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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This annual report on Form 20-F contains forwaimkiog statements that are based on our management’s
beliefs and assumptions and on information curyeathilable to us. These statements relate todlguents or to
our future financial performance and involve knoavid unknown risks, uncertainties, and other fadtas may
cause our or our industry’s actual results, leeéksctivity, performance or achievements to be nialtg different
from any future results, levels of activity, perfaance or achievements expressed or implied by foesard-
looking statements. Forward-looking statementsuishe] but are not limited to, statements about:

< our anticipated growth strategies, includimyeloping new hotels at desirable locations imreely and cost-
effective mannet

« our future business development, results of opmratand financial conditiol
» expected changes in our revenues and certain cegpense item:

« our ability to attract customers and leverage gan®; anc

« trends and competition in the lodging indus

In some cases, you can identify forward-lookindesteents by terms such as “may,” “could,” “will,”"Heuld,”
“would,” “expect,” “plan,” “intend,” “anticipate,™believe,” “estimate,” “predict,” “potential,” “priect” or
“continue” or the negative of these terms or ottmnparable terminology. These statements are aeljigtions.
You should not place undue reliance on forward-ioglstatements because they involve known and umknisks,
uncertainties and other factors, which are, in soases, beyond our control and which could matgradfect
results. Factors that may cause actual resultdfey chaterially from current expectations includeong other
things, those listed under “ltem 3. Key InformatienD. Risk Factors” and elsewhere in this annupbre If one or
more of these risks or uncertainties occur, ouif underlying assumptions prove to be incorredyaevents or
results may vary significantly from those impliedpwojected by the forward-looking statements. Nieviard-
looking statement is a guarantee of future perfocea

The forward-looking statements made in this annejabrt relate only to events or information ashef tlate on
which the statements are made in this annual rey@atundertake no obligation to update any forwaoking
statements to reflect events or circumstances thftedate on which the statements are made ofléztréhe
occurrence of unanticipated events.

” o ” o

CERTAIN CONVENTIONS

Unless otherwise indicated, all translations fror$ Wollars to RMB in this annual report were matla rate ¢
US$1.00 to RMB6.6000, the exchange rate as sét fiothe H.10 statistical release of the U.S. FadReserve
Board on December 31, 2010. No representation gertfzat the RMB amounts referred to herein coulckhmeen
or could be converted into U.S. dollars at anyipaldr rate or at all. On April 1, 2011, the exchamate was
US$1.00 to RMB6.5477. Any discrepancies in anyddidtween totals and sums of the amounts listeduereo
rounding.

Unless otherwise indicated, in this annual report,

* “ADR¢ are to the American depositary receipts that magesece our ADSs

- “ADS{ are to our American depositary shares, each reptingefour ordinary share

« “China” or the"PRC” are to the People’s Republic of China, excludiegdurposes of this annual report,
Hong Kong, Macau and Taiwa

» “Ordinary share” are to our ordinary shares, par value US$0.000Epare

« “Series A preferred sharesdre to our Series A convertible preferred sharasyplue US$0.0001 per share,
all of which were converted into an equal numbeorafinary shares in March 2010 upon the completion
our initial public offering;

» “Series B preferred sharesdre to our Series B convertible redeemable prefeshares, par value US$0.0l
per share, all of which were converted into an equenber of ordinary shares in March 2010 upon the
completion of our initial public offering

* “RME" and" Renmink” are to the legal currency of Chir

e “US$” “U.S. dollars” “ $,” and” dollars” are to the legal currency of the United States;

« “we,” “us,” “our company,” “our,” and“HanTing” are to China Lodging Group, Limited, a Cayman
Islands company, and its predecessor entities alinsldiaries
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PART I
ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS

Not applicable.
ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.
ITEM 3. KEY INFORMATION

3.A. Selected Financial Data

The selected consolidated statement of operatiatzssahd selected consolidated cash flow data éoydlars
ended December 31, 2008, 2009 and 2010 and thetestleonsolidated balance sheet data as of Dece3tib2009
and 2010 are derived from our audited consolidateshcial statements included herein, which weeppred in
accordance with U.S. GAAP. The selected consoliistatement of operations data and selected cdasedi cash
flow data for the years ended December 31, 200 ttandelected consolidated balance sheet data as of
December 31, 2007 and 2008 are derived from outeaidonsolidated financial statements that hatebaen
included herein and were prepared in accordandeWi®. GAAP. Our statement of operations and balaheet
data as of and for the year ended December 31, @@06naudited. The selected financial data s#t fuglow
should be read in conjunction with “Item 5. Opergtand Financial Review and Prospects” and thedtinladed
financial statements and the notes to those statsnmecluded herein. The historical results presefielow are not
necessarily indicative of financial results to lohiaved in future periods.

Year Ended December 31
2006 2007 2008 2009 2010
(RVMB) (RMB) (RMB) (RMB) (RMB) (US$)
(In thousands, except per share and per ADS dati

Consolidated Statements of Operations Date

Net revenue 54,03 235,30t 764,24¢ 1,260,19 1,738,49: 263,40t
Operating costs and expenses (94,069 (372,61¢ (917,90) (1,183,77) (1,482,18) (224,57))
Income (loss) from operatiol (40,03¢) (137,310 (153,657 76,41« 256,30t 38,83t
Income (loss) before income tax (36,627 (131,007 (156,462 69,43¢ 279,05¢ 42,28
Net income (loss (29,959 (113,739 (132,58) 51,44t 221,79¢  33,60¢
Less: net income (loss) attributable to

noncontrolling interes (425) (2,116 3,57¢ 8,90z 6,04: 91€
Net income (loss) attributable to China Lodg

Group, Limited (29,529 (111,629 (136,16 42,54¢ 215,75.  32,69(
Net earnings (loss) per sha

Basic (2.85) (2.52) 0.24 1.0t 0.1€

Diluted (2.85) (2.52) 0.2t 0.92 0.14
Net earnings (loss) per ADS(:

Basic (11.47) (10.0%) 0.9t 4.1¢ 0.6:

Diluted (11.47) (10.0% 0.9: 3.6¢ 0.5€

Weighted average number of shares used in
computation
Basic 45,24¢ 54,07 57,56 198,517 198,51°
Diluted 45,24¢ 54,07 183,63: 234,48: 234,48:

Note: (1) Include sha-based compensation expenses as follows:

Year Ended December 31
2006 2007 2008 2009 2010
(RMB) (RMB) (RMB) (RMB) (RMB) (US$)
(In thousands)

Shar-based compensation expen — 14,78% 4,81t 7,95 13,11 1,987

(2) Each ADS represents four ordinary sha
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The following table presents a summary of our cbdated balance sheet data as of December 31, 2006,
2008, 2009 and 2010:

As of December 31
2006 2007 2008 2009 2010
(RMB) (RMB) (RMB) (RMB) (RMB) (US$)
(In thousands)

Consolidated Balance Sheet Dat¢

Cash and cash equivalel 33,27: 173,63t 183,24t 270,58° 1,060,06° 160,61t
Restricted cas 27,33(  23,65( 5,591 50C 1,27¢ 19z
Property and equipment, r 159,21¢ 465,18t 957,40° 1,028,26° 1,422,43. 215,52(
Total asset 280,59. 836,04' 1,432,941 1,581,13. 3,044,08! 461,22:
Long-term deb — — 27,50( 80,00( — —
Deferred ren 6,02¢ 46,08 138,20° 174,77" 237,42°  35,97¢
Total liabilities 175,38. 293,06. 665,37t 678,87! 918,77( 139,20t
Mezzanine equit — 437,82¢ 796,80: 796,80: — —
Total equity (deficit) 105,21: 105,15: (29,247 105,450 2,125,311 322,01t

The following table presents a summary of our cbdated statements of cash flow for the years ended
December 31, 2007, 2008, 2009 and 2010:

Year Ended December 31
2007 2008 2009 2010
(RMB) (RMB) (RMB) (RMB) (US$)
(In thousands)

Consolidated Statement of Cash Flow Date

Net cash provided by (used in) operating activi (68,254 (13,73¢) 296,34( 469,12t  71,08(
Net cash used in investing activit| (284,01/) (451,589 (256,02)) (515,31() (78,07
Net cash provided by financing activiti 499,307 482,47 47,06« 845,83t 128,15

Exchange Rate Information

Our reporting and financial statements are exptegsthe U.S. dollar, which is our functional amghorting
currency. Substantially all of the revenues anceasps of our consolidated operating subsidiarmseker, are
denominated in RMB. This annual report containsgi@ions of RMB amounts into U.S. dollars at sfiecates
solely for the convenience of the reader. For aled and periods through December 31, 2008, canusref
Renminbi into U.S. dollars are based on the nogiingurate in The City of New York for cable transfef
Renminbi as certified for customs purposes by t#haeFal Reserve Bank of New York. For January 1920 all
later dates and periods, the exchange rate reféhe texchange rate as set forth in the H.10 statiselease of the
Federal Reserve Board. Unless otherwise indicatatjersions of RMB into U.S. dollars in this anntegort are
based on the exchange rate on December 31, 201thakee no representation that any RMB or U.S. daltaounts
could have been, or could be, converted into UoBas or RMB, as the case may be, at any particala, or at all.
The PRC government imposes control over its foreigmency reserves in part through direct regumatibthe
conversion of RMB into foreign exchange and throuegtrictions on foreign trade. On April 1, 201¢ daily
exchange rate reported by the Federal Reserve BasdRMB6.5477 to US$1.00.
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The following table sets forth information concepiexchange rates between the RMB and the U.Srdol
the periods indicated. These rates are provideslysfar your convenience and are not necessardyettchange rat
that we used in this annual report or will usehia preparation of our periodic reports or any othfarmation to be
provided to you.

Noon Buying Rate

Period Period End  Average(l Low High
(RMB per US$1.00)
2006 7.804: 7.957¢ 8.070: 7.804:
2007 7.294¢ 7.605¢ 7.817: 7.294¢
2008 6.822¢ 6.947, 7.294¢ 6.780(
2009 6.825¢ 6.830° 6.847( 6.817¢
2010 6.600( 6.769¢ 6.833( 6.600(
October 6.670" 6.667¢ 6.691: 6.639
Novembel 6.667( 6.653¢ 6.689: 6.633(
Decembe 6.600( 6.649 6.674¢ 6.600(
2011
January 6.601; 6.596: 6.636¢ 6.580¢
February 6.571: 6.576. 6.596¢ 6.552(
March 6.548: 6.564¢ 6.574: 6.548:
April (through April 1, 2011 6.547" 6.547 6.547 6.547"

(1) Averages for a period are calculated by using ttezaae of the exchange rates at the end of eacthrdaring
the period. Monthly averages are calculated byguie average of the daily rates during the relepariod.

3.B. Capitalization and Indebtedness

Not applicable.

3.C. Reason for the Offer and Use of Proceeds

Not applicable.

3.D. Risk Factors

Risks Related to Our Business

Our operating results are subject to conditions @fting the lodging industry in general and our ratu-driven
development model is subject to certain risks.

Our operating results are subject to conditiong&slfy affecting the lodging industry, which incled

changes and volatility in general economic condgis

competition from other hotel

natural disasters or travel’ fears of exposure to contagious diseases and souist;

seasonality of our busines

changes in travel patterns or in the desirabilftparticular locations

increases in operating costs and expenses dufiatian and other factor:

local market conditions such as an oversupply o eduction in demand for, hotel roor
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« the quality and performance of managers and otingiayees of our hotel:

« the availability and cost of capital to allew and our franchisees to fund construction andvation of, and
make other investments in, our hotels; .

« the possibility that leased properties magigiect to challenges as to their compliance wighrelevant
government regulation

Changes in any of the conditions typically affegtthe lodging industry in general and the matezéion of
any risks applicable to our return-driven developtmaodel could adversely affect our occupancy ratesrage
daily rates and revenues generated per availabla,ror RevPAR, or otherwise adversely affect osuits of
operations and financial condition.

Our business is sensitive to global or regional eomic crises. A severe or prolonged downturn in tebal or
Chinese economy could materially and adversely efffeur revenues and results of operations.

The recent global financial crisis and economi@sston have been unprecedented and challengingridimty
in credit availability, rising unemployment and gfjish corporate operating and earning performamoedst major
economies have continued in 2010. Capital markkttilioy remains at high levels, as a result oféstors’
continued concerns about the systemic impact afriatl long-term and wide-spread recession, eneogis,
geopolitical issues, the availability and cost i&dit, and the housing and mortgage markets. Thakweonomic
outlook has negatively affected business and coasaeonfidence and contributed to slowdowns in nmotistries
around the world.

A limited number of our hotels are located in ctighere the local economy heavily depends uponnational
trade, such as Wuxi, Suzhou, and Ningbo. In 2@ pperation and financial performance of our Isotethese
cities were adversely affected as a result of #gative impact of the global financial crisis oe #conomic
conditions of these cities. Although there havenbgigns of recovery, there are still uncertaintesggarding
economic conditions and the demand for economyldoteChina. Such uncertainties may adversely impac
results of operations.

The lodging industry in China is highly competitiyand if we are unable to compete successfully, inancial
condition and results of operations may be harmed.

The lodging industry in China is highly competitiW@e compete primarily with other economy hotelinkas
well as various local lodging facilities where t@mpetition is mainly based on location, room rabeand
recognition, the quality of the accommodations sedice levels. We also compete with two and tstaehotels, ¢
we offer rooms with amenities comparable to manthofe hotels while maintaining competitive pricihg
addition, we may face competition from new entramtthe economy hotel segment in China. Furthermneee
compete with all other hotels for guests in eachketan which we operate, as our typical businestamers and
leisure travelers may change their travel, spendimjconsumption patterns and choose hotels ierdiit segment
New and existing competitors may offer more comjetirates, greater convenience, services or arasrat
superior facilities, which could attract customavgy from our hotels, resulting in a decrease gupancy and
average daily rates for our hotels. Any of thestdies may have an adverse effect on our compefibaition,
results of operations and financial condition.
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Our financial and operating performance may be adsely affected by epidemics, natural disasters artider
catastrophes.

Our financial and operating performance may be e affected by epidemics, natural disastersaaher
catastrophes, particularly in locations where werafe a large number of hotels.

Our business could be materially and adverselctfteby the outbreak of swine influenza, avianuiefiza,
severe acute respiratory syndrome, or SARS, or eghidemics. In April 2009, reports surfaced regagd
occurrences of swine influenza and fears of a ¢lpaademic. Cases of swine influenza were latefigoad in
numerous countries, including China and other parssia. In 2005 and 2006, there were reportshen t
occurrences of avian influenza in various part€liha, including a few confirmed human cases ardhde In earl
2003, several economies in Asia, including Chinerenaffected by the outbreak of SARS. During Mag dmne of
2003, many businesses in China were closed byR@&dgdvernment to prevent transmission of SARS. Any
prolonged recurrence of such contagious diseasther adverse public health developments in Chiag have a
material and adverse effect on our business opesati-or example, if any of our employees or custsns
suspected of having contracted any contagious skseaile he or she has worked or stayed in oul$iote may
under certain circumstances be required to quaraotir employees that are affected and the affectsas of our
premises. Losses caused by epidemics, naturalelisasd other catastrophes, including earthquakagphoons,
are either uninsurable or too expensive to justifring against in China. In the event an uninglioss or a loss in
excess of insured limits occurs, we could los@iall portion of the capital we have invested iroteh as well as th
anticipated future revenues from the hotel. In thant, we might nevertheless remain obligatedifiyrfinancial
commitments related to the hotel.

Similarly, war (including the potential of war)rterist activity (including threats of terroristtagty), social
unrest and heightened travel security measuretuirest in response, travel-related accidents, dsasayeopolitical
uncertainty and international conflict, will affecavel and may in turn have a material adversecefin our
business and results of operations. In additionmnag not be adequately prepared in contingencynphgror
recovery capability in relation to a major incidentcrisis, and as a result, our operational caoityrmay be
adversely and materially affected and our reputati@y be harmed.

Seasonality of our business and special events ©eyse fluctuations in our revenues, cause our AD$cp to
decline, and adversely affect our profitability

The lodging industry is subject to fluctuationg@venues due to seasonality and special eventss@dsonality
of our business may cause fluctuations in our guigroperating results. Generally, the first quarire which both
the New Year and Spring Festival holidays fall,acts for a lower percentage of our annual revethsas other
quarters of the year. Special events that attesgelnumbers of people to travel may also causéufitions in our
operating results. For example, Expo 2010 Shanghaia, or the Shanghai Expo, drove strong demaddeahto
increased occupancy rate and average daily ratufdnotels in Shanghai from May 1 to October 311,®and
contributed to our revenue increase from 2009 tt026lowever, after the Shanghai Expo’s closingdmand for
our hotels in Shanghai decreased. Therefore, youldmot rely on our operating results for prioripds as an
indication of our results in any future period. & revenues may vary from quarter to quarter bmusiness is
difficult to predict and our quarterly results cddiall below investor expectations, which could mour ADS price
to decline. Furthermore, although it typically tal@r new hotels three to six months to ramp up, th
ramp-up process of some of our hotels can be deldye to seasonality, which may negatively affestrevenues
and profitability.

Our limited operating history makes it difficult tevaluate our future prospects and results of optoas.

Our operation commenced, through Powerhill Holdibigsited, with mid-scale limited service hotels and
commercial property development and managemer0,2and we began migrating to our current businéss
operating and managing a multiple-product econootgltthain in 2007. See “Item 4. Information on the
Company — A. History and Development of the CompaAgcordingly, you should consider our future pests
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in light of the risks and challenges encountered lbpmpany with a limited operating history. Thasks and
challenges include:

« the uncertainties associated with our abibitgontinue our growth while trying to achieve andintain our
profitability;

* preserving our competitive position in the econdrotel segment of the lodging industry in Chi
« offering innovative products to attract recurringlanew customer:

< implementing our strategy and modifying itrfreime to time to respond effectively to competitind
changes in customer preferences and ne

« increasing awareness of our brand and products@amihuing to develop customer loyalty; &
« attracting, training, retaining and motivating dfiatl personnel

If we are unsuccessful in addressing any of thiske or challenges, our business may be mateaaltly
adversely affected.

We have incurred losses in the past and may in@sdes in the future.

We incurred net losses attributable to our compEiMB111.6 million and RMB136.2 million in 2007 @n
2008, respectively. Although we had net incomekattable to our company of RMB42.5 million and RMER8 in
2009 and 2010, respectively, we had an accumutiéidit of RMB29.7 million as of December 31, 202G we
expect our costs to increase as we continue tonelxpar business and operations, we may incur laegée future.
We cannot assure you that we will achieve or sagigifitability in the future.

Our newly opened leased-and-operated hotels typydalcur significant pre-opening expenses at their
development stage and generate relatively low ressnat their ramp-up stage, which may have a sigraht
negative impact on our financial performance.

We utilize a lease-and-operate model, under whieloperation of each hotel goes through three stage
development, ramp-up and mature operations. Duhieglevelopment stage, leased-and-operated heatetsaly
incur pre-opening expenses ranging from approxim&&1B1.0 to RMB2.0 million per hotel. During the
ramp-up stage, when the occupancy rate is relgtloel, revenues generated by these hotels mayshodficient to
cover their operating costs, which are relativeted in nature. As a result, these newly opened
leased-and-operated hotels may not achieve priifiyadburing the ramp-up stage. As we continuexpand our
leased-and-operated hotel portfolio, the signifiqgae-opening expenses incurred during the devedopistage and
the relatively low revenues during the ramp-up stafjour newly opened leased-and-operated hotejshanee a
significant negative impact on our financial penfiance.

Our costs and expenses may remain constant or iaseeeven if our revenues decline, which would acedy
affect our net margins and results of operations.

A significant portion of our operating costs, indilng rent and employee base salaries, is fixedoftingly, a
decrease in revenues could result in a dispropatédy higher decrease in our earnings becauseparating costs
and expenses are unlikely to decrease proportiyn&ter example, the New Year and Spring Festivdiday
periods generally account for a lower portion of annual revenues than other periods, but our esggedo not var
as significantly with changes in occupancy and mees as we need to continue to pay rent and sateafe regular
repairs, maintenance and renovations and investhier capital improvements throughout the year &intain the
attractiveness of our hotels. Furthermore, our @riypdevelopment and renovation costs may incraaseresult of
an increase in the cost of materials. However, amot guarantee that we can pass increased casisttomers
through room rate increases. Therefore, our cogtapenses may remain constant or increase ewen ievenues
decline, which would adversely affect our net masgand results of operations.
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We may not be able to manage our planned growthjolilcould adversely affect our operating resul

Our hotel chain has been growing rapidly since egalm migrating to our current business of operadim
managing a multiple-product economy hotel chaigda7. We increased the number of our hotels inaijwar in
China from 26 hotels as of January 1, 2007 to 488l& as of December 31, 2010, and we intend ttraemto
develop and operate additional hotels in diffegaudgraphic locations in China. This expansion hasad, and will
continue to place, substantial demands on our neai@goperational, technological and other resesir©ur
planned expansion will also require us to maintagéconsistency of our products and the qualitgufservices to
ensure that our business does not suffer as a odsarly deviations, whether actual or perceivadbrider to manage
and support our growth, we must continue to impraweexisting operational, administrative and testbgical
systems and our financial and management contiotsyecruit, train and retain qualified hotel maaagnt
personnel as well as other administrative and saldsnarketing personnel, particularly as we expatwnew
markets. We cannot assure you that we will be tbédfectively and efficiently manage the growthooir
operations, recruit and retain qualified persoramel integrate new hotels into our operations. Axilife to
effectively and efficiently manage our expansiorymeaterially and adversely affect our ability tgitalize on new
business opportunities, which in turn may have tenel adverse effect on our results of operations.

Expansion into new markets may present operatidgwarketing challenges that are different from ¢hae
currently encounter in our existing markets. Iniidd, our expansion within existing markets manmidalize our
existing hotels in those markets and, as a rasedfatively affect our overall results of operatidrgrthermore, in
cities where the markets reach saturation, we neayniable to identify or lease additional properinethose cities ¢
in commercially desirable locations within thosties. When the number of economy hotels reachesadin in
any particular city, we may be forced to lower oawm rates to attract customers and remain competit those
markets, which could hamper our ability to increRe®PAR or generate higher levels of revenues tiwer. Our
inability to anticipate the changing demands tixgaeding operations will impose on our managemadt a
information and operational systems, or our faitiarquickly adapt our systems and procedures tod¢emarkets,
could result in losses of revenues and increasespanses or otherwise harm our results of opermtad financial
condition.

We may not be able to successfully identify, secame develop in a timely fashion additional hotelgperties.

We plan to open more hotels to further grow outiess. Under our lease-and-operate model, we migyeno
successful in identifying and leasing additionaiehproperties at desirable locations and on coriakgy
reasonable terms or at all. We may also incur éostennection with evaluating hotel properties aedotiating
with property owners, including properties thatave subsequently unable to lease. In addition, @ mot be able
to develop additional hotel properties on a tintegis due to construction delays. If we fail tocassfully identify,
secure or develop in a timely fashion additionakhproperties, our ability to execute our growttategy could be
impaired and our business and prospects may beiaigtand adversely affected.

We may not be able to successfully compete for ffsine-and-management agreements and, as a resudt, w
may not be able to achieve our planned growth.

Our growth strategy includes expanding throughdhéging. We believe that our ability to compete for
franchise-and-management agreements primarily dispem our brand recognition and reputation, thaliesf our
overall operations in general and the successedfititels that we currently franchise. Other contigetfactors for
franchise-and-managemeagreements include marketing support, capacith@tentral reservation channel and
ability to operate hotels cost-effectively. Thentsrof any new franchise-and-managensgreements that we obt:
also depend on the terms that our competitors &ffethose agreements. In addition, if the avalighbof suitable
locations for new properties decreases, or goventathplanning or other local regulations change,gtpply of
suitable properties for our franchise-and-managdeahcould be diminished. If the hotels that we tfasise perform
less successfully than those of our competitonsgiare unable to offer terms as favorable as tbfiseed by our
competitors or if the availability of suitable peyfies is limited, we may not be able to competectively for new
franchise agreements. As a result, we may not leetatachieve our planned growth and our businedsesults of
operations may be materially and adversely affected
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Future acquisitions may have an adverse effect arr ability to manage our business and harm our rdtsuof
operations and financial condition.

If we are presented with appropriate opportunitiesmay acquire businesses or assets. Future &#Tmss
would expose us to potential risks, including riaksociated with unforeseen or hidden liabilitiesks that acquire
hotels will not achieve anticipated performanceslsydiversion of management attention and ressuroen our
existing business, difficulty in integrating thega@red businesses with our existing operationabstfucture, and
inability to generate sufficient revenues to offéet costs and expenses of acquisitions. Any dities encountered
in the acquisition and integration process may leavadverse effect on our ability to manage ouimmss and harm
our results of operations and financial condition.

Our legal right to lease certain properties coul@ kohallenged by property owners or other third pag or
subject to government regulation.

We do not hold any land use rights with respec¢héoland on which our hotels are located nor dowe any
of the hotel properties we operate. Instead, ataobal part of our business model relies on leag#sthird parties
who either own or lease the properties from thienaite property owner. We also grant franchisesoteltoperators
who may or may not own the hotel properties. Wenocaassure you that the land use rights and ottogrepty right:
with respect to properties we currently lease andhise for our existing hotels will not be chafjed. For example,
as of December 31, 2010, our lessors failed toigeothe property ownership certificates and/orléimel use rights
certificates for 62 properties that we lease fartmtel operations. While we have performed our diligence to
verify the rights of our lessors to lease such prigs, we cannot assure you that our rights uthaese leases will
not be challenged by other parties including goremnt authorities.

Under PRC laws, all lease agreements are requirbd tegistered with the local housing bureau. @/hie
majority of our standard lease agreements requ@deissors to make such registration, most ofeasds have not
been registered as required, which may exposedwostlessors and us to potential monetary fines.eSofour right
under the unregistered leases may also be subtaditathe rights of other interested third partiasaddition, in
several instances where our immediate lessorsatrthe ultimate owners of hotel properties, no eois or permits
were obtained from the owners, the primary leadédns or competent government authorities, as egqiplié, for the
subleases of the hotel properties to us, whichdcpatentially invalidate our leases or result ia tanegotiation of
such leases that leads to terms less favorable. t8ame of the properties we lease from third @astiere also
subject to mortgages at the time the leases wgnedi Where consent to the lease was not obtainedthe
mortgage holder in such circumstances, the leagenwmizbe binding on the transferee of the propittye mortgag
holder forecloses on the mortgage and transfeprtbgerty. Moreover, we cannot assure you that thperty
ownership or leasehold in connection with our frased-and-managed hotels will not be subject talairthird-
party challenges.

Any challenge to our legal rights to the propertised for our hotel operations, if successful, dampair the
development or operations of our hotels in suclperiies. We are also subject to the risk of potéisputes with
property owners or third parties who otherwise haglets to or interests in our hotel propertiesctsdisputes,
whether resolved in our favor or not, may divernagement’s attention, harm our reputation or otienaisrupt
our business.

Any failure to comply with land- and property-relatl PRC laws and regulations may negatively affeat o
ability to operate our hotels and we may suffermigcant losses as a result.

Our lessors are required to comply with variousltand propertyelated laws and regulations to enable the
lease effective titles of their properties for diotel use. For example, properties used for hqtefations and the
underlying land should be approved for commercia purposes by competent government authoritiesddition,
before any properties located on state-owned latidaillocated or leased land use rights or on landed by
collective organizations may be leased to thirdipsrlessors should obtain appropriate approvata the
competent government authorities. As of DecembeRB10, the lessors of approximately half of owr@xed lease
agreements did not obtain the required governmeampiadovals. Such failure may subject the lessotsdo
monetary fines or other penalties and may leali¢adrtvalidation or termination of our leases by petent
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government authorities, and therefore may adveiségt our ability to operate our leased-and-otgetfotels. We
have started to negotiate with our other existing mew lessors and ask them to indemnify us againsbsses
resulting from their non-compliance, but we caresgure you that we will be successful in this reg@rhile many
of our lessors have agreed to indemnify us agaimstosses resulting from their failure to obtdie tequired
approvals, we cannot assure you that we will be ethsuccessfully enforce such indemnificationgdtions agains
our lessors. As a result, we may suffer signifidasses resulting from our lessors’ failure to abtaquired
approvals to the extent that we could not be fulfemnified by our lessors.

Our success could be adversely affected by theguerénce of our franchised-and-managed hotels.

Our success could be adversely affected by themeaince of our franchised-and-managed hotels, whith
we have lesser control compared to our leased-pedated hotels. As of December 31, 2010, we fraechand
managed approximately 44.5% of our hotels, andlexe fo further increase the number of
franchised-and-managed hotels to increase ournagesence in China. Our franchisees may nobleeta
develop hotel properties on a timely basis, whiohld adversely affect our growth strategy and nmagact our
ability to collect fees from them on a timely basisrthermore, given that our franchisees are ajfyicesponsible
for the costs of developing and operating the Botatluding renovating the hotels to our standaadsd all of the
operating expenses, the quality of our franchisedhaanaged hotel operations may be diminished &tprfs
beyond our control and franchisees may not sucagsiperate hotels in a manner consistent withstandards ar
requirements. While we ultimately can take actmiberminate franchisees that do not comply withtérens of our
franchise-and- management agreements, we may radtledo identify problems and make timely respsra®, as
a result, our image and reputation may suffer, tvinmmay have a material adverse effect on our restibperations.

If we are unable to access funds to maintain ourtbts’ condition and appearance, or if our franchiss fail to
make investments necessary to maintain or imprdweirt properties, the attractiveness of our hotelsdaour
reputation could suffer and our hotel occupancy est may decline.

In order to maintain our hotels’ condition and aa@@ce, ongoing renovations and other leasehold
improvements, including periodic replacement ofhfwre, fixtures and equipment, are required. Irtipalar, we
franchise and manage properties leased or ownéaibghisees under the terms of
franchise-and-management agreements, substaraibdif/which require our franchisees to comply wsthndards
that are essential to maintaining the relevant peothtegrity and our reputation. We depend onframchisees to
comply with these requirements by maintaining angdroving properties through investments, including
investments in furniture, fixtures, amenities aedspnnel.

Such investments and expenditures require ongaingifig and, to the extent we or our franchiseesaaiund
these expenditures from our existing cash or dashdenerated from operations, we or our franchiseast borroy
or raise capital through financing. We or our flsisees may not be able to access capital and ancHisees may
be unwilling to spend available capital when neassseven if required by the terms of our franctasel
management agreements. If we or our franchisee®faiake investments necessary to maintain orongthe
properties, our hotel's attractiveness and reputatould suffer, we could lose market share tocounpetitors and
our hotel occupancy rates and RevPAR may decline.

Our leases could be terminated early, we may noabke to renew our existing leases on commercially
reasonable terms and our rents could increase sah$ally in the future, which could materially anédversely
affect our operations.

The lease agreements between our lessors andicalityprovide, among other things, that the leasmdd be
terminated under certain legal or factual condgidhour leases were terminated, we would haweltcate our
operations to other properties. We may not be @mbigenerate revenues out of such leases and maryadditional
costs in restoring such properties. Furthermoremang have to pay losses and damages and incurl@biities to
our customers due to our default under our cordraicti we may not be able to operate in such piepeAs a
result, our business, results of operations arahfifal condition could be materially and adversdfgcted.
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We plan to renew our existing leases upon expinatide cannot assure you, however, that we willlide to
retain our leases on satisfactory terms, or afFall.example, as four of our leases will expiréhia next two years
and rents must be re-negotiated, we may exper@magcrease in our rent payments and cost of reserfiwe fail
to retain our leases or if a significant numbeowi existing leases are not renewed on satisfatéonys upon
expiration, our costs may increase in the futurevel are unable to pass the increased costs oartoustomers
through room rate increases, our operating mawgigisearnings could decrease and our results oatiqes could
be materially and adversely affected.

Interruption or failure of our information systemsould impair our ability to effectively provide owgervices,
which could damage our reputation.

Our ability to provide consistent and high-quabgrvices and to monitor our operations on a rea-thasis
throughout our hotel chain depends on the contirmpedlation of our information technology systems)uding our
web property management, central reservation astbmer relationship management systems. Any damheage
failure of our systems could interrupt our invegtaranagement, affect the manner of our servicésrins of
efficiency, consistency and quality, and reducecustomer satisfaction.

Our technology platform plays a central role in management of inventory, revenues, loyalty progaaich
franchisees. Furthermore, we also rely on our welasid call center to facilitate customer reseovetti Our systems
remain vulnerable to damage or interruption asalt®f power loss, telecommunications failuresragions
relying on the system such as reservation anahgiilill have to be conducted off-line or manuadnd computer
viruses, fires, floods, earthquakes, interruptionsccess to our toll-free numbers, hacking or ioétmpts to harm
our systems, and other similar events. Some ofpstems are not fully redundant, and our disastavery
planning does not account for all possible scesaRarthermore, our systems and technologies, divaduour
website and database, could contain undetectetserdbugs” that could adversely affect their penfiance, or
could become outdated and we may not be able tacepr introduce upgraded systems as quickly as ou
competitors or within budgeted costs for such upgsalf we experience system failures, our qualityervices,
customer satisfaction, and operational efficienmyld be severely harmed, which could also adverskéct our
reputation.

Failure to maintain the integrity of internal or catomer data could result in harm to our reputatiar subject
us to costs, liabilities, fines or lawsuits.

Our business involves collecting and retainingdarglumes of internal and customer data, includirgglit carc
numbers and other personal information as our uarieformation technology systems enter, procesangarize
and report such data. We also maintain informadioout various aspects of our business operationglhas our
employees. The integrity and protection of our cosdr, employee and company data is critical tobmsiness. Our
customers and employees expect that we will adetyuptotect their personal information, and theutations
applicable to security and privacy are becomingdasingly important in China. A theft, loss, fralei or unlawfu
use of customer, employee or company data coulu bar reputation or result in remedial and othestgo
liabilities, fines or lawsuits.

If the value of our brand or image diminishes, ibald have a material and adverse effect on our mess and
results of operations.

We offer three hotel products that are designddrget distinct groups of customers. Our continsigctess in
maintaining and enhancing our brand and image adkpé¢a a large extent, on our ability to satisfgtomer needs
by further developing and maintaining our innovatand distinctive products and maintaining conststi@ality of
services across our hotel chain, as well as olityatn respond to competitive pressures. If wewamable to do so,
our occupancy rates may decline, which could in adversely affect our results of operations. Qusitess may
also be adversely affected if our public imageeputation were to be diminished by the operatidremg of our
hotels, whether due to unsatisfactory service daetts or otherwise. If the value of our productsage is
diminished or if our products do not continue toaltieactive to customers, our business and resfitiperations
may be materially and adversely affected.
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Failure to protect our trademarks and other intettual property rights could have a negative impact our
brand and adversely affect our business.

The success of our business depends in part ugaroatinued ability to use our brands, trade naares
trademarks to increase brand awareness and t@futétvelop our products. The unauthorized repréciucf our
trademarks could diminish the value of our brand imarket acceptance, competitive advantaggsaawill. In
addition, our proprietary information system, whitls not been patented, copyrighted or otherwigistezed as ot
intellectual property, and our operational systesnich has been copyrighted, are key componentsiiof o
competitive advantage and our growth strategy. fA3exember 31, 2010, we had 13 trademark applicatimder
review by the authority. Furthermore, we may bgetito claims that we have infringed the intelledtproperty
rights of others. For example, one PRC companyraized objection to our application of certain &warks,
which, if supported by the relevant authoritiesdoaffect our ability to register and use sucllémarks.

Monitoring and preventing the unauthorized useuwfiotellectual property is difficult. The measures take tc
protect our brands, trade names, trademarks awd iottellectual property rights may not be adeqtaferevent
their unauthorized use by third parties. Furtheemte application of laws governing intellectuadgeerty rights in
China and abroad is evolving and could involve il risks to us. In particular, the laws anébecement
procedures in the PRC are uncertain and do no¢grottellectual property rights to the same extentio the laws
and enforcement procedures in the United Statestmei developed countries. If we are unable t@adizly
protect our brands, trade names, trademarks awd iotiellectual property rights, we may lose thegbts and our
business may suffer materially.

If we are not able to retain, hire and train qualéd managerial and other employees, our businessyha
materially and adversely affected.

Our managerial and other employees manage ourshantel interact with our customers on a daily basisy
are critical to maintaining the quality and coreisty of our services as well as our establisheddsrand
reputation. In general, employee turnover, esplgdiabse in lower-level positions, is relativelyghiin the lodging
industry. As a result, it is important for us tdaie as well as attract qualified managerial afeeoemployees who
are experienced in lodging or other consumer-serividustries. There is a limited supply of suchlijed
individuals in some of the cities in China where lveae operations and other cities into which weridtto expand.
In addition, we need to hire and train qualifiednagerial and other employees on a timely basigéplpace with
our rapid growth while maintaining consistent gtyadif services across our hotels in various gedgcajpcations.
We must also provide continuous training to our aggatial and other employees so that they have
up-to-date knowledge of various aspects of ourltugterations and can meet our demand for high-tyusdirvices.
If we fail to do so, the quality of our servicesyndecrease, which in turn, may have a materialaaivérse effect on
our products and our business.

Our current employment practices may be adverseipacted under the labor contract law of the PRC.

The PRC National People’s Congress promulgatetia leontract law which became effective on Jandary
2008. The labor contract law imposes requirememts&rning, among others, the execution of writiemti@cts
between employers and employees, the time limitprfobationary periods, and the length of fixedvter
employment contracts. Due to its limited historg &ne lack of clear implementation rules, it is @rain how this
labor contract law will impact our current employmheractices. We cannot assure you that our empoym
practices do not, or will not, violate this labam¢ract law. If we are subject to severe penatirescur significant
legal fees in connection with labor law disputesn@estigations, our business, financial conditonl results of
operations may be adversely affected. In additosignificant number of our employees are contthttteough a
third-party human resources company, which is nesipbe for managing, among others, payrolls, sangirance
contributions and local residency permits of thesgployees. We may not be able to continue thistigeaander thi:
labor contract law, which would increase our hurmresources administration expenses. We may alseldgdintly
liable under this labor contract law if the humasaurces company fails to pay such employeeswlages and
other benefits.

Failure to retain our management team could harm obusiness.

We place substantial reliance on the experiencatenihstitutional knowledge of members of our eutr
management team. Mr. Qi Ji, our founder and exeewthairman, and other members of the managenemtdee
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particularly important to our future success duthtar substantial experiences in lodging and otloeisumer-
service industries. Finding suitable replacememtdfr. Qi Ji and other members of our managemehteould be
difficult, and competition for such personnel ah#lar experience is intense. The loss of the sesviaf one or more
members of our management team due to their departu otherwise could hinder our ability to effeely manage
our business and implement our growth strategies.

We are subject to various franchise, hotel industopnstruction, hygiene, safety and environmentabls and
regulations that may subject us to liability.

Our business is subject to various compliance grdagional requirements under PRC laws. For exange
are required to obtain the approval from, andifiléal and annual reports with, the PRC MinistfyGommerce, or
the MOC, to engage in the hotel franchising businesaddition, each of our hotels is requiredittam a special
industry license issued by the local public seguyiireau, and to comply with license requirementslaws and
regulations with respect to construction permit firevention, public area hygiene, food hygiens|ip safety and
environmental protection. See “ltem 4. Informatanthe Company — B. Business Overview — Regulation
Regulations on Hotel Operation.” Furthermore, negutations may be adopted in the future to increase
compliance efforts at significant costs. Certaiof hotels are not in full compliance with alltbé applicable
requirements. Such failure to comply with applieabbnstruction permit, environmental, health arfdtgdaws and
regulations related to our business and hotel dperenay subject us to potentially significant mtarg damages
and fines or the suspension of operations and dprent activities of our company or related hotels.

Our limited insurance coverage may expose us tséss which may have a material adverse effect on ou
reputation, business, financial condition and redslof operations.

We carry all mandatory and certain optional comiaéinsurance, including property, constructiongdhparty
liability and public liability insurance for ourdsed-and-operated hotel operations. We also requirkessors and
franchisees to purchase customary insurance paligithough we are able to require our franchigeasbtain the
requisite insurance coverage through our franchisgmagement, we cannot guarantee that our lesgbasihere
to such requirements. In particular, there arerighierisks of accidents or injuries in hotels. @nenore accidents
injuries at any of our hotels could adversely dffaar safety reputation among customers and peatecistomers,
decrease our overall occupancy rates and increaseoets by requiring us to take additional meastwanake our
safety precautions even more visible and effectivéhe future, we may be unable to renew our iasce policies ¢
obtain new insurance policies without increasesoist or decreases in coverage levels. We may atsmueter
disputes with insurance providers regarding paymehtlaims that we believe are covered under olicips.
Furthermore, if we are held liable for amounts alaims exceeding the limits of our insurance cogerar outside
the scope of our insurance coverage, our reputaiissiness, financial condition and results of apens may be
materially and adversely affected.

If we fail to maintain an effective system of inteal control over financial reporting, we may not kable to
accurately report our financial results or preveffaud.

We are subject to reporting obligations under th®. decurities laws, including the Sarbanes-Oxlety A
Section 404 of the Sarbanes-Oxley Act, or Sectleh vill require that we include a report from mgement on
our internal control over financial reporting inrannual report on Form 20-F beginning with ourwaimeport for
the fiscal year ending December 31, 2011. In amlditbur independent registered public accountimg fhust repor
on the effectiveness of our internal control oweamcial reporting. Our management or our indepehogistered
public accounting firm may conclude that our indroontrols are not effective. Moreover, even if management
concludes that our internal control over financédorting is effective, our independent registgreldlic accounting
firm may issue a report that is qualified if itiet satisfied with our internal controls or thedeat which our
controls are documented, designed, operated cewe, or if it interprets the relevant requirematitierently from
us. Either of these possible outcomes could résalh adverse reaction in the financial marketpthoe to a loss of
investor confidence in the reliability of our refing processes, which could materially and advgragect the
trading price of our ADSs.

In addition, our reporting obligations as a pulsiienpany will place a significant strain on our mgeraent,
operational and financial resources and systemthéforeseeable future. Prior to our initial palifering in
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March 2010, we were a private company with limié@dounting personnel and other resources with wioich
address our internal control over financial repaytilin connection with the audit of our consolidbtimancial
statements as of and for the year ended Decemb@089, a material weakness and certain contratideties of
our company have been identified. The material wea& identified is related to our failure to actelsgaccount for
complex transactions and to monitor and apply nesveanerging U.S. GAAP. In 2010, we undertook cartai
remedial steps to address this material weakneslsiding adding accounting and finance staff memkéth U.S.
GAAP experience and adopting internal controls ather financial closing and reporting policies. @acounting
team has started to participate in regular traigimgrses on U.S. GAAP. We also designed and impieedecontrol
to ensure that significant non-routine transacti@esounting estimates and other adjustments wepegy
reviewed, analyzed and monitored by sufficient apgropriate accounting staff member on a timelysbas
However, we may identify additional control defio@ges as a result of the assessment process wendiirtake in
compliance with Section 404. We plan to remedy identified control deficiencies before the deadiimposed by
the requirements of Section 404, but we may be lertaldo so. Our failure to establish and maintaireffective
system of internal control over financial reporticauld result in the loss of investor confidencéhia reliability of
our financial reporting processes, which in turnlddharm our business and negatively impact ttairtcaprice of
our ADSs.

We, our directors, management and employees maguigect to certain risks related to legal proceegtrfiled
by or against us, and adverse results may harm business.

We cannot predict with certainty the cost of deéerke cost of prosecution or the ultimate outcofrgigation
and other proceedings filed by or against us, @ectbrs, management or employees, including reeseali damage
awards, and adverse results in such litigationathdr proceedings may harm our business or repata®iuch
litigation and other proceedings may include, bratreot limited to, actions relating to intellectymbperty,
commercial arrangements, employment, non-competitiad labor law, fiduciary duties, personal injutgath,
property damage or other harm resulting from actsngissions by individuals or entities outside af gontrol,
including franchisees and third-party property orgnén the case of intellectual property litigatiand proceedings,
adverse outcomes could include the cancellatiomligiation or other loss of material intellectuabperty rights
used in our business and injunctions prohibitinguse of business processes or technology thabjed to third-
party patents or other third-party intellectual gedy rights.

We generally are not liable for the willful actioaour franchisees and property owners; howeberetis no
assurance that we would be insulated from liabititgll cases.

Risks Related to Doing Business in China

Adverse changes in economic and political policadthe PRC government could have a material advesffect
on the overall economic growth of China, which cauhdversely affect our business.

We conduct substantially all of our business openatin China. As the lodging industry is highlynsiive to
business and personal discretionary spending levéénds to decline during general economic dommg.
Accordingly, our results of operations, financiahdition and prospects are subject to a significkegree to
economic developments in China. Chimatonomy differs from the economies of most degyedocountries in mar
respects, including with respect to the amountasegnment involvement, level of development, grovéte, contrc
of foreign exchange and allocation of resourcesil&the PRC economy has experienced significanwvtiran the
past 30 years, growth has been uneven acrossatiffergions and among various economic sectorinfaCThe
PRC government has implemented various measugsctiurage economic development and guide the tibocaf
resources. While some of these measures benefitvtrall PRC economy, they may also have a negaffeet on
us. For example, our results of operations andhfirz condition may be adversely affected by gowent control
over capital investments or changes in environniginéalth, labor or tax regulations that are agtlle to us.

The PRC government also exercises significant obatrer China’s economic growth through the allamabf
resources, controlling payment of foreign curredeyrominated obligations, setting monetary policg providing
preferential treatment to particular industriecompanies. Certain measures adopted by the PRC
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government, such as changes of the People’s BaBkiof, or the PBOC's statutory deposit resenvie aaid
lending guideline imposed on commercial banks, neajrict loans to certain industries. These actiansvell as
future actions and policies of the PRC governmemt)d materially affect our liquidity and access#pital and our
ability to operate our business.

