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Corporate Portfolio

DAEBER

HC Group Inc. (the “Company”) and its subsidiaries (collectively, the
“Group”) endeavour to become a leading industrial internet group
in the People’s Republic of China (the “PRC” or “China”). Since its
establishment in 1992, the Group has been engaged in pragmatic and
robust development. The Company was successfully listed on the GEM
of The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) in
2003. The Company successfully transferred its listing to the Main Board
of the Stock Exchange in 2014.

With its vision of “Striving to Becoming a Leading Industrial Internet
Group in China” and its mission to “Empower Traditional Industries with
the Internet and Data” the Group’s industrial internet ecosystem focuses
on two key areas — (i) Technology driven new retail and (ii) Smart
Industries.

Technology driven new retail: With zol.com.cn (ZOL) as the principal
entity, the strategic objective of this segment is to create user diffusion
with useful, interesting and in-depth professional content, enhance
user stickiness, and improve industry influence, to precipitate data
asset and build competitive barriers, by applying decision-making
scenarios to model, parameterize and algorithmize users’ purchasing
decision-making and to transform high quality and efficiency into core
judgments for customer products and services, establishing long term
advantage. Meanwhile, with the channel data collected from small
b and data analysis, the Group can provide comprehensive “online +
offline” marketing solutions to corporate customers (big B) as well as
the solutions to core requirements of various parties along the 3C and
home appliances industrial chain, forming a B2B2C business model.

Smart industries: This segment integrates several well-developed vertical
“runways” of the Group, including “PanPass” (a standard setter in the
anti-counterfeit traceability industry and the provider of loT solutions
for digital transformation) and “Union Cotton” (an integrated e-business
service platform that covers the entire industrial chain of cotton.
“Focus” and "Emphasis on vertical development” are the Group’s
important strategies for the smart industries segment.

BEREEARAATARADEEWME AR
(BBIAEEDEIRKATEARKNE
(PEDEREZEXFEHMAEE - A&EA
“NANZFERIUR —ERERRER -
ARAR_BZ=FRADETEBEISMA
BRAR(HRZA) GEM EH - AAR R
T-WHERDBABIMER LMW -

ATBARKATBEEENEXEHAEE]
RES THEBENBBEEEREX]AR
Ea ARBENEREBELEEREOMER
MTZERMBEBEEMAEL -

BIEFEE: %S ¥ B zol.comen (ZOL) A
TR OEEMEZANEGER A& - 8FE
NEEXEANRBEERAFRE  EARALMME
RATELE ) BRHAPERBRRER
RE S SEA %%Mt HiE IR
BEE BERFER UsRAEEA

BEFEMERBOZOHE  BHYREES -
B Kb EMNREHE  REED
#r - ZKEﬁjfﬂzﬁ@%ﬁ&%ﬁ(j(B)ﬁf [ 4R
F+BRTIZBEEFTRNEN  B3CKRE
EXEIrSaenzoEkiBERRAFR
FER(B2B2CHI B £ KR -

BEEX ZFXHEATAEERZRMAK
MEZGREBRMRE] BENARPRITERE
HEEMBFLELNYBBRRATRERMD
KERDIRBIEZEZFRBERRA AN
M%Héd (BREIREREEZERIEAEH
RESEXRSERZEZRE -

Certain figures set out in this annual report are subject to rounding FE#ATE & T & F1I4E47 2 -

adjustment.
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Financial Highlights
MBRE

2023 2022 2021 2019
—E-= —E - —E-—F T_F —E-NEF

RMB’000 RMB'000 RMB’000 RMB’000 RMB’000
ARMTR AREBTE ARETRZ ARETE ARETR

Total revenue and income BHE WA RKA 18,535,437 16,883,681 17,405,835 14,544,074 14,832,832
(Loss)/Profit attributable ARARIEZHEEA

