and historically, please see ITEM 8.
Financial Information — Dividends on page 60 of this Report.

Payment of dividends by our subsidiaries in the PRC to our subsidiaries outside of the PRC and to us, as the ultimate
parent, is subject to restrictions under PRC law. If we determine to continue our payment of dividends to our
shareholders, the PRC tax law could force us to reduce the amount of dividends we have historically paid to our
shareholders or possibly eliminate our ability to pay any dividends at all.

Under PRC law, dividends may only be paid out of distributable profits. Distributable profits with respect to our
subsidiaries in the PRC refers to after-tax profits as determined in accordance with accounting principles and financial
regulations applicable to PRC enterprises (“PRC GAAP”) less any recovery of accumulated losses and allocations to
statutory funds that we are required to make. Any distributable profits that are not distributed in a given year are
retained and available for distribution in subsequent years. The calculation of distributable profits under PRC GAAP
differs in many respects from the calculation under U.S. GAAP. As a result, our subsidiaries in the PRC may not be
able to pay a dividend in a given year as determined under U.S. GAAP. China’s tax authorities may also change the
determination of income which would limit our PRC subsidiaries’ ability to pay dividends and make other
distributions.

Prior to the EIT law, which became effective on January 1, 2008, PRC-organized companies were exempt from
withholding taxes with respect to earnings distributions, or dividends, paid to shareholders of PRC companies outside
the PRC. However, under the EIT, dividends payable to foreign investors which are derived from sources within the
PRC are subject to income tax at the rate of 5% to 15% by way of withholding unless the foreign investors are
companies incorporated in countries which have tax treaty agreements with the PRC and then the rate agreed by both
parties will be applied. For example, under the terms of the tax treaty between Hong Kong and the PRC, which
became effective in December 2006, distributions from our PRC subsidiaries to our Hong Kong subsidiary, will be
subject to a withholding tax at a rate ranging from 5% to 10%, depending on the extent of ownership of equity
interests held by our Hong Kong subsidiary in our PRC enterprises. As a result of this PRC withholding tax, amounts
available to us in earnings distributions from our PRC enterprises will be reduced. Since we derive most of our profits
from our subsidiaries in the PRC, the reduction in amounts available for distribution from our PRC enterprises could,
depending on the income generated by our PRC subsidiaries, force us to reduce, or possibly eliminate, the dividends
we have paid to our shareholders historically. For this reason, or other factors, we may decide not to declare dividends
in the future. If we do pay dividends, we will determine the amounts when they are declared and even if we do declare
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dividends in the future, we may not continue them in any future period.

The market price of our shares will likely be subject to substantial price and volume fluctuations.

The markets for equity securities have been volatile and the price of our common shares has been and could continue
to be subject to wide fluctuations in response to variations in our operating results, news announcements, trading
volume, sales of common shares by our officers, directors and our principal shareholders, customers, suppliers or
other publicly traded companies, general market trends both domestically and internationally, currency movements
and interest rate fluctuations. Other events, such as the issuance of common shares upon the exercise of our
outstanding stock options could also materially and adversely affect the prevailing market price of our common
shares.

Further, the stock markets have often experienced extreme price and volume fluctuations that have affected the market
prices of the equity securities of many companies and that have been unrelated or disproportionate to the operating
performance of such companies. These fluctuations may materially and adversely affect the market price of our
common shares.

13
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The interests of our largest shareholder may differ from the interests of other shareholders.

Based on the Schedule 13D/A filed with the SEC on December 15, 2017, Kaisa Group Holdings Ltd. (“Kaisa”)
beneficially owned approximately 24.5% of our outstanding shares as of December 14, 2017. An affiliate of Kaisa,
Mr. Ying Chi Kwok, also serves as our chief executive officer and executive director. Our company is mindful of
protecting the interest of minority shareholders. Our corporate governance procedures, including the election of a
board that comprises of majority independent directors, is set up to safeguard the interests of all shareholders,
particularly our minority shareholders, and not to favor any significant shareholder. However, under most
circumstances, we cannot prevent companies that are controlled by Kaisa or its affiliates from engaging in activities
that may compete directly with the development of our Nam Tai Inno Park and Nam Tai Inno City projects or other
activities that may have an adverse effect on our business.  Further, as shareholders, they could also influence the
outcome of any corporate transaction or other matters submitted to our shareholders for approval, including the
election of directors, mergers and acquisitions, and other significant corporate actions, to the extent they are not
required to abstain from voting in respect of such transactions. The interests of Kaisa and its affiliates may differ
significantly from, or compete with, our interests or the interests of our other shareholders, and we cannot assure you
that Kaisa and its affiliates would always exercise influence over us in a manner that is consistent with the interests of
our other shareholders

We rely on the support of our key management members and Kaisa.

We have begun certain strategic cooperation with Kaisa, including hiring a number of engineers and real estate
professionals from Kaisa to join the Company as officers and employees, as well as appointed one of Kaisa’s founders,
Mr. Ying Chi Kwok, as an Executive Director and Chief Executive Officer of our Company together with other Kaisa
affiliates Ms. Yu Zhang as our Chief Financial Officer and Ms. Xiaoxia (Shirley) Yin as our Project Director. We also
expect to continue to consult with Kaisa from time to time, leveraging Kaisa’s knowledge and experience in the areas
of construction and real estate development. We depend on the services provided by these key management members
that have pre-existing affiliation with Kaisa. Competition for management talent is intense in the property
development sector in the PRC. In particular, we are highly dependent on Mr. Kwok Ying Chi, our Executive Director
and Chief Executive Officer. We do not maintain key employee insurance. In the event that we lose the services of
any key management member, we may be unable to identify and recruit suitable successors, from Kaisa or elsewhere,
in a timely manner or at all, which will adversely affect our business and operations. If we cannot attract and retain
suitable human resources, especially at the management level, our business and ability to complete our projects on
time and within budget may be adversely affected.

Our directors, senior management and principal shareholders own a large portion of our common stock allowing them
to control or substantially influence the outcome of matters requiring shareholder approval.

On January 31, 2018, members of our senior management, our Board of Directors and principal shareholders
including Kaisa as a group beneficially owned approximately 44.0% of our common shares. As a result, acting
together, they may be able to control and substantially influence the outcome of all matters requiring approval by our
shareholders, including the election of directors and approval of significant corporate transactions. This ability may
have the effect of delaying or preventing a change in control of Nam Tai, or causing a change in control of Nam Tai
that may not be favored by our other shareholders.
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Regulatory initiatives in the United States, such as the Dodd-Frank Act and the Sarbanes-Oxley Act have increased,
and may continue to increase the time and costs of being a U.S. public company and any further changes would likely
continue to increase our costs.

In the United States, changes in corporate governance practices due to the Dodd-Frank Act and the Sarbanes-Oxley
Act, changes in the continued listing rules of the New York Stock Exchange, new accounting pronouncements and
new regulatory legislation, rules or accounting changes have increased our cost of being a U.S. public company and
may have an adverse impact on our future financial position and operating results. These regulatory changes and other
legislative initiatives have made some activities more time-consuming and have increased financial compliance and
administrative costs for public companies, including foreign private issuers like us. In addition, any future changes in
regulatory legislation, rules or accounting may cause our legal and accounting costs to further increase. These new
rules and regulations require increasing time commitments and resource commitments from our company, including
from senior management. This increased cost could negatively impact our earnings and have a material adverse effect
on our financial position results of operations.

Due to inherent limitations, there can be no assurance that our system of disclosure and internal controls and
procedures will be successful in preventing all errors or fraud, or in informing management of all material information
in a timely manner.
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Our management, including the Chief Executive Officer and the Chief Financial Officer, does not expect that our
disclosure controls and internal controls and procedures will prevent all errors and all fraud. A control system, no
matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of
the control system are met. Further, the design of a control system reflects that there are resource constraints, and the
benefits of controls must be considered relative to their costs. Because of the inherent limitations in all control
systems, no evaluation of controls can provide absolute assurance that all control issues and instances of fraud, if any,
within the Company have been or will be detected. These inherent limitations include the realities that judgments in
decision-making can be faulty and that breakdowns can occur simply because of error or mistake. Additionally,
controls can be circumvented by the individual acts of some persons, by collusion of two or more people, or by
management override of the control.

The design of any system of controls is also based in part upon certain assumptions about the likelihood of future
events. There can be no assurance that any design will succeed in achieving its stated goals under all potential future
conditions. Over time, a control may become inadequate because of changes in conditions, or the degree of
compliance with the policies or procedures may deteriorate.

Because of the inherent limitations in a cost-effective control system, misstatements due to error or fraud may occur or
may not be detected.

There are inherent uncertainties involved in estimates, judgments and assumptions used in the preparation of financial
statements in accordance with U.S. GAAP. Any changes in estimates, judgments and assumptions could have a
material adverse effect on our business, financial position and results of operations.

The consolidated financial statements included in the periodic reports we file with the SEC are prepared in accordance
with U.S. GAAP. The preparation of financial statements in accordance with U.S. GAAP involves making estimates,
judgments and assumptions that affect reported amounts of assets (including intangible assets), liabilities and related
reserves, revenues, expenses and income. Estimates, judgments and assumptions are inherently subject to changes in
the future, and any such changes could result in corresponding changes to the amounts of assets, liabilities, revenues,
expenses and income. Any such changes could have a material adverse effect on our financial position and results of
operation.

It may be difficult to serve us with legal process or enforce judgments against our management or us.

We are a British Virgin Islands holding corporation with subsidiaries in Hong Kong and China. Substantially, all of
our assets are located in the PRC. In addition, most of our directors and executive officers reside within the PRC or
Hong Kong, and substantially all of the assets of these persons are located within the PRC or Hong Kong. It may not
be possible to affect service of process within the United States or elsewhere outside the PRC or Hong Kong upon our
directors, or executive officers, including effecting service of process with respect to matters arising under United
States federal securities laws or applicable state securities laws. The PRC does not have treaties providing for the
reciprocal recognition and enforcement of judgments of courts with the United States and many other countries. As a
result, recognition and enforcement in the PRC of judgments of a court in the United States or many other
jurisdictions in relation to any matter, including securities laws, may be difficult or impossible. An original action may
be brought against our assets and our subsidiaries, our directors and executive officers in the PRC only if the actions
are not required to be arbitrated by PRC law and only if the facts alleged in the complaint give rise to a cause of action
under PRC law. In connection with any such original action, a PRC court may award civil liability, including
monetary damages.

No treaty exists between Hong Kong or the British Virgin Islands and the United States providing for the reciprocal
enforcement of foreign judgments. However, the courts of Hong Kong and the British Virgin Islands are generally
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prepared to accept a foreign judgment as evidence of a debt due. An action may then be commenced in Hong Kong or
the British Virgin Islands for recovery of this debt. A Hong Kong or British Virgin Islands court will only accept a
foreign judgment as evidence of a debt due if:

•the judgment is for a liquidated amount in a civil matter;
•the judgment is final and conclusive;
•the judgment is not, directly or indirectly, for the payment of foreign taxes, penalties, fines or charges of a like nature
(in this regard, a Hong Kong court is unlikely to accept a judgment for an amount obtained by doubling, trebling or
otherwise multiplying a sum assessed as compensation for the loss or damage sustained by the person in whose favor
the judgment was given);
•the judgment was not obtained by actual or constructive fraud or duress;
•the foreign court has taken jurisdiction on grounds that are recognized by the common law rules as to conflict of laws
in Hong Kong or the British Virgin Islands;
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•the proceedings in which the judgment was obtained were not contrary to natural justice (i.e. the concept of fair
adjudication);

• the proceedings in which the judgment was obtained, the judgment itself and the enforcement of the
judgment are not contrary to the public policy of Hong Kong or the British Virgin Islands;

•the person against whom the judgment is given is subject to the jurisdiction of a foreign court; and
•the judgment is not on a claim for contribution in respect of damages awarded by a judgment, which fall under
Section 7 of the Protection of Trading Interests Ordinance, Chapter 7 of the Laws of Hong Kong.

Enforcement of a foreign judgment in the PRC, Hong Kong or the British Virgin Islands may also be limited or
affected by applicable bankruptcy, insolvency, liquidation, arrangement and moratorium, or similar laws relating to or
affecting creditors’ rights generally, and will be subject to a statutory limitation of time within which proceedings may
be brought.

Future issuances of preference shares could materially and adversely affect the holders of our common shares or delay
or prevent a change of control.

Our Board of Directors may amend our Memorandum and Articles of Association without shareholder approval to
create from time to time, and issue, one or more classes of preference shares (which are analogous to preferred stock
of corporations organized in the United States). While we have never issued any preference shares and we have none
outstanding, we could issue preference shares in the future. Future issuance of preference shares could materially and
adversely affect the rights of the holders of our common shares, or delay or prevent a change of control.

