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DEFINITIONS

In this circular, unless the context requires otherwise, the following expressions have the

following meanings:

“Acquisition”

“Acquisition Agreement”

“Acquisition Consideration”

“Actual Profit”

“Announcement”’

“Board”

“Business Day”

“BVI”

“Closing Accounts”

the acquisition of the Sale Shares and the Sale Loan by the

Purchaser from the Vendor

the agreement dated 16 November 2019 as amended by the
supplemental agreement dated 29 June 2020 entered into
by the Company, the Purchaser, the Vendor and the
Vendor Guarantor in respect of the Acquisition

HK$360 million

has the meaning ascribed in the paragraph headed ‘(2)

Profit guarantee” in this circular

the announcement of the Company dated 16 November
2019

the board of the Company

a day (excluding a Saturday or Sunday) on which banks in
Hong Kong are generally open for normal banking

business
the British Virgin Islands

the accounts comprising (i) the statement of financial
position as at the last day of the calendar month
immediately preceding the Completion Date and the
statement of profit or loss of the Target Company for the
period from 1 January 2020 to the last day of the calendar
month immediately preceding the Completion Date; and
(ii) the consolidated statement of financial position as at
the last day of the calendar month immediately preceding
the Completion Date and the consolidated statement of
profit and loss of the Target Group for the period from
1 January 2020 to the last day of the calendar month
immediately preceding the Completion Date



DEFINITIONS

“CNTC”

“Company”

“Completion™

“Completion Date”

“Consideration Shares”

“Consultancy Agreement”

“Consultancy Fee”

“Consultant”

“Conversion Period”

“Conversion Price”

has the meaning ascribed in the paragraph headed
“BUSINESS PROFILE” in this circular

Greater China Financial Holdings Limited, a company
incorporated in Bermuda with limited liability, the shares
of which are listed on the main board of the Stock
Exchange

completion of the Acquisition in accordance with the terms

and conditions of the Acquisition Agreement

the fifth Business Day after the date of fulfillment (or
waiver) of the conditions precedent of the Acquisition
Agreement (or such other date as the parties to the

Acquisition Agreement may agree in writing)

the 50,000,000 Shares to be allotted and issued by the
Company to the Consultant pursuant to the Consultancy
Agreement

the agreement dated 16 November 2019 as amended by a
supplemental agreement dated 29 June 2020 entered into
by the Company, the Purchaser and the Consultant in
respect of the provision of consultancy service by the
Consultant to the Company

HK$10 million, being the total fee for the consultancy

service under the Consultancy Agreement

71 7% B (Lu Hongguo), an individual providing consultancy

service to the Group

has the meaning ascribed in the paragraph headed “THE
CONVERTIBLE NOTES” in this circular

the initial conversion price of HK$1.0 per Conversion
Share or per Share upon conversion of the Incentive Note,

as the case may be, subject to adjustment



DEFINITIONS

“Conversion Share(s)”

“Convertible Notes”

“Development Plan”

“Director(s)”

“E-commerce Platform”

“Early Redemption Date”

“Early Redemption Right”

“Enlarged Group”

“Finance Group”

“Group”

“Guaranteed Profit”

“HK$”

“Hong Kong”

the Share(s) to be allotted and issued upon exercise of the
rights attached to the Convertible Notes to convert the
principal amount (or any part(s) thereof) of the
Convertible Notes into Shares pursuant to the terms and

conditions of the Convertible Notes

the notes in the principal amount of HK$200 million to be
created and issued by the Company to settle an amount of
HK$200 million of the Acquisition Consideration, and
convertible into Shares

has the meaning ascribed in the paragraph headed
“DEVELOPMENT PLAN FOR THE TARGET
GROUP” in this circular

the director(s) of the Company

has the meaning ascribed in the paragraph headed
“BUSINESS PROFILE” in this circular

has the meaning ascribed in the paragraph headed “THE
CONVERTIBLE NOTES” in this circular

has the meaning ascribed in the paragraph headed “THE
CONVERTIBLE NOTES” in this circular

the Group together with the Target Group after Completion

has the meaning ascribed in the paragraph headed “Basis
for determination of the Acquisition Consideration™ in

this circular
the Company and its subsidiaries

has the meaning ascribed in the paragraph headed *“(2)

Profit guarantee” in this circular
Hong Kong dollar, the lawful currency of Hong Kong

the Hong Kong Special Administrative Region of the
People’s Republic of China



DEFINITIONS

“Incentive Notes”

“Independent Third Party(ies)”

“Issued Date”

“Issue Price”

“Last Trading Day”

“Latest Practicable Date”

“Licensed Retailers”

“Listing Rules”

“Long Stop Date”

“Maturity Date”

“NAYV per Share”

“New Shares”

the convertible notes to be created and issued by the
Company to settle the incentive payment and convertible
into Shares, the particulars of which are set out in the
paragraph headed “Incentive payment” in the Letter from
the Board in this circular

third party(ies) independent of the Company and are not
connected persons (as defined under the Listing Rules) of

the Company

has the meaning ascribed in the paragraph headed “THE
CONVERTIBLE NOTES” in this circular

HK$0.2, being the issue price per New Share and per

Consideration Share

15 November 2019, being the last trading day of the
Shares before the signing of the first of the Acquisition
Agreement and the first of the Consultancy Agreement

29 June 2020, being the latest practicable date prior to the
date of this circular for ascertaining certain information

contained herein

has the meaning ascribed in the paragraph headed
“BUSINESS PROFILE” in this circular

the Rules Governing the Listing of Securities on the Stock
Exchange

15 November 2020 (or such other date as the parties under

the Acquisition Agreement may agree in writing)

has the meaning ascribed in the paragraph headed “THE
CONVERTIBLE NOTES” in this circular

has the meaning ascribed in the paragraph headed “THE
CONVERTIBLE NOTES” in this circular

the 800,000,000 Shares to be allotted and issued by the
Company to settle an amount of HK$160 million of the

Acquisition Consideration



DEFINITIONS

“Ningbo Yunlian Micro-

Financing”

“pRC”

“Purchaser”

“Reduction Date”

“Reference Period”

“Reorganisation”

s

“Reorganisation Consideration’

“RMB”

“Sale Loan”

“Sale Shares”
L‘SFC?’

“SFO”

P R/ NEEHARAF (transliterated as Ningbo
Yunlian Micro-Financing Company Limited*), a company
established in the PRC with limited liability

the People’s Republic of China, which for the sole purpose
of this circular excludes Hong Kong, the Macau Special
Administration Region of the People’s Republic of China

and Taiwan

Good Set Investments Limited, a company established in
the BVI with limited liability and a subsidiary of the
Company

has the meaning ascribed in the paragraph headed “(2)

Profit guarantee” in this circular

has the meaning ascribed in the paragraph headed

“Conversion Price” in this circular

the reorganisation of the companies comprised in the
Target Group referred to in the paragraph headed
“Reorganisation” in the Letter from the Board in this

circular

has the meaning ascribed in the paragraph headed (1)

Reorganisation cost” in this circular
Renminbi, the lawful currency of the PRC

the unsecured interest-free loan owed by the Target
Company to the Vendor at Completion. For illustrative
purpose only, the principal amount of the Sale Loan as at
the Latest Practicable Date was HK$60 million

the entire issued share capital of the Target Company
the Securities and Futures Commission of Hong Kong

the Securities and Futures Ordinance (Chapter 571 of the
Laws of Hong Kong)



DEFINITIONS

“SGM”

“Share(s)”

“Shareholder(s)”

“Specific Mandate”

“Stock Exchange”
“Takeovers Code”

“Target Clients”

s

“Target Company’

“Target Group™

“Track Record Period”

“Valuer”

“Vendor”

“Vendor Guarantor”

the special general meeting to be convened by the
Company for the Shareholders to consider and, if thought
fit, approve the Acquisition Agreement, the Consultancy
Agreement and the transactions contemplated thereunder,
including the Specific Mandate and the adjournment
thereof

ordinary share(s) of HK$0.001 each in the share capital of
the Company

holder(s) of the Shares

the specific mandate to be obtained by the Board from the
Shareholders at the SGM for the allotment and issue of the
Conversion Shares, the New Shares, Shares to be issued

under the Incentive Notes, and the Consideration Shares
The Stock Exchange of Hong Kong Limited
the Code on Takeovers and Mergers issued by the SFC

has the meaning ascribed in the paragraph headed
“BUSINESS PROFILE” in this circular

Xin Yunlian Investment Limited, a company established in
the BVI with limited liability and wholly owned by the

Vendor before Completion

the Target Company and its subsidiaries and associated

company
the three years ended 31 December 2019

CHFT Advisory and Appraisal Ltd., an independent valuer
appointed by the Company in respect of the Acquisition

Skill Rich Limited, a company established in the BVI with
limited liability and wholly owned by the Vendor
Guarantor on behalf of Wangxin Technology

Mr. Chen Zheng, the sole shareholder of the Vendor,
holding the entire equity interest of the Vendor on behalf
of Wangxin Technology



DEFINITIONS

“Wangxin Technology”

“WFOE”

“Xin Yunlian Advertising”

“Xin Yunlian Cloud”

“Xin Yunlian Digital™

“Xin Yunlian Financial”

I3

“Xin Yunlian Investment

“Xin Yunlian Network”

“Zhongyan E-commerce”

“%”

AR ZWE R A PR/ R (transliterated as Wangxin Xin
Yunlian Technology Limited*), a company established in
the PRC with limited liability and the ultimate beneficial

owner of the Vendor

P (G E A PR/ A (transliterated as Ningbo Ruixin
Investment Company Limited*) a special-purpose company
established in the PRC

B A (WD) AT BRAF]  (transliterated as Xin
Yunlian Advertising Media (Zhejiang) Company
Limited*), a company established in the PRC with limited
liability

WL EW ERHL AR AT (transliterated as Zhejiang
Xin Yunlian Cloud Technology Company Limited*), a
company established in the PRC with limited liability

WL EW B R A R A A (transliterated as Zhejiang
Xin Yunlian Digital Technology Company Limited*), a
company established in the PRC with limited liability

AR 2 W 4 RS SRS (W7 VL) B BR/A F] (transliterated
as Wangxin Xin Yunlian Financial Information Service
(Zhejiang) Company Limited*), a company established in
the PRC with limited liability

o ER R E (VL) ARA R (transliterated as
Wangxin Xin Yunlian Investment (Zhejiang) Company
Limited*), a company established in the PRC with limited
liability

Xin Yunlian Network Technology Limited, a company

established in Hong Kong with limited liability

BT LR TS A FRA A (transliterated as Zhongyan

Xin Shangmeng E-commerce Limited*), a company
established in the PRC with limited liability

per cent



DEFINITIONS

For the purposes of illustration only, any amount denominated in RMB in this circular was
translated into HK$ at the rate of RMBI to HK$1.0946. Such translations should not be
construed as a representation that the amounts in question have been, could have been or could

be, converted at any particular rate at all.

The English name of the Chinese entities marked with *““*” are translations of their Chinese
names and are also included in this circular for identification purposes only. Such translations
should not be regarded as their official English name.

In case of any inconsistency, the English text of this circular shall prevail over the Chinese

text.
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MAJOR TRANSACTION IN RELATION
TO THE ACQUISITION OF XIN YUNLIAN INVESTMENT LIMITED
INVOLVING THE ISSUE OF CONVERTIBLE NOTES,
NEW SHARES, INCENTIVE NOTES
AND CONSIDERATION SHARES
UNDER SPECIFIC MANDATE

INTRODUCTION

Reference is made to the Announcement in relation to, among other things, the Acquisition
and the announcement of the Company in relation to the amendments of the terms of the
Acquisition and the Consultancy Agreement dated 29 June 2020.



LETTER FROM THE BOARD

Under the Acquisition Agreement, the Vendor conditionally agreed to sell and the

Purchaser conditionally agreed to acquire the Sale Shares and the Sale Loan.

Under the Consultancy Agreement, the Consultant has agreed to provide consultancy

services to the Group in relation to the Acquisition.

The purposes of this circular are to provide you with, among other things, (i) the principal
terms of the Acquisition and the Consultancy Agreement; (ii) the financial information of the
Group; (iii) the financial information of the Target Group; (iv) the management discussion and
analysis of the Target Group; (iv) the financial information of Zhongyan E-commerce; (v) the
management discussion and analysis of Zhongyan E-commerce; (vi) the unaudited pro forma
financial information of the Enlarged Group; (vii) the business valuation report on the Target
Group prepared by the Valuer; (viii) the letters in relation to the profit forecast; (ix) other
information as required under the Listing Rules; and (x) the notice convening the SGM.

THE ACQUISITION
The principal terms of the Acquisition Agreement are summarized below.

The Board has consulted with the PRC legal advisers of the Company and was advised that
the Acquisition Agreement is binding on the Vendor and enforceable according to its terms.

Assets to be acquired

The Vendor conditionally agreed to sell, and the Purchaser conditionally agreed to acquire,
the Sales Shares and the Sale Loan.

The Acquisition Consideration

The consideration for the Acquisition shall be HK$360 million and settled by the Company
as to HK$200 million by the issue of the Convertible Notes and as to HK$160 million by the
issue of the New Shares under the Specific Mandate at Completion.

— 10 -



LETTER FROM THE BOARD

The Company has considered other alternatives to finance the Acquisition Consideration

such as bank borrowings and other equity fund raising exercises. Having considered the

following factors, the Company considered that the issue of the Convertible Notes and the New

Shares to satisfy the Acquisition Consideration is appropriate, fair and reasonable:

(@)

(b)

(c)

the Convertible Notes will be unsecured and have a lower finance cost with a
progressive interest rate of up to 6% per annum and a longer tenure of five years as
compared to bank borrowings which are usually required to be secured and will have
a higher finance cost and a shorter tenure. The Company is asset-light and does not
have fixed assets that could be taken as collateral required by the banks for financing
purposes. For the bank loans advanced to the Company in 2019, the average interest
rate is approximately 6.3% per annum and the majority of the loans have a tenure of

more than 2 years but not more than 5 years;

the initial conversion price of the Convertible Notes is HK$ 1.0 per Share and
represents a significant premium to the current market price of the Shares. The
potential dilution effect of the Convertible Notes is therefore lower as compared to
other equity fund raising exercises such as rights issue, open offer or placing of new
shares, in which the issue price usually represents a discount to the current market

price. There is also no certainty that such equity fund raisings will be completed; and

no immediate cash will need to be paid by the Company by the issue of the
Convertible Notes and the New Shares.

For the principal terms of the Convertible Notes, please refer to the paragraph headed
“THE CONVERTIBLE NOTES” below.

Conditions precedent

Completion is subject to and conditional upon satisfaction (or waiver if, permitted) of the

following conditions precedent, on or before the Long Stop Date:

(a)

(b)

the Company having obtained all necessary approvals, authorisations, consents and
permits from the Stock Exchange (including but not limited to the approval for the
allotment and issue of the Conversion Shares, the New Shares and Shares to be issued

under the Incentive Notes);

the Shareholders having duly passed the resolutions to approve the Acquisition
Agreement and the transactions contemplated thereunder, including but not limited to
the issue of the Convertible Notes, the New Shares and Shares to be issued under the

Incentive Notes;

— 11 -



LETTER FROM THE BOARD

(c) Zhongyan E-commerce having obtained Value-Added Telecommunications Business
License* (M4{HE(FFEHLEFTAI#) or is authorised to continue the relevant
business to ensure the legality to operate the e-commerce platform. Wangxin
Technology, Zhongyan E-commerce and the other members of the Target Group
having confirmed in writing that during the effective period of the Value-Added
Telecommunications Business License, Zhongyan E-commerce will continue the
operation of the e-commerce platform and continue to collaborate with other members

of the Target Group;

(d) the Purchaser having performed and completed the due diligence on the Target Group
(included legal, accounting, financial, operational, or other aspects that the Purchaser
considered necessary) and satisfied with the result of the due diligence; and

(e) the representations and warranties made by the parties under the Acquisition

Agreement having not been violated.

If any of the conditions precedent is not fulfilled (or being waived) on or before 5 pm on
the Long Stop Date, the Acquisition Agreement shall cease to be of any effect and terminate

pursuant to the Acquisition Agreement.

The Purchaser has the discretion to conditionally or unconditionally waive in writing the
conditions precedent (c), (d) and (e) set out above. Such conditions precedent are for the
protection and benefit of the Company and therefore, they are capable of being waived by the
Company conditionally or unconditionally such that the Company will have the flexibility to
address any unforeseen circumstances should they arise in the future. The Company does not
currently have any intention to waive any of such conditions precedent. In the event that there
occurs any circumstance which warrants a waiver, the Directors will exercise due care and will
consider imposing appropriate conditions to protect the interest of the Company before a waiver

is granted.
As at the Latest Practicable Date, none of the above conditions precedent was fulfilled.
The Vendor’s undertaking

(1) Certain undertakings have been provided by the Vendor to the Purchaser to govern the
operation of the Target Group between the date of the Acquisition Agreement and
Completion. Undertakings include, among other things, (i) undertaking to ensure the
operation of the Target Group will continue to operate in the same manner as to prior
to the execution of the Acquisition Agreement; and (ii) undertakings in relation to the
treatment of assets and liabilities, staffing and daily operation of the Target Group.

— 12 -
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(2)

On the Completion Date, the Vendor shall submit the Closing Account to the
Purchaser. The Vendor shall assist the Purchaser’s designated accounting firm to audit
the Closing Accounts. The Vendor guaranteed that the loan receivable of Xin Yunlian
Financial and its subsidiaries as stated in the Closing Accounts, save for any inter-
group receivable among the members of the Target Group, should be recovered within
two years after the Completion Date. If the uncollected loan receivable (save for any
inter-group receivable among the members of the Target Group) exceeds 1.8% of the
total loan receivable of Xin Yunlian Financial and its subsidiaries and results in any
loss of the Purchaser, the Target Company or any member of the Target Group, the
Vendor shall repay the excess of the uncollected loan receivable in full. The aforesaid
1.8% was arrived at after negotiation with the Vendor taking into account the
historical percentage of uncollectible loan receivable of Xin Yunlian Financial and its

subsidiaries which are set out below.

The provision of doubtful debts in respect of loan receivable overdue over one year
accounted for 0.39%, 0.07% and 2.03% of the total loan receivable of Xin Yunlian
Financial and its subsidiaries for the three years ended 31 December 2019
respectively. For the three years ended 31 December 2019, no write-off of loan and
interest receivable was provided by the Target Group as no default of loan receivable

was recorded during the relevant periods.

The 1.8% threshold was determined mainly with reference to the doubtful loan
provision of 2.03% in the year ended 31 December 2019. The provision in 2017 and
2018 was not referenced as the financing business of Xin Yunlian Financial was less

developed then and would therefore be less meaningful as a reference point.

The loan receivable overdue over one year was fully impaired as disclosed on page II-

77 of this circular, which is consistent with the Company’s accounting policy.

The provision of doubtful debts of 2.03% as at 31 December 2019 represents the
amount of loan receivable overdue over one year in the amount of HK$2,835,000

(which is fully impaired by the Company) over the total loan receivable before
impairment as at 31 December 2019 in the amount of HK$139,334,000.

Subsequent to the year ended 31 December 2019, 3% of the doubtful loan provision in
the year ended 31 December 2019 (i.e. 3% x 2.03%) had been recovered as at 30
April 2020. Therefore, around 1.97% (which is 97% of 2.03%) of the doubtful loan
provision had not been recovered and this is the reference point in the determination
of the 1.8% threshold.

— 13 -
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The Board considers that there is sufficient safeguard to ensure that the Vendor is able

to honour its obligations:

(a)

(b)

()

Reorganisation

the Vendor has the financial capacity to pay the excess above the 1.8%
threshold, given the lock-up on the New Shares and the related sale proceeds. As
disclosed in the aging analysis on page II-77 in this circular, as at 31 December
2019, the loan and interest receivable that is neither past the due date nor
individually impaired amounted to approximately HK$140,194,000 in total,

which is below the value of the New Shares in the amount of HK$160 million.

The position of the loan receivable due to the Target Group has been closely
monitored in the ongoing due diligence exercise conducted by the Company. The
Company is not aware of any circumstances that would lead to any significant
change in the exposure of the Target Group. In addition, as the financing
business mainly involves the grant of micro loans which tend to spread the
default risk evenly, a significant change in the overall exposure is not expected
in the foreseeable future.

In the event that the Vendor fails to pay such excess, the Company would resort
to the claims against the Vendor Guarantor who would be jointly liable with the
Vendor in accordance with the terms and conditions of the Acquisition
Agreement.

The following companies comprised in the Target Group went through a reorganisation in

2019 as follows:

(1) pursuant to an agreement dated 5 November 2019, 51% of the equity interest in Xin

Yunlian Digital was transferred by Wangxin Technology to the WFOE for a
consideration of RMB51,000,000 which was determined on the basis of the registered

capital of Xin Yunlian Digital; and

(2) pursuant to an agreement dated 5 November 2019, 51% of the equity interest in Xin

Yunlian Cloud was transferred by Wangxin Technology to the WFOE for a
consideration of RMB88,230,000 which was determined on the basis of the registered

capital of Xin Yunlian Cloud.

To the best of the Directors’ knowledge, information and belief having made all reasonable

enquiries, the Vendor is a company wholly owned by the Vendor Guarantor on behalf of

Wangxin Technology, and the WFOE is a wholly-owned subsidiary of the Vendor.

— 14 -
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The simplified shareholding structure of the Target Group before completion of the

Reorganisation is set out below:

Wangxin
Technology

100% 100%

Xin Yunlian Xin Yunlian
Digital Cloud
l
49% 100% 60%
Zhongyan Xin Yunlian Xin Yunlian

E-commerce Financial Advertising

To the best of the Directors’ knowledge, information and belief having made all reasonable
enquiries, the shareholders of Zhongyan E-commerce (other than Xin Yunlian Digital) and Xin
Yunlian Advertising (other than Xin Yunlian Cloud ) are independent of the connected persons

of the Company.
The post-Completion guarantee
(1) Reorganisation cost

The Acquisition Consideration shall not cover any unpaid consideration (the
“Reorganisation Consideration”) payable by the WFOE for the Reorganisation. The Vendor
and the Vendor Guarantor jointly undertook that they shall pay an amount equal to the
Reorganisation Consideration to the Purchaser on (i) the due date of the Reorganisation

Consideration or (ii) within three years after the Completion Date, whichever is earlier.

If the Reorganisation Consideration is not paid to the Purchaser on time, the principal
amount of the Convertible Notes shall be reduced by an amount equal to the Reorganisation

Consideration.

- 15 -
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(2) Profit guarantee

The Vendor undertook that the audited consolidated net profit of the Target Group
(excluding extraordinary gain and gain on merger and acquisition, which, for the avoidance of
doubt, are the only items which will be excluded) for the five years ending 31 December 2024 in
aggregate shall be not less than RMBI153 million (equivalent to approximately HK$167.5
million) (the “Guaranteed Profit”’). The Vendor represents that the aggregate consolidated net
profit of Xin Yunlian Digital and Xin Yunlian Cloud (excluding extraordinary gain and gain on
merger and acquisition) for the five years ending 31 December 2024 is expected to be not less
than RMB300 million (equivalent to approximately HK$328.4 million) after negotiation among
the parties.

The Board considers such representation by the Vendor to be fair and reasonable on the
following basis:

(a) The amount of RMB300 million above was arrived at with reference to the assessment

and the result of the profit and cash flow forecast of the Target Group;

(b) given the expected growth of the Target Group, the cost control measures as disclosed
in the section headed ‘““(iv) Control measures” in this circular and the costs expected
to be saved as disclosed under that section, the Company expects to achieve a

turnaround of the Target Group and to deliver profits arising from the expected

synergy,

(c) while there is a non-controlling interest in the Target Group, the Target Company has
a 51% interest in each of Xin Yunlian Digital and Xin Yunlian Cloud and consolidates
their income, and in the case of Xin Yunlian Digital, its income will be in the form of
dividend distributed by Zhongyan E-commerce if any dividend is declared by
Zhongyan E-commerce; and

(d) with the PRC economy starting to recover and the measures that the Chinese
government is expected to roll out to encourage domestic consumption, it is expected
that the business and profitability of the Target Group would benefit substantially.
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If the actual audited consolidated net profit of the Target Group (excluding extraordinary
gain and gain on merger and acquisition, which, for the avoidance of doubt, are the only items
which will be excluded) for the five years ending 31 December 2024 in aggregate (the ‘“Actual
Profit) falls short of the Guaranteed Profit, the Vendor will make up the shortfall to be

determined in the manner set out below:
Reduction Amount = (A-B) x 1.2
A = the Guaranteed Profit
B = the Actual Profit

For the avoidance of doubt, if Actual Profit is less than or equal to zero, i.e. the Target
Group will be not making profit or making a loss, B will equal to zero. In the case of B being
equal to zero, the Reduction Amount would be RMB 183.6 million (equivalent to approximately
HK$201.0 million). This maximum Reduction Amount represents approximately 55.8% of the

Acquisition Consideration.

The Board takes the view that while the maximum Reduction Amount represents
approximately 55.8% of the Acquisition Consideration, there is safeguard on the balance of the
Acquisition Consideration and the profit guarantee is fair and reasonable on the following

reasons:

(a) through the Acquisition, the Company will have a readily available platform with the
exclusive endorsement from CNTC to carry out non-tobacco transactions with the
Licensed Retailers and a potential borrower pool which the Group would otherwise
have to incur considerable costs that would likely exceed 44.2% of the Acquisition
Consideration (which is the balance of the Acquisition Consideration after deducting
the maximum Reduction Amount therefrom) to establish and develop organically. In
addition, it would be highly unlikely that the Company will be granted an
endorsement from CNTC even if the Company sets up a similar platform. Without
such endorsement, it would be difficult to attract Licensed Retailers to the platform.

(b) The platform provided by the Target Group and the potential borrower pool would
bring about synergy to, and hence enhance, the existing financing business of the
Group in the PRC.
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The Board considers that there is sufficient safeguard as follows to ensure the Vendor to

honour its obligations under the profit guarantee arrangement:

(a) the Vendor is a company wholly owned by the Vendor Guarantor on behalf of
Wangxin Technology and Wangxin Technology is the 49% holder in each of Xin
Yunlian Digital and Xin Yunlian Cloud. Therefore, the Vendor has vested interest that
is aligned with that of the Company. It can be expected to cooperate with the
Company to maximize the profits of each of Xin Yunlian Digital and Xin Yunlian
Cloud;

(b) the Vendor is subject to the lock-up on the New Shares and the Convertible Notes to
the extent of the Guaranteed Profit and the related sale proceeds and set-off can be

applied to satisfy the guarantee; and

(c) in the event that the Vendor fails to honour its obligations, the Company would resort
to the claims against the Vendor Guarantor who would be jointly liable with the

Vendor in accordance with the terms and conditions of the Acquisition Agreement.

The principal amount of the Convertible Notes shall be reduced by an amount equal to the
Reduction Amount within 90 days from the date when the parties confirm such Reduction

Amount or any other time as the parties may mutually agree (the ‘“Reduction Date”).

The outstanding principal amount of, and the interest accrued on, the Convertible Notes
held by the Vendor will be reduced by the Reduction Amount.

When considering the mechanism of the profit guarantee, the Directors took into
consideration among other things, (i) the profit guarantee mechanism of acquisition transactions

previously carried out by the Group; and (ii) the arm’s length negotiations with the Vendor.

The Group had carried out two acquisitions in 2016 and 2017 with both target companies
engaging in financial services in the PRC. In both transactions, profit guarantees offered to the
Group was 1.2 times the actual profit shortfall against the guaranteed profit. After negotiating
with the Vendor, the Directors considered that applying 1.2 times compensation on the shortfall

profit would be appropriate.

The Company will publish further announcements in a timely manner to inform
Shareholders of the fulfillment of the profit guarantee and where applicable, the Company’s
action upon non-fulfillment failure of the profit guarantee.
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Incentive payment

To incentivize the Vendor to contribute in the development of the Target Group after

Completion, the Company has agreed to issue the Vendor the Incentive Notes or pay the Vendor

in cash at the request of the Vendor in the following events:

(@)

(b)

(©

In the event that the Actual Profit shall exceed the Guaranteed Profit and shall be less
than RMB255 million (equivalent to approximately HK$279.1 million), the Company
shall pay to the Vendor in cash, or issue to the Vendor the Incentive Notes, in the
amount equal to 80% of the difference between the Actual Profit and the Guaranteed
Profit;

In the event that the Actual Profit shall be equal to or shall exceed RMB255 million
(equivalent to approximately HK$279.1 million) and shall be less than RMB408
million (equivalent to approximately HK$446.6 million), the Company shall pay to the
Vendor in cash, or issue to the Vendor the Incentive Notes, in the aggregate amount
of (i) 80% of the difference between RMB255 million (equivalent to approximately
HK$279.1 million) and the Guaranteed Profit, and (ii) 50% of the difference between
the Actual Profit and RMB255 million (equivalent to approximately HK$279.1

million); and

In the event that the Actual Profit shall be equal to or shall exceed RMB408 million
(equivalent to approximately HK$446.6 million), the Company shall pay to the
Vendor in cash, or issue to the Vendor the Incentive Notes, in the aggregate amount
of (i) 80% of the difference between RMB255million (equivalent to approximately
HK$279.1 million) and the Guaranteed Profit, (ii) 50% of the difference between
RMB408 million (equivalent to approximately HK$446.6 million) and RMB255
million (equivalent to approximately HK$279.1 million); and (iii) 20% of the
difference between the Actual Profit (subject to a cap of RMB612 million (equivalent
to approximately HK$669.9 million)) and RMB408 million (equivalent to
approximately HK$446.6 million).

The benchmarks of the incentive payment are determined on the following basis and the

Board considers the arrangement fair and reasonable:

()

The profit thresholds of RMB 255 million, RMB408 million and RMB612 million are
arrived at after arms-length negotiation among the parties based on the different levels
of better than expected growth of the business at growth rates ranging from two times
to over three times the existing projected growth rate.
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(i) As for the profit-sharing ratio of 80%, 50% and 20%, it has been negotiated and
agreed upon among the parties that the lower level of profit of RMB255 million in
event (a) is more likely to be attributable to the efforts of the legacy of the operation
of the Target Group pre-Acquisition, and hence the Vendor would have a higher
profit-sharing ratio.

(iii) At a higher profit threshold of RMB408 million in event (b) or RMB612 million in
event (c), the parties agreed that it would only be achieved because of the
management and involvement by the Company in the Target Group post-Acquisition,

and hence the Vendor would have a descending profit-sharing ratio.

(iv) The Company will control the Target Group post-Acquisition and has every interest to
maximize the profit of the Target Group The Company does not need any incentive
offered by the Vendor to further that aim. The Vendor is not in a position, and will
not be allowed, to hinder the growth of the Target Group because of its higher profit-

sharing ratio at a lower profit level in the determination of the incentive payment.

The Target Company will be wholly owned by the Company upon Completion. The
payment of incentive payment by the Company instead of the Target Company is mainly a result
of arms-length negotiation. The Vendor and the Company have agreed that, against the
background of the unforeseen spread of COVID-19 which led to the decrease in the valuation of
the Target Group, the Vendor should be afforded an opportunity to enjoy the benefit of the future
recovery of the Target Group by way of the incentive payment to be made by the Company.
Payment by the Target Group to Wangxin Technology is by way of dividend distribution, which
is directly linked to the financial performance of the Target Group in its normal course of
business which does not have any incentive element. There will not be immediate cash outflow
as the payment will be settled in the form of the Incentive Notes.

Given the decrease in the valuation of the Target Group due to the unforeseen spread of
COVID-19, the Vendor could have declined to proceed with the Acquisition and waited to sell
the Target Group after the recovery from the COVID-19 at a much higher valuation. The Board
considers the E-Commerce Platform and its attendant potential borrowers pool essential for the
future development of the financing business of the Group. To secure the E-Commerce Platform
at an earlier stage, the Company therefore agreed to the Vendor’s term to put in place the
incentive payment arrangement to afford the Vendor the opportunity to enjoy the benefit of the
recovery of the Target Group.
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The incentive payment does not form part of the Acquisition Consideration, as incentive
payment is in substance a profit-sharing mechanism based on the ordinary and usual course of
business of the Target Group.

It would only be triggered upon the fulfillment of certain conditions. If the incentive
payment is added to the Acquisition Consideration, the maximum amount payable by the
Company would be approximately HK$449,316,000 in the case of event (a), HK$533,050,000 in
the case of event (b) or HK$577,708,000 in the case of event (¢). The inclusion of the principal
amount of the Incentive Notes to the Acquisition Consideration will not affect the classification

of the Acquisition under Chapter 14 of the Listing Rules.

The Company is advised by the reporting accountant that the contingent payable for the
incentive payments was considered and evaluated by the Valuer for the purposes of preparing the
pro forma financial information. According to the mechanism of the profit guarantee under the
section headed *(2) Profit guarantee” in this circular (which would constitute contingent
receivables) and the incentive payment under this section (which would constitute contingent
payables), the calculation of the contingent receivable or payable is based on the actual aggregate
profit attributable to the owners of the Target Group in the event that there is a shortfall or
excess to the Guaranteed Profit. As disclosed on pages VI-5 and VI-6 of this circular, the
combined effect of the profit guarantee and the incentive payments resulted a contingent
receivable of HK$1,643,000. The net effect of contingent receivable and contingent payable is
classified as financial asset at fair value through profit or loss, and subject to fair value change

in the coming financial periods.

The terms of the Incentive Notes will be the same as those of the Convertible Notes (except
the principal amount and the right to convert the Incentive Notes any time after the issue date of
the Inventive Notes). Based on the initial conversion price of HK$1.0 per Share and the exchange

rate as of the Latest Practicable Date:

(i) in the event in (a) above, approximately 89,316,000 Shares will be allotted and issued
upon exercise of the conversion rights attaching to the Incentive Notes in full,
representing approximately 1.29% of the issued share capital of the Company as at the
Latest Practicable Date; and approximately 1.11% of the issued share capital of the
Company as enlarged by the allotment and issue of the Conversion Shares, the New
Shares, the Consideration Shares and the new Shares to be issued under the Incentive
Notes;
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(i) in the event of (b) above, approximately 173,050,000 Shares will be allotted and
issued upon exercise of the conversion rights attaching to the Incentive Notes
representing approximately 2.50% of the issued share capital of the Company as at the
Latest Practicable Date; and approximately 2.12% of the issued share capital of the
Company as enlarged by the allotment and issue of the Conversion Shares, the New
Shares, the Consideration Shares and the new Shares to be issued under the Incentive

Notes; and

(iii) in the event of (c) above, approximately 217,708,000 Shares will be allotted and
issued upon exercise of the conversion rights attaching to the Incentive Notes,
representing approximately 3.14% of the issued share capital of the Company as at the
Latest Practicable Date; and approximately 2.66% of the issued share capital of the
Company as enlarged by the allotment and issue of the Conversion Shares, the New
Shares, the Consideration Shares and the new Shares to be issued under the Incentive
Notes.

The aggregate nominal value of the new Shares to be issued under the Incentive Notes
(with a par value of HK$0.001 each) will be HK$217,708:

The issue of the Incentive Notes and allotment and issue of new Shares under the Incentive
Notes are subject to the Specific Mandate to be sought at the SGM.

Completion
Completion is expected to take place on the Completion Date.

Upon the Completion, the Group will be interested in the entire issued share capital of the
Target Company, and the Target Company will become an indirect wholly-owned subsidiary of
the Company. The financial results of the Target Group will be consolidated into the accounts of

the Group.

THE CONVERTIBLE NOTES
The principal terms of the Convertible Notes are summarized as follows:
Issuer: The Company

Issue Date: The date on which the Company issues the Convertible Notes
in the initial principal amount stated on the certificate to the
Noteholder pursuant to the Acquisition Agreement (the
“Issue Date”)

Principal amount: HKS$ 200 million
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Maturity date: The date falling on the fifth anniversary of the Issue Date
(the “Maturity Date”)

Interest rate: The interest rate is nil for the period commencing upon the
Issue Date and expiring on the first anniversary of the Issue
Date. The interest rate is 1% per annum for the period
commencing from the first anniversary of the Issue Date and

expiring on the second anniversary of the Issue Date.

The interest rate is 4% per annum for the period commencing
from the second anniversary of the Issue Date and expiring

on the third anniversary of the Issue Date.

The interest rate is 6% per annum for the period commencing
from the third anniversary of the Issue Date and expiring on
the Maturity Date.

The interest accrued on the Convertible Notes will be payable
on the Maturity Date

Conversion period: The Convertible Notes in the principal amount of the
Guaranteed Profit cannot be converted until the Reduction
Date under the section headed ““(2) Profit guarantee” in this
circular. Subject to the aforesaid, from the third anniversary
of the Issue Date up to the day immediately before the fifth
anniversary of the Issue Date, up to 30% of the principal
amount of each Convertible Note can be converted. On the
Maturity Date, the holder has the right to convert the
outstanding principal amount of each Convertible Note in
full (the “Conversion Period”)
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Conversion rights: The holders shall have the right to convert on any Business
Day during the Conversion Period, the whole or any part (in
multiples of HK$1,000,000) of the outstanding principal
amount of the Convertible Notes into Shares at any time and
from time to time at the Conversion Price provided that such
part of the principal amount of the Convertible Notes has not
previously been converted, early redeemed, purchased or
cancelled. The Convertible Notes are subject to restrictions
such that upon the conversion, (i) the Company would meet
the public float requirements prescribed under the Listing
Rules, and (ii) the Vendor and his respective associates,
together with any parties acting in concert (as defined in the
Takeovers Code) with them, will not trigger a mandatory
offer obligation under Rule 26 of the Takeovers Code, unless
(a) such conversion is permissible under the Takeovers Code
following the application by the holder of the Convertible
Notes and granting by the Executive (as defined in the
Takeovers Code) of a whitewash waiver and the approval of
the Shareholders in this regard; or (b) such holder of the
Convertible Notes has fulfilled sufficient financial resources
to make a general offer pursuant to Rule 26 of the Takeovers
Code.

Conversion Price: The conversion price of the Convertible Notes shall be
HK$1.0 per Conversion Share, subject to adjustment as set
out in accordance with the terms and conditions of the
Convertible Notes. As at 31 December 2019, the audited net
assets value per Share of the Company was HK$0.065 (the
“NAYV per Share”).

The initial Conversion Price represents a premium of

approximately 1,438% over the NAV per Share.
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Adjustment to
Conversion Price:

The Conversion Price shall from time to time be adjusted in

accordance with the following relevant provisions, subject to

the terms of the Convertible Notes:

(1)

(ii)

If and whenever (x) there is any consolidation or sub-
division of the Shares or (y) the Company shall issue
(other than in lieu of a cash dividend) any Shares
credited as fully paid by way of capitalisation of profits
or reserves (including any share premium account or
capital redemption reserve fund), the Conversion Price
in force immediately prior thereto shall be adjusted by

multiplying it by the following fraction:

A

B

where:

A = the total number of Shares immediately after the
consolidation, sub-division or issue of Shares by way of

capitalisation; and

B = the total number of Shares immediately before the
consolidation, sub-division or issue of Shares by way of

capitalisation.

If and whenever the Company shall after the date of
issue of the Convertible Notes offer to holders of Shares
as a class new Shares for subscription by way of rights,
or shall grant to holders of Shares as a class any
options, warrants or other rights to subscribe for or
purchase any Shares, in each case at a price per Share
which is less than 95 per cent. of the Current Market
Price (as defined in the terms of the Convertible Notes)
at the date of announcement of the terms of offer or
grant, the Conversion Price shall be adjusted by
multiplying the Conversion Price in force immediately
before the date of announcement of such offer or grant
by the following fraction:

A+B
A+ C
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(iii)

where:

A = the number of Shares in issue immediately before

the date of announcement;

B = the number of Shares which the aggregate amount
(if any) payable for the rights, options or warrants and
for the total number of new Shares being offered for
subscription or comprised therein would purchase at the
Current Market Price at the Trading Day immediately
preceding the date of announcement of the terms of

offer or the grant; and

C = the aggregate number of Shares offered or to be
offered or comprised in the options or warrants or other

rights.

If and whenever the Company (at the direction or
request of or pursuant to any arrangements with the
Company) or any of its subsidiaries shall issue wholly
for cash any securities which by their terms are
convertible into or exchangeable for or carry rights of
subscription for new Shares, and the Total Effective
Consideration per Share (as defined below) initially
receivable for such securities is less than 95 per cent. of
the Current Market Price at the date of announcement of
the terms of issue of such securities, the Conversion
Price shall be adjusted by multiplying the Conversion
Price in force immediately prior to the issue by the

following fraction:

where:

A = the number of Shares in issue immediately before

the date of the issue;
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(iv)

B = the number of Shares which the Total Effective
Consideration receivable for the securities issued would
purchase at the Current Market Price at the Trading Day
(as defined in the terms of the Convertible Notes)
immediately preceding the date of announcement of the

terms of issue of such securities; and

C = the number of Shares to be issued upon conversion
or exchange of, or the exercise of the subscription rights
conferred by, such securities, at the initial conversion or

exchange rate or subscription price.

If and whenever the rights of conversion or exchange or
subscription attached to any such securities as are
mentioned in the above paragraph (iii) are modified so
that the Total Effective Consideration per Share initially
receivable for such securities shall be less than 95 per
cent. of the Current Market Price at the date of
announcement of the proposal to modify such rights of
conversion or exchange or subscription, the Conversion
Price shall be adjusted by multiplying the Conversion
Price in force immediately prior to such modification by

the following fraction:

where:

A = the number of Shares in issue immediately before

the date of such modification;

B = the number of Shares which the Total Effective
Consideration receivable for the securities issued at the
modified conversion or exchange price would purchase
at the Current Market Price at the Trading Day
immediately preceding the date of announcement of the
proposal to modify such rights of conversion or

exchange or subscription; and
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C = the number of Shares to be issued upon conversion
or exchange of, or the exercise of the subscription rights
conferred by, such securities at the modified conversion

or exchange rate or subscription price.

For the purposes of the above paragraphs (iii) and (iv), the
“Total Effective Consideration™ receivable for the securities
issued shall be deemed to be the consideration receivable by
the Company or (at the direction or request of or pursuant to
any arrangements with the Company) or any of its
subsidiaries for any such securities plus the additional
minimum consideration (if any) to be received by the
Company or (at the direction or request of or pursuant to any
arrangements with the Company) or any of its subsidiaries
upon (and assuming) the conversion or exchange thereof or
the exercise of such subscription rights, and the Total
Effective Consideration per Share initially receivable for
such securities shall be such aggregate consideration divided
by the number of Shares to be issued upon (and assuming)
such conversion or exchange at the initial conversion or
exchange rate, ratio or price or the exercise of such
subscription rights at the initial subscription price, in each
case without any deduction for any commissions, discounts or
expenses paid, allowed or incurred in connection with the

issue.

(v) 1If and whenever the Company shall issue wholly for
cash any Shares at a price per Share which is less than
95 per cent. of the Current Market Price at the date of
announcement of the terms of such issue, the
Conversion Price shall be adjusted by multiplying the
Conversion Price in force immediately before the date

of announcement by the following fraction:

A+ B
A+ C

where:

A = the number of Shares in issue immediately before
the date of announcement;
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(vi)

B = the number of Shares which the aggregate
consideration receivable for the issue would purchase at
the Current Market Price at the Trading Day
immediately preceding the date of announcement of the

terms of such issue; and
C = the number of Shares so issued or to be issued.

If and whenever the Company shall issue the Shares for
the acquisition of asset at a Total Effective
Consideration (as defined below) per Share which is
less than 95 per cent. of the Current Market Price at the
date of announcement of the terms of such issue, the
Conversion Price shall be adjusted by multiplying it by

the following fraction:

where:

A = the number of Shares in issue immediately before

the date of announcement of such acquisition;

B = the number of Shares which the Total Effective
Consideration would purchase at the Current Market
Price at the Trading Day immediately preceding the
date of announcement of the terms of such issue; and

C = the number of Shares to be issued in connection

with such acquisition.

For the purpose of this paragraph (vi), the “Total Effective

Consideration” shall be the fair value of the asset(s) to be

acquired, such value to be determined by the independent

accountant or approved financial adviser as selected by the

Company, and the “Total Effective Consideration per Share”
shall be the Total Effective Consideration divided by the
number of Shares issued as aforesaid.
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(vii) If and whenever the Company shall issue any securities
which by their terms are convertible into or
exchangeable for or carry rights of subscription for new
Shares for the acquisition of asset at a Total Effective
Consideration per Share (as defined below) initially
receivable for such securities is less than 95 per cent. of
the Current Market Price at the date of announcement of
the terms of such issue, the Conversion Price shall be

adjusted by multiplying it by the following fraction:

A+B
A+ C

where:

A = the number of Shares in issue immediately before

the date of announcement of such acquisition;

B = the number of Shares which the Total Effective
Consideration would purchase at the Current Market
Price at the Trading Day immediately preceding the

date of announcement of the terms of such issue; and

C = the number of Shares to be issued upon full
conversion or exchange of, or the exercise of the
subscription rights conferred by, such securities to be
issued in connection with such acquisition, at the initial
conversion or exchange rate, ratio or price or

subscription price.

For the purpose of this paragraph (vii), the “Total Effective
Consideration” shall be the fair value of the asset(s) to be
acquired, such value to be determined by the independent
accountant or approved financial adviser as selected by the
Company, and the “Total Effective Consideration per Share”
shall be the Total Effective Consideration divided by the
number of Shares issued upon (and assuming) the conversion
or exchange thereof or the exercise of such subscription
rights as aforesaid.
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Notwithstanding the provisions of the above paragraphs (i) to
(vii), in any circumstances where the directors of the
Company or the Noteholder shall consider that an adjustment
to the Conversion Price provided for under the said
provisions should not be made or should be calculated on a
different basis or that an adjustment to the Conversion Price
should be made notwithstanding that no such adjustment is
required under the said provisions, the Company may appoint
the independent accountant or approved financial adviser as
selected by the Company to consider whether for any reason
whatever the adjustment to be made (or the absence of
adjustment) would or might not fairly and appropriately
reflect the relative interests of the persons affected thereby
and, if such independent accountant or approved financial
adviser as selected by the Company shall consider this to be
the case, the adjustment shall be modified or nullified or an
adjustment made instead of no adjustment in such manner
(including without limitation making an adjustment calculated
on a different basis) as shall be certified by such independent
accountant or approved financial adviser selected by the
Company to be in its opinion appropriate.

Conversion Shares: Based on the initial Conversion Price of HK$1.0 per
Conversion Share, 200 million new Shares will be allotted
and issued upon exercise of the conversion rights attaching to
the Convertible Notes in full.

The Conversion Shares represent

(i) approximately 2.89% of the existing issued share capital
of the Company as at the Latest Practicable Date;

(ii) approximately 2.81% of the issued share capital of the
Company as enlarged by the allotment and issue of the
Conversion Shares only; and

(iii) approximately 2.44% of the issued share capital of the
Company as enlarged by the allotment and issue of the
Conversion Shares, the New Shares and the
Consideration Shares and the new Shares to be issued

under the Incentive Notes.
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The aggregate nominal value of the Conversion Shares (with
a par value of HK$0.001 each) will be HK$200,000.

The issue of the Convertible Notes and allotment and issue of
the Conversion Shares will not result in a change of control
of the Company and are subject to the Specific Mandate to be
sought at the SGM.

As shown in the section headed “EFFECT ON THE
SHAREHOLDING STRUCTURE” in this circular, the
conversion of the Convertible Notes in full would not result
in the public float of the Company falling below the
minimum requirement under Rule 8.08 of the Listing Rules.

Redemption: (i) Redemption on the Maturity Date

The Company shall redeem the Convertible Notes by
repaying the holder(s) of the Convertible Notes all
outstanding principal amount with all accrued and
unpaid interest (if any) on the Maturity Date;

(i) Redemption at the option of the Company

The Company shall have a right (the ‘“Early
Redemption Right”) to redeem the Convertible Notes
at any time after the Issue Date, prior to the fourth
anniversary of the Issue Date. The Early Redemption
Right may be exercised to redeem the Convertible Notes
in respect of the whole or any part (in multiples of
HK$1,000,000) of the outstanding principal amount of
the Convertible Notes, provided that such part of the
principal amount of the Convertible Notes to be early
redeemed has not previously been converted, purchased,

early redeemed or cancelled.

To exercise the Early Redemption Right, the Company
shall give the holder a prior written notice at least 10
Business Days before the redemption (the “Early
Redemption Date’).
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The redemption money payable by the Company for
early redemption of the Convertible Notes shall be
100% of the outstanding principal amount of the

Convertible Notes to be redeemed.