to equity holders of the FE1E (B18), & F
Company (1,829,540) (224,306) (663,110) (745,537) (376,490)
(Loss)/Earnings per share SR(ER) /BT
(RMB) (ANR¥T)
- Basic - &K (1.3967) 0.1712) (0.5062) (0.6018) (0.3360)
- Diluted -#E (1.3967) 0.1712) (0.5062) (0.6018) (0.3360)
Financial position B RN
Net current assets MEVEEFE 742,696 1,213,488 1,353,484 649,878 716,935
Total assets BEE 3,077,045 6,657,858 5,629,771 6,636,737 8,426,473
Total liabilities BHE 1,891,769 3,379,229 2,081,376 2,610,958 3,696,761
Total equity B 1,185,276 3,278,629 3,548,395 4,025,779 4,729,712
REVENUE AND INCOME (LOSS)/EARNINGS PER SHARE (RMB)
HEWARKA SR(ER) BR(AR%ET)
RMB’000 Basic Diluted
ARMEFT HA #hE
. 3
= = toi} = = = =
s & B 111 111
= 2 ® & & ® 5 & ® 2 & X
B i o & .l | R -l | B
N B = ~ == ~
‘© > ) X
w o
~ IS
T
O
(=)}
S
2019 2020 2021 2022 2023 2019 2020 2021 2022 2023 2019 2020 2021 2022 2023
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Financial Highlights
MBRE

REVENUE AND INCOME ANALYSIS HEWARKADH

Year ended 31 December 2023
BE-B--F+-A=t-HLFE
Continuing operations Discontinued operations (Note)
FRREXK BRLEEEXRH ()

Platform
Technology- Platform and ELL

driven Smart corporate corporate

new retail industries services services
segment segment segment Subtotal segment Subtotal

NEHEE BEEX TrEL% TRELE
EXR BER BESER et RBEHE Nt
RMB000 RMB'000 RMB’000 RMB’000 RMB000 RMB'000
ARBTR ARBTR ARBTT ARBTT ARBTTT ARBTR

2023 —E-=F 1,209,833 17,225,282 12,948 18,448,063 87,374 87,374 18,535,437
2022 Represented —E-_F(2EY) 1,502,786 15,198,337 78,833 16,779,956 103,725 103,725 16,883,681
Variance ) -19.5% 13.3% -83.6% 9.9% -15.8% -15.8% 9.8%
0,
0.5% e
0.1% 0.5%

92.9% 90.0%

18,535,437,000 16,883,681,000
RMB/ A B RMB/ A E#&

Technology-driven new retail segment @ Platform and corporate services segment
[REFE RS E i FAREPRRISEER

@ Smart industries segment @ Discontinued operations
BEEXEXN Bt
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Financial Highlights
MBRE

RECONCILIATION OF NON-HKFRS MEASURES
TO HKFRS MEASURES

To supplement the Group consolidated results which are prepared and
presented in accordance with HKFRS, the Group also used adjusted
LBITDA* and adjusted net loss as additional financial measures, which
are not required by, or presented in accordance with HKFRS. The
Company believes that these non-HKFRS measures facilitate comparisons
of operating performance from year to year and company to company
by eliminating potential impacts of items that the management does not
consider to be indicative of the Group's operating performance, such as
certain non-cash items and certain impact of investment transactions.
The use of these non-HKFRS measures have limitations as an analytical
tool, and one should not consider them in isolation from, or as a
substitute for analysis of, the results of operations or financial conditions
as reported under HKFRS. In addition, these non-HKFRS financial
measures may be defined differently from similar terms used by other
companies and therefore may not be comparable to similar measures
presented by other issuers.

The following table sets out the reconciliations of non-HKFRS financial

EBYBEBRELERNFERSR
B KBREEANTEBR
ABHAAEBREE BB RELEFR
MEWNZAEHEE AEENRFEAECAER
LB|TDA*&%§§J§%J§§%§>‘$§EVE%%‘E&\\Eﬂ%?r
CHWIEEAYEIRE LR BT NI
&‘é%ﬁﬂ%i&mﬁ,ﬁuiﬁu o RRRRBAE * #
£ #E%E\M‘“#&iﬁgﬁﬂﬁziﬁ‘F‘HJFB’%EEEIE
RETEARMEBEMEEEENER (WA
¥3EEE$IEE&**¥&ﬁ X B2 E)VER
PAEBBEYE BHMETEEEERT
REELATRARMZLEE - KEZSEIES
BUBEREENAEEEIMIAGTERR
M BTEREETBLINRNKABRBEES
BB ELEBTERMEEEERTHMRR
ZAH e &t&l\*%%#%ﬁ%ﬁﬂ%iﬁiﬁﬁuﬁﬁ
B EMAAEZEENEEREMR
FrAfELlaE= - I&tTﬁEéﬂ;ﬂﬁiEm%ﬁ/\
REZBEUEEITHR -