Uncertainties with respect to the Chinese legalteys could limit the legal protections available & and our
investors and have a material adverse effect on business and results of operations.

The PRC legal system is a civil law system basedriten statutes. Unlike in common law systemgmr
court decisions may be cited for reference but Hiavieed precedential value. Since the PRC legateay continues
to rapidly evolve, the interpretations of many lavegjulations and rules are not always uniform emfdrcement of
these laws, regulations and rules involves ung#ites, which may limit legal protections availabdeus. For
example, we may have to resort to administrativie@urt proceedings to enforce the legal protedtian we enjoy
either by law or contract. However, since PRC adstrative and court authorities have significarstcdétion in
interpreting and implementing statutory and coritrakterms, it may be more difficult than in movéloped legal
systems to evaluate the outcome of administratieecaurt proceedings and the level of legal pratacive enjoy.
These uncertainties may impede our ability to evédhe contracts we have entered into. In additooh
uncertainties, including the inability to enforagr @ontracts, could materially and adversely aftestbusiness and
operations. Accordingly, we cannot predict the effef future developments in the PRC legal sysiasiuding the
promulgation of new laws, changes to existing lawthe interpretation or enforcement thereof, ergheemption ¢
local regulations by national laws. These uncetisncould limit the legal protections availableuwand other
foreign investors, including you. In addition, ditigation in China may be protracted and resukubstantial costs
and diversion of our resources and managementiatien

Rapid urbanization and changes in zoning and urbatanning in China may cause our leased propertiestte
demolished, removed or otherwise affected.

China is undergoing a rapid urbanization proceasd,zoning requirements and other governmental ntaada
with respect to urban planning of a particular aresy change from time to time. When there is a ghan zoning
requirements or other governmental mandates wiheret to the areas where our hotels are locatedftécted
hotels may need to be demolished or removed. We baperienced such demolition and relocation irptmst and
we may encounter additional demolition and relasatases in the future. For example, in 2010 wexwwbligated
to demolish one leased-and-operated hotel duectd ¢mvernment zoning requirements and, as a resute off
property and equipment of RMB4.0 million, and reciagd a gain of RMBO0.4 million net of reimbursement
RMB4.4 million. In addition, as of December 31, 20%ve were notified by local government authoritiest we
may have to demolish three additional leased-arettatpd hotels due to local zoning requirements cefmot
assure you that similar demolitions or interrupsiaf our hotel operations due to zoning or otheall@egulations
will not occur in the future. Any such further delition and relocation could cause us to lose priniacations for
our hotels and we may not be able to achieve cambp@operation results following the relocationsid/we may
be reimbursed for such demolition and relocatio@,cannot assure you that the reimbursement, asydeéa by thi
relevant government authorities, will be sufficiemicover our direct and indirect losses. Accordingur business,
results of operations and financial condition cduddadversely affected.

Governmental control of currency conversion may ltnour ability to pay dividends in foreign currenes to our
shareholders and therefore adversely affect theweabf your investment.

The PRC government imposes controls on the comléstiof RMB into foreign currencies and, in carta
cases, the remittance of currency out of China."Be 4. Information on the Company — B. Business
Overview — Regulation — Regulations on Foreign @nay Exchange” for discussions of the principautations
and rules governing foreign currency exchange im&hNe receive substantially all of our revenueRMB. For
most capital account items, approval from appréprigpvernment authorities is required where RMiibe
converted into foreign currency and remitted ou€bfna to pay capital expenses such as the repayhbank
loans denominated in foreign currencies. The PR@gonent may also at its discretion restrict acaesise future
to foreign currencies for current account transesti If the foreign
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exchange control system prevents us from obtaisirficient foreign currency to satisfy our currerdgmands, we
may not be able to pay dividends in foreign curienito our shareholders, including holders of oxS&, which
would adversely affect the value of your investment

Fluctuation in the value of the Renminbi may haveraaterial adverse effect on your investment.

The value of the Renminbi against the U.S. dolamo and other currencies is affected by, amongrdtfings,
changes in China’s political and economic condgiand China'’s foreign exchange policies.

Our revenues and costs are mostly denominategiRémminbi, and a significant portion of our fineh@asset
are also denominated in the Renminbi. We rely suitistlly on dividends paid to us by our operatingsdiaries in
China. Any significant depreciation of the Renmiabainst the U.S. dollar may have a material a@dveffect on
our revenues, and the value of, and any divideaglalge on, our ADSs and common shares. If we deoidenvert
our Renminbi into U.S. dollars for the purpose @fking payments for dividends on our common sharésrather
business purposes, depreciation of the Renminlinsigidie U.S. dollar would reduce the U.S. dollawoant
available to us. On the other hand, to the exteattwe need to convert U.S. dollars into Renminbioiur
operations, appreciation of the Renminbi agairestdts. dollar would have an adverse effect on theninbi
amount we receive from the conversion. See “ltemQantitative and Qualitative Disclosures aboutihda
Risk — Foreign Exchange Risk” for discussions of exposure to foreign currency risks. In summangtfiation
in the value of the Renminbi in either directiorultbhave a material adverse effect on the valumuotompany and
the value of your investment.

Our failure to obtain the prior approval of the Chia Securities Regulatory Commission, or the CSR@, dur
initial public offering and the listing and tradingof our ADSs of the NASDAQ Global Market could hage
material adverse effect on our business, operatiegults, reputation and trading price of our ADSa;recent
regulation also establishes more complex procedui@sacquisitions conducted by foreign investors ieh
could make it more difficult to pursue growth thrah acquisitions.

In 2006, six PRC regulatory agencies jointly addpteRegulations on Mergers and Acquisitions of Domestic
Enterprises by Foreign Investg, or the New M&A Rule. See “ltem 4. Information the Company — B. Business
Overview — Regulation — Regulations on Overseatings’ While the application of the New M&A Rulemains
unclear, we believe, based on the advice of our BR@sel, that CSRC approval is not required incthr@ext of
our initial public offering because we establisloet! PRC subsidiaries by means of direct investrodrr than by
merger or acquisition of domestic companies, andtared to operate our business in the PRC thrénrgign
invested enterprises before September 8, 200&fthetive date of the New M&A Rule. However, we nahassure
you that the relevant PRC government agency, imguthe CSRC, would reach the same conclusion aPBC
counsel. If the CSRC or other PRC regulatory badysequently determines that CSRC’s approval wasnesd)for
our initial public offering, we may face sanctidnsthe CSRC or other PRC regulatory agencies, wtiehd have
material adverse effect on our business, finargabition, results of operations, reputation armspects, as well
this offering and the trading price of our ADSs.

The New M&A Rule also established additional praged and requirements that could make merger and
acquisition activities by foreign investors momaéi-consuming and complex. For example, we acqtiired
noncontrolling interest in an existing subsidiae issued a warrant to one of the individual shaldgrs, who is a
party not affiliated with us, of this selling joienture partner and we cannot guarantee suchgamaent would not
trigger the approval requirement under the New MR#&le. If relevant PRC government authorities deaahs
arrangement to be a transaction subject to the M&#& Rule and we do not seek such approval, we cbad
subject to administrative fines and other penafiies relevant PRC authorities, may be requiredittain approval
for such transactions from the MOC and/or the CSIR€ could be required to divest these subsidianashich
case we would lose the benefit of the revenues frotals operated by such entities. There are ncifSpprovisions
of fines or penalties for such violations underent PRC laws and regulations and so the penalgesay suffer
are uncertain.

In the future, we may grow our business in parabguiring complementary businesses. Complying thi¢h
requirements of the New M&A Rule to complete suelmsactions could be time-consuming, and any reduir
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approval processes, including obtaining approvahfthe MOC, may delay or inhibit our ability to cphlete such
transactions, which could affect our ability to arg our business or maintain our market share.

Recent PRC regulations relating to the establishmehoffshore special purpose companies by PRCaests
may subject our PRC resident shareholders to perddiability and limit our ability to inject capitdinto our
PRC subsidiaries, limit our PRC subsidiaries’ altylito distribute profits to us, or otherwise advelg affect us.

In October 2005, the State Administration of Foneitxchange, or the SAFE, promulgafRelevant Issues
Concerning Foreign Exchange Control on Domesticid®egs’ Corporate Financing and Roundtrip Investien
Through Offshore Special Purpose Vehigles Circular 75, which requires PRC residents whe assets or equity
interests in their PRC entities as capital contidns to establish offshore companies or injecétsssr equity
interests in their PRC entities into offshore conipa to register with local SAFE branches. Seeflte
Information on the Company — B. Business OverviewRegulation — Regulations on Offshore Financing” fo
discussions of the registration requirements aaddlevant penalties.

We attempt to comply, and attempt to ensure thasbareholders and beneficial owners of our shahesare
subject to these rules comply, with the relevaquir@ments. We cannot provide any assurance thiathaweholders
and beneficial owners of our shares who are PRi@dewts have complied or will comply with the reaamrents
imposed by Circular 75 or other related rules eitA@y failure by any of our shareholders and beefowners of
our shares who are PRC domestic residents to cowifiiyrelevant requirements under this regulatioald subject
us to fines or sanctions imposed by the PRC goventnncluding restrictions on our relevant sulesidis ability to
pay dividends or make distributions to us and duilita to increase our investment in China.

We rely principally on dividends and other distriians on equity paid by our subsidiaries to fundynash anc
financing requirements we may have, and any limitat on the ability of our subsidiaries to make pagmts to
us could have a material adverse effect on our @pito conduct our business.

We are a holding company, and we rely principatiydovidends from our subsidiaries in China for oash
requirements, including any debt we may incur. €urPRC regulations permit our subsidiaries togigigends to
us only out of their accumulated profits, if angtefmined in accordance with PRC accounting statsdand
regulations. In addition, each of our subsidiaie€hina are required to set aside a certain amaolitg after-tax
profits each year, if any, to fund certain statyt@serves. These reserves are not distributalidasisdividends. As
of December 31, 2010, a total of RMB11.2 millionsaeot distributable in the form of dividends toduge to these
PRC regulations. Furthermore, if our subsidianie€hina incur debt on their own behalf in the fetuhe
instruments governing the debt may restrict theility to pay dividends or make other paymentsdoThe inability
of our subsidiaries to distribute dividends or othayments to us could materially and adverselyt laar ability to
grow, make investments or acquisitions that coelthéneficial to our businesses, pay dividendstloeravise fund
and conduct our business.

We may be subject to fines and legal sanctions isgmbby SAFE or other Chinese government authoritésl
our ability to further grant shares or share optierto, and to adopt additional share incentive pldies, our
directors and employees may be restricted if wéher participants of our share incentive plans whoeaPRC
citizens fail to comply with PRC regulations relagl to employee shares or share options granted fighore
special purpose companies or offshore listed comipario PRC citizens.

In 2007, the SAFE issued ti@perating Procedures for Administration of Domestidividuals Participating ir
the Employee Stock Option Plan or Stock Option Blafin Overseas Listed Compargr Circular 78, which
requires PRC employee participants to register thighSAFE and to comply with a series of other iegients. Se
“Iltem 4. Information on the Company — B. Businesge@iew — Regulation — Regulations on Foreign Cucse
Exchange.” We are an offshore listed company arairasult we and the participants of our sharentiee plans
who are PRC citizens are subject to Circular 78.aéein the process of completing the foreign ergea
registration procedures and undertaking other rements according to Circular 78. If we or the ipgrants of our
share incentive plans who are PRC citizens fasoimply with Circular 78, we or the participants
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of our share incentive plans who are PRC citizeag be subject to fines or other legal sanctionsoised by SAFE
or other PRC government authorities and our altititfurther grant shares or share options undesbare incentiv
plans to, and to adopt additional share incentigagfor, our directors and employees may be o#stti Such
events could adversely affect our business operatio

It is unclear whether we will be considered as a®Resident enterprise” under the new EIT law, and
depending on the determination of our PRC “residesniterprise” status, dividends paid to us by our

PRC subsidiaries may be subject to PRC withholdiag, we may be subject to 25% PRC income tax on our
worldwide income, and holders of our ADSs or ordilyashares may be subject to PRC withholding tax on
dividends paid by us and gains realized on theartsfer of our ADSs or ordinary shares.

In 2007, the PRC National People’s Congress passdehterprise Income Tax Layand the PRC State
Council subsequently issued timplementation Regulations of the Enterprise Incdiae Law. The Enterprise
Income Tax Law and its Implementation Regulatiamghe new EIT Law, provides that enterprises distadd
outside of China whose “de facto management bodiestocated in China are considered “residentrprises.”
Currently, there are no detailed rules or preceddgaverning the procedures and specific critenal&ermining *
de factomanagement body” and it is still unclear if the PRR& authorities would determine that we should be
classified as a PRC “resident enterprise.”

Under the new EIT Law, dividends paid to us by suissidiaries in China may be subject to a 10% witlihg
tax if we are considered a “non-resident enterpri$eve are treated as a PRC “resident entergrise,will be
subject to PRC income tax on our worldwide incorntha 25% uniform tax rate, which could have anaatmn ou
effective tax rate and an adverse effect on oumeeime and results of operations, although divitdedistributed
from our PRC subsidiaries to us could be exemphfilee PRC dividend withholding tax, since such meds
exempted under the new EIT Law to a PRC residenpient. If we are required under the new EIT Lavpay
income tax on any dividends we receive from ousgliaries, our income tax expenses will increagkthea amour
of dividends, if any, we may pay to our sharehadderd ADS holders may be materially and adverdédgied. In
addition, dividends we pay with respect to our A$srdinary shares and the gains realized frontréresfer of
our ADSs or ordinary shares may be consideredaasrie derived from sources within the PRC and bgestitn
PRC withholding tax.

Furthermore, if we are considered as a PRC “resielsterprise” and dividends we pay with respeadup
ADSs or ordinary shares and the gains realized tf@ransfer of our ADSs or ordinary shares aresictered
income derived from sources within the PRC by raté\competent PRC tax authorities, such gains ddme
nonresident individuals may also be subject to RREBholding tax. See “ltem 10. Additional Informeiti —
E. Taxation — PRC Taxation.”

Risks Relating to Our ADSs and Our Trading Market
The market price for our ADSs has been and may éoué to be volatile.

The market price for our ADSs has been volatile laasl ranged from a low of $13.49 to a high of $27%6 the
NASDAQ Global Market in 2010. The market price idbgect to wide fluctuations in response to varitactors,
including the following:

« actual or anticipated fluctuations in our quartenberating results

« changes in financial estimates by securities rebeanalysts

 conditions in the travel and lodging industri

» changes in the economic performance or market trahgof other lodging companie

¢ announcements by us or our competitors of meslucts, acquisitions, strategic partnershipsi jeéntures
or capital commitment:

« addition or departure of key personr
« fluctuations of exchange rates between the RMBWusd dollar or other foreign currencie
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 potential litigation or administrative investigatis

« release of lock-up or other transfer reswitsi on our outstanding ADSs or ordinary shareslessof
additional ADSs; an

» general economic or political conditions in Chi

In addition, the securities market has from timértee experienced significant price and volumetflations
that are not related to the operating performarfigadicular companies. For example, as a resuti@fvorldwide
financial crisis, global stock markets have experéal extreme price and volume fluctuations. Thiatldy has hac
a significant effect on the market prices of sa@siissued by many companies for reasons whichmoaipe
directly related to their operating performancejuding but not limited to events such as tax-ksfing, mutual
fund redemptions, hedge fund redemptions and maajis. These market fluctuations may also matgraid
adversely affect the market price of our ADSs.

We may need additional capital, and the sale of didthal ADSs or other equity securities could resin
additional dilution to our shareholders and the incrence of additional indebtedness could increasg debt
service obligations.

We believe that our current cash and cash equitsadard anticipated cash flow from operations wall b
sufficient to meet our anticipated cash needstferforeseeable future. We may, however, requiréiaddl cash
resources due to changed business conditions er fatture developments, including any investmenigagjuisition
we may decide to pursue. If these resources aufficient to satisfy our cash requirements, we raegk to sell
additional equity or debt securities or obtain edarfacility. The sale of additional equity ancuéy-linked
securities could result in additional dilution torshareholders. The incurrence of indebtednes$dwesult in
increased debt service obligations and could résualperating and financing covenants that wousdriet our
operations. We cannot assure you that financingbeibivailable in amounts or on terms acceptablestdf at all,
particularly in light of the current global econantirisis.

Future sales or issuances, or perceived future sabe issuances, of substantial amounts of our ordig shares
or ADSs could adversely affect the price of our ARS

If our existing shareholders sell, or are perceiasdtending to sell, substantial amounts of adimary shares
or ADSs, including those issued upon the exerdismipoutstanding stock options, the market priceusr ADSs
could fall. Such sales, or perceived potentialsadly our existing shareholders might make it naiffecult for us to
issue new equity or equitylated securities in the future at a time andelae deem appropriate. Shares held b
existing shareholders may be sold in the publicketain the future subject to the restrictions cored in Rule 144
and Rule 701 under the Securities Act and the eglplié lock-up agreements. If any existing sharedrodd
shareholders sell a substantial amount of ordishayes after the expiration of the lock-up pertbd,prevailing
market price for our ADSs could be adversely affdct

In addition, certain of our shareholders or theinsferees and assignees will have the right teecas to
register the sale of their shares under the Sezzifict upon the occurrence of certain circumstanBegistration ¢
these shares under the Securities Act would rastiiese shares becoming freely tradable withattiction under
the Securities Act immediately upon the effectivanef the registration. Sales of these registenades in the publ
market could cause the price of our ADSs to decline

As our founder and co-founders collectively holdcantrolling interest in us, they have significanbfluence
over our management and their interests may notatigned with our interests or the interests of oather
shareholders.

Currently, our founder, Mr. Qi Ji, who is also @xecutive chairman, and our co-founders, Ms. Tamgthao
and Mr. John Jiong Wu, beneficially own approxinhags.2%, 15.9% and 4.0%, respectively, of our tautding
ordinary shares on an as-converted basis. See Ttéviajor Shareholders.” The interests of theseatt@ders may
conflict with the interests of our other sharehedd®ur founder and co-founders have significafiiémce over us,
including on matters relating to mergers, consdiicies and the sale of all or substantially all of assets, election
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of directors and other significant corporate aciorhis concentration of ownership may discourdgéay or
prevent a change in control of us, which could tepour shareholders of an opportunity to receipeeanium for
their shares as part of a sale of us or of ourt&iss®l might reduce the price of our ADSs. Thesierzz may be
taken even if they are opposed by our other shéders) including those who purchase ADSs in thisrafg.

ADS holders may not have the same voting rightgtas holders of our ordinary shares and may not rece
voting materials in time to be able to exercise yaight to vote.

Except as described in the deposit agreement, teotdeur ADSs may not be able to exercise votights
attaching to the shares evidenced by our ADSs andividual basis. Holders of our ADSs appoint tepositary o
its nominee as their representative to exercis@dkiag rights attaching to the shares represelyettie ADSs. AD¢
holders may not receive voting materials in timéiruct the depositary to vote, and it is possthlt they may n
have the opportunity to exercise a right to vote.

ADS holders may not be able to participate in righifferings and may experience dilution of his, her its
holdings as a result.

We may from time to time distribute rights to ohassholders, including rights to acquire our sdmsi Under
the deposit agreement for the ADSs, the depositdiyot offer those rights to ADS holders unlesgtbthe rights
and the underlying securities to be distribute B holders are either registered under the Séesirict of 1933,
as amended, or exempt from registration under goeigies Act with respect to all holders of ADS%e are under
no obligation to file a registration statement witispect to any such rights or underlying securitieto endeavor to
cause such a registration statement to be dectdiective. In addition, we may not be able to takewantage of any
exemptions from registration under the Securities Accordingly, holders of our ADSs may be unable
participate in our rights offerings and may expecedilution in their holdings as a result.

ADS holders may be subject to limitations on traesbf their ADSs.

Our ADSs are transferable on the books of the depgsHowever, the depositary may close its tranbboks
at any time or from time to time when it deems ehgst in connection with the performance of itsiesitIn
addition, the depositary may refuse to delivemdfar or register transfers of ADSs generally whenbooks or the
books of the depositary are closed, or at any iime or the depositary deem it advisable to dbscause of any
requirement of law or of any government or governtakbody, or under any provision of the deposieagent, or
for any other reason.

As a foreign private issuer, we are permitted todave will, rely on exemptions from certain NASDAQ
corporate governance standards applicable to UsSukers, including the requirement regarding the
implementation of a nominations committee. This mafford less protection to holders of our ordinashares
and ADSs.

The NASDAQ Marketplace Rules in general requirketiscompanies to have, among other things, a
nominations committee consisting solely of indepamdlirectors. As a foreign private issuer, wepanitted to,
and we will, follow home country corporate goveroamractices instead of certain requirements oNREDAQ
Marketplace Rules, including, among others, thel@émgntation of a nominations committee. The corfgora
governance practice in our home country, the Cayislands, does not require the implementation mbminations
committee. We currently intend to rely upon thevaht home country exemption in lieu of the nomorat
committee. As a result, the level of independertrsight over management of our company may affesd |
protection to holders of our ordinary shares andsaD

Our articles of association contain anti-takeoverqvisions that could have a material adverse effeatthe
rights of holders of our ordinary shares and ADSs.

Our amended and restated articles of associatiotaicoprovisions limiting the ability of others a@quire
control of our company or cause us to enter ineinge-of-control transactions. These provisionsdbalve the
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effect of depriving our shareholders of opportwstio sell their shares at a premium over prevgitiarket prices
by discouraging third parties from seeking to abtintrol of our company in a tender offer or saniransaction.

For example, our board of directors has the authaosithout further action by our shareholdersistue
preferred shares in one or more series and tdéix designations, powers, preferences, privileged,relative
participating, optional or special rights and thmlifications, limitations or restrictions, includj dividend rights,
conversion rights, voting rights, terms of redemptand liquidation preferences, any or all of wiichy be greater
than the rights associated with our ordinary shanethe form of ADSs or otherwise. Preferred skareuld be
issued quickly with terms calculated to delay @vant a change in control of our company or makeokal of
management more difficult. If our board of direstdecides to issue preferred shares, the pricarcADSs may
decline and the voting and other rights of the Bddf our ordinary shares and ADSs may be malieaat
adversely affected.

You may face difficulties in protecting your intes¢s, and your ability to protect your rights throhghe U.S.
federal courts may be limited, because we are ipmated under Cayman Islands law, conduct substafiti all
of our operations in China and the majority of owfficers reside outside the United States.

We are incorporated in the Cayman Islands, andwatrslibstantially all of our operations in Chineotigh our
wholly owned subsidiaries in China. Most of ouricéfs reside outside the United States and sora# of the
assets of those persons are located outside tfrilted States. As a result, it may be difficultimpossible for you
to bring an action against us or against theseiithalils in the Cayman Islands or in China in therghat you
believe that your rights have been infringed unlersecurities laws or otherwise. Even if you aiecessful in
bringing an action of this kind outside the Caynslands or China, the laws of the Cayman Islandscadrthe PRC
may render you unable to effect service of proogem, or to enforce a judgment against our assdtemssets of
our directors and officers. There is no statut@gognition in the Cayman Islands of judgments olein the
United States, although the courts of the Caymiamdis will generally recognize and enforce a nongpgidgment
of a foreign court of competent jurisdiction withiaetrial on the merits. A judgment of a court abther
jurisdiction may be reciprocally recognized or enéal if the jurisdiction has a treaty with Chinaifgudgments of
the PRC courts have been recognized before ifuhatliction, subject to the satisfaction of othequirements.
However, China does not have treaties providingHerreciprocal enforcement of judgments of cowith Japan,
the United Kingdom, the United States and mostroftiestern countries.

Our corporate affairs are governed by our memonanand articles of association and by the Compadraes
(2010 Revision) and the common law of the Cayméants. The rights of shareholders to take legabactgainst
our directors and us, actions by minority sharetisdnd the fiduciary responsibilities of our dicgs to us under
Cayman Islands law are to a large extent govergegtidbcommon law of the Cayman Islands. The comiaarof
the Cayman Islands is derived in part from compaebt limited judicial precedent in the Cayman tulis as well as
from English common law, which has persuasive nmttinding, authority on a court in the Caymaiusls. The
rights of our shareholders and the fiduciary resgalities of our directors under Cayman Islands &e not as
clearly established as they would be under statutggdicial precedents in the United States. Inipalar, the
Cayman Islands has a less developed body of sesudtvs as compared to the United States, anddasv
significantly less protection to investors. In aadi, Cayman Islands companies may not have stgridimitiate a
shareholder derivative action before the federattsoof the United States.

As a result of all of the above, our public shatdbis may have more difficulty in protecting thimiterests
through actions against our management, directonsagor shareholders than would shareholders ofjpocation
incorporated in a jurisdiction in the United States

The level of investor interest and trading in ourD’ss could be affected by the lack of coverage musé&es
research analysts and the lack of investor matesial the Chinese language.

We are currently only listed in the U.S. Investtterest in us may not be as strong as in U.S. corepar PRC
companies that are listed in the PRC both becaesmay not be adequately covered by securities nrefs@aalyst
reports and because of the lack of investor mdsdriahe Chinese language. The lack of coveragddazegatively
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impact investor interest and the level of tradimgur ADSs. The interest of both existing and peatpe PRC-
based investors to hold and trade in our ADSs neaiyripacted by the lack of investor materials in@gnese
language and the time difference between New Yotkthe PRC. As a result, the liquidity of our AD&S=l the
valuation multiples may be lower than if we wersgdd on a PRC stock exchange.

ITEM 4. INFORMATION ON THE COMPANY

4.A. History and Development of the Company

Powerhill Holdings Limited, or Powerhill, was ingarated in accordance with the laws of the Britisfgin
Islands in December 2003, and commenced operaiitbnmid-scale limited service hotels and commerpialperty
development and management in 2005. Powerhill ootedLlits operations through three wholly owned &libses
in the PRC, namely Shanghai HanTing Hotel Managé@eoup, Ltd., or Shanghai HanTing, HanTing Xinggon
(Shanghai) Hotel Management Co., Ltd., or HanTirmggKong, and Lishan Property (Suzhou) Co., Ltd.Sozhou
Property. In August 2006, Suzhou Property transteits equity interests in three leased-and-opéiad¢els to
Shanghai HanTing in exchange for Shanghai HanTiegisty interest in Shanghai Shuyu Co., Ltd., whicts
primarily engaged in the business of sub-leasiryraanaging real estate properties in technologkspar

China Lodging Group, Limited, or China Lodging, wasorporated in the Cayman Islands in January 2007
February 2007, Powerhill transferred all of its @mship interests in HanTing Xingkong and ShangtemiHng to
China Lodging in exchange for preferred sharestoh&Lodging. After such exchange, each of HanXimgkong
and Shanghai HanTing became a wholly owned sulpgidiaChina Lodging. In addition, in February 2007,
Powerhill and its subsidiary, Suzhou Property, wsgren off in the form of a dividend distributionttoe
shareholders.

In 2007, China Lodging began migrating to our cartgusiness of operating and managing an econongy ho
chain. We first launched our flagship proditanTing Express Hotelwhich targets knowledge workers and value-
conscious travelers. In the same year, we intratloce premium productianTing Hotel, which was subsequently
rebranded aslanTing Seasons Hoteln 2008, we launched our budget proditanTing Hi Inn. In April 2007,
China Lodging acquired Yiju (Shanghai) Hotel Managat Co., Ltd. from Crystal Water Investment Hotitin
Limited, a British Virgin Islands company wholly oed by Mr. John Jiong Wu, a co-founder of our conypén
January 2008, China Lodging incorporated HanTingrjin) Investment Consulting Co., Ltd. in Chinadadn
October 2008, established China Lodging Holding)(Hmited in Hong Kong, under which HanTing Tecthogy
(Suzhou) Co., Ltd. was subsequently establishé&thina in December 2008.

In March 2010, we completed our initial public offeg. We issued and sold 10,350,000 ADSs, represgnt
41,400,000 of our ordinary shares at a public oftgprice of US$12.25 per ADS. Our ADSs have bésted on thi
NASDAQ Global Market since March 26, 2010. Our aatly shares are not listed or publicly traded onteading
markets.

Our principal executive offices are located at R®66 Honggiao Road, Changning District, ShanghaB26,
People’s Republic of China. Our telephone numbémiataddress is +86 (21) 6195-95@hr registered office in tt
Cayman Islands is located at the offices of CriGmgare, Hutchins Drive, P.O. Box 2681, Grand Cayrif&/1-
1111, Cayman Islands. Our agent for service ofgsedn the United States is CT Corporation Syskecated at
111 Eighth Avenue, 13th Floor, New York, New Yor®OLL1.

Investors should contact us for any inquiries tigtothe address and telephone number of our prihcipa
executive offices. Our website is http://www.htireean. The information contained on our websiteasanpart of
this annual report.

4.B. Business Overview

We operate a leading and fast-growing economy fobigih in China with leased-and-operated and
franchised-and-managed models. Under the leas®padie model, we directly operate hotels typicibated in
leased premises. Under the franchise-and-managelnveel manage franchised hotels and collect fews fr
franchisees. We apply a consistent standard atiptaacross all of our hotels. As of December 31,
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2010, we had 243 leased-and-operated hotels anftdrdhised-and-managed hotels. In addition, aekebame
date, we had 69 leased-and-operated hotels ama®hised-and-managed hotels under development.

We offer three hotel products that are designadrget distinct groups of customers. Our flagshigdpct,
HanTing Express Hott, targets knowledge workers and value-consciowglkeas. Our premium produddanTing
Seasons Hoteltargets mid-level corporate managers and owrfesmall and medium enterprises, and our budget
product,HanTing Hi Inn, serves budget-constrained travelers. As a re§oltir customer-oriented approach, we
have developed strong brand recognition and a laystomer base. In 2010, approximately 73% of oanr nights
were sold to members of HanTing Club, our loyaltygvam.

Our operation commenced with mid-scale limited merhotels and commercial property development and
management in 2005. We began migrating to our ntitresiness of operating and managing a multipbehpct
economy hotel chain in 2007. Our total revenuesvgrem RMB809.9 million in 2008 to RMB1,838.4 miln in
2010. We incurred net losses attributable to oonmamy of RMB136.2 million in 2008. We had net inam
attributable to our company of RMB42.5 million aRt¥1B215.8 million in 2009 and 2010, respectively.

Our Hotel Network

As of December 31, 2010, we operated 438 hoted® icities in China. We have adopted a discipliretdrn-
driven development model aimed at achieving higiwgin and profitability. With an additional 162 histeinder
development, our hotel network covers 97 citie29rprovinces and municipalities across China.

The following table sets forth a summary of albof hotels as of December 31, 2010.

Franchisec Leasec-and- Franchised
Leasec-and- -and- Operated Hotels -and-Managed
Operated Managed Under Hotels Under
Hotels Hotels Development(1 Development(1’
Shanghai and Beijin 68 61 16 8
Other cities 17t 134 53 85
Total 242 19t 69 93

(1) Include hotels for which we have entered into higdieases or franchise-and-management agreemerttsabu
have not yet commenced operatic

The following table sets forth the status of outet®under development as of December 31, 2010.

Pre-conversior Conversior

Period(1) Period(2) Total

Leaseranc-operatechotels 21 48 69
Franchise-anc-managechotels 36 57 93
Total 57 10t 162

(1) Include hotels for which we have entered into higdieases or franchise-and-management agreemeri$ bu
which the property has not been delivered by thpaetive lessors or property owners, as the cageomarhe
majority of these hotels are expected to commepeeations by December 31, 20:

(2) Include hotels for which we have commenced conwaracttivities but that have not yet commenced djmers
The majority of these hotels are expected to conemeperations by June 30, 20

Leased-and-operated hotels

As of December 31, 2010, we had 243 leased-ancatgzkhotels, accounting for approximately 55.5%hef
hotels in operation. We manage and operate eadtiaspthese hotels and bear all of the accomparsxpenses.
We are responsible for recruiting, training andesujsing the hotel managers and employees, pagingéses and
costs associated with construction and renovatidhese hotels, and purchasing all supplies aneratquired
equipment.
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Our leased-and-operated hotels are situated oedgasperties. The terms of these leases typicatige from
ten to 20 years. Rent is generally paid on a mgrdhhuarterly basis and is fixed for the firstaéarto five years of
the lease term. We are thereafter typically sulifeet 3% to 5% increase every three to five yaaies generally
enjoy an initial three- to six-month rent-free jpeki Our leases usually allow for extensions by rausigreement. In
addition, our lessors are typically required toifyats in advance if they intend to sell or dispa$¢heir properties,
in which case we have the priority to purchasepttoperties on equivalent conditions and terms.

Franchised-and-managed hotels

As of December 31, 2010, we had 195 franchisedraadaged hotels, accounting for approximately 4405%
the hotels in operation. We select franchisees avh@xisting hotel operators, hotel investors opprty owners.
We manage our franchised-and-managed hotels ammsathe same standards on all franchised-and-mdhatgs
to ensure product quality and consistency acrosbatel network. We appoint and train hotel managemno are
responsible for hiring hotel staff. We also provaie franchisees with such services as managirgvasons, sales
and marketing support, quality assurance inspestma other operational support and informatior. fE€anchisees
are responsible for the costs of developing andatipg the hotels, including renovating the hotelsur standards,
and all of the operating expenses. We believertirechise-and-manage model has enabled us to quinkly
effectively expand our geographical coverage anketahare in a less capital-intensive manner tjindeveraging
the local knowledge and relationships of our frasebs.

Our franchise-and-management agreements typiaatlyar an initial term of eight years. We colleee$ from
our franchisees and do not bear loss, if any, necliby the franchisees. Our franchisees are géyeegjuired to pa
us a one-time franchise-and-management fee ramgitygeen RMB100,000 and RMB300,000. They are also
responsible for all costs and expenses relatedtil bonstruction and refurbishing. In general,charge a monthly
franchise-and-management fee of approximately 5#%efjross revenues generated by each
franchised-and-managed hotel. We also collect firamchisees a reservation fee on a per-roight basis for usin
our central reservation system and a membershigtration fee to service customers who join our Hag Club
loyalty program at the franchised-and-managed bokelrthermore, we employ and appoint hotel marsafgerthe
franchised-and-managed hotels and charge the fism@ha monthly fee for the service.

Our hotel chain has grown rapidly since we begagrating to our current business of operating andagang i
multiple-product economy hotel chain in 2007. Tokofving table sets forth the number of hotels \perated as of
the dates indicated.

As of December 31
2005 2006 2007 200€ 2009 2010

Leaseranc-operatechotels 5 24 62 14t 17: 24%
Franchise-anc-managechotels — 2 5 22 63 19t
Total 5 _26 _67 167 23€ 43¢

Our Products

We began migrating to our current business of djpgrand managing a multiple-product economy hcialin
in 2007. We offer three hotel products that aregiessl to target distinct groups of customers. @agship product,
HanTing Express Hott, targets knowledge workers and value-consciowglkeas. Our premium produdtdanTing
Seasons Hoteltargets mid-level corporate managers and owrfesmall and medium enterprises, and our budget
product,HanTing Hi Inn, serves budget-constrained travelers.

HanTing Express Hotel

Launched in 200HanTing Express Hoté$ our flagship product with the value propositafriQuality,
Convenience and ValueThese hotels are typically located in areas closedjor business and commercial distr
and are priced between RMB150 and RMB300 per roigimtnTheHanTing Express Hotehargets knowledge
workers and value-conscious travelers. These hbtels lobbies with complimentary wireless Intermetess and
laser printers, and a cafe serving breakfast anglsimeals. Rooms are equipped with a comfortable
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mattress, plush buckwheat and cotton pillows, sdadalities, two outlets for free broadband Interaccess, a
working desk and chair, and universal and uninfeedle power sockets. As of December 31, 2010, ade494
HanTing Express Hotein operation and an additional 1#anTing Express Hotelsnder development.

HanTing Seasons Hotel

HanTing Seasons Hotelsvhich were originally marketed under the namélahTing Hotel, are typically
located in city centers or central business distriericed between RMB250 and RMB400 per room nitfleise
hotels target mid-level corporate managers and osvofesmall and medium enterprises. HenTing Seasons Hot
offers rooms and services with a quality comparabliaree and four star hotels, but are pricedwathmmore
competitive rates. In addition, these hotels affggicious lobbies with complimentary wireless Iné¢m@rccess and
laser printers, meeting areas, and a cafe servaakfast and simple meals. As of December 31, 28&thad 19
HanTing Seasons Hotein operation and an additionaHanTing Seasons Hotalmder development.

HanTing Hi Inn

Launched in 200&1anTing Hi Innhotels are priced between RMB70 and RMB150 per romht and target
budget-constrained travelers between the age ahd®0, such as new college graduates and backpadkese
hotels offer compact rooms with comfortable beds strower facilities, and expanded common areagaanilities
designed for young travelers to relax and sociatiggcally including an Internet cafe and gamimgsoles. These
hotels provide basic and clean accommodationstenvtiels and consumables being offered at affordatites from
vending machines in the common areas. As of DeceBhe010, we had 1HanTing Hi Innhotels in operation
and an additional 1HanTing Hi Innhotels under development.

Hotel Development

We have adopted a systematic process with respée tplanning and execution of new developmenjepts.
Our development department analyzes economic gatéyh field visit reports and market intelligenicéormation
to identify target locations in each city and deye& three-year development plan for new hotela myular basis.
The plan is subsequently reviewed and approvedibynwestment committee, which consists of Mr. Qodir
executive chairman, Mr. Tuo (Matthew) Zhang, ouetkxecutive officer, Ms. Min (Jenny) Zhang, otnief
financial officer, Mr. Chang Su, our chief opergtiofficer, and Mr. Haijun Wang, our executive vimesident.
Once a property is identified in the targeted lmogtstaff in our development department analybesiusiness
terms and formulates a proposal for the projece iflrestment committee then evaluates each propoegstt
based on several factors, including the lengtihefinvestment payback period, the rate of returtherinvestment,
the amount of net cash flow projected during theraping period and the impact on our existing Isoitetthe
vicinity. In addition, when evaluating potentiahfrchising opportunities, the investment committeesaers
additional factors such as quality of the prospectianchisee and product consistency with Hanstagdards.

We prefer to lease the properties of the hoteleperate rather than acquire properties ourselgeswaing
properties is typically much more capital intensivée also use the franchise-and-manage model @neixpur
network in a less capital-intensive manner. Ouestment committee weighs each investment propasafudly to
ensure that we can achieve a balanced mix of leaséebperated and franchised-and-managed hotétsnéde
that can effectively expand our coverage while corently improving our profitability.

The following is a description of our hotel devealognt process.

Leased-and-operated hotels

We seek properties that are in central or highbeasible locations in economically more develoggescin
order to maximize the room rates that we can chdngaddition, we typically seek properties thall @ccommodate
hotels of 80 to 160 rooms.

After identifying a proposed site, we conduct thayb due diligence and typically negotiate leasexaently
with the lessors. All leases and development paasubject to the final approval of our investm@rhmittee.
Once a lease agreement has been executed, wentegeandependent design firms
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and construction companies to begin work on leddahgprovement. Our construction management teamksvo
closely with these firms on planning and architemitdesign. Our contracts with construction comparypically
contain warranties for quality and requirementstifmely completion of construction. Contractorssoppliers are
typically required to compensate us in the evertteddys or poor work quality. A majority of the abruction
materials and supplies used in the constructiamuofhew hotels are purchased by us through a dizetia
procurement system.

Franchised-and-managed hotels

We open franchised-and-managed hotels to supplepuernfeographical coverage or to deepen penetrafion
existing markets. Franchised-and-managed hoteilsdqeas valuable operating information in assestieg
attractiveness of new markets, and supplementaegrage in areas where the potential franchiseeba@ae access
to attractive locations by leveraging their ownedss@nd local network. As is the case with
leased-and-operated hotels, we generally looktabksh franchised-and-managed hotels near popalamercial
and office districts that tend to generate stromgenand for hotel accommodations. Franchised-amiage hotels
must also meet certain specified criteria in cotinaavith the infrastructure of the building, suat adequate water,
electricity and sewage systems.

We typically source potential franchisees througirdwof-mouth referrals, applications submitted eia
website and industry conferences. Some of our higees operate several of our franchised-and-maragfels. In
general, we seek franchisees who share our vahtemanagement philosophies.

We typically supervise the franchisees in desigmingd renovating their properties pursuant to tmeesa
standards required for our leased-and-operatedshated provide assistance as required. We alsadedechnical
expertise and require the franchisee to followeag®lected list of qualified suppliers. In additiare appoint hotel
managers and help train other hotel staff to enthathigh quality and consistent service is predithroughout all
our hotels.

Hotel Management

Over the years, our management team has accumasigtgticant experience with respect to the operatf
economy hotels. Building on this experience, ounaggement team has developed a robust operatiatédnoh for
our nationwide operations, implemented a rigoraudgieting process, and utilized our information ey to
monitor our hotel performance. We believe the systecritical in maximizing our revenues and praffility. The
following are some of the key components of ouehotanagement system:

Budgeting. Our budget and analysis team prepares a detailedial cost and revenue budget for each of
our leased-and-operated hotels, and an annualue\mrdget for each of our franchised-and-managezisho
The hotel budget is prepared based on, among thtimgs, the historical operating performance ofhdaatel,
the performance of comparable hotels and local etarnditions. We may adjust the budget upon the
occurrence of unexpected events that significaaftlyct a specific hotel's operating performanceadidition,
our compensation scheme for managers in eachisatekctly linked to its performance against thezal
budget.

Pricing. Our room rates are determined using a centrafigsettm and are based on the historical
operating performance of each of our hotels, inclgdoth leased-and-operated and
franchised-and-managed hotels, our competitorshrestes and local market conditions. We adjust roates
regularly based on seasonality and market demaedal$d adjust room rates for certain events, sathea
China Import and Export Fair held twice a year ia@gzhou and the World Expo in Shanghai in 2010. We
believe our centralized pricing system enhancesbility to adjust room rates in a timely fashioithna goal o
optimizing average daily rates and occupancy lexetsss our network.

Monitoring. Through the use of our web-based property manageaystem, we are able to monitor each
hotel’'s occupancy status, average daily rates, RBvéhd other operating data on a real-time bassl-ime
hotel operating information allows us to adjust sales efforts and other resources to rapidly ahpi on
changes in the market and to maximize operatirigieficy.
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Centralized cash managemen®ur leased-and-operated hotels generally depasit into our central
account three times a week. We also generally @égdrall payments for expenditures. Our
franchised-and-managed hotels manage their casinagely.

Centralized procurement systen©ur centralized procurement system has enabléadl efficiently manag
our operating costs, especially with respect tgpBep used in large quantities. Given the scaleufhotel
network and our centralized procurement systemhawe the purchasing power to secure favorable téons
suppliers for all of our hotels.

Quality assurance.We have developed an operating manual to whiclstadf closely adhere to ensure
consistency and quality of our customer experieée conduct periodic internal quality checks of batels tc
ensure that our operating policies and procedueefolowed. We also engage “mystery guests” frametto
time to ensure that we are providing consistentityugervices. Furthermore, we actively solicit tarser
feedbacks by conducting outbound call surveys aoditor customer messages left in hotel guestbosksedl
as comments posted our website and third-party itesbs

Training. We view the quality and skill sets of our emplegeas essential to our business and thus have
made employee training one of our top prioritiear @anTing College, together with our regional ngeraent
teams, offers structured training programs forlmtel managers, other hotel-based staff and compstaff.
Our hotel managers are required to attend a thesdaimtensive training program, covering topicshsas
HanTing corporate culture, team management, sakksnarketing, customer service, hotel operationdsteds
and financial and human resource management. Appadely 90% of our hotel managers have received
training completion certificates. Our HanTing Cglealso rolled out a new-hire training package @tober
2009 to standardize the training for hotel-basaff atross our hotel chain. In addition, we provide
corporate staff with various training programs,tsas managerial skills, office software skills aadporate
culture. In 2010, our hotel-based staff and corjgostaff on average have received approximatelgricD
40 hours of training, respectively.

Hotel Information Platform and Operational Systems

We have successfully developed and implementedlasnged operating platform capable of supporting ou
nationwide operations. This operating platform desis to increase the efficiency of our operatmms$ make
timely decisions. The following is a descriptionafr key information and management systems.

Web property management system (Web-PM3)r Web-PMS is a web-based, centralized apptindtiat
integrates all the critical operational informatiarour hotel network. This system enables us toaga our room
inventory, reservations and pricing for all of duatels on a real-time basis. The system is desigmedable us to
enhance our profitability and compete more effedyily integrating with our central reservationteys and
customer relationship management system. We betiev&/eb-PMS enables our management to more efédygti
assess the performance of our hotels on a timelig lbad to efficiently allocate resources and ¢iffety identify
specific market and sales targets.

Central reservation systemWe have a real-time central reservation systemilable 24 hours a day, seven
days a week. Our central reservation system allessrvations through multiple channels includingwabsite,
call center, third-party travel agents and onliegervation partners. The real-time inventory mameage capability
of the system improves the efficiency of reservajenhances customer satisfaction and maximizes ou
profitability.

Customer relationship management (CRM) systédur integrated CRM system maintains informatibowr
HanTing Club members, including reservation andsaamption history and pattern, points accumulatet! an
redeemed, and prepayment and balance. By closalking and monitoring member information and bebigwive
are able to better serve the members of our loyatigram and offer targeted promotions to enhanseomer
loyalty. The CRM system also allows us to monit@ performance of our corporate client sales reptesives.
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Sales and Marketing

Our marketing strategy is designed to maintaintanfil brand recognition while meeting the spedifisiness
needs of hotel operations. Building and differdimigathe brand image of each of our product offgsirs critical to
increasing our brand recognition. We focus on témgehe distinct guest segments that each of oteltproduct
serves and adopting effective marketing measurssdcban thorough analysis and application of datbaaalytics.