If any Conversion Share is due to be allotted and issued
by the Company on the Early Redemption Date as a
result of the exercise of the Conversion Rights, the
Company shall, on the holder’s behalf, first apply so
much of the redemption money in subscribing for the
new Conversion Shares as is available, and only the
remaining balance of the redemption money shall be
payable to the Noteholder on the Early Redemption
Date.

Transferability: The Convertible Notes in the principal amount of the
Guaranteed Profit are not transferable until the Reduction
Date under the section headed *(2) Profit guarantee” in this
circular. Subject to the aforesaid, the Convertible Notes may
be assigned or transferred at any time by the holder (the
principal amount of such Convertible Notes in aggregate
subject to the cap of the amount equal to the difference
between HK$200 million and the Guaranteed Profit),
provided such assignment or transfer shall also be in
compliance with the terms and conditions of the Convertible
Notes and further subject to (where applicable) the
conditions, approvals, requirements and any other provisions
of or under:

(i) the Stock Exchange (and any other stock exchange on
which the Shares may be listed at the relevant time) or

its rules and regulations; and

(i) the Listing Rules and all applicable laws and

regulations.

Voting rights: Holders of the Convertible Notes shall not be entitled to
attend or vote at any meetings of the Company by reason
only of it being a holder of the Convertible Notes.

Listing: No application will be made for the listing of the Convertible
Notes on the Stock Exchange or any other stock exchange.
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The Company will apply to the Listing Committee of the
Stock Exchange for the listing of and permission to deal in
the Conversion Shares to be allotted and issued upon exercise

of the conversion rights attached to the Convertible Notes.

Ranking: The Conversion Shares will, when allotted and issued, rank

pari passu in all respects among themselves and with all other
fully paid Shares in issue.

Events of default: After the occurrence of an event of default as specified in the

terms and conditions of the Convertible Notes, a holder of the
Convertible Notes may give notice to the Company that the

Convertible Notes are immediately due and payable.

Conversion Price

The initial Conversion Price of HK$1.00 per Conversion Share represents:

(1)

(i1)

(iii)

(iv)

a premium of approximately 415.5% over the closing price of HK$0.194 per share as
quoted on the Stock Exchange as at the Latest Practicable Date;

a premium of approximately 410.2% over the closing price of HK$0.196 per Share as
quoted on the Stock Exchange as at the date of the Acquisition Agreement;

a premium of approximately 405.1% over the average closing price of approximately
HK$0.1980 per Share as quoted on the Stock Exchange for the last five (5)
consecutive trading days immediately prior to the date of the Acquisition Agreement;

and

a premium of approximately 404.0% over the average closing price of approximately
HK$0.1984 per Share as quoted on the Stock Exchange for the six-month period from
16 May 2019 to the Last Trading Day (the “Reference Period”).

The initial Conversion Price was determined after arm’s length negotiation between the

Company and the Vendor with reference to, among others, the average closing prices of the

Shares during the Reference Period. The Directors consider that the Conversion Price is fair and

reasonable.

During the arm’s length negotiation between the Company and the Vendor, the Vendor

agreed to provide a guaranteed profit of the Target Group of RMBI153 million. Taking into

account the average closing price of approximately HK$0.198 per Share during the Reference

Period and the Conversion Period and factoring in a multiple of 5, the Company agreed on an

initial Conversion Price be HK$1.0 per Conversion Share with the Vendor.

— 34 —



LETTER FROM THE BOARD

THE NEW SHARES

An amount of HK$160 million out of the Acquisition Consideration will be settled by the
issue of the New Shares at the Issue Price on Completion. The New Shares will be subject to a
lock-up for a period commencing on the issue date and ending on the day immediately before the

first anniversary of the issue date.
The Issue Price of HK$0.2 per New Share represents:

(i) a premium of approximately 1.0% over the closing price of HK$0.1980 per Share as
quoted on the Stock Exchange as at the date of the Acquisition Agreement;

(i) a premium of approximately 1.0% over the average closing price of approximately
HK$0.1980 per Share as quoted on the Stock Exchange for the last five (5)
consecutive trading days immediately prior to the date of the Acquisition Agreement;

and

(iii) a premium of approximately 0.8% over the average closing price of approximately
HK$0.1984 per Share as quoted on the Stock Exchange for the Reference Period.

The Issue Price was determined after arm’s length negotiation between the Company and
the Vendor with reference to, among others, the average closing prices of the Shares during the
Reference Period. The Directors consider that the Issue Price is fair and reasonable. The Issue
Price reflects the market price of the Shares, which would be the reference price at which the
Company would place new Shares to investors. On the contrary, as is typical for a convertible
instrument, the Conversion Price is set at a premium to the market price of the Shares so as to
make conversion desirable over the Conversion Period only if the Shares experience a significant
increase in value. The Issue Price represents a premium of approximately 207% over the NAV

per Share.
The New Shares represent

(i) approximately 11.55% of the existing issued share capital of the Company as at the
Latest Practicable Date; and

(i) approximately 9.77% of the issued share capital of the Company as enlarged by the
allotment and issue of the Conversion Shares, the New Shares, the Consideration

Shares and the new Shares to be issued under the Incentive Notes.

The allotment and issue of the New Shares is subject to the Specific Mandate to be sought
at the SGM.
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AMENDMENT OF THE TERMS OF THE ACQUISITION

The terms of the Acquisition have been amended as announced on 29 June 2020. The

reasons for the amendments are outlined below.
The Reduction in the Acquisition Consideration

The reduction in the Acquisition Consideration has resulted from the reduction in the

valuation of the Target Group.

The initial valuation was conducted in October 2019 before the outbreak of the COVID-19.
The revised valuation has taken into account of the impact of the outbreak. It has not taken into
account the incentive payment as set out in the section headed “The post-Completion

guarantee” in this circular.

For the revised valuation (as set out in more detail in the section headed ‘“Basis for
determination of the Acquisition Consideration — (4) Valuation” in this circular), the Valuer
has lowered the growth rate in the total number of applicants for the financing services provided
by the Target Group on the basis that there will be significant change in the market penetration
percentage of the marketing campaign. With the outbreak, the business of the Licensed Retailers
has been, and would be, adversely affected by the reduced customer traffic, decreased inventory
turnover (and need for replenishment) and disrupted transport and logistics.

For the initial valuation and the revised valuation, the Board has considered each factor that
goes into the determination of the cash flow and the discount rate, and the downward adjustment
in the market penetration percentage and the growth rate in the applicants. The Board considered
the changes reasonable.

A comparison between the factors taken into account in the initial valuation and the revised
valuation is set out in Appendix X.

The Amendment to the Settlement Terms
(1) The Vendor’s position

From the Vendor’s perspective, the Vendor considers that the Target Group is worth more
than HK$360 million (being the Acquisition Consideration) and is confident about a higher
growth rate in the applicants for the financing services provided by the Target Group despite the
outbreak. The Vendor’s position is that if it were to accept a lower valuation of the Target
Group, it would ask for a combination of cash payment, the Convertible Notes and the

opportunity to participate in the growth in the business of the Target Group.
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As disclosed in the section headed “INFORMATION ON THE VENDOR” in the circular,
the Vendor is a company wholly owned by the Vendor Guarantor on behalf of Wangxin
Technology. Wangxin Technology is the 49% holder in each of Xin Yunlian Digital and Xin
Yunlian Cloud. It contributes to the development of the business of the Target Group by
maintaining a long-standing cooperative relationship with the CNTC, which is conducive to
attracting the Licensed Retailers to become registered users of the E-commerce Platform.

(2) The Company’s position
(i) The New Shares

With a cash portion, the Company would have to raise the funds by placing new
Shares to investors at the market price. The Issue Price reflects the market price of the
Shares. But the completion risk of the Acquisition will be increased as the placing may not
be successful. To minimize the completion risk, the Company has therefore considered the

issue of the New Shares at the Issue Price.
(ii) The Incentive Notes

The incentive payment will allow the Vendor to participate in the growth of the
business. It is in the interest of the Company to incentivize the Vendor to help develop the
business of the Target Group by way of an earn-out in the form of the Incentive Notes.

(iii) Profit guarantee

To adjust to the impact of the COVID-19 on the business of the Licensed Retailers
and hence that of the Target Group, the profit guarantee period is adjusted from three years
to five years. The extension of the profit guarantee period is intended to reflect the
downward adjustment in the market penetration percentage and the growth rate in the
applicants in the valuation. As the growth of the Target Group is predicted to slow down,
the Board considers it fair and reasonable to extend such profit guarantee period with the

same profit target.
(3) The Board’s view

The rationale behind the Board’s decision to proceed with the Acquisition despite the drop
in valuation is that the Target Group presents the Group a readily available platform and a
potential borrower base of the Licensed Retailers that has the endorsement by the CNTC. The
endorsement by CNTC is critical to drawing the Licensed Retailers to the E-Commerce Platform.
Even if the Company has plans to set up the infrastructure, it would be highly unlikely for the
Company to be granted an endorsement from CNTC. Without such endorsement, it would be
difficult to attract Licensed Retailers to the platform. Even with an endorsement by CNTC, the

Company estimates that it would have to incur over 44.2% of the Acquisition Consideration
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(which is the balance of the Acquisition Consideration after deducting the maximum Reduction
Amount therefrom as set out in the section headed “(2) Profit guarantee” in this circular) to
develop the E-Commerce Platform organically.

The Board also takes the view that it is the right timing to proceed with the Acquisition for

the following reasons:

(a) The reduction in the valuation presents an opportunity to acquire the same platform
that has the endorsement of the CNTC and tap into its existing user base pool at a
lower price, with the prospect of the economic recovery and the considerable growing
demand for the financing services of the Target Group. With the experience and
management of the Group in the financing business, such a broad user base is
expected to be converted into a meaningful potential borrower pool.

(b) The PRC government has announced its intention to support micro and small sized
enterprises by way of encouraging the financing industry to provide related financial
support. It has announced <[5 P B i f2 4 il 48 (R AT 3 PR e i) 20 B0 X B %
[2015] 43%)(Opinions of the State Council on Promoting the Accelerated
Development of the Financing Guarantee Industry (No. 43 [2015], State Council)* )
and IS B Hk 20 8 R A A7 8038 400 UM M Rl 4 DR R e AF TR OB SO /M 260 [ =
B RS EE ) (BIHF9$[2019] 69%) (Guiding Opinions of the General Office
of the State Council on Effectively Bringing into Play the Role of Government-backed
Financing Guarantee Funds and Effectually Supporting the Development of Micro and
Small sized Enterprises and "Agriculture, Rural Areas and Farmers” (No. 6 [2019] of
the General Office of the State Council)*). With the Acquisition, the Company will be
in a position to benefit from the government policy with a view to bringing synergy
between the Target Group and its financing business that targets the Licensed
Retailers which are mostly micro and small-sized enterprises. The loan referral
business of the Target Group would also benefit from the support by the government
of the financing in relation to the micro and small-sized enterprises.

From the Company’s perspective and as stated in the section headed “REASONS FOR
AND BENEFITS OF THE ACQUISITION” in this circular, the Company considers the
Acquisition a valuable opportunity to grow its lending business in the PRC. This is a segment
that accounted for around 40 % of the Company’s total revenue in 2019 and has been managed
by the executive directors of the Company. The E-Commerce Platform is an on-line B2B website
that connects the Licensed Retailers with the suppliers and manufacturers. Zhongyan E-commerce
is not involved in the sourcing, purchase and sales of any product. The current management team
of Zhongyan E-commerce will be retained after Completion and will work closely with the
management of the Company.
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The Board considers that the issue of the New Shares and the Incentive Notes is a
reasonable and fair solution to bridge the gap between the expectation of the Company and that
of the Vendor having weighed the strategic value of the Acquisition against the dilution effect of

the issue of additional Share.

As a safeguard, the Shareholders are entitled to consider whether to approve in the SGM
the Specific Mandate for the allotment and issue of the Conversion Shares, the New Shares and
Shares to be issued under the Incentive Notes.

On how the Vendor will pay the shortfall under the profit guarantee, the Board is of the
view that the revised arrangement is in the interest of the Company and the Shareholders for the

following reasons:

(a) Under the revised settlement terms, there is no cash element in the consideration for
the Acquisition. The set-off against the outstanding amount under the Convertible
Notes due from the Company to the Vendor has the same effect of a return of cash

payment by the Purchaser to the Company.

(b) With the alternative of repurchase of any of the New Shares, there is uncertainty as to
the repurchase price. With the sale of the New Shares, there will be overhang on the

price of the Shares on the market.
THE CONSULTANCY AGREEMENT

Under the Consultancy Agreement, the Consultant has agreed to provide consultancy
service to the Company in relation to the Acquisition Agreement and the transactions
contemplated thereunder.

The Consultant has been engaged in investment related work with broad experiences in
merger and acquisition and deep knowledge of the PRC tobacco market. The Consultant provides
business consultancy on the tobacco sector and due diligence support to the Company in the
Acquisition, including assistance in the negotiation with the Vendor, and collecting and analysing

necessary information for due diligence purposes.

To the best of the Directors’ knowledge, information and belief having made all reasonable
enquiries, the Consultant was Independent Third Party and did not hold any Shares or other
convertible securities in the Company as at the Latest Practicable Date. To the best of the
Directors’ knowledge, information and belief having made all reasonable enquiries, the
Consultant was independent of the Vendor Guarantor or the ultimate beneficial owners of

Wangxin Technology as at the Latest Practicable Date.
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Consultancy Fee

The Consultancy Fee shall be HK$10 million which shall be settled by the Company by
way of issuing the Consideration Shares at the Issue Price under the Specific Mandate (to be
sought at the SGM) to the Consultant or any company wholly-owned by the Consultant within

seven Business Days after the satisfaction of the following conditions:

(i) the entering into of the Acquisition Agreement by the Company, the Purchaser, the
Vendor and the Vendor Guarantor;

(ii) the Shareholders having duly passed the resolutions to approve the Consultancy
Agreement, the Acquisition Agreement and the transactions contemplated thereunder,
including but not limited to the issue of the Convertible Notes and the Incentive
Notes;

(iii) the Company having obtained all necessary approvals, authorisations, consents and
permits from the Stock Exchange (including but not limited to the unconditional
approval for the allotment and issue of the Consideration Shares and the Conversion
Shares); and

(iv) completion of the Acquisition.

The Board considers that the Consultancy Fee payable to the Consultant is proportionate to
the support and expertise brought by the Consultant in connection with the Acquisition which the
Company would not otherwise have. The Directors consider that the settlement of Consultancy
Fee by issuing the Consideration Shares to the Consultant is fair and reasonable as it preserves
cash resources for the Company.

Profit guarantee

The Consultant undertook that if the Actual Profit falls short of the Guaranteed Profit, the
Consultant irrevocably assigns the Company to sell the Consideration Shares, and the sale

proceeds will be applied to compensate the Company for the shortfall.

The Consultant has irrevocably undertaken to the Company that the Consultant will not sell,
transfer or dispose of the Consideration Shares (i) within five years after the issue of the
Consideration Shares; or (ii) until the profit guarantee requirement as stipulated under the

Consultancy Agreement is satisfied, whichever is later.

The Consultant has not participated in the management of the Target Group and is not

expected to participate in the management of the Target Group after the Acquisition.
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INFORMATION OF THE TARGET GROUP

The Target Company is established in the BVI with limited liability which principally
engaged in investment holding.

The simplified shareholding structures of the Target Group immediately after the

completion of the Reorganisation is set out below:

the Vendor

100%

the Target
Company (BVI)

100%

Xin Yunlian

Network
(Hong Kong)
100%
the WFOE
51% 51%
Xin Yunlian Xin Yunlian
Digital Cloud
(the PRC) (the PRC)
l
49% ’ 100% 60%
Zhongyan Xin Yunlian Xin Yunlian
E-commerce Financial Advertising
(the PRC) (the PRC) (the PRC)
60% 100%
Ningbo Yunlian Xin Yunlian
Micro-Financing Investment
(the PRC) (the PRC)
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The minority shareholders of Zhongyan E-commerce, Xin Yunlian Advertising and Ningbo

Yunlian Micro-Financing are set out below, and, to the best of the Directors’ knowledge,

information and belief having made all reasonable enquiries, each of these minority shareholders

and their ultimate beneficial owners is independent of the Company, the Vendor and Wangxin

Technology and their respective connected persons.

(a)

(b)

©

Zhongyan E-commerce is owned as to 51% by Zhongyan Xin Shangmeng Commercial
Logistics Holdings Limited Company* ( "8 i B 6 55 P i 2% A PR 7)) whose

principal business is investment holding;

Xin Yunlian Advertising is owned as to 40% by Shanghai Yin Run Holding (Group)
Limited Company* ( ¥ 8R{E ¥ (4 # ) AR /2 F]) whose principal business is the
development and management of tourism projects, financial investment, guard
services, and mining; and

Ningbo Yunlian Micro-Financing is owned as to 33.33% by Beijing Science and
Technology Park Zhi Ye Limited Company* (b5t R & & 2 A PR/ Fl) whose
principal business is property development and management, and as to 6.67% by
Hainan Jin Zhi Yuan Shi Ye Limited Company* (5§82 I E A B/ F]) whose

principal business is investment holding.

BUSINESS PROFILE

The principal activities of the Target Group are (1) the operation of an e-commerce

platform; (2) the provision of financial services (including small business financing); and (3) the

provision of advertising and related services.

1)

Operation of an E-commerce platform

Business partners

The e-commerce business is carried out by Zhongyan E-commerce. Zhongyan E-

commerce is owned as to 49% by Xin Yunlian Digital and as to 51% by Zhongyan Xin
Shangmeng Commercial Logistics Holdings Limited Company* ( H /@87 i B 7 H5 9 i 122 i
A BRZF). Xin Yunlian Digital is owned as to 51% by the Target Company.

The shareholders of Zhongyan Xin Shangmeng Commercial Logistics Holdings

Limited Company* (%57 s M i B5 ) I ¥ LA IR A W) ) are Zhongyan Commercial
Logistics Limited Liability Company* (*FJERIHYIRAREIL/AF) as to 50% and
Zhejiang Zheda Wangxin Xin Yunlian E-commerce Company* (#7VL# A 488 = & ¥
P /A1) as to 50%, which hold the interest in Zhongyan E-commence on behalf of China
National Tobacco Corporation (“CNTC”) and Zhejiang University.
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CNTC is the state-owned enterprise engaged in marketing, production, distribution
and sale of tobacco products in China. CNTC is under the same auspice of the State

Tobacco Monopoly Administration.

CNTC sells its tobacco products to retailers of consumer products across the PRC that
are also licensed to distribute through their outlets tobacco products by the State Tobacco
Monopoly Administration (the “Licensed Retailers™). As at 31 December 2019, there were
5.6 million retailers licensed by the State Tobacco Monopoly Administration. The Licensed
Retailers purchase tobacco products from CNTC for their retail sale and form CNTC’s retail
distribution network in the PRC.

The E-commerce Platform

Zhongyan E-commerce was set up under the Strategic Cooperation Framework
Agreement on Developing an E-commerce System of Non-cigarette Products® ([t &7
B R R TP S R S G VEHEZE 15k ) ) between the People’s Government of
Zhejiang Province, CNTC and Zhejiang University. It is authorised by CNTC to be the sole
operator of an on-line, business-to-business platform to facilitate the sourcing and purchases
of consumer products (other than tobacco products) by the Licensed Retailers for their retail

business (the “E-commerce Platform”).

Zhejiang University provides strong research and development support to the E-
commerce Platform which involves ‘blockchain + big data analysis + artificial

intelligence”.
Business model

The Licensed Retailers normally sell tobacco products together with other consumer
products such as alcohol, beverages, snacks and other non-perishable products at their
outlets. The E-commerce Platform provides the Licensed Retailers with a one-stop service
to source and purchase consumer products (other than tobacco products) as their inventory.
The E-commerce Platform consolidates the purchase orders of its registered users and place
the consolidated purchase orders on other business platforms thereby connecting with the

suppliers of these products.

Through its service, the E-commence Platform helps reduce the operating cost of its
registered users by shortening the supply chain and achieves a win-win solution for its
registered users and the suppliers. A registered user that purchases through the E-commerce
Platform will be charged a fee which is a function of the transaction amount completed on
the platform.
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(2)

Zhongyan E-commerce will continue to attract the Licensed Retailers to become
registered users of the E-commerce Platform (the “Target Clients”) and conduct their
sourcing and purchases through the E-Commerce Platform. As of 31 December 2019, out of
5.6 million of the Licensed Retailers, 4.4 million of them were registered users on the E-

commerce Platform.

Financial services business

(a) Xin Yunlian Financial
Scope of business

Xin Yunlian Financial provides comprehensive internet financial services such as
the facilitation of loans, and supply chain financing services through the referral of

potential borrowers to financial institutions.

Xin Yunlian Financial is a wholly-owned subsidiary of Xin Yunlian Cloud. The
Target Company indirectly controls Xin Yunlian Cloud.

Business model

Xin Yunlian Financial is the exclusive financial service provider of Zhongyan
E-commerce. Given the exclusive arrangement, the Target Clients form a pool of
potential borrowers as the offerings by Xin Yunlian Financial are promoted through
the E-commerce Platform. With the authorization of the relevant registered user of the
E-commerce Platform, Xin Yunlian Financial can access the readily available

customer database of the relevant registered user without incurring additional cost.

The services provided by Xin Yunlian Financial include the referral of potential
borrowers for loan services to financial institutions with a focus on the Target Clients.
The Target Clients from time to time require trade financing to support their
procurement of inventories for their retail business. With direct contact with Xin
Yunlian Financial via the E-commerce Platform, the Target Clients can initiate
financial services enquiries. After a review of their needs, and a preliminary
assessment of their credit profile, Xin Yunlian Financial will refer them to the

appropriate financial institutions for the suitable financial products.

With the authorization from the potential borrower, Xin Yunlian Financial is
able to obtain information on the potential borrower such as its trading information,
procurement data and repayment record through the E-commerce Platform for the
evaluation of the credit risk of the potential borrower. Since the credit risk is the

principal risk inherent to the financial services business, with the support of the E-
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(b)

commerce Platform, Xin Yunlian Financial is able to effectively manage and monitor
the credit risks in connection with the potential borrowers to be referred by Xin

Yunlian Financial.

For the loan transactions with referral, Xin Yunlian Financial as an intermediary

will receive handling fee paid by the borrowers as revenue.

For the loan transactions with referral and guarantee, Xin Yunlian Financial also
enters into contracts with the financial institutions and guarantee companies
committed to buy back the loans in the event of default by the borrowers. Xin
Yunlian Financial bears the credit risk of the borrowers. In addition to the handling
fee paid by the borrowers receives the premium paid by the financial institutions as

revenue to compensate the credit risk.
Ningbo Yunlian Micro-Financing
Scope of business

Ningbo Yunlian Micro-Financing is engaged in micro-financing business in the
PRC and holds an Internet Micro-Financing License. Ningbo Yunlian Micro-Financing
was rated as a Grade A micro-financing company in 2017, and recognised as a

national outstanding micro-financing company in the PRC in 2018.
Business model

Ningbo Yunlian Micro-Financing provides credit support for small and micro

enterprises such as the Target Clients.

Through the E-commerce Platform, the Target Clients can initiate enquires with,
and reach out to, Ningbo Yunlian Micro-Financing for its offering of the appropriate

loan products.

The Target Clients are licensed with the State Tobacco Monopoly
Administration. To maintain their licence, they are required to have a healthy track
record in their purchase orders and payments with CNTC. With the authorization of
the potential borrower, Ningbo Yunlian Micro-Financing is able to access its trading
information, procurement data and payment record maintained by the E-commence

Platform.

Ningbo Yunlian Micro-Financing benefits from such access in its assessment of
the credit risk of the potential borrower in terms of time and cost efficiency and the
reliability of the data maintained by CNTC through the E-commerce Platform. Since

the credit risk is the principal risk inherent to the small business financing, with the
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support of the E-commerce Platform, Ningbo Yunlian Micro-Financing is able to
effectively manage and monitor the credit risks in connection with the loans granted
to the borrowers.

Ningbo Yunlian Micro-Financing as the lender generates interest income from

the loans extended to the borrowers.
(3) Advertising and related services

Xin Yunlian Advertising is engaged in advertising and related services. Its services include
advertising support to e-commerce platform and outdoor advertising campaign. It is 60% owned
by Xin Yunlian Cloud. Xin Yunlian Cloud is owned as to 51% by the Target Company.

DEVELOPMENT PLAN FOR THE TARGET GROUP

The development plan after the Acquisition (the “Development Plan”) contemplated by
the Company with respect to the principal activities of the Target Group, i.e. (1) the operation of
the E-commerce Platform; (2) the provision of financial services (including small and micro
enterprises financing); and (3) the provision of advertising and related services is as follows:

(1) the operation of the E-commerce Platform

The Group will continue to build the E-commerce Platform into the one-stop service
for the Target Clients to source and purchase consumer products. This will entail promoting
the use of the E-commerce Platform among the Target Clients, streamlining the process of
handling the purchase orders and delivery, and gaining a competitive edge over other
market players by strengthening the relationships with the Target Clients.

(2) the provision of loan financing services (including small and micro enterprises

financing)

With the deepening of the relationship among the Target Clients, Xin Yunlian
Financial and Ningbo Yunlian Micro-financing will continue to focus on the financing
needs of the Target Clients so as to tailor the financing solutions to serve their specific
needs. Xin Yunlian Financial will further consolidate or explore its relationships with
various financial institutions such that the financing solutions would be diverse and

appealing to the Target Clients.

The overall condition of the finance market and macro-economic stability in the PRC
is likely to be the major risk factor that Xin Yunlian Financial and Ningbo Yunlian Micro-
financing will face in rendering its financing services. The Board would closely monitor the
macro economic environment and implement appropriate measures according to the change

in the market and the credit profile of the Target Clients.
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(3) the provision of advertising and related services

Xin Yunlian Advertising will continue to provide support for the business endeavors
of the Target Group and in particular, the expansion of the provision of loan financing

services.

To carry out the Development Plan, the Board expects that the Target Group would
streamline its existing resources and no material capital or operating expenditure would be
incurred. As indicated above, the deepening of the cooperation with financial institutions is
expected to provide the required facilities and lines of credit in furtherance of the

expansion of the provision of loan referral services.

The Group’s loan financing segment includes the provision of financing guarantee
services, loan financing (which is similar to the business carried out by Ningbo Yunlian
Micro-Financing) and loan referral services (which is similar to the business carried out by
Xin Yunlian Financial) in Hong Kong and the PRC. The Board believes that the Directors
are equipped with the necessary management experience and knowledge to manage the
businesses of the Target Group, given the sound and extensive experience of the Directors
in loan financing services. The Board does not expect any change in its composition shortly

after the Acquisition.
FINANCIAL INFORMATION OF THE TARGET GROUP

As at the Latest Practicable Date, the Target Group consisted of the Target Company, Xin
Yunlian Network, the WFOE and its subsidiaries and associated company. The operating entities
are (i) Xin Yunlian Cloud and its subsidiaries; and (ii) Zhongyan E-commerce. Zhongyan
E-commerce has become an associated company of the Target Company on 1 November 2019,
and no combined financial statement shall be presented for the financial years 2017 and 2018
that would include Zhongyan E-commerce within the Target Group, on the following basis as

advised by the reporting accountant:

(1) According “AGS5 ‘Merger Accounting for Common Control Combinations’’,

consolidation is performed in accordance with HKAS 27.

(2) The investment in Zhongyan E-commerce by Wangxin Technology was not combined
in the Target Group’s combined financial statement under the merger accounting
principles, because the Target Group, being the non-controlling interest of Zhongyan
E-commerce, held only 49% of its equity interest. Wangxin Technology was not the
controlling shareholder of Zhongyan E-commerce and its investment should be subject
to HKAS 28 “Investments in Associates”. Therefore, Zhongyan E-commerce should
not be included in the combined financial statement in 2017 and 2018.
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(3) After completion of transfer of 49% equity interest on 1 November 2019 from
Wangxin Technology to Xin Yunlian Digital, the interest in Zhongyan E-commerce
should be included in the financial statements.

Hence, the financial information of the Target Group shall be presented as the audited
combined financial information of the Target Group and the stand-alone audited

consolidated financial statement of Zhongyan E-commerce.

Set out below is the summary of the audited combined financial information of the Target
Group for the two years ended 31 December 2018 and 2019:

Year ended 31 December
2019 2018
HK$’000 HK$’000

Revenue 54,008 75,393
Loss before taxation (80,190) (27,912)
Loss after taxation (76,855) (27,386)

The audited combined capital deficiency value of the Target Group attributable to owners
and the audited combined net asset value of the Target Group as at 31 December 2019 were
approximately HK$59,402,000and HK$130,653,000 respectively.

The Target Company after completion of the Reorganisation is indirectly and effectively
interested in 24.99% of Zhongyan E-commerce and its subsidiaries. Set out below is the
summary of the audited consolidated financial information of Zhongyan E-commerce for the two
years ended 31 December 2018 and 2019:

Year ended 31 December
2019 2018
HK$°000 HK$°000

Revenue 13,763 38,118
Loss before taxation (91,528) (91,346)
Loss after taxation (91,528) (91,346)

The audited capital deficiency of Zhongyan E-commerce attributable to owners of
Zhongyan E-commerce and the consolidated capital deficiency of Zhongyan E-commerce as at
31 December 2019 were approximately HK$345,579,000 and HK$366,758,000 respectively.
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As the Target Company has an effective interest of 24.99% in Zhongyan E-commerce after
completion of the Reorganisation, the investment in Zhongyan E-commerce by the Target Group
is considered as investment in an associated company by the Target Company and any profit or
loss of Zhongyan E-commerce will be shared up to 24.99% by the Target Company after
Completion.

The Target Company was valued at RMB327.8 million (equivalent to approximately
HK$358.8 million) as at 31 December 2019 based on the valuation of the operating subsidiaries
and an associated company of the Target Company (including the equity interest in Zhongyan
E-commerce) at RMB642.8 million (equivalent to approximately HK$703.6 million) as at
31 December 2019 by the Valuer, by way of the income approach.

Pursuant to an agreement dated 4 November 2019, the intangible assets were transferred
from Wangxin Technology to the Target Group. Since the intangible assets have indefinite useful
lives, the recoverable amount is estimated annually whether or not there is any indication of
impairment in accordance with HKAS 36 “Impairment of Assets”. As at 31 December 2019, the
Target Group recognized approximately HK$52.4 million for the impairment of intangible assets
because the recoverable amounts of those cash-generating units are lower than the carrying
amount of the intangible assets. As indicated on page II-74 of this circular, the impaired
intangible assets of HK$52.4 million represented the software and technology used by Zhongyan
E-commerce for its E-commerce business, because the Valuer advised to record a zero amount
for such intangible assets after assessing its net liabilities position and recurring net loss for
these years. The intangible assets (i.e. software and technology) were purchased and recognized
by Wangxin Technology during the period from 2014 to 2017 at the time when the relevant

companies were set up and developed the E-Commerce Platform.

The carrying amount of the intangible assets as at 31 December 2019 of approximately
HK$4.1 million represented the software and technology used in the loan facilitating business in
relation to the assessment of credit risk of the potential and current borrowers. As the Valuer
advised to record a recoverable amount which is higher than their carrying amount, and therefore
no impairment loss was recognized for these intangible assets. The Board considers that the
valuation and the Acquisition Consideration have factored in the impairment loss recognized by
the reporting accountant in compliance with the relevant accounting principles and is fair and
reasonable.

As at 31 December 2019, the total amount due from the Target Group to a shareholder,
director, associate and non-controlling interest amounted to approximately HK$66,417,000. Out
of this amount, an amount of HK$60,010,000 constitutes the Sale Loan. The balance of
HK$6,407,000 will remain outstanding after Completion. Further details in relation to the
related-party transactions are set out in the note headed °27. RELATED PARTY
TRANSACTIONS” in Appendix II to this circular. The Company intends to monitor and
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manage connected/related party transactions by maintaining a list of connected parties, related
parties and their respective directors, and will abide by the relevant approval requirements
pursuant to the Listing Rules.

FINANCIAL EFFECT OF THE ACQUISITION

After Completion, the Target Company will become an indirect wholly-owned subsidiary of
the Group. The financial results statement of the Target Group (other than the results of
Zhongyan E-commerce), including assets and liabilities, profit or loss of the Target Group, will
be consolidated by the Group. Based on the unaudited pro forma financial information of the
Enlarged Group as set out in Appendix VI to this circular, the total assets of the Group as at
31 December 2019 would increase from approximately HK$786.0 million to approximately
HK$1,507.9 million and its total liabilities as at 31 December 2019 would increase from
approximately HK$334.2 million to approximately HK$695.7 million as a result of the

Acquisition.

The issue of the Consideration Shares to the Consultant will also be accounted for as

expenses of the Group.
INFORMATION ON THE VENDOR

The Vendor is a company established in the BVI with limited liability, which is wholly
owned by the Vendor Guarantor on behalf of Wangxin Technology. The principal business

activities of Wangxin Technology are development of software, IT technology, and E-commerce.

To the best of the Directors’ knowledge, information and belief having made all reasonable
enquiries, as at the Latest Practicable Date, Wangxin Technology was effectively held as to
approximately 10.0% by the eight PRC government authorities, as to approximately 2.0% by four
PRC listed companies, the remaining approximately 88.0% held by 93 individuals and no
shareholder held more than 16% ultimate beneficial equity interest in Wangxin Technology. As
at the Latest Practicable Date, the single largest shareholder of Wangxin Technology did not
have the right to exercise control over Wangxin Technology.

To the best of the Directors’ knowledge, information and belief having made all reasonable
enquiries, all the equity holders of Wangxin Technology were Independent Third Parties and did
not hold any Shares or other convertible securities in the Company as at the Latest Practicable
Date.

To the best of the Directors’ knowledge, information and belief having made all reasonable
enquiries, the Vendor, the Vendor Guarantor, Wangxin Technology and the ultimate beneficial
owners of the Vendor and Wangxin Technology were all Independent Third Parties and did not

hold any Shares or other convertible securities in the Company as at the Latest Practicable Date.
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REASONS FOR AND BENEFITS OF THE ACQUISITION

The Company is principally engaged in investment holding and its subsidiaries are engaged
in (i) industrial property development in the PRC; (ii) trading of Moutai and other popular
Chinese liquors in the PRC; (iii) securities brokerage in Hong Kong; (iv) insurance brokerage in
Hong Kong; (v) asset management in Hong Kong; and (vi) loan financing in Hong Kong and the
PRC.

The loan financing segment includes the provision of financing guarantee services, loan
financing (which is similar to the business carried out by Ningbo Yunlian Micro-Financing) and
loan referral services (which is similar to the business carried out by Xin Yunlian Financial) in
Hong Kong and the PRC. The loan financing segment recorded revenue of approximately
HK$62.4 million for the year ended 31 December 2019. The revenue of the loan financing
segment accounted for approximately 41.3% of the total revenue of the Company for the year of

2019. The loan financing segment is the most profitable segment of the Group.

A series of practical initiatives concerning inclusive finance have been introduced by the
government of the PRC in 2019, with an aim to effectively encourage lending to small and
micro-sized businesses. As alluded in its 2019 interim report and 2019 annual report, the
Company believes that given the Group’s experience in the loan financing segment in the PRC,
the Group is well-positioned to capture the new business opportunities in, among others, supply
chain financing services associated with the Chinese government’s initiative in the small and
micro enterprises financing sector. The Group has been actively exploring opportunities to this

end.
Against this objective, the Board believes that the Acquisition

(a) presents the opportunity for the Group to partner with CNTC through the E-commerce
Platform and expand into the loan financing segment in the PRC with a focus on the
Target Clients; and

(b) could increase the Group’s market share and geographical presence in the PRC by
consolidating the businesses of the Target Group, and expand its loan financing
business in the PRC in both breadth and depth.

The Board has considered the alternative of an organic growth of the Group’s financial
services business in the PRC but concluded that given, among other things, the reasons above,

the Acquisition is more cost-effective to achieve this end.
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Basis for determination of the Acquisition Consideration

The Acquisition Consideration is determined with reference to, among others, (1) the
business model and the large customer database of the Target Group; (2) the financial
performance and position of the Target Group;. (3) the benefits of the Acquisition as set out in
the paragraph headed “REASONS AND BENEFITS OF THE ACQUISITION” above; and (4)
the valuation on the Target Group by the Valuer. Having considered the totality of these factors,
the Directors consider that the Acquisition Consideration is fair and reasonable.

(1) The business model and large customer data base of the Target Group

The management of the Group consider that part of the value of the Target Group lies
in its partnership with CNTC, the Target Clients’ direct contact with and access to Xin
Yunlian Financial and Ningbo Yunlian Micro-Financing through the E-commerce Platform,
and the ability of Xin Yunlian Financial and Ningbo Yunlian Micro-Financing to conduct
their credit evaluation on the Target Clients based on reliable data maintained on the E-

commerce Platform and in a cost- and time- efficient manner.

The Company believes that there will be synergy with the Target Group. The Group
can leverage its knowledge, know-how, experience in the loan financing business in the
PRC and financial resources to lead and empower Xin Yunlian Financial and Ningbo
Yunlian Micro-Financing in developing their loan financing business. The combined
network of client base and financial institutions covered by the Group and the Target Group
is expected to form a stronger platform for cross-selling and growth in their loan financing
services especially in the loan referral business and the small and micro enterprises

financing business.

The loan financing services provided by the Target Group as described in the section
headed “Business Profile” above broaden the Group’s geographical reach and customer
base for its loan financing segment in the PRC. These services are aligned with the strategy
on dedicating to the supply chain financial services as alluded in the Company’s 2019

interim report and 2019 annual report.

Through the E-commerce Platform, the Target Clients can have access to, and initiate
enquiry regarding the service offerings of, Xin Yunlian Financial and Ningbo Yunlian
Micro-Financing. With their authorization, Xin Yunlian Financial and Ningbo Yunlian
Micro-Financing can access the readily-available customer database on the Target Clients
for credit evaluation maintained on the E-commerce Platform. If the Group were to build a
similar promotion channel and compile a customer database regarding the Target Clients, it

would have to incur considerable time and costs.
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In 2018, Xin Yunlian Financial and Ningbo Yunlian Micro-Financing had around

4,500 clients that are Target Clients. With the pool of 4.4 million Target Clients as of

31 December 2019, the Company believes that there is significant growth potential for Xin

Yunlian Financial and Ningbo Yunlian Micro-Financing in their financial services.

2

Financial performance and position of the Target Group
(i)  The E-commerce Platform

During the Track Record Period, the Target Group has focused on the promotion
of the E-commerce Platform by attracting the Licensed Retailers to become registered
users of the platform. As a result of heavy promotion expenses, Zhongyan E-

commerce recorded significant losses during the relevant period.
(ii) Advertising and related service

The Target Group recorded an increase in the impairment loss in its advertising
business in the Track Record Period. In 2017, the Target Group was committed to a
fixed-term agreement for the use of billboards at bus terminals in Shanghai for its
outdoor advertising service offering. The Target Group provided billboard advertising
services to its clients. In 2018, a major client defaulted in its payment of advertising
fee. This client accounted for over 50% of the total advertising revenue. As a result, a

significant impairment in the trade receivable was recorded in 2018.
(iii) Loan financing service
Performance

In 2017, for its micro-financing business, the Target Group charged an
interest rate ranging from 12% to 24% per annum based on the credit assessment
of each individual borrower. The Target Group also co-operated with certain P2P
platforms to which it referred potential borrowers and acted as a guarantor of
such borrowers. The Directors considered that the rates charged by the Target

Group were in line with the market.

In 2018, the Target Group started to enter into more co-operative
agreements with local and regional banks where the banks would provide
financing to the borrowers referred by the Target Group. As a result, loan
referral income and loan interest income rose significantly in 2018 to almost
triple the total revenue of loan financing operation in 2017. The Directors
considered that the referral fee from 3% to 6% charged by the Target Group

were in line with the market.
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The business slowed down in the second and third quarter of 2019 as the
Target Group underwent some internal restructuring in order to reduce the
overall cost and improve the profitability. The Board considers that such
downturn in revenue is temporary and the profitability would be improved by
adopting the cost control measures as set out in the section headed “(iv) Control

measures” in this circular.

In 2019, there was an increase in bad debts as a result of the meltdown of
the PRC sector in the PRC since 2018 and certain debtors refused to pay the
loans they obtained via the P2P platform. As a result, Target Group had to repay
the loans obtained by the borrowers via the P2P platform which it had
committed to the repayment of these loans defaulted on the repayment.

Prior to 2019, the Target Group appointed certain financing referral agents
in various locations to refer borrowers which are not limited to tobacco retailers
as the customers of the Target Group for the loan financing services operation,
resulting in loans having been granted, and financing referral services having
been rendered, to customers other than tobacco retailers. Certain customers
sourced in this way failed to repay the loans directly granted by the micro-
financing operation of the Target Group or loans granted by financial institutions
for which the Target Group had committed to the repayment of the same
defaulted on the repayment. Accordingly, impairment loss were incurred in both
2018 and 2019 which in turn has contributed to the overall loss.

Credit management

The credit management and control of the Target Group starts with the
investigation into the background of the prospective borrower through one or the

combination of the following means:

(a) field investigation of the retail store of the prospective borrower and

the management of such retail operation,
(b) telephone investigation and online searches, and
(c) accessing the data compiled by third party data providers.

With the authorization of the potential borrowers, Xin Yunlian Financial
and Ningbo Yunlian Micro-financing are able to access their trading information,
procurement data and repayment record maintained by the E-commerce Platform.
This first-hand information allows the Target Group to perform thorough credit

evaluation, and to actively monitor and manage the credit profile of the
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borrowers. Upon the satisfaction of the assessment of results derived from such

investigations, the approval process would be undertaken, with different volume

of loan requiring approval from different level of staff in the Target Group.

(iv) Control measures

The Target Group has actively taken the following measures to control and

reduce such losses:

(a)

(b)

From 2019 onwards, the advertising operation has been maintained on a
limited scale to the provision of advertising consultancy services, with no
further significant capital or lease commitment incurred.

It is noted that the losses of the Target Group in 2019 of approximately
HK$77 million was due to an impairment of intangible assets in the
amount of approximately HK$52 million which is non-cash in nature and
resulted from incidents that are non-recurring. This is further mitigated by
the fact that the loan referral operation would benefit from the cooperation
between the Target Group and more reputable banks in the fourth quarter
of 2019.

The Directors would continue to implement the following measures to improve

the profitability of the Target Group:

(@)

reducing the existing administrative and operation cost and cutting the
number of redundant staff. Since 2019, an internal staff restructuring plan
has been implemented in this respect. For the financial referral operation,
the headcount of staff for the credit control and technical function which is
comprised of staff with higher fixed salary was reduced from 53 to 21 from
December 2019 to May 2020, and the average monthly staff cost in this
regard is reduced from approximately HK$1.8 million to HK$1.1 million
during the same period. The measure is expected to result in saving in staff
cost in the amount of approximately HK$ 8.4 million for the year of 2020.
Such latest financial information of the Target Group supports the
Company’s assessment on the results of the control measures. To further
streamline the costs of the financial referral operation, sales staff will be
hired but the remuneration package of the newly hired sales staff will be
based on performance bonus, and therefore the hiring of such sale staff will
only improve the overall profitability of the operation;
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&)

(b) negotiating closely with the banks for better terms of cooperation;

(c) cooperating with the Group’s own financial guarantee company which

would in turn lower the overall cost of operation; and

(d) maintaining and monitoring the credit control measures to reduce the

impairment rate of the outstanding loan.

Apart from the cost control measures, the Board is confident that with the
synergy offered by the Acquisition, the revenue of the Target Group would improve

post-Acquisition.
(v) The Group’s position

The management of the Group consider that the Target Group should take full
advantage of the potential borrower pool in the form of the Target Clients and tap into
the financing needs of the Target Clients. After Completion, collaboration efforts
between the E-commerce Platform, Xin Yunlian Financial and Ningbo Yunlian Micro-

Financing are expected to be enhanced.
These effort could include the offerings of:

(a) online direct installment financing for inventories procurement of the

Target Clients from the E-commerce Platform;
(b) direct installment payment options as checkout option for payment;

(c) direct sales marketing, financial consultancy/referral services to the Target
Clients; and

(d) renovation loans and trade financing.

Notwithstanding the losses recorded by the Target Group in the Track Record
Period which the Directors consider to be temporary and manageable for the reasons
outlined above, and given the potential borrower pool to be tapped into, the Directors
consider that the Acquisition is in the interest of the Company and the Shareholders.

Benefits

As set out in the paragraph headed “REASONS AND BENEFITS OF THE

ACQUISITION” above, it has been the Company’s strategy to expand its financial services

in the PRC. The Acquisition presents the opportunity to this end and the financial services

provided by the Target Group are aligned with the strategy on dedicating to the supply

chain financial services as alluded in the Company’s 2019 interim report and 2019 annual

report.
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(4) Valuation

The Target Company was valued at RMB327.8 million (equivalent to approximately
HK$358.8 million) as at 31 December 2019 based on the valuation of the operating
subsidiaries and an associated company of the Target Company (including the equity
interest in Zhongyan E-commerce) at RMB642.8 million (equivalent to approximately
HK$703.6 million) as at 31 December 2019 by the Valuer, by way of the income approach.
The valuation report of subsidiaries and associated company of the Target Company by the

Valuer is set out in Appendix VII. The summary is set out below:

(a) Valuation

Company

Xin Yunlian Financial

Ningbo Yunlian Micro-financing
Xin Yunlian Advertising

Xin Yunlian Investment

Zhongyan E-commerce

Total

Percentage
subject to
the

Acquisition

100%
60%
60%
60%
49%

100 %
Equity
Interest as
evaluated
(RMB)

584,000,000
98,000,000
0

0

0

Value
(RMB)

584,000,000
58,800,000
0

0

0

642,800,000

The Valuer considers the market value of the equity value of Xin Yunlian

Advertising, Xin Yunlian Investment and Zhongyan E-commerce to be close to zero

as at the valuation date, because:

— Xin Yunlian Advertising, established in 2016, had recorded losses in 2017
and 2018 respectively and the loss is expected to continue in 2020 to 2024;

- there is no actual business operated under Xin Yunlian Investment; and
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Zhongyan E-commerce had recorded losses from 2016 to 2018 respectively

and the loss is expected to continue in 2020 to 2024. The Company does

not have plan to inject capital into Zhongyan E-commerce. Despite the

recorded loss and the valuation of zero value, Zhongyan E-commerce is

still considered by the Board to be an indispensable part of the Acquisition

for the following reasons:

(1)

(2)

(3)

As elaborated in the paragraph headed *“(3) The Board’s view” in this
circular, the E-Commerce Platform is the source of potential
borrowers for the financing business and is the basis for the synergy
between the financing businesses of the Target Group and the Group,

which is expected to be leading the growth post-Acquisition.

The widespread brand recognition of “# %~ (Xin Shangmeng*)
(which is also endorsed by the CNTC) enjoyed by Zhongyan E-
commerce is an invaluable asset that would give the Group as a
business partner to the CNTC the market awareness and trust among

the network of the Licensed Retailers.

Notwithstanding the net liability position of Zhongyan E-commerce,
the risk of Zhongyan E-commerce failing to operate is remote for the

following reasons:

(i)  The recorded losses resulted from the heavy promotion expenses
at the early stage for the launch of the platform, which are not
expected to be incurred in the future. Zhongyan E-commerce is
therefore unlikely to sustain significant losses in the future, and
is expected to be able to break even.

(ii) The E-Commerce Platform (and its attendant potential borrower
pool) lays the foundation for the development of the financing
business of the Target Group and the synergy with the Group. It
would be against the interest of the Group to allow Zhongyan E-

commerce to be out of operation.

(iii) The debt due from Zhongyan E-commerce is mainly constituted
by shareholder’s loans due to a shareholder and a former
shareholder as more specifically set out on page IV-77 of this
circular. Such shareholder and former shareholder are not
expected to demand repayment in the foreseeable future, as they
have confirmed their intention to renew the shareholders’ loan

upon maturity and are contractually entitled to do so.
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(b) Assumptions
The major assumptions used in the valuation by the Valuer are:

- Xin Yunlian Cloud and its subsidiaries (including Xin Yunlian Financial
and Ningbo Yunlian Micro-financing, collectively the “Finance Group”)
is expected to engage in the existing financing business under the same

operating model;

- the Finance Group is expected to successfully expand its financing business
to the Licensed Retailers that are registered at the E-commerce Platform
and to start to record growth in 2020;

- the demand for financing by the Licensed Retailers that are registered at
the E-commerce Platform will show relatively fast growth in the forecast
period from 1 January 2020 to 31 December 2024; and

- the environmental policies set by the government that pertain to the
Finance Group is not expected to change significantly.