Our status as a foreign private issuer in the United States exempts us from certain of the reporting requirements under
the Securities Exchange Act of 1934, and corporate governance standards of the New York Stock Exchange, or NYSE
limiting the protections and information afforded to investors.

We are a foreign private issuer with the meaning of the rules under the Securities Exchange Act of 1934, as such we
are exempt from certain provisions applicable to a U.S. domestic public company, including:

•the rules under the Securities Exchange Act of 1934 requiring the filing with the SEC of quarterly reports on Form
10-Q, current reports on Form 8-K or annual reports on Form 10-K;
•the section of the Securities Exchange Act of 1934 regulating the solicitation of proxies, consents or authorizations
respect of a security registered under the Exchange Act;
•the section of the Securities Exchange Act of 1934 requiring directors, officers and 10% holders to file public
reporting of their stock ownership and trading activities and imposing liability on insiders who profit from trades
made in a short period of time;
•the selective disclosure rules under Regulation FD restricting issuers from selectively disclosing material nonpublic
information; and
•the sections of the Securities Exchange Act of 1934 requiring insiders to file public reports of their stock ownership
and trading activities and establishing insider liability for profits realized from any “short-swing” trading transaction
(i.e. a purchase and sale, or sale and purchase, of the issuer’s equity securities within less than six months).

In addition, because the Company is a foreign private issuer, certain corporate governance standards of the NYSE that
apply to domestic companies listed on that exchange may not be applicable to us. For information regarding whether
our corporate governance standards differ from those applied to U.S. domestic issuers, see the discussion under “NYSE
listed Company Manual Disclosure” in ITEM 6. Directors and Senior Management of this Report.

Because of these exemptions, investors are not afforded the same protections or information generally available to
investors holding shares in public companies organized in the United States or traded on the NYSE. See reference “*”
on page 52 of this Report under the heading “Compensation on an Individual Basis” for information and risks associated
with disclosures we have made in this Report or may make in our proxy statements regarding compensation we have
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paid to our directors and senior management on an individual basis.

We face uncertainty from the Circular on Strengthening the Administration of Enterprise Income Tax on Non-resident
Enterprises’ Share Transfer (“Circular 698”) released in December 2009 by China’s State Administration of Taxation
(SAT), effective as of January 1, 2008.
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Where a foreign investor indirectly transfers equity interests in a PRC resident enterprise by selling the shares in an
offshore holding company, and the latter is located in a country or jurisdiction where the effective tax burden is less
than 12.5% or where the offshore income of its residents is not taxable, the foreign investor is required to provide the
tax authority in charge of that PRC resident enterprise with the relevant information within 30 days of any such
transfer. 

Where a foreign investor indirectly transfers equity interests in a PRC resident enterprise through the abuse of form of
organization and there are no reasonable commercial purposes such that the corporate income tax liability is avoided,
the tax authority has the power to re-assess the nature of the equity transfer in accordance with the
“substance-over-form” principle and deny the existence of the offshore holding company that is used for tax planning
purposes. “Income derived from equity transfers” as mentioned in Circular 698 refers to income derived by non-resident
enterprises from direct or indirect transfers of equity interest in the PRC resident enterprises, excluding share in the
PRC resident enterprises that are bought and sold openly on the stock exchange.

While the term “indirectly transfer” is not defined, we understand that the relevant PRC tax authorities have jurisdiction
regarding requests for information over a wide range of foreign entities having no direct contact with the PRC. The
relevant authority has not yet promulgated any formal provisions or formally declared or stated how to calculate the
effective tax in the relevant country or jurisdiction, and the process of the disclosure to the tax authority in charge of
that PRC resident enterprise. Meanwhile, there are no formal declarations with regard to how to decide “abuse of form
of organization” and “reasonable commercial purpose,” which can be utilized by us to determine if our company
complies with the Circular 698.

Failure to comply with the United States Foreign Corrupt Practices Act could subject us to penalties and other adverse
consequences.

As an NYSE listed company, we are subject to the United States Foreign Corrupt Practices Act, which generally
prohibits United States companies from engaging in bribery or other prohibited payments to foreign officials for the
purpose of obtaining or retaining business. Foreign companies, including some that may compete with us, may not be
subject to these prohibitions. Corruption, extortion, bribery, pay-offs, theft and other fraudulent practices occur from
time-to-time in the PRC. We can make no assurance, however, that our employees or other agents will not engage in
such conduct for which we may be held responsible. If our employees or other agents are found to have engaged in
such practices, we could suffer severe penalties and other consequences that may have a material adverse effect on our
business, financial condition and results of operations.

PRC Regulations on Real Estate Development and Management

The PRC government regulates the real estate industry. This section summarizes the principal PRC regulations
relating to our business.

We operate our business in China under a legal regime consisting of the National People’s Congress, State Council,
which is the highest authority of the executive branch of the PRC central government, and several ministries
and  agencies under its authority, including the Ministry of Housing and Urban-Rural Development, or the MOHURD,
the Ministry of Land and Resources, or the MLR, the Ministry of Commerce, or the MOFCOM, the National
Development and Reform Commission, or the NDRC, the State Administration for Industry and Commerce, or the
SAIC, the State Administration of Taxation, or the SAT, and the State Administration of Foreign Exchange, or the
SAFE, and their respective authorized local counterparts.

Shenzhen City Zoning Measures
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Urban Planning Criteria and Standards of Shenzhen City promulgated by the People’s Government of Shenzhen City
on January 1, 2014, among other things, classifies zoning of land. “M” stands for the industrial land that is mainly used
for the production, manufacture and fine machining of products. Other auxiliary use includes research, design, testing,
management and other activities. Within the M zone, “M-1” refers to common industrial land that is mainly zoned for
factory buildings for the production and manufacturing. Other uses for this type of land include warehouse, small
business, staff dormitory, attachable public facilities, attachable transportation facilities and other auxiliary facilities.
“M-0” refers to a new type of industrial zone that combines research, originality, design, test pilot production,
pollution-free production, other innovative industry and relevant supporting services. Land zoned as such is mainly
used for the factory buildings (pollution-free production) and research and development building and can also be used
for the associated commercial and staff building, attachable public facilities, attachable transportation facilities and
other auxiliary facilities.
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Compared to M-1, M-0 has a lower minimum usable area for partial transfer of property rights, which for M-1
according to current regulations is 500 square meters, and for M-0 is 180 square meters. If the draft for public
comments on “the Measures on Administration of Industrial Block and Line of Shenzhen City” issued on December 22,
2017 is passed and formally promulgated, the minimum usable area for subdivision and partial transfer of property
rights will be raised to 1,000 square meters for M-1 and 500 square meters for M-0. We believe a smaller subdivision
and partial transfer area will be more beneficial to us for the sale of constructed units, as it would give us greater
flexibility. Further, buildings in M-0 zone must follow certain legal planning construction index allocation for a
percentage of the buildings to be designated as research and development offices, commercial, and apartments, while
index for buildings in M-1 zone must be designated as factory buildings, small commercial and auxiliary dormitory.
As a result, we believe the planning construction index for M-0 zone offers us greater commercial advantages. Finally,
the permitted floor area ratio for M-0 is 6:1, compared with 4:1 for M-1. Higher floor area ratio means permission for
larger building areas and potentially higher value for the projects as constructed.

As stipulated in the Measures on Administration of Industrial Occupancy Zoning Transformation of the City Renewal
Project in the Baoan district, Shenzhen, the site of Phase I of Nam Tai Inno City falls within the city renewal project
of the Baoan district industrial red line zone and can generally only be rezoned into the common industrial zone M-1,
unless otherwise approved by relevant government department to change into the new type industrial zone, M-0.

Currently, the site of our Nam Tai Inno Park is zoned as M-1 with 50 years of Land Use Rights starting from 2007.
Phase I of Nam Tai Inno City, the eastern section, is zoned as M-0 with 50 years of Land Use Rights starting from
1993, but we plan to re-execute the land use rights contract with the urban planning, land and resource department in
the second quarter of 2018, which would restart the 50 years Land Use Rights from the date of re-execution. Phase II
of Nam Tai Inno City, the western section, is currently zoned as M-1 with 50 years of Land Use Rights starting from
1999. We plan to apply for the M-0 zoning approval on June 2020, after our existing facilities on the site have aged
for 15 years, or earlier if permitted. We plan to re-execute the land use rights contract at the same time, which would
also restart the 50 years Land Use Rights from the date of re-execution.

Shenzhen City Renewal Measures

Our two development projects, Nam Tai Inno Park and Nam Tai Inno City are located within the municipality of
Shenzhen city. Our development must be made in compliance with the relevant rules and regulations of Shenzhen
City.

The Shenzhen City Renewal Measures promulgated by the Shenzhen government on November 12, 2016 restricts city
renewal projects as follows:

•city renewal refers to activities in certain types of building construction in areas of the city (including old industrial
parks, old commercial districts, old residential districts, urban villages and old housing districts) and existing of
comprehensive improvement, functional alteration, or demolition and reconstruction ;
•demolition and reconstruction of a city renewal project should strictly follow the city renewal unit plan and city
annual renewal plan; and
•the responsible body of demolition and reconstruction of a city renewal project should sign a land use rights
supplementary contract or re-execute a land use rights contract with the Urban Planning, Land and Resource
department after obtaining the documents of approval of city renewal project. In such circumstances, the term for
land use rights will be recalculated and the responsible body needs to pay the additional premium according to the
relevant regulations.

Our Nam Tai Inno City project is a demolition and reconstruction city renewal project. Phase I of the Nam Tai Inno
City project has received the approval documents for city renewal. We plan to re-execute the land use rights contract
with the urban planning, land and resource department in the second quarter of 2018, so that the 50 years term of Land
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Use Rights will restart from the date of the re-execution. As a part of re-executing the land use rights contract,
however, we are required to pay an additional land premium which would bring up the costs basis of our land. The
amount of the land premium differs based on the different property usage or transfer method in the future. As we
obtained our land at a relatively low cost historically, we may be subject to significant additional land premium when
we re-execute the land use right contracts.

The Interim Measures on Strengthening and Improving City Renewal Implementation promulgated by Shenzhen
government on December 29, 2016 and effective as of January 1, 2017 provide that:

•to apply to demolish and reconstruct buildings as a part of a city renewal projects, the age of the building must be no
less than 20 years for buildings located in residential districts; and for buildings located in industrial or commercial
districts, not less than 15 years; and
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•to demolish and reconstruct buildings as a part of a city renewal project located in the state-owned industrial land,
warehousing land, land for logistics purposes, land for urban infrastructure and public service facilities’ updating and
rebuilding for industrial purposes or for industry that government encourages to develop, their correction factor for
land granting premium based on the public benchmark land price will be: 0.1 for private use; 0.7 for wholly transfer;
1.0 for partial transfer of industrial plants or new industrial occupancy; and 5 for auxiliary facilities.

Our Nam Tai Inno City project is a demolition and reconstruction city renewal project in an industrial district, the
buildings of which shall be no less than 15 years old before it can be demolished and reconstructed. The buildings
located on the site of Phase I of Nam Tai Inno City, the eastern section, were built in 1996, thus they have satisfied the
15 years age requirement. However, for buildings located on the site of the Phase II of Nam Tai Inno City, the western
section, they will satisfy the 15 years age requirement on schedule in June 2020. However, we may speed up the
process for earlier zoning approval through discussions with the relevant authorities.

Furthermore, the floor area ratio of Nam Tai Inno City project has greatly increased from 2.3: 1 for our prior facilities
located on the site of Phase I of Nam Tai Inno City to 6:1 for Phase I of Nam Tai Inno City. For Phase II of our Nam
Tai Inno City project, it is also expected that the floor area ratio will increase from 1.6:1 from our prior facilities to 6:1
for Phase II of Nam Tai Inno City. This results in a large increase in the floor area ratio in the Nam Tai Inno City
project compared to the floor area ratio granted to us previously for our prior facilities. According to the regulations
and policy direction, further limitations, including a requirement that certain portion of a renewal project of old
industrial districts, especially ones with a large increase in floor area ratio, may also be subject to usage limitations or
required to be self-owned and not sold to third parties, which could further limit our ability to sell our units.