A key component of our marketing efforts is the Hiaug Club, our loyalty program. We believe the Hargr
Club loyalty program allows us to build customeydtly and conduct lower-cost, targeted marketinggaigns. A
majority of individual members of the HanTing Clpay to enroll in the program. As of December 31,E®ur
HanTing Club had approximately 2.6 million indivelilmembers and approximately 143,853 corporate raesnn
2010, approximately 73% of our room nights werel$olour HanTing Club members. As of December 3102
approximately 54.0% of individual members who jairmir loyalty program prior to June 30, 2010 hayet in ou
hotels more than once. Members of the HanTing @helprovided with discounts on room rates, frealfasts (for
certain members only), more convenient check-ontguiures and other benefits. HanTing Club memlzrsatso
accumulate points through stays in our hotels godrghasing products and services provided at otal$ These
points can be redeemed for gifts or free nightsunhotels. We also have joint promotional progravith leading
financial institutions and airlines to recruit nevembers of our loyalty program. The HanTing Clutdudes four
levels of membership: hi, basic, gold and platindiime one-time membership fees we charge for thiedsic and
gold memberships are currently RMB10 (US$1.5), RIBIB2S$4.2) and RMB198 (US$30.0), respectively. Gold
memberships can be upgraded to platinum membershipsthe satisfaction of certain conditions. TtenHing
Club membership card is a smart card that enaldeater access, easy check-in and express checRdoistsmart
card can also be used as pre-paid cards for ir-potehases.

Our marketing activities also include Internet atigeng, press and sponsored activities held jpintikh our
corporate partners and advertisements on travebasitiess magazines.

In 2009, we established a nationwide sales tearsistimg of approximately 100 full-time employeesedp
targeting corporate customers. We expanded thes saam to 150 full-time employees as of Decemhbge2310.
This sales team also contacts our corporate cussodirectly to obtain feedback on how to betteriglesind
implement our promotional activities.

Competition

The economy hotel industry in China is highly cotitpee. We face significant competition from other
domestic and international economy hotel operato@hina. Our main competitors include Home Inmgjjiang Inn.
Motel 168, 7 Days Inn, various regional and locaremy hotels, and certain international brands.a¥§e compet
with other accommodations such as two and threéstals. In addition, we may face competition froaw player
in the economy hotel industry in China. We belidvat competition is generally based on locatioomoates, brar
recognition, the quality of accommodations, senléa@ls and the convenience of the central reservalystem.

Intellectual Property

We regard our trademarks, copyrights, domain natrede secrets and other intellectual propertytsigis
critical to our business. We rely on a combinatbiopyright and trademark law, trade secret ptaita@and
confidentiality agreements with our employees,Uests, business partners and others, to protedhtaltectual
property rights.

As of December 31, 2010, we have registered 4 2itnatks and logos with the China Trademark Offidee T
trademarks and logos used in our current hotelsirader protection of the registered trademarkslagos. An
additional 13 trademark applications are underengMdy the authority. We have also registered aagetmark in
each of Singapore, Macau, and Taiwan. We haveaglplied for one trademark in Hong Kong, which isrently
pending. In addition, we have registered 47 natiand international top-level domain names, inahgdi
www.htinns.com and www.hantinghotels.com.
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Our intellectual property is subject to risks oéfthand other unauthorized use, and our abilityrtdect our
intellectual property from unauthorized use is tedi In addition, we may be subject to claims thathave
infringed the intellectual property rights of otheBee “Item 3. Key Information — D. Risk FactorsRisks Relate:
to Our Business — Failure to protect our trademarid other intellectual property rights could haveegative
impact on our brand and adversely affect our bsirie

Insurance

We believe that our hotels are covered by adequatgerty and liability insurance policies with cozge
features and insured limits that we believe arg¢oenary for similar companies in China. We also iegjaur
franchisees to carry adequate property and liglhilgurance policies. We carry property insurateg tovers the
assets that we own at our hotels. Although we requir franchisees to purchase customary insunaolgges, we
cannot guarantee that they will adhere to suchireanents. If we were held liable for amounts aradnak exceedin
the limits of our insurance coverage or outsidestt@pe of our insurance coverage, our businesdisad
operations and financial condition may be materiafid adversely affected. See “ltem 3. Key Infoiorat— D.
Risk Factors — Risks Related to Our Business —Iihited insurance coverage may expose us to logsggsh
may have a material adverse effect on our reputatiosiness, financial condition and results ofrapens.”

Legal and Administrative Proceedings

In the ordinary course of our business, we, owalors, management and employees are subjectitaljger
legal or administrative proceedings. Although wergat predict with certainty the ultimate resolutimfiawsuits,
investigations and claims asserted against ugjicectors, management and employees, we do neMeethat any
currently pending legal or administrative procegdim which we, our directors, management and engasyre a
party will have a material adverse effect on owibess or reputation. See “ltem 3. Key InformatierD. Risk
Factors — Risks Related to Our Business — We, oectibrs, management and employees may be subject t
certain risks related to legal proceedings filedbwpgainst us, and adverse results may harm indss.”

Regulation

The hotel industry in China is subject to a numifdaws and regulations, including laws and regatet
relating specifically to hotel operation and mamagat and commercial franchising, as well as thekaing to
environmental and consumer protection. The prifaggulation governing foreign ownership of hotakmesses in
the PRC is thé&oreign Investment Industrial Guidance Catalogssued by the National Development and Reform
Commission and the PRC Ministry of Commerce, ori@C, which became effective as of December 1, 2007
Pursuant to this regulation, there are no restristion foreign investment in hotel businesses im&aside from
business licenses and other permits that every imotst obtain. Relative to other industries in Ghiregulations
governing the hotel industry in China are still dimping and evolving. As a result, most legislategions have
consisted of general measures such as industrglestds) rules or circulars issued by different ntif@s rather than
detailed legislations. This section summarizespttrecipal PRC regulations currently relevant to business and
operations.

Regulations on Hotel Operation

In November 1987, the Ministry of Public Securisgued thé/leasures for the Control of Security in the Hotel
Industry, and in June 2004, the State Council promulgdte®écision of the State Council on Establishing
Administrative License for the Administrative Exaation and Approval Iltems Really Necessary To BaifRed.
Under these two regulations, anyone who applieptrate a hotel is subject to examination and agbiwy the
local public security authority and must obtairpadal industry license. Thdeasures for the Control of Security
the Hotel Industrympose certain security control obligations ondperators. For example, the hotel must examine
the identification card of any guest to whom accardation is provided and make an accurate registralihe hote
must also report to the local public security autidf it discovers anyone violating the law orHaving
suspiciously or an offender wanted by the publiusiéy authority. Pursuant to tieasures for the Control of
Security in the Hotel Industryhotels failing to obtain the special industnelisce may be subject to warnings or
fines of up to RMB200. In addition, pursuant toigas local regulations, hotels failing to obtaie th
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special industry license may be subject to warningders to suspend or cease continuing businesatigns,
confiscations of illegal gains or fines.

In April 1987, the State Council promulgated ehgblic Area Hygiene Administration Regulatipaccording to
which, a hotel must obtain a public area hygiecerise before opening for business. Pursuant togbidation,
hotels failing to obtain a public area hygienerise may be subject to the following administrapeaalties
depending on the seriousness of their respectiwataes: (i) warnings; (ii) fines between RMB2086G&RMB800; ol
(iii) orders to suspend or cease continuing busigerations. In February 2009, the Standing Coteendf the
National Peopl's Congress, or the SCNPC, enactedRRE Law on Food Safetyaccording to which any hotel tt
provides food must obtain a food service licensg;faod hygiene license which had been obtaineat poi June 1,
2009 will be replaced by the food service licenseeothe food hygiene license expires. To simpldgrising
procedures, some cities such as Nanjing, ChengdiiXéan have combined the public area hygiene kegeand the
food service license (or formerly food hygiene tise) into one unified hygiene license. Pursuatttitolaw, hotels
failing to obtain a food service license (or foriggood hygiene license) may be subject to: (i) fcsration of illega
gains, food illegally produced for sale and totdsilities and raw materials used for illegal protion; or (ii) fines
between RMB2,000 and RMB50,000 if the value of fdtedjally produced is less than RMB10,000 or fieggial tc
500% to 1000% of the value of food if such valuegsial to or more than RMB10,000.

The Fire Prevention Lawas amended by the SCNPC in October 2008, andrthgsions on Supervision and
Inspection on Fire Prevention and Cont, promulgated by the Ministry of Public Securitydaeffective as of
May 1, 2009, require that public gathering plaagshsas hotels submit a fire prevention design feapply for the
completion acceptance of fire prevention facilifiestheir construction projects and to pass agnevention safety
inspection by the local public security fire depaent, which is a prerequisite for opening businBsssuant to the:
regulations, hotels failing to obtain approval ioé forevention design plans or failing fire preventsafety
inspections may be subject to: (i) orders to sudfka construction of projects, use or operatiobusfiness; and
(i) fines between RMB30,000 and RMB300,000.

In January 2006, the State Council promulgatedRibgulations for Administration of Entertainment ¢da. In
March 2006, the Ministry of Culture issued Bcular on Carrying Out the Regulations for Adnsimation of
Entertainment Place. Under these regulations, hotels that provider@itenent facilities, such as discos or
ballrooms, are required to obtain a license foegainment business operations.

In 1988, the National Tourism Administration of @aipromulgated thRegulations on the Assessment of the
Star Rating of Tourist Hotelsor the Star Rating Regulations. Under the StainBdegulations, all hotels with
operations of over one year are eligible to apptyaf star rating assessment. There are five rafingsone star to
five stars for tourist hotels, assessed basedeletlel of facilities, management standards anditgua service.
According to theClassification and Assessment of the Star Ratirigpafist HotelfGB/T143082003) issued by tt
National Tourism Administration of China, a statimg, once granted, is valid for five yea

Regulations on Leasing

Under theLaw on Urban Real Estate Administratipromulgated by the SCNPC, which took effect as of
January 1995 and was amended in August 2007, véaesimly premises, the lessor and lessee are redoiesder
into a written lease contract, prescribing suctvigions as the leasing term, use of the premisesarand repair
liabilities, and other rights and obligations ottbparties. Both lessor and lessee are also refjtdrgo through
registration procedures to record the lease withr¢fal estate administration department. Pursoahelaw on
Urban Real Estate Administratiaand various local regulations, if the lessor arsdée fail to go through the
registration procedures, both lessor and lesseeb@aybject to fines, and the leasing interestlvélsubordinated
an interested third party acting in good faith.

In March 1999, the National People’s CongressChma legislature, passed tRRC Contract Law of which
Chapter 13 governs lease agreements. AccordirgeRC Contract Law subject to consent of the lessor, the
lessee may sublease the leased item to a thirgl. Mditere the lessee subleases the lease itemeakiad contract
between the lessee and the lessor remains val@leBor is entitled to terminate the contradtéf lessee subleases
the lease item without the consent of the lessor.
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In March 16, 2007, the National People’'s Congressed th®RC Property Law pursuant to which where a
mortgagor leases the mortgaged property beforentitigage contract is concluded, the previouslyldistaed
leasing relation shall not be affected; and whemegatgagor leases the mortgaged property aftecrégtion of the
mortgage interest, the leasing interest will beosdimated to the registered mortgage interest.

Regulations on Consumer Protection

In October 1993, the SCNPC promulgatedlther on the Protection of the Rights and Intere$t€ansumers
or the Consumer Protection Law. Under the Consutnetection Law, a business operator providing arnodity
or service to a consumer is subject to a numbezqfirements, including the following:

 to ensure that commodities and services meet witfaio safety requirement

« to disclose serious defects of a commodity service and to adopt preventive measures aginsige
occurrence

« to provide consumers with accurate information &nigkfrain from conducting false advertisit

* not to set unreasonable or unfair terms farsomers or alleviate or release itself from cinabllity for
harming the legal rights and interests of consurbgnmneans of standard contracts, circulars, anreueats,
shop notices or other means; ¢

* not to insult or slander consumers or to de#re person of, or articles carried by, a consurnéo infringe
upon the personal freedom of a consur

Business operators may be subject to civil liab8itfor failing to fulfill the obligations discuss@bove. These
liabilities include restoring the consumer’s repigta, eliminating the adverse effects sufferedim ¢onsumer, and
offering an apology and compensation for any logsasred. The following penalties may also be isgubupon
business operators for the infraction of thesegaltibns: issuance of a warning, confiscation of illagal income,
imposition of a fine, an order to cease businessaifon, revocation of its business license or isijgn of criminal
liabilities under circumstances that are specifirelhws and statutory regulations.

In December 2003, the Supreme People’s Court in&énacted thimterpretation of Some Issues Concerning
the Application of Law for the Trial of Cases onn@qensation for Personal Injurywhich further increases the
liabilities of business operators engaged in theraiion of hotels, restaurants, or entertainmaeailitias and subject
such operators to compensatory liabilities foriffigilto fulfill their statutory obligations to a re@nable extent or to
guarantee the personal safety of others.

Regulations on Environmental Protection

In June 2002, the SCNPC issued e on Promoting Clean Productigwhich regulates service enterprises
such as restaurants, entertainment establishmeatsciels and requires them to use technologiegquoipment
that conserve energy and water, serve other emagatal protection purposes, and reduce or stopgbef
consumer goods that waste resources or polluterthieonment.

According to theEnvironmental Protection Law of the People’s Refoubll China and the Environmental
Impact Assessment Law of the Pe’s Republic of Chingromulgated by the SCNPC on December 26, 1989 and
October 28, 2002, respectively, tRegulations Governing Environmental Protection om€truction Projects
promulgated by the State Council on November 29818nd thdRegulations Governing Completion Acceptance of
Environmental Protection in Construction Projepromulgated by the Ministry of Environmental Prdiec on
December 27, 2001, hotels shall submit a RepoBErironmental Impact Assessment and an Applicdtietter for
Acceptance of Environmental Protection Facilitie€onstruction Projects to competent environmepriatiection
authorities for approvals before commencing theajmen. Pursuant to thenvironmental Impact Assessment Lay
the People’s Republic of Chinany hotel failing to obtain the approval of anvEonmental Impact Assessment
may be ordered to cease construction and appthéapproval within a specified time limit. If thetel still fails to
obtain approval within the specified time limitpitay be subject to fines between RMB50,000 and ROABZ00,
and the person directly responsible for the prajeay be subject to certain administrative penaltfessuant to the
Regulations Governing Completion Acceptance ofi@nuiental Protection il
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Construction Projectsany hotel failing to obtain an Acceptance of Eammental Protection Facilities in
Construction Projects may be subject to fines andrder to obtain approval within a specified tilinait.

Regulations on Commercial Franchising

Franchise operations are subject to the supervaiodradministration of the MOC, and its regionalrterparts
Such activities are currently regulated by Regulations for Administration of Commercial Frarsihg
promulgated by the State Council on February 6728€fective as of May 1, 200The Regulations for
Administration of Commercial Franchisirwere subsequently supplemented byAleninistrative Measures for
Archival Filing of Commercial Franchises and themidistrative Measures for Information Disclosure
Commercial Franchisesboth of which were issued by the MOC on April 2007 and took effect on May 1, 2007.

Under the above applicable regulations, a franchiagst have certain prerequisites including a neabwsiness
model, the capability to provide lorigkm business guidance and training services tefrigees and ownership of
least two selleperated storefronts that have been in operatioatfieast one year within China. Franchisors ead
in franchising activities without satisfying theaie requirements may be subject to penalties ssifbreeit of
illegal income and imposition of fines between RMBI00 and RMB500,000 and may be bulletined byMxC
or its local counterparts. Franchise contracts| shellide certain required provisions, such as grnermination
rights and payments.

Franchisors are generally required to file franetisntracts with the MOC or its local counterpdegslure to
report franchising activities may result in peregdtsuch as fines up to RMB100,000. Such noncongdiamay also
be bulletined. In the first quarter of every ydeanchisors are required to report to the MOC stdtal counterparts
any franchise contracts they executed, canceledwed or amended in the previous year.

The term of a franchise contract shall be no leas three years unless otherwise agreed by fraeehiThe
franchisee is entitled to terminate the franchizti@ct in his sole discretion within a set peridddime upon signin
of the franchise contract.

Pursuant to thédministrative Measures for Information DisclosafeCommercial Franchises30 days prior
to the execution of franchise contracts, franclisoe required to provide franchisees with copfahefranchise
contracts, as well as written true and accurate ia®rmation on matters including:

« the name, domiciles, legal representativasteged capital, scope of business and basic irdtiom relating
to its commercial franchising

« basic information relating to the registered traddmlogo, patent, kna-how and business mod:

« the type, amount and method of payment ofdingse fees (including payment of deposit and thelitimns
and method of refund of deposi

* the price and conditions for the franchisor to jlevgoods, service and equipment to the franch

« the detailed plan, provision and implementaftan of consistent services including operati@uatiance,
technical support and business training providetthiédranchisee

« detailed measures for guiding and supervising geration of the franchiso
« investment budget for all franchised hotels offtamchisee
« the current numbers, territory and operation evanaf the franchisors within Chin

« a summary of accounting statements auditeaihbgccounting firm and a summary of audit repangte
previous two years

« information on any lawsuit in which the franchi$@s been involved in the previous five yei

« basic information regarding whether the frasshand its legal representative have any recbrdaterial
violation; and
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« other information required to be disclosed by the G4

In the event of failure to disclose or misrepreatiah, the franchisee may terminate the franchisgract and
the franchisor may be fined up to RMB100,000. Idifdn, such noncompliance may be bulletined.

According to the 2008landbook of Market Access of Foreign Investnpeoimulgated by the MOC in
December 2008, if an existing foreign-invested camypwishes to operate a franchise in China, it rappty to its
original examination and approval authority to engbéts business scope to include “engaging in coriale
activities by way of franchise.”

Regulations on Trademarks

Both thePRC Trademark Lawdopted by the SCNPC in 1982 and revised in 20dltleimplementation
Regulation of the PRC Trademark Ladopted by the State Council in 2002 give protediiothe holders of
registered trademarks and trade names. The Tralédffice under the State Administration for Indysand
Commerce, or the SAIC, handles trademark registratand grants a term of ten years to registeasi®mnarks.
Trademark license agreements must be filed witithdemark Office or its regional counterpart.

Regulations on Foreign Currency Exchange

The principal regulations governing foreign curnge&change in China are tRereign Exchange
Administration Regulationpromulgated by the State Council, as amended omgtug 2008, or the Foreign
Exchange Regulations. Under the Foreign ExchangellReéons, the RMB is freely convertible for curtecount
items, including the distribution of dividends,enest payments, trade and service-related foreighamge
transactions, but not for capital account itemshsas direct investments, loans, repatriation eéstiments and
investments in securities outside of China, unfkesrior approval of the State Administration af&gn Exchang
or the SAFE, is obtained and prior registratiorhvtite SAFE is made.

On August 29, 2008, the SAFE promulgatedNmgice on Perfecting Practices Concerning Foreigiiange
Settlement Regarding the Capital Contribution bydtgn-invested Enterprisesor Circular 142, regulating the
conversion by a foreigmvested company of foreign currency into RMB bstreting how the converted RMB m
be used. Circular 142 requires that the registeapital of a foreign-invested enterprise settleBMB converted
from foreign currencies may only be used for pugsosithin the business scope approved by the alyic
governmental authority and may not be used fortggavestments within the PRC. In addition, the FAF
strengthened its oversight of the flow and usénefregistered capital of foreign-invested entegsrisettled in RMB
converted from foreign currencies. The use of SRiBIB capital may not be changed without the SAFEgraval,
and may not in any case be used to repay RMB libdins proceeds of such loans have not been usethtdns of
Circular 142 will result in severe penalties, sastheavy fines.

On December 25, 2006, the People’s Bank of Chimzed theAdministration Measures on Individual Foreign
Exchange Contrcand its Implementation Rules were issued by theESak January 5, 2007, both of which bec:
effective on February 1, 2007. Under these requiatiall foreign exchange matters involved in timpleyee stock
ownership plan, stock option plan and other sinplans, participated by onshore individuals shalttansacted
upon approval from the SAFE or its authorized bhat@n March 28, 2007, the SAFE promulgated@iperating
Procedures for Administration of Domestic IndivitkiRarticipating in the Employee Stock Option PtarStock
Option Plan of An Overseas Listed Company Circular 78. Under Circular 78, PRC citizensoparticipate in
stock incentive plans or equity compensation planan overseas publicly listed company are requitedugh a
PRC agent or PRC subsidiaries of such overseaglydlidted company, to complete certain foreigrcleange
registration procedures with respect to the plggmuthe examination by, and approval of, the SAKE.and our
PRC employees who have been granted stock optiersulject to the Stock Option Rule. If our PRC ypes
who hold such options or our PRC subsidiary fatamply with these regulations, such employeestheid PRC
employer may be subject to fines and legal sanstion
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Regulations on Share Capit:

In October 2005, the SCNPC issued the newly ame@dewpany Law of the People’s Republic of China
which became effective on January 1, 2006. In AZ006, the SAIC, the MOC, the General Administnatid
Customs and the SAFE jointly issued thmlementation Opinions on Several Issues regarttied_-aws Applicable
to the Administration of Approval and Registratmfi-oreign-invested CompanieBursuant to the above
regulations, shareholders of a foreign-investedpaomy are obligated to make full and timely conttidw to the
registered capital of the foreign-invested compdaine shareholders can make their capital contdbstin cash or
in kind, including in the forms of contributions ioitellectual property rights or land use rightattban be valued a
is transferable. Contribution to a foreign-investednpany’s registered capital in cash must noebs than 30% of
the total registered capital of the company. Theradmolders may choose to make the contributiohgeih a lump
sum or in installments. If the shareholders chdosaake the contributions in installments, thetfiranche of the
contribution shall be no less than 15% of the tr#gistered capital and shall be paid within thremths of the
establishment of the company and the remainingribanion shall be paid within two years of the dditthment of
the company.

As of December 31, 2010, all the registered capitalur operating subsidiaries has been fully paicash,
except for HanTing Technology (Suzhou) Co., Ltchpge outstanding registered capital of US$20.0anills
unpaid and will be due on December 3, 2011.

Regulations on Dividend Distribution

The principal regulations governing distributiondifidends of foreign-invested enterprises incltiuz
Foreigr-invested Enterprise Lapromulgated by the SCNPC, as amended on Octob&080, and the
Implementation Rules of the Fore-invested Enterprise Laigsued by the State Council, as amended on Apyil 12
2001.

Under these laws and regulations, foreign-investedrprises in China may pay dividends only ouhefr
accumulated profits, if any, determined in accoogawith PRC accounting standards and regulatienaddlition,
foreigninvested enterprises in China are required to atoat least 10% of their respective accumulatefitpreac!
yeatr, if any, to fund certain reserve funds untasse reserves have reached 50% of the registapétaloof the
enterprises. These reserves are not distributabtash dividends.

Regulations on Offshore Financing

On October 21, 2005, the SAFE isstelevant Issues Concerning Foreign Exchange Contrdbomestic
Resident’ Corporate Financing and Roundtrip Investment Tigh Offshore Special Purpose Vehicles Circular
75, which became effective as of November 1, 2Q0ler Circular 75, if PRC residents use assets|oitye
interests in their PRC entities as capital contidns to establish offshore companies or injecétsssr equity
interests of their PRC entities into offshore conipa to raise capital overseas, they are requireedister with
local SAFE branches with respect to their overgmasstments in offshore companies. PRC resideetslap
required to file amendments to their registratibniseir offshore companies experience materiahéy@volving
capital variation, such as changes in share caphale transfers, mergers and acquisitions, dpinamsactions,
long-term equity or debt investments or uses oétass China to guarantee offshore obligations. ddribis
regulation, failure of PRC resident shareholdersaimply with the registration procedures set famtkuch
regulation may result in liability on such sharetess under the relevant PRC laws for evasion olicadge foreign
exchange restrictions. Further, such failure coeddilt in restrictions being imposed on the foredgnhange
activities of the relevant PRC entity, including thayment of dividends and other distributionggmffshore parer
as well as restrictions on the capital inflow frétme offshore entity to the PRC entity.

Moreover, Circular 75 applies retroactively. Asault, PRC residents who have established or atjaontro
of offshore companies that have made onshore imegs in the PRC in the past were required to cetaphe
relevant registration procedures with the local §Affanch by March 31, 2006. Under the relevantsiutlure to
comply with the registration procedures set fortiCircular 75 may result in restrictions being irmpd on the
foreign exchange activities of the relevant onslimm@pany, including the increase of its registaragital, the
payment of dividends and other distributions taifshore parent or affiliate and the capital imflirom the
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offshore entity, and may also subject relevant P&ents to penalties under PRC foreign exchadgerastration
regulations. PRC residents who control our comgaeyrequired to register periodically with the SARE
connection with their investments in us.

Regulations on Overseas Listing

On August 8, 2006, six PRC regulatory agencies,aehathe MOC, the State Assets Supervision and
Administration Commission, the State AdministratafiT axation, the SAIC, the China Securities Retpuia
Commission, or the CSRC, and the SAFE, jointly addhe Regulations diergers and Acquisitions of Domestic
Enterprises by Foreign Investg, or the New M&A Rule, which became effective orp@enber 8, 2006. This New
M&A Rule, as amended on June 22, 2009, purportsngnother things, to require offshore special psepeehicles
or SPVs, formed for overseas listing purposes tincacquisitions of PRC domestic companies and cotbadr by
PRC companies or individuals, to obtain the apgrof/the CSRC prior to publicly listing their sedigs on an
overseas stock exchange. On September 21, 2006 R€ published a notice on its official websitedfying
documents and materials required to be submittécbp SPVs seeking the CSRC approval of their seas listing:

On December 14, 2006, the CSRC published on itsiaifivebsite procedures regarding its approval of
overseas listings by SPVs. The CSRC approval proesdequire the filing of a number of documentthhe
CSRC and the approval process takes several mantimsnplete.

While the application of this new regulation rensaimclear, we believe, based on the advice of B@ P
counsel, that CSRC approval is not required inctirgext of our initial public offering because wstablished our
PRC subsidiaries by means of direct investmentrdtiam by merger or acquisition of domestic compsnand we
started to operate our business in the PRC thrénrgign invested enterprises before September @;,20e
effective date of the New M&A Rule. However, we nahassure you that the relevant PRC governmemicgge
including the CSRC, would reach the same conclua®aur PRC counsel. If the CSRC or other PRC atguyl
body subsequently determines that CSRC'’s approaalrequired for our initial public offering, we méace
sanctions by the CSRC or other PRC regulatory agemwhich could have a material adverse effeaiun
business, financial condition, results of operatjaeputation and prospects, as well as this offezind the trading
price of our ADSs. The New M&A Rule also establidlalditional procedures and requirements that coalkie
merger and acquisition activities by foreign ineestmore time-consuming and complex, including neguoents in
some instances that the MOC be notified in advafieay change of control transaction in which aifgn investor
takes control of a PRC domestic enterprise. Sea'B. Key Information — D. Risk Factors — Risks&ed to
Doing Business in China — Our failure to obtain giner approval of the China Securities RegulatBommission,
or the CSRC, for our initial public offering ancethsting and trading of our ADSs of the NASDAQ G&b Market
could have a material adverse effect on our busjreserating results, reputation and trading pofoeur ADSs; a
recent regulation also establishes more complesgahares for acquisitions conducted by foreign itasswhich
could make it more difficult to pursue growth thghuacquisitions.”
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4.C. Organizational Structure

The following diagram illustrates our corporate anehership structure, the place of formation ared th
ownership interests of our subsidiaries as of M&g8h2011.
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The following table sets forth summary information our subsidiaries as of March 28, 2011.
Percentage of
Major Subsidiaries Ownership Date of or Acquisition Place of Incorporation
Hong Kong Special
China Lodging Holdings (HK) Limited (“China Administrative region
Lodging HK") 10C% October 22, 200 of PRC
China Lodging Holdings Singapore Pte. Ltd.
(“China Lodging Singapo”) 10(% April 14, 2010 Singapore
Shanghai HanTing Hotel Management Group, L November 17
(“Shanghai HanTir") 10C% 2004 PRC
HanTing Xingkong (Shanghai) Hotel Management
Co., Ltd. “Xingkonc") 10C(% March 3, 200¢ PRC
HanTing (Tianjin) Investment Consulting Co., L1
(“HanTing Tianjir") 10C% January 16, 200 PRC
Yiju (Shanghai) Hotel Management Co., Ltd.
(“Yiju™) 10C% April 12, 2007 PRC
Hanting Technology(Suzhou) Co., Ltd. (“Suzhot
Technolog™) 10C% December 3, 200 PRC
Hanting (Shanghai) Enterprise Management Co., December 14,
Ltd. 100(% 2010 PRC

4.D. Property, Plants and Equipment

Our headquarters is located in Shanghai, Chinaredive own 3,495 square meters of office space.fAs o
December 31, 2010, we leased 243 out of our 438 Fattilities with an aggregate size of approxirhate
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1,079,085 square meters, including approximate|gZBsquare meters subleased to third partiesdétailed
information about the locations of our hotels, 4&sm 4. Information on the Company — B. Businese@iew —
Our Hotel Network.”

ITEM 4A. UNRESOLVED STAFF COMMENTS
Not applicable.

ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

5.A. Operating Results

You should read the following discussion and anslgsour financial condition and results of opécats in
conjunction with our consolidated financial statertseand the related notes included elsewhere sahinual repor
on Form 20-F. This discussion may contain forwardking statements based upon current expectatfaisnvolve
risks and uncertainties. Our actual results mayedifnaterially from those anticipated in these
forward-looking statements as a result of various factorsluding those set forth under “Item 3. Key Infation —
D. Risk Factor” or in other parts of this annual report on Forn®-F.

Overview

We operate a leading and fast-growing economy lobigih in China with leased-and-operated and
franchised-and-managed models. Under the leas®padie model, we directly operate hotels typiciibated in
leased premises. Under the franchise-and-managelnveel manage franchised hotels and collect fews fr
franchisees. We apply a consistent standard amfbptaacross all of our hotels. As of December&110, we had
243 leased-and-operated hotels and 195 franchisgaranaged hotels. In addition, as of the same detdad 69
leased-and-operated hotels and 93 franchised-amdged hotels under development.

We offer three hotel products that are designadrget distinct groups of customers. Our flagshigdpct,
HanTing Express Hots, targets knowledge workers and value-consciowglkeas. Our premium produddanTing
Seasons Hoteltargets mid-level corporate managers and owrfesmall and medium enterprises, and our budget
product,HanTing Hi Inn, serves budget-constrained travelers. As a re§oltir customer-oriented approach, we
have developed strong brand recognition and a laystomer base. In 2010, approximately 73% of oanr nights
were sold to members of HanTing Club, our loyaltygram.

Our operation commenced with mid-scale limited merhotels and commercial property development and
management in 2005. We began migrating to our ntitresiness of operating and managing a multipbehpet
economy hotel chain in 2007. Our total revenuesrdrem RMB809.9 million in 2008 to RMB1,838.4 mdn in
2010. We incurred net losses attributable to oonmamy of RMB136.2 million in 2008. We had net inam
attributable to our company of RMB42.5 million aRt¥1B215.8 million in 2009 and 2010, respectively.

Specific factors affecting our results of operatioa

While our business is affected by factors relatmgeneral economic conditions and the lodging $tiguin
China, we believe that our results of operatiomsadso affected by company-specific factors, iniclgdamong
others:

¢ The total number of hotels and hotel rooms in aatehnetwork Our revenues largely depend on the size of
our hotel network. Furthermore, we believe the exieal geographic coverage of our hotel network will
enhance our brand recognition. Whether we can safidéy increase the number of hotels and hotein®m
our hotel chain is largely affected by our abitityeffectively identify and lease or franchise diddial hotel
properties at desirable locations on commerciaiyfable terms and the availability of funding taka
necessary capital investments to open these nesist

e The fixed-cost nature of our businesA. significant portion of our operating costs angenses, including
rent and base salary, is relatively fixed. As ailtesin increase in our revenues achieved throlugjen
RevPAR generally will result in higher profitabylitVice verse, a decrease in our revenues could result
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disproportionately larger decrease in our easmgcause our operating costs and expenses dkelyrd
decrease proportionatel

* The mix of mature leased-and-operated hotels, raseld-and-operated hotels and
franchisecand-managed hotels Generally, the operation of each leased-andadpérhotel goes through
three stages: development, ramp-up and maturetapesaDuring the development stage,
leased-and-operated hotels generally incur preingaxpenses ranging from approximately RMBO0.5 to
RMB2.5 million per hotel. During the ramp-up stagden the occupancy rate is relatively low, revenue
generated by these hotels may be insufficient t@ictheir operating costs, which are relativelyefixn
nature. The pr@pening expenses incurred during the developmagesand the lower profitability during t
ramp-up stage for leased-and-operated hotels magydaignificant negative impact on our financial
performance. The length of ramp-up stage may lexet by factors such as seasonality and locafian.
average, it takes our hotels approximately six m®mnd ramp up. We define mature
leased-and-operated hotels as those that havdarbeparation for more than six months. Our mature
lease-anc-operatechotels have been and will continue to be the mairtrdutor to our revenues and pro

Under the franchise-and-manage model, we genaraémues from fees we charge to each
franchised-and-managed hotel while a franchiseestmeostantially all the capital expenditures, gpening
and operational expenses. The hotel operating celstting to franchised-and-managed hotels arelgnain
costs for general managers as we hire and sendtthamchise hotels.

Key Performance Indicators

We utilize a set of nofinancial and financial key performance indicatatsch our senior management revie
frequently. The review of these indicators facibgtimely evaluation of the performance of ouribess and
effective communication of results and key decisja@ilowing our business to react promptly to cliaggustomer
demands and market conditions.

Our non-financial key performance indicators cansighe increase in the total number of hotels laoi|
rooms in our hotel chain as well as RevPAR achidwedur leased-and-operated hotels. RevPAR is arcmity
used operating measure in the lodging industryisudéfined as the product of average occupancyg eaid average
daily rates achieved. Occupancy rates of our hotalisly depend on the locations of our hotels, pob@nd service
offering, the effectiveness of our sales and bianednotion efforts, our ability to effectively marebotel
reservations, the performance of managerial aner @mployees of our hotels, as well as our altidityespond to
competitive pressure. We set the room rates ohotels primarily based on the location of a hatebm rates
charged by our competitors within the same locatityd our relative brand and product strength éncity or city
cluster.

Our financial key performance indicators consisbwf revenues, costs and expenses, which are dextirs
greater details in the following paragraphs. Initdld, we use earnings before interest expensegxpense (benefi
and depreciation and amortization, or EBITDA, a+4@MAP financial measure, as a key financial perfance
indicator to assess our results of operations bdfe impact of investing and financing transactiand income
taxes. Given the significant investments that weehaade in leasehold improvements, depreciation and
amortization expense comprises a significant portibour cost structure. We believe that EBITDAwislely used
by other companies in the lodging industry and maysed by investors as a measure of our finaperédrmance.
We also use EBITDA from Operating Hotels, anotheam-&AAP measure, which is defined as EBITDA before
preopening expenses, to assess operating restiits bbtels in operation. We believe that the esiolu of pre-
opening expenses, a portion of which is non-castatexpenses, helps facilitate period-on-pedonhparison of ot
results of operations as the number of hotelsardgwelopment stage may vary significantly fromryteayear. See
“— Results of Operationgbr a reconciliation of EBITDA and EBITDA from Opating Hotels to net income (los

Revenues.We primarily derive our revenues from operatiohsur leased-and-operated hotels and franchise
and service fees from our franchised-and-managedsh®ur revenues are subject to a business ta%adnd other
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related taxes. The following table sets forth #nenues generated by our leased-and-operated hatkls
franchised-and-managed hotels, both in absolutaiatrend as a percentage of total revenues fordtiegs

indicated.
Year Ended December 31
2008 2009 2010
(RMB) % (RMB) % (RMB) (US$) %
(In thousands except percentage:

Revenues

Lease+~anc-operatechotels 797,81 98.t 1,288,89° 96.¢ 1,707,77. 258,75. 92.€

Franchise-anc-managechotels 12,03¢ i1g 44,96¢ 3.4 130,57¢ 19,78¢ 7.1
Total revenue 809,85 100.C 1,333,86: 100.C 1,838,351 278,53{ 100.(

Less: Business tax and related ta (45,60 (5.€) (73,677 (5.5 (99,857 (15,130 (5.4
Net revenue 764,24¢ 94.4 1,260,19. 94.F 1,738,49. 263,40{ 94.€

» Leaserand-operated Hotels.In 2008, we generated revenues of RMB797.8 milfrom our
leased-and-operated hotels, which accounted f&8®f our total revenues for the year. In 2009, we
generated revenues of RMB1,288.9 million from aasked-and-operated hotels, which accounted fof®6.6
of our total revenues for the year. In 2010, weegeted revenues of RMB1,707.8 million from our
leased-and-operated hotels, which accounted f@®2f our total revenues for the year. We expeat th
revenues from our leased-and-operated hotels wiiflicue to constitute a substantial majority of tmtal
revenues in the foreseeable future. As of Decer®@bg?010, we had 69 leased-and-operated hotels unde
development

For our leased-and-operated hotels, we lease pgrep&om real estate owners or lessors and we are
responsible for hotel development and customizatiaconform to our standards, as well as for repaird
maintenance and operating costs and expensespErties over the term of the lease. We are also
responsible for all aspects of hotel operationsraadagement, including hiring, training and sup@ng the
hotel managers and employees required to operateoteis and purchasing supplies. Our typical leasa
ranges from ten to 20 years. We typically enjoyrdtial three- to six-month rent-free period. Wengeally
pay fixed rent on a quarterly basis for the firsee or five years of the lease term, after whiehane
generally subject to a 3% to 5% increase everettodive years.

Our revenues generated from leased-and-operatet faoe significantly affected by the following oping
measures:

« the total number cleaser-anc-operatechotels in our hotel chait
« the total number cleaser-anc-operatechotel rooms in our hotel chain; a

* RevPAR achieved by our leased-and-operategld)athich represents the product of average daibs
and occupancy rate

The future growth of revenues generated from ocasdd-and-operated hotels will depend significamplgn
our ability to expand our hotel chain into new la@as in China and maintain and further increaseF2dR a
existing hotels. As of December 31, 2010, we hadred into binding contracts with lessors of 69amies
for our leased-and-operated hotels which are ctiyrander development. We intend to fund this pkohn
expansion with our operating cash flow and our dzdhnce.

» Franchiseand-managed HotelsIn 2008, we generated revenues of RMB12.0 milfiom our
franchised-and-managed hotels, which accountetl. &% of our total revenues for the year. In 2008, w
generated revenues of RMB45.0 million from our étsised-and-managed hotels, which accounted for 3.4%
of our total revenues for the year. In 2010, weegeted revenues of RMB130.6 million from our
franchised-and-managed hotels, which accounted.id6 of our total revenues for the year. We expeat
revenues from our franchised-and-managed hotelsneikease in the foreseeable future as we add more
franchise~anc-managechotels in our hotel chain. We also expect the nurobeur
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franchised-and-managed hotels as a percentabe ttal number of hotels in our network to insmaAs of
December 31, 2010, we had franchise-anc-managechotels under developmel

We select franchisees who are existing hotel opesahotel investors or property owners. We disectl
manage our franchised-and-managed hotels and intipesame standards for all franchised-and managed
hotels to ensure product quality and consistenoysacour hotel network. Management services weigeae
our franchisees generally include hiring, appoiptamd training hotel managers, managing resengtion
providing sales and marketing support, conductimgity assurance inspections and providing other
operational support and information. Our franchésae typically responsible for the costs of depiglg and
operating the hotels, including renovating the Isodecording to our standards, and all of the dpega
expenses. We believe our franchise-and-manage rhadednabled us to quickly and effectively expamd o
geographical coverage and market share in a I@égkmtensive manner through leveraging the local
knowledge and relationships of our franchisees.

Our franchise-and-management agreements typiaatlyar an initial term of eight years. We colleee$

from our franchisees and do not bear loss, if amyrred by our franchisees. Our franchisees anerngdly
required to pay us a one-time franchise-and-managefaee ranging between RMB100,000 and
RMB300,000. They are also responsible for all casts expenses related to hotel construction and
refurbishing. In general, we charge a monthly frage-and-managemefae of approximately 5% of the to
revenues generated by each franchised-and-manatgld\We also collect from franchisees a reservdiee

on a per-room-night basis for using our centratmegtion system and a membership registrationdee t
service customers who join our HanTing Club loyaltggram at the franchised-and-managed hotels.
Furthermore, we employ and appoint hotel managerfhé franchised-and-managed hotels and charge the
franchisees a monthly fee for the service.

Operating Costs and Expensefur operating costs and expenses consist of fardtetel operation, selling
and marketing expenses, general and administratipenses and pre-opening expenses. The followig s&ts
forth the components of our operating costs an@®es@s, both in absolute amount and as a perceoitage
revenues for the periods indicated.

Year Ended December 31

2008 2009 2010
(RMB) % (RMB) % (RMB) (US$) %
(In thousands except percentage:

Net revenue: 764,24¢ 100.C 1,260,19. 100.C 1,738,49: 263,40¢( 100.(
Operating costs and expense
Hotel operating costt

Rents and utilitie: (322,809 (42.2) (508,579 (40.9 (584,30Y) (88,53) (33.9)

Personnel cost (137,23) (18.0) (169,249 (13.9 (210,90¢ (31,959 (12.1)

Depreciation and amortizatic (92,83 (12.1) (141,600 (11.2) (163,12H (24,71 (9.9

Consumables, food and bever: (82,667 (10.¢) (119,050 (9.4 (145,31) (22,019 (8.9

Others (51,82¢) (6.9 (65,989 (5.9 (76,546 (11599 (4.9
Total hotel operating cos (687,364 (90.0) (1,004,47) (79.7) (1,180,20) (178,819 (67.9
Selling and marketing expens (40,810 (5.3 (57,819 (4.6 (70,78¢) (10,72Y (4.1)
General and administrative expen (81,665 (10.7) (83,66¢) (6.€) (119,989 (18,18() (6.9
Pre-opening expense (108,065 (14.1) (37,82) (3.0) (111,210 (16,850 (6.9

Total operating costs and expen (917,90) (120.)) (1,183,77) (93.9) (1,482,18) (224,57) (85.9
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» Hotel operating cost¢ Our hotel operating costs consist of costs apeeses directly attributable to the
operation of our leased-and-operated and franctasddmanaged hotels. Leased-and-operated hotel
operating costs primarily include rental paymemd atility costs for hotel properties, compensatoi
benefits for our hotel-based employees, costs @&l noom consumable products and depreciation and
amortization of leasehold improvements. Franchieed-managed hotel operating costs primarily include
compensation and benefits for franchised-and-mahhgtel managers and other limited number of
employees directly hired by us, which are recoupeds in the form of monthly service fees. We aptte
that our hotel operating costs will increase asa@inue to open new hotels. However, we anticipfzdé ou
hotel operating costs as a percentage of ourrtehues will decrease in general primarily du@)tthe
enlarged base of relatively mature hotels in oaséel-and-operatdwbtel portfolio and (ii) the relatively fixe
nature of a significant portion of our operatingtsa

¢ Selling and marketing expensefur selling and marketing expenses consist pifynaf commissions to
travel intermediaries, expenses for marketing @ogrand materials, bank fees for processing bank ca
payments, and compensation and benefits for oas sald marketing personnel, including personneliat
centralized reservation center. We expect thaselling and marketing expenses will increase asalas
increase and as we further expand into new geogréptations and promote our brat

* General and administrative expense®ur general and administrative expenses consgisfply of
compensation and benefits for our corporate andmagoffice employees and other employees whmate
sales and marketing or hotel-based employees | aadecommunication expenses of our general and
administrative staff, costs of third-party professl services, and office expenses for corporaderegional
office. We expect that our general and administeatixpenses will increase in the near term as ree hi
additional personnel and incur additional costsdnnection with the expansion of our business aitidl w
being a public company, including costs of enhagaciar internal controls

» Pre-opening expensesOur pre-opening expenses consist primarily ofs;gmersonnel cost, and other
miscellaneous expenses incurred prior to the ogeofim newleaser~anc-operatechotel.

Our pre-opening expenses are largely determingtdédypumber of pre-opening hotels in the pipeling e
rental fees incurred during the development sthgedlords typically offer a three- to six-monthsitréree
period at the beginning of the lease. Neverthelesdal is booked during this period on a straigtg-basis.
Therefore, a portion of pre-opening expenses isaash rental expenses. The following table sets the
components of our pre-opening expenses for thegerndicated.

Year Ended December 31

2008 2009 2010
(RMB) (RMB) (RMB) (US$)
(In thousands)
Rents 77,76¢ 29,907 88,177 13,36(
Personnel cos 16,40: 3,58¢ 5,21¢ 79C
Others 13,89¢ 4,33( 17,81¢ 2,70C
Total pre-opening expense 108,06. 37,827 111.21( 16,85(

Our hotel operating costs, selling and marketingeeses and general and administrative expenseslécl
share-based compensation expenses. The followlthg $ats forth the allocation of our share-basedpsmsation
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expenses, both in absolute amount and as a pegeenitéotal share-based compensation expenses gatim@most
and expense items set forth below.

Year Ended December 31,

2008 2009 2010
(RMB) % (RMB) % (RMB) (US$) %
(In thousands except percentages)
Hotel operating cosl 11€ 2.4 523 6.€ 1,55¢ 23€ 11.¢
Selling and marketing expens 17¢ 3.7 46E 5.8 77€ 11¢€ 5.6
General and administrative expen 4,521 93.¢ 6,96 87.€ 10,78( 1,63: 82.2
Total shar-based compensation expen 4,81 100.C 7,95t 100.C 13,21¢ 1,987 100.C

We adopted our 2007 Global Share Plan and 2008aG&tmre Plan in February and June 2007, respBctive
expanded the 2008 Global Share Plan in October,2@figpted the 2009 Share Incentive Plan in Septeatiio,
and expanded the 2009 Share Incentive Plan in @c&@09 and August 2010. We have granted optiopsitchast
11,909,540, 1,948,370, 6,305,975 and 767,595 obadinary shares in 2007, 2008, 2009 and 2010entyely.