In particular, the Board considers that it is fair and reasonable to adopt the B
rating corporate bonds as comparable to the borrowers of the Finance Group (as

defined in Appendix VII to this circular), for the following reasons:

. The Valuer considered the Finance Group as a start-up company in the
industry with only a 2-year operating history, and therefore the historical

loss rate may not be a reasonable indicator for its future business.

. The credit rating of the tobacco retailers may vary significantly depending
on their financial situation and business operation scale, which increases

the difficulty to assess the credit rating of the individual borrowers.

. The Valuer further conducted market research and noticed that B rating is
the lowest credit rating with a reasonable historical average default rate of
1.76% for the period from 2013 to 2018 according to a study titled “2018
Annual Global Corporate Default Study and Rating Transition” issued by
S&P (the CCC rating has an average default rate of more than 25%). The
average recovery rate for B rating bonds is 37.62% with reference to a
study titled “Annual Default Study: Corporate Default and Recovery Rates,
1920-2017” 1issued by Moody’s. Based on the mentioned market
information, the expected loss rate of B rating bonds is 1.15%.
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. Therefore, the Valuer took this expected loss rate of B rating as a
projection anchor. After a discussion with the management of the Finance
Group, they are expected to take 1.5% loss rate as an operating target from
a more conservative perspective and is expected to achieve this rate by

implementing the credit improvement plan in the forecast period.

The Board has reviewed and assessed the assumptions and inputs adopted in the
valuation report in Appendix VII of this circular, and in particular, the section
“Valuation of the Finance Group — Xin Yunlian Financial and Yunlian Micro-
financing — Discussion of Financial Forecast” and considers that such assumptions

and inputs are fair and reasonable.

As for certain sources of information in the valuation report, the Board agrees to
the assessment of the Valuer that each of Factset, Aswath Damodaran database, and
Duff & Phelps 2016 Valuation Yearbook is a credible source of information and
authoritative guide in the market, and therefore the country risk premium and size

premium extracted therefrom is reliable.

As for the research conducted by the NACVA referred to in the valuation report,
the Board agrees to the opinion of the Valuer that the lack of marketability discount
sourced from the NACVA research seems to be applicable. The lack of marketability
discount represents the valuation discount between a publicly traded stock that has a
market, and a privately held stock which often has little market liquidity. The research
paper provided by the NACVA revealed the investors’ view regarding the lack of
marketability discount in mature market. In this valuation, even though the Target
Company is a private company in the PRC market, the Company is a Hong Kong
listed company, which should be considered as a participant in the mature capital
market, for which the research conducted by the NACVA appears to be applicable and

relevant.
(c) Methodology

In terms of the valuation methodology for the Finance Group, the Valuer
adopted the income approach (especially the discounted cash-flow method) and
considered it to be the most appropriate approach compared with the other available

alternatives:

- Market approach is not applicable for the valuation of the Finance Group,
as the operating companies are expected to expand in the next few years,
their current financial indicators, such as earnings and book value, would

not be a good base to determine their market value.
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- Cost approach is not applicable for the valuation of the Finance Group, as
this approach does not take future growth potential into consideration and
is usually used for companies which hold large non-income generating

assets.

With respect to the inputs in the valuation model, inputs regarding the growth
rate of the Finance Group have been adjusted downward to reflect a more
conservative and moderate development plan taking into account the COVID-19

outbreak and its likely impact on the Finance Group.

The Directors consider that the assumptions, methodology and inputs adopted in

the valuation report are fair and reasonable.
LISTING RULES IMPLICATIONS
Shareholders’ approval on the Acquisition

As one or more of the applicable percentage ratios (as defined under Rule 14.07 of the
Listing Rules) in respect of the Acquisition fall(s) between 25% and 100%, the Acquisition
constitutes a major transaction of the Company, and is therefore subject to the reporting,

announcement and Shareholders’ approval requirements under Chapter 14 of the Listing Rules.

A SGM will be convened and held for the Shareholders to consider, and if thought fit, to
approve (i) the Acquisition Agreement, the Consultancy Agreement and the transactions
contemplated thereunder; and (ii) the Specific Mandate for the allotment and issue of the
Conversion Shares, the New Shares, Shares to be issued under the Incentive Notes, and the
Consideration Shares. To the best of the Directors’ knowledge, information and belief, none of
the Shareholder has a material interest in the Acquisition and accordingly none of the
Shareholder is required to abstain from voting on the relevant ordinary resolution(s) approving
the Acquisition Agreement, the Consultancy Agreement and the transactions contemplated
thereunder at the SGM.

Valuation Report

The business valuation report was prepared on a discounted cash flow basis under the
income approach. Any valuation based on discounted cash flows is regarded as a profit forecast
under Rule 14.61 of the Listing Rules. The principal assumptions adopted in the business
valuation report on the operating subsidiaries and an associated Company of the Target Group
prepared by the Valuer are set out in Appendix VII to this circular.
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A letter from the Board, confirming that it is satisfied that the profit forecast has been made
by the Directors after due and careful enquiry, is set out in Appendix VIII to this circular. A
letter from HLM CPA Limited, the reporting accountant of the Company, confirming that it has
reviewed the accounting policies and calculations for the profit forecast, is set out in Appendix
VIII to this circular.

Listing application

Application will be made by the Company to the Stock Exchange for the grant of listing of
and permission to deal in the New Shares, the Conversion Shares, the new Shares to be issued
under the Incentive Notes and the Consideration Shares. No application will be made for the

listing of the Convertible Notes and the Incentive Notes.
The Vendor

Upon the allotment and issue of the New Shares, the Vendor will become a substantial

shareholder and hence connected person of the Company.
RECOMMENDATION

Having noted and considered the reasons stated under the section captioned “REASONS
OF AND BENEFITS OF THE ACQUISITION”, the Directors (including the independent non-
executive Directors) consider that the terms of the Acquisition Agreement, the Convertible Notes
and the Incentive Notes are normal commercial terms, fair and reasonable, and the Acquisition
(including the issue of the Convertible Notes, the New Shares and the Incentive Notes) is in the

interests of the Company and the Shareholders as a whole.

Furthermore the Directors (including the independent non-executive Directors) also
consider that the settlement of the Consultancy Fee by issuing the Consideration Shares to the
Consultant and the Issue Price are fair and reasonable and is also in the interests of the Company

and the Shareholders as a whole.

Accordingly, the Directors (including the independent non-executive Directors) recommend
the Shareholders to vote in favour of the resolution which will be proposed at the SGM for
approving the Acquisition Agreement, the Consultancy Agreement and the transaction
contemplated thereunder (including the issue of the Convertible Notes, the New Shares, the

Incentive Notes, and the Consideration Shares).
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SGM

A notice convening the SGM to be held at Suites 3001-11, Tower Two, Times Square,
1 Matheson Street, Causeway Bay, Hong Kong on Wednesday, 22 July 2020 at 11:00 a.m.. is set
out on pages SGM-1 to SGM-3 of this circular. Whether or not you are able to attend the SGM,
you are requested to complete the accompanying form of proxy in accordance with the
instructions printed thereon and return the same to the Company’s branch share registrar in Hong
Kong, Tricor Tengis Limited, Level 54, Hopewell Centre, 183 Queen’s Road East, Hong Kong as
soon as possible and in any event not less than 48 hours before the time appointed for holding of
the SGM or any adjournment thereof. Completion and return of the form of proxy shall not
preclude you from attending and voting at the SGM or adjourned meeting thereof if you so wish.

The Shareholders will be asked to consider and, if thought fit, to pass an ordinary
resolution to be proposed at the SGM (the text of which being set out in the notice of SGM)

approving the Acquisition.
VOTING BY POLL

According to Rule 13.39(4) of the Listing Rules, any vote of shareholders at a general
meeting must be taken by poll except where the chairman, in good faith, decides to allow a
resolution which relates purely to a procedural or administrative matter to be voted on by a show
of hands. Therefore, all the resolution(s) put to the vote at the SGM will be taken by way of poll
and the Company will announce the results of the poll in the manner prescribed under Rule
13.39(5) of the Listing Rules.

Whether or not you are able to attend and vote at the SGM, please complete and sign the
accompanying form of proxy in accordance with the instructions printed thereon and deliver,
together with the power of attorney or other authority, if any, under which it is signed or a
notarially certified copy of that power or authority, to the branch share registrar and transfer
office of the Company in Hong Kong, Tricor Tengis Limited, at Level 54, Hopewell Centre, 183
Queen’s Road East, Hong Kong as soon as possible and in any event not later than 11:00 a.m. on
Monday, 20 July 2020 (or if the SGM is adjourned, not less than 48 hours before the time
appointed for holding the meeting or any adjourned meeting, and in default thereof the form of
proxy shall not be treated as valid. No instrument appointing a proxy shall be valid after the
expiry of 12 months from the date of its execution. Completion and return of the form of proxy
will not preclude you from attending and voting in person at the SGM or any adjournment

thereof should you so wish.
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For determining the entitlement to attend and vote at the Meeting, the register of members
of the Company will be closed from Friday, 17 July 2020 to Wednesday, 22 July 2020, both days
inclusive, during which period no transfer of shares will be registered. In order for a Shareholder
to be eligible to attend and vote at the Meeting, all transfer forms accompanied by the relevant
share certificates must be lodged with the branch share registrar and transfer office of the
Company in Hong Kong, Tricor Tengis Limited, at Level 54, Hopewell Centre, 183 Queen’s
Road East, Hong Kong for registration not later than 4:30 p.m. on Thursday, 16 July 2020.

GENERAL

Completion of the Acquisition is subject to and conditional upon satisfaction or (where
applicable) waiver of conditions precedent including, among other things, the granting of the
necessary approval by the Shareholders. As the Acquisition may or may not proceed,
Shareholders and potential investors of the Company are advised to exercise caution when

dealing in the Shares.
ADDITIONAL INFORMATION

Your attention is drawn to the additional information set out in the appendices to this

Circular.

By Order of the Board
Greater China Financial Holdings Limited
Liu Kequan

Chairman
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1. FINANCIAL SUMMARY

Details of the financial information with respect to the profits and losses, financial record
and position of the Group for the three years ended 31 December 2017, 2018 and 2019 are
disclosed in the following documents which have been published on the websites of the Stock
Exchange (www.hkex.com.hk) and the Company (http://www.irasia.com/listco/hk/greaterchina/

index.htm).

a. The audited consolidated financial statements of the Group for the year ended
31 December 2017, together with the accompanying notes to the financial statements,
can be found on pages 59 to 214 of the annual report of the Company for the year
ended 31 December 2017:

https://www1.hkexnews.hk/listedco/listconews/sehk/2018/0426/1tn201804262142.pdf

b. The audited consolidated financial statements of the Group for the year ended
31 December 2018, together with the accompanying notes to the financial statements,
can be found on pages 64 to 246 of the annual report of the Company for the year
ended 31 December 2018:

https://www1.hkexnews.hk/listedco/listconews/sehk/2019/0417/1tn201904 17973 .pdf

c. The audited consolidated financial statements of the Group for the year ended
31 December 2019, together with the accompanying notes to the financial statements,
can be found on pages 59 to 234 of the annual report of the Company for the year
ended 31 December 2019:

https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0414/2020041400762.pdf
2. STATEMENT OF INDEBTEDNESS

At the close of business on 30 April 2020, being the latest practicable date for the purpose
of ascertaining information contained in this statement of indebtedness prior to the printing of
this circular, the Enlarged Group had outstanding bank borrowing, amount due to a shareholder,
a non-controlling interest, amount due to an associate, other loans, and lease liabilities of
approximately HK$269,426,000, details of which are as follows:

Bank borrowings

The Enlarged Group had i) outstanding bank borrowings (comprising both current and
non-current liabilities) of RMB70,000,000 (approximately to HK$78,302,000) carried at
fixed rates of 6.37% per annum will be repayable semi-annually until year 2025 which
secured by the pledge of right of use assets of approximately RMB19,380,000
(approximately to HK$21,268,000) and warehouses of approximately RMB71,456,000
(approximately to HK$78,416,000) and ii) outstanding bank borrowings of RMB27,000,000
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(approximately to HK$29,630,000) carried at fixed interest rate at 7%, and was pledged by
a property provided by an independent third party and secured by the management of
Ningbo Yunlian Micro-Financing, with maximum banking facilities of RMB27,000,000
(approximately to HK$29,630,000) repayable within 12 months has been utilised.

Amounts due to a shareholder, a non-controlling interest, an associate and a director

The Enlarged Group had amount due to a shareholder, a non-controlling interest, an
associate and a director of HK$60,010,000, RMBS§,400,000 (approximate to HK$9,218,000),
RMB31,000 (approximate to HK$34,000) and HKS$764,000 respectively which are

unsecured, interest-free and repayable on demand.
Other loans

The Enlarged Group had i) secured other loans amounted to RMB1,000,000
(approximately to HK$1,097,000) carried at interest rate of 14% per annum, repayable
within one year and secured by loans and interests receivables amounted to RMB10,441,000
(approximately to HKS$11,458,000) with facilities RMBS5,220,000 (approximately to
HK$5,729,000). At 30 April 2020, facilities RMB1,000,000 (approximately to
HK$1,097,000) has been utilised; and ii) unsecured other loans amounted to
RMB66,215,000 (approximately to HK$72,664,000) carried at interest rate 8-11% per

annum.
Lease liabilities

The Enlarged Group had lease liabilities (comprising both current and non-current
liabilities) of approximately HK$17,707,000.

Guarantees issued

At the close of business on 30 April 2020, the Enlarged Group has provided the total
maximum guarantees to customers of amount to RMB1,002,205,000 (approximately to
HK$1,099,820,000). The total maximum guarantee issued represents the maximum potential

loss that would be recognised if counterparties failed completely to perform as contracted.

Certain equity securities listed in Hong Kong classified as financial assets at fair
value through other comprehensive income are placed in a margin account of a regulated

securities broker. No margin facilities was utilised as at 30 April 2020.

At the close of business on 30 April 2020, there are 5 bank accounts located in the
PRC be freezed of amounted to approximately RMB2,764,000 (approximately to
HK$2,519,000).
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Save as disclosed above and otherwise mentioned in this circular, except and apart
from the intra-group liabilities and normal trade payables, The Enlarged Group did not have
any outstanding loan capital issued or agreed to be issued, bank overdrafts, loans, debt
securities, borrowing or other similar indebtedness, lease liabilities or hire purchase
commitments, liabilities under acceptances or acceptance credits, debentures, mortgages,
charges or guarantees or other material contingent liabilities as at the close of business on
30 April 2020. Since 30 April 2020, there has been no material change to the Enlarged

Group’s indebtedness.

For the purpose of the indebtedness statement, foreign currency amounts have been
translated into Hong Kong dollars at the approximate rates of exchange prevailing as at
30 April 2020.

3. MATERIAL ADVERSE CHANGE

As at the Latest Practicable Date, the Directors were not aware of any material adverse
change in the financial or trading position or outlook of the Group since 31 December 2019,
being the date to which the latest published audited consolidated financial statements of the

Group were made up.
4. SUFFICIENCY OF WORKING CAPITAL

The Directors, after due and careful enquiries, are of the opinion that following the
completion of the Acquisition, after taking into account the financial resources available to the
Enlarged Group, including the available credit facilities, the internally generated funds from
operations, and cash and bank balances of the Enlarged Group, the Enlarged Group has sufficient
working capital to satisfy its requirements for at least the next 12 months following the date of

this Circular.
5. FINANCIAL AND TRADING PROSPECTS OF THE GROUP

The Group is principally engaged in investment holding, industrial property development,
general trading of consumable goods, securities brokerage, insurance brokerage, asset
management and loan financing operation includes loan financing, financial guarantee services,

loan referral and consultancy services.
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Industrial Property Development

The revenue from the industrial property development segment mainly represents the
warehouse storage income generated from the warehouse operation. Since the outbreak of
COVID-19 in the PRC, the warehouse operation has been reduced as instructed by the local
government after the Chinese New Year holiday. Due to rigorous quarantine policy, the
process of renewal of the warehouse rental was suspended. Nonetheless, when COVID-19
in the PRC is under control, the management will continue to identify new customers as

tenants of the warehouse operation.
General Trading

The Group continues to co-operate with a major distribution agent of Moutai, a
reputable distilled Chinese liquor brand, to sell Moutai and other popular Chinese liquors in
2019. The domestic demand for Chinese liquors was discouraged by the outbreak of
COVID-19 in the PRC before the Chinese New Year in February 2020. The Group
anticipated that the market demand for Chinese liquors will recover when COVID-19 is
under control. Meanwhile, the Group continues to negotiate with the supplier to secure a
stable supply in the future. The Group will continue the Chinese liquors trading business

and further develop the sales network to increase its volume and profitability gradually.
Securities Brokerage

The Group’s securities brokerage services in Hong Kong comprises securities
brokerage, securities trading and margin financing. The Group will implement cost saving
measures to reduce the cost of operation. At the same time, the Group are looking into new
products including but not limited to IPO placement and underwriting, custodian services
for stock loan, odd lot trading, fixed income and structured products trading in order to

broaden the products mix.
Insurance Brokerage

In 2019, the Group continues to provide tailor-made financial solutions and
independent advisory services in connection with insurance products to the client and
operate long term (including linked long term) insurance and general insurance business
plus Mandatory Provident Fund products. The travel restriction to contain the spread of
COVID-19 has significantly decrease new customers coming from the PRC to Hong Kong
to purchase insurance policies. Despite the challenges ahead, the Group will continue to
strengthen the existing sales team and to develop different clientele and foster close
relationship with insurance companies and offer diversified products to the customers in
order to stay competitive in the market until COVID-19 is under control.
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Asset Management

The asset management segment manages a hedge fund established in the Cayman
Islands, “Spruce Light Absolute Return Fund”. The asset management business segment
will continue to explore opportunities and innovated investment strategies for the stable

growth in both scale and performance.
Loan Financing

The loan financing services comprise financing guarantee services, loan financing,

financing consultancy and loan referral services in Hong Kong and the PRC.

The loan financing operations in Hong Kong is mainly the provision of mortgage loan.
To remain competitive while mitigating the overall credit risk, the Group adopted a
stringent credit approval policy and worked closely with external property valuation
professionals in valuing the subject property to ensure the loan to value ratio of the relevant
properties are maintained at a reasonable level. In addition, the Group installed tools to
monitor the trend in the property market, which will provide alert to the credit team in case
of significant fluctuation or irregularity is noted in the mortgage under supervision. Credit
assessment includes full review of credit history and personal TransUnion credit report of
the potential customers. The Group will continue to implement a prudent strategy with
stringent internal loan management system, including credit assessment and risk
management and cooperate closely with external professionals for property valuation, credit
check and legal counsel and maintain the Group’s focus on high net worth customers
through the partnership with business partners such as loan referral agents.

The financing guarantee services and financing consultancy business in PRC will
focus on small to micro enterprise financing and personal consumer loan services. The
Group will develop the business and deepen the relationship with clients by providing
tailored financial products. The Group will take various measures to further optimize the
organizational structure, improve the market knowledge and risk control, so as to improve
customer satisfaction to support the implementation of new projects and ensure compliance
and stable operations.

The Group will continue to operate its existing business through various business
segments which includes loan financing in Hong Kong and the PRC. As indicated above,
the management continues to take actions of both short term and longer term to control
costs and drive efficiency, as the economic outlook remains uncertain amidst the ongoing

trade tension and the pandemic outbreak.
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With the integration of the Target Group into the enlarged Group, the loan financing
operation in the PRC will be strengthened with the loan referral business to the registered
tobacco retailers. The management believes that the synergy could open up the loan
financing services to the PRC tobacco retail market and increase the market share and
geographical presence of the Group in the PRC. The management, while continuously
monitoring macroeconomic developments and the aforesaid risks to the outlook, remains
cautiously optimistic about the performance of the enlarged Group in the rapidly changing

environment.

At the Latest Practicable Date, the Company does not have any intention, negotiation,
agreement, arrangement and understanding (conclusive or otherwise) about (a) acquisition
of any new businesses apart from the Acquisition, (b) injection of any new business to the

Group, or (c) disposal and/or downsizing of the Group’s existing businesses.
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The following is the text of a report set out on pages II-1 to II-3, received from the Company’s
reporting accountants, HLM CPA Limited, Certified Public Accountants, Hong Kong, for the

purpose of incorporation in this circular.

— % > = = Rooms 1501-8, 15th Floor, Tai Yau Building,
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HLM CPA LIMITED Tel E#fi: (852) 3103 6980

. . Fax f#71: (852) 3104 0170
Certified Public Accountants E-mail % %5: info@hlm.com.hk

ACCOUNTANTS’ REPORT ON HISTORICAL FINANCIAL INFORMATION OF XIN
YUNLIAN INVESTMENT LIMITED TO THE DIRECTORS OF GREATER CHINA
FINANCIAL HOLDINGS LIMITED

Introduction

We report on the historical financial information of Xin Yunlian Investment Limited (the
“Target Company”’) and its subsidiaries (together, the “Target Group”) set out on pages II-5 to
II-105, which comprises the combined statements of financial position as at 31 December 2017,
2018 and 2019 and the combined statements of profit or loss and other comprehensive income,
the combined statements of changes in equity and the combined statements of cash flows for
each of the years then ended (the “Relevant Period””) and a summary of significant accounting
policies and other explanatory information (together, the ‘“Historical Financial Information™).
The Historical Financial Information of the Target Group set out on pages II-5 to II-105 forms an
integral part of this report, which has been prepared for inclusion in the circular of Greater China
Financial Holdings Limited (the “Company”) dated 30 June 2020 (the *“Circular”) in connection
with the proposed acquisition of the Target Company (the ‘““Acquisition’).

Director’s responsibility for the Historical Financial Information of the Target Group

The director of the Target Group are responsible for the preparation of Historical Financial
Information of the Target Group that gives a true and fair view in accordance with the basis of
preparation set out in Note 4 to the Historical Financial Information of the Target Group, and for
such internal control as the director of the Target Group determines is necessary to enable the
preparation of Historical Financial Information of the Target Group that is free from material

misstatement, whether due to fraud or error.
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Reporting accountants’ responsibility

Our responsibility is to express an opinion on the Historical Financial Information and to
report our opinion to you. We conducted our work in accordance with Hong Kong Standard on
Investment Circular Reporting Engagements 200 “Accountants’ Reports on Historical Financial
Information in Investment Circulars” issued by the Hong Kong Institute of Certified Public
Accountants (“HKICPA”). This standard requires that we comply with ethical standards and plan
and perform our work to obtain reasonable assurance about whether the Historical Financial

Information of the Target Group is free from material misstatement.

Our work involved performing procedures to obtain evidence about the amounts and
disclosures in the Historical Financial Information. The procedures selected depend on the
reporting accountants’ judgement, including the assessment of risks of material misstatement of
the Historical Financial Information, whether due to fraud or error. In making those risk
assessments, the reporting accountants consider internal control relevant to the entity’s
preparation of Historical Financial Information that gives a true and fair view in accordance with
the basis of preparation set out in Note 4 to the Historical Financial Information in order to
design procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the entity’s internal control. Our work also included evaluating
the appropriateness of accounting policies used and the reasonableness of accounting estimates
made by the director of the Target Group, as well as evaluating the overall presentation of the

Historical Financial Information.

We believe that the evidence we have obtained is sufficient and appropriate to provide a

basis for our opinion.
Opinion

In our opinion, the Historical Financial Information of the Target Group gives, for the
purposes of the accountants’ report, a true and fair view of the Target Group’s financial position
as at 31 December 2017, 2018 and 2019 and of the Target Group’s financial performance and
cash flows for the Relevant Period in accordance with the basis of preparation set out in Note 4
to the Historical Financial Information of the Target Group.
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Report on matters under the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited and the Companies (Winding Up and Miscellaneous
Provisions) Ordinance

Adjustments

In preparing the Historical Financial Information, no adjustments to the Underlying

Financial Statements, as defined on page II-4, have been made.
Dividends

We refer to Note 11 to the Historical Financial Information of the Target Group which
states that no dividends have been paid by the Target Group in respect of the Relevant Period.

HLM CPA Limited
Certified Public Accountants
Hong Kong

30 June 2020
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I. HISTORICAL FINANCIAL INFORMATION OF THE TARGET GROUP
Preparation of Historical Financial Information of the Target Group

Set out below is the Historical Financial Information of the Target Group which forms
an integral part of this accountants’ report.

The combined financial statements of the Target Group of the Relevant Period, on
which the Historical Financial Information of the Target Group is based, were audited by us
in accordance with Hong Kong Standards on Auditing issued by the HKICPA (the
“Underlying Financial Statement’).

The Historical Financial Information of the Target Group is presented in Hong Kong
dollars and all values are rounded to the nearest thousand (HK$’000) except when

otherwise indicated.

|



APPENDIX II FINANCIAL INFORMATION OF
THE TARGET GROUP

COMBINED STATEMENTS OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

Year ended 31 December

2017 2018 2019
Notes HK$’000 HK$°000 HKS$°000
Revenue 7 23,942 75,393 54,008
Costs of sales (4,687) (16,604) (1,935)
Gross profit 19,255 58,789 52,073
Other income, gains or losses 19,498 3,926 1,849
Administrative and other operating
expenses (38,132) (58,194) (42,929)
Gain on deemed disposal of
a subsidiary 16 5,767 — —
Impairment loss on interest in
associate 15 - - (1,119)
Impairment loss on intangible
assets - - (52,404)
Impairment loss, net of reversal (7,044) (22,214) (25,800)
Provision of guarantee losses (2,691) (2,236) (2,206)
(3,347) (19,929) (70,536)
Finance cost (1,585) (7,983) (9,654)
Loss before tax (4,932) (27,912) (80,190)
Taxation 10 1,260 526 3,335
Loss for the year 8 (3,672) (27,386) (76,855)
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Year ended 31 December

2017 2018 2019
Note HK$’000 HK$’000 HK$’000
Other comprehensive income
(expense) for the year that may
be reclassified subsequently to
profit or loss
Exchange differences on translation
of operations outside Hong Kong 13,774 (10,564) 3,543
Total comprehensive (expense)
income for the year 10,102 (37,950) (73,312)
(Loss) profit for the year
attributable to:
— Owners of the Target Company 341 (7,689) (39,764)
— Non-controlling interests (4,013) (19,697) (37,091)
Loss for the year (3,672) (27,386) (76,855)
Total comprehensive (expense)
income for the year attributable
to:
— Owners of the Target Company 1,027 (12,115) (43,475)
— Non-controlling interests 9,075 (25,835) (29,837)
10,102 (37,950) (73,312)
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COMBINED STATEMENTS OF FINANCIAL POSITION

Year ended 31 December

2017 2018 2019
Notes HK$’000 HK$’000 HK$’000
Non-current assets
Interest in an associate 16 - - -
Intangible assets 15 — — 4,197
Property, plant and equipment 13 2,036 3,861 3,504
Right-of-use assets 14 - - 786
Deferred tax assets 17 1,663 5,724 11,915
3,699 9,585 20,402
Current assets
Inventories - 45 -
Loans and interest receivables 18 208,113 184,664 140,194
Trade, other receivables,
prepayments and deposits 19 71,325 54,746 83,228
Financial assets at fair value
through profit or loss 20 4,323 19,523 5,709
Amount due from related
companies 27 - 293 -
Amount due from non-controlling
interests 27 - 6,726 10,810
Loans to non-controlling interests 27 — 3,416 30,155
Amount due from a shareholder 27 - - 390
Restricted bank deposits 21 - 6,475 21,869
Bank balances and cash 21 29,782 3,952 42,086
313,543 279,840 334,441
Assets held for sale 28 — — 5,265
313,543 279,840 339,706
Current liabilities
Trade payables, other payables and
accruals 22 10,281 12,639 15,162
Contract liabilities - 246 595
Tax payables 30 2,038 361
Borrowings 23 20,412 18,822 135,148
Liabilities from financial
guarantees 25 2,690 4,787 6,910
Amount due to a shareholder 27 — — 60,010
Amount due to related companies 27 6,832 143 -
Amount due to an associate 27 - - 23
Amount due to non-controlling
interests 27 10,868 — 6,264
Amount due to a director 27 22 29 120
Loans from non-controlling
interests 27 60,035 78,550 -
Lease liabilities 24 — — 401
111,170 117,254 224,994
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Year ended 31 December

2017 2018 2019
Notes HK$°000 HK$°000 HKS$°000
Liabilities directly associated with
assets classified as held for sale 28 — — 4,099
111,170 117,254 229,093
Net current assets 202,373 162,586 110,613
Total assets less current liabilities 206,072 172,171 131,015
Non-current liabilities
Lease liabilities 24 — — 362
Net assets 206,072 172,171 130,653
Capital and reserves
Share capital 26 60,708 61,757 390
Reserves (4,202) (16,317) (59,792)
(Capital deficiency)/equity
attributable to owners of
the Target Company 56,506 45,440 (59,402)
Non-controlling interests 149,566 126,731 190,055
Total equity 206,072 172,171 130,653
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COMBINED STATEMENTS OF CHANGES IN EQUITY

Attributable to the equity owners of Target Company

Non-
Merger  Accumulated controlling
Share capital Other reserve reserve loss Sub-total Interests Total
HKS$000 HKS$°000 HKS$°000 HK$°000 HKS$000 HK$°000 HKS$000
At 1 January 2017 54,953 (2,760) - (2,469) 49,724 112,055 161,779
Profit (loss) for the year - - - 341 341 (4,013) (3,672)
Other comprehensive income
(expense)
- Exchange difference on translation
of operations outside Hong Kong - 685 - - 685 13,089 13,774
- Release of translation reserve
upon deemed disposal of
subsidiary - 1 - - 1 (1) -
Total comprehensive income - 686 - 341 1,027 9,075 10,102
Increase in share capital 5,755 - - - 5,755 28,436 34,191
At 31 December 2017 and 1 January
2018 60,708 (2,074) - (2,128) 56,506 149,566 206,072
Loss for the year - - - (7,689) (7,689) (19,697) (27,386)
Other comprehensive expense
- Exchange difference on translation
of operations outside Hong Kong - (4,426) - - (4,426) (6,138) (10,564)
Total comprehensive expense - (4,426) - (7,689) (12,115) (25,835) (37,950)
Increase in share capital 1,049 - - - 1,049 3,000 4,049
At 31 December 2018 and 1 January
2019 61,757 (6,500 - (9.,817) 45,440 126,731 172,171
Loss for the year - - - (39,764) (39,764) (37,091) (76,855)
Other comprehensive (expense)
income
- Exchange difference on translation
of operations outside Hong Kong - (3,711) - - (3,711) 7,254 3,543
Total comprehensive (expense)
income - (3,711) - (39,764) (43,475) (29,837) (73,312)
Increase in share capital 1,411 - - - 1,411 153,843 155,254
Incorporation of a subsidiary 390 - - - 390 - 390
Effect of reorganisation (63,168) - - - (63,168) (60,682) (123,850)
At 31 December 2019 390 (10,211) - (49,581) (59,402) 190,055 130,653
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COMBINED STATEMENTS OF CASH FLOWS

Year ended 31 December

2017 2018 2019
HK$’000 HK$’000 HK$’000
Operating activities
Loss before tax (4,933) (27,912) (80,190)
Adjustments for:
Bank interest income (28) (16) (C2))
Loan interest income (659) - (1,789)
Interest income arising from rented deposits - - (10)
Investment income - - (511)
Depreciation 377 629 724
Depreciation of right-of-use assets - - 399
Finance cost 1,585 7,983 9,654
Gain on deemed disposal of a subsidiary (5,767) - -
Gain/(loss) on disposal of property, plant and
equipment - (63) 3
Impairment loss on trade and other receivables,
net of reversal 2,656 8,526 16,775
Impairment loss on loans and interest
receivables, net reversal 4,404 13,661 3,586
Provision of financial guarantee 2,691 2,236 2,206
Impairment loss on amount due from related
parties, net of reversal (reversal of impairment
loss) (16) 27 (15)
Impairment loss of interest in an associate - - 1,119
Impairment loss of amount due from an associate - - 5,454
Impairment loss on intangible assets — — 52,404
Operating cashflows before movements in working
capital 310 5,071 9,718
Increase (decrease) in inventories - 47) 23
(Increase) decrease in trade receivables (16,591) (11,638) 12,717
(Increase) decrease in prepayments, deposits and
other receivables (50,043) 14,207 (63,412)
Decrease (increase) in loans and interest receivables (144,441) (1,052) 41,577
(Increase) decrease in amount due from a
non-controlling interest 45 (7,025) 9,714)
Decrease (increase) in amount due from related
companies 265 (305) 307
Increase in loan to a non-controlling interest - (3,561) (27,236)
Increase in trade and other payables 9,785 4,910 3,525
Increase (decrease) in contract liabilities - (3,703) 358
Increase in amount due to a director 22 7 93
Increase (decrease) in amount due to a non-
controlling interest 10,439 (10,743) 6,355
(Decrease) increase in amount due to related
companies 6,562 (6,604) (143)
Increase in restricted bank balance - (6,751) (15,733)
Increase in amount due to an associate - - 23
Increase in amount due from a shareholder — — (396)
Cash used in operations (183,647) (27,234) (41,938)
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Interest paid
Income tax paid

Net cash used in operating activities

Investing activities

Purchase of property,
plant and equipment

Investment income received

Interest received

Proceeds from disposal of property,
plant and equipment

Purchase of financial assets at fair
value through profit or loss

Proceeds from disposal of financial
assets at fair value through profit or
loss

Acquisition of investment in
an associate

Purchase of intangible assets

Cash and cash equivalents classified
as held for sales

Net cash generated from (used in)
investing activities

Financing activities
Repayment of borrowing
Proceeds from borrowing
Repayment of loan from a

non-controlling interest
Proceeds from loan from a

non-controlling interest
Repayment of lease liabilities
Capital injection

Net cash generated from financing
activities

Net increase (decrease) in cash and
cash equivalents

Cash and cash equivalents at beginning
of the year
Effect of foreign exchange rate changes

Cash and cash equivalent at end of
the year

Analysis of balances of cash and cash
equivalent:
Bank balances and cash

Year ended 31 December

2017 2018 2019
Note HK$’000 HKS$000 HKS$’000
(1,585) (7,983) (9,555)
(51) (1,866) (4,712)
(185,283) (37,083) (56,205)
(577) (2,932) (439)

- - 511

28 16 1,880

- 354 6
(253,784) (350,610) (309,181)

275,197 334,528 321,609
- - (1,119)
- - (57,426)
- - 57
20,864 (18,644) (44,216)
(26,526) (27,151) (10,407)

42,672 26,620 128,760

- (161,419) (78,308)

57,665 183,970 -

- - 431)

34,191 4,049 91,804

108,002 26,069 131,418

(56,417) (29,658) 30,997

77,573 29,782 3,952

8,626 3,828 7.137

29,782 3,952 42,086

21 29,782 3,952 42,086
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II.

NOTES TO THE HISTORICAL FINANCIAL INFORMATION OF THE TARGET
GROUP

1. GENERAL INFORMATION

Xin Yunlian Investment Limited (the ‘“Target Company”) is a limited liability
company established in the British Virgin Islands on 15 April 2019. The registered office of
the Target Company is located at Vistra Corporate Services Centre, Wickhams Cay II, Road
Town, Tortola, VG 1110, British Virgin Islands. This business address of the Target
Company is Room701, 7/F, Shanghai Industrial Investment Building, 48-62 Hennessy Road,
Wanchai, Hong Kong.

The Target Company is an investment holding company. During the Relevant Period,
the Target Group was principally engaged in involved in financial referral and loan
financing services.

The Historical Financial Information of the Target Group is presented in Hong Kong
dollars and all values are rounded to the nearest thousand (“HKS$’000”) except when
otherwise indicated.

As at the date of this report, the Target Company has direct or indirect interests in the
following subsidiaries, and the particulars of which are set out below:

Percentage of

Place and Issued/registered equity attributable to
Name date of incorporation Principal activities share capital the Target Company
Directly  Indirectly
Xin Yunlian Network Hong Kong Inactive HKS$10,000 100% -
Technology Limited* 27 July 2015
B R EARAR PRC Inactive US$30,000,000 - 100%
(Ningbo Ruixin Investment 29 April 2019
Company Limited*)"
WL R RHEATRA PRC Inactive RMB100,000,000 - 51%
(Zhejiang Xin Yunlian Digital 1 November 2019
Technology Company Limited*)"
WL R ERBA AR PRC Inactive RMB173,000,000 - 51%
(Zhjiang Xin Yunlian Cloud 1 November 2019
Technology Company Limited*)"
R RS PRC Engaged in financial RMB100,000,000 - 51%
(YD) A RA 28 December 2015 referral service
(Wangxin Xin Yunlian Financial
Information Service (Zhejiang)
Company Limited*)*
HE B 5 FE B ) A R ] PRC Provision of advertising RMB350,000,000 - 31%

(Xin Yunlian Advertising Media
(Zhejiang) Company Limited*)"

4 January 2016

service
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Percentage of

Place and Issued/registered equity attributable to
Name date of incorporation  Principal activities share capital the Target Company
Directly  Indirectly
BEM TR PRC Tnactive RMBS50,000,000 - 51%
(W) A RA R 9 August 2016

(Wangxin Xin Yunlian Equity
Investment (Zhejiang) Company

Limited*)
EHE TR NEETAERA A PRC Engaged in loan RMB150,000,000 - 31%
(Ningbo Yunlian Micro-Financing 22 June 2016 financing services

Company Limited*)*

TN G I R AR A R PRC Trading RMB310,000,000 - 31%
(Hangzhou Zheng Pin Zheng Yuan 30 May 2018
Network Technology Company
Limited*)

##

The local auditor’s reports of these companies for the years ended 31 December 2017, 2018 and 2019
were prepared by the local auditors in accordance with the accounting principles generally accepted
in the PRC.

The local auditor’s reports of Hangzhou Zheng Pin Zheng Yuan Network Technology Company
Limited for the year ended 31 December 2018 and 2019 were prepared by the local auditors in

accordance with the accounting principles generally accepted in the PRC.

As at the date of this report, no local auditor’s report have been issued for these companies, as they
have not either carried on any business since their respective date of incorporation or not subject to

any statutory audit requirements under the relevant rules and regulations in the Hong Kong and PRC.

The English transliteration of Chinese name is included in this circular for reference only and should

not be regarded as its official English name.

GROUP REORGANISATION AND BASIS OF PREPARATION AND
PRESENTATION OF THE HISTORICAL FINANCIAL INFORMATION

The Historical Financial Information has been prepared based on the accounting
policies set out in Note 4 which conform with HKFRSs issued by the HKICPA and the
principles of merger accounting under Accounting Guideline 5 “Merger Accounting for
Common Control Consolidation” (“AG5”) issued by the HKICPA.

On 15 April 2019, the Target Company was incorporated in the British Virgin Islands
with an authorised share capital of US$50,000 divided into 50,000 shares of US$1 each.
Upon incorporation, 50,000 shares were allotted and issued to Chen Zheng (‘““Vendor
guarantor’”) at par. On 22 May 2019, 50,000 shares were transferred to Skill Rich
Investment Limited (““Skill Rich”) at US$1.
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On 6 May 2019, Wangxin Xin Yunlian Technology Limited (“Wangxin Technology’)
entered into a series of agreements with Vendor guarantor and Skill Rich for the purpose of
obtaining control over the Target Company, including Exclusive Option Agreements, Proxy

Agreement and Equity Pledge Agreement (the “Agreements’).

Pursuant to the Exclusive Option Agreement entered into among Wangxin
Technology, Vendor guarantor and Skill Rich (the ‘“Exclusive Option Agreement”),
Wangxin Technology shall have the rights to require Vendor guarantor to transfer any or all
their equity interests in Skill Rich to Wangxin Technology, in whole or in part at any time

and from time to time, with no considerations.

Pursuant to the Proxy Agreement entered into among Wangxin Technology and
Vendor guarantor (the ‘“Proxy Agreement”), pursuant to which, the Vendor guarantor
irrevocably and exclusively agreed to act according to Wangxin Technology or any persons
designated by the Wangxin Technology or successors and liquidators, as its attorneys-in-
fact to exercise on its behalf, any and all right that it has in respect of its equity interests in
Skill Rich.

Pursuant to the Equity Pledge Agreement entered into among Wangxin Technology,
Vendor guarantor and Skill Rich (the “Equity Pledge Agreement”), the Vendor guarantor
agreed to pledge all the respective equity interests in Skill Rich that they own, including
any interest or dividend paid for the shares, to Wangxin Technology as a security interest to

the Exclusive Option Agreements and the Power of Attorney.

Pursuant to the Agreements entered into among Wangxin Technology and the
registered equity owners of Skill Rich, Wangxin Technology has held the entire 100%
equity interest in Skill Rich with effect from 6 May 2019.

On 27 July 2015, Xin Yunlian Network (formally known as Yiu Yat International
Limited) was incorporated in Hong Kong with limited liability with an authorised capital of
HK$10,000 divided into 10,000 shares of HK$1 each. On 22 May 2019, 10,000 shares were
transferred to Xin Yunlian Investment at HK$1.

On 29 April 2019, Ningbo WFOE was established in the PRC as a wholly-owned
foreign enterprise held by Xin Yunlian Network with a registered capital of
USD30,000,000. USD3,190,000 and USD4,473,000 was paid in 31 October 2019 and 7
November 2019 respectively.

On 1 November 2019, Zhejiang Xin Yulian Cloud Technology Company Limited
(““Ningbo OPCO 1”) was established in the PRC with a registered capital of
RMB173,000,000. On 5 November 2019, pursuant to the Acquisition agreement (the
“Acquisition Agreement 1), Wangxin Technology agreed to transfer 51% of equity interest
in Ningbo OPCO I to Ningbo WFOE with the RMB88,230,000.
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On | November 2019, Zhejiang Xin Yulian Digital Technology Company Limited
(““Ningbo OPCO 1II”) was established in the PRC with a registered capital of
RMB100,000,000. On 5 November 2019, pursuant to the Acquisition agreement (the
“Acquisition Agreement II”’), Wangxin Technology agreed to transfer 51% of equity
interest in Ningbo OPCO II to Ningbo WFOE with the RMB51,000,000.

The companies now comprising the Target Group are under common control of
Wangxin Technology. Pursuant to the Agreements and the Acquisition Agreement I & II,
the Target Company became the holding company of the Target Group as the entire
interests of the Target Group’s subsidiaries were transferred to the Target Company on
5 November 2019.

As the Controlling Shareholder which controlled the Target Group before and after the
Acquisition and the effectiveness of the Agreements are the same, the Financial Information
has been prepared as a reorganisation of businesses under common control in a manner
similar to pooling of interest. The Financial Information presents the Target Group’s
combined results and financial position as if the current group structure had been in
existence throughout the Relevant Period and as if the business of Ningbo OPCO I & II had

been transfer to the Target Group at the beginning of the earliest period presented.

The combined statements of profit or loss and other comprehensive income, combined
statements of changes in equity and combined statements of cash flows of the Target Group
for the Relevant Period including the results and cash flows of all companies now
comprising Target Group from the earliest date presented or since the date when the
subsidiaries and/or businesses first came under the common control of Wangxin Xin
Yunlian, where this is a shorter period. The combined statements of financial position of
the Target Group as at 31 December 2017, 2018 and 2019 have been prepared to present
the assets and liabilities of the subsidiaries and/or businesses using the existing book values
from Wangxin Xin Yunlian’s perspective. No adjustments are made to reflect fair values, or
recognise any new assets or liabilities as a result of the Reorganisation.

Equity interests in subsidiaries and/or businesses held by parties other than Wangxin
Xin Yunlian and changes therein, prior to the Reorganisation are presented as non-

controlling interests in equity in applying the principles of merger accounting.
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3. APPLICATION OF HONG KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”)

For the purposes of preparing and presenting the Historical Financial Information for
the Track Record Periods, the Target Group has consistently applied the accounting policies
which conform with HKFRSs, Hong Kong Accounting Standards (“HKASs”), amendments
and interpretations (“HK(IFRIC) — Int”) issued by the HKICPA that are effective for the
Target Group’s accounting periods beginning on 1 January 2018 consistently throughout the
Track Record Period, except that the Target Group adopted HKFRS 9 *“Financial
Instruments” from 1 January 2018 and HKAS 39 “Financial Instruments Recognition and
Measurement” prior to 1 January 2018, HKFRS 15 “Revenue from Contracts with
Customers” from 1 January 2018 and HKFRS 16 “Leases” from 1 January 2019.

3.1 HKFRS 9 “Financial Instruments”

The Target Group has applied HKFRS 9 in accordance with the transition
provisions set out in HKFRS 9. i.e. applied the classification and measurement
requirements (including impairment under ECL model) retrospectively to instruments
that have not been derecognised as at 1 January 2018 (date of initial application) and
has not applied the requirements to instruments that have already been derecognised
as at 1 January 2018. The difference between carrying amounts as at 31 December
2017 and the carrying amounts as at 1 January 2018 are recognised in the opening
accumulated losses and other components of equity, without restating comparative

information.

Accordingly, certain comparative information may not be comparable as

comparative information was prepared under HKAS 39.

Accounting policies resulting from application of HKFRS 9 are disclosed in
Note 4.

Classification and measurement of financial assets

Trade receivables arising from contracts with customers are initially

measured in accordance with HKFRS 15.

All recognised financial assets that are within the scope of HKFRS 9 are
subsequently measured at amortised cost or fair value, including unquoted equity
investments measured at cost less impairment under HKAS 39 except for the
impact of ECL.
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Summary of effects arising from initial application of HKFRS 9

The following table and the accompanying notes below explain the original
measurement categories under HKAS 39 and the new measurement categories
under HKFRS 9 for each class of the Target Group’s financial assets as at
1 January 2018.

Original New

carrying  carrying

Original New amount amount

classification classification under under

under HKAS 39 under HKFRS 9  HKAS 39 HKFRS 9

Note HK$’000  HK$’000

Financial products (a) Designated as Mandatorily at 4,323 4323

at FVTPL FVTPL

Trade, other receivables, Loans and Amortised cost 71,325 71,325
prepayment and deposit receivables

Loans and interest Loans and Amortised cost 208,113 208,113
receivables receivables

Bank balances and cash Loans and Amortised cost 29,782 29,782
receivables

Total financial assets 313,543 313,543

Note:

(a) Financial assets at FVTPL and/or designated at FVTPL

At the date of initial application, the Target Group no longer applied
designation as measured at FVTPL for the portfolio of financial assets which is
managed and its performance is evaluated on a fair value basis, as these

financial assets are required to be measured at FVTPL under HKFRS 9.

There was no significant impact on the amounts recognised in relation to

these assets from the application of HKFRS 9.
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3.2

Impairment under ECL model

The Target Group applies the HKFRS 9 simplified approach to measure
ECL which uses a lifetime ECL for all trade receivables, loans and interest
receivables and financial guarantee. The ECL on these assets are assessed
individually for debtors with significant balances and/or collectively based on
the Target Group’s historical credit loss experience, adjusted for factors that are
specific to the debtors, general economic conditions and an assessment of both
the current conditions at the reporting date as well as the forecast of future

conditions.

ECL for other financial assets at amortised cost, including other receivable
and deposit, amount due from related companies, amount due from non-
controlling interests, loans to non-controlling interests and amount due from a
shareholder restricted bank deposits and bank balances and cash, are assessed on
12-month ECL (“12mECL”’) basis as there had been no significant increase in

credit risk since initial recognition.

The director of the Company reviewed and assessed the Target Group’s
existing financial assets for impairment using reasonable and supportable
information that is available without undue cost or effort in accordance with the
requirements of HKFRS 9. No additional impairment loss was recognised at
1 January 2018.

HKFRS 15 “Revenue from Contracts with Customers”

HKFRS 15 superseded HKAS 18 Revenue, HKAS 11 Construction Contracts and

the related interpretations.

The Target Group has applied HKFRS 15 retrospectively with the cumulative

effect of initially applying this Standard recognised at the date of initial application,

i.e. 1 January 2018. Any difference at the date of initial application is recognised in

the opening accumulated loss and comparative information has not been restated.

Furthermore, in accordance with the transition provisions in HKFRS 15, the Target

Group has elected to apply the Standard retrospectively only to contracts that are not

completed at 1 January 2018.

Accordingly, certain comparative information may not be comparable as

comparative information was prepared under HKAS 18 Revenue and HKAS 11

Construction Contracts and the related interpretations.
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The Target Group recognises revenue from provision of loan referral and

consultancy services.