On December 22, 2017, the Economic, Trade and Information Commission and Urban Planning, Land and Resources
Commission of Shenzhen Municipality jointly promulgated Measures on Administration for Industrial Block Line of
Shenzhen Municipality (the draft for public comments), which, among other things, provides:

•If Industrial land which falls into block line is used for research and development buildings, the proportion reserved
for self-ownership should be no less than 60%.
•The authority shall strictly control the transformation from M-1 into M-0 within the block line and the whole
proportion of such transformation should be no more than 20% within the block line in each district. The
transformation should be finally approved by municipal government after district government’s collection of
suggestions of Urban Planning, Land and Resources Commission and Industry Management Department.
•If the transferor transfers industrial land within the first-tier industrial line or partially transfers an industrial building,
the transferee must be an industrial enterprise above state designated scale or an enterprise that has been engaged in
manufacturing for more than 3 years and has paid all legal tax and the transferee cannot change the usage of
buildings. The minimum transfer area of factory building for M-1 or M-0 shall be no less than 1,000 square meters
and the minimum transfer area of research and development building for M-0 shall be no less than 500 square meters.
•Buildings in the M-0 zone shall be mainly used for construction of the factory buildings (pollution-free production)
and research and development buildings. The floor area of factory buildings and research and development buildings
shall be no less than 70% of the total floor area. If factory buildings and research and development buildings coexist
in a project, the floor area of factory building (including comprehensive buildings combining factory buildings with
research and development buildings) shall be no less than 30% of the total floor area.
•Factory buildings within both M-1 and M-0 zones shall not be changed to apartments. Research and development
buildings and auxiliary facilities shall not adopt apartment-like design. The floor area of one set of offices shall be no
more than 50% of the floor area of that floor. The floor area of one set of offices for M-1 shall be no less than 1,000
square meters and 500 square meters for M-0.
•The site of Nam Tai Inno City is on an industrial land within the first-tier line of industrial block line where the
government strictly controls the proportion of transformation from M-1 into M-0 on this type of land. Phase I of Nam
Tai Inno City has obtained the government approval to rezone into M-0, while we plan to apply for M-0 zone on
Phase II of Nam Tai Inno City upon the maturity of the building age requirement around June 2020, or earlier
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through discussions with the relevant authorities. We may confront difficulty in acquiring such an approval from the
government owing to certain proportion requirements within the City Renewal Measures, so that not all M-1 zones
can be rezoned as M-0. The requirement that a proportion of industrial land must be dedicated as factory buildings or
research buildings also restricts us from developing other types of auxiliary facilities. In addition, the restriction that
ownership of industrial buildings must be held by enterprises and the minimum size of subdivision may also affect
the sale of our units. We cannot assure you that we will obtain the M-0 zoning for Phase II of our Nam Tai Inno City.
If we failed to obtain the M-0 zoning
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approval, we will have to develop Phase II of Nam Tai Inno City under the M-1 zoning approval. Our business,
financial condition, and results of operations could be adversely affected as a result.

Regulations on Development of a Real Estate Project

The following is a summary of the relevant permits and certificates we must obtain to complete our projects, together
with the applicable regulations. Please see “ITEM 4. Information on the Company – Our Land Development Projects –
Estimated Timetable for the Two Projects” for the estimated timetable of when we expect to obtain each of the
following permits and certificates: (a) Land Use Permit, (b) Land Use Rights Certificates (c) Construction Planning
Permit, (d) Construction Permit, (e) Construction Acceptance Certificate, and (f) Property Ownership Certificate.

Regulations on Land

The Law of the PRC on Land Administration, promulgated on June 25, 1986 and amended on August 28, 2004 by the
Standing Committee of National People’s Congress, distinguishes between the ownership of land and the right to use
land. All land in the PRC is either state-owned or collectively-owned, depending on location. Generally, land in urban
areas within a city or town is state-owned, and all land in the rural areas of a city or town and all rural land, unless
otherwise specified by law, are collectively-owned.

Land Use Permit

The Law of the PRC on Urban and Rural Planning, promulgated by the National People’s Congress on October 28,
2007 and effective as of January 1, 2008, as amended on April 24, 2015, replacing the previous City Planning Law of
the PRC, and the Measures for Control and Administration of Grant and Assignment of Right to Use Urban
State-owned Land promulgated by the Ministry of Construction in December 1992 and amended in January 2011,
provides that a developer who has obtained land use rights by grant must, after obtaining approval for a construction
project and signing a land use rights grant contract, apply to the city planning authority for the Land Use Permit before
applying for the land use rights certificate as more fully described below.

Amendment 3 to the land use right grant dated July 8, 2015 for the site underlying our Nam Tai Inno Park project
requires us to complete certain building structures by July 7, 2018. If we failed to do so we may be subject to certain
penalty.

Land Use Rights Certificate

Although all land in the PRC is owned by the governments or by the collectives, private individuals and businesses
are permitted to hold, lease and develop land for a specified term without ever owning the land, the duration of which
depends on the use purpose of the land. These rights to use land are termed “Land Use Rights”. Under the Interim
Regulations of the PRC on Grant and Transfer of the Right to Use State-owned Land in Urban Areas, promulgated on
and effective as of May 19, 1990 by the State Council, a system of assignment and transfer of the right to use
state-owned land is adopted. Enterprises, companies and other organizations who intend to hold, lease and develop the
land, or the “Land Users”, pay a land premium to the government as consideration for the grant of the Land Use Rights
on terms of use prescribed by the government, and a Land User may transfer, lease and mortgage or otherwise
commercially exploit the land use rights within such terms of use. The land administration authority enters into a
contract with the Land User for grant of the land use rights. The Land User pays the land premium as stipulated in the
grant contract. After paying the land premium in full, the Land User registers with the land administration authority
and obtains a “Land Use Rights Certificate”. The certificate evidences the acquisition of the Land Use Rights. The
maximum term with respect to the assigned Land Use Rights are determined respectively in the light of the purposes
listed below: (a) 70 years for residential purposes; (b) 50 years for industrial purposes; (c) 50 years for the purposes of
education, science, culture, public health and physical education; (d) 40 years for commercial, tourist and recreational
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purposes; and (e) 50 years for comprehensive utilization or other purposes.

The Property Law of the PRC, or the Property Law, promulgated on March 16, 2007 and effective as of October 1,
2007, further clarified Land Use Rights in the PRC with the following rules:

•the Land Use Rights for residences will be automatically renewed upon expiry;
•the car parks and garages within the building area planned for vehicle parks must be used to meet the needs of the
owners who live in the building first;
•the construction of buildings must abide by relevant laws and regulations with regard to the construction planning
and may not affect the ventilation of or lighting to the neighboring buildings; and
•where the Land Use Rights for construction use are transferred, exchanged, used as a capital contribution, donated to
others or mortgaged, an application for modification registration must be filed with the registration department.

20

Edgar Filing: NAM TAI PROPERTY INC. - Form 20-F

44



Construction Planning Permit

The Measures for Control and Administration of Grant and Assignment of Right to Use Urban State-owned Land
promulgated by the Ministry of Construction in December 1992 and amended in January 2011 provides that a
developer who has a proposed construction project within the planning area of a city or town must, after obtaining a
Land Use Permit, prepare the necessary planning and design work, and submit the detailed planning and design report,
together with the Land Use Rights Certificate, to the city planning authority or the town government designated by the
provincial government, and apply for the Permit for Construction Works Planning.

Construction Planning Permit is different from Land Use Permit. Land Use Permit is a certificate proving that the land
use act such as the location, scope and development intensity of the project corresponds with the requirement of urban
planning, while Construction Planning Permit is a certificate proving that the design of construction engineering
satisfy the requirement of urban planning.

The Law of the People’s Republic of China on Urban and Rural Planning also provides regulations with respect to the
formulation, implementation, modification, control, supervision and related legal liability of measures aimed at
curbing problems that may arise as a result of conflicts between city and rural construction developments. The scope
of the measures includes the planning, layout and construction of cities, towns with administrative status, market
towns and villages. In order to effectively prevent construction that is in breach of rules and regulations, the Urban
and Rural Planning Law stipulates that where any construction project is commenced without obtaining a
Construction Planning Permit, or where a Construction Planning Permit has been obtained but construction has
proceeded not in accordance with that permit, the Urban and Rural Planning Department at the county level or above
may issue an order to cease construction. In the case that the construction can be remedied to conform to the relevant
planning rules, an order can be made to rectify the construction in a prescribed period of time and a fine totaling
between 5% to 10% of the total construction cost may be imposed. Where the construction cannot conform to relevant
planning rules, an order for its demolition will be issued or, where demolition is not possible, the property and/or
illegal income derived from the property will be confiscated and a fine totaling 10% or less of the construction cost
will be imposed.

Construction Permit

On June 25, 2014, the MOHURD promulgated the Measures for the Administration of Construction Permits for
Construction Projects, superseding its 1999 version. When the site has been properly prepared and is ready for the
commencement of construction works, the developer must apply for a Construction Permit from the construction
authorities at or above the county level according to the Measures for Administration of Granting Permission for
Commencement of Construction Works promulgated by the MOHURD in June 2014. According to the Notice
Regarding Strengthening and Regulating the Administration of Newly-commenced Projects issued by the General
Office of the State Council on November 17, 2007, before commencement of construction, all projects shall fulfill
certain conditions, including, among other things, compliance with national industrial policy, development plan, land
supply policy and market access standard, completion of all approval and filing procedures, compliance with zoning
plan in terms of site and planning, completion of proper land use procedures and obtaining proper environmental
valuation approvals and construction permit or report.

Construction Permit is a prerequisite to start the main construction. In addition, Construction Permit is a statutory
requirement of engineering acceptance examination, pre-sale and sale of commodity house and registration of
property rights. If we fail to obtain the Construction Permit, in a timely manner, or at all, the commencement of
engineering construction may be delayed. In such circumstances, we may not be able to complete our engineering
construction on time according to the land use contract so that we may need to pay for the liquidated damages and our
land may be taken back by the government. Our business, results of operations and financial condition may be
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materially and adversely affected.

Construction Acceptance Certificate

According to the Development Regulations and the Regulation on the Quality Management of Construction Projects
promulgated by State Council on January 30, 2000, as amended on October 7, 2017, and the Provisions on
Acceptance Examination Upon Completion of Buildings and Municipal Infrastructure promulgated by MOHURD in
December 2013, after the completion of construction of a project, the property must undergo inspection and receive
relevant approvals from local authorities including planning bureaus, fire safety authorities and environmental
protection authorities. Thereafter, the property development enterprise shall apply for a certificate of completion at the
property development authority under the people’s government at the county level or above. Once the examination has
been completed, a Construction Acceptance Certificate will be issued. A real estate development project may only be
delivered after passing the inspection and acceptance examination. Failure to obtain Construction Acceptance
Certificate may affect our ability to delivery commodity houses, if we chose to sell residences as our business model.
If we fail to deliver commodity houses on time according to the contract, purchasers may demand us to take the
responsibility of breach of contract.
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Property Ownership Certificate

Under the Measures for Administration of Sale of Commodity Properties, developers must submit the documents
relating to the application for Property Ownership Certificates to the local real estate administration authorities within
60 days after the delivery of property to customers. The developers are required to assist customers in applying for
amendments in the procedures for land use rights and registration procedures for property ownership.

In accordance with the Measures for Administration of Pre-sale of Commodity Properties promulgated by ministry of
construction on November 15, 2004 and amended on august 15, 2001 and July 20, 2004, the purchasers must apply for
the individual Property Ownership Certificates to the local real estate administration authorities within 90 days after
the delivery of pre-sale property to purchasers. The developers are required to assist and provide the purchasers with
necessary verifying documents. Where the purchasers fail to obtain the individual Property Ownership Certificates
within 90 days thereafter due to the developer’s fault, unless otherwise provided between the developers and the
purchasers, the developers will be liable for the breach of contract.

Pursuant to Interpretations on Certain Issues Concerning the Application of Law in Trying Cases Involving Disputes
over Contracts on Purchase and Sale of Commodity Premises by Supreme People’s Court passed on March 24, 2003
and enforced on June 1, 2003, property developers are required to deliver to purchasers then relevant individual
Property Ownership Certificates within 90 days after delivery of a presold property or 90 days after execution of sale
agreement of a ready-built property or, within a time frame set out in the relevant sale agreement, unless the
agreement provides otherwise. Property developers, including us, generally elect to specify a deadline for the delivery
of the individual Property Ownership Certificates in the sale agreements to allow sufficient time for the application
and approval processes.

Under current regulations, we are required to submit the requisite governmental approvals in connection with our
property developments, including Land Use Permit, Land Use Rights Certificates, Construction Planning Permits,
Construction Permits, Construction Acceptance Certificates, to the local bureau of land resources and housing
administration for the relevant properties and apply for the general Property Ownership Certificate in respect of these
properties. According to Administrative Measures for the Sale of Commodity Houses issued by the MOHURD on
April 4, 2001, we are required to submit related documents to the bureau for purchaser’s application of individual
Property Ownership Certificate subdivided from the general Property Ownership Certificate within 60 days after the
delivery of property. We are required to assist property purchasers to go through related land use right alteration and
house ownership registration procedures. Nevertheless, delays by the various administrative authorities in reviewing
the application and granting approval and certain other factors may affect timely delivery of the general and individual
Real Property Certificates. Therefore, we may not be able to deliver individual Real Property Certificates to
purchasers on time as a result of delays in the administrative approval processes or for any other reason beyond its
control, which may result in it having to pay default payments and, in the case of a prolonged delay, the purchaser
terminating the sales agreement. If we become liable to a significant number of purchasers for late delivery of the
individual Real Property Certificates, our business, financial condition and results of operations may be adversely
affected.