We recognized share-based compensation as comipensgpenses in the statement of operations basdaedfair
value of equity awards on the date of the grarit) thie compensation expenses recognized over timpe which
the recipient is required to provide service toruexchange for the equity award. The share-basetbensation
expenses have been categorized as either hoteltimjgecosts, general and administrative expenseseliing and
marketing expenses, depending on the job functibtize grantees.

Taxation

We are incorporated in the Cayman Islands. Undecthrent law of the Cayman Islands, we are ngestibo
income or capital gains tax. In addition, dividgrayments are not subject to withholding tax in@ayman Islands.

China Lodging HK is subject to a profit tax at tla¢e of 16.5% on assessable profit determined umdievant
Hong Kong tax regulations. To date, China Lodgirig irhs not been required to pay profit tax as it had
assessable profit.

China Lodging Singapore is subject to Singaporp@@te income tax at a rate of 17% in 2010. No &ioge
profit tax has been provided as we have not haekaable profit that was earned in or derived framg&pore durin
the years presented.

Prior to January 1, 2008, our PRC operating estitiere governed by thecome Tax Law of the PRC for
Enterprises with Foreign Investment and Foreigndgptisesand theProvisional Regulations of the PRC on
Enterprises Income T¢, or the old EIT Laws. Pursuant to the old EIT LaRRC enterprises were generally subject
to the enterprise income tax at a statutory ra@3é6 (30% state income tax plus 3% local incomé f@r
March 16, 2007, the National People’s CongressCthiaeese legislature, passed Ewerprise Income Tax Law
and on December 6, 2007, the PRC State Counc#édsthelmplementation Regulations of the Enterprise Income
Tax Law, both of which became effective on January 1, 200@ Enterprise Income Tax Law and its
Implementation Regulations, or the new EIT Law,legspa uniform 25% enterprise income tax rate tih thoreign-
invested enterprises and domestic enterprises.

The new EIT Law imposes a withholding tax of 10%ddridends distributed by a foreignvested enterprise
its immediate holding company outside of ChingLith immediate holding company is considered a-tesident
enterprise” without any establishment or place inithhina or if the received dividends have no catioa with the
establishment or place of such immediate holdimgmany within China, unless such immediate holdiogngany’s
jurisdiction of incorporation has a tax treaty w@thina that provides for a different withholdingaargement
Holding companies in Hong Kong, for example, angject to a 5% withholding tax rate. The Caymanridia
where we are incorporated, does not have suchtagaty with China. Thus, dividends paid to us hy subsidiarie
in China may be subject to the 10% withholdingifaxe are considered a “non-resident enterprise”
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under the new EIT Law. See “Item 3. Key InformatienD. Risk Factors — Risks Related to Doing Businies
China — It is unclear whether we will be consideasda PRC ‘resident enterprise’ under the new Ew,land
depending on the determination of our PRC ‘resi@amé¢rprise’ status, dividends paid to us by ou€RRbsidiaries
may be subject to PRC withholding tax, we may Hgestt to 25% PRC income tax on our worldwide incoarel
holders of our ADSs or ordinary shares may be stitjePRC withholding tax on dividends paid by nd gains
realized on their transfer of our ADSs or ordingnares.”

Critical Accounting Policies

We prepare financial statements in accordance adgitlounting principles generally accepted in the
United States, or U.S. GAAP, which requires us skenjudgments, estimates and assumptions that #fiiec
reported amounts of our assets and liabilitiestaadlisclosure of our contingent assets and li&slat the end of
each fiscal period and the reported amounts ofnés® and expenses during each fiscal period. Winoanto
evaluate these judgments and estimates based amwounistorical experience, knowledge and assessai@urren
business and other conditions, our expectatiorerdagg the future based on available informatiot assumptions
that we believe to be reasonable, which togetiren four basis for making judgments about mattersatanot
readily apparent from other sources. Since theotisstimates is an integral component of the firenmeporting
process, our actual results could differ from thesgmates. Some of our accounting policies recuinggher degree
of judgment than others in their application.

The selection of critical accounting policies, thégments and other uncertainties affecting apptiozof those
policies and the sensitivity of reported resultsttanges in conditions and assumptions are fatitatshould be
considered when reviewing our financial statemémts.believe the following accounting policies inv®ithe most
significant judgments and estimates used in thpagredion of our financial statements.

Revenue Recognition

Our revenues are primarily derived from operatiohteased-and-operated hotels administrated uiheer t
“HanTing” brand name, including the rental of rogrit®d and beverage sales and souvenir sales. Reveme
recognized when rooms are occupied and food anerbges and souvenirs are sold.

Our revenues from franchised-and-managed hoteldeareed from franchise-and-management agreements
where the franchisees are required to pay (i) aialione-time franchise-and-management fee andiiiongoing
franchise-and-management fee, the major part oflwisi charged at 5.0% of the revenues of the fiaadrotels.
Aside from the revenue-based fee, we also chaogmtal reservation system usage fee and a mosybtgm
maintenance and support fee which are recognizesh\sérvices are provided. The one-time
franchise-and-management fee, which is non-refuedébrecognized when the franchised hotel openbdsiness,
and we have fulfilled all our commitments and oatigns, including assistance to the franchisegsaperty desigr
leasehold improvement construction project managénsgstems installation, personnel recruiting &aghing.
Ongoing franchise-and-management fees are recabmilaen the underlying service revenues are recedriy the
franchisees’ operations.

We account for certain reimbursements (primarilaises and related charges) mainly related to tiels
under the franchise program as revenues. Reimbersa@venues are recognized when the underlyimghugisable
costs are incurred.

Revenues derived from selling membership cardstht leased-and-operated and
franchised-and-managed hotels are earned on ghdttaie basis over the estimated membership tehisiwis
estimated to be approximately two to five yearsetelent upon membership level. Membership life isreded at
the time the membership card is sold based on neamagt’s industry experience and data accumulatexiiby
company, including usage frequency and actuatiatiriThese estimates are updated regularly teceéictual
membership retention.

Long-Lived Assets

We evaluate the carrying value of our long-livedats for impairment by comparing the expected wodisted
future cash flows of the assets to the net boolevaf the assets if certain trigger events occur,
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such as receiving government zoning notificatiomelrent in reviewing the carrying amounts of theglived asset
is the use of various estimates. First, our managémust determine the usage of the asset. Impairofi@n asset
is more likely to be recognized where and to thertxour management decides that such asset mdiggmesed of
or sold. Assets must be tested at the lowest Igeslerally the individual hotel, for which idendifile cash flows
exist. If the expected undiscounted future cashdlare less than the net book value of the agbetgxcess of the
net book value over the estimated fair value isgdd to current earnings. Fair value is based wisgounted cash
flows of the assets at a rate deemed reasonaltleefdype of asset and prevailing market conditiappraisals and,
if appropriate, current estimated net sales proxéedn pending offers. Future cash flow estimates lay their
nature, subjective and actual results may diffetenily from our estimates. If our ongoing estiesbf future cash
flows are not met, we may have to record additiam@lairment charges in future accounting periods. €timates
of cash flow are based on the current regulat@yias and economic climates where we conduct oeratjpns as
well as recent operating information and budget®io business. These estimates could be negatimplgcted by
changes in laws and regulations, economic downtwmsther events affecting various forms of traaedl access to
our hotels.

Goodwill Impairment

Goodwill is required to be tested for impairmenteatst annually or more frequently if events orrades in
circumstances indicate that these assets mighhpaiied. If we determine that the carrying valuewf goodwill
has been impaired, the carrying value will be writtown.

To assess potential impairment of goodwill, we gerf an assessment of the carrying value of eadhichal
hotel at least on an annual basis or when eveuitglanges in circumstances occur that would mkedylthan not
reduce the fair value of each individual hotel kelts carrying value. If the carrying value of amdividual hotel
exceeds its fair value, we would perform the secsiag in our assessment process and record anvimgrdiloss to
earnings to the extent the carrying amount of tickvidual hotel’s goodwill exceeds its implied fa@lue. We
estimate the fair value of each individual hotebtigh internal analysis and external valuationdctviatilize
income and market valuation approaches throughjpécation of capitalized earnings and discourtesh flow.
These valuation techniques are based on a numlestiofates and assumptions, including the projdciieae
operating results of the individual hotel, apprafFidiscount rates and long-term growth rates.sldwficant
assumptions regarding our future operating perfomaare revenue growth rates, discount rates amint values
If any of these assumptions changes, the estinfiailedalue of our individual hotel will change, vehi could affect
the amount of goodwill impairment charges, if afje have not recognized any impairment charge onlgiidfor
the periods presented. We are currently not awlaa@yimpairment charge of the goodwill.

Customer Loyalty Program

HanTing Club is our customer loyalty program. Owmifers can earn points based on spending at our
leased-and-operated and franchised-and-manageld hateparticipating in certain marketing prografsints can
be redeemed for membership upgrades, room nightdavead gifts within two years after the points eaened.
Management determines the fair value of the futedemption obligation based on certain formulaschvipiroject
the future point redemption behavior based on hisibexperience, including an estimate of poihts will never b
redeemed, and an estimate of the points that weélhiially be redeemed as well as the cost to heried in
conjunction with the point redemption. The actuglenditure may differ from the estimated liabiligcorded. Prior
to February 28, 2009, we recorded estimated ligdslifor all points earned by our customers as idendt have
sufficient historical information to determine pbforfeitures or breakage. Based on our accumulatesvledge on
reward points redemption and expiration, we begaapply historical redemption rates in estimatimg ¢osts of
points earned from March 1, 2009 onwards.

Income Taxes

The provision for income taxes has been determirsaty the asset and liability approach of accognftim
income taxes. Under this approach, we recognizerdef tax assets and liabilities based on therdiffges between
the financial statement carrying amounts and taishaf assets and liabilities. A valuation allowang required to
reduce the carrying amounts of deferred tax a#fsétased on the available evidence, it is moreljikhan not that
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such assets will not be realized. Accordingly,ribed to establish valuation allowances for defetagdssets is
assessed periodically based on a more-likely-tlwaalization threshold. This assessment considereng other
matters, the nature, frequency and severity ofeciirand cumulative losses, forecasts of futureitaitwfity, the
duration of statutory carryforward periods, our ex@nce with operating loss in the Chim&conomy hotel industr
tax planning strategy implemented and other tanrpteg alternatives. Prior to 2009, we had significaperating
losses attributable to rapid expansion and relpteebpening costs incurred. As of December 31, 200@P2010, we
had deferred tax assets generated from net losgaravard after valuation allowance of RMB33.2 naht and
RMB14.1 million, respectively. We expect many of botels that were put in operation in 2009 and®2@ill
become mature and generate sufficient taxabletgmofitilize the substantial portion of the netdasrryforward. If
our operating results are less than currently ptejeand there is no objectively verifiable evidehz support the
realization of our deferred tax asset, additiorsdliation allowance may be required to further redogr deferred
tax asset. The reduction of the deferred tax assdtl increase our income tax expenses and haadwanse effect
on our results of operations and tangible net wiortihe period in which the allowance is recorded.

The provision for income taxes represents incorrestpaid or payable for the current year plus tienge in
deferred taxes during the year. Our tax rate isthas expected income, statutory tax rates angléarning
opportunities available in the various jurisdicsdn which we operate. For interim financial repugt we estimate
the annual tax rate based on projected taxableriador the full year and record a quarterly incameprovision in
accordance with the anticipated annual rate. Ay#ae progresses, we refine the estimates of thésyexable
income as new information becomes available, inolygear-to-date financial results. This continestimation
process often results in a change to our expedtectige tax rate for the year. When this occurs,adjust the
income tax provision during the quarter in which tthange in estimate occurs so that the year-wgatat/ision
reflects the expected annual tax rate. Signifipahgment is required in determining our effectia® tate and in
evaluating its tax positions.

We recognize a tax benefit associated with an saicetax position when, in our judgment, it is mbkely
than not that the position will be sustained upxangination by a taxing authority. For a tax posittbat meets the
more-likely-than-not recognition threshold, we iality and subsequently measure the tax benefiv@asatrgest
amount that we judge to have a greater than 508fHibod of being realized upon ultimate settlemeith a taxing
authority. Our liability associated with unrecogetztax benefits is adjusted periodically due tongfireg
circumstances, such as the progress of tax awdgs, law developments and new or emerging legislaBuch
adjustments are recognized entirely in the pemodhich they are identified. Our effective tax rateludes the net
impact of changes in the liability for unrecognized benefits and subsequent adjustments as coedidppropriat
by management. We classify interest and penakiesgnized on the liability for unrecognized tax &fis as
income tax expense.

Share-Based Compensation

We recognize share-based compensation in the statevhoperations based on the fair value of ecaitgrds
on the date of the grant, with compensation expesrsagnized over the period in which the recipisnequired to
provide service to us in exchange for the equitprawThe share-based compensation expenses have bee
categorized as either leased-and-operated hotedtipg costs, general and administrative expenssslting and
marketing expenses, depending on the job functibtize grantees.

In determining the fair value of our ordinary stwaire each of the grant date, we relied in part alnation
reports prepared by two independent valuers basetht@ we provided. These valuation reports pravigewith
guidelines in determining the fair value, but tlegedimination was made by our management. SincAD&is were
listed on the Nasdaq Global Market in March 2018,have determined the estimated fair value of atinary
shares underlying the options based on the cldsialing price of our ADSs as of the option grarteda

Determining the fair values of the ordinary shaszgiires making complex and subjective judgmerganging
projected financial and operating results, our uaiusiness risks, the liquidity of the ordinargr&s and our
operating history and prospects at the time of tgrEimerefore, these fair values are inherently tiage and highly
subjective.
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The assumptions used to derive the fair valuebmbtdinary shares include:

< no material changes in the existing political, le§jacal and economic conditions in Chit

¢ no major changes in tax law in China or thertttes applicable to our subsidiaries and conatdd affiliated
entities in China

* no material changes in the exchange rates ancstteates from the presently prevailing ra
« availability of finance not a constraint on ouruté growth;

« our ability to retain competent managemeny, fersonnel and technical staff to support our argo
operations; an

* no material deviation in market conditions from eamic forecasts

These assumptions are inherently uncertain. Diffemesumptions and judgments would affect our ¢aticun
of the fair value of the underlying ordinary shaf@sthe options granted, and the valuation resats the amount
share-based compensation would also vary accoxdingl

Selected Operating Data

The following table presents certain selected dpegalata of our company as of and for the datelspamiods
indicated. Our revenues have been and will contiou® significantly affected by these operatingamges which
are widely used in the lodging industry.

As of December 31

2008 2009 2010
Selected Operating Data
Total hotels in operatio 167 23€ 43¢
Leaser~anc-operatechotels 14% 17z 248
Franchise-anc-managechotels 22 63 19t
Total hotel rooms in operatic 21,03: 28,36( 50,43¢
Leaser~anc-operatechotels 18,41« 21,65¢ 29,88¢
Franchise-anc-managechotels 2,61¢ 6,70z  20,55(
Number of cities 35 39 65
Year Ended December 31,
2008 200¢ 2010
Occupancy rate (as a percenta
Leaser~anc-operatechotels 89 94 94
Franchise-anc-managechotels 74 91 a0
Total hotels in operatio 87 94 93
Average daily room rate (in RME
Leaser~anc-operatechotels 17¢ 174 20C
Franchise-anc-managechotels 18C 172 192
Total hotels in operatio 17¢ 174 197
RevPAR (in RMB)
Lease+~anc-operatechotels 15¢ 165 18¢
Franchise-anc-managechotels 132 15€ 172
Total hotels in operatio 15€ 162 182
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Results of Operations

The following table sets forth a summary of our smidated results of operations, both in absolutewnt and
as a percentage of total revenues for the periatisated. This information should be read togettitr our
consolidated financial statements and related rintdsded elsewhere in this annual report. We tgregvn rapidly
since we began migrating to our current businesgpefating and managing a multiple-product econbotgl chain
in 2007. Our limited operating history makes ifidifllt to predict our future operating results. \Welieve that the
yearto-year comparison of operating results shouldogotelied upon as being indicative of future perfance.

For the Year Ended December 31,
2008 2009 2010
RMB % RMB % (RMB) (US$) %
(In thousands except percentages)

Consolidated Statement of Operation:

Data:
Revenues

Leaser~anc-operatechotels 797,81' 104.. 1,288,89: 102.: 1,707,77. 258,75. 98.z

Franchise-anc-managechotels 12,03¢ 1.€ 44,96¢ 3.5 130,57¢ 19,78t 7.5
Total revenue 809,85« 106.C 1,333,86. 105.¢ 1,838,35( 278,53t 105.i

Less: Business tax and related ta (45,60 (6.0 (73,677 (5.9 (99,857 (15,130 (5.7)
Net revenue: 764,24¢ 100.C 1,260,19. 100.C 1,738,49: 263,40¢ 100.(
Operating costs and expenses

Hotel operating cosi (687,369 (90.0) (1,004,47) (79.7) (1,180,20) (178,819 (67.9

Selling and marketing expens (40,810 (5.9 (57,81¢) (4.6 (70,786 (10,72 (4.1

General and administrative expen (81,66%) (10.7) (83,66¢) (6.6) (119,989 (18,180 (6.9

Pre-opening expense (108,065 (14.1) (37,827)) (3.0) (111,210 (16,850 (6.4
Total operating costs and expen (917,909 (120.7) (1,183,77) (93.9) (1,482,18) (224,57) (85.9)
Income (loss) from operatiol (153,655 (20.]) 76,41« 6.1 256,30t 38,83t 14.7
Interest incom: 3,78¢ 0.5 1,871 0.1 15,94¢ 2,41¢ 1.0
Interest expense 1,24¢ 0.2 8,78 0.7 2,682 40¢€ 0.2
Other income — — — — 2,56¢ 38 0.2
Foreign exchange gain (los (13,889 (1.8 (60) 0.C 6,92: 1,04¢ 04
Change in fair value of warrar 8,53¢ 1.1 — — — — —
Income (loss) before income tax (156,469 (20.5) 69,43¢ 5.5 279,05t 42,28 16.1
Tax expense (benefi (23,880 (3.1 17,99( 1.4 57,26: 8,67¢ 3.3
Net income (loss (132,58) (17.9 51,44¢ 4.1 221,79 33,60¢ 12.t
Less: net income (loss) attributable to

noncontrolling interes 3,57¢ 0.5 8,90: 0.7 6,04: 91€¢ 04
Net income (loss) attributable to Chi

Lodging Group, Limitec (136,167 (17.9) 42,548 34 215,75. 32,69 12.4

Note: (1) Include sha-based compensation expenses as follows:

Year Ended December 31,
2008 2009 2010
(RMB) (RMB) (RMB) (US$)
(In thousands)

Shar-based compensation expen 4,81t 7,95t 13,11 1,987
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The following tables present certain unauditedrfgial data and selected operating data as of arttidoyears
ended December 31, 2008, 2009 and 2010:

Year Ended December 31,
2008 2009 2010
(RMB) (RMB) (RMB) (US$)
(In thousands)

Non-GAAP Financial Data
EBITDA(1) (67,957 214,890 447,23: 67,76!
EBITDA from Operating Hotels(1 40,10f 252,71 558,44: 84,61:

(1) We believe that EBITDA is a useful financial meticassess our operating and financial performanéare the
impact of investing and financing transactions enmdme taxes. Given the significant investments Wehave
made in leasehold improvements, depreciation aratt@ation expense comprises a significant portibour
cost structure. In addition, we believe that EBITBAvidely used by other companies in the lodgimiustry
and may be used by investors as a measure ofraurdial performance. We believe that EBITDA wilbpide
investors with a useful tool for comparability bem periods because it eliminates depreciation and
amortization expense attributable to capital exgganes. We also use EBITDA from Operating Hotelbjah is
defined as EBITDA before pre-opening expensesssess operating results of the hotels in operaii.
believe that the exclusion of pre-opening expersg@®yrtion of which is non-cash rental expenselpshe
facilitate year-on-year comparison of our resufteferations as the number of hotels in the devetoq stage
may vary significantly from year to year. Therefore believe EBITDA from Operating Hotels more @lys
reflects the performance capability of hotels cutisein operation. Our calculation of EBITDA and HIPA
from Operating Hotels does not deduct interestrimgovhich was RMB3.8 million , RMB1.9 million and
RMB15.9 million in 2008, 2009 and 2010, respectivd@lhe presentation of EBITDA and EBITDA from
Operating Hotels should not be construed as awcatidn that our future results will be unaffectgdadther
charges and gains we consider to be outside theawydcourse of our busines

The use of EBITDA and EBITDA from Operating Hotélss certain limitations. Depreciation and amoriirat
expense for various long-term assets, income tebirdarest expense have been and will be incumeldage not
reflected in the presentation of EBITDA. Pre-opgnaxpenses have been and will be incurred andadre n
reflected in the presentation of EBITDA from OpéargtHotels. Each of these items should also beidered in
the overall evaluation of our results. Additional§BITDA or EBITDA from Operating Hotels does natnside!
capital expenditures and other investing activitied should not be considered as a measure oigoidity. We
compensate for these limitations by providing thlevant disclosure of our depreciation and amditina
interest expense, income tax expense gpening expenses, capital expenditures and otlexarg items both i
our reconciliations to the U.S. GAAP financial me@s and in our consolidated financial statemextitf
which should be considered when evaluating ouroperénce

The terms EBITDA and EBITDA from Operating Hotele aot defined under U.S. GAAP, and neither EBI1
nor EBITDA from Operating Hotels is a measure dfineome, operating income, operating performarrce o
liquidity presented in accordance with U.S. GAAPhé&N assessing our operating and financial perfocearot
should not consider this data in isolation or asiastitute for our net income, operating incomargr other
operating performance measure that is calculatedéordance with U.S. GAAP. In addition, our EBITDA
EBITDA from Operating Hotels may not be comparabl&BITDA or EBITDA from Operating Hotels or
similarly titled measures utilized by other commnsince such other companies may not calculatéE8lor
EBITDA from Operating Hotels in the same mannewaso.
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A reconciliation of EBITDA and EBITDA from OperatjnHotels to net income (loss), which is the most
directly comparable U.S. GAAP measure, is providekbw:

For the Year Ended December 31

2008 2009 2010
(RMB) (RMB) (RMB) (US$)
(In thousands)

Net income (loss) attributable to our compi (136,165 42,54t 215,75. 32,69(
Interest expens 1,24¢ 8,781 2,68 40¢€
Tax expense (benefi (23,880  17,99( 57,26: 8,67¢
Depreciation and amortizatic 90,83¢ 14557: 171,53¢ 25,99!

EBITDA (Non-GAAP) (67,957 214,897 447,23: 67,76!
Pre-opening expense 108,06 37,827 111,21( 16,85(

EBITDA from Operating Hotels (N.-GAAP) 40,10t 252,71« 558,44+ 84,61:

Year Ended December 31, 2010 Compared to Year Erdleckmber 31, 2009

Revenues.Our net revenues increased by 38.0% from RMB126Wllion in 2009 to RMB1,738.5 million in
2010.

« Leasewand-operated hotels.Revenues from our leased-and-operated hotelsased by 32.5% from
RMB1,288.9 million in 2009 to RMB1,707.8 million B010. This increase was primarily due to our
continued expansion of leased-and-operated hateis £73 hotels and 21,658 hotel rooms as of
December 31, 2009 to 243 hotels and 29,888 hotehscas of December 31, 2010, and an increase in
RevPAR. RevPAR for our leased-and-operated hateleased from RMB165 in 2009 to RMB189 in 2010
due to an increase in the average daily rate ofeased-and-operated hotels from RMB174 in 2009 to
RMB200 in 2010. The increase in this average dailg resulted primarily from our strengthening lokaour
successful yield management, China’s gradual regdvem the global financial crisis and the Expdaven
price increase in Shanghai from May 2010 to Oct@®@410. The occupancy rate of our
leaseanc-operatechotels remains stable at 94% from 2009 to 2

» Franchiseand-managed hotelsRevenues from our franchised-and-managed hateleased significantly
from RMB45.0 million in 2009 to RMB130.6 million i8010. This increase was primarily due to our
continued expansion of franchised-and-manageds$btah 63 hotels and 6,702 hotel rooms as of
December 31, 2009 to 195 hotels and 20,550 hotehscas of December 31, 2010, and an increase in
RevPAR. RevPAR for our franchised-and-managed fiteleased from RMB156 in 2009 to RMB172 in
2010 driven by an increase in the average daiy edbur franchised-and-managed hotels from RMBh72
2009 to RMB192 in 2010 and partially offset by iglsi decrease of the occupancy rate of our
franchised-and-managed hotels from 91% in 200®%6 th 2010. The increase in this average daily rate
resulted primarily from our strengthening brand;, successful yield management, China’s gradualvesgo
from the global financial crisis and the Expo-driarice increase in Shanghai From May 2010 to Gatob
2010.

Operating Costs and ExpensefQur total operating costs and expenses incraase8.2% from
RMB1,183.8 million in 2009 to RMB1,482.2 million 2010.

« Hotel operating costs Our hotel operating costs increased by 17.5% RiviB1,004.5 million in 2009 to
RMB1,180.2 million in 2010. This increase was pniityabecause of our substantial expansion of
leased-and-operated hotels from 173 hotels as oéber 31, 2009 to 243 hotels as of December 31.20
Our hotel operating costs as a percentage of mehues decreased from 79.7% in 2009 to 67.9% 0,201
primarily due to an increase in our RevPAR andnandase in the proportion of net revenue deriveohfr
franchise~anc-managechotels.

« Selling and marketing expensefur selling and marketing expenses increase®bif2 from
RMB57.8 million in 2009 to RMB70.8 million in 2010his increase was primarily due
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RMB&6.6 million of additional expenses relatingotar loyalty program resulting from the increasgoints
earned by our customers, RMB6.1 million of additibocompensation and benefits for our sales and
marketing personnel and RMB2.7 million of additibbank fees for processing bank card paymentsigti
offset by a decrease of RMB2.0 million of marketargd promotional expenses. Our selling and margetin
expenses as a percentage of net revenues decfeaneti6% in 2009 to 4.1% in 201

« General and administrative expense®ur general and administrative expenses increfasad
RMB83.7 million in 2009 to RMB120.0 million in 201@rimarily as a result of RMB18 million of additial
personnel cost, RMB8.0 million of additional prafemal service fees and RMB3.8 million of additibna
sharebased compensation. Our general and administratipenses as a percentage of net revenues inci
from 6.6% in 2009 to 6.9% in 201

» Pre-opening expensesOur pre-opening expenses increased from RMB3#lBmin 2009 to
RMB111.2 million in 2010, primarily due to our ateeated expansion of leased-and-operated hotels. We
opened 70 leased-and-operated hotels in 2010, gechpath 28 in 2009 and we had 69
leased-and-operated hotels under developmentleadmber 31, 2010, compared to 21 as of December 31
2009. Our pre-opening expenses as a percentaget mfuenues increased from 3.0% in 2009 to 6.4% in
2010.

Income from Operations.As a result of the foregoing, we had income fiaperations of RMB256.3 million in
2010 compared to income from operations of RMBT6iion in 2009.

Interest Income (Expense), Ne©ur net interest income was RMB13.2 million illRQ0Our interest income
was RMB15.9 million in 2010, and our interest exgewas RMB4.1 million, RMB1.4 million of which was
capitalized in connection with leasehold improvetaeie had net interest expense of RMB6.9 millim2009. Ou
interest income was RMB1.9 million in 2009, and ouerest expense was RMB10.4 million, RMB1.6 roitliof
which was capitalized in connection with leasehoigrovements. The increase in interest income 2080 to
2010 was primarily due to interest earned on ansrtaised from our initial public offering in Mar@®10. The
decrease in interest expense from 2009 to 201Qviaary due to our reduced borrowing.

Other income. Our other income was RMB2.6 million in 2010, pairity attributable to reimbursement from
the depositary of our ADSs for certain expensesried by us in respect of the ADR program estabtigbhursuant
to the deposit agreement. Our other income for 2089 nil.

Foreign Exchange Gain (Loss)We had foreign exchange gain of RMB6.9 millior2i.0 compared to forei
exchange loss of RMB59,677 in 2009. Our foreigrhexgie gain in 2010 was primarily attributable to effiective
foreign exchange management in light of the RMBragigtion. The foreign exchange losses in 2009 puiasarily
due to the devaluation against RMB of certain fgmeturrencies in which a portion of our cash wasodgnated.

Tax Expense.Our tax expenses increased from RMB18.0 millio2009 to RMB57.3 million in 2010,
primarily due to an increase in our income befamme taxes from RMB69.4 million in 2009 to RMB2¥ @nillion
in 2010. Our effective tax rate decreased from Zbi® 2009 to 20.5% in 2010, primarily due to thieef of
different tax rate of group entities operating they jurisdictions and a decrease in the valuaitowance for
deferred tax assets.

Net Income Attributable to Noncontrolling Interediet income attributable to noncontrolling intéres
represents joint venture partners’ share of ouint@me based on their equity interest in the
leased-and-operated hotels owned by the joint vestiNet income attributable to noncontrolling iest decreased
from RMB8.9 million in 2009 to RMB6.0 million in 2®, primarily due to our acquisition of noncontiad interest
in our majority-owned joint ventures in 2010.

Net Income Attributable to China Lodging Group, lted. As a result of the foregoing, we had net income
attributable to China Lodging Group, Limited of RIZB5.8 million in 2010 compared to net income atitéble to
China Lodging Group, Limited of RMB42.5 million inored in 2009.

EBITDA and EBITDA from Operating Hotels£BITDA (non-GAAP) was RMB447.2 million in 2010,
compared with EBITDA of RMB214.9 million in 2009his change was primarily due to the enhanced ity
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of our mature hotels, the expansion of our hotéloek and the favorable impact of the Shanghai Expaluding
pre-opening expenses, EBITDA from Operating Hoflets 1-GAAP) increased from RMB252.7 million in 200
RMB558.4 million in 2010.

Year Ended December 31, 2009 Compared to Year Erdlecember 31, 2008

Revenues.Our net revenues increased by 64.9% from RMB764llibn in 2008 to RMB1,260.2 million in
20009.

« Leasewand-operated hotels.Revenues from our leased-and-operated hotelsased by 61.6% from
RMB797.8 million in 2008 to RMB1,288.9 million irDR9. This increase was primarily due to our corgthu
expansion of leased-and-operated hotels from 1#&hand 18,414 hotel rooms as of December 31, 2008
173 hotels and 21,658 hotel rooms as of Decemhe2(®19, and an increase in RevPAR. RevPAR for our
leased-and-operated hotels increased from RMB128®38 to RMB165 in 2009 due to an increase in
occupancy rate of our leased-and-operated hotats 8% in 2008 to 94% in 2009. The increase in this
occupancy rate resulted primarily from the increlgs@portion of room nights in our mature
leased-and-operatédmbtels, which have been in operation for more gimmonths, from 57% in 2008 to 8¢
in 2009. The average daily rate for our leased-@petated hotels decreased from RMB178 in 2008 to
RMB174 in 2009, primarily reflecting room rate deases during the economic slowdo

» Franchiseand-managed hotelsRevenues from our franchised-and-managed hateleased significantly
from RMB12.0 million in 2008 to RMB45.0 million i8009. This growth was primarily due to an increiase
the number of franchised-and-managed hotels froms2® December 31, 2008 to 63 as of December 31,
2009, and an increase in RevPAR. RevPAR for ourchissed-and-managed hotels increased from RMB132
in 2008 to RMB156 in 2009 driven by the increasedoupancy rate of our franchised-and-managedsotel
from 74% in 2008 to 91% in 2009. The increase is titcupancy rate resulted primarily from the ilased
proportion of our franchised-and-managed hotelsahalocated in China’s economically more devetbpe
cities. The average daily rate for our franchised-managed hotels decreased from RMB180 in 2008 to
RMB172 in 2009, primarily reflecting room rate deases during the economic slowdo

Operating Costs and Expensefur total operating costs and expenses incrdas@8% from
RMB917.9 million in 2008 to RMB1,183.8 million irDR9. This increase resulted from increases in otelh
operating costs, selling and marketing expensegandral and administrative expenses, partiallyatfby a
decrease in our pre-opening expenses.

« Hotel operating costs Our hotel operating costs increased by 46% fraviBB87.4 million in 2008 to
RMB1,004.5 million in 2009. This increase was pniityabecause of our substantial expansion of
leased-and-operated hotels from 145 hotels as oéber 31, 2008 to 173 hotels as of December 319.20
Our hotel operating costs as a percentage of mehues decreased from 90.0% in 2008 to 79.7% 8,200
primarily due to cost control of personnel costmsumables, food and beverage and other hotel toqgera
costs.

¢ Selling and marketing expensefur selling and marketing expenses increase®bfy #flom
RMB40.8 million in 2008 to RMB57.8 million in 2009 his increase was primarily due to RMB9.5 million
of additional expenses for marketing and promofiactvities, RMB6.3 million of additional commisgsis
to travel intermediaries, RMB5.7 million of additi@l compensation and benefits for our sales anétetiag
personnel, and RMB4.1 million of additional bankddor processing bank card payments as we expanded
our business. We recorded less expenses relatimgr trustomer loyalty program in 2009 due to (i) an
amendment to franchise-and-management agreemetlitctmtinue reimbursing franchisees for free room
nights provided in connection with point redemptiand (ii) the application of a point expiratioriean
estimating the costs of our customer loyalty progr@ur selling and marketing expenses as a pegeata
net revenues decreased from 5.3% in 2008 to 4.62008.

¢ General and administrative expense®ur general and administrative expenses increslggdly from
RMB81.7 million in 2008 to RMB83.7 million in 2009rimarily as a result of an increase in persol
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costs, an increase in provision for contingeattilities, and an increase in share-based compensat
expenses, partially offset by a decrease of RMBIRon in professional service fees. Our general a
administrative expenses as a percentage of netueselecreased from 10.7% in 2008 to 6.6% in 2

* Pre-opening expensesOur pre-opening expenses decreased from RMBI0#idn in 2008 to
RMB37.8 million in 2009, primarily due to a decreas the number of newly opened
leased-and-operated hotels from 83 in 2008 to Z®09 in an effort to balance growth and profitiapil
during the global economic downturn. Our pre-opgrarpenses as a percentage of net revenues detrease
from 14.1% in 2008 to 3.0% in 20C

Income (Loss) from OperationsAs a result of the foregoing, we had income fiamarations of
RMB76.4 million in 2009 compared to a loss from igtions of RMB153.7 million in 2008.

Interest Income (Expense), Ne©ur net interest expense was RMB6.9 million i0200ur interest income
was RMB1.9 million in 2009, and our interest exgens our bank loans outstanding was RMB10.4 million
RMB1.6 million of which was capitalized in connestiwith leasehold improvements. We had net inténestme o
RMB2.5 million in 2008. Our interest income was R®18 million in 2008, primarily on the proceeds framr
Series B preferred shares, and our interest expenser bank loans outstanding was RMB7.6 million,
RMB6.3 million of which was capitalized in connestiwith leasehold improvements.

Foreign Exchange Gain (Loss)Our foreign exchange loss decreased to RMB5962009 from
RMB13.9 million in 2008. The foreign exchange lasge2009 and 2008 were primarily due to the deatidn
against RMB of certain foreign currencies in whéchortion of our cash was denominated.

Change of Fair Value of Warrantsin relation to the outstanding warrants issueguichase Series B prefer
shares, we recorded mark-to-market fair value cesiog RMB8.5 million and nil in 2008 and 2009, restively.
There was no outstanding warrant in 2008 and 2009.

Tax Expense (Benefit)We had tax expenses of RMB18.0 million in 200fhpared to tax benefits of
RMB23.9 million in 2008, which was primarily due tie fact that we generated operating income ir®2@dnpare
to an operating loss in 2008. Our effective tar iatreased from 15.3% in 2008 to 25.9% in 200@narily due to
an increase of RMB10.8 million in the valuatioroathnce for deferred tax assets in 2008 comparaditxrease of
RMB1.6 million in such allowance in 2009.

Net Income Attributable to Noncontrolling Interesilet income attributable to noncontrolling intdres
represents joint venture partners’ share of ouineme based on their equity interest in the
leased-and-operated hotels owned by the joint vestiNet income attributable to noncontrolling iest increased
from RMB3.6 million in 2008 to RMB8.9 million in Z®, primarily due to increased profit from the joientures
as the jointly owned hotels became mature.

Net Income (Loss) Attributable to China Lodging @spLimited. As a result of the foregoing, we had net
income attributable to China Lodging Group, LimigfdRMB42.5 million in 2009 compared to net lossihutable
to China Lodging Group, Limited of RMB136.2 millioncurred in 2008.

EBITDA and EBITDA from Operating HotelE£BITDA (non-GAAP) was RMB214.9 million in 2009,
compared with negative EBITDA of RMB68.0 million 2008. This change was primarily due to (i) a nsslof
RMB136.2 million in 2008 compared with net inconfeRMB42.5 million in 2009, (ii) an increase in depiation
and amortization from RMB90.8 million in 2008 to B#45.6 million in 2009 primarily because of our stantial
expansion of hotels from 167 hotels as of DeceritheR008 to 236 hotels as of December 31, 2009(iahd
decrease in pre-opening expenses from RMB108.1omith 2008 to RMB37.8 million in 2009 as a rexflia
decrease in the number of newly-opened leased-padhted hotels from 83 in 2008 to 28 in 2009 iretiart to
balance growth and profitability during the glolkeabnomic downturn. Excluding pre-opening expens8$TDA
from Operating Hotels (non-GAAP) increased sigifity from RMB40.1 million in 2008 to RMB252.7 mdh in
20009.
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Expo Impact

Expo 2010 Shanghai China, or the Shanghai Expa;iwihias held in the city of Shanghai from May 1 to
October 31, 2010, had a favorable impact on owlt®esf operations. As of December 31, 2010, we 8@totels ir
operation in Shanghai, which constitute 19.4% bhatels we operated. Our management estimatedteat
favorable impact from the Shanghai Expo contrib@e®6 to our net revenues in 2010. Excluding imfaeh the
Shanghai Expo, we estimate that our RevPAR woule liraproved by 4.0% from 2009 to 2010 for the oitera
portfolio and by 7.0% on a like-for-likeasis. Excluding impact from the Shanghai Expanf2009 to 2010, our n
revenue would have increased by 29.2%, our netiecattributable to China Lodging Group, Limited wbbave
increased by 227.2%, our EBITDA would have increasg59.4%, and our EBITDA from operating hotelsulb
have increased by 79.5%. We believe the solid pedace excluding the Expo impact reflected thengtite of our
brand and operation, which we hope would form th&ifor our growth in the future.

Outstanding Indebtedness

The following table sets forth a summary of ourstanding borrowings as of December 31, 2010:

Outstanding
Maximum Drawdown as Balance as o
Date of Credit Line Credit Line of December 31 December 31 Interest
Lender Credit Line Maturity Date Amount 2010 2010 Rate
(In RMB)
Industrial and Commercial Bank of
China September 20( September 20! 172,000,00 172,000,00 — 5.72%/5.49
Industrial and Commercial Bank of
China January 201  January 201 150,000,00 70,000,00 — 4.86%

In September 2008, we entered into a three-yeditdeeility with the Industrial and Commercial Baof
China under which we can borrow up to RMB172.0ionillduring the term of the facility. As of Decemtsr, 2009
we had fully drawn down the facility and repaid RBEB0 million. In February 2010, we repaid the remirag
RMB137.0 million. The weighted average interestsatiere 5.72% and 5.4% for the years ended Decediber
2009 and 2010, respectively. Certain commercigb@ries owned by Lishan Property (Suzhou) Co.,,lad.entity
controlled by Mr. Qi Ji, our founder and executdrairman, are pledged to secure such credit facilit

In January 2010, we entered into a three-year tciadility with the Industrial and Commercial BankChina
under which we can borrow up to RMB150.0 milliorridg the term of the facility. Principal payments aue on
each anniversary date with the amount payable #pgndent upon amounts previously borrowed agtiast
facility. As of December, 31, 2010, we had drawmddhe credit facility of RMB70.0 million and rehi
RMB70.0 million and had available credit facilitf RMB80.0 for future borrowing. The weighted avezadgterest
rate for borrowings drawn under such credit wa$%8or the year ended December 31, 2010. This tcfadility is
not collateralized.

5.B. Liquidity and Capital Resources

Our principal sources of liquidity have been ode s preferred shares, ordinary shares and cablerotes
through private placements, our initial public ofifg, borrowings from PRC commercial banks and agsterated
from operating activities. Our cash and cash edginta consist of cash on hand and liquid investsesitich have
maturities of three months or less when acquiretaaa unrestricted as to withdrawal or use. As e¢énber 31,
2010, we had entered into binding contracts wisisdes of 69 properties for our leased-and-opetadéels under
development. As of December 31, 2010, we expecté@uttir approximately RMB635.6 million of capital
expenditures in connection with certain recentlgnpteted leasehold improvements and to fund theslezld
improvements of these 69 leased and-operated h@¥elsntend to fund this planned expansion with @perating
cash flow and our cash balance.

Our working capital as of December 31, 2010 was BKIB5 million. We have been able to meet our warkin
capital needs, and we believe that we will be &blmeet our working capital needs in the foresesealilire with
our operating cash flow and existing cash balance.

53




Table of Contents

The following table sets forth a summary of ourtciews for the periods indicated:

Year Ended December 31

2008 2009 2010
(RMB) (RMB) (RMB) (US$)
(In thousands)

Net cash provided by (used in) operating activi (23,739  296,34( 469,12¢ 71,08(
Net cash used in investing activit| (451,589 (256,02) (515,31() (78,077
Net cash provided by financing activiti 482,47¢ 47,06 845,83t 128,15
Effect of exchange rate changes on cash and casbasnts (7,547 (36) (10,177 (1,542
Net increase in cash and cash equival 9,611 87,34 789,48( 119,61¢
Cash and cash equivalents at the beginning ofdhe 173,63t 183,24t 270,58° 40,99¢
Cash and cash equivalents at the end of the 183,24 270,58 1,060,06 160,61¢

Operating Activities

Prior to January 1, 2009, we have financed ouraipey activities primarily through cash generatexhf
financing activities and operations. In 2009 andi®Qve financed our operating activities primatiyough cash
generated from operations. We currently anticipiad¢ we will be able to meet our needs to fund afi@ns in the
next twelve months with operating cash flow andtmng cash balances.

Net cash provided by operating activities amoumteldMB469.1 million in 2010, primarily attributabte
(i) our net income of RMB221.8 million in 2010,)(&n add-back of RMB171.5 million in depreciatiorda
amortization in 2010, (iii) an add-back of RMB7@mlion in deferred rent because rental accrued straight-line
basis exceeded rental paid out of our contracialility, and (iv) an increase of RMB42.3 million deferred
revenue primarily attributable to one-time membgré$bes in connection with our HanTing Club loyattsogram as
well as advances received from customers.

Net cash provided by operating activities amoumtelMB296.3 million in 2009, primarily attributabte
(i) our net income of RMB51.4 million in 2009, (&n add-back of RMB145.6 million in depreciatiordan
amortization in 2009, (jii) an increase of RMB42n@lion in deferred revenues primarily attributalheone-time
membership fees in connection with our HanTing CGaylalty program as well as initial
franchise-and-management fees paid by our franebjsad (iv) an add-back of RMB36.6 million in dedel rent
because rental accrued on a straight-line basisegebex! rental paid out of our contractual liability.

Net cash used in operating activities amountedMBR3.7 million in 2008. This was primarily attrikalile to
(i) our net loss of RMB132.6 million and, as a fesfithe loss, an increase in deferred tax of RMB3nillion,
(i) an increase in prepaid rent of RMB35.8 millidne to our increased number of leased-and-opehatiets, and
(iii) an increase of RMB12.8 million in our invemyodue to an increase in the number of leased-ardated hotels
in operation and concentrated new hotel openindmtén2008, partially offset by (i) an add-back of
RMB90.8 million in depreciation and amortizationZ808, (ii) an add-back of RMB92.1 million in defed rent,
primarily because rental accrued on a straightiiasis exceeded rental paid out of our contradiafzlity, and
(iii) an increase of RMB25.0 million in deferredvenues attributable to the one-time membershiprfeennection
with our HanTing Club loyalty program.

Investing Activities

Our cash used in investing activities is primaréiated to our leasehold improvements and purcbise
equipment and fixtures used in leased-and-opetaitals. In 2008, 2009 and 2010, we experiencedasdt
outflows from investing activities.

Net cash used in investing activities increasethfRIMB256.0 million in 2009 to RMB515.3 million irD20,
primarily due to an increase in our purchases operty and equipment as a result of our accelemtpénsion of
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hotel networks and a net increase of RMB100.0 omillin our purchase of shadfrm investments in connection w
held-to-maturity securities.

Net cash used in investing activities decreased RMB451.6 million in 2008 to RMB256.0 million irDR9,
primarily due to a decrease in our leasehold im@noents and purchases of equipment as a resulivef feew
openings of leased-and-operated hotels in 2009.

Financing Activities

Our financing activities consist of the issuancd aale of our shares and convertible notes to toveand
related parties, our initial public offering andrimwings from PRC commercial banks.

Net cash provided by financing activities increaeth RMB47.1 million in 2009 to RMB845.8 milliomi
2010. Net cash provided by financing activitie@10 primarily consisted of (i) proceeds of RMB5illion
from our initial public offering in 2010 and (iiphg-term debt in the amount of RMB70.0 million 018, partially
offset by the repayment of RMB207.0 million of dang-term debt in 2010.

Net cash provided by financing activities decredsath RMB482.5 million in 2008 to RMB47.1 milliomi
2009. Net cash provided by financing activitie@99 primarily consisted of (i) short-term and lelegm debt in a
aggregate amount of RMB292.0 million which we irredrin 2009 and (ii) proceeds of RMB54.9 millioorin
issuance of our ordinary shares, partially offsetie repayment of RMB230.0 million of our shortrtedebt in
20009.