Information about the Target Group’s performance obligations and the

accounting policies resulting from application of HKFRS 15 are disclosed in Note 4.

Summary of effects arising from initial application of HKFRS 15

The application of HKFRS 15 has no material impact on the Target

Group’s accumulated loss at 1 January 2018. The following adjustments were

made to the amounts recognised in the combined statement of financial position

at 1 January 2018. Line items that were not affected by the changes have not

been included.

Current liabilities
Trade, other payables and
accruals

Contract liabilities

Balance at end of the year
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The following table summaries the impact of applying HKFRS15 on the

Target Group’s combined statement of financial position as at 31 December 2018

and its combined statement of cash flows for the current year for each of the line

items affected. Line items that were not affected by the changes have not been

included.

Impact on the combined statement of financial position

Adjustment
Amounts resulted
before from
adoption of adoption of As
HKFRS 15 HKFRS 15 reported
HK$°000 HK$°000 HK$°000
Current liabilities
Trade, other payables and
accruals 12,885 (246) 12,639
Contract liabilities - 246 246
Balance at end of the year 12,885 — 12,885
Impact on the combined statement of cash flows
Adjustment
Amounts resulted
before from
adoption of adoption of As
HKFRS 15 HKFRS 15 reported
HK$’000 HK$’000 HK$’000
Operating activities
Increase in trade, other
payables and accruals 1,207 3,703 4,910
Decrease in contract liabilities — (3,703) (3,703)
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3.3 HKFRS 16 “Leases”

HKFRS 16 superseded HKAS 17 Leases (“HKAS 17), and the related

interpretations.
Definition of a lease

The Target Group has elected the practical expedient to apply HKFRS 16
to contracts that were previously identified as leases applying HKAS 17 and
HK(IFRIC)-Int 4 Determining whether an Arrangement contains a Lease and not
apply this standard to contracts that were not previously identified as containing
a lease. Therefore, the Target Group has not reassessed contracts which already

existed prior to the date of initial application.

For contracts entered into or modified on or after 1 January 2019, the
Target Group applies the definition of a lease in accordance with the
requirements set out in HKFRS 16 in assessing whether a contract contains a

lease.
As a lessee

The Target Group has applied HKFRS 16 retrospectively with the
cumulative effect recognised at the date of initial application, 1 January 2019.

As at 1 January 2019, the Target Group recognised additional lease
liabilities and measured right-of-use assets at the carrying amounts as if HKFRS
16 had been applied since commencement dates, but discounted using the
incremental borrowing rates of the relevant group entities at the date of initial
application by applying HKFRS 16.C8(b)(i) transition. Any difference at the date
of initial application is recognised in the opening accumulated losses and

comparative information has not been restated.
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When applying the modified retrospective approach under HKFRS 16 at
transition, the Target Group applied the following practical expedients to leases
previously classified as operating leases under HKAS 17, on lease-by-lease

basis, to the extent relevant to the respective lease contracts:

i. applied a single discount rate to a portfolio of leases with reasonably

similar characteristics;

ii.  elected not to recognise right-of-use assets and lease liabilities for
leases with lease term ends within 12 months of the date of initial

application; and

iii. excluded initial direct costs from measuring the right-of-use assets at

the date of initial application.

When recognising the lease liabilities for leases previously classified as
operating leases, the Target Group has applied incremental borrowing rates of
the relevant group entities at the date of initial application. The incremental

borrowing rates applied by the Target Group at 10.37%.

At 1 January

2019
HK$’000
Operating lease commitments disclosed
as at 31 December 2018 143
Lease liabilities discounted at relevant incremental
borrowing rates 139
Less: Practical expedient — lease with lease term ending
within 12 months from the date of initial application (139)

Lease liabilities as at 1 January 2019 —
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New and Amendments to HKFRSs in issue but not yet effective

The Target Group has not early applied the following new and amendments to
HKFRSs that have been issued but are not yet effective:

HKFRS 17 Insurance Contracts’
Amendments to HKFRS 3 Definition of a Business?’
Amendments to HKFRS 10 Sale or Contribution of Assets between an Investor

and HKAS 28 and its Associate or Joint Venture®
Amendments to HKAS 1 Definition of Material®
and HKAS 8

Amendments to HKFRS 9,  Interest Rate Benchmark Reform?
HKAS 39 and HKFRS 7
Amendments to HKFRS 16 COVID-19-Related Rent Concession”

Effective for annual periods beginning on or after 1 January 2021.
Effective for business combinations and asset acquisitions for which the
acquisition date is on or after the beginning of the first annual period
beginning on or after 1 January 2020.

Effective for annual periods beginning on or after a date to be determined.
Effective for annual periods beginning on or after 1 January 2020.

Effective for annual periods beginning on or after 1 June 2020.

In addition to the above new and amendments to HKFRSs, a revised Conceptual
Framework for Financial Reporting was issued in 2018. Its consequential amendments,
the Amendments to References to the Conceptual Framework in HKFRS Standards,
will be effective for annual periods beginning on or after 1 January 2020.

The director of the Company anticipate that the application of these new and
amendments to HKFRSs will have no material impact on the Target Group’s
Historical Financial Information in the foreseeable future.

4. SIGNIFICANT ACCOUNTING POLICIES
Basis of preparation

The Historical Financial Information has been prepared in accordance with the
following accounting policies which conform with HKFRSs and on the historical cost
basis except for certain financial instruments that are measured at fair values at the
end of each reporting period, as explained in the accounting policies below. In
addition, the Historical Financial Information includes applicable disclosures required
by the Rules Governing the Listing of Securities on the Stock Exchange and by the
Hong Kong Companies Ordinance.
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Historical cost is generally based on the fair value of the consideration given in

exchange for goods and services.

Fair value is the price that would be received to sell an asset or paid to transfer
a liability in an orderly transaction between market participants at the measurement
date, regardless of whether that price is directly observable or estimated using another
valuation technique. In estimating the fair value of an asset or a liability, the Target
Group takes into account the characteristics of the asset or liability if market
participants would take those characteristics into account when pricing the asset or
liability at the measurement date. Fair value for measurement and/or disclosure
purposes in this Historical Financial Information is determined on such a basis, except
for share-based payment transactions that are within the scope of HKFRS 2 ‘“Share-
based Payment”, leasing transactions that are within the scope of HKAS 17/HKFRS
16, and measurements that have some similarities to fair value but are not fair value,
such as net realisable value in HKAS 2 “Inventories” or value in use in HKAS 36

“Impairment of Assets™.

For financial instruments which are transacted at fair value and a valuation
technique that unobservable inputs is to be used to measure fair value in subsequent
periods, the valuation technique is calibrated so that the results of the valuation
technique equals the transaction price.

In addition, for financial reporting purposes, fair value measurements are
categorised into Level 1, 2 or 3 based on the degree to which the inputs to the fair
value measurements are observable and the significance of the inputs to the fair value

measurement in its entirety, which are described as follows:

Level 1 — based on quoted prices (unadjusted) in active markets for identical

assets or liabilities that the entity can access at the measurement date;

Level 2 — based on valuation techniques for which the lowest level input that is

significant to the fair value measurement is observable, either directly or indirectly

Level 3 — based on valuation techniques for which the lowest level input that is

significant to the fair value measurement is unobservable

The principal accounting policies adopted are set out below.
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Basis of consolidation

The Historical Financial Information incorporates the financial statements of the
Target Company and entities controlled by the Target Company and its subsidiaries.

Control is achieved when the Target Company:
o has power over the investee;

. is exposed, or has rights, to variable returns from its involvement with the

investee; and
. has the ability to use its power to affect its returns.

The Target Group reassesses whether or not it controls an investee if facts and
circumstances indicate that there are changes to one or more of the three elements of

control listed above.

Consolidation of a subsidiary begins when the Target Group obtains control over
the subsidiary and ceases when the Target Group loses control of the subsidiary.
Specifically, income and expenses of a subsidiary acquired or disposed of during the
year are included in the consolidated statements of profit or loss and other
comprehensive income from the date the Target Group gains control until the date

when the Target Group ceases to control the subsidiary.

Profit or loss and each component of other comprehensive income are attributed
to the owners of the Target Company and to the non-controlling interests. Total
comprehensive income of subsidiaries is attributed to owners of the Target Company
and to the non-controlling interest even if this results in non-controlling interests

having a deficit balance.

Where necessary, adjustments are made to the financial statements of
subsidiaries to bring their accounting policies into line with the Target Group’s

accounting policies.

All intra-group assets, liabilities, equity, income, expenses and cash flows
relating to transactions between members of the Target Group are eliminated in full
on combination.
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Merger accounting for common control combinations

The Historical Financial Information incorporates the financial statements items
of the combining entities or businesses in which the common control combination
occurs as if they had been combined from the date when the combining entities or

business first case under control of the controlling entity.

The net assets of the combining entities or businesses are consolidated using the
existing carrying values from the controlling party’s perspective. No amount is
recognised in respect of goodwill or bargain purchase gain at the time of common

control combination.

The consolidated statements of profit or loss and other comprehensive income
include the results of each of the combining entities or businesses from the earliest
date presented or since the date when the combining entities or businesses first came

under the common control, where is a shorter period.
Acquisition of a subsidiary not constituting a business

When the Combined Group acquires a group of assets and liabilities that do not
constitute a business, the Combined Group identifies and recognises the individual
identifiable assets acquired and liabilities assumed by allocating the purchase price
first to the financial assets/financial liabilities at the respective fair value, the
remaining balance of the purchase price is then allocated to the other individual
identifiable assets and liabilities on the basis of their relative fair values at the date of
purchase. Such a transaction does not give rise to goodwill or bargain purchase gain.

Investment in subsidiaries

Investment in subsidiaries are stated in the statement of financial position of the

Target Company at cost less accumulated impairment losses.
Investment in associates

An associate is an entity over which the Target Group has significant influence.
Significant influence is the power to participate in the financial and operating policy

decisions of the investee but is not control or joint control over those policies.
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The results and assets and liabilities of associates are incorporated in these
consolidated financial statements using the equity method of accounting, except when
the investment, or a portion thereof, is classified as held for sale, in which case it is
or the portion so classified is accounted for in accordance with HKFRS 5 Non-current
Assets Held for Sale and Discontinued Operations. Any retained portion of an
investment in an associate that has not been classified as held for sale continues to be
accounted for using the equity method. The financial statements of associates used for
equity accounting purposes are prepared using uniform accounting policies as those of
the Target Group for like transactions and events in similar circumstances. Under the
equity method, an investment in an associate is initially recognised in the consolidated
statement of financial position at cost and adjusted thereafter to recognise the Target
Group’s share of the profit or loss and other comprehensive income of the associate.
Changes in net assets of the associate other than profit or loss and other
comprehensive income are not accounted for unless such changes resulted in changes
in ownership interest held by the Target Group. When the Target Group’s share of
losses of an associate exceeds the Target Group’s interest in that associate (which
includes any long-term interests that, in substance, form part of the Target Group’s net
investment in the associate), the Target Group discontinues recognising its share of
further losses. Additional losses are recognised only to the extent that the Target
Group has incurred legal or constructive obligations or made payments on behalf of

the associate.
Assets and liabilities classified as held for sale

Non-current assets and disposal groups are classified as held for sale if their
carrying amount will be recovered principally through a sale transaction rather than
through continuing use. This condition is regarded as met only when the asset (or
disposal group) is available for immediate sale in its present condition subject only to
terms that are usual and customary for sales of such asset (or disposal group) and its
sale is highly probable. Management must be committed to the sale, which should be
expected to qualify for recognition as a completed sale within one year from the date

of classification.

When the Target Group is committed to a sale plan involving loss of control of a
subsidiary, all of the assets and liabilities of that subsidiary are classified as held for
sale when the criteria described above are met, regardless of whether the Target

Group will retain a non-controlling interest in the relevant subsidiary after the sale.
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When the Target Group is committed to a sale plan involving disposal of an
investment, or a portion of an investment, in an associate or joint venture, the
investment or the portion of the investment that will be disposed of is classified as
held for sale when the criteria described above are met, and the Target Group
discontinues the use of the equity method in relation to the portion that is classified as
held for sale from the time when the investment (or a portion of the investment) is

classified as held for sale.

Non-current assets (and disposal groups) classified as held for sale are measured
at the lower of their previous carrying amount and fair value less costs to sell which
continue to be measured in accordance with the accounting policies as set out in

respective sections.

Revenue from contracts with customers (upon application of HKFRS 15 in
accordance with transactions in Note 3)

Under HKFRS 15, the Target Group recognises revenue when (or as) a
performance obligation is satisfied, i.e. when ‘“control” of the goods or services

underlying the particular performance obligation is transferred to the customers.

A performance obligation represents a good or service (or a bundle of goods or
services) that is distinct or a series of distinct goods or services that are substantially

the same.

Control is transferred over time and revenue is recognised over time by
reference to the progress towards complete satisfaction of the relevant performance

obligation if one of the following criteria is met:

. the customer simultaneously receives and consumes the benefits provided

by the Target Group’s performance as the Target Group performs;

. the Target Group’s performance creates and enhances an asset that the

customer controls as the Target Group performs; or

. the Target Group’s performance does not create an asset with an alternative
use to the Target Group and the Target Group has an enforceable right to
payment for performance completed to date.
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Otherwise, revenue is recognised at a point in time when the customer obtains

control of the distinct good or service.

A contract asset represents the Target Group’s right to consideration in exchange
for goods or services that the Target Group has transferred to a customer that is not
yet unconditional. It is assessed for impairment in accordance with HKFRS 9. In
contrast, a receivable represents the Target Group’s unconditional right to
consideration, i.e. only the passage of time is required before payment of that

consideration is due.

A contract liability represents the Target Group’s obligation to transfer goods or
services to a customer for which the Target Group has received consideration (or an
amount of consideration is due) from the customer. Contractual liabilities are

recognised as revenue when the Target Group performs under the contract.

A contract asset and a contract liability relating to the same contract are

accounted for and presented on a net basis.
Contracts with multiple performance obligations

For contracts that contain more than one performance obligations, the Target
Group allocates the transaction price to each performance obligation on a relative

stand-alone selling price basis.

The stand-alone selling price of the distinct good or service underlying each
performance obligation is determined at contract inception. It represents the price at
which the Target Group would sell a promised good or service separately to a
customer. If a stand-alone selling price is not directly observable, the Target Group
estimates it using appropriate techniques such that the transaction price ultimately
allocated to any performance obligation reflects the amount of consideration to which
the Target Group expects to be entitled in exchange for transferring the promised
goods or services to the customer.
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Over time revenue recognition: measurement of progress towards complete
satisfaction of a performance obligation

The progress towards complete satisfaction of a performance obligation is
measured based on output method, which is to recognise revenue on the basis of direct
measurements of the value of the goods or services transferred to the customer to date
relative to the remaining goods or services promised under the contract, that best
depict the Target Group’s performance in transferring control of goods or services.

As a practical expedient, if the Target Group has a right to consideration in an
amount that corresponds directly with the value of the Target Group’s performance
completed to date, the Target Group recognises revenue in the amount to which the
Target Group has the right to invoice.

Principal versus agent

When another party is involved in providing goods or services to a customer, the
Target Group determines whether the nature of its promise is a performance obligation
to provide the specified goods or services itself (i.e. the Target Group is a principal)
or to arrange for those goods or services to be provided by the other party (i.e. the
Target Group is an agent).

The Target Group is a principal if it controls the specified good or service

before that good or service is transferred to a customer.

The Target Group is an agent if its performance obligation is to arrange for the
provision of the specified good or service by another party. In this case, the Target
Group does not control the specified good or service provided by another party before
that good or service is transferred to the customer. When the Target Group acts as an
agent, it recognises revenue in the amount of any fee or commission to which it
expects to be entitled in exchange for arranging for the specified goods or services to
be provided by the other party.

Revenue recognition (prior to 1 January 2018)

Revenue is measured at the fair value of the consideration received or
receivable. Revenue is reduced for estimated customer returns, rebates and other

similar allowances.
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Revenue is recognised when the amount of revenue can be reliably measured;
when it is probable that future economic benefits will flow to the Target Group and
when specific criteria have been met for each of the Target Group’s activities as

described below.
(i) Sales of goods

Revenue from the sale of goods is recognised when the goods are delivered and
titles have been passed, at which time all the following conditions are satisfied:

. the Target Group has transferred to the buyer the significant risks and

rewards of ownership of the goods; and

. the Target Group retains neither continuing managerial involvement to the
degree usually associated with ownership nor effective control over the

goods sold.
(ii) Rendering of services

When the outcome of a transaction involving the rendering of services can be
estimated reliably, revenue from the rendering of services is recognised by reference
to the stage of completion of the transaction based on the services performed to date

as a percentage of the total services to be performed.

When the outcome of a transaction involving the rendering of services cannot be
estimated reliably, revenue is recognised only to the extent of the costs incurred that it

is probable be recoverable.
(iii) Interest income

Interest income is recognised as it accrues using the effective interest method.
Plant, property and equipment

Plant and equipment are stated at cost less accumulated depreciation and

accumulated impairment losses, if any.

Gains or losses arising from the retirement or disposal of an item of equipment
are determined as the difference between the net disposal proceeds and the carrying
amount of the item and are recognised in profit or loss on the date of retirement or

disposal.

- II-31 -



APPENDIX II FINANCIAL INFORMATION OF
THE TARGET GROUP

Depreciation is calculated to write off the cost of items of equipment, less their
estimated residual value, if any, using the straight line method over their estimated
useful lives as follows:

Estimated
useful life

Furniture and fittings 3 — 10 years

Where parts of an item of equipment have different useful lives, the cost of the
item is allocated on a reasonable basis between the parts and each part is depreciated
separately. Both the useful life of an asset and its residual value, if any, are reviewed

annually.

An item of property and equipment is derecognised upon disposal or when no
future economic benefits are expected to arise from the continued use of the asset.
Any gain or loss arising on disposal or retirement of an item of property and
equipment is determined as the difference between the sale proceeds and the carrying

amount of the asset and is recognised in profit or loss.
Leases

The Target Group has applied HKFRS 16 using the modified retrospective
approach and therefore the Historical Financial Information for the years ended
31 December 2017, 2018 and 2019 have not been restated and continues to be
reported under HKAS 17 and HK(IFRIC) Int-4.

Definition of a lease (upon application of HKFRS 16 with transitions in

accordance with Note 3)

A contract is, or contains, a lease if the contract conveys the right to control the

use of an identified asset for a period of time in exchange for consideration.

For contracts entered into or modified or arising from business combinations on
or after the date of initial application, the Target Group assesses whether a contract is
or contains a lease based on the definition under HKFRS 16 at inception, modification
date or acquisition date, as appropriate. Such contract will not be reassessed unless the

terms and conditions of the contract are subsequently changed.
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Short-term leases and leases of low-value assets

The Target Group applies the short-term lease recognition exemption to leases of
office premises that have a lease term of 12 months or less from the commencement
date and do not contain a purchase option. It also applies the recognition exemption
for lease of low-value assets. Lease payments on short-term leases and leases of low-
value assets are recognised as expense on a straight-line basis or another systematic
basis over the lease term.

Lease modifications
The Target Group accounts for a lease modification as a separate lease if:

. the modification increases the scope of the lease by adding the right to use

one or more underlying assets; and

. the consideration for the leases increases by an amount commensurate with
the stand-alone price for the increase in scope and any appropriate
adjustments to that stand-alone price to reflect the circumstances of the

particular contract.
The Target Group as lessee (prior to 1 January 2019)

Leases are classified as finance leases whenever the terms of the lease transfer
substantially all the risks and rewards of ownership to the lessee. All other leases are

classified as operating leases.

Operating lease payments are recognised as an expense on a straight-line basis
over the lease term, except where another systematic basis is more representative of
the time pattern in which economic benefits from the leased asset are consumed.
Contingent rentals arising under operating leases are recognised as an expense in the

period in which they are incurred.

In the event that lease incentives are received to enter into operating leases, such
incentives are recognised as a liability. The aggregate benefit of incentives is
recognised as a reduction of rental expense on a straight-line basis, except where
another systematic basis is more representative of the time pattern in which economic

benefits from the leased asset are consumed.
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Intangible assets (other than goodwill)
Intangible assets acquired separately

Intangible assets with finite useful lives that are acquired separately are carried
at costs less accumulated amortisation and any accumulated impairment losses.
Amortisation for intangible assets with finite useful lives is recognised on a straight-
line basis over their estimated useful lives. The estimated useful life and amortisation
method are reviewed at the end of each reporting period, with the effect of any
changes in estimate being accounted for on a prospective basis. Intangible assets with
indefinite useful lives that are acquired separately are carried at cost less any

subsequent accumulated impairment losses.
Intangible assets acquired in a business combination

Intangible assets acquired in a business combination are recognised separately
from goodwill and are initially recognised at their fair value at the acquisition date

(which is regarded as their cost).

Subsequent to initial recognition, intangible assets acquired in a business
combination with finite useful lives are reported at costs less accumulated
amortisation and any accumulated impairment losses, on the same basis as intangible
assets that are acquired separately. Intangible assets acquired in a business
combination with indefinite useful lives are carried at cost less any subsequent

accumulated impairment losses.

An intangible asset is derecognised on disposal, or when no future economic
benefits are expected from use or disposal. Gains and losses arising from
derecognition of an intangible asset, measured as the difference between the net
disposal proceeds and the carrying amount of the asset, are recognised in profit or loss
when the asset is derecognised.

Impairment on tangible and intangible assets other than goodwill

At the end of the reporting period, the Target Group reviews the carrying
amounts of its tangible and intangible assets with finite useful lives to determine
whether there is any indication that those assets have suffered an impairment loss. If
any such indication exists, the recoverable amount of the relevant asset is estimated in
order to determine the extent of the impairment loss (if any).

~11-34 -



APPENDIX II FINANCIAL INFORMATION OF
THE TARGET GROUP

When it is not possible to estimate the recoverable amount of an asset
individually, the Target Group estimates the recoverable amount of the cash-
generating unit to which the asset belongs. When a reasonable and consistent basis of
allocation can be identified, corporate assets are also allocated to individual cash
generating units, or otherwise they are allocated to the smallest group of cash-
generating units for which a reasonable and consistent allocation basis can be
identified.

Intangible assets with indefinite useful lives and intangible assets not yet
available for use are tested for impairment at least annually, and whenever there is an
indication that they may be impaired.

Recoverable amount is the higher of fair value less costs of disposal and value in
use. In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects current market assessments of
the time value of money and the risks specific to the asset (or a cash generating unit)

for which the estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset (or a cash-generating unit) is estimated to
be less than its carrying amount, the carrying amount of the asset (or a cash-
generating unit) is reduced to its recoverable amount. In allocating the impairment
loss, the impairment loss is allocated first to reduce the carrying amount of any
goodwill (if applicable) and then to the other assets on a pro-rata basis based on the
carrying amount of each asset in the unit. The carrying amount of an asset is not
reduced below the highest of its fair value less costs of disposal (if measurable), its
value in use (if determinable) and zero. The amount of the impairment loss that would
otherwise have been allocated to the asset is allocated pro rata to the other assets of

the unit. An impairment loss is recognised immediately in profit or loss.

Where an impairment loss subsequently reverses, the carrying amount of the
asset (or cash-generating unit) is increased to the revised estimate of its recoverable
amount, but so that the increased carrying amount does not exceed the carrying
amount that would have been determined had no impairment loss been recognised for
the asset (or a cash-generating unit) in prior years. A reversal of an impairment loss is
recognised immediately in profit or loss.
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Financial instruments

Financial assets and financial liabilities are recognised when a group entity
becomes a party to the contractual provisions of the instruments. All regular way
purchases or sales of financial assets are recognised and derecognised on a trade date
basis. Regular way purchases or sales are purchases or sales of financial assets that
require delivery of assets within the time frame established by regulation or
convention in the market place.

Financial assets and financial liabilities are initially measured at fair value
except for trade receivables arising from contracts with customers which are initially
measured in accordance with HKFRS 15 since 1 January 2018. Transaction costs that
are directly attributable to the acquisition or issue of financial assets and financial
liabilities (other than financial assets and financial liabilities at fair value through
profit or loss) are added to or deducted from the fair value of the financial assets or
financial liabilities, as appropriate, on initial recognition. Transaction costs directly
attributable to the acquisition of financial assets or financial liabilities at fair value
through profit or loss are recognised immediately in profit or loss.

The effective interest method is a method of calculating the amortised cost of a
financial asset or financial liability and of allocating interest income and interest
expense over the Relevant Period. The effective interest rate is the rate that exactly
discounts estimated future cash receipts and payments (including all fees and points
paid or received that form an integral part of the effective interest rate, transaction
costs and other premiums or discounts) through the expected life of the financial asset
or financial liability, or, where appropriate, a shorter period, to the net carrying
amount on initial recognition.

Interest is recognised on an effective interest basis.
Financial assets

Classification and subsequent measurement of financial assets (upon application of
HKFRS 9 in accordance with transitions in Note 3)

Financial assets that meet the following conditions are subsequently measured at
amortised cost:

. the financial asset is held within a business model whose objective is to
collect contractual cash flows; and

. the contractual terms give rise on specified dates to cash flows that are

solely payments of principal and interest on the principal amount
outstanding.
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Financial assets that meet the following conditions are subsequently measured at

FVTOCT:
. the financial asset is held within a business model whose objective is
achieved by both collecting contractual cash flows and selling; and
. the contractual terms give rise on specified dates to cash flows that are

solely payments of principal and interest on the principal amount
outstanding.

All other financial assets are subsequently measured at FVTPL, except that at
the date of initial application/initial recognition of a financial asset the Target Group
may irrevocably elect to present subsequent changes in fair value of an equity
investment in other comprehensive income if that equity investment is neither held for
trading nor contingent consideration recognised by an acquirer in a business

combination to which HKFRS 3 Business Combinations applies.
(i) Amortised cost and interest income

Interest income is recognised using the effective interest method for financial
assets measured subsequently at amortised cost and debt instruments subsequently
measured at FVTOCI. For financial instruments other than purchased or originated
credit-impaired financial assets, interest income is calculated by applying the effective
interest rate to the gross carrying amount of a financial asset, except for financial
assets that have subsequently become credit-impaired (see below). Interest income is
recognised by applying the effective interest rate to the amortised cost of the financial
asset from the next reporting period. If the credit risk on the credit-impaired financial
instrument improves so that the financial asset is no longer credit-impaired, interest
income is recognised by applying the effective interest rate to the gross carrying
amount of the financial asset from the beginning of the reporting period following the

determination that the asset is no longer credit impaired.
(ii) Financial assets at FVTPL

Financial assets that do not meet the criteria for being measured at amortised
cost or FVTOCI or designated as FVTOCI are measured at FVTPL.

Financial assets at FVTPL are measured at fair value at the end of each
reporting period, with any fair value gains or losses recognised in profit or loss. The
net gain or loss recognised in profit or loss excludes any dividend or interest earned

on the financial asset and is included in the “other gains and losses’ line item.
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Impairment of financial assets (upon application HKFRS 9 with transitions in
accordance with Note 3)

The Target Group recognises a loss allowance for ECL on financial assets which
are subject to impairment under HKFRS 9. The amount of ECL is updated at each
reporting date to reflect changes in credit risk since initial recognition.

The Target Group applies the ECL model to the following items:

. financial assets measured at amortised cost (including trade and other
receivables, deposits paid, loans and interest receivables, amount due from
related companies, amount due from non-controlling interests, loans to
non-controlling interests, amount due from a shareholder, cash and cash
equivalents and restricted bank deposits); and

. financial guarantee contracts issued.

Lifetime ECL represents the ECL that will result from all possible default events
over the expected life of the relevant instrument. In contrast, 12-month ECL (“12m
ECL”) represents the portion of lifetime ECL that is expected to result from default
events that are possible within 12 months after the reporting date. Assessments are
done based on the Target Group’s historical credit loss experience, adjusted for factors
that are specific to the debtors, general economic conditions and an assessment of
both the current conditions at the reporting date as well as the forecast of future
conditions.

The Target Group always recognises lifetime ECL for trade receivables and
loans and interest receivables. The ECL on these assets are assessed individually for
debtors with significant balances and/or collectively with internal credit ratings.

For all other instruments, the Target Group measures the loss allowance equal to
12m ECL, unless when there has been a significant increase in credit risk since initial
recognition, the Target Group recognises lifetime ECL. The assessment of whether
lifetime ECL should be recognised is based on significant increase in the likelihood or
risk of a default occurring since initial recognition.

(i)  Significant increase in credit risk

In assessing whether the credit risk has increased significantly since initial
recognition, the Target Group compares the risk of a default occurring on the financial
instrument as at the reporting date with the risk of a default occurring on the financial
instrument as at the date of initial recognition. In making this assessment, the Target
Group considers both quantitative and qualitative information that is reasonable and
supportable, including historical experience and forward-looking information that is
available without undue cost or effort.
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In particular, the following information is taken into account when assessing

whether credit risk has increased significantly:

. an actual or expected significant deterioration in the financial instrument’s

external (if available) or internal credit rating;

. significant deterioration in external market indicators of credit risk, e.g. a
significant increase in the credit spread, the credit default swap prices for
the debtor;

. existing or forecast adverse changes in business, financial or economic
conditions that are expected to cause a significant decrease in the debtor’s

ability to meet its debt obligations;

. an actual or expected significant deterioration in the operating results of
the debtor;
. an actual or expected significant adverse change in the regulatory,

economic, or technological environment of the debtor that results in a

significant decrease in the debtor’s ability to meet its debt obligations.

Irrespective of the outcome of the above assessment, the Target Group presumes
that the credit risk has increased significantly since initial recognition when
contractual payments are more than 90 days past due, unless the Target Group has

reasonable and supportable information that demonstrates otherwise.

The Target Group regularly monitors the effectiveness of the criteria used to
identify whether there has been a significant increase in credit risk and revises them
as appropriate to ensure that the criteria are capable of identifying significant increase
in credit risk before the amount becomes past due.

(i) Definition of default

For internal credit risk management, the Target Group considers an event of
default occurs when information developed internally or obtained from external
sources indicates that the debtor is unlikely to pay its creditors, including the Target
Group, in full (without taking into account any collaterals held by the Target Group).

Irrespective of the above, the Target Group considers that default has occurred
when a financial asset is more than 365 days past due unless the Target Group has
reasonable and supportable information to demonstrate that a more lagging default

criterion is more appropriate.
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(iii) Credit-impaired financial assets

A financial asset is credit-impaired when one or more events of default that have
a detrimental impact on the estimated future cash flows of that financial asset have

occurred.

Evidence that a financial asset is credit-impaired includes observable data about

the following events:
a)  significant financial difficulty of the issuer or the borrower;
b) a breach of contract, such as a default or past due event;

c¢) the lender(s) of the borrower, for economic or contractual reasons relating
to the borrower’s financial difficulty, having granted to the borrower a

concession(s) that the lender(s) would not otherwise consider;

d) it is becoming probable that the borrower will enter bankruptcy or other

financial reorganisation; or

e) the disappearance of an active market for that financial asset because of
financial difficulties.

(iv) Write-off policy

The Target Group writes off a financial asset when there is information
indicating that the counterparty is in severe financial difficulty and there is no
realistic prospect of recovery, for example, when the counterparty has been placed
under liquidation or has entered into bankruptcy proceedings, or in the case of trade
receivables, when the amounts are over two years past due, whichever occurs sooner.
Financial assets written off may still be subject to enforcement activities under the
Target Group’s recovery procedures, taking into account legal advice where
appropriate. A write-off constitutes a derecognition event. Any subsequent recoveries

are recognised in profit or loss.
(v) Measurement and recognition of ECL

The measurement of ECL is a function of the probability of default, loss given
default (i.e. the magnitude of the loss if there is a default) and the exposure at default.
The assessment of the probability of default and loss given default is based on

historical data adjusted by forward-looking information.
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Generally, the ECL is estimated as the difference between all contractual cash
flows that are due to the Target Group in accordance with the contract and the cash
flows that the Target Group expects to receive, discounted at the effective interest rate

determined at initial recognition.

The Target Group recognises an impairment gain or loss in profit or loss for all
financial instruments by adjusting their carrying amount, with the exception of trade
receivables, other receivables and loans and interest receivables where the

corresponding adjustment is recognised through a loss allowance account.

Classification and subsequent measurement of financial assets (before application of
HKFRS 9 on 1 January 2018)

Financial assets are mainly classified into following specified categories:
financial assets at fair value through profit or loss (“FVTPL”), available-for-sale
(““AFS”) financial assets and loans and receivables. The classification depends on the
nature and purpose of the financial assets and is determined at the time of initial
recognition. All regular way purchases or sales of financial assets are recognised and
derecognised on a trade date basis. Regular way purchases or sales are purchases or
sales of financial assets that require delivery of assets within the time frame

established by regulation or convention in the marketplace.
(i)  Financial assets at FVTPL

Financial assets are classified as at FVTPL when the financial asset is (i) held
for trading or (ii) it is designated as at FVTPL or (iii) contingent consideration that

may be received by an acquirer as part of a business combination.

A financial asset is classified as held for trading if:

. it has been acquired principally for the purpose of selling in the near term;
or
. on initial recognition it is a part of a portfolio of identified financial

instruments that the Target Group manages together and has a recent actual

pattern of short-term profit-taking; or

. it is a derivative that is not designated and effective as a hedging

instrument.
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A financial asset other than a financial asset held for trading (or contingent
consideration that may be received by an acquirer as part of a business combination)

may be designated as at FVTPL upon initial recognition if:

. such designation eliminates or significantly reduces a measurement or

recognition inconsistency that would otherwise arise; or

. the financial asset forms part of a group of financial assets or financial
liabilities or both, which is managed and its performance is evaluated on a
fair value basis, in accordance with the Target Group’s documented risk
management or investment strategy, and information about the grouping is

provided internally on that basis; or

. it forms part of a contract containing one or more embedded derivatives,
and HKAS 39 permits the entire combined contract (asset or liability) to be
designated as at FVTPL.

Financial assets at FVTPL are stated at fair value, with any gains or losses
arising on remeasurement recognised in profit or loss. The net gain or loss recognised
in profit or loss excludes any dividend or interest earned on the financial assets and is
included in the ‘other gains and losses’ line item. Fair value is determined in the

manner described in Note 33.
(i1)) AFS financial assets

AFS financial assets are non-derivatives that are either designated as available-
for-sale or are not classified as (a) loans and receivables, (b) held-to-maturity

investments or (c¢) financial assets at FVTPL.

Equity and debt securities held by the Target Group that are classified as AFS
financial assets are measured at fair value at the end of each reporting period except
for unquoted equity investments whose fair value cannot be reliably measured.
Changes in the carrying amount of AFS debt instruments relating to interest income
calculated using the effective interest method, and changes in foreign exchange rates,
if applicable are recognised in profit or loss. Dividends on AFS equity instruments are
recognised in profit or loss when the Target Group’s right to receive the dividends is
established. Other changes in the carrying amount of AFS financial assets are
recognised in other comprehensive income and accumulated under the heading of
revaluation reserve. When the investment is disposed of or is determined to be
impaired, the cumulative gain or loss previously accumulated in the revaluation

reserve is reclassified to profit or loss.
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AFS equity investments that do not have a quoted market price in an active
market and whose fair value cannot be reliably measured are measured at cost less any

identified impairment losses at the end of each reporting period.
(iii) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market. Subsequent to initial
recognition, loans and receivables (including loans receivables, trade and other
receivables, deposits, cash held on behalf of clients, restricted bank deposits and bank
balances and cash) are measured at amortised cost using the effective interest method,

less any impairment.

Interest income is recognised by applying the effective interest rate, except for

short-term receivables where the recognition of interest would be immaterial.
Impairment of financial assets (before application of HKFRS 9 on 1 January 2018)

Financial assets, other than those at FVTPL, are assessed for indicators of
impairment at the end of each reporting period. Financial assets are considered to be
impaired when there is objective evidence that, as a result of one or more events that
occurred after the initial recognition of the financial asset, the estimated future cash

flows of the financial assets have been affected.

For AFS equity investments, a significant or prolonged decline in the fair value

of the security below its cost is considered to be objective evidence of impairment.

The criteria that the Target Group uses to determine that there is objective

evidence of an impairment include:
. significant financial difficulty of the issuer or counterparty; or

. breach of contract, such as a default or delinquency in interest or principal

payments; or

. it becoming probable that the borrower will enter bankruptcy or other

financial re-organisation; or

. disappearance of an active market for that financial asset because of
financial difficulties; or

. deterioration in the value of collateral.
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For certain categories of financial assets, such as trade and other receivables,
assets that are assessed not to be impaired individually are, in addition, assessed for
impairment on a collective basis. Objective evidence of impairment for a portfolio of
receivables could include the Target Group’s past experience of collecting payments,
an increase in the number of delayed payments in the portfolio past the average credit
period and observable changes in national or local economic conditions that correlate

with default on receivables.

For financial assets that are carried at amortised cost, the amount of the
impairment loss recognised is the difference between the asset’s carrying amount and
the present value of estimated future cash flows, discounted at the financial asset’s

original effective interest rate.

For financial assets carried at cost, the amount of the impairment loss is
measured as the difference between the asset’s carrying amount and the present value
of the estimated future cash flows discounted at the current market rate of return for a
similar financial asset. Such impairment loss will not be reversed in subsequent

periods.

The carrying amount of the financial asset is reduced by the impairment loss
directly for all financial assets, where the carrying amount is reduced through the use
of an allowance account. When a trade receivable is considered uncollectible, it is
written off against the allowance account. Subsequent recoveries of amounts
previously written off are credited against the allowance account. Changes in the

carrying amount of the allowance account are recognised in profit or loss.

For financial assets measured at amortised cost, if, in a subsequent period, the
amount of the impairment loss decreases and the decrease can be related objectively
to an event occurring after the impairment was recognised, the previously recognised
impairment loss is reversed through profit or loss to the extent that the carrying
amount of the investment at the date the impairment is reversed does not exceed what

the amortised cost would have been had the impairment not been recognised.

When an AFS financial asset is considered to be impaired, cumulative gains or
losses previously recognised in other comprehensive income are reclassified to profit

or loss in the period.

In respect of AFS equity investments, impairment losses previously recognised
in profit or loss are not reversed through profit or loss. Any increase in fair value
subsequent to an impairment loss is recognised in other comprehensive income and

accumulated under the heading of investments revaluation reserve. In respect of AFS
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debt investments, impairment losses are subsequently reversed through profit or loss if
an increase in the fair value of the investment can be objectively related to an event

occurring after the recognition of the impairment loss.
Derecognition of financial assets

The Target Group derecognises a financial asset only when the contractual rights
to the cash flows from the asset expire, or when it transfers the financial asset and
substantially all the risks and rewards of ownership of the asset to another entity. If
the Target Group neither transfers nor retains substantially all the risks and rewards of
ownership and continues to control the transferred asset, the Target Group continues
to recognise the asset to the extent of its continuing involvement and recognises an
associated liability. If the Target Group retains substantially all the risks and rewards
of ownership of a transferred financial asset, the Target Group continues to recognise
the financial asset and also recognises a collateralised borrowing for the proceeds

received.

On derecognition of a financial asset measured at amortised cost, the difference
between the asset’s carrying amount and the sum of the consideration received and

receivable is recognised in profit or loss.
Financial liabilities and equity instruments
Classification as debt or equity

Debt and equity instruments issued by a group entity are classified as either
financial liabilities or as equity in accordance with the substance of the contractual

arrangements and the definitions of a financial liability and an equity instrument.
Equity instruments

An equity instrument is any contract that evidences a residual interest in the
assets of an entity after deducting all of its liabilities. Equity instruments issued by a

group entity are recognised at the proceeds received, net of direct issue costs.

Repurchase of the Target Company’s own equity instruments is recognised and
deducted directly in equity. No gain or loss is recognised in profit or loss on the

purchase, sale, issue or cancellation of the Target Company’s own equity instruments.
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Financial liabilities

All financial liabilities are subsequently measured at amortised cost using the
effective interest method or at FVTPL.

Financial liabilities at amortised cost

Financial liabilities including borrowings, deferred consideration, trade payables
and other payables are subsequently measured at amortised cost, using the effective

interest rate method.
Derecognition of financial liabilities

The Target Group derecognises financial liabilities when, and only when, the
Target Group’s obligations are discharged, cancelled or have expired. The difference
between the carrying amount of the financial liability derecognised and the

consideration paid and payable is recognised in profit or loss.

The Target Group accounts for an exchange with a lender of a financial liability
with substantially different terms as an extinguishment of the original financial
liability and the recognition of a new financial liability. A substantial modification of
the terms of an existing financial liability or a part of it (whether or not attributable to
the financial difficulty of the Target Group) is accounted for as an extinguishment of
the original financial liability and the recognition of a new financial liability.
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The Target Group considers that the terms are substantially different if the
discounted present value of the cash flows under the new terms, including any fees
paid net of any fees received and discounted using the original effective interest rate,
is at least 10 per cent different from the discounted present value of the remaining
cash flows of the original financial liability. Accordingly, such exchange of debt
instruments or modification of terms is accounted for as an extinguishment, any costs
or fees incurred are recognised as part of the gain or loss on the extinguishment. The
exchange or modification is considered as non-substantial modification when such

difference is less than 10 per cent.

Non-substantial modifications of financial liabilities (under HKFRS 9 since 1 January
2018)

For non-substantial modifications of financial liabilities that do not result in
derecognition, the carrying amount of the relevant financial liabilities will be
calculated at the present value of the modified contractual cash flows discounted at
the financial liabilities’ original effective interest rate. Transaction costs or fees
incurred are adjusted to the carrying amount of the modified financial liabilities and
are amortised over the remaining term. Any adjustment to the carrying amount of the

financial liability is recognised in profit or loss at the date of modification.

The Target Group derecognises financial liabilities when, and only when, the
Target Group’s obligations are discharged, cancelled or have expired. The difference
between the carrying amount of the financial liability derecognised and the

consideration paid and payable is recognised in profit or loss.

Non-substantial modifications of financial liabilities (before application of HKFRS 9
on 1 January 2018)

For non-substantial modifications of financial liabilities that do not result in
derecognition, at the point of modification, the carrying amount of the relevant
financial liabilities is revised for directly attributable transaction costs and any
consideration paid to or received from the counterparty. The effective interest rate is
then adjusted to amortise the difference between the revised carrying amount and the

expected cash flows over the life of the modified instrument.
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Financial guarantee contracts

A financial guarantee contract is a contract that requires the issuer to make
specified payments to reimburse the holder for a loss it incurs because a specified
debtor fails to make payment when due in accordance with the terms of a debt

instrument.

Financial guarantee contracts issued by the Target Group are initially measured
at their fair values and, if not designated as at FVTPL, are subsequently measured at
the higher of:

(i) the amount of obligation under the contract, as determined in accordance

with HKAS 37 Provisions, contingent liabilities and contingent assets; and

(i1) the amount initially recognised less, where appropriate, cumulative

amortisation recognised over the guarantee period.
Employee benefits
Short term employee benefits contributions

Salaries, annual bonuses, paid annual leave and contributions to defined
contribution retirement plans and the cost of non-monetary benefits are accrued in the
year in which the associated services are rendered by employees. Where payment or
settlement is deferred and the effect would be material, these amounts are stated at

their present values.
Defined contribution retirement plans

Pursuant to the relevant laws and regulations of the PRC, the Target Group’s
subsidiaries in the PRC have joined defined contributions for the employees, such as
basic pension scheme, housing fund, basic medical insurance, unemployment
insurance, injury insurance and maternity insurance. The Target Group makes
contributions to the above mentioned schemes at the applicable rates based on the
amounts stipulated by the government organisation. The contributions are charged to
profit or loss on an accrual basis.
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Taxation

Taxation represents the sum of the income tax expense currently payable and

deferred tax.
Current tax

The tax currently payable is based on taxable profit for the year/period. Taxable
profit differs from profit before tax as reported in the combined statements of profit or
loss and other comprehensive income because of income or expense that are taxable
or deductible in other years and items that are never taxable or deductible. The Target
Group’s liability for current tax is calculated using tax rates that have been enacted or

substantively enacted by the end of each reporting period.
Deferred tax

Deferred tax is provided, using the liability method, on all temporary differences
at the end of the reporting period between the tax bases of assets and liabilities and
their carrying amounts for financial reporting purposes.

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

and unused tax losses can be utilised.

The carrying amount of deferred tax assets is reviewed at the end of each
reporting period and reduced to the extent that it is no longer probable that sufficient
taxable profit will be available to allow all or part of the deferred tax asset to be
utilised. Unrecognised deferred tax assets are reassessed at the end of each reporting
period and are recognised to the extent that it has become probable that sufficient
taxable profit will be available to allow all or part of the deferred tax asset to be

recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected
to apply to the period when the asset is realised or the liability is settled, based on tax
rates (and tax laws) that have been enacted or substantively enacted by the end of the

reporting period.

Deferred tax assets and deferred tax liabilities are offset if a legally enforceable
right exists to set off current tax assets against current tax liabilities and the deferred

taxes relate to the same taxable entity and the same taxation authority.
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Cash and cash equivalents

For the purpose of the consolidated statements of cash flows, cash and cash
equivalents comprise cash on hand and demand deposits, and short term highly liquid
investments that are readily convertible into known amounts of cash, are subject to an
insignificant risk of changes in value, and have a short maturity of generally within
three months when acquired, less bank overdrafts which are repayable on demand and
form an integral part of the Target Group’s cash management.

For the purpose of the consolidated statements of financial position, bank

balances including term deposits, which are not restricted as to use.
Guarantees issued

Financial guarantees are contracts that require the issuer (i.e. the guarantor) to
make specified payments to reimburse the beneficiary of the guarantee (the “holder”)
for a loss the holder incurs because a specified debtor fails to make payment when

due in accordance with the terms of a debt instrument.

Where the Target Group issues a guarantee, the fair value of the guarantee is
initially recognised as deferred income within liabilities from guarantees. The fair
value of guarantees issued at the time of issuance is determined by reference to fees
charged in an arm’s length transaction for similar services, when such information is
obtainable, or is otherwise estimated by reference to interest rate differentials, by
comparing the actual rates charged by lenders when the guarantee is made available
with the estimated rates that lenders would have charged, had the guarantees not been
available, where reliable estimates of such information can be made. Where
consideration is received or receivable for the issuance of the guarantee, the
consideration is recognised in accordance with the Target Group’s policies applicable
to that category of asset. Where no such consideration is received or receivable, an
immediate expense is recognised in profit or loss on initial recognition of any deferred

income.

The guarantee issued and not designated as at fair value through profit or loss is
initially recognised at its fair value less transaction costs that are directly attributable

to guarantees issued.
Credit losses from financial guarantees issued

Subsequent to initial recognition, the Target Company measures the financial
guarantee contracts at the higher of: (i) the ECL allowance determined in accordance
with the policy; and (ii) the amount initially recognised less, when appropriate, the

cumulative amount of income recognised.

- II-50 -



APPENDIX II FINANCIAL INFORMATION OF
THE TARGET GROUP

The Target Group monitors the risk that the specified debtor will default on the
contract and recognises a provision when ECLs on the financial guarantees are
determined to be higher than the amount carried in “liabilities from financial

guarantees” in respect of the guarantees.

To determine ECLs, the Target Group considers changes in the risk of default of
the specified debtor since the issuance of the guarantee. A 12-month ECL is measured
unless the risk that the specified debtor will default has increased significantly since

the guarantee is issued, in which case a lifetime ECL is measured.

As the Target Group is required to make payments only in the event of a default
by the specified debtor in accordance with the terms of the instrument that is
guaranteed, an ECL is estimated based on the expected payments to reimburse the
holder for a credit loss that it incurs less any amount that the Target Group expects to
receive from the holder of the guarantee, the specified debtor or any other party. The
amount is then discounted using the current risk-free rate adjusted for risks specific to

the cash flows.
Provisions and contingent liabilities

Provisions are recognised for other liabilities of uncertain timing or amount
when the Target Group has a legal or constructive obligation arising as a result of a
past event, it is probable that an outflow of economic benefits will be required to
settle the obligation and a reliable estimate can be made. Where the time value of
money is material, provisions are stated at the present value of the expenditure

expected to settle the obligation.