Regulation on Transfer of Property Interest

According to Urban Real Estate Administration Law promulgated by the National People’s Congress on July 5, 1994,
as amended on August 30, 2007 and on August 27, 2009, transfer of real estate means moving the ownership of a real
estate from the original owner to another person through sale, donation or other lawful means. When transferring a
building, the ownership of the building and the Land Use Rights to the site on which the building is situated are
transferred together.
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Where the Land Use Rights were originally obtained by assignment, the real property may only be transferred on the
condition that: (a) the assignment price has been paid in full for the assignment of the land use rights as provided by
the contract for the assignment of the land and a land use rights certificate has been obtained; (b) development has
been carried out according to the contract for the assignment of the land and, in the case of a project in which
buildings are being developed, development representing more than 25% of the total investment has been completed.

The Provisional Industrial Building Transfer Measures and Detailed Implementation Rules on Industrial Building
Transfer Measures promulgated by the People’s Government of Shenzhen City on January 7, 2013 and December 6,
2013, respectively, provide legally built industrial buildings and public facilities on industrial land obtained legally by
administrative allocation or through purchasing within administrative jurisdiction of the Shenzhen city may be wholly
transferred in units of the parcel of land, unless otherwise stipulated by the laws, regulations, the present rules, the
approval documents and the land use right granting contract. Industrial buildings can be divided and transferred as
long as agreed upon the approval documents on land use or land use right granting contract.

The industrial buildings built through urban renewal projects may be subdivided and transferred. As industrial
facilities in urban renewal projects, offices, dormitories for the single, and small business services facilities may be
divided and transferred, but its floor
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area shall not exceed 30% of the total floor area of the project. The rebuild industrial buildings formed through urban
renewal projects may also sold through a pre-sale process prior to the completion of the construction.

The transferee of such industrial buildings must be enterprises registered in accordance with the law. If the approval
documents of land use, contracts of granting land use right or the municipal government regulations confines the
assignee for purchasing the industrial buildings, the transferee must comply with the confining conditions and pass the
qualification examination conducted by industry departments of district government.

Industrial buildings must be transferred and mortgaged after the registration of real property rights and the acquisition
of real property rights certificates. In accordance with the provisions of these regulations, the industrial buildings that
may be divided and transferred shall be registered with the real property right and be issued the corresponding
certificates by the basic units of one room on certain level of each building.

In the transfer of industrial buildings, the transferor shall submit a certain proportion of the value-added income to the
government, which shall be brought into the special management of a state-owned land income fund established by
the government. The specific collection of regulations shall be separately formulated by the municipal land
administration department. Value added income refers to the balance between the transaction price of the industrial
building and the registered price plus relevant taxes paid by the transferor in the case of the industrial building. When
the transfer of industrial buildings has been made in accordance with the provisions of these measures, and the land
price has been paid, then this part of the price should also be deducted.

Our Nam Tai Inno City project is a city renewal project and thus the property of Nam Tai Inno City project can be
subdivided and transferred in part under the regulations. However, we are limited to selling our units in Nam Tai Inno
City to enterprises, as opposed to individuals, as the buildings are still considered as industrial buildings. Our Nam Tai
Inno Park project is neither a city renewal project nor stipulated in the land use contract for subdivision and partial
transfer of less than the whole complex. So unless we re-execute land use rights contract for further rights that would
allow us to subdivide and transfer in parts, we are not permitted to sell the subdivided units in Nam Tai Inno Park. As
re-execution of the land use rights contract with rights of further subdivision will require us to pay additional land
premium, our current plan is to conduct commercial leases or long-term leases for the remainder of the land use rights
period with respect to the properties in our Nam Tai Inno Park.

Under the current PRC regulations, there are certain restrictions placed on individuals purchasing residential units in a
residential building. On October 4, 2016, the people’s government of Shenzhen city promulgated the Measures
Concerning Tightening Up Stable and Healthy Development of Real Estate Market, which provides, among other
things, that each family with a Shenzhen registered residence may purchase no more than two residential units in a
residential building within the Shenzhen city and the amount of the mortgage loan permitted also varies according to
the specific circumstances. However, since our two projects are industrial buildings and the purchasers of units in our
two projects are required to be enterprises as described above, the aforementioned restrictions do not apply, and our
target enterprise purchasers may purchase any number of units.

Nevertheless, as each successive owner of units in an industrial building must be enterprises, not individuals, this may
affect the transferability of both our commercial and residential units. Furthermore, other restrictions placed on
enterprises to obtain loans generally may also impose further financial pressure on any potential enterprise purchasers,
as it may adversely affect their willingness to purchase our units or ability to source funding.

Regulations on Leases

The Measures for Administration of Lease of Commodity Housing promulgated by the MOHURD on December 1,
2010 and implemented on February 1, 2011, requires parties to a leasehold arrangement of a property shall register the
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leasing agreement with property administrative authorities within 30 days after entering into such leasing agreement
under local government at the municipal or county level where the property is situated. In addition, enterprise may be
imposed a fine of RMB1,000 to RMB10,000 and individuals of RMB1,000 or less if they do not register leasing
agreement within time limit required by competent authorities.

Regulations on Establishment of a Real Estate Development Enterprise

Pursuant to the Law of the PRC on Administration of Urban Real Estate, or Urban Real Estate Administration Law,
promulgated by the Standing Committee of the National People’s Congress on July 5, 1994 and amended on August
30, 2007 and on August 27, 2009, a Real Estate Development Enterprise is defined as “an enterprise that engages in the
development and sale of real estate for the purposes of making profits.”
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Under the Regulations on Administration of Development and Operation of Urban Real Estate, or Development
Regulation, promulgated by the State Council on July 20, 1998 and amended on January 8, 2011, a real estate
development enterprise must satisfy the following requirements:

•has a registered capital of not less than RMB1 million; and
•has four or more full time professional real estate/construction technicians and two or more full time accounting
officers, each of whom must hold the relevant qualifications

To establish a Real Estate Development Enterprise, the developer is required to apply for registration with the
department of administration of industry and commerce. The developer must also report its establishment to the real
estate administration authority in the location of the registration authority within 30 days upon receipt of its business
license.

Our PRC subsidiaries may apply for the qualification as a Real Estate Development Enterprise in due course, which
would allow such subsidiaries to conduct pre-sale of the constructed real estate units, if they choose to. To do so,
besides meeting the requirements above, we will also need to comply with other laws and administrative regulations
on foreign-invested enterprise (please see Regulations on Foreign-Invested Real Estate Enterprise for further details).

Regulations on Foreign-Invested Real Estate Enterprise

Under Catalogue of Guidance on Industries for Foreign Investment (Revised in 2017), real estate development falls
within the category of industries in which foreign investment is permitted and certain of our PRC subsidiaries may
apply for the Real Estate Development Enterprise qualification in due course.

Opinions on Regulating Foreign Investment Access and Management of Real Estate Market jointly issued by
MOHURD, MOFCOM, NDRC, PBOC, SAIC, and SAFE on July 11, 2006, as amended on August 19, 2015,
stipulates that for Real Estate Enterprises established by foreign investment, their registered capital should be more
than 50% of the total investment if the total investment is equal to or over US$10 million. Their registered capital
should be no less than 50% of the total investment if the total investment is US$3 – US$10 million. Their registered
capital should be no less than 70% of the total investment if the total investment is less than US$3 million. The current
registered capital of our project subsidiary, Nam Tai Investment, is US$170 million, which we believe would allow it
to meet the required registered capital under the regulation.

On May 23, 2007, MOFCOM and SAFE promulgated Notice on Further Strengthening and Regulating the Approval
and Supervision on Direct Foreign Investment on Real Estate, as amended on October 28, 2015, which provides:

•to apply to establish a Real Estate Development Enterprise, one must obtain the Land Use Rights or ownership of the
building first, or must sign assignment or purchase contracts with local land authorities or developer and owner of the
building; only upon meeting the above requirements will the authorities approve the application; and
•after properly established, if a foreign-invested enterprise intends to broaden its business scope for land development
and operation, or to operate or develop new real estate business, one must apply relevant approval according to laws
and regulations on foreign investment.

Qualification of a Real Estate Developer

Under the Rules on the Administration of Qualifications of Real Estate Developers promulgated on March 29, 2000
by MOHURD and effective on the same day (amended on May 4, 2015) a developer must apply for registration of its
qualifications. An enterprise may not engage in the pre-sales of real estate units without a qualification classification
certificate for real estate development.
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In accordance with the above rules, developers are classified into four classes: class I, class II, class III and class IV. A
developer that passes the qualification examination will be issued a qualification certificate of the relevant class by the
relevant construction authority.

Under the Development Regulations, real estate administration authorities examine all applications for the registration
of the qualifications of a developer when it reports its establishment, by considering its assets, professional personnel
and business results. A developer may only undertake real estate development projects in compliance with the
approved qualification registration.
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After a newly established developer reports its establishment to the real estate administration authority, the latter will
issue a provisional qualification certificate to the eligible developer within 30 days of its qualification of the above
report. The provisional qualification certificate will be effective for one year from its date of issue and may be
extended for not more than two additional years with the approval of the real estate development authority. The
developer must apply for the qualification classification by the real estate administration authority within one month
before expiry of the provisional qualification certificate.

Regulations on Pre-sale of Units

According to Urban Real Estate Administration Law promulgated by the National People’s Congress on July 5, 1994,
as amended on August 30, 2007 and on August 27, 2009, a commodity building may be sold before completion if: (a)
the assignment price has been paid in full for the grant of the land use rights involved and a Land Use Rights
Certificate has been obtained; (b) Construction Planning Permit and Construction Permit have been obtained; (c) the
funds invested in the development of the commodity buildings put to pre-sale represent 25% or more of the total
investment in the project and the progress of works and the completion and delivery dates have been ascertained; and
(d) the pre-sale has been registered and a Pre-sale Permit has been obtained. The pre-sale seller shall, in accordance
with the relevant state provisions, report the pre-sale contracts for record-filing to real estate administration and land
administration departments of the people’s government above the county level. The pre-sale proceeds of commodity
buildings must be used to develop the relevant project so pre-sold.

According to the Development Regulations and the Measures for Administration of Pre-sale of Commodity Buildings
promulgated by Ministry of Construction on November 15, 1994 and as amended on August 15, 2001 and July 20,
2004, the term “pre-sale of commodity houses” refers to the act that the real estate development enterprises sell the
houses under construction to purchasers and the purchasers pay the earnest money or the prices of houses. The
pre-sale of commodity houses shall be subject to the licensing system. Where a real estate development enterprise
intends to sell commodity houses in advance, it shall apply to the real estate administrative department for pre-sale
approval so as to obtain the Pre-Sale Permit. Real estate development enterprise must register contracts of pre-sale of
commercial housing with the competent real estate authority and the relevant land administration of the people’s
government at the city or county level within 30 days after the date of execution of the contract and the purchasers
shall go through the procedure of change in registration of land use right and registration of individual property
ownership within 90 days after delivery of a presold property to obtain the individual property ownership certificates
in respect of the properties purchased by the purchasers.

While our current plan for Phase I of Nam Tai Inno City does not involve pre-sale, we may pre-sale certain units in
Phase II of Nam Tai Inno City. We may do so after we have obtained the Real Estate Development Enterprise
qualification certificate and satisfy the above pre-sale conditions. If we fail to obtain the certificate in a timely manner,
or at all, we would not be permitted to pre-sell our units, which may result in a delay in our profit making. Our
business, results of operations and financial condition may be materially and adversely affected.

Measures on Property Price

According to Measures on Pre-sale Price Filing of Commodity Buildings of Shenzhen City promulgated by Market
and Quality Supervision Commission of Shenzhen Municipality on June 25, 2011, as amended in May 2017, pre-sale
price filing of Commodity Buildings refers to real estate enterprises’ liability to inform competent department the sale
price of the commodity buildings when a real estate enterprise intends to pre-sell a unit or the price adjustment is
beyond the certain range of the recent filing price. A real estate enterprise should file the pre-sale price to the sub
bureau of Quality Supervision Commission Shenzhen Municipality.
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The government sets the ceiling price of commodity buildings. The pre-sale price of a certain property may not exceed
the ceiling price. If a Real Estate Development Enterprise doesn’t file pre-sale price to competent department or fails to
file in a timely manner, then the enterprise would not be able to obtain the pre-sale permit to pre-sell commodity
buildings.

Major Taxes Applicable to Property Developers

Land Appreciation Tax

Under the PRC Interim Regulation on Land Appreciation Tax of 1994 and its implementation rules of 1995, as
amended in 2011, Land Appreciation Tax (“LAT”) applies to both domestic and foreign investors in real properties in
mainland China, irrespective of whether they are corporate entities or individuals. The tax is payable by a taxpayer on
the appreciation value derived from the transfer of land use rights, buildings or other facilities on such land, after
deducting the “deductible items” that include the following:

•payments made to acquire land use rights;
•costs and charges incurred in connection with the land development;
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•construction costs and charges in the case of newly constructed buildings and facilities;
•assessed value in the case of old buildings and facilities;  
•taxes paid or payable in connection with the transfer of the land use rights, buildings or other facilities on such land;
and
•other items allowed by the Ministry of Finance.