Restrictions on Cash Transfers to Us

We are a holding company with no material operatiohour own. We conduct our operations primarily
through our subsidiaries in China. As a result, ahility to pay dividends and to finance any debtmay incur
depends upon dividends paid to us by our subsadiali our subsidiaries or any newly formed sulasids incur
debt on their own behalf in the future, the instemts governing their debt may restrict their apiitt pay dividends
to us. In addition, our subsidiaries are permittegay dividends to us only out of their retainednings, if any, as
determined in accordance with PRC accounting staisdand regulations. Pursuant to laws applicabéntiies
incorporated in the PRC, our subsidiaries in th€RRust make appropriations from after-tax profihtm-
distributable reserve funds. These reserve fundade one or more of the following: (i) a geneederve, (ii) an
enterprise expansion fund and (iii) a staff borus welfare fund. Subject to certain cumulative tanthe general
reserve fund requires an annual appropriation &6 b0 after-tax profit (as determined under accoymprinciples
generally accepted in the PRC at each year-englpttier fund appropriations are at the subsidiagiesretion.
These reserve funds can only be used for the specifposes of enterprise expansion, staff bondsaaifare, and
are not distributable as cash dividends. In addlititue to restrictions on the distribution of sheapital from our
PRC subsidiaries, the share capital of our PRCidialb®s is considered restricted. As a resulbefPRC laws and
regulations, as of December 31, 2010, approxim&&\B1,864.4 million was not available for distribart to us by
our PRC subsidiaries in the form of dividends, kasr advances.

Furthermore, under regulations of the SAFE, therilehi is not convertible into foreign currencies @apital
account items, such as loans, repatriation of imvests and investments outside of China, unlespribe approval
of the SAFE is obtained and prior registration viite SAFE is made.

The new EIT Law provides that enterprises estabtistutside of China whose “de facto managemeneistdi
are located in China are considered “resident prisers.” Currently, there are no detailed ruleprecedents
governing the procedures and specific criteriadfetiermining “de facto management body.” See “ltém 1
Additional Information — E. Taxation — PRC Taxatidn

The new EIT Law imposes a withholding tax of 10%ddridends distributed by a foreignvested enterprise
its immediate holding company outside of Chinaui€h immediate holding company is considered a-tesident
enterprise” without any establishment or place initbhina or if the received dividends have no catioa with the
establishment or place of such immediate holdimgmany within China, unless such immediate holdiogngany’s
jurisdiction of incorporation has a tax treaty wéhina that provides for a different withholdingaargement
Holding companies in Hong Kong, for example, argject to a 5% withholding tax rate. The Cayman
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Islands, where we are incorporated, does not hasle & tax treaty with China. Thus, dividends paidg by our
subsidiaries in China may be subject to the 10%wailding tax if we are considered a “non-resideriemprise”
under the new EIT Law.

The new EIT Law provides that PRC “resident eniegg” are generally subject to the uniform 25% mgaise
income tax rate on their worldwide income. Therefdf we are treated as a PRC “resident enterprigewill be
subject to PRC income tax on our worldwide incorntha 25% uniform tax rate, which could have anactmn ou
effective tax rate and an adverse effect on oumeeime and results of operations, although divit$edistributed
from our PRC subsidiaries to us would be exemphftiee PRC dividend withholding tax, since such meds
exempted under the new EIT Law to a PRC residenpient. However, if we are required under the g Law
to pay income tax on any dividends we receive foamsubsidiaries, our income tax expenses willaase.

We do not expect any of such restrictions or tdmdsave a material impact on our ability to meeat@ash
obligations.

Capital Expenditures

Our capital expenditures were incurred primarilg@mnection with leasehold improvements, investsméant
furniture, fixtures and equipment and technologjeimation and operational software. Our capitgdesditures
totaled RMB567.6 million, RMB220.8 million and RMBB8.6 million in 2008, 2009 and 2010, respectivéle will
continue to make capital expenditures to meet xpeeted growth of our operations and expect oun basance an
cash generated from our operating activities waletnour capital expenditure needs in the foresedahlre.

5.C. Research and Development, Patents and Licessetc.
Hotel Information Platform and Operational Systems

We have successfully developed and implementedlaanged operating platform capable of supporting ou
nationwide operations. This operating platform desios to increase the efficiency of our operatamsd make
timely decisions. The following is a descriptionafr key information and management systems.

Web property management system (Web-PM3)r Web-PMS is a web-based, centralized apptindtiat
integrates all the critical operational informatiarour hotel network. This system enables us toaga our room
inventory, reservations and pricing for all of dnatels on a real-time basis. The system is desigmedable us to
enhance our profitability and compete more effedyiy integrating with our central reservationteys and
customer relationship management system. We betiev&/eb-PMS enables our management to more efédygti
assess the performance of our hotels on a timalig laad to efficiently allocate resources and ¢iffety identify
specific market and sales targets.

Central reservation systemWe have a real-time central reservation systemilable 24 hours a day, seven
days a week. Our central reservation system alteasrvations through multiple channels includingwabsite,
call center, third-party travel agents and onliegervation partners. The real-time inventory mameaage capability
of the system improves the efficiency of reservajenhances customer satisfaction and maximizes ou
profitability.

Customer relationship management (CRM) systédur integrated CRM system maintains informatibowur
HanTing Club members, including reservation andsaamption history and pattern, points accumulatet an
redeemed, and prepayment and balance. By closelkimg and monitoring member information and bebigwve
are able to better serve the members of our loymtigram and offer targeted promotions to enhanstomer
loyalty. The CRM system also allows us to moniter performance of our corporate client sales reptesives.

Intellectual Property

We regard our trademarks, copyrights, domain natrede secrets and other intellectual propertytsigis
critical to our business. We rely on a combinatéropyright and trademark law, trade secret ptaieand
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confidentiality agreements with our employees,Ussts, business partners and others, to protedhtallectual
property rights.

As of December 31, 2010, we have registered 4 2itnatks and logos with the China Trademark Offidee T
trademarks and logos used in our current hotelsirgder protection of the registered trademarkslagas. An
additional 13 trademark applications are undereng\dy the authority. We have also registered caetmark in
each of Singapore, Macau, and Taiwan. We haveagiplied for one trademark in Hong Kong, which isrently
pending. In addition, we have registered 47 natiand international top-level domain names, inahgdi
www.htinns.com and www.hantinghotels.com.

Our intellectual property is subject to risks oéfthand other unauthorized use, and our abilityrtgect our
intellectual property from unauthorized use is tadi In addition, we may be subject to claims thathave
infringed the intellectual property rights of otheBee “ltem 3. Key Information — D. Risk FactorsRisks Relate
to Our Business — Failure to protect our trademarid other intellectual property rights could haweegative
impact on our brand and adversely affect our bgsirie

5.D. Trend Information

Other than as disclosed elsewhere in this annpaltienve are not aware of any trends, uncertaintiesrands,
commitments or events since January 1, 2010 tkeatasonably likely to have a material adversecetie our net
revenues, income, profitability, liquidity or cagliresources, or that caused the disclosed fineinétamation to be
not necessarily indicative of future operating t&ssar financial conditions.

5.E. Off-Balance Sheet Arrangements

Other than operating lease and purchase obligasetnforth in the table under “Item 5. Operating &mancial
Review and Prospects — F. Tabular Disclosure oft@otual Obligations,” we have not entered into fingncial
guarantees or other commitments to guarantee §ragyd obligations of any third parties. We have exered into
any derivative contracts that are indexed to oareshand classified as shareholder’s equity, drateanot reflected
in our consolidated financial statements. Furtheeneve do not have any retained or contingent ésten assets
transferred to an unconsolidated entity that seagesredit, liquidity or market risk support to buentity. We do not
have any variable interest in any unconsolidatdityetmat provides financing, liquidity, market kisr credit suppo
to us or engages in leasing, hedging or reseamtil@velopment services with us.

5.F. Tabular Disclosure of Contractual Obligations
The following table sets forth our contractual ghtions as of December 31, 2010:

Payment Due by Perioc

More
Less Thar Than
Total 1 Year 1-3Years 3-5Years 5Years
(In RMB millions)
Operating lease obligatiol 7,69( 611 1,34( 1,352  4,38i
Purchase obligatior 78 70 8 — —
Total 7,76¢ 681 1,34¢ 1,352 4,381

Our operating lease obligations related to ourgaions under lease agreements with lessors of our
leased-and-operated hotels. Our purchase obligagiomarily consisted of contractual commitmentsannection
with leasehold improvements and installation ofipent for our leased-and-operated hotels.

5.G. Safe Harbor

This annual report on Form 20-F contains forwaimkiog statements that are based on our management’s
beliefs and assumptions and on information curyeathilable to us. These statements relate todwuents or to
our future financial performance and involve knoavid unknown risks, uncertainties, and other fadtas may
cause our or our industry’s actual results, leeékctivity, performance or achievements to be niatg different
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from any future results, levels of activity, perf@ance or achievements expressed or implied by fhesard-
looking statements. Forward-looking statementsuighe] but are not limited to, statements about:

 our anticipated growth strategies, includimyeloping new hotels at desirable locations imeely and cost-
effective mannet

« our future business development, results of opmratand financial conditiol
» expected changes in our revenues and certain cegpense item:
« our ability to attract customers and leverage gan®; anc

« trends and competition in the lodging indus

In some cases, you can identify forward-lookingesteents by terms such as “may,” “could,” “will,”"Heuld,”
“would,” “expect,” “plan,” “intend,” “anticipate,™believe,” “estimate,” “predict,” “potential,” “prect” or
“continue” or the negative of these terms or ottmnparable terminology. These statements are aeljigtions.
You should not place undue reliance on forward-ioglstatements because they involve known and umknisks,
uncertainties and other factors, which are, in soases, beyond our control and which could matgréfect
results. Factors that may cause actual resultsfes chaterially from current expectations inclu@éeong other
things, those listed under “ltem 3. Key InformatienD. Risk Factors” and elsewhere in this annupbre If one or
more of these risks or uncertainties occur, ouif underlying assumptions prove to be incorredyaevents or
results may vary significantly from those impliedpsojected by the forward-looking statements. Niovard-
looking statement is a guarantee of future perfocea

The forward-looking statements made in this annejabrt relate only to events or information ashef tlate on
which the statements are made in this annual rey@atundertake no obligation to update any forwaoking
statements to reflect events or circumstances #iféedate on which the statements are made ofléctréhe
occurrence of unanticipated events.

ITEM 6. DIRECTORS, SENIOR MANAGEMENT AND EMPLOYEES

6.A. Directors and Senior Management

The following table sets forth the name, age arsitipm of each of our directors and executive @ifsc The
business address of all of our directors and ekexofficers is No. 2266 Honggiao Road, Changningfrixt,
Shanghai 200336, People’s Republic of China.

Directors and Executive Officer: Age Position/Title

Qi Ji 44  Founder, Executive Chairman of the Board of
Directors

John Jiong Wi 43  Co-founder, Independent Direct

Tongtong Zhac 44  Co-founder, Independent Direct

Min Fan 45  Director

Yan Huanc 43  Independent Directc

Joseph Chov 49  Independent Directc

Tuo (Matthew) Zhan 45  Chief Executive Office

Min (Jenny) Zhan( 37  Chief Financial Office

Chang St 46  Chief Operating Office

Haijun Wang 34  Executive Vice Presidel

Qi Jiis our founder and has also served as the exeattlizieman of our board since February 2007. He also
served as our chief executive officer until Aug2@09. He co-founded Home Inns & Hotels Managemeat br
Home Inns, and served as its chief executive affimen January 2001 to January 2005. He also coded
Ctrip.com International, Ltd., or Ctrip, one of tlaegest online travel services provider in Chinal999, acted as |
chief executive officer and president until Decem@01, and currently serves on Ctrip’s board amdependent
director. Prior to founding Ctrip, Mr. Ji was thieief executive officer of Shanghai Sunflower High-
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Tech Group, which he founded in 1997. He headedt#st China Division of Beijing Zhonghua Yinghua
Intelligence System Co., Ltd. from 1995 to 1997. Mrreceived both his Master’'s and Bachelor’s degifrom
Shanghai Jiao Tong University.

John Jiong Wua co-founder of our company, has served as ouctdirgince January 2007. He has served as
the Venture Partner of Northern Light Venture Calgince 2007 and was an angel investor and thef Chi
Technology Officer of Alibaba Group from 2000 to020 Prior to joining Alibaba Group, he worked asesgineer
or manager in several companies in the Silicon&yalincluding Oracle and Yahoo! Inc. Mr. Wu receivés
Bachelor of Science in Computer Science degree fhantuniversity of Michigan.

Tongtong Zhaoa cofounder of our company, has served as our direitme February 2007. She also serve
a member of the board of directors of China Edoca&i Technology Group Limited. She was the Genktahager
of Shanghai Asia-Tang Health Technology Developn@mt Ltd. from 2004 to 2006, the General Manader o
Shanghai Hong Ying Hirech Co., Ltd. from 1999 to 2001, and the Deputp&al Manager of Shanghai Xie Ch
Science and Technology Co., Ltd. from 1997 to 1988. Zhao received her Master of Science degraa fro
Shanghai Jiao Tong University and obtained her &tastBusiness Administration degree from McGillitarsity.

Min Fan,has served as our director since March 2010. ldadsof the co-founders of Ctrip and has served as
its chief executive officer since January 2006issdirector since October 2006 and as its presisi@ce February
2009. Mr. Fan served as Ctripchief operating officer from November 2004 toukay 2006. Prior to that, he sen
as its executive vice president from 2000 to Noven#904. From 1997 to 2000, Mr. Fan was the chietative
officer of Shanghai Travel Service Company, a legadlomestic travel agency in China. From 1990 @7]1%e
served as the deputy general manager and in a mohbther senior positions at Shanghai New AsigeHo
Management Company, which was one of the leaditgl htanagement companies in China. In additiorigo h
positions at Ctrip, Mr. Fan currently serves onlibards and compensation committees of Perfectignerg
International, Ltd., ChinaEdu Corporation. Mr. Faneived his Master's and Bachekdegrees from Shanghai J
Tong University. He also studied at the LausanneeHdanagement School of Switzerland in 1995.

Yan Huandhas served as our independent director since Ji@i& Ple has been a General Partner of CDH
Ventures since 2006 and was an Associated Direttioitel Capital from 2004 to 2005. Mr. Huang res his
Bachelor’s degree in Computer Science from Zhejldniyersity.

Joseph Chownas served as our independent director since A@fi€l. He has over 16 years of experience in
corporate finance, financial advisory and manageraed has held senior executive and managerialiposiin
various public and private companies. Prior toifggnour board, Mr. Chow was managing director ofdatan
Sachs (Asia) LLP from 2008 to 2009. Prior to ttmat served as an independent financial consultant #006 to
2008, as chief financial officer of Harbor Netwotkisnited from 2005 to 2006, and as chief finanaHicer of
China Netcom (Holdings) Company Limited from 200122004. Prior to that Mr. Chow also served as fhectbr of
strategic planning of Bombardier Capital, Inc.ve® president of international operations of Citigp and as the
corporate auditor of GE Capital. Mr. Chow currerdits on the board as director for Synutra Inteomat, Inc.
(NASDAQ:SYUT) and an independent non-executiveaoefor Kasen International Holdings Limited ard f
Intime Department Store (Group) Co., Ltd. Mr. Chobtained a Bachelor of Arts degree in politicakscie from
Nanjing Institute of International Relations andMBA from the University of Maryland at College Ra

Tuo (Matthew) Zhanbas served as our chief executive officer sinceusug009. From October 2007 through
July 2009, he was our chief operating officer. lds more than 15 years of working experience witktinational
companies in senior management capacities andcoaalated extensive knowledge in chain managearaht
multi-location management. Prior to joining us D0Z, he served as the co-founder and the Genenshdéa of
Shanghai IJIAS Technology Co., Ltd., an e-commemrapany specializing in home improvement proddobsn
2005 to 2007. He served as the Vice PresidentlesZand Marketing of Zhejiang Kasen Industrial Camited, an
upholstery manufacturer, from 2004 to 2005. Mr. iZhalso served as the Vice President of OBl Managem
Systems (China) Co., Ltd. and the General Mana@Bd Asia Trade and Lux International (Shanghan). d.td., a
German-based retail chain of home improvement naddewith a national retail network in China, fr&@02 to
2004. Prior to that, Mr. Zhang worked at Hawortit.] PepsiCo, Inc. and Xerox Corporation. Mr. Zheeggived
his Bachelor’s degree in Management Administraffom Shanghai Jiao Tong University.
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Min (Jenny) Zhangpas served as our chief financial officer since éha2008. She has more than ten years of
experience in finance and consulting. Prior toijayrus in September 2007 as the Executive Viceidkasof
Finance, she was the Finance Director of Eli Liigia) Inc., Thailand Branch and the Chief FinahG#icer of
ASIMCO Casting (Beijing) Company, Ltd. She also lsext previously with McKinsey & Company, Inc. as a
consultant. Ms. Zhang obtained her Masters of BassirAdministration degree from Harvard Busines®8icénd
received both Master's and Bachelor’s degrees tt@rUniversity of International Business and Ecomsm

Chang Sthas served as our chief operating officer sincedan2011. He has more than 15 years of working
experience with multinational companies in opers&imanagement. Prior to joining us, Mr. Su wasfabperating
officer of LuckyPai (Cayman) Limited, a prime TV &ping channel in China, from 2006 to 2010. Priothat, he
worked for China Resources Vanguard Co., Ltd.,afrthe largest retailers in China, as a seniorctiireof pre-
opening & operations and for OBI (China) Managen&ydtem Co., Ltd as a vice president. Mr. Su adseesl at
Costco Wholesale Corporation (USA) for four yearséveral senior management positions for Asiarketsr
Mr. Su obtained an MBA from Yale School of Managetria the U.S.A., a Master of Science degree irctilzal
Engineering from Colorado State University in th&lA., and a Bachelor of Science degree in Bionaddic
Engineering from Shanghai Jiao Tong University ira.

Haijun Wangis our executive vice president responsible foraperation in the northern regions of China.
Before joining us in 2005, he had accumulated estterhotel management experience at Home Innsadqjnn
and other hotels in China since 1999. Mr. Wang gated from Yanshan University and received his Httee
Master of Business Administration degree from Clizn@ope International Business School.

Employment Agreements
We have entered into an employment agreement &ith ef our named executive officers.

We may terminate a named executive officer's emmpleyt without material breach or cause by providing
officer 30 days prior written notice, provided tiwa pay the officer the severance package as prdvidthe
employment agreement and all compensation pursaapuplicable laws. Where the officer, by reasoplofsical o
mental incapacity, has been or will be preventechfproperly performing his or her duties for mdrart
90 consecutive days, we may, to the extent perthityelaw, terminate his or her employment upon aysdorior
written notice, provided that we pay the officee geverance package as provided in the employrges¢ment and
all compensation pursuant to applicable laws.

We may also terminate a named executive officaripleyment for material breach or cause at any time
provided that we provide a copy of a resolutiorydadopted by the board of directors for the purpdsgetermining
whether in the good faith opinion of the board écdtors we have cause to terminate the execufficeos
employment. Each named executive officer is emtittebe paid the base annual salary otherwise fagabording
to the agreement through the end of the month iiciwtihe executive officer's employment is termirmhtin
addition, we may terminate an officer upon any fakrarction of our management to terminate our comisan
existence or otherwise wind up our affairs, to albr substantially all of our assets, or to neevgth or into
another entity.

During the term of employment a named executivieeffmay terminate his or her employment at any tm
written notice to our company provided that we, faithout the executive officer's consent and withoause, to
cause him or her to be elected or re-elected torir current office or otherwise as a full-tisraployee of our
company, or remove him or her from such office.mieation under such circumstances is deemed asnintion
by our company other than for material breach asea

Each named executive officer has agreed not tdodiscuse, transfer or sell, except in the coufse o
employment with our company, any of our confiddritiformation or proprietary data so long as sutdbimation
or proprietary data remains confidential and haseen disclosed or is not otherwise in the putbdimain. In
addition, each named executive officer has agredd tbound by non-competition restrictions. Speaily, each
executive officer has agreed not to, during hieeremployment with us and for a period of two geatlowing his
or her termination with our company, be engageenagloyee or in another capacity to participantatiyeor
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indirectly in any business that is in competitioithaours, including but not limited to limited sécg, deluxe, luxur
upscale, and mid-scale with food and beverages®rvi

6.B. Compensation

For the fiscal year ended December 31, 2010, theeggte cash compensation and benefits that wegaidr
directors and executive officers were approximaRil§B5.2 million. No pension, retirement or similzenefits hav
been set aside or accrued for our executive offioedirectors. We have no service contracts withat our
directors providing for benefits upon terminatidremployment.

Share Incentive Plans

In February 2007, our board of directors and oareholders adopted our 2007 Global Share Plartracaand
retain the best available personnel for positidnsubstantial responsibility, to provide additiomatentives to
selected employees, directors, and consultantsoamemote the success of our business. Our 200BaBEhare
Plan was subsequently amended in December 2007milléon ordinary shares may be issued under ougraded
and restated 2007 Global Share Plan, or the AmeadédRestated 2007 Plan.

In June 2007, our board of directors and our sleddens adopted our 2008 Global Share Plan witls#imee
purpose as our 2007 Global Share Plan. Our 200BaB®hare Plan was subsequently amended in Oc2008:
Seven million ordinary shares may be issued undeamended and restated 2008 Global Share Plame or
Amended and Restated 2008 Plan.

In September 2009, our board of directors and bareholders adopted our 2009 Share Incentive Fitiin w
purposes similar to our 2007 Global Share Plan22@8 Global Share Plan. Our 2009 Share Incentiae ®Rhs
subsequently amended in October 2009 and Augu$t Fifteen million ordinary shares may be issuedanrour
amended 2009 Share Incentive Plan, or the Amended Rlan.

Plan Administration. Our board of directors or one committee appoitedur board administers all of our
option plans.

Types of Awards.The following briefly describes the principal feges of the various awards that may be
granted under our Amended and Restated 2007 ar&iPa@s.

< Options. Each option agreement must specify the exeprise. The exercise price of an option must not be
less than 100% of the fair market value of the uyte shares on the option grant date, and a highe
percentage may be required. The term of an optiantgd under the Amended and Restated 2007 and 2008
Plans must not exceed ten years from the datepti@nds granted, and a shorter term may be redL

» Share Purchase RightsA share purchase right is a right to purchastioted shares. Each share purchase
right under the Amended and Restated 2007 and P@0& must be evidenced by a restricted share asgch
agreement between the purchaser and us. The parphas will be determined by the administratoreTh
share purchase rights will automatically expiradf exercised by the purchaser within 30 days #fieigrant
date.

The following briefly describes the principal feeta of the various awards that may be granted umater
Amended 2009 Plan:

e Options. The purchase price per share under an optidibevitletermined by a committee appointed by our
board and set forth in the award agreement. Thne ¢éran option granted under the Amended 2009 Rlasi
not exceed ten years from the grant date, andréeshierm may be require

» Restricted Stock and Restricted Stock U. An award of restricted stock is a grant of oxdimary shares
subject to restrictions the committee appointedinyboard may impose. A restricted stock unit is a
contractual right that is denominated in our ordjrghares, each of which represents a right tavedbe
value of a share or a specified percentage of galtle upon the terms and conditions set forth én th
Amended 2009 Plan and the applicable award agree
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¢ Other Stock-based AwardsThe committee is authorized to grant other stoeéed awards that are
denominated or payable in or otherwise relatedutooodinary shares such as stock appreciationgighd
rights to dividends and dividend equivalents. Teamd conditions of such awards will be determingdhie
committee appointed by our board. Unless the anaelgrranted in substitution for outstanding awards
previously granted by an entity that we acquiredambined, the value of the consideration for titérary
shares to be purchased upon the exercise of sumfiiswhall not be less than the fair market vafube
underlying ordinary shares on the grantd

Vesting Schedule As of the date of this annual report, we haversat into option agreements and restricted
stock award agreements respectively under our Asttadd Restated 2007 and 2008 Plans and our Ameoded
Plan. Pursuant to each option agreement, 50% afghiens granted shall vest on the second annigetfahe
vesting commencement date specified in the correipg option agreement, ahd s of the options shall vest each
month thereafter over the next two years on trst flay of each month, subject to the optionee’sicoimg to
provide services to us. Pursuant to each restrattmtk award agreement, 50% of the restricted syjomkted shall
vest on the second anniversary of the vesting camament date specified in the corresponding résttistock
award agreement, aAds of the restricted stock shall vest each six-momttiqul thereafter over the next two years
on the last day of each six-month period, subjgthé¢ grantee’s continuing to provide servicesso u

Termination of the Amended and Restated 2007 a8 Rans and the Amended 2009 Pla@ur Amended
and Restated 2007 and 2008 Plans and our Amend&drtan will terminate in 2017, 2018 and 2019, eetipely.
Our board of directors may amend, suspend, or tetmiour Amended and Restated 2007 and 2008 Riadnsua
Amended 2009 Plan at any time. No amendment, &tiarasuspension, or termination of these pland steterially
and adversely impair the rights of any participaith respect to an outstanding award, unless miytagkeed
otherwise between the participant and the admatistr

The following table summarizes options that we hgnanted to our directors and executive officers tanothe
individuals as a group under our share incentiaagl

Ordinary Shares

Underlying Options Exercise Price

Name Awarded(1) (US$/Share) Date of Grant Date of Expiration
Qi Ji 400,00( 1.5 October 1, 200! October 1, 201!
Tongtong Zhac 100,00( 1.5 October 1, 200! October 1, 201!
John Jiong Wi 100,00( 1.5 October 1, 200! October 1, 201!
Yan Huanc * 1.5 October 1, 200! October 1, 201!
Joseph Chov * 3.71  July 20, 201( July 20, 202(
Tuo (Matthew) Zhan * 1.40, July 1, 2007 July 1, 2017,
1.53, August 3, 2009 August 3, 2019
1.5 November 20, 200 November 20, 201
Min (Jenny) Zhan( * 1.40, October 1, 2007 October 1, 2017
1.5 November 20, 200 November 20, 201
Haijun Wang * 0.5C February 4, 200 February 4, 201
Other individuals as a grot 12,189,17 0.5(-3.71  February 4, 200— February 4, 201—

July 20, 201(

July 20, 202(

* Upon exercise of all options granted, would bena&lfic own less than 1% of our outstanding ordinsinares

(1) Includes options to purchase an aggregate of 32B&rdinary shares that have been exercised lgircer
officers and options to purchase an aggregates654466 ordinary shares that have been exerciseérgin

employees
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6.C. Board Practices
General

Our board of directors currently consists of sibedtors. Under our amended and restated memoraaddm
articles of association, which came into effectrupar initial public offering, our board of direcgoshall consist of
at least two directors. Our directors shall betelddy the holders of ordinary shares. There ishayeholding
requirement for qualification to serve as a mentdfeur board of directors.

Our board of directors may exercise all the poveéithe company to borrow money, mortgage or chiésge
undertaking, property and uncalled capital, andeéstebentures, debenture stock and other secwritiesever
money is borrowed or as security for any debt,litgtor obligation of the company or of any thipérty.

We believe that each of Ms. Tongtong Zhao, Mr. Jéibng Wu, Mr. Joseph Chow and Mr. Yan Huang are an
“independent director” as that term is used in NASDcorporate governance rules.

Duties of Directors

Under Cayman Islands law, our directors have a diityyalty to act honestly in good faith with sew to our
best interests. Our directors also have a dutyxéocése the skill they actually possess and suoh &ad diligence
that a reasonably prudent person would exercisenmparable circumstances. In fulfilling their datiycare to us,
our directors must ensure compliance with our mamdum and articles of association.

Terms of Directors and Executive Officers

Each of our directors holds office until a successs been duly elected and qualified. All of oxe@utive
officers are appointed by and serve at the dismedf our board of directors.

Board Committees

We have established two committees under the bafatitectors — the audit committee and the compmsa
committee. Each committee’s members and functiomslascribed below. We currently do not plan talg&h a
nominating committee. As a foreign private issuez,are permitted to follow home country corporatgarnance
practices under Rule 5615(a)(3) of the NASDAQ M#rkace Rules. This home country practice of ouffeid fromr
Rule 5605(e) of the NASDAQ Marketplace Rules regaydmplementation of a nominating committee, beseau
there are no specific requirements under Caymandsllaw on the establishment of a nominating catemiWe
have adopted a charter for each of the board caewsit

Audit Committee

Our audit committee consists of three directorsyelg Mr. John Jiong Wu, Mr. Joseph Chow and Mr. Yan
Huang. All of these three directors satisfy theddpendence” requirements of the NASDAQ Global Masgkel the
Securities and Exchange Commission, or the SEQaggus. In addition, our board of directors hatedmined that
Mr. Joseph Chow is qualified as an audit commitirg@ncial expert within the meaning of the SEC fagjans. The
audit committee oversees our accounting and fiuneporting processes and the audits of the fiahstatements
of our company. The audit committee is responditmeamong other things:

« selecting the independent auditors and preespg all auditing and non-auditing services peteai to be
performed by the independent auditc

« selecting independent auditors and pre-appgpall auditing and non-auditing services permittete
performed by the independent auditc

* setting clear hiring policies for employees or fermemployees of the independent audit
* reviewing with the independent auditors any audibfems or difficulties and managem’s response
* reviewing and approving all proposed rel-party transactions

« discussing the annual audited financial statem&ittsmanagement and the independent audi
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« discussing with management and the indeperalatitors major issues regarding accounting priasipnd
financial statement presentatio

« reviewing reports prepared by management@irtiependent auditors relating to significantificial
reporting issues and judgmer

 reviewing with management and the independaditors related-party transactions and off-balaieeet
transactions and structure

and actions
« reviewing policies with respect to risk assessnagck risk managemer
« reviewing our disclosure controls and procedurekiaternal control over financial reportin

« timely reviewing reports from the independautlitors regarding all critical accounting policae®d practices
to be used by our company, all alternative treatmeffinancial information within GAAP that haveén
discussed with management and all other materigtiewrcommunications between the independent angdito
and managemer

 establishing procedures for the receipt, t&arand treatment of complaints received from employees
regarding accounting, internal accounting contoolauditing matters and the confidential, anonymous
submission by our employees of concerns regardiegtipnable accounting or auditing matt

» annually reviewing and reassessing the adequacyradudit committee charte

« such other matters that are specifically delegtaiexiir audit committee by our board of directoarrtime tc
time; and

* meeting separately, periodically, with managemiet,internal auditors and the independent audi

Compensation Committee

Our compensation committee consists of Mr. Johngli&Wu, Mr. Joseph Chow and Mr. Yan Huang. All of
these three directors satisfy the “independenagtlirements of NASDAQ Marketplace Rules and the SEC
regulations. Our compensation committee assistbdhed in reviewing and approving the compensattancture o
our directors and executive officers, includingfatims of compensation to be provided to our doectand
executive officers. The compensation committeesponsible for, among other things:

 reviewing and approving the compensation for oni@eexecutives

« reviewing and evaluating our executive compensadith benefits policies general

* reporting to our board of directors periodica

 evaluating its own performance and reporting tolmard of directors on such evaluati

« periodically reviewing and assessing the adegwf the compensation committee charter and rewamding
any proposed changes to our board of directors

¢ such other matters that are specifically datied to the compensation committee by our boadire€tors
from time to time

6.D. Employees

We had 5,550, 6,181 and 7,801 employees as of Desredi, 2008, 2009 and 2010, respectively. As of
December 31, 2010, 3,068 of our employees wereacted through a third-party human resources comnp&ie
recruit and directly train and manage all of oupéagees. We believe that we maintain a good workaigtionship
with our employees and we have not experiencedsamjficant labor disputes. Our employees haveentéred inti
any collective bargaining agreements.
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6.E. Share Ownership

The following table sets forth information with pext to the beneficial ownership, within the megrof
Rule 13d-3 under the Exchange Act, of our ordirsdrgres, as of March 28, 2011 by:

 each of our directors and executive officers;
« each person known to us to own beneficially moam t6% of our ordinary share

Beneficial ownership is determined in accordandd wie rules of the Securities and Exchange Coniomiss
and includes voting or investment power with respet¢he ordinary shares. Except as indicated bedmd subject
to applicable community property laws, the perswamed in the table have sole voting and investipewer with
respect to all ordinary shares shown as benefjoialined by them.

Ordinary Shares
Beneficially Owned(1)

Number %

Directors and Executive Officers:

Qi Ji 115,002,64(2) 47.7
Tongtong Zhac 38,280,00(3) 15.¢
John Jiong Wi 9,633,33. 4.C
Min Fan 22,049,44(4) 9.4
Yan Huanc — —
Joseph Chov — —
Tuo (Matthew) Zhan * *
Min (Jenny) Zhan( * *
Chang St * *
Haijun Wang * *
All Directors and Executive Officers as a Grc 153,721,05(5) 64.C
Principal Shareholders:

Winner Crown Holdings Limite: 80,002,64(6) 33.Z
East Leader International Limite 38,280,00(7) 15.¢
Ctrip.com International, Ltd 22,049,44(8) 9.1
FMR LLC 20,975,89(9) 8.7

* Less than 1%

(1) The number of ordinary shares outstanding in catowg the percentages for each listed person ampgirclude:
the ordinary shares underlying options held by qerison or group exercisable within 60 days aftardi 28,
2011. Percentage of beneficial ownership of eathdiperson or group prior to this offering is lohsa
(i) 241,179,223 ordinary shares outstanding as afdil 28, 2011, and (ii) the ordinary shares undeglghare
options exercisable by such person within 60 dégs March 28, 2011

(2) Includes (i) 80,002,649 ordinary shares held by M¢imCrown Holdings Limited, or Winner Crown, a Bafit
Virgin Islands company wholly owned by Sherman Hudd Limited, a Bahamas company, which is in turn
wholly owned by Credit Suisse Trust Limited, or TiSistee. CS Trustee acts as trustee of the Ji Famikt, of
which Mr. Qi Ji and his family members, are thedfemaries, (ii) 15,000,000 ordinary shares heldHast
Leader International Limited, or East Leader, aifiVirgin Islands company, over which Mr. Ji hasing
power pursuant to a power of attorney dated Fepray 2010, and (iii) 4,000,000 Restricted ADSsespnting
16,000,000 ordinary shares, 930,000 ADSs reprasgftir20,000 ordinary shares and 280,000 ordirfzayes
held by East Leader, over which Mr. Ji has votiogver pursuant to a power of attorney dated Marct?R91
East Leader is wholly owned by Perfect Will Holdsngmited, a British Virgin Islands company, whiishin
turn wholly owned by Bank Sarasin Nominees (Cl) itéd, as nominee for Sarasin Trust Company Guernsey
Limited, or Sarasin Trust. Sarasin Trust acts astée of the Tanya Trust, of which Ms. Tongtong&aad her
family members, are the beneficiari
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(3) Includes 16,760,000 ordinary shares, 4,000,000rRest ADSs representing 16,000,000 ordinary shanels
1,380,000 ADSs representing 5,520,000 ordinaryeshleld by East Leader, a British Virgin Islandsipany
wholly owned by Perfect Will Holdings Limited, aiBsh Virgin Islands company, which is in turn whol
owned by Bank Sarasin Nominees (CI) Limited, asinemfor Sarasin Trust Company Guernsey Limited, or
Sarasin Trust. Sarasin Trust acts as trustee dfdhga Trust, of which Ms. Tongtong Zhao and herifa
members, are the beneficiaries. Ms. Zhao is the diobctor of East Leade

(4) Includes (i) 7,202,482 ordinary shares that Ctripchased from us, (ii) an aggregate of 11,646,960
ordinary shares that Ctrip purchased from the Clwengunds, CDH Courtyard Limited, the IDG Fundg th
Northern Light Funds and Pinpoint Capital 2006 Anited, and (iii) 800,000 ADSs representing 3,200,
ordinary shares that Ctrip subscribed in our ihjsigblic offering. By virtue of being a director éithe chief
executive officer and president of Ctrip, Mr. Faaynbe deemed to beneficially own an aggregate #422446
ordinary shares. Mr. Fan disclaims beneficial owhgr of the shares beneficially owned by Ctrip gxde the
extent of his pecuniary interests therein. Mr. Banisiness address is 99 Fu Quan Road, Shangtg&8%00
Peopl¢s Republic of Chine

(5) Includes ordinary shares and ordinary shares isswglon exercise of all of the options that arereigsable
within 60 days after March 28, 2011 held by albaf directors and executive officers as a gr

(6) Winner Crown is a British Virgin Islands companyallly owned by Sherman Holdings Limited, a Bahamas
company, which is in turn wholly owned by Creditisae Trust Limited, or CS Trustee. CS Trustee asts
trustee of the Ji Family Trust, of which Mr. Qi dur founder and executive chairman, and his famiémbers,
are the beneficiaries. Mr. Ji is the sole directfowinner Crown. The address of Winner Crown is rkBldg.,
24 De Castro Street, Wickhams Cay |, Road TowntolayrBritish Virgin Islands

(7) East Leader is a British Virgin Islands company ishowned by Perfect Will Holdings Limited, a Bista
Virgin Islands company, which is in turn wholly oachby Bank Sarasin Nominees (CI) Limited, as nomniioe
Sarasin Trust Company Guernsey Limited, or Sarfigist. Sarasin Trust acts as trustee of the Tanyst,Tof
which Ms. Tongtong Zhao and her family members tlaeebeneficiaries. Ms. Zhao is the sole direcfdEast
Leader. The address of East Leader is P.O. Box®@8%hore Incorporations Centre, Road Town, TortBlatish
Virgin Islands.

(8) Includes (i) 7,202,482 ordinary shares that Ctripchased from us, (ii) an aggregate of 11,646,960
ordinary shares that Ctrip purchased from the Clwengunds, CDH Courtyard Limited, the IDG Fundg th
Northern Light Funds and Pinpoint Capital 2006 Anited, and (iii) 800,000 ADSs representing 3,200,
ordinary shares that Ctrip subscribed in our ihfsigblic offering. Ctrip is a Cayman Islands compamnd its
address is 99 Fu Quan Road, Shanghai 200335, I's Republic of Ching

(9) Based on the Schedule 13G filed with the SEC ometp 14, 2011. FMR LLC's principal business offise82
Devonshire Street, Boston, Massachusetts 02108lifyitlanagement & Research Company, 82 Devonshire
Street, Boston, Massachusetts 02109, a wholly-ownédidiary of FMR LLC and an investment adviser
registered under Section 203 of the Investment gatgi Act of 1940, is the beneficial owner of 19,580 of
our ordinary shares as a result of acting as invest adviser to various investment companies regidtunder
Section 8 of the Investment Company Act of 194Q. IHmited, Pembroke Hall, 42 Crow Lane, Hamilton,
Bermuda, a qualified institution under Rule 13d){X}(ii) under the Securities Exchange Act of 198dviding
investment advisory and management services tordeuof non-U.S. investment companies and certain
institutional investors, is the beneficial ownerlp448,312 of our ordinary shart

As of March 28, 2011, we had 241,179,223 ordinaares issued and outstanding. To our knowledgédiade
only one record shareholder in the United Staté#)adk, N.A., which is the depositary of our AD&pgram and
held approximately 37.0% of our total outstandindjirmary shares under our ADS program and the deggsif our
restricted ADS program and held approximately 6a@%ur total outstanding ordinary shares underrestricted
ADS program. The number of beneficial owners of ADISs in the United States is likely to be muclyéarthan th
number of record holders of our ordinary shareb@United States.

None of our existing shareholders has differeningptights from other shareholders since the clpsihour
initial public offering. We are not aware of anyargement that may, at a subsequent date, resalthiange of
control of our company.

ITEM 7. MAJOR SHAREHOLDERS AND RELATED PARTY TRANSACTION
7.A. Major Shareholders
Please refer to “Item 6. Directors, Senior Managemad Employees — E. Share Ownership.”

7.B. Related Party Transactions
Private Placements

In August 2009, we issued 2,766,243 ordinary shiarasprivate placement at a price of US$1.80427share



The purchasers include Winner Crown, which purctids@82,509 shares.
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Upon the completion of our initial public offeririg March 2010, each Series A convertible prefesieares an
Series B convertible redeemable preferred shares esaverted into ordinary shares on a one-to-@sésb

Transactions with Suzhou Property

We conduct transactions in the ordinary courseuofomisiness with Lishan Property (Suzhou) Co.,,ldd.
Suzhou Property, a subsidiary of Powerhill, whickswwned by Mr. Qi Ji and Ms. Tongtong Zhao until
January 2010 and has been wholly owned by Mr. Qindie January 2010. Prior to Powerhill's trangfidfebruary
2007 of all of its ownership interests in HanTinmgkong and Shanghai HanTing to us in exchangeduor
preferred shares, Powerhill conducted its operatibrough three wholly owned subsidiaries in th&€PRamely
HanTing Xingkong, Shanghai HanTing and Suzhou RtgpAfter such exchange, each of HanTing Xingkand
Shanghai HanTing became our wholly owned subsididnije Suzhou Property remains a wholly owned siibsy
of Powerhill. See “Item 4. Information on the Compa— A. History and Development of the Company.” @fger
into lease agreements with Suzhou Property to ldmee hotel buildings owned by Suzhou Property.paierents
under these leases in amounts similar to what elated third party would pay for such leases. [88&®009 and
2010, the aggregate amount we paid for rent to QuEmoperty was RMB3.5 million, RMB3.6 million and
RMB3.6 million, respectively.

Certain commercial buildings of Suzhou Propertydegiged as collateral to secure our credit fyoilith a
maximum amount of RMB172.0 million with the Induatrand Commercial Bank of China in 2008 and 2009.

Transactions with Ctrip

We conduct transactions in the ordinary courseuofomisiness with Ctrip.com International, Ltd. Girip, an
entity in which Mr. Qi Ji, our founder, is a co-fuder, shareholder and independent director. Cériplered
reservation services to us to facilitate our cushianin making reservations at our hotels from Gtiipptel booking
system. In 2008, 2009 and 2010, the aggregate cssionifees of our leased-and-operated hotels paidrip.com
for its reservation services amounted to RMB7.8iom) RMB9.9 million and RMB9.5 million, respectilye

In a private placement before our initial publiéesing in 2010, Ctrip purchased 7,202,482 ordirgrgres fron
us and an aggregate of 11,646,964 of our ordinaayes from the Chengwei Funds, CDH Courtyard Lidyitee
IDG Funds, the Northern Light Funds and Pinpoinpi@& 2006 A Limited at a price equal to the irlifiablic
offering price per share. The investments by Girge made pursuant to transactions exempt fronstragion unde
the Securities Act. In connection with these tratisas, Ctrip was granted registration rights sabsally similar to
those granted to certain holders of our registrabturities under our amended and restated shderh@greement.
In addition, we have granted Ctrip the right to iwette one person to serve on our board as longrgsadd its
affiliates continuously maintain (i) at least 5%aafr total outstanding ordinary shares in the tlyesrs following
the closing of our initial public offering and (&) least 8% of our total outstanding ordinary ekdhereafter. In
addition, Ctrip subscribed a total of 800,000 ADx$sur initial public offering at the initial puldioffering price.
The ADSs issued and sold to Ctrip are on the samestas the other ADSs being offered in our infiigblic
offering. Ctrip and one of our competitors, Homadi& Hotels Management Inc., share two directota/ben their
boards.

Employment Agreements

See “Iltem 6. Directors, Senior Management and Eygade — A. Directors and Senior Management —
Employment Agreements” for a description of the lmpment agreements we have entered into with cuinse
executive officers.

Share Incentives

See “Iltem 6. Directors, Senior Management and Eygade — B. Compensation of Directors and Executive
Officers — Share Incentive Plans” for a descriptidrshare options we have granted to our directdfiers and
other individuals as a group.
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7.C. Interests of Experts and Counsel

Not applicable.

ITEM 8. FINANCIAL INFORMATION

8.A. Consolidated Statements and Other Financiahiformation
8.A.1. See “ltem 18. Financial Statements” for our aedlitonsolidated financial statements.

8.A.2. See “ltem 18. Financial Statements” for our aedlitonsolidated financial statements, which colver t
last three financial years.

8.A.3. See page F-2 for the report of our independegistered public accounting firm.
8.A.4. Not applicable.
8.A.5. Not applicable.
8.A.6. Not applicable.

8.A.7. Legal and Administrative Proceedings

See “ltem 4. Information on the Company — B. Busm®verview — Legal and Administrative Proceedihgs.

8.A.8. Dividend Policy

We currently intend to retain most, if not all,afr available funds and any future earnings to ateesind
expand our business. We had never declared odpadknds prior to December 31, 2010 and we ddchase
any plan to declare or pay any dividends in the figare.

Our board of directors has complete discretioneiciding whether to distribute dividends. Even if board of
directors decides to pay dividends, the timing, ami@nd form of future dividends, if any, will defzkon,
among other things, our future results of operatiamd cash flow, our capital requirements and aarphe
amount of distributions, if any, received by usifirour subsidiaries, our financial condition, contuel
restrictions and other factors deemed relevantunpoard of directors.

If we pay any dividends, our ADS holders will beied to such dividends to the same extent asdrsldf our
ordinary shares, subject to the terms of the dépgseement, including the fees and expenses payabl
thereunder. Cash dividends on our ordinary shérasy, will be paid in U.S. dollars.

We are a holding company with no material operatiohour own. We conduct our operations primarily
through our subsidiaries in China. As a result, ahility to pay dividends and to finance any debtmay incur
depends upon dividends paid to us by our subsadiali our subsidiaries or any newly formed sulasids incu
debt on their own behalf in the future, the insteunts governing their debt may restrict their apild pay
dividends to us. In addition, our subsidiaries@eanitted to pay dividends to us only out of thetained
earnings, if any, as determined in accordance RRIC accounting standards and regulations. Pursoidentvs
applicable to entities incorporated in the PRC,subsidiaries in the PRC must make appropriaticors fafter-
tax profit to non-distributable reserve funds. Thesserve funds include one or more of the follawii) a
general reserve, (ii) an enterprise expansion amut(iii) a staff bonus and welfare fund. Subjectértain
cumulative limits, the general reserve fund requae annual appropriation of 10% of after-tax pr@ts
determined under accounting principles generalbepted in the PRC at each year-end); the other fund
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appropriations are at the subsidiaries’ discretidrese reserve funds can only be used for spemificoses of
enterprise expansion, staff bonus and welfare a@adhot distributable as cash dividends.