T%%ﬂﬁi_jifi&_j__¢+:

measures for the years ended 31 December 2023 and 2022, to measures A=+ —BItFE 2 EF BT K HKE LR B
prepared in accordance with HKFRS. B BB BREEMBRELENRRZTE
ZHER -
31 December 31 December
2023
—EgE-=
+=—A=+-—H
RMB’000 Rl\/lB (0]0]0)
AR TR AR T T
Represented
2 &5
Loss from continuing operations SEREEKZEIR (1,116,015) (153,679)
Share based payment expenses LA & Tﬁﬁﬁz -3 17,045 4,065
Other gains, net H A I 2= )F &8 (26,876) (34,581)
Impairment losses on goodwill and intangible mEREREEEREES
assets 1,019,680 26,050
Net provision for impairment losses on financial & &b & & i B &5 18 B & F 58
assets 19,301 20,259
Adjusted net loss RBREERFRE (86,865) (137,886)
Adjusted for BT FEELRAE
Finance cost, net BF 75 B AN F BB 1,366 9,633
Income tax expenses/(credit) FiigfiFAx (%) 10,769 (37,948)
Depreciation and amortisation IrE & 55,332 134,040
Adjusted LBITDA* 4% 8 FE LBITDA* (19,398) (32,161)
* Loss before interest, taxes, depreciation and amortisation from continuing ~ * REBELLEER 2BRANE BHE WER
operations. BHATEA -

EREEBFRAT 20237 i
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Management’s Statement
TEEEB®RE

FINANCIAL REVIEW

During the year ended 31 December 2023 (the “Year”), the Group
generated a total revenue of approximately RMB18,448,063,000 (2022:
RMB16,779,956,000) from continuing operations, representing an increase
of approximately 9.9% as compared to that in 2022. The increase of
revenue was mainly from the transaction of cotton products generated by
Union Cotton in the smart industry segment.

For the Group’s financial performance in different segments of
continuing operations, the technology-driven new retail segment
recorded a total revenue of approximately RMB1,209,833,000, and
represented a decrease of approximately 19.5% from approximately
RMB1,502,786,000 in 2022. Revenue from the smart industries
segment increased from approximately RMB15,198,337,000 in 2022
to approximately RMB17,225,282,000 in 2023 which represented an
increase of approximately 13.3%. Revenue derived from the platform
and corporate services segment decreased from approximately
RMB78,833,000 in 2022 to approximately RMB12,948,000 in 2023.

During the Year, operating expenses of continuing operations decreased
from approximately RMB553,051,000 in 2022 to approximately
RMB494,955,000, which was mainly attributable to the decrease of
employee expenses and amortization of intangible assets.

The loss attributable to equity holders of the Company was
approximately RMB1,829,540,000 in the Year (2022: loss attributable
to equity holders of the Company of approximately RMB224,306,000).
Such increase in loss in the Year was mainly attributable to, among
other things: (i) the impairment loss for the goodwill and intangible
assets related to the technology-driven new retail business; and (ii)
the loss from discontinued operations (including the amortization of
assets from the disposal, and the impairment loss on loan and interest
receivables), further discussed below.

Impairment of goodwill and intangible assets — The aforesaid impairment
of goodwill and intangible assets for the Company’s “Online Services
— B2B2C business CGU (cash-generating unit)” was approximately
RMB1,019.7 million for the Year (2022: approximately RMB26.1 million).
This CGU generates its revenue and profits through provision of online
advertising and marketing services for 3C and living technology products
through its platform (zol.com.cn) (“ZOL") in Chinese mainland, under the
technology-driven new retail segment (including impairment for goodwill
of approximately RMB719 million for this segment for the six months
ended 30 June 2023).