The tax rate is progressive and ranges from 30% to 60% of the appreciation value as compared to the “deductible items”
as follows:

Appreciation value LAT rate
Portion not exceeding 50% of deductible items 30%
Portion over 50% but not more than 100% of deductible items     40%
Portion over 100% but not more than 200% of deductible items 50%
Portion over 200% of deductible items              60%        

After the enactment of the LAT regulations and the implementation rules in 1994 and 1995, respectively, due to the
long period of time typically required for real estate developments and their transfers, many jurisdictions, while
implementing these regulations and rules, did not require real estate development enterprises to declare and pay the
LAT as they did other taxes. Therefore, in order to assist the local tax authorities in the collection of LAT, the
Ministry of Finance, State Administration of Taxation, Ministry of Construction and State Land Administration
Bureau separately and jointly issued several notices to reiterate that, after the assignments are signed, the taxpayers
should declare the tax to the local tax authorities where the real estate is located, and pay the LAT in accordance with
the amount as calculated by the tax authority and within the time period as required. For those who fail to acquire
proof as regards the tax paid or the tax exemption from the tax authorities, the real estate administration authority will
not process the relevant title change procedures, and will not issue the property ownership certificates.

We will be subject to LAT if we choose to sell, instead of lease, our units.

Tax

The PRC Interim Regulation on Business Tax of 1994, as amended in December 2008, provided that business tax for
PRC enterprises would be officially abolished by November 2017. The Detailed Implementation Rules of the Interim
Regulation of the PRC on Business Tax issued and implemented by Ministry of Finance on December 25, 1993, and
as amended on December 15, 2008 and October 28, 2011, although not officially abolished, are now deemed as no
longer in effect.

Pursuant to the Circular on Comprehensively Promoting the Pilot Program of Replacing Business Tax with Value
Added Tax which was promulgated by the Ministry of Finance and the State Administration of Taxation on March 23,
2016 and became effective on May 1, 2016, and further revised by The Notice on the Policy of Replacing Business
Tax with Value Added Tax in Construction Services, which was implemented on July 1, 2017, the government will
levy Valued Added Tax in lieu of business tax on a trial basis within the territory of the PRC, and any taxable
activities of taxpayers shall be subject to a tax rate of 6% except for the taxpayer providing transportation, postal,
telecom, construction, real estate leasing service, selling real estate, transferring land use right, leasing services of
tangible personal property, and any cross-border taxable activity conducted by an entity or individual within the
territory.
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To provide services related to transportation, postal, telecom, construction, real estate leasing service, selling real
estate and transferring land use right, the tax rate is 11%. To provide leasing services of tangible personal property,
the tax rate is 17%. For any cross-border taxable activity conducted by an entity or individual within the territory, the
tax rate is zero.

For the general taxpayers of real estate developers who sell the real estate projects (excluding the old real estate
projects to which the simple tax calculation method is applicable) developed by them, the sales amount shall be the
balance of the total price and other charges gained after the deduction of the land price paid to the government
departments at the time of acceptance of the transferred land.

Pursuant to the Interim Measures on the Management of Value Added Tax of Self-developed Real Estate Project by
the Sale of Real Estate Developers issued on March 31, 2016 and implemented on May 1, 2016 by State
Administration of Taxation, in the event that a real estate developer recognized as an ordinary taxpayer sells a
self-developed real estate project, the general tax calculation method shall be adopted, and the obtained total
consideration and other charges after the deduction of the corresponding land price of the real estate project sold for
the current period shall be the sales amount.
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Corporate income tax

In 2007, the PRC government adopted the PRC Corporate Income Tax Law and the related implementation rules,
which became effective on January 1, 2008 and was amended on February 24, 2017. Under the PRC Corporate
Income Tax Law, a unified income tax rate of 25% is applied to all PRC enterprises, including foreign-invested
enterprises. In addition, according to the Enterprise Income Tax Laws, dividends from PRC subsidiaries to their
foreign corporate shareholders are subject to a withholding tax at a rate of 10% unless any lower treaty rate is
applicable.

Urban Land Use Tax and Buildings Tax

Pursuant to the PRC Interim Regulations on Land Use Tax in respect of Urban Land promulgated by the State Council
in September 1988, amended on December 31, 2006, January 8, 2011 and in December 2013, the land use tax in
respect of urban land is levied according to the area of relevant land. The annual tax on urban land was between
RMB0.6 and RMB30 per square meter.

Property Tax.

Under the PRC Interim Regulations on Property Tax promulgated by the State Council in September 1986, and
amended on January 8, 2011, property tax applicable to domestic enterprises is 1.2% if it is calculated on the basis of
the residual value of a building and 12% if it is calculated on the basis of the rental. On January 27, 2011, the
governments of Shanghai and Chongqing respectively issued measures for implementing pilot individual property tax
schemes which became effective on January 28, 2011.

According to the Notice on Issues Relating to Assessment of Buildings Tax against Foreign-invested Enterprises and
Foreign Individuals issued by the Ministry of Finance and SAT in January 2009, the foreign-invested enterprises,
foreign enterprises and foreign individuals are to be levied the same as domestic enterprise.

Stamp Duty

Under the PRC Interim Regulations on Stamp Duty promulgated by the State Council in August 1988, and amended
on January 8, 2011, for property transfer instruments, including those in respect of property ownership transfers, the
duty rate is 0.05% of the amount stated therein; for permits and certificates relating to rights, including property
ownership certificates and land use rights certificates, stamp duty is levied on an item-by-item basis of RMB5 per
item.

Municipal Maintenance Tax

Under the PRC Interim Regulations on Municipal Maintenance Tax promulgated by the State Council in 1985, and
amended on January 8, 2011, any taxpayer, whether an individual or otherwise, of product tax, value-added tax or
business tax is required to pay municipal maintenance tax calculated on the basis of product tax, value-added tax and
business tax. The tax rate is 7% for a taxpayer whose domicile is in an urban area, 5% for a taxpayer whose domicile
is in a county or a town, and 1% for a taxpayer whose domicile is not in any urban area or county or town.

According to the Circular Concerning Unification of Municipal Maintenance Tax and Education Surcharge for
Foreign Investment and Domestic Enterprises and Individuals issued by State Council on October 18, 2010, the
municipal maintenance tax is applicable to foreign invested enterprises, foreign enterprises and foreign individuals
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from December 1, 2010.

Education Surcharge

Under the Interim Provisions on Imposition of Education Surcharge promulgated by the State Council in April 1986
and amended on June 7, 1990, August 20, 2005 and January 8, 2011, any taxpayer, whether an individual or
otherwise, of value-added tax, business tax or consumption tax is liable for an education surcharge, unless such
taxpayer is required to pay a rural area education surcharge as provided by the Notice of the State Council on Raising
Funds for Schools in Rural Areas. The Education Surcharge rate is 3% calculated on the basis of consumption tax,
value-added tax and business tax. According to the Circular Concerning Unification of Municipal Maintenance Tax
and Education Surcharge for Foreign Investment and Domestic Enterprises and Individuals issued by State Council on
October 18, 2010, the education surcharge is applicable to foreign invested enterprises, foreign enterprises and foreign
individuals from December 1, 2010.
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Regulations on Property Management

The Property Management Rules, amended by the State Council on August 26, 2007 and effective as of October 1,
2007, as amended on February 6, 2016, provide that property owners have the right to appoint and dismiss property
service enterprises. The rules also establish a regulatory system for property service enterprises, which encompasses
the following regulations:

•the Measures for the Administration of Qualifications of Property Service Enterprises amended by the MOHURD
and effective as of November 26, 2007, provide that property service enterprises must apply to the local branch of the
MOHURD and undertake a qualification examination to obtain a Property Service Qualification Certificate. A
property service enterprise must pass the Property Service Qualification, or PSQ examination, in order to engage in
property management. Property service enterprises are classified as Class I, II or III. Different classes of service
enterprises have different establishment requirements and may manage different types of premises.
•The Provisional Measures on the Administration of Initial Property Management Bid-inviting and Bidding,
promulgated on June 26, 2003 by the MOHURD, provide that prior to the selection of the Property Owners’
Committee, or the POC, the property developer must select a property service enterprise to provide property
management services.
•the NDRC and the MOHURD jointly promulgated the Rules on Property Management Service Fees on
November 13, 2003, which provide that property management fees shall be determined by mutual consent between
the POC and the property service enterprise, and set forth in writing in the property management service contract.

Regulations on Construction Safety

Under relevant laws and regulations such as the Laws for Safe Production in the PRC promulgated by the Standing
Committee of the National People’s Congress in November 2002 and as amended on August 31, 2014, the property
development enterprise should apply to the supervisory department on safety for the registration of supervision for
work safety in construction before the commencement of construction. Constructions without such registration will
not be granted a construction works commencement permit by the supervisory body. Contractors for the construction
should establish the objectives and measures for work safety and improve the working environment and conditions of
workers in a planned and systematic way. A work safety protection scheme should also be set up to carry out the work
safety job responsibility system. At the same time, contractors should adopt corresponding site work safety protective
measures according to the work protection requirements in different construction stages and such measures shall
comply with the labor safety and hygiene standards of the State.

Under the Construction Law of the People’s Republic of China, the construction contractor assumes responsibility for
the safety of the construction site. The main contractor will take overall responsibility for the site, and the
subcontractors are required to comply with the protective measures adopted by the main contractor.

Regulations on Environmental Protection in Construction Projects

Under the Regulations on the Administration of Environmental Protection in Construction Project, or Environmental
Regulations, promulgated by the State Council on November 29, 1998 and effective as of the same date, as amended
on July 16, 2017, each construction project is subject to an environmental impact assessment by the relevant
authorities.

According to the Environmental Regulations, a developer is required to submit an environmental impact report, or an
environmental impact report form, or an environmental impact registration form (as the case may be) to the relevant
environmental protection administration for approval during the project’s feasibility analysis stage. In the meantime, if
any ancillary environmental protection facilities are necessary in the construction project, such facilities are required
to be designed, constructed and used in conjunction with the main project. After completion of the project, the
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developers are required to apply to the relevant environmental protection administrations for final acceptance
examination in respect of any ancillary environmental protection facilities. Construction projects are approved for use
after passing the said acceptance examination.

The Environmental Impact Assessment Law, promulgated by the National People’s Congress on October 28, 2002 and
effective as of September 1, 2003, as amended on July 2, 2016, provides that if the environmental impact assessment
documents of a construction project have not been examined by the relevant environmental protection administrations
or are not approved after examination, the authority in charge of examination and approval of the project may not
approve construction on the project, and the construction work unit may not commence work.

On July 6, 2006, the State Environmental Protection Administration issued its Circular on Strengthening the
Environmental Protection Examination and Approval and Strictly Controlling New Construction Project, which
provides for stringent examination and approval procedures for various real estate development projects. It also
stipulates that no approvals may be issued for new
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residential projects or extensions in industry development zones, areas impacted by industrial enterprises or areas
where such development poses potential harm to residents’ health

Pursuant to the requirements of relevant laws and regulations such as the Appraisal Measures for the Impact on the
Environment of the PRC implemented by the Standing Committee of the National People’s Congress in September
2003 and amended on July 2, 2016, and the Regulations Governing Environmental Protection of Construction Projects
amended by the State Council in July, 2017, property development enterprises and construction enterprises must carry
out an appraisal of the impact the construction project will have on the environment. The relevant project shall not
commence until approval is obtained from the supervisory body for environmental protection. While the project is in
progress, the developer should also comply with the appraisal documents relating to the impact on the environment
and implement the environmental protection measures set out in the opinion of the supervisory body for
environmental protection. Such measures must be incorporated into the design, construction and operation of the
general construction. Upon completion of the project, the developer should apply to the supervisory body for
environmental protection for the inspection and acceptance of the completed environmental protection facilities. Only
those projects that have been inspected and accepted may go into operation or be available for use.

Insurance

There is no mandatory provision under the PRC laws, regulations and government rules which require a property
developer to take out insurance policies for its real estate developments. According to the common practice of the
property industry in China, construction companies are usually required to submit insurance proposals in the course of
tendering and bidding for construction projects. Construction companies must pay for the insurance premium at their
own costs and take out insurance to cover their liabilities, such as third party’s liability risk, employer’s liability risk,
risk of non-performance of contract in the course of construction and other kinds of risks associated with the
construction and installation works throughout the construction period. The insurance coverage for all these risks will
cease immediately after the completion and acceptance upon inspection of construction.