8.B. Significant Changes

Except as disclosed elsewhere in this annual reperhave not experienced any significant change she
date of our audited consolidated financial statamatiuded in this annual report.

ITEM 9. THE OFFER AND LISTING

9.A. Offering and Listing Details

Our ADSs have been quoted on the NASDAQ Global Madkder the symbol “HTHT” since March 26, 2010.
The table below sets forth, for the periods indidathe high and low market prices and the avedagg volume of
trading activity on the NASDAQ Global Market foretlshares represented by ADSs.

Average Daily
High Low Trading Volume
(In thousand of ADSs)

2010
First quarter (from March 2¢ $15.5C  $13.4¢ 2,192.¢
Second quarte 18.5¢ 13.81 125.
Third quartel 25.9¢ 14.2¢ 102.2
Fourth quarte 27.5( 19.1¢ 285.2
October 27.5( 21.67 240.1
Novembel 24.9¢ 20.4: 317.c
Decembe! 23.9¢ 19.1¢ 298.2

2011
January 24 .47 20.0¢ 274.%
February 20.2( 16.0( 240.1
March 19.9( 15.9( 301.C
April (through April 4, 2011 19.4% 17.4¢ 366.(

9.B. Plan of Distribution
Not applicable.

9.C. Markets

The principal trading market for our shares isRMSDAQ Global Market, on which our shares are tthuhe
the form of ADSs.

9.D. Selling Shareholders
Not applicable.

9.E. Dilution
Not applicable.

9.F. Expenses of the Issue

Not applicable.

ITEM 10. ADDITIONAL INFORMATION

10.A. Share Capital
Not applicable.
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10.B. Memorandum and Articles of Association

We incorporate by reference into this annual reffertdescription of our amended and restated memdam
and articles of association contained in our regfisin statement on Form F-1 (File No. 333-1652#®inally filed
with the Securities and Exchange Commission on M&;@010, as amended. Our shareholders adopted our
amended and restated memorandum and articlesadiassn by a special resolution on March 12, 2010.

10.C. Material Contracts

We have not entered into any material contracterdtian in the ordinary course of business andr aktze
those described in Item 4, “Information on the Camy’ and in Item 7, “Major Shareholders and Rel&ady
Transactions” or elsewhere in this annual report.

10.D. Exchange Controls

See “ltem 4. Information on the Company — B. Buss®verview — Regulation — Regulations on Foreign
Currency Exchange.”

10.E. Taxation

The following summary of the material Cayman Iskgn@eople’s Republic of China and United Statesrfsd
income tax consequences of an investment in oursA@®rdinary shares is based upon laws and relevan
interpretations thereof in effect as of the datéhef annual report, all of which are subject tarpe. This summary
does not deal with all possible tax consequendatng to an investment in our ADSs or ordinaryrsisasuch as tl
tax consequences under state, local and otheawes |

Cayman Islands Taxation

The Cayman Islands currently levies no taxes oivididals or corporations based upon profits, incpgans
or appreciation and there is no taxation in theimeatf inheritance tax or estate duty. There arether taxes likely
to be material to us levied by the Government ef@ayman Islands except for stamp duties which neay
applicable on instruments executed in, broughot@roduced before a court of the Cayman Islantle. Gayman
Islands is not party to any double tax treatie®r€&rare no exchange control regulations or curreeslyictions in
the Cayman Islands.

PRC Taxation
PRC taxation on us

On March 16, 2007, the National People’s CongriesChinese legislature, passedEmeerprise Income Tax
Law, and on December 6, 2007, the PRC State Councédsthelmplementation Regulations of the Enterprise
Income Tax Lawboth of which became effective on January 1, 200&. Enterprise Income Tax Law and its
Implementation Regulations, or the new EIT Law,legspa uniform 25% enterprise income tax rate tihforeign-
invested enterprises and domestic enterpriseseTiber transition period for enterprises, whetbegifninvested o
domestic, which currently receive preferential t@atments granted by relevant tax authoritiesepnises that are
subject to an enterprise income tax rate lower #&# may continue to enjoy the lower rate and gagdransfer
to the new tax rate within five years after theeefive date of the new EIT Law. Enterprises that@anrently
entitled to exemptions or reductions from the staddncome tax rate for a fixed term may contiruerjoy such
treatment until the fixed term expires. Preferdntia treatments will continue to be granted tousities and
projects that are strongly supported and encourbgéle state, and enterprises classified as “mahhégh
technology enterprises strongly supported by theeSare entitled to a 15% enterprise income téx ra

PRC taxation of our overseas shareholders

The new EIT Law provides that enterprises estabtistutside of China whose “de facto managemenelbddi
are located in China are considered “resident prisas.” The “de facto management body” is defiasdhe
organizational body that effectively exercises allenanagement and control over production andrassi
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operations, personnel, finance and accountingpamgkerties of the enterprise. Currently, thererareletailed rules
or precedents governing the procedures and spedifizia for determining “de facto management hbde State
Administration of Taxation issued a notice settiogh specific standards for determination of tde facto
management body” of offshore companies directly eidvby PRC enterprises, but this notice does ndyapps
because we are directly owned by PRC individuatsséch, it is still unclear if the PRC tax authestwould
determine that, notwithstanding our status as tagtan Islands holding company of our operatingrmss in
China, we should be classified as a PRC “resideterprise.”

The new EIT Law imposes a withholding tax of 10%dridends distributed by a foreignvested enterprise
its immediate holding company outside of Chinaui€h immediate holding company is considered a-tesident
enterprise” without any establishment or place inithhina or if the received dividends have no catioa with the
establishment or place of such immediate holdimgmany within China, unless such immediate holdiogngany’s
jurisdiction of incorporation has a tax treaty w@éhina that provides for a different withholdingaargement
Holding companies in Hong Kong, for example, argject to a 5% withholding tax rate. The Caymanndia
where we are incorporated, does not have such tagtaty with China. Thus, dividends paid to us by subsidiarie
in China may be subject to the 10% withholdingifaxe are considered a “non-resident enterprisefaunrthe new
EIT Law.

The new EIT Law provides that PRC “resident enisgs” are generally subject to the uniform 25% gmiee
income tax rate on their worldwide income. Therefdf we are treated as a PRC “resident enterprgewill be
subject to PRC income tax on our worldwide incorntha 25% uniform tax rate, which could have anaatmn ou
effective tax rate and an adverse effect on oumeeime and results of operations, although divitdedistributed
from our PRC subsidiaries to us would be exemphftee PRC dividend withholding tax, since such ineds
exempted under the new EIT Law to a PRC residexipient. However, if we are required under the €W Law
to pay income tax on any dividends we receive foamsubsidiaries, our income tax expenses willéase and the
amount of dividends, if any, we may pay to our shatders and ADS holders may be materially and ragle
affected.

Under the new EIT Law, PRC withholding tax at thterof 10% is applicable to interest and dividepalgable
to investors that are “non-resident enterprise$jittvdo not have an establishment or place of legsim the PRC,
or which have such establishment or place of basibet the relevant income is not effectively canee with the
establishment or place of business, to the extestt mterest and dividends have their sources mwitineé PRC.
Similarly, any gain realized on the transfer of AD® ordinary shares by such investors is alscestibp 10% PRC
withholding tax if such gain is regarded as incatedved from sources within the PRC. Thereforeyafare
considered a PRC “resident enterprise,” dividendg®ay with respect to our ADSs or ordinary sharesthe gains
realized from the transfer of our ADSs or ordinaimares may be considered as income derived fromesowithin
the PRC and be subject to PRC withholding tax.

Moreover, non-resident individual investors areuiegf to pay PRC individual income tax on intemast
dividends payable to the investors or any capaagrealized from the transfer of ADSs or ordinginares if such
gains are deemed income derived from sources witleéiiPRC. Under the PRC Individual Income Tax LamiJTL,
non-resident individual refers to an individual whies no domicile in China and does not stay irtehdtory of
China or who has no domicile in China and has stéty¢he territory of China for less than one ydarrsuant to the
[ITL and its implementation rules, for purposegsttd PRC capital gains tax, the taxable incomehwlthe balance
of the total income obtained from the transferhaf ADSs or ordinary shares minus all the costsexipeénses that
are permitted under PRC tax laws to be deducted the income. Therefore, if we are considered BR@
“resident enterprise” and dividends we pay wittpezs to our ADSs or ordinary shares and the g&akzed from
the transfer of our ADSs or ordinary shares aresictaned income derived from sources within the BiR@elevant
competent PRC tax authorities, such dividends amtsgearned by non-resident individuals may alssuiigect to
PRC tax.

U.S. Federal Income Tax Considerations

The following is a description of the material Uf&deral income tax consequences to the U.S. Holder
described below of owning and disposing of ordirglrgres or ADSs, but it does not purport to beraprehensive
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description of all tax considerations that may ddevant to a particular person’s decision to hbllgecurities. This
discussion applies only to a U.S. Holder that holdinary shares or ADSs as capital assets foptagoses. In
addition, it does not describe all of the tax cousmnces that may be relevant in light of the U.&ldelr's particular
circumstances, including alternative minimum tarszEguences and tax consequences applicable télolders
subject to special rules, such as:

« certain financial institutions
» dealers or traders in securities who umark-to-marketmethod of tax accountin

« persons holding ordinary shares or ADSs asqfa hedging transaction, straddle, wash salevesion
transaction or integrated transaction or persoteriag into a constructive sale with respect todhdinary
shares or ADS:

» persons whose functional currency for U.S. feda@me tax purposes is not the U.S. dol
* entities classified as partnerships for U.S. feldamme tax purpose

» tax-exempt entities, includin®individual retirement accour” or “Roth IRA¢";

 persons that own or are deemed to own ten percenore of our voting stocl

e persons who acquired our ordinary shares os#&\pursuant to the exercise of an employee staitropr
otherwise as compensation;

« persons holding shares in connection with a tradmisiness conducted outside of the United St

If an entity that is classified as a partnershipUcS. federal income tax purposes holds ordinhayes or
ADSs, the U.S. federal income tax treatment ofrénga will generally depend on the status of therga and the
activities of the partnership. Partnerships holdingjnary shares or ADSs and partners in such estips should
consult their tax advisers as to the particular. fe8eral income tax consequences of holding asploding of the
ordinary shares or ADSs.

This discussion is based on the Internal Revenuke ©61986, as amended, or the Code, administrative
pronouncements, judicial decisions, final, temppeard proposed Treasury regulations, and the indasn&reaty
between the PeopkeRepublic of China and the United States, or tleafly, all as of the date hereof, any of whic
subject to change, possibly with retroactive effttds also based in part on representations byd#positary and
assumes that each obligation under the deposi¢egnet and any related agreement will be performedcordanc
with its terms.

A “U.S. Holder” is a holder who, for U.S. federatbme tax purposes, is a beneficial owner of orglishares
or ADSs whao is eligible for the benefits of the dngand is:

* acitizen or resident of the United Stal

< a corporation, or other entity taxable as gaoration, created or organized in or under theslafithe United
States, any state therein or the District of Colianbr

* an estate or trust the income of which is subjeti.S. federal income taxation regardless of itgce

In general, a U.S. Holder who owns ADSs will baategl as the owner of the underlying shares repreddry
those ADSs for U.S. federal income tax purposesofdingly, no gain or loss will be recognized #)e&5. Holder
exchanges ADSs for the underlying shares repredéntéhose ADSs.

The U.S. Treasury has expressed concern that péotighom American depositary shares are releaskaed
shares are delivered to the depositary, also exfdérr as pre-release, or intermediaries in thenobladwnership
between holders and the issuer of the securityrlyidg the American depositary shares, may be takictions that
are inconsistent with the claiming of foreign tagdits by holders of American depositary sharegs€éhactions
would also be inconsistent with the claiming of thduced rate of tax, described below, applicablitidends
received by certain non-corporate holders. Accaylglithe creditability of PRC taxes, and the
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availability of the reduced tax rate for dividerrdseived by certain non-corporate U.S. Holdersh etscribed
below, could be affected by actions taken by suatigs or intermediaries.

U.S. Holders should consult their tax advisers eomiag the U.S. federal, state, local and fore@n t
consequences of owning and disposing of ordinaayeshor ADSs in their particular circumstances.

This discussion assumes that we are not, and atilbacome, a passive foreign investment company, as
described below.

Taxation of Distributions

Distributions paid on ordinary shares or ADSs, othan certairpro rata distributions of ordinary shares, will
be treated as dividends to the extent paid outiotarrent or accumulated earnings and profitgiéasrmined under
U.S. federal income tax principles). Because waatanaintain calculations of our earnings and psafnder
U.S. federal income tax principles, it is expedteat distributions generally will be reported tdSUHolders as
dividends. Subject to applicable limitations and tliscussion above regarding concerns expressgwby
U.S. Treasury, dividends paid to certain non-caafmb.S. Holders in taxable years beginning belareiary 1,
2013 may be taxable at favorable rates, up to aman rate of 15%. U.S. Holders should consult tkeeiradvisers
regarding the availability of the reduced tax m@edividends. The amount of a dividend will inclualey amounts
withheld by us in respect of PRC taxes. The amofittie dividend will be treated as foreign-souroednd
income to U.S. Holders and will not be eligible the dividends-received deduction generally avéalad
U.S. corporations under the Code. Dividends willfuded in a U.S. Holder’s income on the datéhef
U.S. Holder’s, or in the case of ADSs, the depogisareceipt of the dividend. The amount of anyidénd income
paid in RMB will be the U.S. dollar amount calceldtby reference to the exchange rate in effecherdate of
receipt, regardless of whether the payment iséhdanverted into U.S. dollars. If the dividencdt@verted into
U.S. dollars on the date of receipt, a U.S. Hoklmuld not be required to recognize foreign curyegain or loss in
respect of the dividend income. A U.S. Holder mayéhforeign currency gain or loss if the dividead¢onverted
into U.S. dollars after the date of receipt.

Subject to applicable limitations, some of whiclmywdepending upon the U.S. Holder’s circumstancebs a
subject to the discussion above regarding conapressed by the U.S. Treasury, if we are treaelRRC
“resident enterprise” under PRC tax law as disalisg®ve under “Taxation — PRC Taxation — PRC taxatif
our overseas shareholders,” PRC income taxes wittifean dividends on ordinary shares or ADSs &adte not
exceeding the rate provided by the Treaty may bditable against the U.S. Holder’s U.S. federabine tax
liability. PRC taxes withheld in excess of the rapplicable under the Treaty will not be eligibte €redit against a
U.S. Holder’s federal income tax liability. See “PRC Taxation — PRC taxation of our overseas shidelss for
a discussion of how to obtain the applicable treatg. The rules governing foreign tax creditsamaplex, and
U.S. Holders should consult their tax advisers meigg the creditability of foreign taxes in themnticular
circumstances.

Sale or Other Disposition of Ordinary Shares or ABS

For U.S. federal income tax purposes, gain orilealzed on the sale or other disposition of ordirsnares or
ADSs will be capital gain or loss, and will be letegm capital gain or loss if the U.S. Holder hild ordinary
shares or ADSs for more than one year. The amduheayain or loss will equal the difference betwélee
U.S. Holder’s tax basis in the ordinary shares DiSA disposed of and the amount realized on thesiispn, in
each case as determined in U.S. dollars. This@dioss will generally be U.S.-source gain or Ilfmssforeign tax
credit purposes. The deductibility of capital Ics&esubject to limitations.

As described in “— PRC Taxation — PRC taxation of overseas shareholders,” if we were deemed t be
PRC “resident enterprise” under PRC tax law, gaim® dispositions of common shares or ADSs mayuigest to
PRC withholding tax. In that case, a U.S. Holdarisount realized would include the gross amounhefgroceeds
of the sale or disposition before deduction of RRC withholding tax. A U.S. Holder that is eligiite the benefits
of the Treaty may be able to elect to treat thpakigion gain or loss as foreign-source gain os Fos foreign tax
credit purposes. U.S. Holders should consult tlasiradvisers regarding their eligibility for bertsfunder the Trea
and the creditability of any PRC withholding tax disposition gains in their particular circumstagce

73




Table of Contents

Passive Foreign Investment Company Ru

We do not believe we were a passive foreign investrmompany, or PFIC, for U.S. federal income tax
purposes for our 2010 taxable year. However, becB&C status depends on the composition of a coypa
income and assets and the market value of itssafeet time to time, there can be no assuranceabatill not be i
PFIC for any taxable year. In general, a non-Udgparationwill be considered a PFIC for any taxable year rich
(i) 75% or more of its gross income consists ofspasincome or (ii) 50% or more of the average tprr value of
its assets consists of assets that produce, ¢reddtdor the production of, passive income. Foppses of the above
calculations, a non-U.S. corporation that directlyndirectly owns at least 25% by value of therebaf another
corporation is treated as if it held its proporéitsshare of the assets of the other corporatidmeneived directly i
proportionate share of the income of the other @@fion. Passive income generally includes dividgentterest,
rents, royalties and capital gains.

If we were a PFIC for any taxable year during whach.S. Holder held ordinary shares or ADSs, gain
recognized by a U.S. Holder on a sale or otheradigion (including certain pledges) of the ordinahares or ADSs
would be allocated ratably over the U.S. Holdeo&ling period for the ordinary shares or ADSs. @h®unts
allocated to the taxable year of the sale or afiisgyosition and to any year before we became a Riel@d be taxe:
as ordinary income. The amount allocated to eaoérdaxable year would be subject to tax at thedsgrate in
effect for individuals or corporations, as appratej for that taxable year, and an interest chaxgéd be imposed
on the amount allocated to that taxable year. Ieurth the extent that any distribution receivedally.S. Holder on
its ordinary shares or ADSs exceeds 125% of theageeof the annual distributions on the ordinagrek or ADSs
received during the preceding three years or ti% Holder’s holding period, whichever is shortbgttdistribution
would be subject to taxation in the same mannegaas described immediately above.

Alternatively, if we were a PFIC, a U.S. Holder thuf certain conditions are met, make a
mark-to-market election that would result in taeaiment different from the general tax treatmenffelCs
described above. If a U.S. Holder were to make suncklection, the holder generally would recogmig@rdinary
income any excess of the fair market value of tBxSA at the end of each taxable year over its ajusix basis,
and would recognize an ordinary loss in respeeingfexcess of the adjusted tax basis of the AD8stheir fair
market value at the end of the taxable year (blyt tonthe extent of the net amount of income praslg included a
a result of the mark-to-marketection). If we were a PFIC, it is unclear whetber ordinary shares would be trec
as “marketable stock” eligible for the mark-to-metrkelection. If a U.S. Holder makes the electibe, holder’s tax
basis in the ADSs will be adjusted to reflect thes®me or loss amounts. Any gain recognized ors#ie or other
disposition of ADSs in a year when we are a PFlQldibe treated as ordinary income and any lossavbeltreate
as an ordinary loss (but only to the extent ofrtaeamount of income previously included as a tasfithe
mark-to-market election).

A timely election to treat us as a qualified elegtfund under Section 1295 of the Code would asalt in
alternative treatment from the general treatmenPfelCs described above (which alternative treatroeuld, in
certain circumstances, mitigate the adverse tagegurences of holding shares in a PFIC). U.S. Hslsleould be
aware, however, that we do not intend to satisfpmd-keeping and other requirements that would fierm
U.S. Holders to make qualified electing fund eleasi if we were a PFIC.

In addition, if we were a PFIC, the 15% dividentbrdiscussed above with respect to dividends paiettain
non-corporate U.S. Holders would not apply. U.S. Haoddgrould consult their tax advisers to determinetivr an
of these elections would be available and, if doatthe consequences of the alternative treatmemikl be in their
particular circumstances.

Information Reporting and Backup Withholding

For taxable years beginning after March 18, 2080y fegislation requires certain U.S. holders wte ar
individuals to report information relating to stoska non-U.S. person, subject to certain except{grcluding an
exception for stock held in custodial accounts rzdied by a U.S. financial institution). U.S. halslare urged to
consult their tax advisers regarding the effeciny, of this legislation on their ownership ansipdisition of ordinar
shares or ADSs.
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In addition, dividend payments with respect to AB®erdinary shares and proceeds from the salgabvamge
of ADSs or ordinary shares may be subject to infdiom reporting to the Internal Revenue Service goskible
U.S. backup withholding at a current rate of 28%cIBip withholding will not apply, however, to a Utlder whc
furnishes a correct taxpayer identification numdoed makes any other required certification or whotherwise
exempt from backup withholding. U.S. Holders whe erquired to establish their exempt status gelgaralst
provide such certification on Internal Revenue ®er¥~orm W-9. U.S. Holders should consult theiradxisers
regarding the application of the U.S. informatieparting and backup withholding rules.

Backup withholding is not an additional tax. Amaaimtithheld as backup withholding may be creditesiast
your U.S. federal income tax liability, and you n@btain a refund of any excess amounts withhelcutite backu
withholding rules by timely filing the appropriatéaim for refund with the Internal Revenue Senacel furnishing
any required information.

10.F. Dividends and Paying Agents
Not applicable.

10.G. Statement by Experts
Not applicable.

10.H. Documents on Display

We are subject to the periodic reporting and oithfermational requirements of the Exchange Act. éintthe
Exchange Act, we are required to file reports atieioinformation with the SEC. Specifically, we aeguired to
file annually a Form 20-F no later than six mordfier the close of each fiscal year, which is Deloen31.
Beginning in 2011, that deadline will be reducedddater than four months after the close of dadal year.
Copies of reports and other information, when kEmfimay be inspected without charge and may bairedd at
prescribed rates at the public reference faciliti@éntained by the Securities and Exchange Comomsai
100 F Street, N.E., Room 1580, Washington, D.C4203he public may obtain information regarding the
Washington, D.C. Public Reference Room by callmg$EC at 1-800-SEC-0330. The SEC also maintaiveba
site at www.sec.gov that contains reports, proxy iaformation statements, and other informatiorardimg
registrants that make electronic filings with tHeCSusing its EDGAR system. As a foreign privateiéggswe are
exempt from the rules under the Exchange Act pileisg the furnishing and content of quarterly rep@nd proxy
statements, and officers, directors and principateholders are exempt from the reporting and svairig profit
recovery provisions contained in Section 16 offfiehange Act.

We will furnish Citibank, N.A., the depositary ofiocADSs, with our annual reports, which will inckid
review of operations and annual audited consoldlfitancial statements prepared in conformity Witls. GAAP,
and all notices of shareholders’ meetings and at@orts and communications that are made genexradlijable to
our shareholders. The depositary will make suckcest reports and communications available to heldeADSs
and, upon our request, will mail to all record lesklof ADSs the information contained in any notita
shareholders’ meeting received by the depositam fus.

10.1. Subsidiary Information

Not applicable.

ITEM 11. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Interest Rate Risl

Our exposure to interest rate risk primarily reddiethe interest rates for our outstanding debttha interest
income generated by excess cash invested in liguastments with original maturities of three mantr less. As
of December 31, 2010, we have no outstanding IdAteshave not used any derivative financial instrata¢o
manage our interest risk exposure. Interest-ealinstguments carry a degree of interest rate risk.
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We have not been exposed to material risks dubanges in interest rates. However, our future @steincome
may be lower than expected due to changes in mentezest rates.

Foreign Exchange Risk

Substantially all of our revenues and most of ogresses are denominated in RMB. Our exposure &dor
exchange risk primarily relates to cash and caslvatpnt denominated in U.S. dollars as a resuttusfpast
issuances of preferred shares through a privateplant and proceeds from our initial public offgriiVe do not
believe that we currently have any significant difereign exchange risk and have not hedged expssu
denominated in foreign currencies or any othenvagitie financial instruments. Although in genemlr exposure t
foreign exchange risks should be limited, the valfigour investment in our ADSs will be affected thy foreign
exchange rate between U.S. dollars and RMB bedaeselue of our business is effectively denomidateRMB,
while the ADSs will be traded in U.S. dollars.

The value of the RMB against the U.S. dollar arteoturrencies may fluctuate and is affected bygragrothe
things, changes in China’s political and econonaigditions. The conversion of RMB into foreign curcees,
including U.S. dollars, has been based on ratdsysiite People’s Bank of China. On July 21, 2068,RRC
government changed its decanld-policy of pegging the value of the RMB to theSUdollar. Under the new polic
the RMB is permitted to fluctuate within a narromdamanaged band against a basket of certain fooeigencies.
This change in policy caused the Renminbi to apate@approximately 25.4% against the U.S. dollaween
July 21, 2005 and December 31, 2010. There rensggngficant international pressure on the PRC gowemt to
adopt an even more flexible currency policy, whichild result in a further and more significant aggation of the
RMB against the U.S. dollar. To the extent thatnged to convert U.S. dollars we received from aitiaill public
offering into RMB for our operations, appreciatioithe RMB against the U.S. dollar would have avease effect
on the RMB amount we receive from the conversiamversely, if we decide to convert our RMB denorteéda
cash amounts into U.S. dollars amounts for the ggef making payments for dividends on our ordirsdrares or
ADSs or for other business purposes, appreciafitimeoU.S. dollar against the RMB would have a tiegeeffect
on the U.S. dollar amount available to us. By wagxample, assuming we had converted a U.S. dddaominate:
cash balance of US$1.0 million as of December 8102nto Renminbi at the exchange rate of US$1000 f
RMB6.6000, such cash balance would have been ajppatedy RMB6.6 million. Assuming a further 1.0%
appreciation of the Renminbi against the U.S. dplach cash balance would have decreased to RMBilién as
of December 31, 2010. We have not used any foreamntracts or currency borrowings to hedge our exqmoto
foreign currency exchange risk.

Inflation

Inflation in China has not materially impacted oesults of operations in recent years. Accordinthéo
National Bureau of Statistics of China, consuméepindex in China increased by 5.9% in 2008, dexed by 0.79
in 2009 and increased by 3.3% in 2010.

ITEM 12. DESCRIPTION OF SECURITIES OTHER THAN EQUITY SECURITES
12.A. Debt Securities
Not applicable.

12.B. Warrants and Rights
Not applicable.

12.C. Other Securities
Not applicable.
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12.D. American Depositary Shares
Fees and Charges Our ADS holders May Have to Pay
An ADS holder will be required to pay the followisgrvice fees to the depositary, Citibank, N.A.:

Service Fees
* Issuance of ADS Up to U.S. !¢ per ADS issuel
» Cancellation of ADS: Up to U.S. !¢ per ADS cancele
 Distribution of cash dividends or other cash Up to U.S. 5¢ per ADS held

distributions

 Distribution of ADSs pursuant to stock dividenffee Up to U.S. 5¢ per ADS held

stock distributions or exercise of rigt

+ Distribution of securities other than ADSs ights to ~ Up to U.S. 5¢ per ADS held

purchase additional AD<

» Depositary Services Up to U.S. 5¢ per ADS held on the applicable record
date(s) established by the Depositary (U.S. 200D
for the year of 201C

An ADS holder will also be responsible to pay cerfaes and expenses incurred by the depositargeaitdin
taxes and governmental charges such as:

« Fees for the transfer and registration of mady shares charged by the registrar and trangéartdor the
ordinary shares in the Cayman Islani.e., upon deposit and withdrawal of ordinary shar

« Expenses incurred for converting foreign curremtg U.S. dollars
» Expenses for cable, telex and fax transmissiond@ndklivery of securities

* Taxes and duties upon the transfer of seesrfiie., when ordinary shares are deposited or withdrawm f
deposit).

* Fees and expenses incurred in connection withdheedy or servicing of ordinary shares on depc

Depositary fees payable upon the issuance and ltatiare of ADSs are typically paid to the deposjtéanks
by the brokers (on behalf of their clients) receivthe newly issued ADSs from the depositary bamdsby the
brokers (on behalf of their clients) delivering #iBSs to the depositary banks for cancellation. Blukers in turn
charge these fees to their clients. Depositary pegable in connection with distributions of castsecurities to
ADS holders and the depositary services fee argelaby the depositary banks to the holders ofrteobADSs as
of the applicable ADS record date.

The depositary fees payable for cash distributeoesgenerally deducted from the cash being digihun the
case of distributions other than caste(, stock dividend, rights), the depositary banksgbdhe applicable fee to
the ADS record date holders concurrent with th&idistion. In the case of ADSs registered in thenaaf the
investor (whether certificated or uncertificateddirect registration), the depositary banks serndiges to the
applicable record date ADS holders. In the cas&liffs held in brokerage and custodian accountsT{va
Depository Trust Company (“DTC")), the depositagnks generally collects its fees through the systeravided
by DTC (whose nominee is the registered holdehefADSs held in DTC) from the brokers and custoslianiding
ADS:s in their DTC accounts. The brokers and cusimlivho hold their clients’ ADSs in DTC accountsum
charge their clients’ accounts the amount of tles feaid to the depositary banks.

In the event of refusal to pay the depositary fdesdepositary may, under the terms of the depgsgement,
refuse the requested service until payment is vededr may set off the amount of the depositarg feem any
distribution to be made to the ADS holder.

The fees and charges an ADS holder may be reqtarpdy may vary over time and may be changed ands
by the depositary. An ADS holder will receive priastice of such changes.
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Fees and Other Payments Made by the Depositary tosl

The depositary may reimburse us for certain expemseirred by us in respect of the ADR programleistaed
pursuant to the deposit agreement, by making aaikaportion of the depositary fees charged ipgesof the
ADR program or otherwise, upon such terms and d¢mmdi as we and the depositary may agree from tintiene.
For the year ended December 31, 2010, we havevezgtaitotal of RMB8.1 million (US$1.2 million) frothe
depositary as reimbursement for our expenses iedinrconnection with investor relationship progsamlated to
the ADS program.

PART Il

ITEM 13. DEFAULTS, DIVIDEND ARREARAGES AND DELINQUENCIES

None of these events occurred in any of the yaaited December 31, 2008, 2009 and 2010.

ITEM 14. MATERIAL MODIFICATIONS TO THE RIGHTS OF SECURITY HOLDERS AND USE OF
PROCEEDS

There have been no material modifications to thbts of securities holders or the use of proceeds.

ITEM 15. CONTROLS AND PROCEDURES

This annual report does not include a report ofagament’s assessment regarding internal contral ove
financial reporting or an attestation report of deenpany’s registered public accounting firm due toansition
period established by rules of the Securities axchBnge Commission for newly public companies.

Disclosure Controls and Procedures

Our management, with the participation of our cleiedcutive officer and chief financial officer, haerformed
an evaluation of the effectiveness of our disclestantrols and procedures within the meaning of
Rules 13a-15(e) and 15d-15(e) of the Exchange #\cof ¢he end of the period covered by this annejadrt. Based
on such evaluation, our management has conclu@gdath of the end of the period covered by thisiahreport, oL
disclosure controls and procedures were effective.

Changes in Internal Control Over Financial Reporting

During 2010, to address the material weakness antlat deficiencies identified by our independesgistered
public accounting firm in connection with the audfitour consolidated financial statements as offanthe year
ended December 31, 2009:

« we hired additional individuals with the appriate level of U.S. GAAP and SEC reporting exfsertnd
experience

« we increased our in-house expertise and rieggpecapabilities through regular training for ogcaunting
personnel; an

« we implemented additional control procedures aadex to prepare an accounting policy man

ITEM 16A. AUDIT COMMITTEE FINANCIAL EXPERT

Our board of directors has determined that Mr. glogghow is an audit committee financial expert;has term
is defined in Item 16A(b) of Form 20-F, and is ipdadent for the purposes of Rule 5605(a)(2) oNASDAQ
Rules and Rule 10A-3 of the Exchange Act.

ITEM 16B. CODE OF ETHICS

Our board of directors adopted a code of businesduct and ethics on January 27, 2010 that aptaliear
directors, officers, employees and agents, inclyidigrtain provisions that specifically apply to executive
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officers and any other persons who perform sinfilactions for us. We have filed our code of businesnduct and
ethics as an exhibit to our registration statenoanfForm F-1 (File No. 333-165247) originally filedth the
Securities and Exchange Commission on March 5, 284 @mended. Our code of business conduct ara$ éshi
publicly available on our website at http:/ir.hitgacom/.

ITEM 16C. PRINCIPAL ACCOUNTANT FEES AND SERVICES

Deloitte Touche Tohmatsu CPA Ltd., or Deloitte, mdependent registered public accounting firm dmeg
serving as our auditor in August 2009.

Our audit committee is responsible for the overs@jtDeloitte’s work. The policy of our audit comitae is to
pre-approve all audit and non-audit services prdidy Deloitte, including audit services, audiatet services, tax
services and other services, other than thosdganinimisservices which are approved by the audit commjitew
to the completion of the audit.

We paid the following fees for professional sersite Deloitte for the years ended December 31, 20@0

2010.
Year Ended
December 31,
Service! 2009 2010
I Us$ US$
(In thousands)
Audit Fees(1 $65C  $38C
Audit-Related Fee
Tax Fees — —
All Other Fees — —
Total $65C $38C

Note: (1) Audit Fees. This category includes thgragate fees billed for the professional servieeslered by ou
principal auditors for assurance and related sesvithe audit fees of 2010 mainly include the aofddur annual
financial statements or services that are nornmalbyided by the accountant in connection with $taguand
regulatory filings. The audit fees of 2009 mairdpresent the audit and review of financial statémand other
assurance services rendered in connection witingial public offering in March 2010.

ITEM 16D. EXEMPTIONS FROM THE LISTING STANDARDS FOR AUDIT COMMITTEES
Not applicable.

ITEM 16E. PURCHASES OF EQUITY SECURITIES BY THE ISSUER AND AHLIATED PURCHASERS

None.

ITEM 16F. CHANGE IN REGISTRANT S CERTIFYING ACCOUNTANT

Not applicable.

ITEM 16G. CORPORATE GOVERNANCE

The NASDAQ Marketplace Rules, or the NASDAQ Rulesyvide that foreign private issuers may follow
home country practice in lieu of the corporate gnaace requirements of the NASDAQ Stock Market LEGhject
to certain exceptions and requirements and exodpetextent that such exemptions would be contary
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U.S. federal securities laws and regulations. Tgeificant differences between our corporate gosaoe practices
and those followed by U.S. companies under the NAQRules are summarized as follows:

* We follow home country practice that permits sndependent directors not to hold regularly sicived
meetings at which only independent directors aesqmt in lieu of complying with Rule 5605(b)(

* We follow home country practice that permits board of directors not to implement a nominagion
committee, in lieu of complying with Rule 5605(d)tbe NASDAQ Rules that requires the implementaté
a nominations committe

Other than the above, we have followed and intermbhtinue to follow the applicable corporate gonaice
standards under the NASDAQ Marketplace Rules.

In accordance with Rule 5250(d)(1) under NASDAQ kédplace Rules, we will post this annual report on
Form 20-F on our company website at http://ir.héicom. In addition, we will provide hard copiesoof annual
report free of charge to shareholders and ADS hsldpon request.

PART Il

ITEM 17. FINANCIAL STATEMENTS

We have elected to provide financial statementsyant to Item 18.

ITEM 18. FINANCIAL STATEMENTS

Our consolidated financial statements are incluatetie end of this annual report.

ITEM 19. EXHIBITS

Exhibit
Number Description of Document
1.1 Amended and Restated Memorandum and Articles oddaton of the Registrant, as currently in effect.
(Incorporated by reference to Exhibits 3.2 from Amendment No. 1 to our Registration Statement on
Form F-1 (file no. 33:-165247)filed with the Securities and Exchange CommissiotMarch 12, 2010.
2.1 Registrar's Specimen American Depositary Receipt (includefxhibit 2.3).
2.2  Registrant's Specimen Certificate for Ordinary ®isafIncorporated by reference to Exhibit 4.2 froumn
Registration Statement on Form F-1 (file no. 33824¥) filed with the Securities and Exchange
Commission on March 5, 201(
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Exhibit
Number

Description of Document

2.3

4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

4.9

4.10

4.11

8.1*
111

12.1*

Form of Deposit Agreement among the RegistrantPigositary and all Holders and Beneficial Owners
of the American Depositary Shares issued thereufdeorporated by reference to Exhibits 4.3 frdma t
Amendment No. 1 to our Registration Statement amHe-1 (file no. 333-165247) filed with the
Securities and Exchange Commission on March 120.2:

Amended and Restated 2007 Global Share Plan, amiemderestated as of December 12, 2007.
(Incorporated by reference to Exhibit 10.1 from Bagistration Statement on Form F-1

(file no. 33:-165247)iled with the Securities and Exchange CommissiomMarch 5, 2010.

Amended and Restated 2008 Global Share Plan, amemderestated as of October 31, 2008.
(Incorporated by reference to Exhibit 10.2 from Registration Statement on Form F-1

(file no. 33:-165247)iled with the Securities and Exchange CommissiomMarch 5, 2010.

Amended and Restated 2009 Share Incentive Plamdadeand restated as of October 1, 2009.
(Incorporated by reference to Exhibit 10.3 from Bagistration Statement on Form F-1

(file no. 33:-165247)iled with the Securities and Exchange CommissiomMarch 5, 2010.
Amendment to the Amended and Restated 2009 Sheeatime Plan, amended as of August 26, 2010.
(Incorporated by reference to Exhibit 99.2 from oeport on Form 6-K filed with the Securities and
Exchange Commission on July 15, 201

Form of Indemnification Agreement with the Registta Directors. (Incorporated by reference to
Exhibit 10.4 from our Registration Statement onrkrét-1 (file no. 333-165247) filed with the Secuedi
and Exchange Commission on March 5, 20

Form of Employment Agreement between the RegistradtExecutive Officers of the Registrant.
(Incorporated by reference to Exhibit 10.5 from Bagistration Statement on Form F-1 (file

no. 33:-165247)filed with the Securities and Exchange CommissiotMarch 5, 2010.

Facility Agreement between China Merchants BankldadTing Xingkong (Shanghai) Hotel
Management Co., Ltd., dated June 19, 2009. (Incatpd by reference to Exhibit 10.6 from our
Registration Statement on Form F-1 (file no. 33824¥) filed with the Securities and Exchange
Commission on March 5, 201(

Fixed Assets Loan Agreement between the IndustridiCommercial Bank of China and Shanghai
HanTing Hotel Management Group, Ltd. (formerly kmoas Lishan Senbao (Shanghai) Investment
Management Co., Ltd.), dated September 22, 2008ofporated by reference to Exhibit 10.7 from our
Registration Statement on Form F-1 (file no. 33824¥) filed with the Securities and Exchange
Commission on March 5, 201(

Fixed Assets Loan Contract between the Industridl@ommercial Bank of China and HanTing
Xingkong (Shanghai) Hotel Management Co., Ltd.edatanuary 4, 2010. (Incorporated by reference to
Exhibit 10.8 from our Registration Statement onrfrét-1 (file no. 333-165247) filed with the Secesi
and Exchange Commission on March 5, 20

Subscription Agreement between the Registrant d@rig.€om International, Ltd., dated March 12, 2010.
(Incorporated by reference to Exhibit 10.9 from Areendment No. 1 to our Registration Statement on
Form F-1 (file no. 33-165247)filed with the Securities and Exchange CommissiotMarch 12, 2010.
Investor and Registration Rights Agreement betwtberRegistrant and Ctrip.com International, Ltd.,
dated March 12, 2010. (Incorporated by referendextabit 10.10 from the Amendment No. 1 to our
Registration Statement on Form F-1 (file no. 33324) filed with the Securities and Exchange
Commission on March 12, 201(

Subsidiaries of the Registra

Code of Business Conduct and Ethics of the Regist(encorporated by reference to Exhibit 99.1 from
our Registration Statement on Form F-1 (file nB-385247) filed with the Securities and Exchange
Commission on March 5, 201(

Certification of Tuo (Matthew) Zhang, Chief ExeaiOfficer of China Lodging Group, Limited,
pursuant to Section 302 of the Sarbi-Oxley Act of 2002
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Exhibit
Number Description of Document
12.2* Certification of Min (Jenny) Zhang, Chief Financ@fficer of China Lodging Group, Limited, pursuant
to Section 302 of the Sarba-Oxley Act of 2002
13.1* Certification pursuant to 18 U.S.C. Section 1350adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002
23.2* Consent of Deloitte Touche Tohmatsu CPA Ltd., Iredefent Registered Public Accounting Fil

* Filed with this Annual Report cForm 2(-F.
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SIGNATURES

Pursuant to the requirements of Section 12 of #mufities Exchange Act of 1934, the registrantitestthat it
meets all of the requirements for filing on FormRand has duly caused this annual report to be signets beha
by the undersigned, thereunto duly authorized.

CHINA LODGING GROUP, LIMITED

By:/s/ Tuo (Matthew) Zhan

Name: Tuo (Matthew) Zhang
Title:  Chief Executive Office

Date: April 7, 2011
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF
CHINA LODGING GROUP, LIMITED

We have audited the accompanying consolidated balsimeets of China Lodging Group, Limited and
subsidiaries (the “Group”) as of December 31, 28068 2010, and the related consolidated stateménfseoations,
changes in equity (deficit) and comprehensive inedloss), and cash flows for each of the threesymathe period
ended December 31, 2010 and the related finantei@ment schedules. These financial statementfirantial
statement schedules are the responsibility of tloeis management. Our responsibility is to expegsspinion on
these financial statements and financial stateisamdules based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting Oversighargio
(United States). Those standards require that ame ghd perform the audit to obtain reasonable assarabout
whether the financial statements are free of malterisstatement. The Group is not required to hasewere we
engaged to perform, an audit of its internal cdraker financial reporting. Our audits included siateration of
internal control over financial reporting as a kdsr designing audit procedures that are apprtgpiiethe
circumstances, but not for the purpose of exprgsamopinion on the effectiveness of the Grouptsrimal control
over financial reporting. Accordingly, we expresssuch opinion. An audit also includes examiningadest basis,
evidence supporting the amounts and disclosuréeifinancial statements, assessing the accouptingiples use:
and significant estimates made by management, thasvevaluating the overall financial statememgentation. W
believe that our audits provide a reasonable Basisur opinion.

In our opinion, such consolidated financial statetagresent fairly, in all material respects, tinaricial
position of China Lodging Group, Limited as of Detger 31 2009 and 2010 and the results of theiratipers and
their cash flows for each of the three years inpleod ended December 31, 2010, in conformity &ithounting
principles generally accepted in the United Stafesmerica. Also, in our opinion, such financiahtment
schedules, when considered in relation to the lmmsisolidated financial statements taken as a wipodsent fairly
in all material respects, the information set fdtrein.

As discussed in Note 2 to the consolidated findrst&ements, on January 1, 2009, the Group adéfA&SHB
Accounting Standards Codification 810-10-65, “Cditkdion — Overall — Transition and Open Effectidate
Information” (previously Statement of Financial Acmting Standards No. 160, “Noncontrolling Intesast
Consolidated Financial Statements — an amendmehR& No. 51”).

Our audits also comprehended the translation ofrfiRds amounts into United States dollar amounts and
our opinion, such translation has been made inaranify with the basis stated in Note 2. Such Unistates dollar
amounts are presented solely for the convenienoeaalers in the United States of America.