Where it is not probable that an outflow of economic benefits will be required,
or the amount cannot be estimated reliably, the obligation is disclosed as a contingent
liability, unless the probability of outflow of economic benefits is remote. Possible
obligations, whose existence will only be confirmed by the occurrence or non-
occurrence of one or more future events are also disclosed as contingent liabilities

unless the probability of outflow of economic benefits is remote.
Segment reporting

The Target Group identifies operating segments and prepares segment
information based on the regular internal financial information reported to the
director for the decisions about resource allocation to the Target Group’s business
components and for the review of the performance of those components. The business
components in the internal financial information reported to the director are

determined following the Target Group’s major business lines.
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Foreign currencies

The Financial Information are presented in Hong Kong dollars, which is the
Target Company’s functional currency. Each entity in the Target Group determines its
own functional currency and items included in the financial statements of each entity
are measured using that functional currency. Foreign currency transactions recorded
by the entities in the Target Group are initially recorded using their respective
functional currency rates prevailing at the dates of the transactions. Monetary assets
and liabilities denominated in foreign currencies are translated at the functional
currency rates of exchange ruling at the end of each of the Relevant Period.
Differences arising on settlement or translation of monetary items are recognised in

the profit or loss.

Non-monetary items measured at fair value in a foreign currency are translated
using the exchange rates at the date when the fair value was measured. The gain or
loss arising on translation of a non-monetary item measured at fair value is treated in
line with the recognition of the gain or loss on change in fair value of the item (i.e.
translation difference on the item whose fair value gain or loss is recognised in other
comprehensive income or profit or loss is also recognised in other comprehensive

income or profit or loss, respectively).
Related parties

(a) A person, or a close member of that person’s family, is related to the Target
Group if that person:

(i)  has control or joint control of the Target Group;
(ii) has significant influence over the Target Group; or

(iii) is a member of the key management personnel of the Target Group or of a

parent of the Target Group.

(b) An entity is related to the Target Group if any of the following conditions
applies:

(i) the entity and the Target Group are members of the same group (which
means that each parent, subsidiary and fellow subsidiary is related to the

others);

(i) one entity is an associate or joint venture of the other entity (or an
associate or joint venture of a member of a group of which the other entity

is a member);
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(iii)

(iv)

(v)

(vi)

(vii)

both entities are joint ventures of the same third party;

one entity is a joint venture of a third entity and the other entity is an

associate of the third entity;

The entity is a post-employment benefit plan for the benefit of employees
of either the Target Group or an entity related to the Target Group. If the
Target Group is itself such a plan, the sponsoring employers are also
related to the Target Group;

The entity is controlled or jointly controlled by a person identified in (a);

A person identified in (a)(i) has significant influence over the entity or is a
member of the key management personnel of the entity (or of a parent of

the entity); or

(viii) The entity, or any member of a company of which it is a part, provides key

management personnel services to the Target Group or to the Target

Group’s parent.

Close members of the family of a person are those family members who may be

expected to influence, or be influenced by, that person in their dealings with the

entity.

5.  SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES

The preparation of the Target Group’s Financial Information requires management to

make judgements, estimates and assumptions that affect the reported amounts of revenues,

expenses, assets and liabilities, and their accompanying disclosures, and the disclosure of

contingent liabilities. Uncertainty about these assumptions and estimates could result in

outcomes that could require a material adjustment to the carrying amounts of the assets or

liabilities affected in the future.

Critical judgements in applying the Target Group’s accounting policies

The following are the critical judgements, apart from those involving estimations

(see below), that the director of the Target Company have made in the process of

applying the Target Group’s accounting policies and that have the most significant

effect on the amounts recognised in the Historical Financial Information.
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Recognition of income taxes and deferred tax assets

Determining income tax provision involves judgment on the future tax treatment
of certain transactions. Management carefully evaluates tax implications of
transactions and tax provisions are set up accordingly. The tax treatments of such
transactions are reconsidered periodically to take into account all changes in tax
legislation. Deferred tax assets are recognised in respect of deductible temporary
differences. As those deferred tax assets can only be recognised to the extent that it is
probable that future taxable profits will be available against which the deductible
temporary differences can be utilised, management’s judgment is required to assess
the probability of future taxable profits. Management’s assessment is constantly
reviewed and additional deferred tax assets are recognised if it becomes probable that
future taxable profits will allow the deferred tax asset to be recovered.

Key sources of estimation uncertainty

The key assumptions concerning the future and other key sources of estimation
uncertainty at the end of each of the Relevant Period, that have a significant risk of
causing a material adjustment to the carrying amounts of assets and liabilities within
the next financial year, are described below.

Impairment loss recognised in respect of trade receivables

The Target Group performs ongoing credit evaluations of its customers and
adjusts credit limits based on payment history and the customers’ current credit-
worthiness, as determined by review of their current credit information before
adoption of HKFRS 9. The Target Group continuously monitors collections and
payments from its customers and maintains a provision for estimated credit losses
based upon its historical experience. Credit losses have historically been within the
Target Group’s expectations and the Target Group will continue to monitor the
collections from customers and maintain an appropriate level of estimated credit
losses.

Impairment loss recognised in respect of other receivables, and prepayments and
deposits

The Target Group estimates the impairment allowances for other receivables, and
prepayments and deposits by assessing the recoverability based on credit history and
prevailing market conditions before adoption of HKFRS 9. This requires the use of
estimates and judgements. Allowances are applied to other receivables, and
prepayments and deposits where events or changes in circumstances indicate that the
balances may not be collectible. Where the expectation is different from the original
estimate, such difference will affect the carrying amounts of other receivables, and
prepayments and deposits and thus the impairment loss in the period in which such
estimate is changed. The Target Group reassesses the impairment allowances at the
end of the each reporting period.
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Impairment allowances on loans and interest receivables

The Target Group reviews its loan portfolios to assess impairment periodically.
In determining whether an impairment loss should be recorded in the profit or loss,
the Target Group makes judgements as to whether there is any observable data
indicating that there is a measurable decrease in the estimated future cash flows from
a portfolio of loans before the decrease can be identified in that portfolio. This
evidence may include observable data indicating that there has been an adverse
change in the payment status of borrowers in a group (e.g. payment delinquency or
default), or local economic conditions that correlate with defaults on assets in the
Target Group. Management uses estimates based on historical loss experience for
assets with credit risk characteristics and objective evidence of impairment similar to
those in the portfolio when scheduling its future cash flows. The methodology and
assumptions used for estimating both the amount and timing of future cash flows are
reviewed regularly to reduce any differences between loss estimates and actual loss.

Provision of ECL

The measurement of impairment losses under HKFRS 9 across all categories of
financial assets requires significant judgment and estimation, in particular, the
assessment of a significant increase in credit risk and credit-impaired financial assets
as well as the estimation of the amount and timing of future cash flows and collateral
values when determining impairment losses. These estimates are driven by a number
of factors, changes in which can result in different levels of allowances. At each
reporting date, the Target Group assesses whether there has been a significant increase
in credit risk for exposures since initial recognition by comparing the risk of default
occurring over the expected life between the reporting date and the date of initial
recognition. The Target Group considers reasonable and supportable information that
is relevant and available without undue cost or effort for this purpose. This includes
quantitative and qualitative information and also, forward-looking analysis.

Fair value measurement of other financial instruments

When the fair values of financial assets and financial liabilities recorded in the
consolidated statement of financial position cannot be measured based on quoted
prices in active markets, their fair value is measured using valuation techniques
including the discounted cash flow model. The inputs to these models are taken from
observable markets where possible, but where this is not feasible, a degree of
judgement is required in establishing fair values. Judgements include considerations of

inputs such as liquidity risk, credit risk and volatility.
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Income taxes

The Target Group is subject to income taxes in a number of jurisdictions.
Significant judgement is required in determining the provision for income taxes in
various jurisdictions. There are many transactions and calculations for which the
ultimate tax determination is uncertain. The Target Group recognises liabilities for
anticipated tax audit issues based on estimates of whether additional taxes will be due.
Where the final tax outcome of these matters is different from the amounts that were
initially recorded, such differences will impact the current and deferred income tax

assets and liabilities in the period in which such determination is made.
Deferred tax

Deferred tax assets are recognised for all unused tax losses to the extent that it is
probable that taxable profit will be available against which the losses can be utilised.
Significant management judgement is required to determine the amount of deferred
tax assets that can be recognised, based upon the likely timing and level of future

taxable profits together with future tax planning strategies.
Provision of guarantee losses

The Target Group makes reasonable estimate on expense required to fulfil the
relevant obligation of guarantee contracts when the Target Group computes the
provisions of guarantee losses. Such estimation is made based on the available
information as at the end of each reporting period and is determined by the Target
Group’s practical experience, default history of the business, taking into consideration
of industry information and market data. It is possible that the practical experience
and default history is not indicative of future loss on the guarantees issued. Any

increase or decrease in the provision would affect profit or loss in future years.
Impairment loss on interests in associates

The director of the Target Company regularly review the recoverable amount of
the associates (including its goodwill). Determining whether impairment is required
involves the estimation of the value in use less costs of disposal of the associates
which exceed the carrying amount of the associates. The value in use calculation
requires the Target Group to estimate the future cash flows expected to arise and a
suitable discount rate in order to calculate the present value. Where the actual future
cash flows are less than expected, a material impairment loss may arise. As at
31 December 2019, the carrying amount of associates net of accumulated impairment
loss amounted to HK$Nil.
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Impairment loss on intangible assets

The Target Group assesses whether there are any indications of impairment for
intangible assets. If any such indication exists, the recoverable amount of the asset or
the cash generating unit to which it belongs is estimated to determine impairment
losses on the assets. Changes in facts and circumstances may result in revisions to the
conclusion of whether an indication of impairment exists and revised estimates of
recoverable amount, which would affect profit or loss in future years. The recoverable

amounts are reviewed by the management at least at the end of each reporting period.
6. OPERATING SEGMENT INFORMATION

Management has determined the operating segments based on the reports reviewed by
chief operating decision maker. The chief operating decision maker, who is responsible for
allocating resources and assessing performance of the operating segment, has been

identified as the executive directors of the Target Company.
Operating segment Information

The Target Group’s operations are organised into loan financing and advertising
during the Relevant Period. Information reported to the chief operating decision maker
(“CODM™) for the purpose of resources allocation and assessment of segment
performance is prepared on such basis. The Target Group is organised into the

following reportable and operating segments:

- Loan financing segment represents loan financing, loan referral and

consultancy services in the PRC.

- Advertising segment represents the provision of the e-commerce platform
advertising support and carrying out outdoor advertising campaign in the
PRC.
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Segment revenue and results

The following is an analysis of the Target Group’s revenue and results by

reportable segments.

For the year ended 31 December 2017

Loan

financing Advertising Total

HKS$°000 HKS$°000 HKS$°000
SEGMENT REVENUE
Recognised at a point in time 1,797 - 1,797
Recognised over time - 11,721 11,721
Recognised from other source 10,424 — 10,424

12,221 11,721 23,942
SEGMENT RESULTS (11,701) (1,168) (12,869)
Unallocated corporate income 2,197
Unallocated corporate expenses (27)
Gain on deemed disposal of
a subsidiary 5,767

Loss before tax (4,932)
Taxation 1,260
Loss for the year (3,672)
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For the year ended 31 December 2018

Loan
financing Advertising Total
HKS$°000 HKS$°000 HKS$°000

SEGMENT REVENUE

Recognised at a point in time 31,700 — 31,700
Recognised over time — 8,304 8,304
Recognised from other source 35,138 — 35,138
66,838 8,304 75,142
SEGMENT RESULTS 5,529 (31,435) (25,906)
Unallocated revenue 251
Unallocated cost of sales (232)
Unallocated corporate income 211
Unallocated corporate expenses (2,231)
Impairment loss, net of reversal (5)
Loss before tax (27,912)
Taxation 526
Loss for the year (27,386)
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For the year ended 31 December 2019
Loan
financing Advertising Total

HK$’000 HK$’000 HKS$’000

SEGMENT REVENUE

Recognised at a point in time 26,077 — 26,077
Recognised over time — 6,050 6,050
Recognised from other source 21,624 — 21,624
47,701 6,050 53,751

SEGMENT RESULTS (66,218) (1,547) (67,765)
Unallocated revenue 257
Unallocated cost of sales (222)
Unallocated corporate income 459
Unallocated corporate expenses (3,656)
Unallocated finance cost (2,741)
Impairment loss on interest in

associate (1,119)
Impairment loss, net of reversal (5,403)
Loss before tax (80,190)
Taxation 3,335
Loss for the year (76,855)
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Segment assets and liabilities

The following is an analysis of the Target Group’s assets and liabilities by

reportable segments.
At 31 December 2017

Loan
financing Advertising Total
HK$’000 HK$’000 HKS$’000

ASSETS
Segment assets 286,584 23,924 310,508
Unallocated bank balances and cash 2,411
Unallocated financial assets at

fair value through profit or loss 4,323
Combined total assets 317,242
LIABILITIES
Segment liabilities 92,460 983 93,443
Unallocated other payables 5
Unallocated amount due to director 22

Unallocated amount due to related
companies 6,832
Unallocated amount due to non-

controlling interests 10,868

Combined total liabilities 111,170
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At 31 December 2018

Loan
financing Advertising Total
HKS$°000 HKS$°000 HKS$°000

ASSETS
Segment assets 257,049 2,407 259,456
Unallocated bank balances and cash 2,393
Unallocated property, plant and

equipment 9
Unallocated inventories 45

Unallocated trade, other

receivables, prepayments and

deposits 1,273
Unallocated financial assets at fair

value through profit or loss 19,523
Unallocated amount due from non-

controlling interest 6,726
Combined total assets 289,425
LIABILITIES
Segment liabilities 113,962 2,771 116,733
Unallocated trade, other payables

and accruals 349
Unallocated amount due to director 29

Unallocated amount due to

related companies 143

Combined total liabilities 117,254
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At 31 December 2019

Loan
financing Advertising Total
HKS$°000 HKS$°000 HKS$°000

ASSETS
Segment assets 310,474 3,167 313,641
Unallocated bank balances and cash 769

Unallocated property, plant and

equipment 5
Unallocated trade, other

receivables, prepayments and

deposits 23,503
Unallocated non-current asset held

for sale 5,265
Unallocated financial assets at fair

value through profit or loss 5,709
Unallocated amount due from non-

controlling interest 10,826
Unallocated amount due from

shareholders 390
Combined total assets 360,108
LIABILITIES
Segment liabilities 156,153 2,713 158,866
Unallocated trade, other payables

and accruals 95
Unallocated tax payables 1
Unallocated amount due to

a director 120
Unallocated amount due to a

shareholder 60,010
Unallocated amount due to non-

controlling interest 6,264
Unallocated non-current liabilities

held for sales 4,099
Combined total liabilities 229,455
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Other information

For the year ended 31 December 2017

Loan
financing  Advertising Unallocated Total
HK$°000 HK$°000 HK$°000 HK$°000

Information included in segment
results/segment assets:

Depreciation 346 31 - 377
Finance costs 1,585 - - 1,585
Impairment loss on trade and other

receivables 1,894 762 - 2,656
Impairment loss on loans

and interest receivables 4,404 - - 4,404
Reversal of impairment loss on

amount due from related parties (16) - - (16)
Provision of financial guarantee 2,601 - - 2,691
Bank interest income (26) (2) - (28)
Loan interest income (659) - - (659)

Investment income from financial

assets at fair value through

profit or loss - - (2,197) (2,197)
Consultancy fee income (16,386) - - (16,386)
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For the year ended 31 December 2018

Loan
financing Advertising Unallocated Total
HK$°000 HK$°000 HK$’000 HK$°000
Information included in segment
results/segment assets:
Depreciation 493 134 2 629
Finance costs 7,983 - - 7,983
Gain on disposal of property, plant and
equipment (62) (D - (63)
Impairment loss on trade and other
receivables 1,208 7,313 5 8,526
Impairment loss on loans and interest
receivables 13,661 - - 13,661
Impairment loss on amount due from
related parties 12 15 - 27
Provision of financial guarantee 2,236 - - 2,236
Bank interest income (7 (2) (7) (16)
Investment income from financial
assets at fair value through
profit or loss - - (203) (203)
Service income (2,083) (93) - (2,176)
For the year ended 31 December 2019
Loan
financing Advertising Unallocated Total
HK$’000 HK$’000 HK$’000 HK$’000
Information included in segment
results/segment assets:
Depreciation 552 168 4 724
Finance costs 6,702 99 2,853 9,654
Loss on disposal and written off of
property, plant and equipment - 3 - 3
Impairment loss (reversal of impairment
loss) on trade and other receivables 16,815 (40) - 16,775
Impairment loss on loans and interest
receivables 3,586 - - 3,586
Reversal of impairment loss on amount
due from related parties - (15) - (15)
Impairment loss on intangible assets 52,404 - - 52,404
Impairment loss on interest in associate - - 1,119 1,119
Impairment loss on amount due from
non-controlling interest 51 - 5,403 5,454
Provision of financial guarantee 2,206 - - 2,206
Bank interest income 27 (3) (61) 9D
Other loan interest income (1,789) - - (1,789)
Investment income from financial
assets at fair value through
profit or loss (149) - - (149)
Service income (8) - - (8)
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Information about major customer

The Target Group has a large number of customers, none of whom contributed

10% or more of the Target Group’s revenue during the Relevant Period.
Information about geographical area

The major operating entity of the Target Group is domiciled in the PRC.
Accordingly, all of the Target Group’s revenue were derived in the PRC during the

Relevant Period.

As at 31 December 2017, 2018 and 2019, all of the non-current assets were
located in the PRC.

7. REVENUE

Revenue represents income from the provision of trading, loan referral services,

advertising services and loan financing.

The amount of each significant category of revenue recognised during the year is as

follows:
Year ended 31 December
2017 2018 2019
HKS$°000 HKS$°000 HKS$°000
Trading income - 251 257
Interest income from loan financing 10,424 35,138 21,624
Service fee from provision of loan
referral services 1,797 31,700 26,077
Service fee from provision of advertising
services 11,721 8,304 6,050

23,942 75,393 54,008
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8. LOSS FOR THE YEAR

Target Group’s loss for the Relevant Period is stated after charging (crediting) the
following:

Year ended 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Depreciation of property,

plant and equipment 377 629 724
Depreciation of right-of-use assets - - 399
Impairment loss on trade and other

receivables, net of reversal 2,656 8,526 16,775
Impairment loss on loans and interest
receivables, net of reversal 4,404 13,661 3,586

(Reversal of impairment loss)

impairment loss on amount due from

related parties (16) 27 (15)
Impairment loss on interest in an

associate — — 1,119

Impairment loss on amount due from

an associate - - 5,454
Impairment loss on intangible assets - - 52,404
Provision for financial guarantee 2,691 2,236 2,206
Cost of inventories recognised

as expenses - 232 222
Rents and rates 1,204 2,825 911
Staff costs including director’s

emoluments 25,302 30,088 22,424
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9. DIRECTOR’S EMOLUMENTS AND FIVE HIGHEST PAID INDIVIDUALS
(a) Director’s emoluments

Director’s emoluments paid to the director of the Target Group during the
Relevant Period is as follows:

Year ended 31 December 2017

Salaries and Pension
other scheme
Fees benefits  contribution Total
Name of director HK$’000 HK$’000 HK$’000 HK$°000
Chen Zheng - - - -
Year ended 31 December 2018
Salaries and Pension
other scheme
Fees benefits  contribution Total
Name of director HK$’000 HK$’000 HK$’000 HK$°000
Chen Zheng - - - -
Year ended 31 December 2019
Salaries and Pension
other scheme
Fees benefits  contribution Total
Name of director HK$’000 HK$’000 HK$’000 HK$’000

Chen Zheng — — — —
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(b) Five highest paid individuals

The emoluments paid/payable to the five individuals whose emoluments were the

highest in the Target Group during the Relevant Period are as follows:

Year ended 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Salaries and other employee
benefits 3,047 3,487 2,855

The emoluments paid/payable to the above non-director individuals during the
Relevant Period fell within the following band:

Year ended 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Nil to HK$1,000,000 5 5 5

10. TAXATION

Year ended 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Current income tax expense 29 3,798 2,742
Under provision in prior years - - 305
Deferred income tax credit (1,289) (4,324) (6,382)

(1,260) (526) (3,335)

Hong Kong Profits Tax is calculated at 16.5% of the estimated assessable profits for
the Relevant Period. No provision for Hong Kong Profits Tax has been made as the
subsidiary of the Target Company in Hong Kong have no estimated assessable profits for

the Relevant Period.

Under the Law of the PRC on Enterprises Income Tax (the “EIT Law”) and
Implementation Regulation of the EIT Law, the applicable PRC Enterprise Income Tax rate
of the Group’s PRC subsidiaries of the Target Company was 25% for the Relevant Period.
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Pursuant to the Notice of the Ministry of Finance (the “MOF”) and the State Taxation
Administration (the “SAT”) on Further Expansion of the Scope of Preferential Income Tax
Policies for Small Low-Profit Enterprises (Cai Shui [2018] No. 77) (< BABUER Bl #4485 BE
HE— 2 R R/ N TR B i S8 i 15 0 6 R SR i B ) 2 A0 (A [2018]775%) ), Article 28 of
the Enterprise Income Tax Law and the relevant provisions of Article 92 of the Rules for
the Implementation relating to small low-profit enterprises, from 1 January 2018 to
31 December 2020, any income of the small low-profit enterprises of the Group whose
annual taxable income is less than RMBI1 million (including RMBI1 million) shall be
included in their taxable income at the reduced rate of 50%, and their enterprise income tax
shall be paid at the rate of 20%.

Pursuant to the Notice of the MOF and the SAT on Implementing the Policy on
Inclusive Tax Reliefs for Small and Micro Enterprises (Cai Shui [2019] No.13) (< BAELHS
T A8 TR T Bt/ o 3 0 SOV B M S O 9 28 00 (A BE[201911358) D), which  was
promulgated on 17 January 2019, from 1 January 2019 to 31 December 2021, small and
micro enterprises meet the standards under the notice can enjoy corresponding tax
deductions for taxes. In 2019, the part of taxable income that is not in excess of RMBI
million is reduced to 25% of original total taxable income, and the applicable enterprise
income tax rate is 20%. Additionally, the part of taxable income that is between RMBI1
million and RMB3 million is reduced to 50% of original total taxable income, and the
applicable enterprise income tax rate is 20%.

A reconciliation of income tax expense (credit) applicable to the (loss) profit before
tax using applicable rate, is as follows:

Year ended 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Loss before tax (4,932) (27,913) (80,190)
Tax at applicable rate (1,231) (6,977) (20,048)
Tax effect of expenses not deductible for

tax purpose 946 3,054 13,944
Tax effect of income not taxable for tax

purpose (1,478) (760) 919)
Under provision in respect of

prior years - - 305
Tax deduction - (1) (12)
Utilisation of tax losses previously not

recognised (903) (2,133) -
Tax effect on tax losses not recognised 1,406 6,291 3,356

Effect of different tax rates of
subsidiaries operating in other
jurisdictions — - 39

Income tax credit (1,260) (526) (3,335)
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Deferred tax assets in respect of unused tax losses has not been recognised in the
financial statements due to the unpredictability of future profit stream against which the tax
losses can be utilised in certain subsidiaries of the Target Group. The Target Group has
unused tax losses of approximately HK$33,792,000 available to offset against future profits
at 31 December 2019. The tax losses of the entities operating in Mainland China can be

carried forward for 5 years.
11. DIVIDENDS

No dividend was paid or proposed to the shareholders of Target Company during the

Relevant Period.
12. EARNINGS PER SHARE

Earnings per share information is not presented as its inclusion, for the purpose of this

report, is not considered meaningful.
13. PROPERTY, PLANT AND EQUIPMENT

Furniture

and fittings

HKS$°000
COST
At 1 January 2017 1,737
Additions 577
Exchange realignment 154
At 31 December 2017 and 1 January 2018 2,468
Additions 2,932
Disposals (469)
Exchange realignment (228)
At 31 December 2018 and 1 January 2019 4,703
Additions 439
Disposals (24)
Exchange realignment (88)
At 31 December 2019 5,030
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ACCUMULATED DEPRECIATION
At 1 January 2017

Charge for the year

Exchange realignment

At 31 December 2017 and 1 January 2018
Charge for the year
Disposals

Exchange realignment

At 31 December 2018 and 1 January 2019
Charge for the year

Disposals

Exchange realignment

At 31 December 2019

CARRYING AMOUNTS
At 31 December 2019

At 31 December 2018

At 31 December 2017

Furniture
and fittings
HK$’000

37
377
18

432
629

(178)

41
842
724

(15)

(25)

1,526

3,504
3,861

2,036

The above items of plant and equipment are depreciated on a straight-line basis at the

following rates per annum:

Furniture and fittings 3-10 years
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14. RIGHT-OF-USE ASSETS

Office
premises
HKS$°000
As at 1 January 2019
Carrying amount _
As at 31 December 2019
Carrying amount 786
For the year ended 31 December 2019
Depreciation charge 399
Exchange realignment (11)
Expense relating to short-term lease and other leases
with lease terms end within 12 months of
the date of initial application of HKFRS 16 911
Total cash outflow for lease 431
Additions to right-of-use asset 1,196

The Target Group leases various offices for its operations. Lease contracts are entered
into for fixed term of 1 year to 3 years. Lease terms are negotiated on an individual basis
and contain a wide range of different terms and conditions. In determining the lease term
and assessing the length of the non-cancellable period, the Target Group applies the
definition of a contract and determines the period for which the contract is enforceable.

Restrictions or covenants on leases

In addition, lease liabilities of HK$763,000 are recognised with related right-of-
use assets of HK$786,000 as at 31 December 2019. The lease agreements do not
impose any covenants other than the security interests in the leased assets that are
held by the lessor. Leased assets may not be used as security for borrowing purposes.
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15. INTANGIBLE ASSETS

All intangible assets of the Target Group are software and technology know-how

during the Relevant Period.

Technology

Software know-how Total

HK$°000 HK$°000 HK$°000
COST
At 1 January 2019 - - -
Additions 53,168 4,258 57,426
Exchange realignment (764) (61) (825)
At 31 December 2019 52,404 4,197 56,601
IMPAIRMENT ALLOWANCE
At 1 January 2019 - - -
Impairment loss recognised 52,404 - 52,404
At 31 December 2019 52,404 - 52,404
CARRYING AMOUNT
At 31 December 2019 — 4,197 4,197

The intangible assets, represented technology know-how on credit assessment system
relating to loan referral and loan financing business and software for E-commerce business

acquired by the Target Group from its shareholder, Wangxin Technology.

During the year, the management performed impairment assessment on intangible
assets of each cash-generating unit with aggregated carrying amount of HK$56,601,000 in
accordance with HKAS 36. The management estimated the recoverable amount of those
cash-generating units of which these intangible assets have been allocated. The recoverable
amounts of those cash-generating units are lower than the carrying amount of these
intangible assets and accordingly, an impairment loss of HK$52,404,000 is recognised for

software.
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16. INTEREST IN AN ASSOCIATE

2019

HK$’000

Cost of investment in an associate — unlisted 1,119
Less: Impairment allowance (1,119)

The following list contains only the particulars of an associate, whose quoted market

price is not available:

Proportion of nominal

Place of ownership interest
incorporation and attributable to the
Name operation Target Company Principal activities
2017 2018 2019
(Note a)

Zhongyan Xin Shangmeng People Republic of - - 25% Trading of
E-commerce Limited China (“PRC”) consumable goods
(“Zhongyan E-commerce™) and consultancy
(Note b) services

Notes:

(a) On 1 November 2019, 49% equity interest of Zhongyan Group was transferred from Wangxi

(b)

Technology to the subsidiary of the Target Group, Xin Yunlian Digital, with RMB1,000,000 as part

of capital injection.

The recoverable amount of the investment in Zhongyan Group has been determined based on a value
in use calculation. To determine the recoverable amount of Zhongyan Group, the Target Group used
pre-tax cash flow projection based on the financial budgets approved by management covering a

five-year period.

The interest on Zhongyan Group was fully impaired and the Target Group has no obligation to take
up further losses. The amounts of the Target Group’s unrecognised share of losses of Zhongyan
Group for the current year and cumulatively were HK$5,013,000 and HK$5,013,000 respectively.
Considering that there is no specific plan to revamp the business of Zhongyan Group, the directors of

the Company are of the view that no reversal of the allowance for impairment should be made.
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17.

DEFERRED TAX ASSETS

The following are the major deferred tax assets recognised and movement thereon

during the Relevant Period.

18.

Impairment Impairment
loss on trade loss on loans

Provision for and other  and interest
guarantee loss receivables receivables Total
HKS$°000 HK$°000 HK$’000 HK$°000
At | January 2017 - 57 242 299
Credited to profit or loss 646 95 548 1,289
Exchange realignment 27 7 41 75
At 31 December 2017 673 159 831 1,663
Credited to profit or loss 583 725 3,016 4,324
Exchange realignment (59) (38) (166) (263)
At 31 December 2018 1,197 846 3,681 5,724
Credited to profit or loss 560 4,247 1,575 6,382
Exchange realignment (29) (75) (87) (191)
At 31 December 2019 1,728 5,018 5,169 11,915

LOANS AND INTEREST RECEIVABLES

As at 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Unsecured loans 213,557 203,486 162,275
Less: Impairment allowance (5.,444) (18.,822) (22,081)
208,113 184,664 140,194

As at 31 December 2017, 2018 and 2019, the unsecured loan receivables are loans to

the independent third parties in loan financing business, which are denominated in RMB

and bear interests at rates ranging from 12% to 24% per annum, 11% to 24% per annum

and 11% to 24% per annum, respectively.
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An aging analysis of the loans and interest receivables that are individually not
considered to be impaired as at the end of the reporting period, based on the payment due

date, is as follows:

As at 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Neither past due nor individually

impaired 202,644 184,664 140,194
Less than 1 month past due 3,409 - -
1 to 3 months past due 1,430 — —
3 to 6 months past due 630 - -

6 months to less than 1 year past due - - -

208,113 184,664 140,194

Loans receivables that were neither past due nor individually impaired relate to a

number of diversified borrowers for whom there was no recent history of default.

In respect of the loans which have been past due for less than one month, the amounts
mainly represent occasional delay in repayment and are not indication of significant

deterioration of credit quality of these loans.

The movements in impairment allowance of loans and interest receivables are as

follows:
As at 31 December

2017 2018 2019

HK$°000 HK$°000 HKS$°000

Balance at beginning of the year 967 5,444 18,822
Impairment loss recognised 4,404 13,661 3,586
Exchange realignment 73 (283) (327)
Balance at end of the year 5,444 18,822 22,081
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19.

TRADE AND OTHER RECEIVABLES

Trade receivables

Less: Impairment allowance

Other receivables

Less: Impairment allowance

Deposits
Prepayments

As at 31 December

2017 2018 2019
HK$’000 HK$’000 HK$’000
16,591 27,369 14,359
(548) (8,912) (7.876)
16,043 18,457 6,483
43,674 31,845 72,530
(2,353) (2,365) (19,980)
41,321 29,480 52,550
3,312 5,168 6,046
10,649 1,641 18,149
71,325 54,746 83,228

As at 31 December 2017, 2018 and 2019, the following trade receivables, net of

impairment, were past due but not impaired. These relate to numbers of independent

customers for whom there is no recent history of default. The aging analysis of these

trade receivables is as following:

Within 1 year
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20.

The movements in impairment allowance on trade receivables are as follows:

As at 31 December
2017 2018 2019
HK$°000 HK$°000 HK$°000

Balance at beginning of the year - 548 8,912
Impairment loss recognised 548 8,393 (881)
Exchange realignment - (29) (155)
Balance at end of the year 548 8,912 7,876

The movements in impairment allowance on other receivables are as follows:

As at 31 December
2017 2018 2019
HK$°000 HK$°000 HK$°000

Balance at beginning of the year 229 2,353 2,365
Impairment loss recognised 2,108 133 17,656
Exchange realignment 16 (121) (41)
Balance at end of the year 2,353 2,365 19,980

FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

As at 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Financial products 4,323 19,523 2,572
Trust fund — — 3,137
4,323 19,523 5,709
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The balance of financial products represented financial investment products issued by

a bank in PRC with variable return.

The balance of HK$3,137,000 in 2019 represents the fair value of a trust fund
established in the PRC. The fair value of the trust fund was determined by an independent
valuer. The assets of the trust fund primarily represent a portfolio of loan receivables with

interest rate ranging from 1.5% to 2.0% per annum.
21. RESTRICTED BANK DEPOSITS AND BANK BALANCES AND CASH

As at 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Bank balances and cash 29,782 3,952 42,086
Restricted bank deposits — 6,475 21,869
29,782 10,427 63,955

As at 31 December 2017, 2018 and 2019, bank balances carry interest at prevailing
market rates which range from Nil to 0.42%, Nil to 0.35% and Nil to 0.35% per annum,
respectively.

Restricted bank deposits represented the deposits paid by the Target Group due to the
provision of guarantees pursuant to the tripartite custodian agreements among online
lending platforms/banks/loans financing companies/guarantee companies, customers and the
Target Group. For the purpose of the combined cash flow statement, the Group’s restricted

bank deposits have been excluded from cash and cash equivalents.
22. TRADE, OTHER PAYABLES AND ACCRUALS

As at 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Trade payables - 108 -
Accruals 3,590 8,457 9,113
Other payables 3,355 4,074 4,930
Receipts in advance from customers 3,336 — —
Deposit received — — 1,119

10,281 12,639 15,162

- II-80 —



APPENDIX II

FINANCIAL INFORMATION OF
THE TARGET GROUP

23. BORROWINGS

Other loans-unsecured
Other loans-secured
Bank loan-secured

Notes:

Notes

(a)
(b)
(c)

As at 31 December

2017 2018 2019
HK$’000 HK$’000 HK$’000
20,412 18,822 95,997

- - 8,949

- - 30,202

20,412 18,822 135,148

(a) As at 31 December of 2017, 2018 and 2019 the interest-bearing of other loans bear interests at fixed

interest rates 10%, ranging from 10% to 12% and 14% respectively, and are unsecured, repayable

within 12 months and are carried at amortised cost.

(b) As at 31 December 2019, the interest-bearing other loans bear interests at fixed rate at 13% and are

secured, repayable within 12 months and are carried at amortised cost.

The other loan was secured by the pledge of the Target Group’s assets as set out in note 32.

(c) As at 31 December 2019, the interest-bearing bank loan bear interests at fixed rate at 7% and was

pledged by a property provided by an independent third party, with maximum banking facilities of
RMB27,000,000 (approximately to HK$30,202,000), repayable within 12 months and are carried at

amortised cost.
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24.

25.

LEASE LIABILITIES

Lease liabilities payable:

2019
HK$’000
Within one year 401
Within a period of more than one year but not more than two years 362
Within a period of more than two years but not more than five years -
Within a period of more than five years —
763
Less: Amount due for settlement with 12 months shown under
current liabilities 401)
Amount due for settlement after 12 months shown under
non-current liabilities 362
LIABILITIES FROM FINANCIAL GUARANTEES
As at 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000
Provision of guarantee losses 2,690 4,787 6,910
Provision of guarantee losses
As at 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000
At 1 January - 2,690 4,787
Provision for the year 2,691 2,236 2,206
Exchange realignment (1) (139) (83)
2,690 4,787 6,910
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26. COMBINED SHARE CAPITAL

As mentioned in Note 2 above, the Historical Financial Information has been prepared
as if the structure after the Reorganisation had been in existence throughout the Relevant
Period, or since the respective dates of establishment of the combining companies, or since
the date when the combining companies first came under the control of Wangxin Xin
Yunlian Technology Limited, whichever is the shorter period. Combined share capital
during the Relevant Period represents the combined share capital of Xin Yunlian

Investment, Xin Yunlian Network and Xin Yunlian Financial.

As at 31 December
2017 2018 2019
HKS$’000 HKS$’000 HK$’000

Xin Yunlian Investment - - 390
Xin Yunlian Network 10 10 -
Xin Yunlian Financial 60,009 60,009 -
Xin Yunlian Advertising 689 1,738 -

Ningbo WFOE — — —

60,708 61,757 390

On 16 April 2019, Xin Yunlian Investment issued 50,000 ordinary shares for
USD50,000 (approximately HK$390,000) for cash.

On 27 July 2015, Xin Yunlian Network issued 10,000 ordinary shares for HK$10,000

for cash.

At 1 January 2017, the issued share capital of Xin Yunlian Financial was
RMB91,520,000 (approximately HK$107,651,000). At 31 December 2017, 31 December
2018 and 2019, the issued share capital of Xin Yunlian Financial were RMB100,000,000
(approximately HK$117,645,000).

At 1 January 2017, the issued share capital of Xin Yunlian Advertising was
RMB70,000 (approximately HK$80,000). At 31 December 2017, 31 December 2018 and
2019, the issued share capital of Xin Yunlian Advertising were increased to
RMB21,195,000 (approximately HKS$24,257,000), RMB23,010,000 (approximately
HK$26,355,000) and RMB25,400,000 (approximately HK$29,121,000) respectively.

On 29 April 2019, Ningbo WFOE was established and the register share capital was
USD30,000,000 (approximately HK$235,302,000). The share capital has been injected of
USD3,190,000 and USD4,473,000 was paid in 31 October 2019 and 7 November 2019
respectively.
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27. RELATED PARTY TRANSACTIONS

(a)

In addition to those disclosed in other sections of the combined financial
statements, the Target Group undertook the following transactions with related
parties during the Relevant Period:

Year ended 31 December
2017 2018 2019
Notes HK$°000 HK$°000 HK$°000

Interest income (i)
- Wangxin Technology 309 - 995
- WM EE 5 5 A R/2 7 (Hangzhou
Boye Trading Company Limited*) - 237 -
— Zhongyan E-commerce - - 34

Interest expense (i1)
- Wangxin Technology 199 6,111 2,173

Other income — Consultancy fee income (iii)
- Wangxin Technology 9,737 - -
- R ELB A WEREHR A

(Beijing Huapu United Commercial

Investment Company Limited*) 2,395 153 -
Consultancy expenses (iv)
- Wangxin Technology - 2,788 18
- Zhongyan E-commerce
and its subsidiaries - 89 -
Revenue — Advertising services income v)

— TSR PR Y iy B 6 A7 PR 7
(Zhejiang Yinrun Leisure Tourism
Development Company Limited*) 673 1,856 -

Rental expense
- Wangxin Technology (vi) - 518 -

* The English transliteration of Chinese name is included in this circular for reference only and

should not be regarded as its official English name.
Notes:

(i) Interest income charged to Wangxin Technology at interest rate ranging from 8.5% to 10.0%
and terms as agreed by both parties involved. Interest income charged to Hangzhou Boye
Trading Company Limited, a non-controlling interest of Ningbo Yunlian Micro-Financing, at

interest rate at 14.0% and terms as agreed by both parties involved.
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(b)

(i1)

(iii)

(iv)

(v)

(vi)

Interest expense was charged by non-controlling interests at interest rate ranging from 7.5% to

10.0% and terms as agreed by both parties involved.

Consultancy fee income which received from Wangxin Technology and Beijing Huapu United
Commercial Investment Company Limited, a non-controlling interest of Zhongyan Group,

were carried out on commercial terms and conditions.

Consultancy fee expenses which paid to related companies were carried out on commercial

terms and conditions.

Revenue from the provision of advertising services which received from a related company, a
non-controlling interests of Xin Yunlian Advertising, were carried out on commercial terms

and conditions.

Rental expense which paid to Wangxin Technology, a non-controlling interest of the Target

Group, were carried out on commercial terms and conditions.

Amounts due from (to) non-controlling interests/a director/a shareholder

As at the end of each of the Relevant Period, the amounts due from/(to) non-

controlling interest, Wangxin Technology, amount due to a director and amount due to

a shareholder are unsecured, interest-free and repayable on demand.

()

Amounts due from (to) related companies

As at the end of each of the Relevant Period, the amounts due from/(to) related

companies listed as follows were unsecured, interest-free and repayable on demand:

As at 31 December

2017 2018 2019
HK$’000 HK$000 HKS$000
Amount due from related companies
(Note)
— Zhejiang Yinrun Leisure Tourism
Development Company Limited - 293 -
- 293 -
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Amount due to related companies (Note)

— Zhongyan E-commerce
and its subsidiaries

- Beijing Huapu United Commercial
Investment Company Limited

- ERERPELEARAA
(Huaao Guangyuan Mining
Investment Company Limited*)

Amount due to an associate
— Zhongyan E-commerce
and its subsidiaries

Maximum amount due from related
companies during the year
— Zhejiang Yinrun Leisure Tourism
Development Company Limited

As at 31 December

2017 2018 2019
HK$°000 HK$°000 HKS$°000
_ 20 _

6,832 - -

- 123 -

6,832 143 -

- - 23

- - 23

As at 31 December

2017 2018 2019
HKS$°000 HKS$°000 HKS$°000
- 293 -

- 293 -

should not be regarded as its official English name.

The English transliteration of Chinese name is included in this circular for reference only and

Note: The amount due from (to) related companies are unsecured, interest free and repayable on

demand. Zhejiang Yinrun Leisure Tourism Development Company Limited is non-controlling

interests of Xin Yunlian Advertising. Huaao Guangyuan Mining Investment Company

Limited is a subsidiary of non-controlling interests of Xin Yunlian Advertising. Beijing

Huapu United Commercial Investment Company Limited is non-controlling interests of

Zhongyan Group.
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28.

(d) Loans to non-controlling interests

At 31 December 2018, the loan to a non-controlling interest, Hangzhou Boye
Trading Company Limited, was unsecured, interest bearing at 14% and within one
year. The maximum amount of the loan to the non-controlling interest was
RMB3,000,000 (approximately HK$3,561,000) during the year of 2018. The loan has
been settled during the year of 2019.

During the year ended 31 December 2019, the loan to a non-controlling interest,
Wangxin Technology was unsecured, interest bearing at 8.5% to 10.0% and repayable
within one year. The maximum amount of the loan to the non-controlling interest was
RMB27,000,000 (approximately HK$30,155,000) during the year of 2019.

(e) Loans from non-controlling interests

As at the end of each of the Relevant Period, the loans from a non-controlling
interest, Wangxin Technology are unsecured, interest bearing from 7.5% to 10.0% and

repayable within one year.
(f) Compensation of key management personnel

The Director of the Target Company is the only key management personnel of
the Target Company, neither of whom has received emolument in respect of her
service rendered to the Target Group during the Relevant Period.

ASSETS AND LIABILITIES OF DISPOSAL COMPANY CLASSIFIED AS
HELD FOR SALE

Hangzhou Zheng Pin Zheng Yuan Network Technology Company Limited (the

“Disposal Company”) was incorporated on 30 May 2018 and engaged in trading of

consumable goods during the Relevant Period. The management of the Target Group

considered that trading activities faced intense market competition and the Disposal

Company failed to meet the expected business growth, therefore the Director of the Target

Group decided to dispose of the Disposal company.

On 23 December 2019, the terms of the sale and purchase agreement were approved

by the shareholders in an extraordinary general meeting of the Target Company.
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On 30 December 2019, a subsidiary of the Target Group, Wangxin Xin Yunlian
Equity Management (Zhejiang) Company Limited, entered into a sale and purchase
agreement to dispose of a 60% equity interest of the Disposal company to Hangzhou
Songsen Gaozheng Technology Company Limited (the “Purchaser’”) at RMB6,000,000 (the
“Disposal consideration’). On that date, the Purchaser held a 40% interest in the Disposal
Company. The Disposal consideration represents the amount of share capital that the Target
Group had committed to inject into the Disposal company. As advised by the Company, the
Purchaser and its ultimate beneficial owner(s) are independent of the Company, Skill Rich
Limited and their respective connected persons.

On 30 December 2019, a supplemental agreement was entered into and signed
between Wangxin Xin Yunlian Equity Management (Zhejiang) Company Limited, the
Purchaser and the beneficial owner of the Purchaser, to impose a condition that the 60%
interest would not be transferred until the beneficial owner of the Purchaser settled a loan
due from the Disposal Company to a member of the Target Group, amounting to
RMB3,000,000.

Assets and liabilities of the Disposal Company were classified as ‘Assets classified as
held for sale’ and ‘Liabilities directly associated with assets classified as held for sale’
respectively in accordance with HKFRS 5 as at 31 December 2019.

The major classes of assets and liabilities of the disposal company as at 31 December
2019, which have been presented separately in the combined statement of financial position,
are as follows:

2019
HK$’000
Assets classified as held for sale
Inventory 22
Trade and other receivables 190
Prepayment and deposit 4,951
Bank balance and cash 57
Amount due from NCI 45
Total assets of the Disposal company held for sale 5,265
Liabilities directly associated with assets classified as held for sale
Trade and other payables (715)
Amount due to a fellow subsidiary (3,356)
Amount due to a shareholder (28)
Total liabilities of the Disposal company directly associated with assets
classified as held for sale (4,099)
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Cumulative amount of HK$131,000 relating to the disposal company classified as held
for sale has been recognised in other comprehensive income and included in equity.

At the date of this report, the disposal has not yet completed.
29. OPERATING LEASE
Target Group as lessee

Target Group recognised minimum lease payments in respect of its office
premises amounting to approximately HK$1,204,000 and HK$2,825,000 during the
years ended 31 December 2017 and 2018.

At the end of each of the Reporting Period, Target Group had commitments for
future minimum lease payments under non-cancellable operating leases which fall due

as follows:
As at 31 December
2017 2018
HK$’000 HKS$°000
Within one year 2,182 150
In the second to fifth year inclusive 26 11

2,208 161

30. GUARANTEES ISSUED
The total maximum guarantees issued are as follows:

As at 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Financial guarantees 22,624 98,300 317,541

31. CAPITAL COMMITMENT

As at 31 December 2017, 2018 and 2019, the Target Group had no capital

commitment.
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32. PLEDGE OF ASSETS

Assets with the following carrying amounts have been pledged to secure general credit

facilities granted to the Group:

Loan and interest receivables

33.

2017
HK$°000

2018
HK$’000

2019

HK$’000

17,061

33.1 General information of subsidiaries

PARTICULARS OF PRINCIPAL SUBSIDIARIES OF THE COMPANY

Details of the major subsidiaries directly and indirectly held by the Target

Company at the end of the Relevant Period are set out below:

Name

Xin Yunlian Network
Technology Limited

Ninbo Rinxin Investment
Company Limited

Zhejiang Xin Yunlian Digital

Place and date of

incorporation

Hong Kong, 27 July 2015

PRC, 29 April 2019

PRC, 1 November 2019

Technology Company Limited

Zhejiang Xin Yunlian Cloud

PRC, 1 November 2019

Technology Company Limited

Wangxin Xin Yunlian Financial

PRC, 28 December 2015

Information Service (Zhejiang)

Company Limited

Xin Yunlian Advertising Media
(Zhejiang) Company Limited

Wangxin Xin Yunlian Equity
Management (Zhejiang)
Company Limited

Ninbo Yunlian Micro-Financing

Company Limited

Hangzhou Zhengpin Zhengyuan

PRC, 4 January 2016

PRC, 9 August 2016

PRC, 22 June 2016

PRC, 30 May 2018

Network Technology Company

Limited

Principal activities

Inactive

Investment holding

Investment holding

Investment holding

Engaged in financial
referral service

Provision of advertising
service

Investment holding

Engaged in loan financing
services

Trading

Issued/registered

share capital

HK$10,000

US530,000,000

RMB100,000,000

RMB 173,000,000

RMB100,000,000

RMB50,000,000

RMB50,000,000

RMB 150,000,000

RMB1,000,000
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Percentage of equity attributable to the Target Company

2017

100%

Directly
At 3112
2018

100%

2019

100%

2017

51%

31%

51%

31%

Indirectly
At 3112
2018

51%

31%

51%

31%

31%

2019

100%

51%

51%

51%

31%

51%

31%

31%
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33.2 Details of non-wholly owned subsidiaries that have material non-controlling

interests

The table below shows details of major non-wholly-owned subsidiaries of the

Target Group that have material non-controlling interests in Relevant Period:

Place of
incorporation Proportion of ownership interests and
and principal voting rights held by non-controlling (Loss) profit allocated to non-
Name of subsidiary place of business interests controlling interests Accumulated non-controlling interests
31122017 31122018 31122019 31122017 31122018  31.12.2019 31122017 31122018  31.12.2019
HK$°000  HK$°000  HK$°000  HK$’000  HK$'000  HK$°000  HK$'000  HK$000  HKS$’000
Zhejiang Xin Yunlian Digital PRC - - 49% - - (4,269) - - 50,505
Technology Company Limited
Zhejiang Xin Yunlian Cloud PRC - - 49% - - (25,233) - - 69,005
Technology Company Limited
Wangxin Xin Yunlian Financial PRC 49% 49% 49% (4,627) 884 (3,401 52,990 53,874 (7,190)
Information Service (Zhejiang)
Company Limited
Ninbo Yunlian Micro-Financing PRC 69% 69% 69% 8,936 (3,606) 2,623 68,282 64,675 67,208
Company Limited
Xin Yunlian Advertising Media PRC 69% 69% 69% 4,744 (21,536) 2,824 28,271 7,743 8,897
(Zhejiang) Company Limited
Wangxin Xin Yunlian Equity PRC 49% 49% 49% » 7 7 3 (24) (18)
Management (Zhejiang) Company
Limited
Hangzhou Zhengpin Zhengyuan PRC - 69% 69% - (591) (2,292) - 1,402 2,648
Network Technology Company
Limited
Xiwang Culture Communication PRC - 69% 69% - (939) (62) - (939) (1,000)
(Shanghai) Company Limited'*
* The English transliteration of Chinese name is included in this circular for reference only and should not be

regarded as its official English name.
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Summarised financial information in respect of each of the Target Group’s
subsidiary that has material non-controlling interests is set out below. The summarised
financial information below represents amounts before intragroup eliminations.