The Process of PRC Real Estate Development Projects

The following flow chart summaries the technical process of typical real estate developing projects in the PRC:

Planning and Design

Our project planning and design process includes concept and architectural design, construction and engineering
design, budgeting, financial analysis and projections as well as arranging for financing. We believe careful planning is
essential to control costs, quality and timing of our projects.

We outsource our design work to reputable third-party design firms. For Nam Tai Inno Park, we will appoint a
renowned professional architectural firm to complete the design. Our planning and development team works closely
with project managers as well as our external designers and architects to ensure that our designs comply with PRC
laws and regulations, and meet our design and other project objectives as a part of our design management process.
Our senior management is also actively involved in the process, especially in the master planning and architectural
design of our projects. We conduct preliminary planning and scheduling for each stage of the development project,
including planning our outsourcing requirements for the project construction stage.
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We seek to integrate technology in our projects by incorporating various sensors to our building automation systems
with designs that focus on the comfort and convenience of the tenants. In determining the architectural designs of our
projects, we consider the proposed type of products to be developed in light of the surrounding environment and
neighborhood.
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In selecting external design firms, we consider, among other things, their reputation for reliability and quality, their
track record in the market, the design proposed and the price quoted. Design firms can participate in the tender process
by our invitation only. Our planning and design team monitors the progress and quality of the design firms to ensure
that they meet our requirements.

Construction and Management

We outsource all of our construction work to independent construction companies which are selected mainly through
our invitation to tender bids for the project. We generally hire one or more main contractors for each of our projects
with a number of subcontractors. The main contractors are responsible for a designated portion of the project. We
have established a selection procedure in order to ensure compliance with our quality and workmanship standards. We
take into account the construction companies’ professional qualifications, reputation, track record and financial
condition and resources when inviting candidates to bid. We also review the qualifications and performance of our
construction contractors periodically. We closely supervise and manage the entire project construction process, to
monitor and analyze information regarding quality of the construction and material purchased on a real-time basis. We
collect information throughout the development cycle on the entire project, including information from our third-party
contractors, to avoid unanticipated delays and cost overruns.

Our construction contracts typically provide for limited flexible payments, which provide for adjustments for some
types of excess, such as design changes during construction or changes in government-suggested steel and cement
prices, as well as labor costs. The contractors are typically responsible for procuring the necessary raw materials, as
well as providing engineering and construction services. We procure certain ancillary fixtures for installation, such as
elevators, windows and entrance doors. For our purchases of such fixtures, we use a centralized procurement process
to help increase our negotiating power and lower our unit costs. We maintain good relationships with our suppliers
and have not encountered any significant supply shortages or disruptions in the past.

Marketing, Sales and Leasing

We maintain an internal marketing team for our development projects and will build up a sales force and operating
team during 2018. We may also use outside agencies on our projects when appropriate. Our marketing teams had
surveyed the demographics of each project area to determine the appropriate unit sizes and design features. They will
work also work with the sales force and outside agencies to prepare the advertising, promotion, and selling plans for
each project. The sales force at each project will be responsible for following through on the entire sales and leasing
process including setting monthly sales or leasing targets, controlling prices, implementing special promotions,
monitoring external agency performance, and processing customer feedback.

To fully utilize the large amount of research and development space that may be released to the market upon the
completion of our Nam Tai Inno Park and Nam Tai Inno City projects, we plan to establish our own sales force and
operating team, which will work in conjunction with other external agents, consultants and advisers to make further
detailed plans of our operation and tenancy requirements. We plan to leverage our geographical advantages of locating
within the Greater Bay Area at the mouth of the Pearl River Delta and being on the corridor between Qianhai
free-trade-zone and Shenzhen International Airport and Convention Center. By taking advantage of the scale of our
building complexes and the services it may provide as a technology research and development platform, we intend to
roll out attractive and differentiated products.

Delivery, After-Sale Services and Property Management Operation

We assist customers in arranging for and providing information relating to financing. We also assist our customers in
various title registration procedures relating to their properties, and we have set up an ownership certificate team to
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assist purchasers in obtaining their property ownership certificates. We offer various communication channels to
customers to provide their feedback about our products or services. We also cooperate with property management
companies that manage our properties and ancillary facilities, such as schools and clubhouses, to handle customer
feedback.

We endeavor to deliver the units to our customers on a timely basis. We closely monitor the progress of construction
of our property projects and conduct pre-delivery property inspections to ensure timely delivery. Once a property
development has been completed, has passed the requisite government inspections and is ready for delivery, we notify
our customers and hand over keys and possession of the properties.

To ensure smooth operation of our building complexes and quality property management, we may also provide
property management for each research and development centers. It is envisioned that our property management
services will include security, landscaping, building management and management of public facilities and equipment,
and additional services, such as cultural activities, housekeeping and repair.
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ITEM 4. INFORMATION ON THE COMPANY
Corporate Information

We are a real estate developer. We hold two parcels of land located in Guangming and Gushu, Shenzhen, China. We
are converting these two parcels of land that formerly housed the manufacturing facilities of our prior businesses into
high-tech research and development centers, Nam Tai Inno Park and Nam Tai Inno City, respectively. We expect our
principal income in the future will be derived from rental income from these research and development centers. Nam
Tai Property Inc. is a corporation registered in the British Virgin Islands and listed on the New York Stock Exchange
(Symbol: “NTP”).

Formerly known as Nam Tai Electronics, Inc., we were founded in 1975 and moved our electronics manufacturing
facilities to China in 1980 to take advantage of lower overhead costs, lower material costs and competitive labor rates
available. We relocated to Shenzhen, China in order to capitalize on the significant opportunities offered in southern
China. We were reincorporated as a limited liability International Business Company under the laws of the British
Virgin Islands in August 1987 (which was amended in 2004 as The British Virgin Islands Business Companies Act,
2004). Our PRC headquarters and the location of our former manufacturing and design facilities are currently based in
Shenzhen, China, approximately 30 miles from Hong Kong. Certain of our subsidiaries’ offices are located in Hong
Kong, which provide us access to Hong Kong’s infrastructure of communication and banking facilities. Our corporate
administrative matters are conducted in the British Virgin Islands through our registered agent, McNamara Corporate
Services Limited, of McNamara Chambers, 2nd Floor, 116 Main Street, P.O. Box 3342, Road Town, Tortola, British
Virgin Islands.

In April 2014, we ceased our LCM manufacturing business and re-focused on the development of two parcels of land
in Gushu and Guangming, Shenzhen, China, into high-end commercial complexes. We believe that we will derive our
principal income in the future from rental income to be generated from these commercial complexes.

Major Events during 2018 to Date

We have two projects in the PRC under development: (i) Nam Tai Inno Park located in Guangming, Shenzhen, and
(ii) Nam Tai Inno City located in Gushu, Shenzhen. During early 2018, the development of Nam Tai Inno Park in
Guangming, Shenzhen, and Nam Tai Inno City in Gushu, Shenzhen, continues to proceed smoothly.

We have begun certain strategic cooperation with Kaisa, including hiring a number of engineers and real estate
professionals from Kaisa to join the Company as officers and employees, as well as appointed one of Kaisa’s founders,
Mr. Ying Chi Kwok, as our Executive Director and Chief Executive Officer, together with Ms. Yu Zhang, who had
also worked in Kaisa previously, as our Chief Financial Officer. Based on the most recent filing by Kaisa, following
its purchase of shares from our chairman, Mr. Koo, and from the public market, Kaisa currently holds approximately
24.5% of our outstanding share capital. With the injection of the new project team and the support from Kaisa, we
believe that the Company has significantly increased its execution ability and has become less reliant on external
consultants. It is expected that the Company will continue to consult with Kaisa from time to time, leveraging Kaisa’s
knowledge and experience in the areas of construction and real estate development

Nam Tai Inno Park

The construction of Nam Tai Inno Park continued with the excavation of its foundation and pile driving in early 2018.
We have been conducting a thorough review of our construction and marketing plans and decided to make certain
changes, including realigning the unit sizes with the projected market demand, installing more advanced building
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automation systems, air conditioning system and fire proofing. We have also been fine tuning certain schematic
designs to increase construction efficiency, foot and vehicle traffic safety and achieve higher aesthetic value. Due to
the size of the project and the resources required, we have also divided the site into eastern and western sections and
will engage two separate main construction contractors, each of which will only be responsible for its own section, to
ensure construction quality and safety. The two sections will commence construction simultaneously, in lieu of
separate phases, to ensure no further delay with our construction plan. We expect to select the two main construction
contractors in the first half of 2018.

Nam Tai Inno City

For Nam Tai Inno City, we have also afforded its new project team the opportunity to conduct a thorough review of its
former construction and marketing plans. Similar to Nam Tai Inno Park, Nam Tai Inno City will be constructed by
sections, with Phase I, the eastern section being constructed first, followed by Phase II, the western section. Building
in phases would help us avoid over flooding the market upon completion and better align the roll out of our units with
Shenzhen’s urban development plan. We plan to select the architectural design firm for Nam Tai Inno City during the
first quarter of 2018, after the new project team has completed its review. In line with the previously announced
schedule, we have begun to demolish our old factory buildings located on the Inno City
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site in the fourth quarter of 2017. The first stage of this process, the eastern section, is expected to be completed in the
first half of 2018. After completing the demolishing of the existing headquarters on the eastern section of the Inno
City site, the Company will move its headquarters to another location in the Baoan, Shenzhen, purchased in April
2017.

Sale of our Hong Kong Office Property

On February 12, 2018, we sold our Hong Kong office property to our Chairman, Mr. Koo, for $9.7 million after our
Audit Committee reviewed two valuation reports prepared by two independent appraisers and our Board of Directors
approved the transaction price.
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Organizational Structure

The charts below describe the organizational structure of our principal subsidiaries as of December 31, 2017.

Nam Tai Property Inc., or
NTP, was founded in 1975,
and reincorporated as a
limited liability International
Business Company under the
laws of the British Virgin
Islands in August 1987, and
listed on the NYSE under the
symbol “NTP”, and is a holding
company for the subsidiaries
shown in the chart above and
discussed below.

100%　
Nam Tai Electronic &
Electrical Product Limited, or
NTEEP, was incorporated in
June 2003 in the Cayman
Islands. Shares of NTEEP
were listed on the Hong Kong
Stock Exchange from April
28, 2004 until November 12,
2009, when NTP completed
the privatization of NTEEP by
tendering for, and acquiring,
the 25.12% of NTEEP that
NTP did not previously own.
After completing the
privatization of NTEEP in
2009, NTEEP was a
wholly-owned subsidiary of
Nam Tai Property Inc.

100% 　
Nam Tai Investment
(Shenzhen) Co., Ltd., or
NTISZ, was originally
established as Baoan (Nam
Tai) Electronic Co., Ltd. in
June 1989 as a contractual
joint venture company with
limited liability pursuant to
the laws of China. Through
September 2010, it engaged
in the manufacture and sale
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of consumer electronics and
telecommunications
products. With effect from
October 1, 2010, the
businesses and operations
of NTISZ were transferred
to Zastron Electronic
(Shenzhen) Co., Ltd.
(“Zastron Shenzhen”). NTISZ
was transformed into an
investment holding
company in the PRC in
April 2011. NTISZ now
serves as the holding
company for our land in
Gushu, Shenzhen, China,
designated for the
development of Nam Tai
Inno City.
　 　

　100%　 　　　100% 　

Zastron
Electronic
(Shenzhen)
Co., Ltd., or
Zastron
Shenzhen,
was
established in
the PRC in
1992 as a
company
with limited
liability. It
manufactured
telecommunication
components
and
assemblies
such as LCD
modules and
FPC
assemblies.
Zastron
Shenzhen’s
sister
company,
Jetup
Electronic

　

Wuxi Zastron
Precision-Flex
Co., Ltd., or
Wuxi Zastron
Flex, was
established in
November
2006 as a
wholly owned
foreign
investment
enterprise with
limited liability
and pursuant to
the relevant
laws of the
PRC. Wuxi
Zastron Flex
began
manufacturing
and selling FPC
boards and FPC
subassemblies
during 2010.
Wuxi Zastron
Flex’s sister
company, Wuxi
Zastron
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(Shenzhen)
Co., Ltd.
(Jetup), also
wholly-owned
by NTISZ
and engaged
in the
manufacture
of LCD
panels and
LCD
modules, was
merged into
Zastron
Shenzhen
effective on
April 1,
2010. Upon
completion
of that
merger, Jetup
ceased to
exist, and its
assets,
liabilities and
operations
were
transferred to
Zastron
Shenzhen. In
October
2010, the
businesses
and
operations of
NTISZ were
transferred to
Zastron
Shenzhen. In
August 2011,
Zastron
Shenzhen
became a
wholly
owned
foreign
enterprise.

Precision-Tech
Co. Ltd, or
Wuxi Zastron
Tech, also
wholly-owned
by Nam Tai
Investment
Limited, was
merged into
Wuxi Zastron
Flex in April
2010. Upon
completion of
that merger,
Wuxi Zastron
Tech ceased to
exist, and its
assets,
liabilities and
operations were
transferred to
Wuxi Zastron
Flex.