/s/ Deloitte Touche Tohmatsu CPA Ltd.
Shanghai, China
April 7, 2011
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CHINA LODGING GROUP, LIMITED

CONSOLIDATED BALANCE SHEETS
(In Renminbi, except share data, unless otherwiseaged)

As of December 31

2009 2010 2010
Uss$
(Note 2)
ASSETS
Current asset:
Cash and cash equivalel 270,587,29 1,060,066,66 160,616,16
Restricted cas 500,00( 1,275,00! 193,18:
Shor-term investment — 100,000,00 15,151,51
Accounts receivable, net of allowance of RMB675,648 RMB778,402 in 2009 and 2010,
respectively 15,157,75 21,535,522 3,262,95:
Amount due from related parti 4,632,33i 3,267,19: 495,02¢
Prepaid ren 69,618,10 152,266,69  23,070,71
Inventories 8,883,09: 18,290,22 2,771,24
Other current asse 28,974,81 40,176,91. 6,087,41
Deferred tax asse 18,272,30 17,939,87 2,718,16:
Total current asse 416,625,70 1,414,818,09 214,366,37
Property and equipment, r 1,028,266,72 1,422,432,43 215,520,06
Intangible assets, n 20,394,76 57,348,03 8,689,09!
Goodwill 18,452,16 41,372,98 6,268,63
Other asset 61,170,25 79,953,20 12,114,12
Deferred tax asse 36,221,90 28,154,66 4,265,85!
Total asset 1,581,131,51 3,044,079,40 461,224,15
LIABILITIES, MEZZANINE EQUITY AND EQUITY
Current liabilities:
Long-term debt, current portic 57,000,00 — —
Accounts payabl 141,570,71 283,202,77  42,909,51
Amounts due to related parti 927,58: 855,24 129,58
Salary and welfare payak 29,596,68 57,638,19 8,733,05!
Deferred revenu 43,203,00 68,599,01 10,393,79
Accrued expenses and other current liabili 89,383,39 148,925,94 22,564,53
Income tax payabl 3,869,44! 15.121.17 2,291,08
Total current liabilities 365,550,81 574,342,33 87,021,56
Long-term deb 80,000,00 — —
Deferred ren 174,775,32 237,426,79  35,973,75
Deferred revenu 31,557,93 48,444,95 7,340,14.
Other lon¢-term liabilities 20,452,46 46,619,13 7,063,501
Deferred tax liabilities 6,538,23. 11,936,95! 1,808,62!
Total liabilities 678,874,77 918,770,16 139,207,60
Commitments and contingencies (Note
Mezzanine equity
Series B convertible redeemable preferred shar8$QLO001 par value per share; 106,00C
and nil shares authorized as of December 31 2002@t0, respectively; 78,058,919 ani
nil shares issued and outstanding as of Decemhe&208B and 2010, respective 796,803,45 — —
Equity:
Ordinary shares (US$0.0001 par value per sharePB0M00 and 8,000,000,000 shares
authorized as of December 31, 2009 and 2010, régebt 60,948,013 and
241,151,755 shares issued and outstanding as ehiker 31, 2009 and 2010, respectiv 46,49( 177,68 26,92:
Series A convertible preferred shares (US$0.000V@lae; 44,000,000 and nil shares
authorized as of December 31, 2009 and 2010, régelg 44,000,000 and nil shares
issued and outstanding as of December 31, 2002@h@, respectively 34,13¢ — —
Additional paic-in capital 351,994,13 2,168,364,16 328,540,02
Accumulated defici (245,456,91) (29,705,43)  (4,500,82)
Accumulated other comprehensive Ii (12,529,45) (22,702,97) _ (3,439,84)
Total China Lodging Group, Limited shareholc equity 94,088,38 2,116,133,44 320,626,27
Noncontrolling interes 11,364,90 9,175,80. 1,390,27:
Total equity 105,453,28 2,125,309,24 322,016,55
TOTAL LIABILITIES, MEZZANINE EQUITY AND EQUITY 1,581,131,51 3,044,079,40 461,224,15

The accompanying notes are an integral part oktheasolidated financial statements.
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CHINA LODGING GROUP, LIMITED

CONSOLIDATED STATEMENTS OF OPERATIONS

(In Renminbi, except share data, unless otherwiseaged)

Revenues
Leaser~anc-operatechotels
Franchise-anc-managechotels

Total revenue
Less: Business tax and related ta

Net revenue:

Operating costs and expens
Hotel operating cosi
Selling and marketing expens
General and administrative expen
Pre-opening expense
Total operating costs and expen
Income (loss) from operatiol
Interest incom
Interest expense
Other income
Foreign exchange gain (los
Change in fair value of warrar
Income (loss) before income tax
Tax expense (benefi

Net income (loss

Less: net income attributable to noncontrolling

interest

Net income (loss) attributable to ordin:

shareholder

Net earnings (loss) per sha
Basic
Diluted

Weighted average number of shares used in

computation
Basic
Diluted

Year Ended December 31

2008

2009

2010

2010

uUss$

(Note 2)
797,814,56 1,288,897,95 1,707,771,17 258,753,20
12,039,26 44,964,74 130,579,31 19,784,74
809,853,83 1,333,862,70 1,838,350,48 278,537,95
45,605,22 73,671,57 99,856,77 15,129,81
764,248,60 1,260,191,12 1,738,493,71 263,408,13
687,364,04 1,004,472,15 1,180,202,04 178,818,49
40,810,26 57,818,16 70,786,40 10,725,21
81,665,31 83,665,42 119,988,76  18,180,11
108,062,31 37,821,01 111,209,57 16,849,93
917,901,94 1,183,776,76 1,482,186,78 224,573,75
(153,653,33) 76,414,36 256,306,92 38,834,38
3,786,411 1,870,17 15,944,83 2,415,88
1,248,50! 8,787,09i 2,682,36 406,42(
— — 2,563,77. 388,45:
(13,883,78) (59,67)) 6,922,81.  1,048,91.
8,536,09: — — —
(156,463,12) 69,437,76  279,055,97 42,281,20
(23,879,77) 17,989,67 57,261,54 8,675,99.
(132,583,34) 51,448,08 221,794,43 33,605,21
3,579,12 8,903,55! 6,042,95. 915,59¢
(136,162,46) 42,544,53 215,751,447 32,689,61
(2.52) 0.2¢ 1.0F 0.1€
(2.52) 0.2¢ 0.9z 0.14
54,071,13 57,562,44 198,517,28 198,517,228
54,071,13 183,631,88 234,480,89 234,480,89

The accompanying notes are an integral part ottheasolidated financial statements.
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CHINA LODGING GROUP, LIMITED

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY
(DEFICIT) AND COMPREHENSIVE INCOME (LOSS)
(In Renminbi, except share data, unless otherwise¢aged)

Series A Additional Accumulated Other
Ordinary Shares Preferred Shares Paid-in Accumulated Comprehensive  Noncontrolling ~ Total Equity ~ Comprehensive
Share Amount Share Amount Capital Deficit Income (loss) Interest Deficit) Income (LoOSS

Balance at January 1, 20 54,071,13 41,79: 44,000,00 34,13¢ 260,251,50 (151,838,97) (5,667,36)  2,333,17"  105,154,27
Shar-based compensatic — — — — 4,815,02; — — — 4,815,02:
Capital contribution from noncontrolling intere

holders — — — — — — — 580,00( 580,00(
Acquisitions of noncontrolling intere — — — — — — — 627,61! 627,61!
Net income (loss — — — — — (136,162,46) — 3,579,12. (132,583,34) (136,162,46)
Dividend paid to noncontrolling intere — — — — — — —  (1,008,33) (1,008,33)
Foreign currency translation adjustme — — — — — — (6,826,51) — (6,826,51)  (6,826,51)
Balance at December 31, 20 54,071,13 41,79: 44,000,00 34,13¢ 265,066,53 (288,001,44) (12,493,88)  6,111,58'  (29,241,27) (142,988,98)
Issuance of ordinary shar 6,141,87: 4,19¢ — — 75,702,43 — — — 75,706,63.
Issuance of ordinary shares upon exercise of

option 735,00( 502 — — 3,764,75! — — — 3,765,25!
Shar-based compensatic — — — — 7,955,161 — — — 7,955,161
Acquisitions of noncontrolling intere — — — — (494,75%) — —  (1,450,24) (1,945,001
Net income — — — — —  42,544,53 — 8,903,55! 51,448,08  42,544,53
Dividend paid to noncontrolling intere — — — — — — — (2,200,001 (2,200,001
Foreign currency translation adjustme — — — — — — (35,579 — (35,579 (35,579
Balance at December 31, 20 60,948,01 46,49( 44,000,00 34,13¢ 351,994,13 (245,456,91) (12,529,45) 11,364,90 105,453,28 _ 42,508,95
Issuance of ordinary shares to Ctrip.com

(Note 17) 7,202,48: 4,917 — — 150,566,88- — — — 150,571,80
Issuance of ordinary shares upon initial public

offering, 41,400,00 28,26 — — 804,820,22 — — — 804,848,48

Conversion of Series A convertible preferred

shares to ordinary shares upon completion

initial public offering 44,000,00 34,13¢ (44,000,00) (34,136 — — — — —
Conversion of Series B convertible redeemable

preferred shares into ordinary shares upon

completion of initial public offerin¢ 78,058,91 57,37: — —  796,746,08 — — —  796,803,45
Issuance of warran — — — — 942,29 — — — 942,29:
Acquisitions of noncontrolling intere — — — —  (10,588,21) — — (6,511,50) (17,099,71)
Issuance of ordinary shares upon exercise of
warrants 1,700,001 1,16( — — 17,871,66 — — — 17,872,82
Issuance of ordinary shares upon exercise of
option 7,842,34 5,351 — — 42,335,89 — — — 42,341,24
Shar-based compensatic — — — — 13,113,34 — — — 13,113,34
Capital contribution from noncontrolling intere — — — — — — — 10,00( 10,00¢
Sales of partial ownership interest in one
subsidiary — — — — 561,86« — — 568,13t 1,130,001
Net income — — — — — 215,751,47 — 6,042,95  221,794,43 215,751,47
Dividend paid to noncontrolling intere — — — — — — —  (2,298,68) (2,298,68)
Foreign currency translation adjustme — — — — — — (10,173,51) —  (10,173,51) (10,173,51)
Balance at December 31, 20 241,151,75 177,68 — — 2,168,364,16 _(29,705,43) (22,702,97) _ 9,175,80 2,125,309,24 _205,577,96

The accompanying notes are an integral part oktheasolidated financial statements.
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CHINA LODGING GROUP, LIMITED

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In Renminbi, except share data, unless otherwiseaged)

Operating activities
Net income (loss

Year Ended December 31

Adjustments to reconcile net income (loss) to rethcprovided by (used in)

operating activities

Shar~based compensatic
Depreciation and amortizatic
Deferred taxe

Bad debt expenst

Change in the fair value of warrar
Deferred ren

Impairment los:

Changes in operating assets and liabilities, neffett of acquisitions

Accounts receivabl
Prepaid ren
Inventories
Amount due from related parti
Other current asse
Other asset
Accounts payabl
Amount due to related parti
Salary and welfare payabl
Deferred revenu
Accrued expenses and other current liabili
Income tax payabl
Other lon¢-term liabilities
Net cash provided by (used in) operating activi
Investing activities
Purchases of property and equipm
Purchases of intangibli
Amount received as a result of government zol
Acquisitions, net of cash receiv
Collection of amount due from related pari
Purchase of shc-term investment
Proceeds from sales of st-term investment
Decrease (increase) in restricted c
Net cash used in investing activiti

2008 2009 2010 2010
uss$
(Note 2)

(132,583,34) 51,448,08 221,794,43 33,605,21
4,815,02: 7,955,161 13,113,34 1,986,87!
90,835,96 145,571,39 171,538,60 25,990,69
(34,126,71) 7,957,141 9,227,69! 1,398,13
423,36¢ 1,252,27! 102,75¢ 15,57(
(8,536,09) — — —
92,123,36 36,567,88 70,761,32 10,721,41
— 1,947,87. — —
(8,891,72) (2,848,18) (6,480,52) (981,899
(35,792,77) 6,528,11. (82,648,59) (12,522,51)
(12,823,25) 13,767,422 (9,407,13\) (1,425,32)
— 374,20: 1,365,14! 206,84(
2,133,77. (16,873,48) (13,403,68) (2,030,86)
(18,280,63) (8,694,54) (17,840,65) (2,703,12)
(8,938,701 4,254,721 3,477,74! 526,93.
668,27¢ (581,27¢) (72,34) (20,96)
20,023,53 (4,158,28) 28,041,50 4,248,71.
25,032,96° 42,612,04 42,283,02  6,406,51!
3,125,02! (1,994,23) 16,290,01°  2,468,18
2,120,19! (1,259,21) 11,251,72 1,704,80
4,934,20: 12,512,90 9,731, 77! 1,474,51.

(13,737,52) 296,340,01 469,126,18 71,079,72

(469,501,43) (263,775,54) (397,251,76) (60,189,66)

(848,07)  (1,005,30) (7,629,73) (1,156,02)
—  3,280,00i — —
(1,619,75) —  (9,653,00) (1,462,57))
2,327,03: 377,13¢ = =
— — (430,000,00) (65,151,51)
= — 330,000,00 50,000,00
18,052,76. __ 5,097,08 (775,000 (117,42,

(451,589,46) (256,026,61) (515,309,50) (78,077,19)

F-6




Table of Contents

CHINA LODGING GROUP, LIMITED

CONSOLIDATED STATEMENTS OF CASH FLOWS — (Continued)
(In Renminbi, except share data, unless otherwiseaged)

Financing activities
Proceeds from issuance of ordinary shi
Ordinary share issuance costs, net of exisitingettwder reimbursemen
Net proceeds from issuance of Series B preferrates
Net proceeds from exercise of warra
Net proceeds from issuance of ordinary shares egercise of optiol
Proceeds from sh«term debi
Repayment of shc-term debt
Proceeds from lor-term deb
Repayment of lor-term debt
Funds advanced from noncontrolling interest holi
Repayment of funds advanced from noncontrollingriest holder
Acquisitions of noncontrolling intere
Proceeds from sales of partial ownership interesihie subsidiar
Repayment of amounts due to related pa
Contribution from noncontrolling interest hold¢
Deposits received for share subscript
Refund of deposits of share subscript
Dividend paid to noncontrolling interest hold:
Deposits received for exercise of optic

Net cash provided by financing activiti

Effect of exchange rate changes on cash and casveénts
Net increase in cash and cash equival
Cash and cash equivalents at the beginning ofehe

Cash and cash equivalents at the end of the

Supplemental disclosure of cash flow informati

Interest paic

Income taxes pai

Supplemental schedule of r-cash investing and financing activitie

Issuance of Series B preferred shares in exchamgafounts due to related part

Purchases of property and equipment included iraiple

Issuance of ordinary shares from subscription dé

Consideration payable for business acquisi

Purchase of intangible assets included in pay:

Payment of ordinary share issuance costs throditiratiopn of prepayment and
amount included in payabli

Reimbursement of government zoning included iniveddes

Issuance of ordinary shares upon exercise of apfimm subscription depos

Issuance warrant for acquisition of noncontrollintgrest

The accompanying notes are an integral part ottheasolidated financial statements.
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Year Ended December 31

2008 2009 2010 2010

uss$

(Note 2)
— 54,945,16 959,103,72 145,318,74
— — 3,930,23! 595,49(
270,804,80 — — —
74,274,85 — 17,872,82 2,708,00-
— 3,765,25! 41,124,85 6,231,03
262,200,00 150,000,00 — —
(220,000,00) (230,000,00) — —
30,000,00 142,000,00 70,000,00 10,606,06
(500,00() (34,500,00) (207,000,00) (31,363,63)
6,749,12. 14,215,33 2,778,48. 420,98:
(3,483,40) (7,930,55() (23,715,52) (3,593,26)
— (1,945,00) (17,099,71) (2,590,86)
— — 1,130,00t 171,21.
(402,86) — — —
580,00( — 10,00( 1,51¢
105,264,53 — — —
(42,000,00) (42,503,06) — —
(1,008,33) (2,200,001 (2,298,68) (348,28¢)
— 1,216,38! — —
482,478,72 47,063,52 845,836,20 128,157,00
(7,541,31) (35,579 (10,173,51) (1,541,44)
9,610,421  87,341,34  789,479,36 119,618,08
173,635,53 183,245,95 270,587,29 40,998,07
183,245,95 270,587,29 1,060,066,66 160,616,16
7,840,11 10,473,75 4,074,53 617,35
6,306,491 11,315,84 36,782,11 5,573,04:
13,894,40 — — —
170,897,26 125,410,28 269,814,50 40,880,98
— 20,761,47 — —
— — 54,047,00 8,188,93!
— — 12,277,88 1,860,28!
— — 7,613,67! 1,153,58
— — 4,400,001 666,66
— — 1,216,38! 184,30:
— — 7,067,18 1,070,78:
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1. ORGANIZATION AND PRINCIPAL ACTIVITIES

China Lodging Group, Limited (the “Company”) wasanporated in the Cayman Islands under the lavilseof
Cayman Islands on January 4, 2007. The principsihiess activities of the Company and its subsielafthe
“Group) are to develop leased-and-operated andliiaad-and-managed economy hotels under the “HafiTin
brand in the People’s Republic of China (“PRC").

Leased-and-operated hotels

The Group leases hotel properties from propertyesaand is responsible for all aspects of hotetaifmns an
management, including hiring, training and supémgithe managers and employees required to opérateotels.
In addition, the Group is responsible for hotelelepment and customization to conform to the stedglaf the
“HanTing” brand at the beginning of the lease, &} as repairs and maintenance, operating expemses
management of properties over the term of the lease

Under the lease arrangements, the Group typicatlgives rental holidays of three to six months jaengs fixed
rent on a quarterly basis for the first three ve fyears of the lease term, after which the rgragments may be
subject to an increase every three to five yedrs.Group recognizes rental expense on a straightslasis over the
lease term.

As of December 31, 2009 and 2010, the Group hachhd®43 leased-and-operated hotels in operation,
respectively.

Franchised-and-managed hotels

The Group enters into certain franchise arrangesneith property owners for which the Group is resgible
for managing the hotels, including hiring and apgiog of the general manager of each
franchised-and-managed hotel. Under a typical fissecagreement, the franchisee is required to pawital
franchise-and-management fee and ongoing franaimdenanagement service fees, the majority of waiehequal
to a certain percentage of the revenues of thd.ldte franchisee is responsible for the costsotéhdevelopment
and customization and the costs of its operatidhs.term of the franchise agreement is typicaljheyears and is
renewable only upon mutual agreement between thapGand the franchisee.

As of December 31, 2009 and 2010, the Group haah@3195 franchised-and-managed hotels in operation,
respectively.
2. SUMMARY OF PRINCIPAL ACCOUNTING POLICIES
Basis of presentation
The consolidated financial statements of the Gioaye been prepared in accordance with the accauntin
principles generally accepted in the United StafeSmerica (“US GAAP").
Basis of consolidation

The consolidated financial statements include ithenttial statements of the Company and its majanityed
subsidiaries. All significant intercompany transaies and balances are eliminated on consolidation.

The Group evaluates the need to consolidate cergaiable interest entities in which equity investdo not
have the characteristics of a controlling finanaiétrest or do not have sufficient equity at figkthe entity to
finance its activities without additional subordieé financial support.
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The entities that operate the franchised-and-mahhgtels are considered variable interest entitiethe
franchisees do not have the ability to make deasstbat have a significant impact on the succediseofranchise
arrangement. However, as the franchisees provigeeéssary capital to finance the operation of the
franchised-and-managed hotels and absorb a ma@ragy expected losses, the Group is not congidie
primary beneficiary of those entities.

Use of estimates

The preparation of financial statements in confeymiith US GAAP requires management to make esémat
and assumptions that affect the reported amourdss#ts and liabilities, disclosure of contingessess, long lived
assets and liabilities at the date of the finarstialements and the reported amount of revenuesxgethses during
the reporting period. Actual results could diffesrh those estimates. The Group bases its estirnatkstorical
experience and various other factors believed teeasonable under the circumstances, the resulthioh form the
basis for making judgments about the carrying valfugssets and liabilities that are not readilyaappt from other
sources. Significant accounting estimates refleictélle Group’s consolidated financial statementsuide the
useful lives of and impairment for property andipment and intangible assets, valuation allowariaeterred tax
assets, impairment of goodwill, share-based congiemsand costs related to its customer loyaltygpm.

Cash and cash equivalents
Cash and cash equivalents consist of cash on mahdeamand deposits, which are unrestricted asttalvewal
and use, and which have original maturities ofgéhrenths or less when purchased.

Restricted cash

Restricted cash represents bank demand depodasecalized for certain newly established subsidgr
pending capital verification procedure of relevBRC government authority and deposits used asigeagainst
borrowings. The capital verification approval pres¢ypically takes between three to six months.

Short-term investments

Short-term investments represent held to matuetysties and are measured at amortized cost in the
consolidated balance sheets. The Group classifiesiments with maturites of more than three moatiisless the
twelve months as short-term investments.

Accounts receivable, net of allowance

Trade receivables mainly consist of franchise éaeivables, amounts due from corporate custonrarslt
agents and credit card receivables, which are rézed and carried at the original invoice amousslan allowance
for doubtful accounts. The Group establishes awalhce for doubtful accounts primarily based onabe of the
receivables and factors surrounding the creditafsbpecific customers.

Inventories

Inventories mainly consist of small appliances,dieg and daily consumables. Small appliances addibg
are stated at cost, less accumulated amortizatrmhare amortized over their estimated useful Jigegerally one
year, from the time they are put into use. Dailpsuimables are expensed when u
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Property and equipment, net

Depreciation and amortization of property and emépt is provided using the straight line methodrakeir
expected useful lives. The expected useful livesaarfollows:

Leasehold improvemen Shorter of the lease term or their estimated udivies
Buildings 40 years

Furniture, fixtures and equipme 3-5 years

Motor vehicles 5 years

Construction in progress represents leasehold wgpnents under construction or being installed arstated :
cost. Cost comprises original cost of property egdipment, installation, construction and otheediicosts.
Construction in progress is transferred to leasklmprovements and depreciation commences wheasbet is
ready for its intended use.

Expenditures for repairs and maintenance are erpess incurred. Gain or loss on disposal of prgpart
equipment, if any, is recognized in the consolidat@tement of operations as the difference betweenet sales
proceeds and the carrying amount of the underlgset.

Intangible assets, net and unfavorable lease

Intangible assets consist primarily of favorablskes acquired in business combinations and, ®sarextent,
purchased software. Intangible assets acquiredighrbusiness combinations are recognized as asgEgate from
goodwill if they satisfy either the “contractualgl” or “separability”criterion. Intangible assets, including favor:
lease agreements existing as of the date of atiguisare recognized and measured at fair valua agquisition.
Favorable lease agreements from business combirtatiosactions are amortized over the remainingatiog leas:
term. Unfavorable lease agreements from businesdioation transactions are recognized as otherieng
liabilities and amortized over the remaining op@agtease term.

Purchased software is stated at cost less accugdwdatortization.

Goodwill

Goodwill represents the excess of the cost of guiaition over the fair value of the identifiablesats less
liabilities acquired.

Goodwill is tested for impairment annually or mémequently if events or changes in circumstancdiate
that it might be impaired. The Group completes e-step goodwill impairment test. The first step pames the fair
values of each reporting unit to its carrying antointluding goodwill. If the fair value of a reforg unit exceeds
its carrying amount, goodwill is not considered®impaired and the second step will not be reduifehe
carrying amount of a reporting unit exceeds its ¥alue, the second step compares the implied/&ire of
goodwill to the carrying value of a reporting ugigjoodwill. The implied fair value of goodwill istermined in a
manner similar to accounting for a business contlminavith the allocation of the assessed fair valagrmined in
the first step to the assets and liabilities ofrigggorting unit. The excess of the fair value @& thporting unit over
the amounts assigned to the assets and liabiktigee implied fair value of goodwill. This allo@ah process is only
performed for purposes of evaluating goodwill intpeént and does not result in an entry to adjusvéhee of any
assets or liabilities. An impairment loss is redagd for any excess in the carrying value of godidwier the
implied fair value of goodwill. Management perforitsannual goodwill impairment test on November 30

In 2009, the Group recognized goodwill impairmehR&B1,097,975 in connection with demolition of a
leased-and-operatdubtel (Note 4). No goodwill was impaired during tfears ended December 31, 2008 or 201
a result of the Group’s annual impairment test.
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Impairment of long-lived assets

The Group evaluates its lofiged assets and finite lived intangibles for impaent whenever events or char
in circumstances indicate that the carrying amafdigin asset may not be recoverable. When thesdsevecur, the
Group measures impairment by comparing the carrgimgunt of the assets to future undiscounted rstt flaws
expected to result from the use of the assetshaidaventual disposition. If the sum of the expdaindiscounted
cash flows is less than the carrying amount ofsets, the Group would recognize an impairmestbased on the
fair value of the assets. In 2009, the Group reiagha long-lived asset impairment charge of RMB888 in
connection with demolition of a leased-and-operéietel (Note 4). There was no impairment chargegeized
during the years ended December 31, 2008 or 2010.

Accruals for customer loyalty program

The Group invites its customers to participate austomer loyalty program. Typically, a one-timemiership
fee is charged for new members. The membershipmaslimited life, but automatically expires afteree years in
the event of non-use for memberships granted midanuary 1, 2010. Memberships granted subsetment
January 1, 2010 expire after two years of non-M&ambers enjoy discounts on room rates, prioritiiatel
reservation, and accumulate membership pointhfr paid stays, which can be redeemed for memigersh
upgrades, room night awards and other gifts withim years after the points are earned. The estihiatgemental
costs to provide membership upgrades, room nightdsvand other gifts are accrued and recordedcasads for
customer loyalty program as members accumulatedgaird are recognized as sales and marketing expetize
accompanying consolidated statements of operatimmembers redeem awards or their entitlementsexhe
provision is reduced correspondingly. Prior to feeloy 2009, the Group recorded estimated liabiliti@sall points
earned by its customers as the Group did not haffieient historical information to determine poiiatrfeitures or
breakage. The Group, with accumulated knowledgeward points redemption and expiration, begampfiya
historical redemption rates in estimating the co$fsoints earned from March 2009 onwards. As ofédeber 31,
2009 and 2010, the accruals for estimated liabditinder the customer loyalty program amountedM8R875,817
and RMB 4,119,941, respectively.

Deferred revenue

Deferred revenue generally consists of non-refuledativances received from customers for rentaboims,
initial franchise-and-management fees received poidthe Group fulfilling its commitments to theafrchisee, and
cash received for membership fees.

Revenue recognition

Revenue is primarily derived from hotel operatiansluding the rental of rooms, food and beveragesand
souvenir sales from leased-and-operated hotelsrastnaited under the Groupbrand names. Revenue is recogn
when rooms are occupied and food and beveragescanvenirs are sold.

Revenues from franchised-and-managed hotels aneeddrom franchise agreements where the franchiaee
primarily required to pay (i) an initial one-timehchise-and-management fee, and (ii) continuiagdnise-and —
management fees, which mainly consist of (a) omgohanagement and service fees mainly based omadnce
percentage of the room revenues of the franchistgld) and (b) system maintenance, support feeseamdal
reservation system usage fee. The one-time frag@d-management fee is recognized when the freediotel
opens for business, the fee becomes non-refundaidethe Group has fulfilled all its commitmentsl aligations,
including the assistance to the franchisees ingntgpesign, leasehold improvement constructiofegto
management, systems installation, personnel réaguaind training. The ongoing management and sefees are
recognized when the underlying service revenuedsegnized by the franchisees’ operations. The syste
maintenance, support fee and central reservatisteisyusage fee is recognized when services ar&prbv
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In addition, the Group accounts for certain reinsieanents (primarily salaries and related charges)lyna
related to the hotels under the franchise programneeenue. Reimbursement revenue is recognized thieen
underlying reimbursable costs are incurred.

Membership fees from the Group’s customer loyattygpam are earned and recognized on a straighblses
over the expected membership terms of different begship levels. Such term is estimated based oGthap’s
and management'’s experience and is adjusted onaajgebasis to relfect changes in memebershimtiete.
Effective October 1, 2010, the Group prospectiveljised the estimated membership term from thréiwdéoyears
to two to five years to more closely reflect thgested membership retention. The effect of thisigkan
accounting estimate was immaterial for the yeaedridecember 31, 2010. Revenues recognized frougtemer
loyalty program were RMB3,519,801, RMB11,725,53d0 &MB22,632,679 for the years ended December 31,
2008, 2009 and 2010, respectively.

Business tax and related taxes

The Group is subject to business tax, educaticsand urban maintenance and construction tathen
services provided in the PRC. Such taxes are pilirlavied based on revenue at applicable ratesaaedecorded
as a reduction of revenues.

Advertising and promotional expenses

Advertising related expenses, including promotigpemses and production costs of marketing matedads
charged to the consolidated statements of opegméisnncurred, and amounted to RMB10,749,093, RMEZH90¢
and RMB18,217,173 for the years ended Decembe2®18, 2009 and 2010, respectively.

Government grants

Unrestricted government subsidies from local gowerntal agencies allowing the Group full discretion
utilize the funds were RMB1,218,390, RMB2,446,2vid & MB4,033,964 for the years ended December 318,20
2009 and 2010, respectively, which were recordeal resluction of general and administrative expeirstse
consolidated statements of operations.

Leases

Leases are classified as capital or operating $e@skease that transfers to the lessee substgraibthe
benefits and risks incidental to ownership is é¢faxbas a capital lease. At inception, a capitakk is recorded at
present value of minimum lease payments or fauevaf the asset, whichever is less. Assets recasiedpital
leases are amortized on a basis consistent witlotlzccounting for capital assets or the leasa terhichever is
less. Operating lease costs are expensed as idcAtldeases are currently classified as operalgages.

Capitalization of interest

Interest cost incurred on funds used to constaagdhold improvements during the active constmgi@riod is
capitalized. The interest capitalized is determibgdpplying the borrowing interest rate to therage amount of
accumulated capital expenditures for the assetsrurwhstruction during the period. The interestegge incurred
for the years ended December 31, 2008, 2009 angd\®8% RMB7,588,008, RMB10,419,106 and RMB4,074,537,
of which RMB6,339,499, RMB1,632,010 and RMB1,39®,17as capitalized as additions to assets under
construction, respectively.

Income taxes

Current income taxes are provided for in accordavittethe relevant statutory tax laws and regulzio
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Deferred income taxes are recognized for tempatifgrences between the tax basis of assets abititlies
and their reported amounts in the financial statéme\et operating losses are carried forward aedited by
applying enacted statutory tax rates applicabfeture years. Deferred tax assets are reducedvhjuation
allowance when, in the opinion of the Group, itnsre-likely-than-not that some portion or all oéttieferred tax
assets will not be realized. The components ofitferred tax assets and liabilities are individualassified as
current and non-current based on the characteristithe underlying assets and liabilities, org¢kpected timing of
their use when they do not relate to a specifietassliability.

Foreign currency translation and comprehensive inoe (loss)

The reporting currency of the Group is the Renm{tiRMB”). The functional currency of the Companytise
United States dollar (“US dollar"Monetary assets and liabilities denominated inengies other than the US dol
are translated into US dollar at the rates of emgbauling at the balance sheet date. Transadtonisrrencies othe
than the US dollar during the year are convertealtime US dollar at the applicable rates of exckgmgvailing on
the day transactions occurred. Transaction gaiddamses are recognized in the statements of apesaAssets ar
liabilities are translated into RMB at the exchangges at the balance sheet date, equity accormtsaaslated at
historical exchange rates and revenues, experaies, and losses are translated using the averag®ordhe year.
Translation adjustments are reported as cumul&weslation adjustments and are shown as a seamagonent ¢
other comprehensive income (loss) in the consaitiatatements of changes in equity (deficit) amdmehensive
income (loss).

The financial records of the Group’s subsidiariesraaintained in local currencies, RMB, which is th
functional currency.

Concentration of credit risk

Financial instruments that potentially expose theup to concentration of credit risk consist priityaof cash
and cash equivalents, restricted cash, short-tevestment and accounts receivable. All of the Giooash and
cash equivalents are held with financial institntidhat Group management believes to be high ayediity.

The Group’s held-to-maturity securities are issbga financial institution with high credit ratingshe Group
conducts credit evaluations on its group and agensyomers and generally does not require collabemather
security from such customers. The Group periodicataluates the creditworthiness of the existingi@mers in
determining an allowance for doubtful accounts ity based upon the age of the receivables artdriac
surrounding the credit risk of specific customers.

Fair value

The Group defines fair value as the price that @dnd received from selling an asset or paid tosfeara
liability in an orderly transaction between margatticipants at the measurement date. When detirgnine fair
value measurements for assets and liabilities redur permitted to be recorded at fair value,Ghheup considers
the principal or most advantageous market in witisfould transact and it considers assumptionsrtiaket
participants would use when pricing the assetadnility.

The established fair value hierarchy requires dityeto maximize the use of observable inputs ariwimmize
the use of unobservable inputs when measuriny#ire. A financial instrument’s categorization viittthe fair
value hierarchy is based upon the lowest levehpiii that is significant to the fair value measueaimThe three
levels of inputs may be used to measure fair veldleide:

Level 1 applies to assets or liabilities for whtblere are quoted prices in active markets for idahassets
or liabilities.
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Level 2 applies to assets or liabilities for whtblere are inputs other than quoted prices includéun
Level 1 that are observable for the asset or ligtslich as quoted prices for similar assets dilltes in active
markets; quoted prices for identical assets oiliiggs in markets with insufficient volume or ifguent
transactions (less active markets); or model-ddrixsduations in which significant inputs are obsdxe or can
be derived principally from, or corroborated bysebvable market data.

Level 3 applies to assets or liabilities for whtblere are unobservable inputs to the valuation agetlogy
that are significant to the measurement of thevalue of the assets or liabilities.

The Group did not have any financial instrument tieere required to be measured at fair value @Tarring
basis as of December 31, 2010. The carrying vatiieancial instruments, which consist of caslstrieted cash,
short-term investments, accounts receivable, adsquayable, and short-term debt, are recordedsatvaaich
approximates their fair value due to the short-teature of these instruments. The Group does rotiesvative
instruments to manage risks.

Warrants

The Group records warrants convertible into mezeaeiuity securities and ordinary shares as lissland
adjusts the carrying amount of such liabilitie$aio value at each reporting date. The Group restia charge for
the change in fair value in the warrant liabilifyRiIMB8,536,094, nil and nil for the years ended &aber 31, 200¢
2009 and 2010.

Share-based compensation

The Group recognizes share-based compensatioe statement of operations based on the fair vdlegquity
awards on the date of the grant, with compensa&mense recognized over the period in which thatgesis
required to provide service to the Group in excleafog the equity award. The share-based compensetijpenses
have been categorized as either hotel operating,apsneral and administrative expenses or sdlimgmarketing
expenses, depending on the job functions of thetgea. For the years ended December 31, 2008,&(02010,
the Group recognized share-based compensation sxjpéiMB4,815,022, RMB7,955,166 and RMB13,113,341,
respectively, which was classified as follows:

At December 31,

2008 2009 2010
Hotel operating cosl 115,57¢ 523,20¢ 1,554,90
Selling and marketing expens 178,09( 465,23¢ 778,26¢
General and administrative expen 4,521,351 6,966,71! 10,780,16
Total 4,815,02. 7,955,161 13,113,34

Earnings (Loss) per share

The Group has determined that Series A conventitdéerred shares and Series B convertible rede@mabl
preferred shares are participating securities els participates in the undistributed earnings @ensttime basis as the
ordinary shares. Accordingly, the Group has usedwln-class method of computing earnings per shamder this
method, net income (loss) applicable to holdemsrdinary shares is allocated on a pro-rata badise@rdinary and
preferred shares to the extent that each classsheag in income for the period. Losses are notaléd to the
participating securities. Diluted earnings (loss) ghare is computed using the more dilutive ofttheclass metho
or the if-converted method. The preferred shares have beemited into ordinary shares upon the completiotie
Group’s initial public offering (“IPO”) in March 2I0. The two-class method of computing earning flpss share
ceased to apply on the conversion date.
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Segment reporting

The Group operates and manages its business rgla stgment. The Group primarily generates itemaes
from customers in the PRC. Accordingly, no geogiegdtsegments are presented. Substantially ahefiroup’s
long-lived assets are located in the PRC.

Recently issued accounting pronouncements

In December 2010, the Financial Accounting Stansi&alard (“FASB”) issued Accounting Standards Update
(“ASU") 2010-28, “When to Perform Step 2 of the @adll Impairment Test for Reporting Units with Zeoo
Negative Carrying Amount” This ASU amends guidance for Step 1 of the godidmpairment test for reporting
units with zero or negative carrying amounts. ase reporting units, an entity is required to genf Step 2 of the
goodwill impairment test if it is more likely tharot that a goodwill impairment exists. ASU 2010i@&ffective for
fiscal years and interim periods beginning aftec&eaber 15, 2010, with early adoption not permitigte Group
does not expect that the adoption of ASU 2010-2Bhaive a material impact on its financial positioesults of
operations, or cash flows.

In December 2010, the FASB issued ASU 2010-29,¢Isure of Supplementary Pro Forma Information for
Business Combinations.” This ASU specifies that ffublic company presents comparative financia¢stants, the
entity should only disclose revenue and earninge@tombined entity as though the business cortibir(g) that
occurred during the current year had occurred déiseobeginning of the comparable prior annual répgmperiod.
ASU 2010-29 is effective prospectively for businesmbinations for which the acquisition date isoorafter the
beginning of the first annual reporting period g on or after December 15, 2010, with earlypidm
permitted. The adoption of ASU 2010-29 will not iagp the Grougs financial position, results of operations, orh
flows, as its requirements only pertain to finahstatement footnote disclosure.

Translation into United States Dollars

The financial statements of the Group are statd®RMB. Translations of amounts from RMB into U.Sllds
are solely for the convenience of the reader ana walculated at the rate of US$1.00 = RMB6.60@0, o
December 31, 2010, as set forth in H.10 statistelalase of the Federal Reserve Board. The trémslistnot
intended to imply that the RMB amounts could hagerh or could be, converted, realized or settleadihS. dollar:
at that rate on December 31, 2010, or at any a#ter
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3. ACQUISITIONS

(i) During the years ended December 31, 2010, tloaiacquired nine individual hotels in the
leased-and-operated hotel business for total cas$ideration of RMB63,733,000. The business aciijuis were
accounted for under the purchase method of acaaunti

The following is a summary of the fair values of thissets acquired and liabilities assumed:

2010 Amortization period

Cash 33,00¢(

Property and equipme 25,549,87  5-10 years
Favorable leas 20,800,000 remaining lease ter
Deferred tax asse 229,30:

Goodwill 22,920,82

Unfavorable leas (1,600,00) remaining lease ter
Franchise agreements 600,00(  remaining franchise

agreement terr

Deferred tax liabilities 4,800,001

Total 63,733,00

(i) In 2009 and 2010, the Group acquired noncontrollimgrests in five and four existing subsidiaries,
respectively. The aggregate consideration for thesgisitions was comprised of the following:

2009 2010

Cash consideratic 1,945,00! 17,099,71
Fair value of warrant — 7,067,18
Total consideratiol 1,945,00! 24,166,90

The warrant provides the holder with the abilityptorchase 1,500,000 ordinary shares of the Comabay
exercise price of US$1.54 per share. The fair vafithe warrants was determined by the Group ugeregerally
accepted valuation methodologies, including thealisted cash flow approach which incorporates irerta
assumptions including the financial results, grotséimds, terminal value and discount rate of theu@r to derive
the total equity value of the Group.

The acquisitions of the noncontroling interestsenarcounted for as equity transactions. The difieze
between the purchase consideration and the retateging value of the noncontrolling interests dfiB494,758
and RMB17,655,399 were recorded as a reductioddifianal paid-in capital during the years ended¢&maber 31,
2009 and 2010, respectively.
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4. PROPERTY AND EQUIPMENT, NET

Property and equipment, net consist of the follgwin

As of December 31

2009 2010
Cost:
Buildings 11,859,64 11,859,64
Leasehold improvemen 1,096,753,72 1,479,969,51
Furniture, fixtures and equipme 182,790,95 249,064,78
Motor vehicles 191,96 5,79¢
1,291,596,29  1,740,899,74
Less: Accumulated depreciati (277,529,41) (441,053,87)
1,014,066,88  1,299,845,87
Construction in progres 14,199,83 122,586,55
Property and equipment, r 1,028,266,72 1,422,432,43

Depreciation expense was RMB89,058,919, RMB143%75and RMB167,490,246 for the years ended
December 31, 2008, 2009 and 2010, respectively.

In 2009, the Group demolished one leased-and-agektattel due to local government zoning requireseis
a result, the Group wrote off property and equiphoéiRMB3,752,736, favorable lease agreement of BVIB162
and goodwill of RMB1,097,975 associated with thi¢gh and recognized an impairment loss of RMB1,943,
which is net of RMB3,280,000 cash received.

In 2010, the Group demolished one leased-and-agektattel due to local government zoning requireseis
a result, the Group wrote off property and equiphoéiRMB3,993,924 associated with this hotel armbgmized a
gain of RMB406,076, which is net of reimbursemestseivable of RMB4,400,000, which have been indiLdg a
component of other current assets in the conselidbalance sheet as of December 31, 2010.

As of December 31, 2010, the Group has been foymaliified by local government authorities thategar
additional leased-and-operated hotels of the Grallpikely be demolished due to local governmeahing
requirements. The aggregate carrying amount ofgtg@mnd equipment at the hotels was RMB13,781a34df
December 31, 2010. None of the hotels have recdrdadgible assets or goodwill. The Group has eobgnized
any impairment as expected cash flows from thel$iatperations prior to demolition and expected ants to be
received as a result of the demolition will likelyceed the carrying value of such assets. The Grstipated
amounts to be received based on the relevant PREdad regulations, terms of the lease agreemamdsthe
prevailing market practice.
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5. INTANGIBLE ASSETS, NET AND UNFAVORABLE LEASE
Intangible assets, net consist of the following:

As of December 31

2009 2010
Favorable lease agreeme 21,538,25  61,309,11
Purchased softwal 3,985,37 4,922,13l
Total 25,523,63  66,231,24
Less: Accumulated amortizatic (5,128,87) (8,883,21)
Total 20,394,76  57,348,03

Unfavorable lease

As of December 31,

2009 2010
Unfavorable lease agreeme 2,323,89 3,923,89
Less: Accumulated amortizatic (788,91)  (1,094,90)
Unfavorable lease agreements, 1,534,98 2,828,99!

The values of favorable lease agreements werendigietl based on the estimated present value ofntloeirat
the Group has avoided paying as a result of emfénio the lease agreements. Unfavorable leaseimgmets were
determined based on the estimated present valiie aicquired lease that exceeded market pricearanecognize
as other long-term liabilities. The value of faysieaand unfavorable lease agreements is amortiiad the
straight-line method over the remaining lease term.

Amortization expense of intangible assets for tharg ended December 31, 2008, 2009 and 2010 andaonte
RMB2,083,876, RMB2,202,295 and RMB3,754,346, retpely.

The annual estimated amortization expense forllgeaintangible assets and unfavorable lease éor th
following years is as follows:

Amortization for Amortization for
Intangible Assets Unfavorable Lease Net Amortization
2011 5,738,64' (452,737 5,285,91
2012 5,735,38! (452,737 5,282,65|
2013 5,689,72! (354,08 5,355,64
2014 5,564,58. (313,709 5,250,87.
2015 5,466,21! (304,859 5,161,36:
Thereatftel 29,153,46 (950,88f) 28,202,58
57,348,03 (2,828,99) 54,519,03
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6. GOODWILL

The changes in the carrying amount of goodwilltfar years ended December 31, 2009 and 2010 were as
follows:

Gross Accumulated Net
Amount Impairment Loss Amount

Balance at January 1, 20 15,691,67 — 15,691,67
Increase in goodwill related to acquisitic 3,858,461 — 3,858,46!
Impairment losses recogniz — — —
Balance at December 31, 2C 19,550,13 — 19,550,13
Impairment losses recogniz — (1,097,97)  (1,097,97)
Balance at December 31, 2C 19,550,13 (1,097,97) 18,452,16
Increase in goodwill related to acquisitic 22,920,82 — 22,920,82
Impairment losses recogniz — — —
Balance at December 31, 2C 42,470,95 (1,097,97) 41,372,98
7. DEBT

The Group’s borrowings consist of the following:

As of December 31

2009 2010

Borrowings:
Long-term debt, current portic 57,000,00 —
Long-term debi 80,000,00 —
Total 137,000,00 —

In January 2008, the Group entered into a one+4galving bank credit facility under which the Gpoan
borrow up to RMB150,000,000 during the term of figlity. This credit facility was renewed in JuB@09. As of
December 31, 2009, the Group had available cradility of RMB150,000,000 for future borrowing. Theighted
average interest rates for borrowings drawn undeh sredit facility were 6.00% and 4.98% for thangeended
December 31, 2008 and 2009, respectively. Thisitcfaallity was guaranteed by Qi Ji, founder of tBeoup and
collateralized by office buildings of the Group i net book value of RMB9,066,880 as of DecemtiefB09.
The credit facility expired in 2010.

In September 2008, the Group entered a three-yedit ¢acility under which the Group could borroyw to
RMB172,000,000 during the term of the facility. &sDecember 31, 2009, the Group had cumulativedyvdrdowr
the credit facility of RMB 172,000,000, repaid RMN8B,000,000 and had RMB 137,000,000 outstanding nuhee
facility, which was repaid in February 2010. Thienest rate for each draw down is established emthw-down
date and is adjusted annually, based on the Idarest rate stipulated by the People’s Bank of €ffiim the
corresponding period. The weighted average inteadss for borrowings drawn under such credit figoivere
7.29%, 5.72% and 5.4% for the years ended DeceB81her008, 2009 and 2010, respectively. Certain cerial
buildings owned by Lishan Property (Suzhou) Cod. lan entity controlled by Qi Ji (see Note 17) walexlged as
collateral for the credit facility.

In January 2010, the Group entered into a threedyaak credit facility under which the Group canrow up
to RMB150,000,000 during the term of facility. Rripal payments are due on each anniversary daltethétamour
payable being dependent upon amounts previoushplwed against the facility. As of December, 31,201
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the Group had drawn down the credit facility of RM&,000,000, repaid RMB 70,000,000 and had availatgdit
facility of RMB 80,000,000 for future borrowing. €hweighted average interest rate for borrowings/drander
such credit was 4.86% for the year ended Decenthe2(®BL0. The credit facility was not collateralized

The Group had no loan covenants related to itst¢bon or long-term borrowings.

8. ACCRUED EXPENSES AND OTHER CURRENT LIABILITIES

As of December 31,

2009 2010

Payable for business acquisitic — 49,684,000
Business taxes and other subcharge pay: 12,471,14 18,961,50
Accrual for customer loyalty progra 1,875,81 4,119,94.
Payable to noncontrolling interest hold 31,452,90 10,515,86
Other payable 11,108,18 19,849,81
Accrued renta 11,562,01 15,379,30
Accrued utilities 12,235,69 13,914,18
Other accrued expens 8,677,641 16,501,33
Total 89,383,39 148,925,94

From time to time, the Group receives cash fundithganced from noncontrolling interest holders &nt
venture hotels. Such advances are non-interesiheand are payable within one year.

9. PREFERRED SHARES, WARRANT | and WARRANT Il

In February 2007, the Company issued 44,000,00@$Arconvertible preferred shares, par value UBHIL
per share, at issuance price of US$0.50 per share.

On June 20, 2007, the Company issued 35,873,53&8sIeconvertible redeemable preferred sharesyadae
US$0.0001, of which 32,144,009 shares were issmecash proceeds of RMB312,338,033 (US$41,000,80d)
3,729,526 shares were issued upon the conversiconokrtible notes and accrued interest of RMB3D,@174
(US$4,000,000) and RMB331,215 (US$43,478), respelgti Total cash proceeds of RMB310,383,483
(US$40,743,434) were net of issuance costs of REB1L550 (US$256,570).

In conjuction with the Series B convertible redeblagreferred shares, the Group granted Warramd | a
Warrant Il to purchase 13,066,670 and 3,136,00[eS$& convertible redeemable preferred sharepat ahare
puchase price RMB10.44 (US$1.53) and RMB8.70 (U&%1respectively. The total fair value of Warrband
Warrant Il was RMB15,544,462.