Wangxin Xin Yunlian Financial Information Service (Zhejiang) Company

Limited
As at 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000
Current assets 114,141 111,208 95,972
Non-current assets 109,205 110,085 115,283
Current liabilities 115,203 111,359 118,277

Non-current liabilities — _ _

Equity attributable to owners of
the Target Company 55,153 56,060 42,512

Non-controlling interests 52,990 53,874 50,466

For the year ended 31 December

2017 2018 2019

HK$’000 HK$’000 HK$’000

Revenue 1,797 37,490 26,076

Expenses 11,560 33,237 49,979

(Loss) profit for the year (9,294) 1,848 (16,902)
(Loss) profit attributable to owners of

the Target Company (4,740) 943 (8,620)

(Loss) profit attributable to
non-controlling interests (4,554) 905 (8,282)
(Loss) profit for the year (9,294) 1,848 (16,902)
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For the year ended 31 December

2017 2018 2019
HK$’000 HK$’000 HK$’000
Other comprehensive income (expense)
attributable to owners of the Target
Company 77) (23) (5,080)
Other comprehensive income (expense)
to non-controlling interests (73) (21) (4,880)
Other comprehensive income (expense)
for the year (150) (44) (9,960)
Total comprehensive (expense) income
attributable to owners of the Target
Company (4,817) 920 (3,541)
Total comprehensive (expense) income
to non-controlling interests (4,627) 884 (3,401)
Total comprehensive (expense) income
for the year (9,444) 1,804 (6,942)
Net cash outflow from operating
activities (40,061) (55,456) (3,461)
Net cash inflow (outflow) from
investing activities (4,889) (9,648) 11,514
Net cash inflow from financing
activities 67,445 42,175 324
Net cash inflow (outflow) 22,495 (22,929) 8,377
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Summarised financial information in respect of each of the Target Group’s
subsidiary that has material non-controlling interests is set out below. The summarised

financial information below represents amounts before intragroup eliminations.
Ninbo Yunlian Micro-Financing Company Limited

As at 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Current assets 226,691 207,249 211,379
Non-current assets 2,558 7,543 7,994
Current liabilities 56,034 46,904 47,704

Non-current liabilities — _ _

Equity attributable to owners of
the Target Company 104,933 103,213 104,461

Non-controlling interests 68,282 64,675 67,208

For the year ended 31 December
2017 2018 2019
HKS$°000 HKS$°000 HK$°000

Revenue 11,404 35,138 21,825
Expenses 29,847 34,363 13,834
Profit for the year 618 4,396 6,852

Profit attributable to owners of the

Target Company 190 1,345 2,096
Profit attributable to

non-controlling interests 428 3,051 4,756
Profit for the year 618 4,396 6,852
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For the year ended 31 December

Other comprehensive (expense)

income attributable to owners of

the Target Company

Other comprehensive (expense)

income to non-controlling

interests

Other comprehensive (expense)

income for the year

Total comprehensive income

(expense) attributable to owners

of the Target Company

Total comprehensive income

(expense) to non-controlling

interests

Total comprehensive income

(expense) for the year

Net cash (outflow) inflow from

operating activities

Net cash inflow (outflow) from

investing activities

Net cash inflow from financing

activities

Net cash inflow (outflow)

2017 2018 2019
HKS$000 HK$°000 HK$°000
3,749 (2,935) (940)
8,508 (6.657) (2.132)
12,257 (9.592) (3.072)
3,939 (1,590) 1,157
8,936 (3.606) 2,623
12,875 (5.196) 3,780
6,701 4,659 (13,204)
(4,319) (7.111) 4,296
- - 39,722
2,382 (2.452) 30,814
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Summarised financial information in respect of each of the Target Group’s
subsidiary that has material non-controlling interests is set out below. The summarised
financial information below represents amounts before intragroup eliminations.

Xin Yunlian Advertising Media (Zhejiang) Company Limited

As at 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Current assets 31,378 2,122 1,749
Non-current assets 430 444 1,419
Current liabilities 983 2,771 2,350
Non-current liabilities — — 362

Equity (capital deficiency)
attributable to owners of
the Target Company 2,554 (7,948) (9,441)

Non-controlling interests 28,271 7,743 8,897

For the year ended 31 December
2017 2018 2019
HKS$’000 HKS$’000 HKS$’000

Revenue 11,721 8,034 6,050
Expenses 8,157 23,828 5,867
Loss for the year (519) (31,881) (1,547)

Loss attributable to owners of

the Target Company (388) (9,755) (473)
Loss attributable to non-controlling

interests (131) (22,126) (1,074)
Loss for the year (519) (31,881) (1,547)
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Other comprehensive income
attributable to owners of the
Target Company

Other comprehensive income to
non-controlling interests

Other comprehensive income
for the year

Total comprehensive income
(expense) attributable to owners
of the Target Company

Total comprehensive income
(expense) to non-controlling
interests

Total comprehensive income
(expense) for the year

Net cash outflow from operating
activities

Net cash (outflow) inflow from
investing activities

Net cash inflow from financing
activities

Net cash inflow (outflow)
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For the year ended 31 December

2017 2018 2019
HK$°000 HK$°000 HKS$°000
2,296 260 1,718
4,875 590 3,898
7,171 850 5,616
1,908 (9,495) 1,205
4,744 (21,536) 2,864
6,652 (31,031) 4,069
(22,026) (8,510) (1,179)
(6,084) 6,305 (690)
30,130 2,154 2,767
405 (1,713) 1,202
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34. CONTINGENT LIABILITIES

As at the end of the Relevant Period, Target Group did not have any significant

contingent liabilities.

35. RECONCILIATION OF LIABILITIES ARISING FROM FINANCING

ACTIVITIES

The table below details changes in the Target Group’s liabilities arising from

financing activities, including both cash and non-cash changes. Liabilities arising from

financing activities are those for which cash flows were, or future cash flows will be,

classified in the Target Group’s combined statement of cash flows as cash flows from

financing activities.

At 1 January 2017
Financing cash flows
Exchange realignment

Financing cash outflows

At 31 December 2017 and 1 January 2018
Financing cash flows
Exchange realignment

Financing cash outflows

At 31 December 2018 and
1 January 2019

Financing cash flows

Exchange realignment

Financing cash outflows

At 31 December 2019
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Loan from
a non-
controlling
interest Borrowings Total
HK$°000 HK$°000 HK$°000
- 3,350 3,350
57,665 42,672 100,337
2,370 916 3,286
- (26,526) (26,526)
60,035 20,412 80,447
183,970 26,620 210,590
(4,036) (1,059) (5,095)
(161,419) (27,151) (188,570)
78,550 18,822 97,372
- 128,760 128,760
(242) (2,027) (2,269)
(78,308) (10,407) (88,715)
- 135,148 135,148
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36. EVENTS AFTER THE REPORTING PERIODS
Impact of Novel Coronavirus Outbreak to the Target Group

Since January 2020, the outbreak of Novel Coronavirus (““COVID-19”) has
impact on the global business environment. Up to the date of these financial results,
COVID-19 has not resulted in material impact to the Target Group. Pending on the
development and spread of COVID-19 subsequent to the date of these financial
results, further changes in economic conditions for the Target Group arising thereof
may have impact on the financial results of the Target Group, the extent of which
could not be estimated as at the date of these financial results. The Target Group will
keep continuous attention on the situation of the COVID-19 and react actively to its

impact on the financial position and operating results of the Target Group.
37. CAPITAL RISK MANAGEMENT

The Target Group manages its capital to ensure that entities in the Target Group will
be able to continue as a going concern while maximising the return to shareholders through
the optimisation of the debt and equity balance. The Target Group’s overall strategy
remains unchanged throughout the Relevant Period.

The capital structure of the Target Group consists of debts (mainly including
borrowings, amount due to related companies, amount due to non-controlling interests,
amount due to a director and loans from non-controlling interests), net of bank balances and
cash, and equity attributable to owners of the Target Company, comprising registered
capital and reserves.

The management of the Target Group reviews the capital structure from time to time.
As part of this review, the management of the Target Group considers the cost of capital
and the risks associated with each class of capital. Based on recommendations of the
director of the Target Company, the Target Group will balance its overall capital structure
through issue of capital as well as the issue of new debt or the redemption of existing
debts.
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38.

FINANCIAL INSTRUMENTS

Categorise of Financial Instruments

The Target Group

Financial assets

Financial assets at amortised cost
(including cash and cash equivalents)

Loans and receivables (including cash
and cash equivalents)

Financial assets at fair value through

profit or loss

Financial liabilities

Amortised costs

As at 31 December

2017 2018 2019
HK$’000 HK$’000 HK$’000
- 255,214 310,662
298,571 - -
4,323 19,523 5,709
302,894 274,737 316,371
100,608 100,717 207,998
100,608 100,717 207,998

Financial Risk Management Objectives and Policies

The Target Group’s major financial instruments include bank balances, restricted

bank deposits, amount due from (to) non-controlling interests, amount due from (to)

related companies, financial assets at fair value through profit or loss, trade and other

receivables, deposits, loans and interest receivables, loans from non-controlling

interests, borrowings, trade and other payables, and financial guarantee contracts.

Details of the financial instruments are disclosed in respective notes. The risks

associated with these financial instruments include market risk (i.e. interest rate risk),

credit risk and liquidity risk. The policies on how to mitigate these risks are set out

below. The management of the Target Group manages and monitors these exposures

to ensure appropriate measures are implemented on a timely and effective manner.
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The Target Group’s operations were all carried out in the PRC during the
Relevant Period and it mainly earned revenue and incurred costs and expenses in
RMB, the management of the Target Group assessed that currency risk is
insignificant. The Target Group is exposed to other financial risks, including
principally interest rate risk, credit risk and liquidity risk. Continuous monitoring of
these risks ensures that the Target Group is protected against any adverse effects of

such risks so far as it is possible and foreseeable.
Interest rate risk

The Target Group is exposed to fair value interest rate risk in relation to fixed-
rate borrowings disclosed in Notes 23 and 27(b) to the financial statement. The Target
Group is also exposed to cash flow interest rate risk in relation to floating-rate bank
balances and restricted bank deposits. The Target Group currently does not have an
interest rate hedging policy. However, the management monitors interest rate exposure

and will consider hedging significant interest rate exposure should the need arise.
Credit risk and impairment assessment

The Target Group’s maximum exposure to credit risk in relation to each class of
recognised financial assets is the carrying amount of those assets. Other than those
financial assets whose carrying amounts best represent the maximum exposure to
credit risk as stated in the consolidated statements of financial position, the Target
Group’s maximum exposure to credit risk in the event of the counterparties failure to
perform their obligations at the end of each reporting period which will cause a
financial loss to the Target Group arising from the amount of financial guarantees
provided by the Target Group is disclosed in Note 25 to the financial statement. The
Target Group does not hold any collateral or other credit enhancements to cover its

credit risks associated with its financial assets and financial guarantee contracts.

The Target Group’s credit risk is primarily attributable to its restricted bank
balance, trade and other receivables, deposits, loans and interest receivables and
financial guarantee contracts. In order to minimise the credit risk, the Target Group’s
management continuously monitors the level of exposure to ensure that follow-up
action is taken to recover overdue debts. In addition, the Target Group reviews the
recoverable amount of each individual debt at the end of each reporting period to
ensure that adequate impairment losses are made for irrecoverable amounts, and
reviews ECL/provision of financial guarantee contracts to ensure financial guarantee
contracts are correctly measured to reflect the credit risk. In this regard, the director
of the Target Group considers that the Target Group’s credit risk is significantly
reduced.
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The director of the Target Group has assessed that the expected credit risk and
credit loss for amount due from a related company. The director of the Target Group
has assessed that the expected credit risk and credit loss for amount due from non-
controlling interests is insignificant considering that there is a balance of loans from
non-controlling interests. Thus, no loss allowance provision for amount due from non-

controlling interests was recognised during the Relevant Period.
Trade receivables

For trade receivables, the Target Group has applied the simplified approach in
HKFRS 9 with reference to the assessment from independent professional qualified
valuer to measure the loss allowance at lifetime ECL. The Target Group determines
the ECL on these items on individual basis, estimated based on historical credit loss
experience based on the past default experience of the debtor, general economic
conditions of the industry in which the debtors operate and an assessment of both the

current as well as the forecast direction of conditions at the reporting date.
Other receivables, deposits, and loans and interest receivables

For other receivables and deposits and loans and interest receivables, the Target
Group has applied the general approach in HKFRS 9 with reference to the assessment
from independent professional qualified valuer to measure the loss allowance
approximate to such at 12m ECL when the Directors did not expect any significant
increase in credit risk. The Target Group determines the ECL on these items by
assessed individually for certain debtors with disputes, estimated based on historical
credit loss experience on the past default experience of the debtor, general economic
conditions of the industry in which the debtors operate and an assessment of both the
current as well as the forecast direction of conditions at the reporting date.

Restricted bank deposits and bank balances

The restricted bank deposits and bank balances are determined to have low risk
at the end of the Relevant Period. The credit risk on restricted bank deposits and bank
balances is limited because the counterparties are reputable banks and the risk of

inability to pay or redeem at the due date is low.
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Financial guarantee contracts

For financial guarantee contracts, the maximum amount that the Target Group
has guaranteed under the respective contracts was disclosed in Note 29 to the financial
statement. At the end of the reporting period, the director of the Target Group has
performed impairment assessment with reference to the assessment from independent
professional qualified valuer. The provision of guarantee losses has been disclosed in
Note 25 to the financial statement.

Liquidity risk

Management aims to maintain sufficient cash to meet funding requirement for
operations and monitor rolling forecasts of Target Group’s cash on the basis of

expected cash flows.

The table below analyses Target Group’s non-derivative financial liabilities into
relevant maturity grouping based on the remaining period at the balance sheet date to
the contractual maturity date. The amounts disclosed in the table are the contractual

undiscounted cash flows.
Liquidity table

As at 31 December 2017

Weighted
average Total Carrying
effective Less than 3 months to More than  undiscounted amount at
interest rate 1 month 1-3 months 1 year 1 year cash flows 31.12.2017
HK$’000 HK$’000 HK$’000 HKS$°000 HKS$’000 HKS$°000
Non-derivative financial
liabilities
Trade and other payables - 2,439 - - - 2,439 2,439
Borrowings - fixed rate 10% 15,649 80 5,163 - 20,892 20,412
Amount due to a director - 22 - - - 22 22
Amount due to related companies - 6,832 - - - 6,832 6,832
Amount due to non-controlling
interests - 10,868 - - - 10,868 10,868
Loans from non-controlling
interests 8.5% 425 850 61,011 - 62,286 60,035

36,235 930 606,174 - 103,339 100,608
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As at 31 December 2018

Weighted
average Total Carrying
effective Less than 3 months to More than  undiscounted amount at
interest rate 1 month 1-3 months 1 year 1 year cash flows 31.12.2018
HK$’000 HK$°000 HK$°000 HK$’000 HK$’000 HKS$°000
Non-derivative financial
liabilities
Trade and other payables - 3,173 - - - 3,173 3,173
Borrowings - fixed rate 10.37% 3,638 4,347 11,496 - 19,481 18,822
Amount due to related companies - 143 - - - 143 143
Amount due to a director - 29 - - - 29 29
Loans from non-controlling
interests 8.91% 583 1,167 80,385 - 82,135 78,550
7,566 5,514 91,881 - 104,961 100,717
As at 31 December 2019
Weighted
average Total Carrying
effective Less than 3 months to More than  undiscounted amount at
interest rate 1 month 1-3 months 1 year 1 year cash flows 31.12.2019
HK$’000 HK$’000 HKS$°000 HK$’000 HK$’000 HKS$°000
Non-derivative financial
liabilities
Trade and other payables - 5,669 - - - 5,669 5,669
Borrowings - fixed rate 20.24% 27,052 2439 111,407 - 140,898 135,148
Amount due to a shareholder - 60,010 - - - 60,010 60,010
Amount due to non-controlling
interest - 60,204 - - - 6,264 6,264
Amount due to a director - 120 - - - 120 120
Amount due to associate 23 - - - 23 23
Lease liabilities 10.37% 38 75 311 350 774 764

99,176 2,514 111,718 350 213,758 207,998
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39. FAIR VALUE MEASUREMENTS OF FINANCIAL INSTRUMENTS

Some of the Target Group’s financial assets are measured at fair value at the end of
each reporting period. The following table gives information about how the fair values of

these financial assets is determined (in particular, the valuation technique(s) and inputs

used).
Fair value as at Fair value Valuation technique and key
Financial assets 3171272017 31/12/2018 31/12/2019  hierarchy input(s)
HK$°000 HK$°000 HKS$’000
Investment in low risk 4,323 19,523 2,572 Level 3 Discounted cash flow. Future
bank financial products cash flows are estimated based
on expected applicable yield
of the underlying investment
portfolio
Trust fund - - 3,137 Level 3 Adjusted net assets approach the

book value of assets and
liabilities of the investee are
adjusted to their fair value

The following table represents the changes in Level 3 financial assets at FVTPL

during the Relevant Period.

As at 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

At beginning of the year 20,436 4,323 19,523
Addition 253,784 350,610 309,181
Disposal (273,000) (334,325) (322,927)
Total gain recognised in profit or loss (2,197) (203) 76
Exchange realignment 5,300 (882) (144)
At end of the year 4,323 19,523 5,709
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MANAGEMENT DISCUSSION AND ANALYSIS OF THE TARGET GROUP

The following management discussion and analysis is based on the combined financial
information included in the accountants’ report on historical financial information of the Target
Group as set out in Appendix II to this circular for the three years ended 31 December 2017,
2018 and 2019 (the “Track Record Period”).

BUSINESS REVIEW

The principal activities of the Target Group comprised e-commerce business in respect of
non-cigarette products (financial information of which is included in appendix IV to this
circular), financial services (including micro-financing and financing referral operations) and
advertising business. All operations are targeted to the 5.6 million tobacco retailers with tobacco
monopoly qualification authorized by the State Tobacco Monopoly Administration by leveraging
tobacco channels, with the purpose of enabling such tobacco retailers to develop their business
and extending its operations to cover smokers and their families which are customers of such
tobacco retailers. As at present, the Target Group has approximately 4.4 million registered

tobacco retailers on its platform.
FINANCIAL RESULTS

The extracts of combined financial results of the Target Group for the Track Record Period

is illustrated as below:

(HK$’000) 2017 2018 2019
Revenue 23,942 75,393 54,008
Cost of sales (4,687) (16,604) (1,935)
Gross profit 19,255 58,789 52,073
Administrative expenses (38,132) (58,194) (42,929)
Loss for the year (3,672) (27,386) (76,801)
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The segment results of the Target Group for the Track Record Period is illustrated as

below:

Segment revenue
(HK$°000) 2017

Interest from micro-
financing 10,424
Financing referral service

income 1,797

Total revenue from Loan

Financing 12,221
Advertising service income 11,721
Total revenue 23,942

Segment profit (loss) (HK$°000)

43%

8%

51%

49%

100%

Segment (loss) profit from Loan Financing

Segment loss from Advertising
Total segment loss for the year

Financial results review for the Track Record Period

(i) Adpvertising and related service

2018

35,138

31,700

66,838

8,304

75,142

2017

(11,701)
(1,168)
(12,869)

%

47%

42%

89%

11%

100%

2019

21,624

26,077

47,701

6,050

53,751

2018

5,529
(31,435)
(25,9006)

%

40%

49%

89%

11%

100%

2019

(66,218)

(1,547)
(67,765)

The Target Group recorded an increase in the impairment loss in its advertising business in

the Track Record Period. In 2017, the Target Group was committed to a fixed-term agreement for

the use of billboards at bus terminals in Shanghai for its outdoor advertising service offering.

The Target Group provided billboard advertising services to its clients. In 2018, a major client

defaulted in its payment of advertising fee. This client accounted for over 50% of the total

advertising revenue. As a result, a significant impairment in the trade receivable was recorded in

2018.
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From 2019 onwards, the advertising operation has been maintained on a limited scale to the
provision of advertising consultancy services, with no further significant capital or lease
commitment incurred, and the Target Group has shifted its focus to the loan financing services,
in particular the loan referral operation. As such, the proportion of segment revenue from the
loan referral operation has increased from 8% in 2017 to 49% of total revenue of the Target
Group in 2019, while the proportion of segment revenue from advertising segment has continued
to drop from 49% to 11% of the total revenue from 2017 to 2019. Going forward, the loan
financing service segment will continue to expand and the advertising operation will serve to

support the development and expansion of the loan financing service segment.
(ii) Loan financing service

In 2017, for its micro-financing business, the Target Group charged an interest rate ranging
from 12% to 24% per annum based on the credit assessment of each individual borrower. The
Target Group also co-operated with certain P2P platforms to which it referred potential
borrowers and acted as a guarantor of such borrowers. The Directors considered that the rates

charged by the Target Group were in line with the market.

In 2018, the Target Group started to enter into more co-operative agreements with local and
regional banks where the banks would provide financing to the borrowers referred by the Target
Group. As a result, loan referral income and loan interest income rose significantly in 2018 to
almost triple the total revenue of loan financing operation in 2017. The Directors considered that
the referral fee from 3% to 6% charged by the Target Group were in line with the market.

The business slowed down in the second and third quarter of 2019 as the Target Group
underwent some internal restructuring in order to reduce the overall cost and improve the

profitability.

In 2019, there was an increase in bad debts as a result of the meltdown of the PRC sector
in the PRC since 2018 and certain debtors refused to pay the loans they obtained via the P2P
platform. As a result, Target Group had to repay the loans obtained by the borrowers via the P2P
platform which it had committed to the repayment of these loans defaulted on the repayment.

During the course of its operation prior to 2019, the Target Group appointed certain
financing referral agents in various locations to refer borrowers which are not limited to tobacco
retailers as the customers of the Target Group for the loan financing services operation, resulting
in loans having been granted, and financing referral services having been rendered, to customers
other than tobacco retailers. Certain customers sourced in this way failed to repay the loans
directly granted by the micro-financing operation of the Target Group or loans granted by
financial institutions for which the Target Group had committed to the repayment of the same
defaulted on the repayment. Accordingly, impairment loss were incurred in both 2018 and 2019

which in turn contributed to the overall loss.
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It is noted that the losses in the micro-financing operation in 2019 was due to an
impairment of intangible assets amounting to HK$52.4 million which is non-cash in nature and
resulted from incidents that are non-recurring. This is further mitigated by the fact that the loan
referral operation would benefit from the cooperation between the Target Group and more
reputable banks in the fourth quarter of 2019. Additionally, with the significant impairment
recorded in 2019, such impairment is expected to return to normal in the future years especially

due to the strengthening of credit control and risk assessment.

In furtherance of cost control, it is noted that for each of 2017, 2018 and 2019, around 50%
of the total administrative expenses are staff and staff related costs. The high staff related cost as
compared to the revenue has partially contributed to the relatively low profitability of the Target
Group as a whole. Since 2019, cost control measures, including but not limited to an internal
staff restructuring plan, have been implemented to streamline the manpower and efficiency of the
team and it is expected that there is further room for reduction in cost and improvement in the

overall profitability of the Target Group.
FINANCIAL POSITION

Set out below is the financial position of the Target Group for the Track Record Period as

extracted from the accountant’s report set out in Appendix II to this circular:

(HK$’000) 2017 2018 2019
Non-current assets 3,699 9,585 20,402
Current assets 313,543 279,840 334,441
Assets held for sale - - 5,265
Total assets 317,242 289,425 360,108
Non-current liabilities - - (362)
Current liabilities (111,170) (117,254) (224,994)

Liabilities directly associated with assets

classified as held for sale - - (4,099)
Total liabilities (111,170) (117,254) (229,455)
Net assets 206,072 172,171 130,653
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Assets

The non-current assets of the Target Group represented mainly furniture and fittings of the
offices and deferred tax assets derived from the impairment loss on the receivables in 2017 and
the increase in 2018 was mainly due to the increase in the deferred tax assets as the impairment
loss in receivables increased due to the increase in non-collectible debt of the financing operation
as mentioned in the financial review above. In 2019, the amount further increased as the
impairment loss in receivables increased and an intangible assets of a software for data

management with the carrying amount of approximately HK$4 million was noted.

During the Track Record Period, the total current assets increased as the Target Group had
undergone a restructuring which resulted in an aggregate amount of approximately HK$46
million being amount due from or loan to certain related parties of the Target Group. The bank

balances and cash of the Target Group at the same time improved in 2019.
Liabilities
The increase in current liabilities is mainly due to the increase in borrowings in 2019.
CAPITAL STRUCTURE, LIQUIDITY AND FINANCIAL RESOURCES
Capital structure

The primary objectives of the Target Group’s capital management are to safeguard the
Target Group’s ability to continue as a going concern and to maintain healthy capital ratios in

order to support its business and maximise shareholders’ value.

The Target Group manages its capital structure and makes adjustments to it in light of
changes in economic conditions and the risk characteristics of the underlying assets. To maintain
or adjust the capital structure, the Target Group may adjust the dividend payment to owners,
return capital to owners or request additional capital from owners. The Target Group is not
subject to any externally imposed capital requirements. No changes were made in the objectives,

policies or processes for managing capital during the Track Record Period.
Funding and treasury policy

The Target Group has adopted a prudent funding and treasury policy towards its overall

business operations with an aim to minimise its financial risks.
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Cash resources

The Target Group financed working capital and capital expenditures principally through the
capital injection, the utilisation of short term bank borrowings, loans from non-controlling entity

and other loans.
Bank borrowings and facilities

The Target Group has obtained interest-bearing other loans as at 31 December 2017, 2018
and 2019 for its operation. Interest rate of other loans ranged from 10%-12% per annum and

were repayable within 12 months and carried at amortised cost.

As at 31 December 2019, the interest-bearing bank loan bear interests at fixed interest rate
at 7%, and was pledged by a property provided by an independent third party and secured by the
management of Ningbo Yunlian Micro-Financing, with maximum banking facilities of
RMB27,000,000 approximately to HK$30,202,000, repayable within 12 months and were carried
at amortised cost.

Gearing ratio

As at 31 December 2017, 31 December 2018, 31 December 2019, the gearing ratio of the
Target Group (calculated as a percentage of net debts (being the sum of current liabilities less
cash and bank balances) to total equity of the Target Group) was approximately 39.49%, 65.8%
and 62.3%, respectively. The increase in gearing ratios was primarily attributable to the decrease
in the amount of cash and bank balances of the Target Group for the year ended 31 December
2018.

EMPLOYEES AND REMUNERATION POLICIES

The Target Group employed a total of 227, 194 and 200 full-time employees as at
31 December 2017, 31 December 2018 and 31 December 2019, respectively. Staff costs for the
years ended 2017 and 2018 and 2019 were HK$25.3 million, HK$30.1 million, HK$22.4 million
respectively. The Target Group provides its employees with competitive remuneration and
contributes to the necessary defined benefit or contribution pension plans in complying with

relevant regulatory requirements.
FOREIGN EXCHANGE EXPOSURE

As at 31 December 2017, 31 December 2018, and 31 December 2019, the bank balances
and cash and borrowings of the Target Group were mainly held in Renminbi and therefore the

Target Group had no foreign exchange exposure.
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PLEDGE OF ASSETS

As at 31 December 2017 and 2018 the Target Group had no pledge of assets. As at
31 December 2019, the Target Group had pledged loans and interest receivables of approximately
HK$17.6 million. For details, please refer to note 32 in Appendix II to this circular.

CAPITAL COMMITMENTS

As at 31 December 2017, 31 December 2018, and 31 December 2019, the Target Group had

no capital commitments.
Contingent liabilities

The Target Group did not have any contingent liabilities as at 31 December 2019.
ACQUISITION AND DISPOSAL AND SIGNIFICANT INVESTMENTS

Saved as acquisitions in relation to the group reorganisation for the purpose of the
Acquisition (including the acquisition of Xin Yunlian Digital) and as disclosed in “Appendix II-
Financial Information of the Target Group — 2. Group reorganization and basis of preparation of
the historical financial information”, the Target Group did not have any significant investment,
material acquisition or disposal during each of the years ended 31 December 2017, 2018 and
2019.

DIVIDEND
No dividend was paid or declared by the Target Company during the Track Record Period.
PROSPECTS AND OUTLOOK

Following Completion, the business of the Target Group will be combined and integrated
with the Group’s existing loan financing in Hong Kong and the PRC. For further discussions,

please refer to “Letter from the Board — Reasons for and Benefits of the Acquisition”.
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The following is the text of a report set out on pages IV-1 to IV-3, received from the
Company’s reporting accountant, HLM CPA Limited, Certified Public Accountants, Hong Kong,

for the purpose of incorporation in this circular.

— % > = = Rooms 1501-8, 15th Floor, Tai Yau Building,
'L@- 'fg B 5+ E‘:ﬁ 4T %— FE( /L} ‘;] 18} Jf’h“Stfl“ Ri)a‘d, Wanchai, Hong Kong.
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HLM CPA LIMITED Tel 3 (852) 3103 6980

. . Fax f#71: (852) 3104 0170
Certified Public Accountants E-mail 7 % : info@hlm.com.hk

ACCOUNTANTS’ REPORT ON HISTORICAL FINANCIAL INFORMATION OF
ZHONGYAN XIN SHANGMENG E-COMMERCE LIMITED TO THE DIRECTORS OF
GREATER CHINA FINANCIAL HOLDINGS LIMITED

Introduction

We report on the historical financial information of HV/EHT % W% 1 P A FRA )
(transliterated as Zhongyan Xin Shangmeng E-commerce Limited) (the ‘Zhongyan
E-commerce’) and its subsidiaries (together, the “Zhongyan Group”) set out on pages IV-5 to
IV-85, which comprises the consolidated statements of financial position as at 31 December
2017, 2018 and 2019 and the consolidated statements of profit or loss and other comprehensive
income, the consolidated statements of changes in equity and the consolidated statements of cash
flows for each of the years then ended (the “Relevant Period”) and a summary of significant
accounting policies and other explanatory information (together, the ‘“Historical Financial
Information”). The Historical Financial Information of the Zhongyan Group set out on pages IV-
5 to IV-85 forms an integral part of this report, which has been prepared for inclusion in the
circular of Greater China Financial Holdings Limited (the “Company”) dated 30 June 2020 (the
“Circular™).

Director’s responsibilities for the Historical Financial Information of the Zhongyan Group

The director of the Zhongyan Group are responsible for the preparation of Historical
Financial Information of the Zhongyan Group that gives a true and fair view in accordance with
the basis of preparation set out in Note 3 to the Historical Financial Information of the Zhongyan
Group, and for such internal control as the director of the Zhongyan Group determines is
necessary to enable the preparation of Historical Financial Information of the Zhongyan Group
that is free from material misstatement, whether due to fraud or error.
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Reporting accountants’ responsibility

Our responsibility is to express an opinion on the Historical Financial Information and to
report our opinion to you. We conducted our work in accordance with Hong Kong Standard on
Investment Circular Reporting Engagements 200 ““Accountants’ Reports on Historical Financial
Information in Investment Circulars” issued by the Hong Kong Institute of Certified Public
Accountants (“HKICPA™). This standard requires that we comply with ethical standards and plan
and perform our work to obtain reasonable assurance about whether the Historical Financial
Information of the Zhongyan Group is free from material misstatement.

Our work involved performing procedures to obtain evidence about the amounts and
disclosures in the Historical Financial Information. The procedures selected depend on the
reporting accountants’ judgement, including the assessment of risks of material misstatement of
the Historical Financial Information, whether due to fraud or error. In making those risk
assessments, the reporting accountants consider internal control relevant to the entity’s
preparation of Historical Financial Information that gives a true and fair view in accordance with
the basis of preparation and presentation set out in Note 3 to the Historical Financial Information
in order to design procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Our work also included
evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by the director of the Zhongyan Group, as well as evaluating the overall

presentation of the Historical Financial Information.

We believe that the evidence we have obtained is sufficient and appropriate to provide a

basis for our opinion.
Opinion

In our opinion, the Historical Financial Information of the Zhongyan Group gives, for the
purposes of the accountants’ report, a true and fair view of the Zhongyan Group’s financial
position as at 31 December 2017, 2018 and 2019 and of the Zhongyan Group’s financial
performance and cash flows for the Relevant Period in accordance with the basis of preparation

set out in Note 3 to the Historical Financial Information of the Zhongyan Group.
Material uncertainty related to going concern

We draw attention to Note 3 to the Historical Financial Information which indicates that the
Zhongyan Group incurred a loss of approximately HK$91,528,000 for year ended 31 December
2019 and as of that date, the Zhongyan Group’s current liabilities exceeded its current assets by
approximately HK$368,121,000 and the capital deficiency attributable to the owners of Zhongyan
E-commerce by approximately HK$345,579,000. As stated in Note 3, these events or conditions,
along with other matters as set forth in Note 3, indicate that a material uncertainty exists that
may cast significant doubt on the Zhongyan Group’s ability to continue as a going concern. Our

opinion is not modified in respect of this matter.
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Report on matters under the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited and the Companies (Winding Up and Miscellaneous

Provisions) Ordinance
Adjustments

In preparing the Historical Financial Information, no adjustments to the Underlying

Financial Statements, as defined on page IV-4, have been made.
Dividends

We refer to Note 10 to the Historical Financial Information of the Zhongyan Group which
states that no dividends have been paid by the Zhongyan Group in respect of the Relevant Period.

HLM CPA Limited
Certified Public Accountants
Hong Kong

30 June 2020
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I. HISTORICAL FINANCIAL INFORMATION OF THE ZHONGYAN GROUP
Preparation of Historical Financial Information of the Zhongyan Group

Set out below is the Historical Financial Information of the Zhongyan Group which
forms an integral part of this accountants’ report.

The consolidated financial statements of the Zhongyan Group of the Relevant Period,
on which the Historical Financial Information of the Zhongyan Group is based, were
audited by us in accordance with Hong Kong Standards on Auditing issued by the HKICPA
(the “Underlying Financial Statement™).

The Historical Financial Information of the Zhongyan Group is presented in Hong
Kong dollars and all values are rounded to the nearest thousand (HK$’000) except when

otherwise indicated.
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CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER
COMPREHENSIVE INCOME

Year ended 31 December

2017 2018 2019
Notes HK$’000 HK$’000 HK$’000
Revenue 6 27,529 38,118 13,763
Cost of sales (22,686) (32,101) (8,174)
Gross profits 4,843 6,017 5,589
Other income, gains or losses 3,792 3,649 (3,853)
Gain on disposal of a subsidiary - - 5,619
Administrative and other operating
expenses (89,633) (68,167) (62,832)
Impairment loss, net of reversal (4,135) (7,083) (8,933)
(85,133) (65,584) (64,410)
Finance cost (12,998) (25,762) (27,118)
Loss before tax (98,131) (91,346) (91,528)
Income tax expense 9 — — —
Loss for the year 7 (98,131) (91,346) (91,528)
Other comprehensive (expense)
income for the year that may be
reclassified subsequently to
profit or loss
Exchange differences on translation
of foreign operations (11,146) 13,978 6,107
Total comprehensive expense for
the year (109,277) (77,368) (85,421)
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Loss for the year attributable to:
— Owners of Zhongyan
E-commerce

— Non-controlling interests

Loss for the year

Total comprehensive expense for
the year attributable to:

— Owners of Zhongyan
E-commerce

— Non-controlling interests
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Year ended 31 December
2017 2018 2019
HK$’000 HK$°000 HK$°000

(90,464) (84,261) (88,363)
(7,667) (7,085) (3,165)
(98,131) (91,346) (91,528)
(100,872) (71,133) (82,433)
(8,405) (6,235) (2,988)
(109,277) (77,368) (85,421)
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CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

Year ended 31 December

2017 2018 2019
Notes HK$°000 HK$°000 HKS$°000
Non-current assets
Property, plant and equipment 12 7,094 3,049 1,363
Current assets
Inventory 13 509 579 343
Loans and interest receivables 14 5,188 2,430 931
Trade, other receivables,
prepayment and deposits 15 5,407 7,473 13,627
Financial assets at fair value
through profit or loss 16 - 353 1,119
Amount due from related
companies 21 1,408 1,354 1,150
Loans and interest receivables from
related company/party 21 9,547 5,957 253
Bank balances and cash 17 7,375 3,792 1,651
29,434 21,938 19,074
Current liabilities
Trade, other payables and accruals 18 12,842 12,686 22,155
Contract liabilities 23 - 1,139 10,150
Borrowings 19 - - 827
Amount due to a related company 21 - 31 -
Loans from shareholders 21 229,787 292,311 354,063
242,629 306,167 387,195
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Net current liabilities

Total assets less current liabilities

Net liabilities

Capital and reserves
Share capital

Reserves

Capital deficiency attributable to
— Owners of Zhongyan
E-commerce

— Non-controlling interests

Capital deficiency

Note

20

- 1IV-8 -

Year ended 31 December

2017 2018 2019
HK$’000 HK$°000 HK$°000
(213,195) (284,229) (368,121)
(206,101) (281,180) (366.758)
(206,101) (281,180) (366,758)

253,520 253,520 253,520
(445,533) (516.,666) (599,099)
(192,013) (263,146) (345,579)

(14,088) (18,034) (21,179)
(206,101) (281,180) (366,758)
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CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

Attributable to the equity owners of
Zhongyan E-commerce

Non-
Other  Accumulated controlling
Share capital reserve loss Sub-total Interests Total

HK$000 HK$’000 HKS$°000 HK$000 HKS$’000 HK$°000

At 1 January 2017 253,520 (4,376) (340,285) (91,141) (5,683) (96,824)

Loss for the year - - (90,464) (90,464) (7,667) (98,131)
Other comprehensive expense
Exchange difference on translation of

foreign operation - (10,408) - (10,408) (738) (11,146)
Total comprehensive expense for the year - (10,408) (90,464) (100,872) (8,405) (109,277)
At 31 December 2017 and 1 January 2018 253,520 (14,784) (430,749) (192,013) (14,088) (206,101)
Loss for the year - - (84,261) (84,261) (7,085) (91,346)

Other comprehensive income
Exchange difference on translation of foreign

operations - 13,128 - 13,128 850 13,978
Total comprehensive income (expense) - 13,128 (84,261) (71,133) (6,235) (77,368)
Increase in share capital - - - - 2,289 2,289
At 31 December 2018 and 1 January 2019 253,520 (1,656) (515,010) (263,146) (18,034) (281,180)
Loss for the year - - (88,363) (88,363) (3,165) (91,528)

Other comprehensive expense
Exchange difference on translation of foreign

operations - 5,930 - 5,930 177 6,107
Total comprehensive income (expense) - 5,930 (88,363) (82,433) (2,988) (85,421)
Disposal of subsidiary - - - - (1,835) (1,835)
Increase in share capital - - - - 1,678 1,678
At 31 December 2019 253,520 4274 (603,373) (345,579) (21,179) (366,758)
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Year ended 31 December

2017 2018 2019
HK$’000 HK$’000 HK$’000
Operating activities
Loss before tax (98,131) (91,346) (91,528)
Adjustments for:
Interest income (4,071) (7,830) (1,278)
Depreciation 4,594 3,927 1,721
Finance cost 12,998 25,762 27,118
Loss on disposal of property,
plant and equipment 19 14 15
Gain on disposal of subsidiary - - (5,619)
Impairment loss on trade and other
receivables, net of reversal
(reversal of impairment loss) (495) 323 1,590
Impairment loss on loans and interest
receivables, net of reversal 273 677 1,202
Impairment loss on amount
due from related companies, net of
reversal 4,357 6,083 6,141
Operating cash flows before
movements in working capital (80,456) (62,390) (60,638)
Decrease (increase) in inventories 2,425 (100) 239
Decrease (increase) in trade receivables 332 (1,009) (740)
Decrease (increase) in prepayments,
deposits and other receivables 500 (2,132) (7,175)
(Increase) decrease in loans and interest
receivables (5,246) 2,258 259
(Decrease) increase in trade and other
payables (9,590) 1,494 9,831
Increase in contract liabilities - 225 9,163
Decrease in amount due to shareholders (234) - -
Increase (decrease) in amount due to
related companies - 32 31)
Increase in loans and interest
receivables from related company/
party (1,440) (3,114) (362)
Cash used in operations (93,709) (64,736) (49,454)
Interest paid (1,240) (2,374) (244)
Net cash used in operating activities (94,949) (67,110) (49,698)
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Year ended 31 December

2017 2018 2019
Note HK$’000 HK$’000 HKS$°000
Investing activities
Purchase of property plant and
equipment (390) (447) (613)
Interest received 4,071 7,830 777
Proceeds from disposal of property,
plant and equipment - - 351
Purchase of financial assets at fair
value through profit or loss - (7,964) (8,092)

Proceeds from disposal of financial
assets at fair value through profit or
loss - 7,596 7,093

Proceeds from disposal of subsidiary — 5,619
Net cash generated from investing

activities 3,681 7,015 5,135
Financing activities
Interest paid - - (53,008)
Proceeds from other loans - - 796
Repayment of loan from shareholder (23,066) - (234,792)
Proceeds loan from shareholder 116,819 52,733 329,296
Net cashflow from disposal of

subsidiary - - (1,835)
Capital injection - 2,289 1,678
Net cash generated from financing

activities 93,753 55,022 42,135
Net increase (decrease) in cash and

cash equivalents 2,485 (5,073) (2,428)
Cash and cash equivalents at beginning

of the year 4,638 7,375 3,792
Effect of foreign exchange rate changes 252 1,490 287
Cash and cash equivalent at end of

the year 7,375 3,792 1,651
Analysis of balances of cash and cash

equivalent:
Bank balances and cash 17 7,375 3,792 1,651
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II.

NOTES TO THE HISTORICAL FINANCIAL INFORMATION OF THE ZHONGYAN
E-COMMERCE

1. GENERAL INFORMATION

The Zhongyan E-commerce is a limited liability company established in the People
Republic of China on 21 November 2014. The registered office of the Zhongyan E-
commerce is located at Rm 207 Pharsell No.22, 689 Nong, Changxing Road, Jiangbei
District, Ningbo City, Zhejiang Providence, Mainland China.

The Zhongyan E-commerce is an investment holding company. During the Relevant
Period, the Zhongyan Group was principally engaged in involved in trading of consumable

goods and consultancy service.

As at the date of this report, the Zhongyan E-commerce has direct or indirect interests

in the following subsidiaries, and the particulars of which are set out below:

Percentage of equity

Place and date of Issued/registered attributable to the

Name incorporation Principal activities share capital Zhongyan Company
Directly Indirectly

S EEEHHRAR PRC, 16 March 2016 Tnactive RMB10,000,000 100% -
(Ningbo Linshoutong
Commerce Company
Limited*)

LW EHE AR AT PRC, 5 February 2016 Inactive RMBS5,000,000 - -
(Beijing Chengzhi Commerce
Company Limited*)

PR B L (BRPG ) R PRC, 18 May 2016 Trading of RMBS5,000,000 65% -
HIAT" (Zhongyan Xin consumable
Shangmeng (Shanxi) E- goods and
commerce Limited*) provision of
service
Bl EREEHERAR" PRC, 14 November 2018 Provision of service RMB2,000,000 - 46%

(Shanxi Yiyun Commercial
Management Company

Limited*)

BRI E YA /A A" (Shanxi  PRC, 1 March 2019 Provision of service RMBZ2,000,000 - 33%
Jiujian Logistic Company
Limited*)

VG % T AT R A PR A A PRC, 4 December 2018  Provision of service RMB2,000,000 - 33%

(Xian Nanbowan Marketing
and Planning Company
Limited*)
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Place and date of Issued/registered
Name incorporation Principal activities share capital

FPHEHE FHEARAR"  PRC, 18 March 2016 Inactive RMB100,000,000
(Ningbo Xinshangyu E-
commerce Company
Limited*)

R i B LB SRR LA RN H)™ PRC, 12 December 2018 Inactive RMB350,000,000
(Zhongyan Xin Shangmeng
Supply Chain Management
Company Limited*)

R O (1) TR S PRC, 29 October 2018 Tnactive RMB22,500,000
HIRAF" (Zhongyan Xin
Shangmeng (Sichuan) E-
commerce Limited*)

PRH R MR (M) BB PRC, 21 March 2019 Inactive RMB10,000,000
HR/AT"(Zhongyan Xin
Shangmeng Ketai (Guizhou)
E-commerce Limited*)

o BB TR L L (R BRVL) PRC, 26 March 2019 Inactive RMB10,000,000
EFHHA RAT"(Zhongyan
Xin Shangmeng Jiu Zhida
(Heilongjiang) E-commerce
Limited*)

Percentage of equity
attributable to the

Zhongyan Company
Directly Indirectly

51% -

40% -

53% -

50% -

51% -

The local auditor’s reports of these companies for the years ended 31 December 2017, 2018 and 2019

were prepared by the local auditors in accordance with the accounting principles generally accepted

in the PRC.

As at the date of this report, no local auditor’s report have been issued for these companies, as they

have not either carried on any business since their respective date of incorporation or not subject to

any statutory audit requirements under the relevant rules and regulations in the Hong Kong and PRC.

AN

The company was disposed on 27 May 2019.

* The English transliteration of Chinese name is included in this circular for reference only and should

not be regarded as its official English name.

The Historical Financial Information of the Zhongyan Group is presented in Hong

Kong dollars and all values are rounded to the nearest thousand (“HK$’000”") except when

otherwise indicated.
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2. APPLICATION OF HONG KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs”)

For the purposes of preparing and presenting the Historical Financial Information for
the Track Record Periods, the Zhongyan Group has consistently applied the accounting
policies which conform with HKFRSs, Hong Kong Accounting Standards (“HKASs”),
amendments and interpretations (“HK(IFRIC) — Int”) issued by the HKICPA that are
effective for the Zhongyan Group’s accounting periods beginning on 1 January 2018
consistently throughout the Track Record Period, except that the Zhongyan Group adopted
HKFRS 9 “Financial Instruments” from 1 January 2018 and HKAS 39 “Financial
Instruments Recognition and Measurement” prior to 1 January 2018, HKFRS 15 “Revenue
from Contracts with Customers” from 1 January 2018 and HKFRS 16 “Leases” from
1 January 2019.

2.1 HKFRS 9 “Financial Instruments”

The Zhongyan Group has applied HKFRS 9 in accordance with the transition
provisions set out in HKFRS 9. i.e. applied the classification and measurement
requirements (including impairment under ECL model) retrospectively to instruments
that have not been derecognised as at 1 January 2018 (date of initial application) and
has not applied the requirements to instruments that have already been derecognised
as at 1 January 2018. The difference between carrying amounts as at 31 December
2017 and the carrying amounts as at 1 January 2018 are recognised in the opening
accumulated losses and other components of equity, without restating comparative

information.
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Accordingly, certain comparative information may not be comparable as

comparative information was prepared under HKAS 39.

Accounting policies resulting from application of HKFRS 9 are disclosed in
Note 3.

Classification and measurement of financial assets

Trade receivables arising from contracts with customers are initially

measured in accordance with HKFRS 15.

All recognised financial assets that are within the scope of HKFRS 9 are
subsequently measured at amortised cost or fair value, including unquoted equity
investments measured at cost less impairment under HKAS 39 except for the
impact of ECL.

Summary of effects arising from initial application of HKFRS 9

The following table and the accompanying notes below explain the original
measurement categories under HKAS 39 and the new measurement categories
under HKFRS 9 for each class of the Zhongyan Group’s financial assets as at
1 January 2018.