Upon the
cessation of our
original core
LCM
production
business in
April 2014,
Wuxi Zastron
Flex now
serves as the
holding
company for
our parcels of
land in Wuxi,
Jiangsu, China.
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Upon the
cessation of
our original
core LCM
production
business in
April 2014,
Zastron
Shenzhen
now serves
as the
holding
company for
our land in
Guangming,
Shenzhen,
China,
designated
for the
development
of Nam Tai
Inno Park.
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Historical Business Overview

We are a British Virgin Islands holding company and conduct substantially all of our business through our principal
operating subsidiaries in Shenzhen, China. Upon the cessation of our original core LCM production business in April
2014, we changed our company name from Nam Tai Electronics, Inc. to Nam Tai Property Inc. and turned our focus
to the redevelopment of two parcels of land in Guangming and Gushu, Shenzhen, respectively, into high-end
commercial complexes. We believe that we will derive our principal income in the future from rental income
generated by these commercial complexes.

We have named our property development project in Guangming, Shenzhen, “Nam Tai Inno Park”. For Nam Tai Inno
Park, we obtained the Early Construction Permit for Pile Foundation in May 2017, which allowed us to begin the
excavation of foundation and pile driving work. We plan to engage main contractors in early 2018 and begin the
construction of the main structure by May 2018.

We have named our property development project in Gushu, Shenzhen, “Nam Tai Inno City”. We have obtained the
project initiation approval for the development of Phase I of Nam Tai Inno City from the land department of the local
government and we will continue to apply for all other necessary permits and approvals in due course. Phase I covers
approximately half of our Gushu site. We expect to obtain all permits and approvals to commence construction of
Phase I by January 2019. After completion of the Phase I construction, which is expected to take approximately three
years, we intend to apply for the necessary permits and approvals for the construction of Phase II of Nam Tai Inno
City. However, this timetable has not been finalized. The buildings that house our former production plant located on
the site of our Phase II development had been rented to a third party lessee until October 2017. Based on the current
timetable, we do not foresee any immediate difficulties in the permit application process.

As for our Wuxi plant, the factory buildings are listed primarily for rent while we would also consider offers by
potential purchasers.

Our Customers/Tenants

Upon the cessation of our LCM manufacturing business in April 2014, we formally transformed our core business
from the EMS industry to property development, operation and management. After April 2014, we had two principal
tenants: (i) our Guangming tenant who leased our land and building in Guangming, Shenzhen; and (ii) our Gushu
tenant who leased the land and buildings that comprised our prior manufacturing facilities in Gushu, Shenzhen. The
lease with our Guangming tenant expired in May 2015. The lease with our Gushu tenant expired in October 2017.

Our Land Development Projects

We have two real estate projects in the PRC under development: (i) Nam Tai Inno Park located in Guangming,
Shenzhen, and (ii) Nam Tai Inno City located in Gushu, Shenzhen. During 2017, the various license and permit
application processes for each of these projects proceeded on schedule and within our expectations. The tables below
indicate the gross floor areas and budgetary estimate for these two projects.
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Summary of updated gross floor areas for the two projects:

Nam Tai Inno Park

(Approved)

Nam Tai Inno City

Phase I + Phase II

(Planned)
Land Area in sqm 103,739 52,625
Floor Area Ratio (FAR) 2.59 6.00

Gross Floor Area (GFA)

in sqm

Office 175,406 Office + SOHO 187,880
Apartment 61,000 Apartment 48,300
Commercial 28,594 Commercial 25,000
Other 4,159 Other 7,200

269,159 268,380
Underground Floor Area

in sqm 62,673 80,000
Total Construction Floor Area

(CFA) in sqm 331,832 348,380
Remarks The above figures are subject to adjustment upon

the final approval of the relevant authorities in
China.

Updated Budgetary Estimate for the Two Projects:

Budgeted Costs(1)

Nam
Tai
Inno

Park

Nam Tai Inno City

Phase I + Phase II
(in millions)

Construction Costs 312 415
Operation Costs 69 43
Total (Estimated) 381 458

Note:

(1)
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The $839 million Schematic Design Estimation was prepared based on a schematic design originally prepared by
our architectural design firm. This estimate is used by us for cost control purposes to monitor the costs of design,
construction, and other operations. This estimation does   not include the costs of marketing and interior furnishing
and makes no adjustment for inflation or financing costs. If the developed properties are offered for sale, the costs
would also have to add on land appreciation tax.
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Location of the two projects:

The map below indicates the locations of Nam Tai Inno Park and Nam Tai Inno City in Shenzhen city, together with
major landmarks such as the Qianhai Pilot Free Trade Zone and Shenzhen Baoan International Airport.

Notes:

(1)Traffic
plan is based
on
Shenzhen’s
13th
Five-Year
Plan

(2)Metro
Lines 1, 5,
11 are in
operation.

(3)Metro
Lines 6, 12
and 13 are
scheduled to
open in
2020, 2022
and 2021,
respectively.
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Growth of Shenzhen City:

The charts below indicate certain historical growth trend of Shenzhen city.

Source: Shenzhen Statistics Bureau

Source: Shenzhen Statistics Bureau
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Source: Shenzhen Statistics Bureau Source: Shenzhen Statistics Bureau
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Estimated timetable for the two projects:

Main Permits

& Certificates

Estimated Timetable for Project Completion

Inno Park Inno City –
Phase I

Inno City –
Phase II 2017201820192020202120222023

A Land Use Permit
Obtained
in
June 2015

Apr. 2018 Oct. 2019 ★ ◆

B Land Use Right Certificate
Obtained
in
Sep. 2015

June 2018 Dec. 2019 ★ ◆

C Construction Planning Permit

Obtained
in

Aug. 2017

Dec. 2018 June 2020 ▲ ★ ◆

D1
Early Construction Permit for

Pile Foundation

Obtained
in

May 2017

N/A N/A ▲

D2Construction Permit for the Main Structure May 2018 Jan. 2019 July 2020 ▲ ★ ◆

D3Construction Acceptance Certificate for the
Main Structure Oct. 2019 Oct. 2020 Feb. 2022 ▲ ★ ◆

D4Construction Completion Oct. 2020 Nov. 2021 May 2023 ▲ ★ ◆
E Property Ownership Certificate Oct. 2020 Nov. 2021 May 2023 ▲ ★ ◆
Notes:

1.       ▲ is for “Nam Tai Inno Park”; while ★ is for “Nam Tai Inno City – Phase I” and ◆ “Nam Tai Inno City – Phase II”.

2.       Please see ITEM 3 Key Information under the heading “Regulation on Development of a Real Estate Project” for
explanations of each permit and certificate.

3.       The construction of “Nam Tai Inno Park” had begun since May 2017 with excavation and pile driving for its
foundation; construction of the main structure is expected to commence in May 2018.

4.       The construction of “Nam Tai Inno City - Phase I” is expected to commence around early 2019; while “Nam Tai
Inno City - Phase II” is expected to commence around July 2020.

5.       Furnishing of common areas and public utilities is expected to be completed before the scheduled Construction
Completion.

6.       We will begin generating income after Construction Completion and new Property Ownership Certificate has
been awarded based on the completed complexes.
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Design of Nam Tai Inno Park

The blueprint below shows the current design of Nam Tai Inno Park and planned usage of this complex:  

Below is an artistic rendition of the current design of Nam Tai Inno Park.
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Property, Plant and Equipment

Our registered office in the British Virgin Islands is located at McNamara Chambers, 2nd Floor, 116 Main Street, Road
Town, Tortola, British Virgin Islands. Corporate administrative matters in the British Virgin Islands are conducted at
this office through our registered agent, McNamara Corporate Services Limited.

The table below lists the locations, square meters, principal use and the expiration dates of land use rights on the
facilities used in our principal operations as of December 31, 2017:

Location

Approximate

Square

Meters

Principal or Presently

Contemplated Use

Owned(1) or lease

expiration date
Principal Facilities
Hong Kong, SAR 204 Administrative Office Owned
Guangming, Shenzhen, China 103,739 Nam Tai Inno Park 2057(2)

Gushu, Shenzhen, China 26,314 Nam Tai Inno City – Phase I 2043(3)

26,311 Nam Tai Inno Park – Phase II 2049(3)

Baoan, Shenzhen, China 1,207 Corporate Headquarters 2054(4)

Wuxi, Jiangsu Province, China 43,698 To be leased or sold 2056(5)

Notes:

(1)Only the PRC government and collectives may own land in China. We have entered into a land lease agreement
with the PRC government that gives us the land use rights for 50 years for each of our land located in Guangming,
Shenzhen; Gushu, Shenzhen; and Wuxi, Jiangsu. Our understanding of the practice as it exists today is that at the
expiration of the land lease, we may be given the right to renew the lease.

(2)We acquired 50-year land leases in 2007. We plan to develop and convert this parcel of land into a high-end
research and development park, i.e. Nam Tai Inno Park.

(3)We acquired 50-year land leases in 1993 and 1999, respectively for the adjacent plots. We plan to develop and
convert these two parcels of land totaling 52,625 square meters into high-end research and development park, i.e.
Nam Tai Inno City.

(4)In April 2017, we purchased a new office for a total amount of $13.4 million in PRC. The new office is primarily
held for use as our corporate headquarters. The land use right of new office will expire in 2054.

(5)We acquired 50-year land leases in 2006. Construction for our Wuxi facility was completed in 2009, mass
production at this facility began in 2010 but ceased in June 2013. As of January 31, 2018, our Wuxi facility is
listed for sale and long-term lease by real estate agents.

Hong Kong

In October 2005, Nam Tai restructured its subsidiaries to focus its operations in China. As of January 31, 2018, we
only maintain a minimal workforce in Hong Kong. On February 12, 2018, we sold our Hong Kong office property to
our Chairman, Mr. Koo, for $9.7 million after our Audit Committee reviewed two valuation reports prepared by two
independent appraisers and our Board of Directors approved the transaction price.
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Guangming, Shenzhen, China

Nam Tai Inno Park

In June 2007, we entered into an official land use transfer agreement and a supplemental agreement with Shenzhen
Municipal Bureau of State Land and Resources, pursuant to our commitment specified in the official project
investment agreement we signed with the Guangming Hi-Tech Industrial Park in 2006. Consequently, we acquired
approximately 103,739 square meters of land zoned as M-1 with 50 years of land use rights starting from 2007 in
Guangming District, Shenzhen. We paid a land price of approximately $9.1 million, whereas relocation allowances to
the local residents and other related costs were funded by internal resources. We plan to develop this property under
the name “Nam Tai Inno Park” as a middle or high-end research and development complex with units available for
long-term leases. As of January 31, 2018, we have substantially completed the excavation and pile driving for Nam
Tai Inno Park.

Gushu, Shenzhen, China

Nam Tai Inno City
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We once housed our principal manufacturing facilities in Gushu, Shenzhen. We ceased our core LCM production
business by the end of April 2014 and sold all of our machinery and production lines at our Gushu manufacturing
facilities. We plan to develop and convert the parcel of land of approximately 52,625 square meters into high-end
research and development complexes under the name “Nam Tai Inno City” primarily for self-ownership and rental, with
certain units for sale.

Phase I of Nam Tai Inno City, the eastern section, an area of approximately 26,311 sqm, is zoned as M-0 with 50
years of land use rights starting from 1993. We intent to complete the demolition of our existing facilities on the
eastern section in early 2018. Upon which, we plan to re-execute the land use rights contract with urban planning, land
and resource department in the second quarter of 2018, which would restart the 50 years land use rights from the date
of re-execution.

Phase II of Nam Tai Inno City, the western section, an area of approximately 26,314 sqm, is currently zoned as M-1
with 50 years of land use rights starting from 1999. We plan to apply for the M-0 zoning approval on June 2020, after
our existing facilities on the western section have aged for 15 years, or earlier based on our development plan and the
proposed usage of Nam Tai Inno City. We plan to re-execute the land use rights contract at the same time, which
would also restart the 50 years land use rights from the date of re-execution.

Baoan, Shenzhen, China

Corporate Headquarters

In April 2017, we purchased a new office for a total amount of $13.4 million. The new office is primarily held for use
as our corporate headquarters. The land use right of new office will expire in 2054. We recorded the amount of the
new company under property, plant, and equipment on balance sheet.

Wuxi, China

Former Manufacturing Facilities

In January 2008, we began construction of our Wuxi manufacturing facilities on approximately 43,698 square meters
of land we acquired in December 2006, i.e. Wuxi. We completed construction in 2009, and by the end of 2009, we
had installed machinery and equipment to manufacture FPC boards and FPC subassemblies, with approximately
14,000 square meters of space for our manufacturing operations. We commenced manufacturing operations at this
factory in 2010. However, following final evaluation on the viability of our FPC and LCM production business and
considering the lack of customer orders, we discontinued our manufacturing of FPC and LCMs for tablets in our Wuxi
facilities at the end of March 2013 and June 2013, respectively. The production operations at our Wuxi manufacturing
facilities ceased entirely by June 2013. We sold all of our machinery and production lines in September 2014.
Currently, our land and factory buildings are listed primarily for rent while we would also consider offers by potential
purchasers.