In 2007 and June 2008, the Company issued 12,99 &86des B convertible redeemable shares uponisgerc
of 8,212,044 Warrants |, 3,136,001Warrant Il arb4,001Warrant Ill, which were granted in conjuantivith a
promissory note issued in 2007, for total consitienaof RMB160,596,213 (US$22,569,454). On June2208,
4,854,626 Warrant | expired unexercised. The chafdair value of warrants was RMB8,536,094 for jear
ended December 31, 2008.

In 2008, the Company issued 11,760,002, 11,76080021,306,667 Series B Shares for RMB10.44 (US$1.53
per share for total proceeds of RMB129,322,801 (1L83#0,000), RMB127,587,602 (US$18,000,000) and
RMB13,894,401 (US$2,000,000), respectively, totaxgsordinary and Series A shareholders.

In 2008, the Company exchanged 1,306,667 SeridsaBeS for a RMB13,894,400 (US$2,000,000) related
party payable due to Powerhill Holdings Limited ¢W#erhill”, a BVI company whollyswned by Qi Ji and Tongto
Zhao), previously advanced to the Group for workiagital purposes. No compensation expense was
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recorded given the effective purchase price of3bees B Shares exceeded the fair value of thes$SBrShares on
the exchange date.

Upon the completion of the Group’s IPO in March @0%eries A convertible preferred shares and S8ries
convertible redeemable preferred shares were ctat/arto ordinary shares on a one-to-one basis.

The key terms of Series A Shares and Series B Sljeo#iectively the “Preferred Shares”) are asoiol:

Dividends

The holders of the Preferred Shares are entitl@attcipate in dividends paid to holders of ordjnshares on
an as-converted basis.

Voting Rights

Each ordinary share is entitled to two votes parashA Series A Share is entitled to one one-Hatfi®@ number
of ordinary shares into which it is convertible ¢orote per ordinary share). Each Series B Shaes\at an as-if
converted basis (two votes per ordinary share).

Conversion

The Preferred Shares are convertible into ordishares at 1:1 ratio initially, at the option of th@der at any
time. The Preferred Shares are also automaticattyerted upon the consummation of IPO or obtaitfireg
necessary written consent from the holders of PedeShares. An IPO refers to a firm commitmentamritten
IPO by the Company of its ordinary shares witha(iparket capitalization equal to no less than US$1#,000
immediately prior to the IPO, and (ii) total offieg proceeds to the Company, before deduction bihgeixpenses,
of not less than US$50,000,000.

The conversion prices of the Preferred Sharesunjea to anti-dilution adjustments and in the extbe
Company issues ordinary shares at a price per &haes than the applicable conversion price inaffmmediately
prior to such issuance. No adjustments to the asiore prices have occurred.

The Company has determined that there was no B@Buaable to the Preferred Shares as the effective
conversion price of the Preferred Shares was gréea the fair value of the ordinary shares onréspective
commitment dates. The Company will reevaluate warethBCF is required to be recorded upon the nmuaditin to
the effective conversion price of the Preferredr8saif any.

Redemption
The Series A Shares are not redeemable.
The Series B Shares are redeemable at a price teciha subscription price plus all declared byjaid
dividends at the election of the holders of a mgjaf such shares on or after May 1, 2012.
Liquidation Preferences

The holders of Preferred Shares have preferenaeholders of ordinary shares with respect to payroén
dividends and distribution of assets in the evémtny voluntary or involuntary liquidation, disstilbn, winding up
or deemed liquidation of the Company. A deemeddigtion event includes a change in control andstie, transfe
or disposition of all or substantially all of thesats of the Group. The holders of Preferred Shaiteeceive an
amount equal to the subscription price, plus deddut unpaid dividends. Series B Shares mustvedteeir
liquidation payment prior to any such payments peimade on the Series A Shares.
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Investor Put Option

The holders of Series B Shares have the right bafer date of a Qualified IPO to require Qi Ji,rfder and
CEO of the Group, to purchase all or any portiothefSeries B Shares at a per share price eqa8b& of the
subscription price, upon the occurrence of cettaggering events.

10. HOTEL OPERATING COSTS

Hotel operating costs include all direct costs ined in the operation of the leased-and-operatéeldhrand
franchised-and-managed hotels and consist of fleving:

Year Ended December 31

2008 2009 2010
Rent 263,332,52 418,543,80 476,099,61
Utilities 59,476,72 90,034,74. 108,208,01
Personnel cos 137,230,93 169,248,04 210,906,43
Depreciation and amortizatic 92,838,03 141,599,82 163,125,19
Consumable, food and bevere 82,662,33 119,055,97 145,316,50
Others 51,823,49 65,989,75 76,546,28
Total 687,364,04 1,004,472,15 1,180,202,04

11. PRE-OPENING EXPENSES

The Group expenses all costs incurred in conneegtitinstart-up activities, including pre-operatiogsts
associated with new hotel facilities and costs ireaiwith the formation of the subsidiaries, sustoeganization
costs. Pre-opening expenses primarily include fexigenses and employee costs incurred duringdtes pre-
opening period.

Year Ended December 31,

2008 2009 2010
Rents 77,764,12 29,906,75 88,176,43
Personnel cos 16,401,711 3,584,14! 5,214,36:
Others 13,896,48 4,330,11. 17,818,78
Total 108,062,31 37,821,01 111,209,57

12. SHARE-BASED COMPENSATION

In February 2007, the Group adopted the 2007 GI8hate Plan which allows the Group to offer inoanti
awards to employees, officers, directors and coastd or advisors (the “Participants”). Under t8@2 Global
Share Plan, the Group may issue incentive awartlet®articipants to purchase not more than 100000prdinary
shares. In June 2007, the Group adopted the 20@@&GEhare Plan which allows the Group to offeemtore
awards to Participants. Under the 2008 Global SR&m®, the Group may issue incentive awards tohase up to
3,000,000 ordinary shares. In October 2008, thai@mcreased the maximum number of incentive awavdsdable
under the 2008 Global Share Plan to 7,000,000epte®nber 2009, the Group adopted 2009 Share Inegplan
which allows the Group to offer incentive award$articipants. Under the 2009 Share Incentive RlenGroup
may issue incentive awards to purchase up to )00@rdinary shares. In July 2010, the Group irsddhe
maximum number of incentive awards available ur@9 Global Share Plan to 15,000,000. The 20072808
Global Share Plans and 2009 Share Incentive P@ie¢tively, the “Incentive Awards Plans”) contalre same
terms and conditions. As of December 31, 2010ym@tibns granted under the Incentive Awards Plang ladife of
ten years and vest 50% on the second anniversding gtated vesting commencement date with
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the remaining 50% vesting ratably over the follogvtwo years. For the years ended December 31, 2008, and
2010, 1,948,370, 6,305,975 and 767,595 optionpertively, were granted to employees of the Grdugxarcise
prices ranging from RMB10.44 to RMB24.57 (US$1.63JS$3.71). As of December 31, 2010, options tecipase
10,656,829 of ordinary shares were outstandingoatidns to purchase 12,765,830 ordinary shares awa#able
for future grant under the Incentive Awards Plans.

The Group records share-based compensation baded grant date fair value of the option. Whenneating
the fair value of its ordinary shares, the Group tensidered a number of factors, using generatig@ated valuatic
methodologies, including the discounted cash flppraach, which incorporates certain assumptiorsiditg the
financial results and growth trends of the Groopjérive the total equity value of the Group. Th&ation model
allocated the equity value between the ordinaryeshand the preference shares and determinedithalize of the
ordinary shares based on the option pricing modééeuthe enterprise value allocation method. Uthiermethod,
the ordinary shares have value only if the fundslable for distribution to shareholders exceedvige of the
liquidation preference at the time of a liquidityeat.

The weightedaverage grant date fair value for options grantaihd the years ended December 31, 2008, .
and 2010 was RMB1.84 (US$0.27), RMB6.20 (US$0.9) RMB12.99 (US$1.96), respectively, computed using
the binomial option pricing model. The binomial nebdequires the input of highly subjective assumiincluding
the expected stock price volatility and the expgqiéce multiple at which employees are likely k@eeise stock
options. The Company uses historical data to estificafeiture rate. Expected volatilities are basadhe average
volatility of comparable companies. The risk-fragerfor periods within the contractual life of tiyation is based on
the U.S. Treasury yield curve in effect at the tiohgrant.

The fair value of stock options was estimated usiiregfollowing significant assumptions:

2008 2009 2010
Suboptimal exercise fact: 2.5 25 2.510 4.24
Risk-free interest rat 5.22 to 5.58% 3.95 to 4.58Y% 3.58 to 4.50%
Volatility 41.77 to 43.30% 52.33 to 55.129 45.36 to 51.429
Dividend yield — — —
Life of option 10 years 10 years 10 years

The following table summarized the Group’s sharoopactivity under the Option Plans:

Weighted-
Weighted Average
Average  Remaining Aggregate

Number of Exercise Contractual Intrinsic
Options Price Life Value
Uss Years Uss$
Share options outstanding at January 1, 2 17,966,47 1.15
Granted 767,59! 3.1¢
Forfeited/Cancelle: (234,899 158
Exercisec (7,842,34) 0.7¢
Share options outstanding at December 31, : 10,656,82 1.52 8.0z 41,828,19
Share options vested or expected to vest at Deaedih@01C 9,903,48. 1.51 7.9¢ 38,996,57
Share options exercisable at December 31, : 3,241,66! 1.15 6.7 14,005,50
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As of December 31, 2010, there was RMB32,294,68atal unrecognized compensation expense related to
unvested share-based compensation arrangements) istexpected to be recognized over a weightedagee
period of 2.75 years.

13. EARNINGS (LOSS) PER SHARE

The following table sets forth the computation aiz and diluted loss per share for the years atelic

Year Ended December 31,
2008 2009 2010

Net income (loss) attributable to ordinary shardacd— basic ~ (136,162,46) 13,634,05 207,814,05
Amounts allocated to preferred shares for parttaigarights to

dividends — 28,910,47 7,937,42!
Net income (loss) attributable to ordinary shardad— diluted (136,162,46) 42,544,53 215,751,47
Weighted average ordinary shares outstan— basic 54,071,13 57,562,44 198,517,28
Incremental weighted-average ordinary shares fresnraed

exercise of share options using the treasury stuatkod — 4,010,52 6,201,30:
Preferred share — 122,058,91 29,762,31
Weighted average ordinary shares outstan— diluted 54,071,13 183,631,88 234,480,89
Basic earnings (loss) per shi (2.52) 0.24 1.0t
Diluted earnings (loss) per she (2.52) 0.23 0.92

For the years ended December 31, 2008, 2009 ari)] #64 Group had securities which could potentidilyte
basic earnings per share in the future, but whietevexcluded from the computation of diluted eaysifioss) per
share as their effects would have been anti-déutBuch outstanding securities consist of the fiotig:

Year Ended December 31,

2008 2009 2010
Series A convertible preferred sha 44,000,00 — —
Series B convertible redeemable preferred st 78,058,91 — —
Outstanding employee optio 12,677,41 11,260,93 —
Total 134,736,32 11,260,93 —

14. INCOME TAXES
Cayman Islands

Under the current laws of the Cayman Islands, th@any is not subject to tax on income or capighg

Hong Kong

China Lodging Holdings (HK) Limited is subject tahlg Kong profit tax at a rate of 16.5% in 2008, 2@dd
2010. No Hong Kong profit tax has been providethasGroup has not had assessable profit that wase& or
derived from Hong Kong during the years presented.
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Singapore

China Lodging Holdings Singapore Pte. Ltd. is sabje Singapore corporate income tax at a rate7é6 in
2010. No Singapore profit tax has been providetth@assroup has not had assessable profit that was@a or
derived from Singapore during the years presented.

PRC

Under the Law of the People’s Republic of Chingemterprise Income Tax (“New EIT Law”), which was
effective from January 1, 2008, domestically-oweatkrprises and foreign-invested enterprises djecito a
uniform tax rate of 25%.

Hanting Technology (Suzhou) Co., Ltd, as a recaghgoftware development entity located at Suzhou
Industrial Park in Suzhou of PRC, is entitled twva-year exemption and three-year 50% reductiortistafrom the
first profit making year after absorbing all prigars’ tax losses. Hanting Suzhou has not entetedhe first tax
profitable year as of December 31, 2010.

At December 31, 2008 and 2009, the amount of ginsscognized tax benefits was zero. At December 31,
2010, RMB798,772 was accrued as a reduction aheetne with a corresponding increase in the ligbflor
uncertain tax positions. The group does not ardteiny significant increase to its liability farrecognized tax
benefits within the next 12 months. The Group wléissify interest and penalties related to incomxematters, if
any, in income tax expense.

According to the PRC Tax Administration and ColieatLaw, the statute of limitations is three yeifitbe
underpayment of income taxes is due to computdtemars made by the taxpayer. The statute of &tiwhs will be
extended to five years under special circumstaneeigh are not clearly defined, but an underpaynoéimcome
tax liability exceeding RMB100,000 is specificalisted as a special circumstance. In the caseminafer pricing
related adjustment, the statute of limitation®is years. There is no statute of limitations indhse of tax evasion.
The Group’s PRC subsidiaries are therefore subjegxamination by the PRC tax authorities from 2006ugh
2010 on non-transfer pricing matters, and from 2@®dugh 2010 on transfer pricing matters.

Tax expense (benefit) is comprised of the following

As of December 31,

2008 2009 2010
Current Tax 10,246,93 10,032,52  48,033,84
Deferred Ta (34,126,71) 7,957,141 9,227,69
Total (23,879,77) 17,989,67 57,261,54

A reconciliation between the effective income taterand the PRC statutory income tax rate is sl

Year Ended
December 31,
2008 2009 2010

PRC statutory tax ra 25% 25% 25%
Tax effect of other expenses that are not dedeciibtietermining taxable pro @M% 3% —

Effect of different tax rate of group entities ogmg in other jurisdiction 2% 1% (2)%
Effect of change in valuation allowan M% (R)% (L%
Other — — (1)%
Effective tax rate 15% 26%  21%
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The principal components of the Group’s deferramime tax assets and liabilities as of Decembe2308,

2009 and 2010 are as follows:

Deferred tax assets:
Net loss carryforwar
Pre-opening expense
Deferred revenu
Deferred ren
Unfavorable leas
Bad debt provisiol
Accrual for customer loyalty progra
Accrued payrol
Share-based compensatic
Valuation allowanct
Total deferred tax asse
Deferred tax liabilities:
Favorable leas
Capitalized interes
Total deferred tax liabilitie
Deferred tax assets are analyzed a
Current
Non-Current

Deferred tax liabilities are analyzed as:
Current
Non-current

As of December 31,

2009 2010

45,046,81  22,386,78
1,341,55: 890,55¢
11,346,99  18,013,52
7,756,100  4,548,05
226,67 764,78
168,91 194,60:
468,95  1,029,98!
—  2,069,03!

— 4,444,511
(11,861,81)  (8,247,30)
54,494,20  46,094,53
4,100,05  9,461,06:
2,438,170 247588
6,538,23  11,936,95
18,272,30  17,939,87
36,221,90  28,154,66
54,494,20  46,094,53
6,538,23  11,936,95
6,538,23  11,936,95

As of December 31, 2010, the Group had tax losyfmawards of RMB88,629,940 which will expire betare

2011 and 2015 if not used.

The Group considers positive and negative evidemdetermine whether some portion or all of theedred ta:
assets will more likely than not be realized. Tdgsessment considers, among other matters, the nseguency
and severity of recent losses, forecasts of fytuoétability, the duration of statutory carryforwbperiods, the
Group’s experience with tax attributes expiring s and tax planning alternatives. Valuation alloves have
been established for deferred tax assets basednamealikely than not threshold. The Group’s apitih realize
deferred tax assets depends on its ability to geaaufficient taxable income within the carryfordiperiods
provided for in the tax law. The Group has congidahe following possible sources of taxable incavhen

assessing the realization of deferred tax assets:

» Future reversals of existing taxable temporaryedéhces

» Further taxable income exclusive of reversing terapodifferences and carryforwarc

» Future taxable income arising from implementingpgénning strategie:
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The Group has also considered specific known tofntofits expected to be reflected for a compapgrating
in the hotel industry. The Group believes it is ¥bkely-than-not that the Group will realize thertefits of these
deductible differences, net of the existing valoallowances as of December 31, 2009 and 2010aitoeint of
the deferred tax assets considered realizable,yenweould be reduced in the near term if estimatdature taxabl
income during the carryforward periods are reduced.

In accordance with the New EIT Law, dividends, whézise from profits of foreign invested enterpsise
(“FIES”) earned after January 1, 2008, are sulijeet 10% withholding income tax. Under applicaliiecunting
principles, a deferred tax liability should be resed for taxable temporary differences attributabléhe excess of
financial reporting basis over tax basis in a ddioesibsidiary. However, recognition is not reqdire situations
where the tax law provides a means by which therted amount of that investment can be recoveredréz and
the enterprise expects that it will ultimately tiset means. As the Group plans to permanently esirthe PRC
entities’ undistributed earnings, no dividend withding tax has been accrued.

15. MAINLAND CHINA CONTRIBUTION PLAN

Full time employees of the Group in the PRC partité in a government-mandated defined contribyglan
pursuant to which certain pension benefits, mediae¢, unemployment insurance, employee housind) & othe
welfare benefits are provided to employees. PRGrladgulations require the Group to accrue fordéhemnefits
based on a certain percentage of the employeesiesl The total contribution for such employeedfign were
RMB23,289,780, RMB26,711,472 and RMB29,611,006teryears ended December 31, 2008, 2009 and 2010,
respectively. The Group has no ongoing obligat®mitd employees subsequent to its contributioribed®RC plan.

16. RESTRICTED NET ASSETS

Pursuant to laws applicable to entities incorpatatethe PRC, the subsidiaries of the Group inRRE must
make appropriations from after-tax profit to ndistributable reserve funds. These reserve fundade one or mol
of the following: (i) a general reserve, (ii) anemrise expansion fund and (iii) a staff bonus ametfare fund.
Subject to certain cumulative limits, the geneealerve fund requires annual appropriation of 10%ftef tax profit
(as determined under accounting principles geneaaltepted in the PRC at each year-end) until tbaraulative
amount of such reserve fund reaches 50% of thgistered capital; the other fund appropriationsedrine
subsidiaries’ discretion. These reserve funds céy lze used for specific purposes of enterpriseaagfpn and staff
bonus and welfare and are not distributable as dastiends and amounted to RMB550,512, RMB3,091 &71d
RMB11,186,409 as of December 31 2008, 2009 and,2@%pectively. In addition, due to restrictionstbe
distribution of share capital from the Company’s@®Pgubsidiaries, the PRC subsidiaries share cayfital
RMB1,853,257,884 at December 31, 2010 is considesgticted. As a result of these PRC laws andlatigus, as
of December 31, 2010, approximately 1,864,444,29%t available for distribution to the CompanyitsyPRC
subsidiaries in the form of dividends, loans oratbes.

17. RELATED PARTY TRANSACTIONS AND BALANCES

Parties are considered to be related if one pasytie ability, directly or indirectly, to contritle other party or
exercise significant influence over the other partgnaking financial and operational decisions tiarare also
considered to be related if they are subject tomomcontrol or common significant influence. Rethparties may
be individuals or corporate entities.

The following entities are considered to be relgtadies to the Group because they are affiliateéseoGroup
under the common control of the Group’s major shalder. The related parties only act as serviceigess and
lessors to the Group and there is no other relstiprwherein the Group has the ability to exersigaificant
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influence over the operating and financial policéshese parties. The Group is not obligated aviole any type of
financial support to these related parties.

Related Party Nature of the Party Relationship with the Group
Lishan Property (Suzhou) Co., Ltd. (“Suzhou

Property) Commercial leasing busine Controlled by Qi J
Ctrip.com International, Ltd“Ctrip.con™) Online travel services provid Qi Ji is a directo
Powerhill Holding Limited. “Powerhil”) Investment Compan Controlled by Qi J
Winner Crown Holdings Limited. (“Winner

Crowr™) Investment Compan Controlled by Qi J
Qi Ji Foundet Foundet

() Related party balance

Amounts due from related parties are comprisedlofa to Suzhou Property which was converted into
prepayment for rent during 2009. The amounts dum frelated parties were unsecured and interest free

At December 31,
2009 2010
Suzhou Propert 4,632,33! 3,267,19:

Amounts due to related parties were comprised pfrossions payable to Ctrip for reservation servidée
amounts due to related parties were interest fndgpayable upon demand.

At December 31,
2009 2010

Ctrip.com 927,58: 855,24

(b) Related party transaction

During the years ended December 31, 2007, 2002004, related party transactions consisted of the

following:
Year Ended December 31
2008 2009 2010
Rental expens— Suzhou Propert 3,542,96: 3,613,50! 3,640,38I
Commission expens— Ctrip.com 7,515,61f 9,949,150  9,457,51:

Certain commercial buildings of Suzhou Propertyeygiedged as collateral for the Group’s creditligcfsee
Note 7).

In August 2009, the Company issued 1,982,509 ordisiaares at RMB12.32 (US$1.80) to Winner Crown for
total proceeds of RMB24,432,215 (US$3,576,982).

In March 2010, the Company issued 7,202,482 ordyastzares at the price equal to the IPO price pdinnary
share for the total proceeds of RMB150,571,803(123#27,601) to Ctrip.com.
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18. COMMITMENTS AND CONTINGENCIES
(2) Operating lease commitmen

The Group has entered into lease agreements f@ircéotels which it operates. Such leases arsifiled as
operating leases.

Future minimum lease payments under non-cancellgigeating lease agreements at December 31, 200 we
as follows:

Year ending December 31

2011 610,877,72
2012 668,409,01
2013 671,989,28
2014 679,771,07
2015 671,930,78
Thereaftel 4,386,566,89
Total 7,689,544,78

(b) Purchase Commitment

As of December 31, 2010, the Group’s commitmenritted to leasehold improvements and installation of
equipment for hotel operations was RMB77,615,104ickvis expected to be incurred within one year.
(c) Contingencies

The Group is subject to periodic legal or admiiste proceedings in the ordinary course of ouir®ss. The
Group does not believe that any currently pendaggll or administrative proceeding to which the @riua party
will have a material adverse effect on the busimedmancial condition.
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As of December 31

2009 2010 2010
Uss$
(Note 2)
Assets
Current asset:
Cash and cash equivalel 8,847,29 39,897,97 6,045,141
Amounts due from subsidiari 13,654,40 — —
Prepayments and other current as 51,827,66 12,626,03 1,913,03I
Total current asse 74,329,36 52,524,01 7,958,18
Other asset — 785,241 118,97¢
Investment in subsidiarie 817,568,563 2,070,342,42 313,688,24
Total asset 891,897,90 2,123,651,67 321,765,40
Liabilities, mezzanine equity and equity
Current liabilities:
Deferred revenu — 1,576,51. 238,86¢
Accrued expenses and other current liabili 1,006,06: 818,05: 123,94
Total current liabilities 1,006,06: 2,394,56! 362,81:
Deferred revenu — 5,123,67! 776,31:
Total liabilities 1,006,06: 7,518,23 1,139,12
Mezzanine equity
Series B convertible redeemable preferred shar8$QU001 p:
value per share; 106,000,000 and nil shares aa#ftbas of
December 31, 2009 and 2010, respectively; 78,08838d nil
shares issued and outstanding as of December 89,21
2010, respectively 796,803,45 — —

Equity:
Ordinary shares (US$0.0001 par value per sharep80@M00
and 8,000,000,000 shares authorized as of Dece3ih@009
and 2010, respectively; 60,948,013 and 241,151shakes
issued and outstanding as of December 31, 2002 @H0|
respectively’ 46,49( 177,68 26,92:
Series A convertible preferred shares (US$0.000Valae per
share; 44,000,000 and nil shares authorized as of
December 31, 2009 and 2010, respectively; 44,00050d nil
shares issued and outstanding as of December 32,2

2010, respectively 34,13¢ — —
Additional paic-in capital 351,994,13 2,168,364,16 328,540,02
Accumulated defici (245,456,91) (29,705,43) (4,500,82)
Accumulated other comprehensive | (12,529,45) (22,702,97) _ (3,439,84)

Total equity 94,088,38 2,116,133,44 320,626,27
Total liabilities, mezzanie equity and equ 891,897,90 2,123,651,67 321,765,40
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Year Ended December 3.

2008 2009 2010 2010
Uss$
(Note 2)
Operating costs and expens

Selling and marketing expens — — 157,04¢ 23,79
General and administrative expen 7,756,40. 9,663,76. 13,484,50 2,043,10!
Total operating costs and expen 7,756,40. 9,663,76. 13,641,55 2,066,90:
Loss from operation (7,756,40) (9,663,76) (13,641,55) (2,066,90)
Interest incomi 1,178,66: 13,097 813,58 123,27:
Foreign exchange lo: (20,478,09) — (547,16) (82,909
Change in fair value of warrar 8,536,09: — — —
Other income — — 3,027,71 458,74!
Income (loss) in investment in subsidiar (127,642,72) 52,195,19 226,098,89 34,257,40

Net income (loss) attributable to ordinary sharklbs  (136,162,46) 42,544,53 215,751,47 32,689,61
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Year Ended December 31

ENTS SCHEDULE |

2008 2009 2010 2010
uUss
(Note 2)
Operating activities:
Net income (loss (136,162,46) 42,544,53 215,751,47 32,689,61
Adjustments to reconcile net income (loss) to rmeshcused in operating
activities:
Share-based compensatic 4,815,02: 7,955,161 13,113,34 1,986,871
Change in the fair value of warrar (8,536,09) — — —
Loss (income) in investment in subsidiar 127,642,72 (52,195,19) (226,098,89) (34,257,40)
Changes in operating assets and liabilit
Deferred revenu — — 6,700,18 1,015,17!
Prepayments and other current as 136,56« (487,05¢) (18,583,51) (2,815,68)
Salary and welfare payak 1,075,23 (1,075,23) — —
Accrued expenses and other current liabili (2,677,69) (264,46¢) 16,28( 2,461
Net cash provided by (used in) operating activi (13,706,71) (3,552,25) (9,101,12) (1,378,95)
Investing activities:
Collection from amount due from subsidiar — — 13,654,40 2,068,84!
Investment in subsidiarie (465,162,51) (51,340,61) (979,345,83) (148,385,73)
Net cash used in investing activiti (465,162,51)  (51,340,61) (965,691,43) (146,316,88)
Financing activities
Proceeds from issuance ordinary shi — 54,945,16 959,103,72 145,318,74
Ordinary share issuance costs, net of exisitingettdder reimbursemer — — 3,930,231 595,49(
Net proceeds from issuance of ordinary shares egercise of optiol — 3,765,25! 41,124,85 6,231,03!
Net proceeds from issuance of Series B preferrates 270,804,80 — — —
Net proceeds from issuance of Series B preferraceshupon warrant
exercise 74,274,85 — — —
Net proceeds from exercise of warra — — 17,872,82. 2,708,00-
Deposits received for share subscript 22,264,53 — — —
Refund of deposit for share subscript — (1,503,06) — —
Deposit received for exercise of opti — 1,006,06: — —
Net cash provided by financing activiti 367,344,20 58,213,42 1,022,031,64 154,853,27
Effect of exchange rate changes on cash and casveénts (6,601,31) (20,029 (16,188,40) (2,452,78)
Net increase (decrease) in cash and cash equis: (118,126,33) 3,330,52: 31,050,67 4,704,64:
Cash and cash equivalents at the beginning ofehe 123,643,11 5,516,771 8,847,29: 1,340,501
Cash and cash equivalents at the end of the 5,516,77! 8,847,29i 39,897,97 6,045,14:
Supplemental schedule of r-cash investing and financing activitie
Issuance of Series B preferred shares in exchanagvance from related
party 13,894,40 — — —
Issuance of ordinary shares from subscription dé — 20,761,47 — —
Payment of ordinary share issuance costs throulghatiopn of prepayment
and amount included in payab — — 7,613,67! 1,153,58
Issuance of ordinary shares upon exercise of opfi@m subscription
deposit — — 1,216,38! 184,30:
Issuance warrant for acquisition of noncontrollintgrest — — 7,067,18 1,070,78!

The accompanying notes are an integral part oktheasolidated financial statements

F-32




Table of Contents

ADDITIONAL FINANCIAL INFORMATION  — FINANCIAL STATEMENTS SCHEDULE |
CHINA LODGING GROUP, LIMITED
FINANCIAL INFORMATION FOR PARENT COMPANY

Note to Schedule |

Schedule | has been provided pursuant to the emeints of Rule 12-04(a) and 5-04-(c) of
Regulation S-X, which require condensed financifdimation as to the financial position, changénancial
position and results of operations of a parent anmgas of the same dates and for the same pedogshfch
audited consolidated financial statements have pessented when the restricted net assets of adated
subsidiaries exceed 25 percent of consolidatedssats as of the end of the most recently compfisieal year.

The condensed financial information has been pegbasing the same accounting policies as set dbiein
accompanying consolidated financial statementspxbat the equity method has been used to acéount
investments in its subsidiaries.

Certain information and footnote disclosures nolyniacluded in financial statements prepared inoadance
with accounting principles generally accepted m thited States of America have been condensenhitted. The
footnote disclosures contain supplemental inforamatelating to the operations of Powerhill and @wnpany and,
as such, these statements should be read in coimjumath the notes to the accompanying consolididiteancial
statements.
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This financial information has been prepared infemmity with accounting principles generally acaspin the
United States.

VALUATION AND QUALIFYING ACCOUNT

Balance at Charge to Costs an Charge Taken Balance at end ¢
Beginning of Yeal Expenses Against Allowance Year
(In Renminbi)

Allowance for doubtful accounts of

accounts receivables and other

receivables
December 31, 200 500,00( 423,36¢ — 923,36t
December 31, 200 923,36t 1,252,27! — 2,175,64.
December 31, 201 2,175,64. 102,75¢ — 2,278,40:
Valuation allowance for deferred tax

asset:
December 31, 20C 2,673,90. 10,836,96 — 13,510,87
December 31, 200 13,510,87 8,472,00! (10,121,07) 11,861,81
December 31, 201 11,861,81 3,856,63! (7,471,14) 8,247,30:

* k k k % %
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List of Subsidiaries

Directly-Owned Subsidiaries:

Shanghai HanTing Hotel Management Group, Ltd. (PRC)
HanTing Xingkong (Shanghai) Hotel Management Cid, [PRC)
Yiju (Shanghai) Hotel Management Co., Ltd. (PRC)

HanTing (Tianjin) Investment Consulting Co., Lt&RC)

China Lodging Holdings (HK) Limited (Hong Kong)

China Lodging Holdings Singapore Pte. Ltd.

Indirectly -Owned Subsidiaries:

1. 100% Owned Subsidiaries (all PRC companies

11

1.2

13

14

15

1.6

1.7

1.8

1.9

1.1C
1.11
1.12
1.18
1.14
1.1¢
1.1€
1.17
1.1¢
1.1¢
1.2C
1.21
1.22
1.23
1.24
1.2
1.2¢€
1.27
1.2€
1.2¢€
1.3C
1.31
1.32
1.33
1.34
1.3¢
1.3€
1.37
1.3¢
1.3¢
1.4C

Shanghai HanTing Decoration and Engineering Cal,
Shanghai Yiju Hotel Management Co., L

Shanghai Aiting Hotel Management Co., L
Shanghai Senting Hotel Management Co.,
Shanghai Yuanting Hotel Management Co., |
Shanghai Ningting Hotel Management Co., |
Shanghai Guiting Hotel Management Co., |
Shanghai Yiting Hotel Management Co., L
Shanghai Songting Hotel Management Co.,
Shanghai Xiting Hotel Management Co., L
Shanghai Jiating Hotel Management Co., |
Shanghai Hanhao Hotel Management Co.,
Shanghai Yuanting Hotel Management Co., |
Shanghai Yangting Hotel Management Co., |
Shanghai Baoting Hotel Management Co., |
Shanghai Yaogu Shangwu Hotel Management Co.,
Shanghai Yanting Hotel Management Co., |
Shanghai Changting Hotel Management Co.,
Shanghai Changting Hotel Management Co.,
Shanghai Qinting Hotel Management Co., |
Suzhou Lishan Senbao Hotel Management Co.,
Suzhou HanTing Hotel Management Co., |

Suzhou Lishan Yatai Hotel Management Co.,
Suzhou Yiting Hotel Management Co., L

Beijing Beixie Hongyun Hotel Management Co., L
Beijing Jiating Hotel Management Co., L

Beijing Dongting Hotel Management Co., L

Beijing Anting Hotel Management Co., Lt

Beijing Yueting Hotel Management Co., L
Hangzhou Senting Hotel Management Co.,
Hangzhou Yishitan Investment and Management Cd.,
Hangzhou Qiuting Hotel Management Co., L
Guangzhou Mengting Hotel Management Co.,
Guangzhou Meiting Hotel Management Co., |
Guangzhou Huiting Hotel Management Co., |
Tianjin Chengting Hotel Management Co., L
Tianjin Xingting Hotel Management Co., Lt

Tianjin HanTing Xingkong Hotel Management Co., L
Tianjin Yiting Hotel Management Co., Lt

Wuhu HanTing Hotel Management Co., L
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1.41
1.42
1.43
1.44
1.4¢
1.4¢€
1.47
1.4¢
1.4¢
1.5C
1.51
1.52
1.58
1.54
1.5¢
1.5€
1.57
1.5€
1.5¢
1.6C
1.61
1.62
1.63
1.64
1.6
1.6€
1.67
1.6€
1.6¢
1.7C
1.71
1.72
1.78
1.74
1.7¢
1.7¢€
1.77
1.7¢
1.7
1.8C
1.81
1.82
1.83
1.84
1.8
1.8€
1.87
1.8€

Shenyang Maruika Hotel Management Co., |
Shenyang Futing Hotel Management Co., |
Wuhan HanTing Hotel Management Co., L
Wuhan Changting Hotel Management Co., |
Shenzhen HanTing Hotel Management Co.,
Shenzhen Shenting Hotel Management Co.,
Kunshan Lishan Hotel Management Co., |
Ningbo Jiangdong Meijia City Hotel Co., Lt

Yiwu HanTing Hotel Management Co., Li
Nanning HanTing Hotel Management Co., L
Nanjing Kexiang Hotel Co., Ltc

Shanghai Hegao Hotel Management Co.,
Xiamen Xiating Hotel Management Co., L

Zibo HanTing Hotel Management Co., L

Beijing HanTing Jiamei Hotel Management Co., |
Xi’an HanTing Fukai Hotel Management Co., L
Qingdao HanTing Hotel Management Co., L
Shanghai Lanting Hotel Management Co., |
Shanghai baiting Hotel Management Co., |
Shanghai Jiangting Hotel Management Co.,
Shanghai Zhenting Hotel Management Co.,
Shanghai HanTing Guancheng Hotel Management Cd.
Chengdu HanTing Hotel Management Co., |
Shanghai Yiju Hotel Management Co., L

Wuxi Yiju Hotel Management Co., Lt

Hangzhou HanTing Kuaijie Hotel Management Co., |
Beijing Yaoting Hotel Management Co., L

Beijing Xiting Hotel Management Co., Lt
Shanghai HanTing Service Apartment Hotel Manager@ent Ltd.
Shanghai Meiting Hotel Management Co., L
Beijing HanTing Hotel Management Co., L
Beijing HanTing Ruijing Hotel Management Co., L
Shanghai Yuyi Hotel Management Co., L
Shanghai Liansheng Hotel Management Co.,
Shanghai Yate Zhongtan Hotel Management Co.,
Shanghai Haoting Hotel Management Co., |
Shanghai Luting Hotel Management Co., L
Beijing Zhongting Hotel Management Co., L
Taiyuan Xinting Hotel Management Co., L
Nanchang Yinting Hotel Management Co., L
Nantong Botong Hotel Management Co., L
Taiyuan Ruiting Yingze Hotel Management Co., L
Shanghai Yate Hotel Management Co., |
Shanghai Rongting Hotel Management Co.,
Shanghai Minting Hotel Management Co., L
HanTing Technology (Suzhou) Co., L

Hanting (Shanghai) Enterprise Management Co.,
Xiamen Tingju Hotel Co., Lt

2. Majority -Owned Subsidiaries (all PRC companies

21

22

Beijing HanTing Shengshi Hotel Management Co., Ltd.
- 80% equity interests owned by Shanghai HanTing Hdtsmagement Group, Lt
Beijing HanTing Dongfang Hotel Management Co., Ltd.
—99% equity interests owned by Shanghai HanTing Hdsmagement Group, Lt




2.3  Hangzhou Hemei HanTing Hotel Management Co., Ltd.

- 65% equity interests owned by Shanghai HanTing Hdtmagement Group, Lt
2.4  Hangzhou Heju HanTing Hotel Management Co., Ltd.

- 65% equity interests owned by Shanghai HanTing Hdsmagement Group, Lt
2.5  Hangzhou Heting Hotel Management Co., Ltd.

- 65% equity interests owned by Shanghai HanTing Hdsmagement Group, Lt
2.6  Shanghai Kailin Hotel Management Co., Ltd.

- 65% equity interests owned by Shanghai HanTing Hdtmagement Group, Lt
2.7  Nantong HanTing Zhongcheng Hotel Co., L

- 95% equity interests owned by Shanghai HanTing Hdtmagement Group, Lt
2.8  Chengdu HanTing Yangchen Hotel Management Co., Ltd.

- 51% equity interests owned by Shanghai HanTing Hdsmagement Group, Lt
2.9  Shenyang HanTing Yonglun Hotel Management Co., Ltd.

- 60% equity interests owned by Shanghai HanTing Hdsmagement Group, Lt
2.1C Suzhou Kangjia Shangwu Hotel Management Co., Ltd.

- 51% equity interests owned by Shanghai HanTing Hdtmagement Group, Lt
211 Wuxi HanTing Hotel Management Co., Ltd.

- 55% equity interests owned by Shanghai HanTing Hdsmagement Group, Lt
212 Taiyuan HanTing Jiangnan Hotel Management Co., Ltd.

- 55% equity interests owned by Shanghai HanTing Hdsmagement Group, Lt
2.12 Shenzhen HanTing Shiji Hotel Management Co., Ltd.

- 90% equity interests owned by Shanghai HanTing Hdtmagement Group, Lt
2.14 Changsha Changting Hotel Management Co., Ltd.

- 51% equity interests owned by Shanghai HanTing Hdtmagement Group, Lt
2.1 Guilin Lishan Huiming Hotel Management Co., Ltd.

- 60% equity interests owned by Shanghai HanTing Hdsmagement Group, Lt
2.1€ Shanghai HuiGu GangWan Hotel Management Co., Ltd.

- 65% equity interests owned by HanTing Xingkong (8jtei) Hotel Management Co.,L!
2.17 Shanghai Huiting Hotel Management Co., Ltd.

- 55.00% equity interests owned by Shanghai HanTioggHVlanagement Group, Lt
2.1€ Shanghai Yuanting Hotel Management Co., Ltd.

- 95.00% equity interests owned by Shanghai HanTioggHVanagement Group, Lt
2.1¢ Xi'an Shengting Hotel Management Co., Ltd.

- 99.00% equity interests owned by Shanghai HanTiaggHManagement Group, L
2.2C Chonggqing Yiting Hotel Management Co., Ltd.

- 99.00% equity interests owned by Shanghai HanTiaggHManagement Group, L
2.21 Xi'an Bangting Hotel Management Co., Ltd.

- 99.00% equity interests owned by Shanghai HanTiaggHManagement Group, L
2.22 Nanjing Leting Hotel Management Co., L

- 80% equity interests owned by Shanghai HanTing Hdsmagement Group, Lt



Exhibit 12.1

Executive Officers’ Certification Pursuant to
Section 302 of the Sarbanes-Oxley Act

I, Tuo (Matthew) Zhang, the Chief Executive OfficdrChina Lodging Group, Limited, certify that:
1. I have reviewed this annual report on Form 2ff-Ehina Lodging Group, Limited;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or dmndttate a
material fact necessary to make the statements,rimaliight of the circumstances under which sueteshents were
made, not misleading with respect to the perioceoad by this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport,
fairly present in all material respects the finahciondition, results of operations and cash floivhe company as
of, and for, the periods presented in this report;

4. The company'’s other certifying officer(s) anaré responsible for establishing and maintainisgldsure
controls and procedures (as defined in Exchangdritts 13a-15(e) and 15d-15(e)) and internal cootrer
financial reporting (as defined in Exchange Actédul 3a-15(f) and 15d-15(f)) for the company andchav

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedare
be designed under our supervision, to ensure thggmal information relating to the company, indhglits
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in
which this report is being prepared;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial
reporting to be designed under our supervisiopyéeide reasonable assurance regarding the rétyabfl
financial reporting and the preparation of finahsiatements for external purposes in accordantiegeinerall
accepted accounting principles;

(c) Evaluated the effectiveness of the companyssldsure controls and procedures and presentédsin t
report our conclusions about the effectivenest@fdisclosure controls and procedures, as of thegthe
period covered by this report based on such evahjand

(d) Disclosed in this report any change in the canyfs internal control over financial reporting tha
occurred during the period covered by the annyzdntehat has materially affected, or is reasondikély to
materially affect, the company’s internal contrekofinancial reporting; and

5. The company’s other certifying officer(s) angave disclosed, based on our most recent evaluation
internal control over financial reporting, to thengpany’s auditors and the audit committee of themany’s board
of directors (or persons performing the equivafanttions):

(&) All significant deficiencies and material weakses in the design or operation of internal cbotrer
financial reporting which are reasonably likelyatdversely affect the company’s ability to reconhgess,
summarize and report financial information; and

(b) Any fraud, whether or not material, that invedymanagement or other employees who have a
significant role in the company’s internal contooker financial reporting.

By: /s/ Tuo (Matthew) Zhan

Name: Tuo (Matthew) Zhang
Title:  Chief Executive Office

Date: April 7, 2011



Exhibit 12.2

Executive Officers’ Certification Pursuant to
Section 302 of the Sarbanes-Oxley-Act

I, Min (Jenny) Zhang, the Chief Financial Officdr@hina Lodging Group, Limited, certify that:
1. I have reviewed this annual report on Form 2ff-Ehina Lodging Group, Limited;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or dmndttate a
material fact necessary to make the statements,rimaliight of the circumstances under which sueteshents were
made, not misleading with respect to the perioceoad by this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport,
fairly present in all material respects the finahciondition, results of operations and cash floivhe company as
of, and for, the periods presented in this report;

4. The company'’s other certifying officer(s) anaré responsible for establishing and maintainisgldsure
controls and procedures (as defined in Exchangdritts 13a-15(e) and 15d-15(e)) and internal cootrer
financial reporting (as defined in Exchange Actédul 3a-15(f) and 15d-15(f)) for the company andchav

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedare
be designed under our supervision, to ensure thggmal information relating to the company, indhglits
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in
which this report is being prepared;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial
reporting to be designed under our supervisiopyéeide reasonable assurance regarding the rétyabfl
financial reporting and the preparation of finahsiatements for external purposes in accordantiegeinerall
accepted accounting principles;

(c) Evaluated the effectiveness of the companyssldsure controls and procedures and presentédsin t
report our conclusions about the effectivenest@fdisclosure controls and procedures, as of thegthe
period covered by this report based on such evahjand

(d) Disclosed in this report any change in the canyfs internal control over financial reporting tha
occurred during the period covered by the annyzdntehat has materially affected, or is reasondikély to
materially affect, the company’s internal contrekofinancial reporting; and

5. The company’s other certifying officer(s) angave disclosed, based on our most recent evaluation
internal control over financial reporting, to thengpany’s auditors and the audit committee of thegany’s board
of directors (or persons performing the equivafanttions):

(&) All significant deficiencies and material weakses in the design or operation of internal cbotrer
financial reporting which are reasonably likelyatdversely affect the company’s ability to reconhgess,
summarize and report financial information; and

(b) Any fraud, whether or not material, that invedymanagement or other employees who have a
significant role in the company’s internal contooker financial reporting.

By: /s/ Min (Jenny) Zhan

Name: Min (Jenny) Zhang
Title:  Chief Financial Office

Date: April 7, 2011



Exhibit 13.1

906 Certification

The certification set forth below is being subndtte the Securities and Exchange Commission in ection
with the Annual Report on Form 20-F for the yeadesshDecember 31, 2010 (the “Report”) for the puepofs

complying with Rule 13a-14(b) or Rule 15d-14(b}teé Securities Exchange Act of 1934 (the “Exchafgg) and
Section 1350 of Chapter 63 of Title 18 of the Udigtates Code.

Tuo (Matthew) Zhang, the Chief Executive Officedaviin (Jenny) Zhang, the Chief Financial OfficerGlfiine
Lodging Group, Limited, each certifies that, to thest of his or her knowledge:

1. the Report fully complies with the requiremesttSection 13(a) or 15(d) of the Exchange Act; and

2. the information contained in the Report fairhggents, in all material respects, the financialdition
and results of operations of China Lodging Groupited.

/sl Tuo (Matthew) Zhang

Name: Tuo (Matthew) Zhang
Title:  Chief Executive Office

/sl Min (Jenny) Zhang

Name: Min (Jenny) Zhang
Title:  Chief Financial Officel

April 7, 2011



Exhibit 23.2

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference iniRegion Statement No. 333-166179 on Form S-8uof o
report dated April 7, 2011, relating to the finalatatements and financial statement schedul€himia Lodging
Group, Limited (which report expresses an unqualifbpinion on the financial statements and findrat&ement
schedules and includes explanatory paragraphsirefeo (i) the adoption of FASB Accounting Stardar
Codification 810-10-65, “Consolidation — Overall Fansition and Open Effective Date Information”gpiously
Statement of Financial Accounting Standards No, 1§0ncontrolling Interests in Consolidated Finaaici
Statements — an amendment of ARB No. 517), effecfianuary 1, 2009, and (ii) the translation of Riebm
amounts to U.S. dollar amounts for the conveniaridbe readers in the United States of Americapeaping in this
Annual Report on Form 20-F of China Lodging Grolimited for the year ended December 31, 2010.

/sl Deloitte Touche Tohmatsu CPA Ltd.

Shanghai, China
April 7, 2011