HC GROUP INC. ANNUAL REPORT 2023
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HE-Z-_=Ff+-A=+—BLEFE(X
FED) ALXBEREBELEEBRELRHEE
W AN R#518,448,063,000C (Z T = — 4 :
A R #16,779,956,0007T) © 8 = F = — F 1
N#999% - HEWRAEINEEZEAREEE
ENHIRBAMEENBIEERNRZIAE -

MAEEFELEERSEERZIUBRRA
Me BN TSESEHESRHEERAY
B AR ¥1,209,833,00000 BT = —F 4
A R #1,502,786,0007T & 2 £919.5% - & &
EESTERHENAB-_ZS-_—_FHAR
#15,198,337,000C #E M H133%E T~ =
FE M A RM17,225,282,0007T ° K EFEHD
¥RBEXEH BEHERAREE-ZS =
M ANRBTI8,833,000LME—_SE =41
#) A R #12,948,0007C

AFEE BEKEEK2EERTAZT
ZZFEHAREES53,051,000CmB S EHAR
#£494,955,000t ' TEHREERI R DK
EmILEEBHEATER -

AEE ARAEZHBEABRBLEBEROABA
R #1,829,540,000C (ZF = —F : KA A #
= EARGEEBYOARE224,306,0000T) °
AFEEEBENFZHAR (AR BE) - ()H
MEFSEEF BB ERENEERE
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BEMEHEURBREREFERERIE)
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Management’s Statement
EEE®RE

A principal triggering element for the impairment provision over this
CGU (despite that impairment provision was made for the six months
ended 30 June 2023) was the emergence and breakthroughs of Al tools
(generative Al (“GAI") in particular) to the general public in the latter
half of 2023, which significantly re-shape the landscape of the market in
which ZOL operates. A key competitive advantage of ZOL considered by
the Company was ZOL's IT content portal, and its skilled team of editors
and content creators. Such portal and ZOL skilled team was crucial to
ZOL in the production of advertisement content (in format such as text,
images, videos), whose quality and quantity are decisive to its success
and financial performance. While various editorial or content creation
tools were available in the past, these tools mainly operate to facilitate
editors and creators at different stages of the creation process. GAI, on
the other hand, is capable of generating vast amount and more complex
products (such as texts, images and videos) using generative models in
much shorter time and less man-power when compared to the past.
The leap of Al, its penetration into general public and its influence, has
made content creation more accessible. This lowered the market’s entry
barriers, intensified competition, and put huge pressure of the profit
margins. ZOL's IT content portal, once a market leader due to its team
of skilled editors and content creators, has seen its competitive edge
wane with the rise of Al tools.

The Group has been closely monitoring and observing the market
development of online marketing businesses after the changes of users’
behavior and emergence of Al tools. Independent external valuer was
engaged to conduct a valuation in the determination of the impairment
amount. The valuation methodology, value of inputs and basis and
assumptions applied are as follows:

Valuation methodology Discounted cash flow under the income
approach
Basis of valuation Value-in-use
Discount rate Weighted average cost of capital: 15.2%
Compound annual 5%
revenue growth rate
Terminal growth rate 2%

Notes:

M The Group adopted the income approach as valuation method which
estimates the future economic benefits and discounts these benefits
to their present value using an appropriate discounts rate for all risks
associated with realising those benefits. Having discussed with the valuer,
the Company understands that such valuation method also aligns with
the prevailing market practise observed among other companies in similar
industry,

ZHRSESCENBERENIEZEBEERAE (R
EHE_E_ZFNA=ZTHILEANEABEG
RZBREBREBEB R _ZT_ZFT+FARXR
HEEHOAITAE(EERERAADAHIR K E
W AKEBOLELEHRETERRB AR
AIRBIOLH—EEXERFELEZZ0LMITA
AMPREEMBENRENMRNDTE EE R
Bx o 529 P R ZOLF T 1 & 8 B B ¥ ZOL &L 1E
BERBRUAXAEA: B RBEERA)EMH
EZ MESERNANEENHEHEXRD R
MBEBEEBRATHIER BABREEESE
RENKNTEAETAR  BEZSTAFEZRNE
ERBNTREEARERIEERHER -
B—HHE - BBEMEL - ERNAIRMER
AREMNEEENBREANE LA DERK
AEFEHNERPIOXAE - BB KRIEHE) -
AIRE  HLRABRWELBEREFE HFARR
BIFE R SR - ERIETMHSNEAES
MEITHRF  WHRFBEERTERNEN -
OLMITARMPEEAERITBEENFE
MARBIEEBERMAK ATHEESE @ B
EATAEMER EFFEDCLRS -