Original New Original New carrying

classification under classification under  carrying amount  amount under

HKAS 39 HKFRS 9 under HKAS 39 HKFRS 9
HK$000 HKS$’000
Trade, other receivables,
prepayment and deposit Loans and receivables Amortised cost 3,971 3,971
Loans and interest receivables Loans and receivables Amortised cost 5,188 5,188
Bank balances and cash Loans and receivables Amortised cost 7,375 7,375
Amount due from related
companies Loans and receivables Amortised cost 1,408 1,408
Loans and interest receivables
from related company/party ~ Loans and receivables Amortised cost 9,547 9,547
Total financial assets 27,489 27,489

- IV-15 -



APPENDIX IV FINANCIAL INFORMATION

OF ZHONGYAN E-COMMERCE

2.2

At the date of initial application, the Zhongyan Group no longer applied
designation as measured at FVTPL for the portfolio of financial assets which is
managed and its performance is evaluated on a fair value basis, as these

financial assets are required to be measured at FVTPL under HKFRS 9.

There was no significant impact on the amounts recognised in relation to

these assets from the application of HKFRS 9.
Impairment under ECL model

The Zhongyan Group applies the HKFRS 9 simplified approach to measure
ECL which uses a lifetime ECL for all trade receivables, loans and interest
receivables and deposits. The ECL on these assets are assessed individually for
debtors with significant balances and/or collectively based on the Zhongyan
Group’s historical credit loss experience, adjusted for factors that are specific to
the debtors, general economic conditions and an assessment of both the current

conditions at the reporting date as well as the forecast of future conditions.

ECL for other financial assets at amortised cost, including other
receivables and deposits and bank balances and cash, are assessed on 12-month
ECL (“12mECL”) basis as there had been no significant increase in credit risk

since initial recognition.

The director of the Zhongyan E-commerce reviewed and assessed the
Zhongyan Group’s existing financial assets for impairment using reasonable and
supportable information that is available without undue cost or effort in
accordance with the requirements of HKFRS 9. No impairment allowance was

recognised at 1 January 2018.
HKFRS 15 “Revenue from Contracts with Customers”

HKFRS 15 superseded HKAS 18 Revenue, HKAS 11 Construction Contracts and

the related interpretations
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The Zhongyan Group has applied HKFRS 15 retrospectively with the cumulative
effect of initially applying this Standard recognised at the date of initial application,
i.e. 1 January 2018. Any difference at the date of initial application is recognised in
the opening accumulated loss and comparative information has not been restated.
Furthermore, in accordance with the transition provisions in HKFRS 15, the Zhongyan
Group has elected to apply the Standard retrospectively only to contracts that are not

completed at 1 January 2018.

Accordingly, certain comparative information may not be comparable as
comparative information was prepared under HKAS 18 Revenue and HKAS 11
Construction Contracts and the related interpretations.

The Zhongyan Group recognises revenue from provision of loan referral and

consultancy services.

Information about the Zhongyan Group’s performance obligations and the

accounting policies resulting from application of HKFRS 15 are disclosed in Notes 4.
Summary of effects arising from initial application of HKFRS 15

The application of HKFRS 15 has no material impact on the Zhongyan
Group’s accumulated loss at 1 January 2018. The following adjustments were
made to the amounts recognised in the consolidated statement of financial
position at 1 January 2018. Line items that were not affected by the changes

have not been included.

Adjustment

Amounts resulted

before from
adoption of adoption of As

HKFRS 15 HKFRS 15 reported
HK$°000 HK$°000 HK$°000

Current liabilities
Trade, other payables and

accruals 12,842 (973) 11,869
Contract liabilities — 973 973
Balance at end of the year 12,842 - 12,842

- IV-17 -



APPENDIX IV FINANCIAL INFORMATION
OF ZHONGYAN E-COMMERCE

The following table summaries the impact of applying HKFRS 15 on the

Zhongyan Group’s consolidated statement of financial position as at

31 December 2018 and its consolidated statement of cash flows for the current

year for each of the line items affected. Line items that were not affected by the

changes have not been included.

Impact on the consolidated statement of financial position

Adjustment
Amounts resulted
before from
adoption of adoption of As
HKFRS 15 HKFRS 15 reported
HK$°000 HK$°000 HK$°000
Current liabilities
Trade, other payables and
accruals 13,825 (1,139) 12,686
Contract liabilities — 1,139 1,139
Balance at end of the year 13,825 — 13,825
Impact on the consolidated statement of cash flows
Adjustment
Amounts resulted
before from
adoption of adoption of As
HKFRS 15 HKFRS 15 reported
HK$’000 HK$’000 HK$’000
Current liabilities
Increase in trade, other
payables and accruals 1,719 (225) 1,494
Increase in contract liabilities — 255 255
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2.3 HKFRS 16 “Leases”

HKFRS 16 superseded HKAS 17 Leases (“HKAS 177), and the related
interpretations.

Definition of a lease

The Zhongyan Group has elected the practical expedient to apply HKFRS
16 to contracts that were previously identified as leases applying HKAS 17 and
HK(IFRIC)-Int 4 determining whether an Arrangement contains a Lease and not
apply this standard to contracts that were not previously identified as containing
a lease. Therefore, the Zhongyan Group has not reassessed contracts which
already existed prior to the date of initial application.

For contracts entered into or modified on or after 1 January 2019, the
Zhongyan Group applies the definition of a lease in accordance with the
requirements set out in HKFRS 16 in assessing whether a contract contains a
lease.

As a lessee

The Zhongyan Group has applied HKFRS 16 retrospectively with the
cumulative effect recognised at the date of initial application, 1 January 2019.

As at 1 January 2019, the Zhongyan Group recognised additional lease
liabilities and measured right-of-use assets at the carrying amounts as if HKFRS
16 had been applied since commencement dates, but discounted using the
incremental borrowing rates of the relevant group entities at the date of initial
application by applying HKFRS 16.C8(b)(i) transition. Any difference at the date
of initial application is recognised in the opening accumulated losses and
comparative information has not been restated.

When applying the modified retrospective approach under HKFRS 16 at
transition, the Zhongyan Group applied the following practical expedients to
leases previously classified as operating leases under HKAS 17, on lease-by-
lease basis, to the extent relevant to the respective lease contracts:

i applied a single discount rate to a portfolio of leases with reasonably
similar characteristics;

ii.  elected not to recognise right-of-use assets and lease liabilities for
leases with lease term ends within 12 months of the date of initial

application; and

iii. excluded initial direct costs from measuring the right-of-use assets at
the date of initial application.
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When recognising the lease liabilities for leases previously classified as
operating leases, the Zhongyan Group has applied incremental borrowing rates of
the relevant group entities at the date of initial application. The incremental
borrowing rates applied by the Zhongyan Group at 10.37%.

At
1 January
2019
HKS$’000
Operating lease commitments disclosed as at 31 December
2018 1,590
Lease liabilities discounted at relevant incremental
borrowing rates 1,048
Less: Practical expedient — lease with lease term ending
within 12 months from the date of initial application (1,048)

Lease liabilities as at 1 January 2019 —

New and revised HKFRSs in issue but not yet effective

The Zhongyan Group has not early applied the following new and
amendments to HKFRSs that have been issued but are not yet effective:

HKFRS 17 Insurance Contracts®

Amendments to HKFRS 3 Definition of a Business*

Amendments to HKFRS 10 Sale or Contribution of Assets
and HKAS 28 between an Investor and its Associate

or Joint Venture®

Amendments to HKAS 1 Definition of Material'
and HKAS 8

Amendments to HKFRS 9, Interest Rate Benchmark Reform'
HKAS 39 and HKFRS 7

Amendments to HKFRS 16 COVID-19 — Related Rent Concession®

Effective for annual periods beginning on or after 1 January 2020.

Effective for annual periods beginning on or after 1 January 2021.

Effective date to be determined.

Effective for business combinations and asset acquisitions for which the acquisition
date is on or after the beginning of the first annual period beginning on or after
1 January 2020.

Effective for annual periods beginning on or after 1 June 2020.
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In addition to the above new and amendments to HKFRSs, a revised
Conceptual Framework for Financial Reporting was issued in 2018. Its
consequential amendments, the Amendments to references to the Conceptual
Framework in HKFRS Standards, will be effective for annual periods beginning

on or after 1 January 2020.

The director of the Zhongyan E-commerce anticipate that application of the
new and amendments to HKFRSs will have no material impact on the Zhongyan

Group’s Historical Financial Information in the foreseeable future.
3. SIGNIFICANT ACCOUNTING POLICIES
Going concern basis

The Zhongyan Group incurred a loss of approximately HK$91,528,000 for the
year ended 31 December 2019, and as of that date, the Zhongyan Group’s current
liabilities exceeded its current assets by approximately HK$368,121,000 and the
capital deficiency attributable to the owners of Zhongyan E-commerce by
approximately HK$345,579,000. These conditions indicate the existence of a material
uncertainty which may cast significant doubt on the Zhongyan Group’s and the
Zhongyan E-commerce’s ability to continue as a going concern and therefore it may
be unable to realise its assets and discharge its liabilities in the normal course of
business. Nevertheless, the Target Company’s director are of the opinion that the
Target Group and the Target Company will have sufficient working capital to meet its
financial obligations as and when they fall due for the next twelve months from the

end of the reporting period given that:

(i) The shareholders of the Zhongyan E-commerce have sufficient financial
capability and will actively provide financial support to the Zhongyan
Group and the Zhongyan E-commerce to meet the Zhongyan Group’s and
Zhongyan E-commerce’s liabilities and commitments as and when they fall

due;

(i) The shareholder, Wangxin Technology, will not demand Zhongyan Group
for repayment of the amount due to shareholder and loans from
shareholders until all other liabilities of Zhongyan Group have been

satisfied; and

(iii) The Target Company and the Vendor have sufficient financial capability
and will actively provide financial support to the Zhongyan Group and the
Zhongyan E-commerce to meet its liabilities when they fall due after the

Acquisition.
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Basis of preparation

The Historical Financial Information has been prepared in accordance with the
following accounting policies which conform with HKFRSs and on the historical cost
basis except for certain financial instruments that are measured at fair values at the
end of each reporting period, as explained in the accounting policies below. In
addition, the Historical Financial Information includes applicable disclosures required
by the Rules Governing the Listing of Securities on the Stock Exchange and by the

Hong Kong Companies Ordinance.

Historical cost is generally based on the fair value of the consideration given in

exchange for goods and services.

Fair value is the price that would be received to sell an asset or paid to transfer
a liability in an orderly transaction between market participants at the measurement
date, regardless of whether that price is directly observable or estimated using another
valuation technique. In estimating the fair value of an asset or a liability, the
Zhongyan Group takes into account the characteristics of the asset or liability if
market participants would take those characteristics into account when pricing the
asset or liability at the measurement date. Fair value for measurement and/or
disclosure purposes in this Historical Financial Information is determined on such a
basis, except for share-based payment transactions that are within the scope of
HKFRS 2 “Share-based Payment”, leasing transactions that are within the scope of
HKAS 17/HKFRS 16, and measurements that have some similarities to fair value but
are not fair value, such as net realisable value in HKAS 2 “Inventories” or value in
use in HKAS 36 “Impairment of Assets”.

For financial instruments which are transacted at fair value and a valuation
technique that unobservable inputs is to be used to measure fair value in subsequent
periods, the valuation technique is calibrated so that the results of the valuation

technique equals the transaction price.

In addition, for financial reporting purposes, fair value measurements are
categorised into Level 1, 2 or 3 based on the degree to which the inputs to the fair
value measurements are observable and the significance of the inputs to the fair value

measurement in its entirety, which are described as follows:

Level 1 — based on quoted prices (unadjusted) in active markets for identical
assets or liabilities that the entity can access at the measurement date;

Level 2 based on valuation techniques for which the lowest level input that is
significant to the fair value measurement is observable, either directly

or indirectly
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Level 3 based on valuation techniques for which the lowest level input that is

significant to the fair value measurement is unobservable
The principal accounting policies adopted are set out below.
Basis of consolidation

The Historical Financial Information incorporates the financial statements of the
Zhongyan E-commerce and entities controlled by the Zhongyan E-commerce and its

subsidiaries. Control is achieved when the Zhongyan E-commerce:
. has power over the investee;

. is exposed, or has rights, to variable returns from its involvement with the

investee; and
. has the ability to use its power to affect its returns.

The Zhongyan Group reassesses whether or not it controls an investee if facts
and circumstances indicate that there are changes to one or more of the three elements

of control listed above.

Consolidation of a subsidiary begins when the Zhongyan Group obtains control
over the subsidiary and ceases when the Zhongyan Group loses control of the
subsidiary. Specifically, income and expenses of a subsidiary acquired or disposed of
during the year are included in the consolidated statements of profit or loss and other
comprehensive income from the date the Zhongyan Group gains control until the date
when the Zhongyan Group ceases to control the subsidiary.

Profit or loss and each component of other comprehensive income are attributed
to the owners of the Zhongyan E-commerce and to the non-controlling interests. Total
comprehensive income of subsidiaries is attributed to owners of the Zhongyan
E-commerce and to the non-controlling interest even if this results in non-controlling

interests having a deficit balance.

Where necessary, adjustments are made to the financial statements of
subsidiaries to bring their accounting policies into line with the Zhongyan Group’s

accounting policies.

All intra-group assets, liabilities, equity, income, expenses and cash flows
relating to transactions between members of the Zhongyan Group are eliminated in

full on combination.
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Investment in subsidiaries

Investment in subsidiaries are stated in the statement of financial position of the

Zhongyan E-commerce at cost less accumulated impairment losses.

Revenue from contracts with customers (upon application of HKFRS 15 in
accordance with transactions in Note 2)

Under HKFRS 15, the Zhongyan Group recognises revenue when (or as) a
performance obligation is satisfied, i.e. when ‘“control” of the goods or services

underlying the particular performance obligation is transferred to the customers.

A performance obligation represents a good or service (or a bundle of goods or
services) that is distinct or a series of distinct goods or services that are substantially

the same.

Control is transferred over time and revenue is recognised over time by
reference to the progress towards complete satisfaction of the relevant performance

obligation if one of the following criteria is met:

. the customer simultaneously receives and consumes the benefits provided

by the Zhongyan Group’s performance as the Zhongyan Group performs;

. the Zhongyan Group’s performance creates and enhances an asset that the
customer controls as the Group performs; or

. the Zhongyan Group’s performance does not create an asset with an
alternative use to the Zhongyan Group and the Zhongyan Group has an

enforceable right to payment for performance completed to date.

Otherwise, revenue is recognised at a point in time when the customer obtains

control of the distinct good or service.

A contract asset represents the Zhongyan Group’s right to consideration in
exchange for goods or services that the Zhongyan Group has transferred to a customer
that is not yet unconditional. It is assessed for impairment in accordance with HKFRS
9. In contrast, a receivable represents the Zhongyan Group’s unconditional right to
consideration, i.e. only the passage of time is required before payment of that
consideration is due.
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A contract liability represents the Zhongyan Group’s obligation to transfer goods
or services to a customer for which the Zhongyan Group has received consideration
(or an amount of consideration is due) from the customer. Contractual liabilities are

recognised as revenue when the Zhongyan Group performs under the contract.

A contract asset and a contract liability relating to the same contract are

accounted for and presented on a net basis.
Contracts with multiple performance obligations

For contracts that contain more than one performance obligations, the Zhongyan
Group allocates the transaction price to each performance obligation on a relative

stand-alone selling price basis.

The stand-alone selling price of the distinct good or service underlying each
performance obligation is determined at contract inception. It represents the price at
which the Zhongyan Group would sell a promised good or service separately to a
customer. If a stand-alone selling price is not directly observable, the Zhongyan
Group estimates it using appropriate techniques such that the transaction price
ultimately allocated to any performance obligation reflects the amount of
consideration to which the Zhongyan Group expects to be entitled in exchange for

transferring the promised goods or services to the customer.

Over time revenue recognition: measurement of progress towards complete

satisfaction of a performance obligation

The progress towards complete satisfaction of a performance obligation is
measured based on output method, which is to recognise revenue on the basis of direct
measurements of the value of the goods or services transferred to the customer to date
relative to the remaining goods or services promised under the contract, that best

depict the Zhongyan Group’s performance in transferring control of goods or services.

As a practical expedient, if the Zhongyan Group has a right to consideration in
an amount that corresponds directly with the value of the Zhongyan Group’s
performance completed to date, the Zhongyan Group recognises revenue in the amount

to which the Zhongyan Group has the right to invoice.
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Principal versus agent

When another party is involved in providing goods or services to a customer, the
Zhongyan Group determines whether the nature of its promise is a performance
obligation to provide the specified goods or services itself (i.e. the Zhongyan Group is
a principal) or to arrange for those goods or services to be provided by the other party

(i.e. the Zhongyan Group is an agent).

The Zhongyan Group is a principal if it controls the specified good or service
before that good or service is transferred to a customer. The Zhongyan Group is an
agent if its performance obligation is to arrange for the provision of the specified
good or service by another party. In this case, the Zhongyan Group does not control
the specified good or service provided by another party before that good or service is
transferred to the customer. When the Zhongyan Group acts as an agent, it recognises
revenue in the amount of any fee or commission to which it expects to be entitled in

exchange for arranging for the specified goods or services to be provided by the other

party.
Revenue recognition (prior to 1 January 2018)

Revenue is measured at the fair value of the consideration received or
receivable. Revenue is reduced for estimated customer returns, rebates and other

similar allowances.

Revenue is recognised when the amount of revenue can be reliably measured;
when it is probable that future economic benefits will flow to the Zhongyan Group
and when specific criteria have been met for each of the Zhongyan Group’s activities

as described below.
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(i) Sales of goods

Revenue from the sale of goods is recognised when the goods are delivered and

titles have been passed, at which time all the following conditions are satisfied:

. the Zhongyan Group has transferred to the buyer the significant risks and

rewards of ownership of the goods; and

. the Zhongyan Group retains neither continuing managerial involvement to
the degree usually associated with ownership nor effective control over the

goods sold.
(ii) Rendering of services

When the outcome of a transaction involving the rendering of services can be
estimated reliably, revenue from the rendering of services is recognised by reference
to the stage of completion of the transaction based on the services performed to date

as a percentage of the total services to be performed.

When the outcome of a transaction involving the rendering of services cannot be
estimated reliably, revenue is recognised only to the extent of the costs incurred that it

is probable be recoverable.
(iii) Interest income

Interest income is recognised as it accrues using the effective interest method.
Inventory

Inventories are stated at the lower of cost and net realisable value. Costs of
inventories, including an appropriate portion of fixed and variable overhead expenses,
are determined on a weighted average basis. Net realisable value represents the
estimated selling price for inventories less all estimated costs of completion and costs

necessary to make the sale.
Property, plant and equipment

Plant and equipment are stated at cost less accumulated depreciation and

accumulated impairment losses, if any.
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Gains or losses arising from the retirement or disposal of an item of equipment
are determined as the difference between the net disposal proceeds and the carrying
amount of the item and are recognised in profit or loss on the date of retirement or

disposal.

Depreciation is calculated to write off the cost of items of equipment, less their
estimated residual value, if any, using the straight line method over their estimated

useful lives as follows:

Estimated
useful life

Machineries 5 years
Motor vehicles 5 years
Furniture and fittings 3 — 5 years
Leasehold improvement 5 years

Where parts of an item of equipment have different useful lives, the cost of the
item is allocated on a reasonable basis between the parts and each part is depreciated
separately. Both the useful life of an asset and its residual value, if any, are reviewed

annually.

An item of property and equipment is derecognised upon disposal or when no
future economic benefits are expected to arise from the continued use of the asset.
Any gain or loss arising on disposal or retirement of an item of property and
equipment is determined as the difference between the sale proceeds and the carrying

amount of the asset and is recognised in profit or loss.
Leases

The Zhongyan Group has applied HKFRS 16 using the modified retrospective
approach and therefore the Historical Financial Information for the years ended
31 December 2017, 2018 and 2019 have not been restated and continues to be
reported under HKAS 17 and HK(IFRIC) Int-4.

Definition of a lease (upon application of HKFRS 16 with transitions in
accordance with Note 3)

A contract is, or contains, a lease if the contract conveys the right to control the
use of an identified asset for a period of time in exchange for consideration.
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For contracts entered into or modified or arising from business combinations on
or after the date of initial application, the Zhongyan Group assesses whether a
contract is or contains a lease based on the definition under HKFRS 16 at inception,
modification date or acquisition date, as appropriate. Such contract will not be

reassessed unless the terms and conditions of the contract are subsequently changed.
Short-term leases and leases of low-value assets

The Zhongyan Group applies the short-term lease recognition exemption to
leases of office premises that have a lease term of 12 months or less from the
commencement date and do not contain a purchase option. It also applies the
recognition exemption for lease of low-value assets. Lease payments on short-term
leases and leases of low-value assets are recognised as expense on a straight-line basis
or another systematic basis over the lease term.

Lease modifications
The Zhongyan Group accounts for a lease modification as a separate lease if:

. the modification increases the scope of the lease by adding the right to use

one or more underlying assets; and

. the consideration for the leases increases by an amount commensurate with
the stand-alone price for the increase in scope and any appropriate
adjustments to that stand-alone price to reflect the circumstances of the

particular contract.
The Zhongyan Group as lessee (prior to 1 January 2019)

Leases are classified as finance leases whenever the terms of the lease transfer
substantially all the risks and rewards of ownership to the lessee. All other leases are

classified as operating leases.

Operating lease payments are recognised as an expense on a straight-line basis
over the lease term, except where another systematic basis is more representative of
the time pattern in which economic benefits from the leased asset are consumed.
Contingent rentals arising under operating leases are recognised as an expense in the

period in which they are incurred.
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In the event that lease incentives are received to enter into operating leases, such
incentives are recognised as a liability. The aggregate benefit of incentives is
recognised as a reduction of rental expense on a straight-line basis, except where
another systematic basis is more representative of the time pattern in which economic

benefits from the leased asset are consumed.
Intangible assets (other than goodwill)
Intangible assets acquired separately

Intangible assets with finite useful lives that are acquired separately are carried
at costs less accumulated amortisation and any accumulated impairment losses.
Amortisation for intangible assets with finite useful lives is recognised on a straight-
line basis over their estimated useful lives. The estimated useful life and amortisation
method are reviewed at the end of each reporting period, with the effect of any
changes in estimate being accounted for on a prospective basis. Intangible assets with
indefinite useful lives that are acquired separately are carried at cost less any

subsequent accumulated impairment losses.
Intangible assets acquired in a business combination

Intangible assets acquired in a business combination are recognised separately
from goodwill and are initially recognised at their fair value at the acquisition date

(which is regarded as their cost).

Subsequent to initial recognition, intangible assets acquired in a business
combination with finite useful lives are reported at costs less accumulated
amortisation and any accumulated impairment losses, on the same basis as intangible
assets that are acquired separately. Intangible assets acquired in a business
combination with indefinite useful lives are carried at cost less any subsequent
accumulated impairment losses.

An intangible asset is derecognised on disposal, or when no future economic
benefits are expected from use or disposal. Gains and losses arising from
derecognition of an intangible asset, measured as the difference between the net
disposal proceeds and the carrying amount of the asset, are recognised in profit or loss
when the asset is derecognised.
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Impairment on tangible and intangible assets other than goodwill

At the end of the reporting period, the Zhongyan Group reviews the carrying
amounts of its tangible and intangible assets with finite useful lives to determine
whether there is any indication that those assets have suffered an impairment loss. If
any such indication exists, the recoverable amount of the relevant asset is estimated in

order to determine the extent of the impairment loss (if any).

When it is not possible to estimate the recoverable amount of an asset
individually, the Zhongyan Group estimates the recoverable amount of the cash-
generating unit to which the asset belongs. When a reasonable and consistent basis of
allocation can be identified, corporate assets are also allocated to individual cash
generating units, or otherwise they are allocated to the smallest group of cash-
generating units for which a reasonable and consistent allocation basis can be
identified.

Intangible assets with indefinite useful lives and intangible assets not yet
available for use are tested for impairment at least annually, and whenever there is an

indication that they may be impaired.

Recoverable amount is the higher of fair value less costs of disposal and value in
use. In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects current market assessments of
the time value of money and the risks specific to the asset (or a cash generating unit)

for which the estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset (or a cash-generating unit) is estimated to
be less than its carrying amount, the carrying amount of the asset (or a cash-
generating unit) is reduced to its recoverable amount. In allocating the impairment
loss, the impairment loss is allocated first to reduce the carrying amount of any
goodwill (if applicable) and then to the other assets on a pro-rata basis based on the
carrying amount of each asset in the unit. The carrying amount of an asset is not
reduced below the highest of its fair value less costs of disposal (if measurable), its
value in use (if determinable) and zero. The amount of the impairment loss that would
otherwise have been allocated to the asset is allocated pro rata to the other assets of

the unit. An impairment loss is recognised immediately in profit or loss.

Where an impairment loss subsequently reverses, the carrying amount of the
asset (or cash-generating unit) is increased to the revised estimate of its recoverable
amount, but so that the increased carrying amount does not exceed the carrying
amount that would have been determined had no impairment loss been recognised for
the asset (or a cash-generating unit) in prior years. A reversal of an impairment loss is

recognised immediately in profit or loss.
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Financial instruments

Financial assets and financial liabilities are recognised when a group entity
becomes a party to the contractual provisions of the instruments. All regular way
purchases or sales of financial assets are recognised and derecognised on a trade date
basis. Regular way purchases or sales are purchases or sales of financial assets that
require delivery of assets within the time frame established by regulation or

convention in the market place.

Financial assets and financial liabilities are initially measured at fair value
except for trade receivables arising from contracts with customers which are initially
measured in accordance with HKFRS 15 since 1 January 2018. Transaction costs that
are directly attributable to the acquisition or issue of financial assets and financial
liabilities (other than financial assets and financial liabilities at fair value through
profit or loss) are added to or deducted from the fair value of the financial assets or
financial liabilities, as appropriate, on initial recognition. Transaction costs directly
attributable to the acquisition of financial assets or financial liabilities at fair value

through profit or loss are recognised immediately in profit or loss.

The effective interest method is a method of calculating the amortised cost of a
financial asset or financial liability and of allocating interest income and interest
expense over the Relevant Period. The effective interest rate is the rate that exactly
discounts estimated future cash receipts and payments (including all fees and points
paid or received that form an integral part of the effective interest rate, transaction
costs and other premiums or discounts) through the expected life of the financial asset
or financial liability, or, where appropriate, a shorter period, to the net carrying

amount on initial recognition.

Interest is recognised on an effective interest basis.
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Financial assets

Classification and subsequent measurement of financial assets (upon application of
HKFRS 9 in accordance with transitions in Note 2)

Financial assets that meet the following conditions are subsequently measured at

amortised cost:

. the financial asset is held within a business model whose objective is to

collect contractual cash flows; and

. the contractual terms give rise on specified dates to cash flows that are
solely payments of principal and interest on the principal amount

outstanding.

Financial assets that meet the following conditions are subsequently measured at

FVTOCI:
. the financial asset is held within a business model whose objective is
achieved by both collecting contractual cash flows and selling; and
. the contractual terms give rise on specified dates to cash flows that are

solely payments of principal and interest on the principal amount

outstanding.

All other financial assets are subsequently measured at FVTPL, except that at
the date of initial application/initial recognition of a financial asset the Zhongyan
Group may irrevocably elect to present subsequent changes in fair value of an equity
investment in other comprehensive income if that equity investment is neither held for
trading nor contingent consideration recognised by an acquirer in a business

combination to which HKFRS 3 Business Combinations applies.
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(i) Amortised cost and interest income

Interest income is recognised using the effective interest method for financial
assets measured subsequently at amortised cost and debt instruments subsequently
measured at FVTOCI. For financial instruments other than purchased or originated
credit-impaired financial assets, interest income is calculated by applying the effective
interest rate to the gross carrying amount of a financial asset, except for financial
assets that have subsequently become credit-impaired (see below). Interest income is
recognised by applying the effective interest rate to the amortised cost of the financial
asset from the next reporting period. If the credit risk on the credit-impaired financial
instrument improves so that the financial asset is no longer credit-impaired, interest
income is recognised by applying the effective interest rate to the gross carrying
amount of the financial asset from the beginning of the reporting period following the

determination that the asset is no longer credit impaired.
(i1) Financial assets at FVTPL

Financial assets that do not meet the criteria for being measured at amortised
cost or FVTOCI or designated as FVTOCI are measured at FVTPL.

Financial assets at FVTPL are measured at fair value at the end of each
reporting period, with any fair value gains or losses recognised in profit or loss. The
net gain or loss recognised in profit or loss excludes any dividend or interest earned

on the financial asset and is included in the “other gains and losses” line item.

Impairment of financial assets (upon application HKFRS 9 with transitions in

accordance with Note 2)

The Zhongyan Group recognises a loss allowance for ECL on financial assets
which are subject to impairment under HKFRS 9. The amount of ECL is updated at

each reporting date to reflect changes in credit risk since initial recognition.
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The Zhongyan Group applies the ECL model to the following items:

. financial assets measured at amortised cost (including trade and other
receivables, deposits, amount due from related companies, loans and
interest receivables from related company/party and cash and cash

equivalents).

Lifetime ECL represents the ECL that will result from all possible default events
over the expected life of the relevant instrument. In contrast, 12-month ECL (*“12m
ECL”) represents the portion of lifetime ECL that is expected to result from default
events that are possible within 12 months after the reporting date. Assessments are
done based on the Zhongyan Group’s historical credit loss experience, adjusted for
factors that are specific to the debtors, general economic conditions and an assessment
of both the current conditions at the reporting date as well as the forecast of future

conditions.

The Zhongyan Group always recognises lifetime ECL for trade receivables, other
receivables and loans and interest receivables. The ECL on these assets are assessed
individually for debtors with significant balances and/or collectively with internal

credit ratings.

For all other instruments, the Zhongyan Group measures the loss allowance
equal to 12m ECL, unless when there has been a significant increase in credit risk
since initial recognition, the Zhongyan Group recognises lifetime ECL. The
assessment of whether lifetime ECL should be recognised is based on significant

increase in the likelihood or risk of a default occurring since initial recognition.
(i)  Significant increase in credit risk

In assessing whether the credit risk has increased significantly since initial
recognition, the Zhongyan Group compares the risk of a default occurring on the
financial instrument as at the reporting date with the risk of a default occurring on the
financial instrument as at the date of initial recognition. In making this assessment,
the Zhongyan Group considers both quantitative and qualitative information that is
reasonable and supportable, including historical experience and forward-looking

information that is available without undue cost or effort.
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In particular, the following information is taken into account when assessing

whether credit risk has increased significantly:

. an actual or expected significant deterioration in the financial instrument’s

external (if available) or internal credit rating;

. significant deterioration in external market indicators of credit risk, e.g. a
significant increase in the credit spread, the credit default swap prices for
the debtor;

. existing or forecast adverse changes in business, financial or economic
conditions that are expected to cause a significant decrease in the debtor’s

ability to meet its debt obligations;

. an actual or expected significant deterioration in the operating results of
the debtor;
. an actual or expected significant adverse change in the regulatory,

economic, or technological environment of the debtor that results in a

significant decrease in the debtor’s ability to meet its debt obligations.

Irrespective of the outcome of the above assessment, the Zhongyan Group
presumes that the credit risk has increased significantly since initial recognition when
contractual payments are more than 30 days past due, unless the Zhongyan Group has

reasonable and supportable information that demonstrates otherwise.

The Zhongyan Group regularly monitors the effectiveness of the criteria used to
identify whether there has been a significant increase in credit risk and revises them
as appropriate to ensure that the criteria are capable of identifying significant increase

in credit risk before the amount becomes past due.
(i) Definition of default

For internal credit risk management, the Zhongyan Group considers an event of
default occurs when information developed internally or obtained from external
sources indicates that the debtor is unlikely to pay its creditors, including the
Zhongyan Group, in full (without taking into account any collaterals held by the
Zhongyan Group).

Irrespective of the above, the Zhongyan Group considers that default has
occurred when a financial asset is more than 90 days past due unless the Zhongyan
Group has reasonable and supportable information to demonstrate that a more lagging

default criterion is more appropriate.
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(iii) Credit-impaired financial assets

A financial asset is credit-impaired when one or more events of default that have
a detrimental impact on the estimated future cash flows of that financial asset have

occurred.

Evidence that a financial asset is credit-impaired includes observable data about

the following events:
a)  significant financial difficulty of the issuer or the borrower;
b) a breach of contract, such as a default or past due event;

c¢) the lender(s) of the borrower, for economic or contractual reasons relating
to the borrower’s financial difficulty, having granted to the borrower a

concession(s) that the lender(s) would not otherwise consider;

d) it is becoming probable that the borrower will enter bankruptcy or other

financial reorganisation; or

e) the disappearance of an active market for that financial asset because of
financial difficulties.

(iv) Write-off policy

The Zhongyan Group writes off a financial asset when there is information
indicating that the counterparty is in severe financial difficulty and there is no
realistic prospect of recovery, for example, when the counterparty has been placed
under liquidation or has entered into bankruptcy proceedings, or in the case of trade
receivables, when the amounts are over two years past due, whichever occurs sooner.
Financial assets written off may still be subject to enforcement activities under the
Zhongyan Group’s recovery procedures, taking into account legal advice where
appropriate. A write-off constitutes a derecognition event. Any subsequent recoveries

are recognised in profit or loss.
(v) Measurement and recognition of ECL

The measurement of ECL is a function of the probability of default, loss given
default (i.e. the magnitude of the loss if there is a default) and the exposure at default.
The assessment of the probability of default and loss given default is based on

historical data adjusted by forward-looking information.
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Generally, the ECL is estimated as the difference between all contractual cash
flows that are due to the Zhongyan Group in accordance with the contract and the
cash flows that the Zhongyan Group expects to receive, discounted at the effective

interest rate determined at initial recognition.

The Zhongyan Group recognises an impairment gain or loss in profit or loss for
all financial instruments by adjusting their carrying amount, with the exception of
trade receivables, other receivables and loans and interest receivables where the

corresponding adjustment is recognised through a loss allowance account.

Classification and subsequent measurement of financial assets (before application of
HKFRS 9 on 1 January 2018)

Financial assets are mainly classified into following specified categories:
financial assets at fair value through profit or loss (“FVTPL”), available-for-sale
(““AFS”) financial assets and loans and receivables. The classification depends on the
nature and purpose of the financial assets and is determined at the time of initial
recognition. All regular way purchases or sales of financial assets are recognised and
derecognised on a trade date basis. Regular way purchases or sales are purchases or
sales of financial assets that require delivery of assets within the time frame

established by regulation or convention in the marketplace.
(i)  Financial assets at FVTPL

Financial assets are classified as at FVTPL when the financial asset is (i) held
for trading or (ii) it is designated as at FVTPL or (iii) contingent consideration that

may be received by an acquirer as part of a business combination.

A financial asset is classified as held for trading if:

. it has been acquired principally for the purpose of selling in the near term;
or
. on initial recognition it is a part of a portfolio of identified financial

instruments that the Zhongyan Group manages together and has a recent

actual pattern of short-term profit-taking; or

. it is a derivative that is not designated and effective as a hedging

instrument.
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A financial asset other than a financial asset held for trading (or contingent
consideration that may be received by an acquirer as part of a business combination)

may be designated as at FVTPL upon initial recognition if:

. such designation eliminates or significantly reduces a measurement or

recognition inconsistency that would otherwise arise; or

. the financial asset forms part of a group of financial assets or financial
liabilities or both, which is managed and its performance is evaluated on a
fair value basis, in accordance with the Zhongyan Group’s documented risk
management or investment strategy, and information about the grouping is

provided internally on that basis; or

. it forms part of a contract containing one or more embedded derivatives,
and HKAS 39 permits the entire combined contract (asset or liability) to be
designated as at FVTPL.

Financial assets at FVTPL are stated at fair value, with any gains or losses
arising on remeasurement recognised in profit or loss. The net gain or loss recognised
in profit or loss excludes any dividend or interest earned on the financial assets and is
included in the ‘other gains and losses’ line item. Fair value is determined in the

manner described in Note 16.
(i1)) AFS financial assets

AFS financial assets are non-derivatives that are either designated as available-
for-sale or are not classified as (a) loans and receivables, (b) held-to-maturity

investments or (c¢) financial assets at FVTPL.

Equity and debt securities held by the Zhongyan Group that are classified as
AFS financial assets are measured at fair value at the end of each reporting period
except for unquoted equity investments whose fair value cannot be reliably measured.
Changes in the carrying amount of AFS debt instruments relating to interest income
calculated using the effective interest method, and changes in foreign exchange rates,
if applicable are recognised in profit or loss. Dividends on AFS equity instruments are
recognised in profit or loss when the Zhongyan Group’s right to receive the dividends
is established. Other changes in the carrying amount of AFS financial assets are
recognised in other comprehensive income and accumulated under the heading of
revaluation reserve. When the investment is disposed of or is determined to be
impaired, the cumulative gain or loss previously accumulated in the revaluation

reserve is reclassified to profit or loss.
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AFS equity investments that do not have a quoted market price in an active
market and whose fair value cannot be reliably measured are measured at cost less any

identified impairment losses at the end of each reporting period.
(iii) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market. Subsequent to initial
recognition, loans and receivables (including loans receivables, trade and other
receivables, deposits, cash held on behalf of clients, restricted bank deposits and bank
balances and cash) are measured at amortised cost using the effective interest method,

less any impairment.

Interest income is recognised by applying the effective interest rate, except for

short-term receivables where the recognition of interest would be immaterial.
Impairment of financial assets (before application of HKFRS 9 on 1 January 2018)

Financial assets, other than those at FVTPL, are assessed for indicators of
impairment at the end of each reporting period. Financial assets are considered to be
impaired when there is objective evidence that, as a result of one or more events that
occurred after the initial recognition of the financial asset, the estimated future cash

flows of the financial assets have been affected.

For AFS equity investments, a significant or prolonged decline in the fair value

of the security below its cost is considered to be objective evidence of impairment.

The criteria that the Zhongyan Group uses to determine that there is objective

evidence of an impairment include:
. significant financial difficulty of the issuer or counterparty; or

. breach of contract, such as a default or delinquency in interest or principal

payments; or

. it becoming probable that the borrower will enter bankruptcy or other

financial re-organisation; or

. disappearance of an active market for that financial asset because of
financial difficulties; or

. deterioration in the value of collateral.
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For certain categories of financial assets, such as trade and other receivables,
assets that are assessed not to be impaired individually are, in addition, assessed for
impairment on a collective basis. Objective evidence of impairment for a portfolio of
receivables could include the Zhongyan Group’s past experience of collecting
payments, an increase in the number of delayed payments in the portfolio past the
average credit period and observable changes in national or local economic conditions

that correlate with default on receivables.

For financial assets that are carried at amortised cost, the amount of the
impairment loss recognised is the difference between the asset’s carrying amount and
the present value of estimated future cash flows, discounted at the financial asset’s

original effective interest rate.

For financial assets carried at cost, the amount of the impairment loss is
measured as the difference between the asset’s carrying amount and the present value
of the estimated future cash flows discounted at the current market rate of return for a
similar financial asset. Such impairment loss will not be reversed in subsequent

periods.

The carrying amount of the financial asset is reduced by the impairment loss
directly for all financial assets, where the carrying amount is reduced through the use
of an allowance account. When a trade receivable is considered uncollectible, it is
written off against the allowance account. Subsequent recoveries of amounts
previously written off are credited against the allowance account. Changes in the

carrying amount of the allowance account are recognised in profit or loss.

For financial assets measured at amortised cost, if, in a subsequent period, the
amount of the impairment loss decreases and the decrease can be related objectively
to an event occurring after the impairment was recognised, the previously recognised
impairment loss is reversed through profit or loss to the extent that the carrying
amount of the investment at the date the impairment is reversed does not exceed what

the amortised cost would have been had the impairment not been recognised.

When an AFS financial asset is considered to be impaired, cumulative gains or
losses previously recognised in other comprehensive income are reclassified to profit

or loss in the period.

In respect of AFS equity investments, impairment losses previously recognised
in profit or loss are not reversed through profit or loss. Any increase in fair value
subsequent to an impairment loss is recognised in other comprehensive income and

accumulated under the heading of investments revaluation reserve. In respect of AFS
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debt investments, impairment losses are subsequently reversed through profit or loss if
an increase in the fair value of the investment can be objectively related to an event

occurring after the recognition of the impairment loss.
Derecognition of financial assets

The Zhongyan Group derecognises a financial asset only when the contractual
rights to the cash flows from the asset expire, or when it transfers the financial asset
and substantially all the risks and rewards of ownership of the asset to another entity.
If the Zhongyan Group neither transfers nor retains substantially all the risks and
rewards of ownership and continues to control the transferred asset, the Zhongyan
Group continues to recognise the asset to the extent of its continuing involvement and
recognises an associated liability. If the Zhongyan Group retains substantially all the
risks and rewards of ownership of a transferred financial asset, the Zhongyan Group
continues to recognise the financial asset and also recognises a collateralised

borrowing for the proceeds received.

On derecognition of a financial asset measured at amortised cost, the difference
between the asset’s carrying amount and the sum of the consideration received and

receivable is recognised in profit or loss.
Financial liabilities and equity instruments
Classification as debt or equity

Debt and equity instruments issued by a group entity are classified as either
financial liabilities or as equity in accordance with the substance of the contractual

arrangements and the definitions of a financial liability and an equity instrument.
Equity instruments

An equity instrument is any contract that evidences a residual interest in the
assets of an entity after deducting all of its liabilities. Equity instruments issued by a

group entity are recognised at the proceeds received, net of direct issue costs.
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Repurchase of the Zhongyan E-commerce’s own equity instruments is recognised
and deducted directly in equity. No gain or loss is recognised in profit or loss on the
purchase, sale, issue or cancellation of the Zhongyan E-commerce’s own equity

instruments.
Financial liabilities

All financial liabilities are subsequently measured at amortised cost using the
effective interest method or at FVTPL.

Financial liabilities at amortised cost

Financial liabilities including borrowings, deferred consideration, trade payables
and other payables are subsequently measured at amortised cost, using the effective

interest rate method.
Derecognition of financial liabilities

The Zhongyan Group derecognises financial liabilities when, and only when, the
Zhongyan Group’s obligations are discharged, cancelled or have expired. The
difference between the carrying amount of the financial liability derecognised and the

consideration paid and payable is recognised in profit or loss.

The Zhongyan Group accounts for an exchange with a lender of a financial
liability with substantially different terms as an extinguishment of the original
financial liability and the recognition of a new financial liability. A substantial
modification of the terms of an existing financial liability or a part of it (whether or
not attributable to the financial difficulty of the Zhongyan Group) is accounted for as
an extinguishment of the original financial liability and the recognition of a new

financial liability.
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The Zhongyan Group considers that the terms are substantially different if the
discounted present value of the cash flows under the new terms, including any fees
paid net of any fees received and discounted using the original effective interest rate,
is at least 10 per cent different from the discounted present value of the remaining
cash flows of the original financial liability. Accordingly, such exchange of debt
instruments or modification of terms is accounted for as an extinguishment, any costs
or fees incurred are recognised as part of the gain or loss on the extinguishment. The
exchange or modification is considered as non-substantial modification when such

difference is less than 10 per cent.

Non-substantial modifications of financial liabilities (under HKFRS 9 since 1 January
2018)

For non-substantial modifications of financial liabilities that do not result in
derecognition, the carrying amount of the relevant financial liabilities will be
calculated at the present value of the modified contractual cash flows discounted at
the financial liabilities’ original effective interest rate. Transaction costs or fees
incurred are adjusted to the carrying amount of the modified financial liabilities and
are amortised over the remaining term. Any adjustment to the carrying amount of the

financial liability is recognised in profit or loss at the date of modification.

The Zhongyan Group derecognises financial liabilities when, and only when, the
Zhongyan Group’s obligations are discharged, cancelled or have expired. The
difference between the carrying amount of the financial liability derecognised and the

consideration paid and payable is recognised in profit or loss.

Non-substantial modifications of financial liabilities (before application of HKFRS 9
on 1 January 2018)

For non-substantial modifications of financial liabilities that do not result in
derecognition, at the point of modification, the carrying amount of the relevant
financial liabilities is revised for directly attributable transaction costs and any
consideration paid to or received from the counterparty. The effective interest rate is
then adjusted to amortise the difference between the revised carrying amount and the

expected cash flows over the life of the modified instrument.
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Employee benefits
Short term employee benefits contributions

Salaries, annual bonuses, paid annual leave and contributions to defined
contribution retirement plans and the cost of non-monetary benefits are accrued in the
year in which the associated services are rendered by employees. Where payment or
settlement is deferred and the effect would be material, these amounts are stated at
their present values.

Defined contribution retirement plans

Pursuant to the relevant laws and regulations of the PRC, the Zhongyan Group’s
subsidiaries in the PRC have joined defined contributions for the employees, such as
basic pension scheme, housing fund, basic medical insurance, unemployment
insurance, injury insurance and maternity insurance. The Zhongyan Group makes
contributions to the above mentioned schemes at the applicable rates based on the
amounts stipulated by the government organisation. The contributions are charged to

profit or loss on an accrual basis.
Taxation

Taxation represents the sum of the income tax expense currently payable and
deferred tax.

Current tax

The tax currently payable is based on taxable profit for the year/period. Taxable
profit differs from profit before tax as reported in the consolidated statements of profit
or loss and other comprehensive income because of income or expense that are
taxable or deductible in other years and items that are never taxable or deductible.
The Zhongyan Group’s liability for current tax is calculated using tax rates that have

been enacted or substantively enacted by the end of each reporting period.
Deferred tax

Deferred tax is provided, using the liability method, on all temporary differences
at the end of the reporting period between the tax bases of assets and liabilities and

their carrying amounts for financial reporting purposes.
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Deferred tax liabilities are recognised for all taxable temporary differences while
deferred tax assets are recognised for all deductible temporary differences, the
carryforward of unused tax credits and any unused tax losses. Deferred tax assets are
recognised to the extent that it is probable that taxable profit will be available against
which the deductible temporary differences, the carryforward of unused tax credits

and unused tax losses can be utilised.

The carrying amount of deferred tax assets is reviewed at the end of each
reporting period and reduced to the extent that it is no longer probable that sufficient
taxable profit will be available to allow all or part of the deferred tax asset to be
utilised. Unrecognised deferred tax assets are reassessed at the end of each reporting
period and are recognised to the extent that it has become probable that sufficient
taxable profit will be available to allow all or part of the deferred tax asset to be

recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected
to apply to the period when the asset is realised or the liability is settled, based on tax
rates (and tax laws) that have been enacted or substantively enacted by the end of the

reporting period.

Deferred tax assets and deferred tax liabilities are offset if a legally enforceable
right exists to set off current tax assets against current tax liabilities and the deferred

taxes relate to the same taxable entity and the same taxation authority.
Cash and cash equivalents

For the purpose of the consolidated statements of cash flows, cash and cash
equivalents comprise cash on hand and demand deposits, and short term highly liquid
investments that are readily convertible into known amounts of cash, are subject to an
insignificant risk of changes in value, and have a short maturity of generally within
three months when acquired, less bank overdrafts which are repayable on demand and

form an integral part of the Zhongyan Group’s cash management.

For the purpose of the consolidated statements of financial position, bank

balances including term deposits, which are not restricted as to use.
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Provisions and contingent liabilities

Provisions are recognised for other liabilities of uncertain timing or amount
when the Zhongyan Group has a legal or constructive obligation arising as a result of
a past event, it is probable that an outflow of economic benefits will be required to
settle the obligation and a reliable estimate can be made. Where the time value of
money is material, provisions are stated at the present value of the expenditure
expected to settle the obligation.

Where it is not probable that an outflow of economic benefits will be required,
or the amount cannot be estimated reliably, the obligation is disclosed as a contingent
liability, unless the probability of outflow of economic benefits is remote. Possible
obligations, whose existence will only be confirmed by the occurrence or non-
occurrence of one or more future events are also disclosed as contingent liabilities

unless the probability of outflow of economic benefits is remote.
Segment reporting

The Zhongyan Group identifies operating segments and prepares segment
information based on the regular internal financial information reported to the
directors for their decisions about resource allocation to the Zhongyan Group’s
business components and for their review of the performance of those components.
The business components in the internal financial information reported to the directors

are determined following the Zhongyan Group’s major business lines.
Foreign currencies

The Financial Information are presented in Hong Kong dollars, which is
Zhongyan E-commerce’s functional currency. Each entity in the Zhongyan Group
determines its own functional currency and items included in the financial statements
of each entity are measured using that functional currency. Foreign currency
transactions recorded by the entities in the Zhongyan Group are initially recorded
using their respective functional currency rates prevailing at the dates of the
transactions. Monetary assets and liabilities denominated in foreign currencies are
translated at the functional currency rates of exchange ruling at the end of each of the
Relevant Period. Differences arising on settlement or translation of monetary items are

recognised in the profit or loss.
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Non-monetary items measured at fair value in a foreign currency are translated
using the exchange rates at the date when the fair value was measured. The gain or
loss arising on translation of a non-monetary item measured at fair value is treated in
line with the recognition of the gain or loss on change in fair value of the item (i.e.
translation difference on the item whose fair value gain or loss is recognised in other
comprehensive income or profit or loss is also recognised in other comprehensive

income or profit or loss, respectively).
Related parties

(a) A person, or a close member of that person’s family, is related to the

Zhongyan Group if that person:
(i)  has control or joint control of the Zhongyan Group;
(i1) has significant influence over the Zhongyan Group; or

(iii) is a member of the key management personnel of the Zhongyan
Group or of a parent of the Zhongyan Group.