ITEM 4A. UNRESOLVED STAFF COMMENTS
We do not have any unresolved Staff comments.

ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPECTS
Except for statements of historical facts, this section contains forward-looking statements involving risks and
uncertainties particularly statements found under the heading entitled “Trend Information”. You can identify these
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forward-looking statements by words such as “aim”, “anticipate”, “believe”, “consider”, “continue”, “estimate”, “expect”, “forecast”,
“going forward”, “intend”, “plan”, “potential”, “predict”, “project”, “propose”, “seek”, “can”, “could”, “may”, “might”, “will”, “would”, “shall”,
“should” and the negative forms of these words and other similar expressions. Forward-looking statements are not
guarantees of our future performance or results and our actual results could differ materially from those anticipated in
these forward-looking statements as a result of certain factors, including those discussed in Regarding Use of Forward
Looking Statements under the section of this Report entitled ITEM 3. Key Information – Risk Factors. This section
should be read in conjunction with our consolidated financial statements included as ITEM 18. Financial Statements
in this Report.

42

Edgar Filing: NAM TAI PROPERTY INC. - Form 20-F

83



Impact of Foreign Currency Fluctuations

The value of the Renminbi against the U.S. dollar and other currencies fluctuates and is affected by numerous factors,
including among other things, changes in political and economic conditions in China and the U.S. The conversion of
RMB into foreign currencies, including U.S. dollars, is based on rates set by the PBOC. Currently, the RMB is
permitted to fluctuate within a band managed by the PRC government. The trading band has been widened since early
2014, and the PRC government may adopt a more flexible currency policy in the future, which could result in
increased exchange rate volatility and significant appreciation or depreciation of the RMB against the U.S. dollar.

Effective from April 1, 2015, the Company’s subsidiaries in China changed their functional currency from the U.S.
dollar to the RMB. This change was made upon the progress of the property development projects in China causing
the Company’s subsidiaries primary operating activities to be denominated in RMB and making the RMB the currency
of the economic environment in which the entities primarily generate and expend cash. As of December 31, 2017, we
recorded $5.9 million of net foreign currency translation loss in accumulated other comprehensive loss as a
component of shareholders’ equity.

For the Company and subsidiaries outside of China, the functional currencies are U.S. dollars and Hong Kong dollars,
as expense transactions are generally denominated in U.S. dollars and Hong Kong dollars. The Company had a
significant portion of cash and cash equivalent, short term investment, and long term investment denominated in
RMB. The fluctuation of foreign exchange primarily relates to our need to convert RMB to U.S. dollars and Hong
Kong dollars for our operations, and the depreciation of the RMB against the U.S. dollar and/ or Hong Kong dollar
reduces the U.S. dollar amount and Hong Kong dollar amounts we receive from the conversion.

The following table shows the percentage fluctuation in the exchange rate of the RMB to the U.S. dollar during each
of the past three years ending December 31:

RMB Exchange Rate to US$1.00 at December 31(1)

2015 2016 2017

Exchange Rate

to US$1.00

Percent

change(2)

Exchange
Rate

to
US$1.00

Percent

change(2)

Exchange
Rate

to
US$1.00

Percent

change(2)

6.50 (4.84 %) 6.94 (6.77 %) 6.52 6.05 %

Notes:

(1)RMB to U.S. dollar data presented in this table was derived from the published exchange rates from bank in China.
(2)From exchange rate at preceding December 31.
In mid-2008, the PRC government halted the appreciation of the RMB against the U.S. dollar as it did prior to July 21,
2005 because of concerns that a stronger RMB made PRC exports less competitive during a global recession.
Accordingly, as shown in the above table, there was virtually no change in the exchange ratio of the RMB to the U.S.
dollar during 2009. However, on June 19, 2010 China’s central bank announced that it planned to introduce more
flexibility in the management of its currency and since then the RMB has fluctuated against the U.S. dollar, at times
significantly and unpredictably, and in recent years the RMB has depreciated significantly against the U.S. dollar,
which decreasing approximately 4.84% and 6.77% during 2015 and 2016, but RMB has appreciated against U.S.
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dollar and increase by approximately 6.05% in 2017. It is difficult to predict how market forces or PRC or U.S.
government policies may impact the exchange rate between the RMB and the U.S. dollar in the future.

Income Taxes

Under current BVI law, our income is not subject to taxation. Subsidiaries operating in Hong Kong and China are
subject to income taxes as described below.

Under current Cayman Islands law, NTEEP is not subject to any profit tax in the Cayman Islands because it has no
business operations in the Cayman Islands. However, it may be subject to Hong Kong income taxes as described
below since it is registered in Hong Kong before May 2014. Since May 2014, NTEEP was not registered in Hong
Kong and not subject to any profit tax in Hong Kong.

Under current BVI law, NTHL is not subject to any profit tax in the BVI because it has no business operations in the
BVI. However, it may be subject to Hong Kong income taxes as described below since it is registered in Hong Kong
in November 2012.
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Our subsidiaries operating in Hong Kong are subject to an income tax rate of 16.5% for the years ended 2015, 2016
and 2017. We calculate income tax provision by applying the income tax rate to our estimated taxable income earned
in or derived from Hong Kong during the applicable period.

Efforts by the PRC government to increase tax revenues could result in decisions or interpretations of the tax laws by
China’s tax authorities that are unfavorable to us and which increase our future tax liabilities, or deny us expected
refunds. Changes in PRC tax laws or their interpretation or application may subject us to additional PRC taxation in
the future. For example, following the implementation of the EIT Law effective January 1, 2008, the State Council
announced the transition rules for preferential tax policies (Guofa [2007] No.39) of January 2, 2008, for eligible
enterprises previously subject to a 15% tax rate or 24% tax rate. During the year of 2013 to 2017, the new enterprise
income tax rate is 25%.

Our effective tax rate was nil since there were net losses for each of the three years ended December 31, 2015, 2016
and 2017, respectively. The significant factors that caused our effective tax rates to differ from the applicable statutory
rates were as follows:

Year Ended December
31,
2015 2016 2017

Applicable statutory tax rates 25 % 25 % 25 %
Effect of difference between Hong Kong and PRC tax rates applied to Hong Kong income (4 )% (1 )% 5 %
Change in valuation allowance 26 % 15 % 44 %
Reversal of tax loss cannot be recoverable in future — (18 )% 24 %
Tax benefit (expense) arising from items which are not assessable (deductible) for tax
purpose: Non-deductible and non-taxable items: (48)% (30 )% (79 )%
Loss from discontinued operations and others 1 % 9 % (19 )%
Effective tax rates — — —

Critical Accounting Policies and Estimates

The preparation of our consolidated financial statements and related disclosures in conformity with accounting
principles generally accepted in the United States requires management to make estimates and judgments that affect
our reported amounts of assets and liabilities, revenues and expenses, and related disclosures of contingent assets and
liabilities. On an on-going basis, we evaluate our estimates and assumptions based upon historical experience and
various other factors and circumstances. Management believes that our estimates and assumptions are reasonable
under the circumstances; however, actual results may vary from these estimates and assumptions under different
future circumstances. We have identified the following critical accounting policies that affect the more significant
judgments and estimates used in the preparation of our consolidated financial statements.

For more information on our significant accounting policies, refer to Note 2 “Summary of Significant Accounting
Policies” of our consolidated financial statements.

Provision for bad debts

Our accounts receivable balance is recorded net of provision for amounts not expected to be collected from customers
in 2014. Because our accounts receivable are typically unsecured, we periodically evaluate the collectability of
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accounts based on a combination of factors, including a particular customer’s ability to pay as well as the age of the
receivables. To evaluate a specific customer’s ability to pay, we analyze financial statements, payment history,
third-party credit analysis reports and various information or disclosures by the customer or other publicly available
information. In cases where the evidence suggests a customer may not be able to satisfy its obligation to us, we create
a specific allowance that is determined to be appropriate for the perceived risk. If the financial condition of a customer
deteriorates, resulting in an impairment of their ability to make payments, additional allowances may be required.

No allowance was made against our accounts receivable at December 31, 2015, 2016 and 2017, respectively.

Impairment of Long-lived Assets

Long-lived assets. We review the carrying value of our long-lived assets for impairment whenever events or changes
in circumstances indicate that the carrying value may not be recoverable.

We assess the recoverability of the carrying value of long-lived assets by first grouping its long-lived assets with other
assets and liabilities at the lowest level for which identifiable cash flows are largely independent of the cash flows of
other assets and
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liabilities (the asset group). Next, we estimate the undiscounted future cash flows that are directly associated with and
expected to arise from the use of and eventual disposition of such asset group. We estimate the undiscounted cash
flows over the remaining useful life of the primary asset within the asset group. If the carrying value of the asset group
exceeds the estimated undiscounted cash flows, we record an impairment charge to the extent the carrying value of the
long-lived asset exceeds its fair value. We determine fair value through quoted market prices in active markets or, if
quotations of market prices are unavailable, through the performance of internal analysis using a discounted cash flow
methodology or obtaining external appraisals from independent valuation firms. The undiscounted and discounted
cash flow analyses are based on a number of estimates and assumptions, including the expected period over which the
asset will be utilized, projected future operating results of the asset group, discount rate and long-term growth rate.
The discount rate used in determining each project’s fair value depends on the stage of development, location and other
specific factors that increase or decrease the risk associated with the estimated cash flows. In accordance with our
accounting policies, we consider on a quarterly basis whether indicators of impairment of long-lived assets are
present.

Due to the reclassification of the long-lived assets at our Wuxi and Shenzhen manufacturing facility as assets held for
sale following the cessation of our Wuxi manufacturing facilities, a loss of $19.0 million was recognized to write
down the assets held for sale to their fair values in 2014.

For the years ended December 31, 2016 and 2017, we did not recognize any impairment for our active projects,
consisting of projects under construction or planning or assets held for sale.

Our assessments of impairment of long-lived assets and our periodic review of the remaining useful lives of our
long-lived assets are an integral part of our ongoing strategic review of its business and operations. Therefore, future
changes in our strategy and other changes (including the discount rate and expected long-term growth rate) in our
operations could impact the projected future operating results that are inherent in our estimates of fair value, resulting
in impairments in the future.

Accruals and Provisions for Loss Contingencies

We make provisions for all loss contingencies when information available prior to the issuance of the consolidated
financial statements indicates that it is probable that an asset has been impaired or a liability has been incurred at the
date of the consolidated financial statements and the amount of loss can be reasonably estimated.

For provisions or accruals related to litigation, we make provisions based on information from legal counsel and
management’s best estimation. We assess the potential liability for the significant legal proceedings in accordance with
FASB ASC 450 “Contingencies”. FASB ASC 450 requires a liability to be recorded if the contingency loss is probable
and the amount of loss can be reasonably estimated. The actual resolution of the contingency may differ from the
estimates. If the contingency was settled for an amount greater than the estimate, a future charge to income would
result. Likewise, if the contingency was settled for an amount that is less than our estimate, a future credit to income
would result.

Summary of Results

With the discontinuation of our LCM production in April 2014, we ceased our LCM manufacturing business and
turned our focus to redeveloping two parcels of land in Gushu and Guangming, Shenzhen. We plan to convert these
two parcels of land that formally housed our manufacturing facilities into high-end commercial complexes.
Subsequently, we believe that we will derive our principal income in the future from the rental income to be generated
by these commercial complexes.
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We recorded a decrease in rental income of 15.8% for 2016 when compared to 2015 and a decrease of 26.2% for 2017
compared to 2016.

The following table sets forth key operating results (in thousands, except per share data) for the years ended
December 31, 2015, 2016 and 2017:

Year Ended December 31,
%
increase/(decrease)

2015 2016 2017

2016
vs
2015

2017
vs
2016

Operation income $2,978 $2,508 $1,851 (15.8 %) (26.2 %)
Net operation income $1,029 $1,768 $1,851 71.8 % 4.7 %
Operating loss $(12,833) $(6,591) $(7,599) n/a(1) n/a(1)

Loss before income tax $(13,158) $(9,534) $3,944 n/a(1) n/a(1)

Consolidated net loss $(13,158) $(9,534) $3,944 n/a(1) n/a(1)

Basic loss per share $(0.32 ) $(0.26 ) $0.11 n/a(1) n/a(1)

Diluted loss per share $(0.32 ) $(0.26 ) $0.11 n/a(1) n/a(1)

Note:
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(1)Percentage change is presented as “n/a” if either of the two periods contains a loss.
The following table sets forth other (expense) income, net (in thousands) for the years ended December 31, 2015,
2016 and 2017:

&nbsp
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