(b) An entity is related to the Zhongyan Group if any of the following

conditions applies:

(i) the entity and the Zhongyan Group are members of the same group
(which means that each parent, subsidiary and fellow subsidiary is
related to the others);

(ii) one entity is an associate or joint venture of the other entity (or an
associate or joint venture of a member of a group of which the other

entity is a member);
(iii) both entities are joint ventures of the same third party;

(iv) one entity is a joint venture of a third entity and the other entity is an
associate of the third entity;
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(v) The entity is a post-employment benefit plan for the benefit of
employees of either the Zhongyan Group or an entity related to the
Zhongyan Group. If the Zhongyan Group is itself such a plan, the

sponsoring employers are also related to the Zhongyan Group;

(vi) The entity is controlled or jointly controlled by a person identified in

();

(vii) A person identified in (i)(a) has significant influence over the entity
or is a member of the key management personnel of the entity (or of

a parent of the entity); and

(viii) The entity, or any member of a company of which it is a part,
provides key management personnel services to the Zhongyan Group
or to the Zhongyan Group’s parent.

Close members of the family of a person are those family members who may be
expected to influence, or be influenced by, that person in their dealings with the

entity.
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4. SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES

The preparation of the Zhongyan Group’s Financial Information requires management
to make judgements, estimates and assumptions that affect the reported amounts of
revenues, expenses, assets and liabilities, and their accompanying disclosures, and the
disclosure of contingent liabilities. Uncertainty about these assumptions and estimates could
result in outcomes that could require a material adjustment to the carrying amounts of the
assets or liabilities affected in the future.

Key sources of estimation uncertainty

The key assumptions concerning the future and other key sources of estimation
uncertainty at the end of each of the Relevant Period, that have a significant risk of
causing a material adjustment to the carrying amounts of assets and liabilities within
the next financial year, are described below.

Impairment loss recognised in respect of trade receivables

The Zhongyan Group performs ongoing credit evaluations of its customers and
adjusts credit limits based on payment history and the customers’ current credit-
worthiness, as determined by review of their current credit information under before
the adoption of HKFRS 9. The Zhongyan Group continuously monitors collections
and payments from its customers and maintains a provision for estimated credit losses
based upon its historical experience. Credit losses have historically been within the
Zhongyan Group’s expectations and the Zhongyan Group will continue to monitor the
collections from customers and maintain an appropriate level of estimated credit

losses.

Impairment loss recognised in respect of other receivables, and prepayments and
deposits

The Zhongyan Group estimates the impairment allowances for other receivables,
and prepayments and deposits by assessing the recoverability based on credit history
and prevailing market conditions before the adoption of HKFRS 9. This requires the
use of estimates and judgements. Allowances are applied to other receivables, and
prepayments and deposits where events or changes in circumstances indicate that the
balances may not be collectible. Where the expectation is different from the original
estimate, such difference will affect the carrying amounts of other receivables, and
prepayments and deposits and thus the impairment loss in the period in which such
estimate is changed. The Zhongyan Group reassesses the impairment allowances at the

end of the each reporting period.
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Impairment allowances on loans and interests receivables

The Zhongyan Group reviews its loan portfolios to assess impairment
periodically. In determining whether an impairment loss should be recorded in the
profit or loss, the Zhongyan Group makes judgements as to whether there is any
observable data indicating that there is a measurable decrease in the estimated future
cash flows from a portfolio of loans before the decrease can be identified in that
portfolio. This evidence may include observable data indicating that there has been an
adverse change in the payment status of borrowers in a group (e.g. payment
delinquency or default), or local economic conditions that correlate with defaults on
assets in the Zhongyan Group. Management uses estimates based on historical loss
experience for assets with credit risk characteristics and objective evidence of
impairment similar to those in the portfolio when scheduling its future cash flows.
The methodology and assumptions used for estimating both the amount and timing of
future cash flows are reviewed regularly to reduce any differences between loss
estimates and actual loss.

Provision of ECL

The measurement of impairment losses under HKFRS 9 across all categories of
financial assets requires significant judgment and estimation, in particular, the
assessment of a significant increase in credit risk and credit-impaired financial assets
as well as the estimation of the amount and timing of future cash flows and collateral
values when determining impairment losses. These estimates are driven by a number
of factors, changes in which can result in different levels of allowances. At each
reporting date, the Zhongyan Group assesses whether there has been a significant
increase in credit risk for exposures since initial recognition by comparing the risk of
default occurring over the expected life between the reporting date and the date of
initial recognition. The Zhongyan Group considers reasonable and supportable
information that is relevant and available without undue cost or effort for this
purpose. This includes quantitative and qualitative information and also, forward-

looking analysis.
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Fair value measurement of other financial instruments

When the fair values of financial assets and financial liabilities recorded in
the consolidated statement of financial position cannot be measured based on
quoted prices in active markets, their fair value is measured using valuation
techniques including the discounted cash flow model. The inputs to these models
are taken from observable markets where possible, but where this is not feasible,
a degree of judgement is required in establishing fair values. Judgements include

considerations of inputs such as liquidity risk, credit risk and volatility.
Income taxes

The Zhongyan Group is subject to income taxes in a number of
jurisdictions. Significant judgement is required in determining the provision for
income taxes in various jurisdictions. There are many transactions and
calculations for which the ultimate tax determination is uncertain. The
Zhongyan Group recognises liabilities for anticipated tax audit issues based on
estimates of whether additional taxes will be due. Where the final tax outcome
of these matters is different from the amounts that were initially recorded, such
differences will impact the current and deferred income tax assets and liabilities

in the period in which such determination is made.
Deferred tax

No deferred tax asset has been recognised on the tax losses in Relevant
Period due to the unpredictability of future profit streams. The realisability of
the deferred tax asset mainly depends on whether sufficient future assessable
profits or taxable temporary differences will be available in the future. In cases
where the estimated future assessable profits or taxable temporary differences
are more than those previously estimated, a material recognition of deferred tax
assets may arise, which would be recognised in profit or loss for the period in

which the revised estimate takes place.
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5.  OPERATING SEGMENT INFORMATION

Management has determined the operating segments based on the reports reviewed by
chief operating decision maker. The chief operating decision maker, who is responsible for
allocating resources and assessing performance of the operating segment, has been

identified as the executive directors of the Zhongyan E-commerce.
Information about major customer

The Zhongyan Group has a large number of customers, none of whom
contributed 10% or more of the Zhongyan Group’s revenue during the Relevant
Period.

Operating segment Information

The Zhongyan Group’s operations are organised into trading of consumable
goods and provision of service during the Relevant Period. Information reported to the
chief operating decision maker (“CODM”) for the purpose of resources allocation and
assessment of segment performance is prepared on such basis. The Zhongyan Group is

organised into the following reportable and operating segments:

- Trading of consumable goods represents selling non-cigarette products

through e-commerce platform in the PRC

- Service income represents the provision of the installation of software and
technical supports in the PRC

Segment revenue and results

The following is an analysis of the Zhongyan Group’s revenue and results by

reportable segments.
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For the year ended 31 December 2017

SEGMENT REVENUE
Recognised at a point in time

Recognised over time

SEGMENT RESULTS

Unallocated corporate income

Unallocated corporate expenses

Loss before tax

Income tax expense

Loss for the year
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Trading of
consumable Service
goods income Total
HK$’000 HK$’000 HK$’000
21,826 564 22,390
- 5,139 5,139
21,826 5,703 27,529
(42,401) (39,664) (82,065)
24
(16,090)
(98,131)
(98,131)
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For the year ended 31 December 2018

Trading of
consumable Service
goods income Total
HK$’000 HK$’000 HK$’000
SEGMENT REVENUE
Recognised at a point in time 29,654 — 29,654
Recognised over time — 8,464 8,464
29,654 8,464 38,118
SEGMENT RESULTS (40,915) (43,056) (83,971)
Unallocated corporate income 35
Unallocated corporate expenses (6,163)
Unallocated finance costs (480)
Unallocated impairment loss,
net of reversal (767)
Loss before tax (91,346)
Income tax expense -
Loss for the year (91,346)
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For the year ended 31 December 2019

Trading of
consumable Service
goods income Total
HK$°000 HK$°000 HK$°000
SEGMENT REVENUE
Recognised at a point in time 4,287 — 4,287
Recognised over time — 9,476 9,476
4,287 9,476 13,763
SEGMENT RESULTS (29,425) (55,393) (84,818)
Unallocated corporate income 4,173
Unallocated corporate expenses (1,704)
Unallocated finance costs (246)
Unallocated impairment loss,
net of reversal (8,933)
Loss before tax (91,528)
Income tax expense -
Loss for the year (91,528)

Segment assets and liabilities

The following is an analysis of the Group’s assets and liabilities by reportable

segments.
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At 31 December 2017

Trading of
consumable Service
goods income Total

HK$’000 HK$’000 HKS$’000

ASSETS
Segment assets 772 - 772
Unallocated bank balances and cash 7,375

Unallocated property,

plant and equipment 7,094
Unallocated other receivables,

prepayments and deposits 5,143
Unallocated loans and

interests receivables 5,188
Unallocated amount due from

related companies 1,408
Unallocated loans and interests

receivables from related

company/party 9,548
Consolidated total assets 36,528
LIABILITIES
Segment liabilities 3,867 220,193 224,060
Unallocated other payables 18,569
Consolidated total liabilities 242,629
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At 31 December 2018

Trading of
consumable Service
goods income Total

HK$’000 HK$’000 HKS$’000

ASSETS
Segment assets 1,726 — 1,726
Unallocated bank balances and cash 3,792

Unallocated property,

plant and equipment 3,049
Unallocated other receivables,

prepayments and deposits 6,325
Unallocated loans and

interests receivables 2,430
Unallocated amount due from

related companies 1,355
Unallocated loans and interests

receivables from related

company/party 5,957
Unallocated financial assets at fair

value through profit or loss 353
Consolidated total assets 24,987
LIABILITIES
Segment liabilities 3,474 292,312 295,786
Unallocated other payables 10,350
Unallocated amount due to related

parties 31
Consolidated total liabilities 306,167
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At 31 December 2019

Trading of
consumable Service
goods income Total

HK$’000 HK$’000 HKS$’000

ASSETS
Segment assets 1,883 - 1,883
Unallocated bank balances and cash 1,651

Unallocated property,

plant and equipment 1,363
Unallocated other receivables,

prepayments and deposits 12,087
Unallocated loans and

interests receivables 930
Unallocated amount due from

related companies 1,150
Unallocated loans and interests

receivables from related

company/party 254
Unallocated financial assets at fair

value through profit or loss 1,119
Consolidated total assets 20,437
LIABILITIES
Segment liabilities 17,794 349,123 366,917
Unallocated other payables 20,278
Consolidated total liabilities 387,195
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Other information

For the year ended 31 December 2017

Trading of
consumable Service
goods income  Unallocated Total
HK$°000 HK$°000 HK$°000 HKS$’000
Information included
in segment results/
segment assets:
Depreciation - - 4,594 4,594
Finance costs 18 12,980 - 12,998
Loss on disposal and
written off of property,
plant and equipment - - 19 19
Reversal of impairment loss
on trade and other
receivables - (22) (473) (495)
Impairment loss on loan and
interest receivables 273 - - 273
Impairment loss on loans
and interests receivables
from related company/
party - - 4,357 4,357
Interest income — — (4,071) (4,071)
For the year ended 31 December 2018
Trading of
consumable Service
goods income  Unallocated Total
HKS$’000 HK$°000 HK$°000 HK$°000
Information included
in segment results/
segment assets:
Depreciation - - 3,927 3,927
Finance costs - 25,282 480 25,762
Loss on disposal and
written off of property,
plant and equipment - - 14 14
Impairment loss on trade
and other receivables - 80 597 677
Impairment loss on loan and
interest receivables 323 - - 323
Impairment loss on loans
and interests receivables
from related company/
party - - 6,083 6,083
Interest income — — (7,830) (7,830)
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For the year ended 31 December 2019

Trading of
consumable Service
goods income  Unallocated Total
HK$°000 HK$°000 HK$°000 HK$°000
Information included
in segment results/
segment assets:
Depreciation - - 1,721 1,721
Finance costs 380 26,488 250 27,118
Loss on disposal and
written off of property,
plant and equipment - - 15 15
Impairment loss on trade
and other receivables - 1,250 340 1,590
Impairment loss on loan and
interest receivables 1,202 - - 1,202
Impairment loss on amount
due from related
company/party - - 6,141 6,141
Interest income — — (1,278) (1,278)

Information about geographical area

The major operating entity of the Zhongyan Group is domiciled in the PRC.
Accordingly, all of the Zhongyan Group’s revenue were derived in the PRC during the

Relevant Period.

As at 31 December 2017, 2018 and 2019, all of the non-current assets were
located in the PRC.
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6. REVENUE

Revenue represents income from the trading of consumable goods, providing E-
commerce platform to customers and providing the installation of software and technical

supportings during the Relevant Period.

The amounts of each significant category of revenue recognised during the Relevant

Period are as follows:

Year ended 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Trading income 21,826 29,654 4,287
Commission fee 564 344 394
Service fee 5,139 7,438 8,114
Software development fee - 682 968

27,529 38,118 13,763

Timing of revenue recognition

At point of time 22,390 29,654 4,287
Over time 5,139 8,464 9,476
27,529 38,118 13,763
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7. LOSS FOR THE YEAR

Zhongyan Group’s loss for the Relevant Period is stated after charging (crediting) the

following:

Depreciation of property, plant and
equipment

Impairment loss an trade and other
receivables, net of reversal
(reversal of impairment loss)

Impairment loss on loans and interest
receivables, net of reversal

Impairment loss on amount due from
related Companies, net of reversal

Cost of inventories recognised
as expense

Rents and rates

Staff costs (including director’s

emoluments)

Year ended 31 December

2017 2018 2019
HK$’000 HK$’000 HKS$’000
4,594 3,927 1,721
(495) 677 1,590

273 323 1,202
4,357 6,083 6,141
18,426 24,050 3,521
3,989 3,186 2,433
63,396 47,064 44,075

8.  DIRECTORS’ EMOLUMENTS AND FIVE HIGHEST PAID INDIVIDUALS

Directors’ emoluments

(a)

Directors’ emoluments paid to each of the directors of the Zhongyan Group

during the Relevant Period is as follows:

Year ended 31 December 2017

Fees
HKS$°000

Name of director

Chen Zheng -

Pension

Salaries and scheme
other benefits contribution Total
HKS$°000 HKS$°000 HK$°000
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Year ended 31 December 2018

Pension
Salaries and scheme
Name of director Fees  other benefits contribution Total
HK$°000 HK$°000 HK$°000 HKS$°000
Chen Zheng - - - -
Year ended 31 December 2019
Pension
Salaries and scheme
Name of director Fees  other benefits contribution Total
HK$°000 HK$°000 HK$°000 HK$’000

Chen Zheng - - - -

(b) Five highest paid individuals

The emoluments paid/payable to the five individuals whose emoluments were the
highest in the Zhongyan Group during the Relevant Period are as follows:

Year ended 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Salaries and other employee
benefits 4,377 4,335 3,752
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The emoluments paid/payable to the above non-director individuals during the
Relevant Period fell within the following band:

Year ended 31 December
2017 2018 2019
HK$’000 HK$°000 HK$°000

Nil to HK$1,000,000 5 5 5

9. INCOME TAX EXPENSE

Year ended 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Current income tax — _ _

The PRC income tax for the Relevant Period was calculated at 25% of the estimated

assessable profits arising from the PRC.

A reconciliation of income tax expense applicable to loss before tax using the PRC
statutory tax rate to the tax expense, is as follows:

Year ended 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Loss before tax (98,131) (91,346) (91,528)

Tax at the PRC enterprise

income tax rate of 25% (24,533) (22,836) (22,882)
Tax effect of expenses not deductible for

tax purpose 498 453 669
Tax effect of income not taxable for tax

purpose (934) - (1,673)
Tax effect on temporary differences not

recognised 64 259 26
Tax effect on tax losses

not recognised 24,905 22,124 23,860

Income tax expense — — -
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Deferred tax assets in respect of unused tax losses has not been recognised in the
financial statements due to the unpredictability of future profit stream against which the tax
losses can be utilised. The Zhongyan Group has unused tax losses of approximately
HK$447,373,000 available to offset against future profits at 31 December 2019. The tax

losses of the entities operating in Mainland China can be carried forward for 5 years.
10. DIVIDENDS

No dividend was paid or proposed to the shareholders of Zhongyan E-commerce

during the Relevant Period.
11. EARNINGS PER SHARE

Earnings per share information is not presented as its inclusion, for the purpose of this

report, is not considered meaningful.
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12.

PROPERTY, PLANT AND EQUIPMENT

COST
At | January 2017

Additions
Disposals
Exchange realignment

At 31 December 2017 and
1 January 2018

Additions
Disposals
Exchange realignment

At 31 December 2018 and
1 January 2019

Additions

Disposals

Elimination on disposal of a subsidiary
Exchange realignment

At 31 December 2019

Motor Furniture Leasehold

Machineries vehicles  and fittings improvement Total
HK$’000 HK$’000 HK$’000 HKS$’000 HK$’000
420 463 3,459 13,677 18,019

- - 390 - 390
- - (28) - (28)

31 35 321 1,029 1,416

451 498 4,142 14,706 19,797

6 - 441 - 447
- (415) (323) - (738)
(24) (83) (278) (763) (1,148)

433 - 3,982 13,943 18,358

60 - 298 255 613

(37) - (778) - (815)

- - (32) - (32)

(8) - (62) (736) (806)

448 — 3,408 13,462 17,318
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Motor Furniture Leasehold
Machineries vehicles  and fittings improvement Total
HK$’000 HKS$000 HK$’000 HK$’000 HKS$’000

ACCUMULATED DEPRECIATION

At 1 January 2017 28 156 672 6,516 7,372
Charge for the year 84 93 732 3,685 4,594
Disposals - - (6) - (6)
Exchange realignment 6 16 80 641 743

At 31 December 2017 and

1 January 2018 118 265 1,478 10,842 12,703
Charge for the year 87 32 873 2,935 3,927
Disposals - (294) (229) - (523)
Exchange realignment (10) (3) (103) (682) (798)

At 31 December 2018 and

1 January 2019 195 - 2,019 13,095 15,309
Charge for the year 84 - 816 821 1,721
Disposals (24) - (444) - (468)
Elimination on disposal of a subsidiary - - (13) - (13)
Exchange realignment (4) - (41) (549) (594)
At 31 December 2019 251 - 2,337 13,367 15,955

CARRYING AMOUNTS

At 31 December 2019 197 — 1,071 95 1,363
At 31 December 2018 238 — 1,963 848 3,049
At 31 December 2017 333 233 2,604 3,864 7,094

The above items of plant and equipment are depreciated on a straight-line basis at the
following rates per annum:

Machineries 5 years
Motor vehicles 5 years
Furniture and fittings 3-5 years
Leasehold improvement 5 years
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13. INVENTORY

Finished goods

As at 31 December
2017 2018 2019
HK$°000 HK$°000 HK$°000

509 579 343

14. LOANS AND INTERESTS RECEIVABLES

Unsecured loans

Less: impairment allowance

As at 31 December
2017 2018 2019
HKS$’000 HKS$’000 HK$’000

5,461 3,012 2,705
(273) (582) (1,774)
5,188 2,430 931

As at 31 December 2017, 2018 and 2019, the unsecured loan receivables are loans to

the independent third parties in loan financing

and bear interests at rates 10% per annum.

business, which are denominated in RMB

Before granting loans, the Zhongyan Group uses internal credit assessment process to

assess the potential borrower’s credit quality and defines its credit limits granted to the

borrowers. The credit limits attributed to the borrowers are reviewed by the management

regularly.

The Zhongyan Group has a policy for assessing the impairment on the loan

receivables on an individual basis. The assessment also includes evaluation of collectability

and on management’s judgment, including the current creditworthiness, collateral and past

collection history of each borrower.
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In determining the recoverability of the loan receivables, the Zhongyan Group
considers any change in the credit quality of the loan receivables from the date of credit
was initially granted up to the reporting date. This includes assessing the credit history of
the borrowers, such as financial difficulties or default in payments, and current market
conditions. Besides, the Zhongyan Group considers that the amounts are considered
recoverable given the fair values of the pledged collateral or guarantees received are

sufficient to cover the entire balance on individual basis.

An ageing analysis of the loans and interests receivables that are individually not
considered to be impaired as at the end of the reporting period, based on the payment due
date, is as follows:

As at 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Neither past due nor individually

impaired 5,188 — 43
Less than 1 month past due - - -
1 to 3 months past due - 2,430 -
3 to 6 months past due - - 60
6 months to less than 1 year past due - - 828

5,188 2,430 931

Loans receivables that were neither past due nor individually impaired relate to a
number of diversified borrowers for whom there was no recent history of default.

In respect of the loans which have been past due for less than one month, the amounts
mainly represent occasional delay in repayment and are not indication of significant

deterioration of credit quality of these loans.
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The movements in impairment allowance of loans and interests receivables are as

follows:

As at 31 December

2017 2018 2019

HK$’000 HK$’000 HKS$’000

Balance at beginning of the year - 273 582

Impairment allowance recognised 273 323 1,202
Amounts written off during the year as

uncollectible - - -

Exchange realignment - (14) (10)

Balance at end of the year 273 582 1,774

The impaired loans receivables relate to borrowers that were in default and the loans

and interests receivables were not expected to be recoverable.

15. TRADE, OTHER RECEIVABLES, PREPAYMENT AND DEPOSITS

Trade receivables
Less: impairment allowance

Other receivables
Less: impairment allowance

Deposits
Prepayments
Less: impairment allowance

As at 31 December

2017 2018 2019
HKS$°000 HKS$’000 HKS$’000
277 1,241 1,970
a4) 93) (430)
263 1,148 1,540
3,940 3,663 3,261
(231) (816) (1,969)
3,709 2,847 1,292
406 543 10,572
1,029 2,935 307
— — (84)
1,435 3,478 10,795
5,407 7,473 13,627
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As at 31 December 2017, 2018 and 2019, the following trade receivables, net of
impairment, were past due but not impaired. These relate to numbers of independent
customers for whom there is no recent history of default. The aging analysis of these trade

receivables is as following:

As at 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Within 1 year 263 1,148 1,389
Between 1 and 2 years - - 151
Between 2 and 3 years - - -

Over 3 years — — —

263 1,148 1,540

The movements in impairment allowance on trade receivables are as follows:

As at 31 December
2017 2018 2019
HK$°000 HK$°000 HK$°000

Balance at beginning of the year 34 14 93
(Reversal of) Impairment loss recognised (22) 80 339
Exchange realignment 2 (1) (2)
Balance at end of the year 14 93 430
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16.

The movements in impairment allowance on other receivables are as follows:

As at 31 December
2017 2018 2019
HK$°000 HK$°000 HK$°000

Balance at beginning of the year 655 231 816
(Reversal of) Impairment loss recognised 473) 597 1,167
Exchange realignment 49 (12) (14)
Balance at end of the year 231 816 1,969

FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

As at 31 December
2017 2018 2019
HK$°000 HK$°000 HK$°000

Financial products — 353 1,119

The balance represented financial investment products issued by a bank in PRC with

variable return.

17.

BANK BALANCES AND CASH

As at 31 December
2017 2018 2019
HK$°000 HK$°000 HK$°000

Bank balances and cash 7,375 3,792 1,651

As at 31 December 2017, 2018 and 2019, bank balances carry interest at prevailing

market rates which range from Nil to 0.30%, Nil to 0.30% and Nil to 0.30% per annum,
respectively.
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18.

19.

20.

TRADE, OTHER PAYABLES AND ACCRUALS

As at 31 December
2017 2018 2019
HK$°000 HK$°000 HK$°000

Trade payables 3,799 2,336 2,704
Accruals 4,607 5,291 7,356
Other payables 3,463 5,059 12,095
Receipts in advance from customers 973 — —
12,842 12,686 22,155

BORROWINGS
2017 2018 2019

HKS$°000 HKS$°000 HKS$°000

Loan from independent third parties,

unsecured (Note) - - 796
Interest payable — — 31
Balance at end of the year — — 827
Note:

It was consisted of two loans denominated in Renminbi. Loan amounts approximately HK$124,579
(RMB114,000) and approximately HK$670,980 (RMB600,000) bear interest at 18.25% and 12% per annum

respectively.

SHARE CAPITAL

As at 31 December
2017 2018 2019
HK$’000 HK$'000 HK$ 000

Registered issued and
paid up capital 253,520 253,520 253,520

The Zhongyan E-commerce was incorporated on 21 November 2014 with registered

capital of RMB200,000,000 (approximately HK$253,520,000).
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21. RELATED PARTY TRANSACTIONS

(a)

In addition to those disclosed in other sections of the consolidated financial
statements, the Zhongyan Group undertook the following transactions with

related parties during the years:

Year ended 31 December
2017 2018 2019
Notes HK$’000 HK$’000 HK$’000

Interest expenses (i)

— Wangxin Technology (11,740) (23,317) (24,537)
— TR P S

PEAT IR ]

(Zhongyan Xin

Shangmeng

Commercial

Logistic Holdings

Limited*) (1,240) (2,374) (2,270)
— Xin Yunlian Digital - - (34)

Interest income (ii)
— b a2
BEHRA T
(Beijing Huapu
United Commercial
Investment
Company
Limited*) 1,568 1,666 -
— Related Party A 507 523 501

Revenue — Service (ii1)
income - 89 -

* The English transliteration of Chinese name is included in this circular for reference only and
should not be regarded as its official English name.

Notes:

(i) Interest expense was charged by Wangxin Technology at interest rate ranging at 10% to 15%
and terms as agreed by both parties involved. Interest expense was charged by Zhongyan Xin
Shangmeng Commercial Logistic Holdings Limited at interest rate ranging from 8% to 10%
and terms as agreed by both parties involved.

(ii)  Interest expense charged to Beijing Huapu United Commercial Investment Company Limited
at interest rate 4.35% and terms as agreed by both parties involved. Interest income charged to

Related Party A at interest rate 4.35% and terms as agreed by both parties involved.

(iii)  Service income which received from related companies were carried out on commercial terms
and conditions.
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(b) Amounts due from/(to) related companies/party

As at the end of each of the Relevant Period, the amounts due from/(to) related
companies/related party listed as follows were unsecured, interest-free and repayable

on demand:

As at 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Amount due from related
companies
— PRV 5 E R AR IR A A
(Shanxi Yiyun Network
Technology Company
Limited*) 1,408 1,334 1,127
— Wangxin Xin Yunlian
Financial Information
Service (Zhejiang) Company
Limited (“Xin Yunlian
Financial”) (Note ii) - 20 23

1,408 1,354 1,150

As at 31 December
2017 2018 2019
HK$’000 HK$’000 HK$’000

Amount due to a related company
— Beijing Huapu United
Commercial Investment

Company Limited - 31 -
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As at 31 December
2017 2018 2019
HK$’000 HK$°000 HK$°000

Maximum amount due from related
companies during the year
— BV 5 BB R A
(Shanxi Yiyun Network
Technology Company

Limited*) 1,408 1,334 1,311
— Xin Yunlian Financial (Note ii) - 20 77
1,408 1,354 1,388

Note i: The amount due from/(to) related companies/related party are unsecured, interest free
and repayable on demand. Shanxi Yiyun Network Technology Company Limited is
holding by the related party A. Related Party A is the non-controlling interests of

Zhongyan Xin Shangmeng (Shanxi) E-commerce Limited.

Note ii: Zhongyan E-commerce has become an associate companies of the Target Group on

1 November 2019. And Xin Yunlian Financial is a subsidiary of the Target Group.

* The English transliteration of Chinese name is included in this circular for reference

only and should not be regarded as its official English name.
Loans and interests receivables from related company/party

The loans and interests receivables from related party, Related Party A, of
HK$12,000,000, HK$11,880,000 and HK$12,042,000 at 31 December 2017,
2018 and 2019 respectively are unsecured, interest bearing at 4.35% and
repayable within one year. The loans and interests receivables from related
company, Beijing Huapu United Commercial Investment Company Limited
which is the non-controlling interests of Zhongyan Group, of HK$37,854,000,
HK$38,394,000 and HK$37,715,000 at 31 December 2017, 2018 and 2019
respectively are unsecured, interest bearing at 4.35% and repayable within one
year. The accumulated impairment loss on the loans and interests receivables
from related company, The accumulated impairment loss on the loans and
interests receivables from related company, Beijing Huapu United Commercial
Investment Company Limited, is HK$37,854,000, HK$38,394,000 and
HK$37,715,000 at 31 December 2017, 2018 and 2019 respectively.
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Loans from shareholders

The loans from Wangxin Technology of amount HK$195,274,000,
HK$237,224,000 and HK$326,245,000 at 31 December 2017, 2018 and 2019
respectively are unsecured, interest bearing from 7.5% to 10.0% and repayable
within one year. The interest payable to Wangxin Technology were 10,499,000,
HK$32,319,000, and HKS$3,209,000 at 31 December 2017, 2018 and 2019
respectively. The loans from shareholder, Zhongyan Xin Shangmeng Commercial
Logistic Holdings Limited, of amount HK$24,014,000, HK$22,768,000 and
HK$22,372,000 at 31 December 2017, 2018 and 2019 respectively are unsecured
interests bearing from 8% to 10% and repayable within one year. The interest
payable to Zhongyan Xin Shangmeng Commercial Logistic Holdings Limited
were HK$2,237,000 at 31 December 2019.

(¢) Compensation of key management personnel

The director of the Zhongyan E-commerce is the only key management
personnel of the Zhongyan E-commerce, neither of whom has received emolument in

respect of her service rendered to the Zhongyan Group during the Relevant Period.
22. OPERATING LEASE
Zhongyan Group as lessee

Zhongyan Group recognised minimum lease payments in respect of its fitness
premises amounting to approximately HK$3,989,000 and HK$3,186,000 during the
years ended 31 December 2017 and 2018, respectively.

At the end of each of the Relevant Period, Zhongyan Group had commitments
for future minimum lease payments under non-cancellable operating leases which fall

due as follows:

As at 31 December
2017 2018
HK$°000 HK$°000

Within one year 3,096 1,590

In the second to fifth year inclusive — —

3,096 1,590
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23. CONTINGENT LIABILITIES

As at the end of the Relevant Period, Zhongyan Group did not have any significant

contingent liabilities.

24. RECONCILIATION OF LIABILITIES ARISING FROM FINANCING
ACTIVITIES

The table below details changes in the Zhongyan Group’s liabilities arising from
financing activities, including both cash and non-cash changes. Liabilities arising from
financing activities are those for which cash flows were, or future cash flows will be,
classified in the Zhongyan Group’s consolidated statement of cash flows as cash flows from
financing activities.

Loans from

Borrowings shareholders Total
HK$’000 HKS$°000 HKS$°000
At 1 January 2017 - 111,724 111,724
Proceeds from financing cashflow - 116,819 116,819
Financing cash outflows - (23,066) (23,066)
Finance cost - 11,758 11,758
Exchange realignment — 12,552 12,552
At 31 December 2017 and 1 January
2018 - 229,787 229,787
Proceeds from financing cashflow - 52,733 52,733
Finance cost - 23,388 23,388
Exchange realignment - (13,597) (13,597)
At 31 December 2018 and 1 January
2019 - 292,311 292,311
Proceeds from financing cashflow 796 329,296 330,092
Financing cash outflows - (234,792) (234,792)
Finance cost 32 27,086 27,118
Exchange realignment (1) (59,838) (59,839)
At 31 December 2019 827 354,063 354,890
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25. EVENTS AFTER THE REPORTING PERIODS
Impact of Novel Coronavirus Outbreak to Zhongyan Group

Since January 2020, the outbreak of Novel Coronavirus (““COVID-19”) has
impact on the global business environment. Up to the date of these financial results,
COVID-19 has not resulted in material impact to Zhongyan Group. Pending on the
development and spread of COVID-19 subsequent to the date of these financial
results, further changes in economic conditions for Zhongyan Group arising thereof
may have impact on the financial results of Zhongyan Group, the extent of which
could not be estimated as at the date of these financial results. Zhongyan Group will
keep continuous attention on the situation of the COVID-19 and react actively to its
impact on the financial position and operating results of Zhongyan Group.

26. CAPITAL RISK MANAGEMENT

The Zhongyan Group manages its capital to ensure that entities in the Zhongyan
Group will be able to continue as a going concern while maximising the return to
shareholders through the optimisation of the debt and equity balance. The Zhongyan
Group’s overall strategy remains unchanged throughout the Relevant Period.

The capital structure of the Zhongyan Group consists of debts (mainly including
borrowings, amount due to related companies, amount due to a non-controlling interests,
amount due to a director and loans from a non-controlling interests), net of bank balances
and cash, and equity attributable to owners of the Zhongyan E-commerce, comprising
registered capital and reserves.

The management of the Zhongyan Group reviews the capital structure from time to
time. As part of this review, the management of the Zhongyan Group considers the cost of
capital and the risks associated with each class of capital. Based on recommendations of the
director of the Zhongyan Group, the Zhongyan Group will balance its overall capital
structure through issue of capital as well as the issue of new debt or the redemption of

existing debts.
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27.

FINANCIAL INSTRUMENTS
Categorise of Financial Instruments

As at 31 December

2017 2018 2019
HK$°000 HK$°000 HK$°000
The Zhongyan Group
Financial assets
Financial assets at amortised cost (including
cash and cash equivalents) - 17,527 8,019
Loans and receivables (including cash and
cash equivalents) 27,489 - -
Financial assets at fair value through profit
or loss - 353 1,119
27,489 17,880 9,138
Financial liabilities
Amortised costs 237,083 299,566 369,430
237,083 299,566 369,430

Financial Risk Management Objectives and Policies

The Zhongyan Group’s major financial instruments include bank balances,
amount due from/(to) related companies, financial assets at fair value through profit or
loss, trade and other receivables, deposits, loans and interests receivables, trade and
other payables, and amount due to non-controlling interests. Details of the financial
instruments are disclosed in respective notes. The risks associated with these financial
instruments include market risk (i.e. interest rate risk), credit risk and liquidity risk.
The policies on how to mitigate these risks are set out below. The management of the
Zhongyan Group manages and monitors these exposures to ensure appropriate

measures are implemented on a timely and effective manner.
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The Zhongyan Group’s operations were all carried out in the PRC during the
Relevant Period and it mainly earned revenue and incurred costs and expenses in
RMB, the management of the Zhongyan Group assessed that currency risk is
insignificant. The Zhongyan Group is exposed to other financial risks, including
principally interest rate risk, credit risk and liquidity risk. Continuous monitoring of
these risks ensures that the Zhongyan Group is protected against any adverse effects

of such risks so far as it is possible and foreseeable.
Interest rate risk

The Zhongyan Group is exposed to cash flow interest rate risk in relation to
floating-rate bank balances. The Zhongyan Group currently does not have an interest
rate hedging policy. However, the management monitors interest rate exposure and
will consider hedging significant interest rate exposure should the need arise.

Credit risk and impairment assessment

The Zhongyan Group’s maximum exposure to credit risk in relation to each class
of recognised financial assets is the carrying amount of those assets. The Zhongyan
Group’s credit risk is primarily attributable to its trade and other receivables, deposits,
loans and interests receivables and amount due from related companies. In order to
minimise the credit risk, the Zhongyan Group’s management continuously monitors
the level of exposure to ensure that follow-up action is taken to recover overdue
debts. In addition, the Zhongyan Group reviews the recoverable amount of each
individual debt at the end of each reporting period to ensure that adequate impairment
losses are made for irrecoverable amounts, and reviews ECL to ensure financial assets
are correctly measured to reflect the credit risk. In this regard, the director of the
Zhongyan Group considers that the Zhongyan Group’s credit risk is significantly

reduced.
Trade receivables

For trade receivables, the Zhongyan Group has applied the simplified approach
in HKFRS 9 with reference to the assessment from independent professional qualified
valuer to measure the loss allowance at lifetime ECL. The Zhongyan Group
determines the ECL on these items on individual basis, estimated based on historical
credit loss experience based on the past default experience of the debtor, general
economic conditions of the industry in which the debtors operate and an assessment of
both the current as well as the forecast direction of conditions at the reporting date.
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Other receivables, deposits, and loans and interests receivables

For other receivables and deposits and loans and interests receivables, the
Zhongyan Group has applied the general approach in HKFRS 9 with reference to the
assessment from independent professional qualified valuer to measure the loss
allowance approximate to such at 12m ECL when the Directors did not expect any
significant increase in credit risk. The Zhongyan Group determines the ECL on these
items by assessed individually for certain debtors with disputes, estimated based on
historical credit loss experience on the past default experience of the debtor, general
economic conditions of the industry in which the debtors operate and an assessment of
both the current as well as the forecast direction of conditions at the reporting date.

Bank balances

The restricted bank balance and bank balances are determined to have low risk
at the end of the Relevant Period. The credit risk on restricted bank balance and bank
balances is limited because the counterparties are reputable banks and the risk of

inability to pay or redeem at the due date is low.
Liquidity risk

Management aims to maintain sufficient cash to meet funding requirement for
operations and monitor rolling forecasts of Zhongyan Group’s cash on the basis of

expected cash flows.

The table below analyses Zhongyan Group’s non-derivative financial liabilities
into relevant maturity grouping based on the remaining period at the balance sheet
date to the contractual maturity date. The amounts disclosed in the table are the

contractual undiscounted cash flows.
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Liquidity table

As at 31 December 2017

Weighted
average Total Carrying
effective Less than 3 months to More than  undiscounted amount at
interest rate 1 month 1-3 months 1 year 1 year cash flows 31.12.2017
HK$’000 HKS$’000 HK$’000 HKS$°000 HKS$’000 HK$°000

Non-derivative financial
liabilities

Trade and other payables - 7,296 - - - 7,296 7,296
Loan from shareholders 10% 12,327 48,303 180,346 - 241,476 229,787

19,623 48,303 180,346 - 248,772 237,083
As at 31 December 2018
Weighted
average Total Carrying
effective Less than 3 months to More than  undiscounted amount at
interest rate 1 month 1-3 months 1 year 1 year cash flows 31.12.2018
HKS$°000 HKS$°000 HKS$°000 HKS$°000 HKS$’000 HKS$°000
Non-derivative financial
liabilities
Trade and other payables - 7,224 - - - 7,224 7,224
Amount due to related party - 31 - - - 31 31
Loan from shareholders 10% 64,582 42,243 214,425 - 321,250 292,311
71,837 42,243 214,425 - 328,505 299,566
As at 31 December 2019
Weighted
average Total Carrying
effective Less than 3 months to More than  undiscounted amount at
interest rate 1 month 1-3 months 1 year 1 year cash flows 31.12.2019
HKS$°000 HK$’000 HK$’000 HKS$°000 HK$000 HK$’000
Non-derivative financial
liabilities
Trade and other payables - 14,540 - - - 14,540 14,540
Borrowings 12% 461 255 114 - 830 827
Loans from shareholders 10% 8,351 5,810 370,898 - 385,059 354,063

23,352 6,065 371,012 - 400,429 369,430
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28. FAIR VALUE MEASUREMENTS OF FINANCIAL INSTRUMENTS

Some of the Zhongyan Group’s financial assets are measured at fair value at the end
of each reporting period. The following table gives information about how the fair values of

these financial assets is determined (in particular, the valuation technique(s) and inputs

used).
Fair value as at Fair value Valuation technique and key
Financial assets 3171212017 31/12/2018  31/12/2019  hiarachy input(s)
HK$’000  HK$°000  HKS$’000
Investment in low risk bank financial - 353 1,119 Level 3 Discounted cash flow. Future cash

products flows are estimated based on
expected applicable yield of the
underlying investment portfolio

The following table represents the changes in Level 3 financial assets at FVTPL
during the Relevant Period.

As at 31 December
2017 2018 2019
HK$°000 HK$°000 HK$°000

At beginning of the year - - 353
Addition - 7,964 8,092
Disposal - (7,596) (7,093)
Total gain recognised in profit or loss - (105) 26
Exchange realignment — 90 (259)
At end of the year — 353 1,119
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The following management discussion and analysis is based on the consolidated financial
information included in the accountants’ report on historical financial information of Zhongyan
E-commerce as set out in Appendix IV to this circular for the three years ended 31 December
2017, 2018 and 2019 (the “Track Record Period”).

BUSINESS REVIEW

Zhongyan E-commerce is the sole operator of an internet platform which enables 5.6
million tobacco retailers across the nation to conduct non-cigarette business. Leveraging
substantial channel resources of more than 5.6 million off-line tobacco retail terminals across the
nation, and benefited from the strong research, development and application capabilities in
technologies of Zhejiang University, Zhongyan E-commerce has provided business to business e-
commerce solutions to tobacco retailers.

FINANCIAL RESULTS

The extracts of combined financial results of the Zhongyan E-Commerce for the Track
Record Period is illustrated as below:

(HK$°000) 2017 2018 2019
Revenue 27,529 38,118 13,763
Cost of sales (22,686) (32,101) (8,174)
Gross profit 4,843 6,017 5,589
Administrative expenses (89,633) (68,167) (62,832)
Loss for the year (98,131) (91,346) (91,528)

The segment results of the Zhongyan E-Commerce for the Track Record Period is

illustrated as below:

Segment revenue
(HK$°000) 2017 % 2018 % 2019 %

Trading of consumable

goods 21,826 79% 29,654 78% 4,287 31%
Service income 5,703 21% 8,464 22% 9,476 69%
Total revenue 27,529 100% 38,118 100% 13,763 100%
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Segment profit (loss) (HK$°000) 2017 2018 2019

Segment (loss) profit from trading of

consumable goods (42,401) (40,915) (29,425)
Segment loss from service income (39,664) (43,056) (55,393)
Total segment loss for the year (82,065) (83,971) (84,818)

Zhongyan E-commerce recorded revenue of approximately HK$27.5 million, HK$38.1
million and HK$13.8 million for each of the years ended 31 December 2017, 2018 and 2019,
respectively. The revenue picked up in 2018 and recorded an increase of HK$10.6 million, which
was mainly contributed by the improvement in trading revenue and increase in service fee which
is service income for provision of the installation of software and technical support service.
During the year ended 31 December 2019, the revenue mainly comprised of the service fee which
increased by approximately 12% compared to the year ended 2018 as a result of the continued
provision of such software support service. Also, starting in 2019, Zhonggyan E-commerce
started to charge product suppliers commission on each trading transaction took place on its
platform which also further contributed to the growth. By the end of 2018, the management
decided to scale down the trading of consumable goods as the competition was keen and the
costs involved in operating the business was substantial. As a result, revenue from trading of

consumable goods dropped greatly in 2019.

The segment loss from the service income increased from 2018 to 2019, as Zhongyan E-
commerce changed the operation from conducting trading transactions on the e-commerce
platform to provide the platform for suppliers to trade with the registered users and receiving
service income, the majority of administrative expenses were allocated to the service segment
instead of the trading of consumable goods segment, thus resulting in an increase in segment loss
of service segment. The management will continue to implement cost control measures in 2020

and the overall administrative expenses are expected to be reduced.

Zhongyan E-commerce incurred costs of sales of approximately HK$22.7 million, HK$32.1
million and HK$8.2 million for the years ended 31 December 2017, 2018 and 2019, respectively.
The cost of sales mainly comprised of the cost of trading. The decrease in cost of sales in the
relevant period under review are generally due to the downsizing of the trading operation on the

platform.

Administrative and other operating expenses amounted to approximately HK$89.6 million,
HK$68.1 million and HK$62.8 million for each of the years ended 31 December 2017, 2018 and
2019, respectively. Administrative and other operating expenses mainly comprised of staff cost,
logistics cost and cost of advertisement. The Group is undergoing a restructuring and the number
of staff will be reduced in order to minimize cost and improve the overall efficiency starting in
late 2019.
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Finance cost

Finance cost mainly represents interest expense charged by the related parties at interest

rate ranging from 8% — 15% during the periods under review.

Overall speaking, the loss incurred during the Track Record Period is due to the significant
expenses incurred in heavy staffing costs in developing the E-commerce platform operation. Such
expenses are expected to greatly reduce in near future as the restructuring commenced in late
2019.

FINANCIAL POSITION

Set out below is the financial position of Zhongyan E-commerce for the Track Record as

extracted from the accountants’ report set out in Appendix IV to this circular:

For the year ended 31 December
2017 2018 2019
HK$°000 HK$°000 HK$°000

Non-current assets 7,094 3,049 1,363
Current assets 29,434 21,938 19,074
Total assets 36,528 24,987 20,437
Current liabilities (242,629) (306,167) (387,195)
Total liabilities (242,629) (306,167) (387,195)
Net liabilities (206,101) (281,180) (366,758)

Capital deficiency attributable to owners of
Zhongyan E-commerce (192,013) (263,146) (345,579)

Non-controlling interests (14,088) (18,034) (21,179)

Assets

The decrease in total asset from HK$36.5 million in 31 December 2017 to HK$25.0 million
in 31 December 2018 was mainly due to the decrease in bank balances and cash and amount due

from related companies.
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Liabilities

The further increase in total liabilities of Zhongyan E-commerce from 31 December 2017 to

31 December 2018 was primarily attributable to the increase in amount due to related companies.

Total liabilities continue to increase as at 31 December 2019, which was mainly attributable

to the further increase in amount due to related companies.
CAPITAL STRUCTURE, LIQUIDITY AND FINANCIAL RESOURCES
Capital structure

The primary objectives of Zhongyan E-commerce’s capital management are to safeguard
Zhongyan E-commerce’s ability to continue as a going concern and to maintain healthy capital

ratios in order to support its business and maximise shareholders’ value.

Zhongyan E-commerce manages its capital structure and makes adjustments to it in light of
changes in economic conditions and the risk characteristics of the underlying assets. To maintain
or adjust the capital structure, Zhongyan E-commerce may adjust the dividend payment to
owners, return capital to owners or request additional capital from owners. Zhongyan
E-commerce is not subject to any externally imposed capital requirements. No changes were
made in the objectives, policies or processes for managing capital during the Track Record
Period.

Funding and treasury policy

Zhongyan E-commerce has adopted a prudent funding and treasury policy towards its

overall business operations with an aim to minimise its financial risks.
Cash resources

Zhongyan E-commerce financed working capital and capital expenditures principally

through the utilisation of short term bank borrowings and loans from related parties.
Borrowings and facilities

Zhongyan E-commerce did not had any borrowings saved as amount due to non-controlling

interest and amount due to related companies.
Gearing ratio

As at 31 December 2017, 31 December 2018 and 31 December 2019, the equity of
Zhongyan E-commerce is in a net deficit position due to accumulated losses. Presentation of the
gearing ratio of Zhongyan E-commerce is therefore not meaningful.
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EMPLOYEES AND REMUNERATION POLICIES

Zhongyan E-commerce employed a total of 193, 218 and 151 full-time employees as at
31 December 2017, 2018 and 2019, respectively. Staff costs for the years ended 2017, 2018 and
2019 were HK$66.5 million, HK$63.4 million and HK$35.2 million respectively. Zhongyan
E-commerce provides its employees with competitive remuneration and contributes to the
necessary defined benefit or contribution pension plans in complying with relevant regulatory

requirements.
FOREIGN EXCHANGE EXPOSURE

As at 31 December 2017, 31 December 2018 and 31 December 2019, the bank balances and
cash of Zhongyan E-commerce were mainly held in Renminbi and therefore Zhongyan

E-commerce had no foreign exchange exposure.
PLEDGE OF ASSETS

As at 31 December 2017, 2018 and 2019 the Target Group had no pledge of assets.
CAPITAL COMMITMENTS

As at 31 December 2017, 31 December 2018 and 31 December 2019, the Target Group had

no capital commitments.
Contingent liabilities

The Target Group did not have any contingent liabilities as at 31 December 2019.
ACQUISITION AND DISPOSAL AND SIGNIFICANT INVESTMENTS

Zhongyan E-commerce did not have any significant investment, material acquisition or
disposal during each of the years ended 31 December 2017, 201