AEB-BETVEREMBERAPTIRE(LR
AITAELRERR LEHEBOMSER - &
EETRESHERN ARBECEBFEBIIEGE
EEETRE - BREDE  BARBREMN
RARANEERBRERNAT

HE A WAZHNITRBEERE
HEEE FREE
SRS IHEFHYEARKA 15.2%

WAEEF 5%
# KK
R RR 2%

o &

() AEEERBERANXERGERE BHS
EHAARAREEND  THRERZSFMNH
MEZAERREREETREBZENTE
FREALRE - LEBEMNH - ARFH
AZGENETEARTERGARMEREZ
BITHISEH — B -

EMEEERAT 20235 R



10

Management’s Statement
EEB®RE

(2) In applying the above discount rate, the valuer considered:

. The yield rate of the 10-year Central Government Bond of the PRC
of 2.56% as the risk-free rate.

. The market risk premium of the PRC of 7.57% was determined by
the market risk premium of the United States and the country risk
premium of the PRC.

o The beta coefficient of 0.841 was determined by the average of
the unlevered betas of the Comparable Companies, then being re-
levered based on the specific corporate tax rate and the weight of
debt applied to the ZOL.

. By considering the size of ZOL, a size premium of 3.05% was
adopted. In addition, a company-specific risk premium of 3.50%
was adopted to reflect the potential forecast risk. As a result, the
cost of equity was calculated as 15.47%.

o The cost of debt of 4.20% was determined by the expected lending
rate of the ZOL. The after-tax cost of debt of 3.57% was calculated
by multiplying one minus the corporate tax rate of the PRC of 15%
by the cost of debt.

. The weight of debt of 2.29% was determined by the average of the
weights of debt of the comparable companies, and the weight of
equity of 97.71% was calculated as one minus the weight of debt.

(3) Compound annual cost and expenses growth rate decreased by 9%
from 11% for the year ended 31 December 2022 to 2% for the Year. The
decrease was primarily attributable to the emergence of Al tools impact
which has lower the industry profit margins.

(4) Compound annual revenue growth rate decreased by 19% from 24% for
the year ended 31 December 2022. The decrease was primarily attributable
to the failure in adopting the changes in users’ behavior from PCs to
mobile devices. The online marketing business are also facing with lower
profitability due to a shift in user behavior from PCs to mobile devices,
despite the potential for Z-generation users to engage with e-commerce
ads. Market trends show a decline in website ads and a rise in mobile
advertising. This further limits ZOL s profitability as the Group we cannot
achieve the high gearing leverage as planned.

(5)  There were no significant changes on the parameters adopted in the
valuation from those previously adopted by us for the year ended 31
December 2022, and there are no changes on the valuation method used
when compared to the valuation performed with respect to this CGU for
the year ended 31 December 2022.

Please also refer to note 19 of the Consolidated Financial Statements in
this annual report for more information.

HC GROUP INC. ANNUAL REPORT 2023

ERMB AR EE - fFEMDEE:

. #5 R B104F H o R BT (B 25 A0 W aR R
2.56% F /& & B B2 Fl & -

o REHTHERKBEAST% THEE
B 6 T 45 B e ik O R0 R L ) R R
4 R E o

. Beta X 81 £0.841 * JhA Al B LL & A &
WEBEbeta REMFHERTE - A
BIREEBEORARB ERZOLE AW
ESREEETRAE -

. MERZOLKRE + FHA3.05% K R E
B - AN B A3.50% 0 A EH
T R B i B DA BB TE R TEOR R B o
Ett - #mK AN HE A15.47% o

. B AN4.20%HZOLM FEH E R X
BT o 1B IS B AN3.57% 1% (& 15 R
AT EFEN AR ERI5%AE
B/ -

. BEREE22%MHTELRAAER
HEMNTHEET  RIEEEIT71%
RIREBEGREHERST

RARAIEAEERERAHEZ_T -
TZA=+—ALEFENN%RDINERF
EH2% c ZRPEERARATENER -
PRAETITENFEEX -

WMABEFEREERERBEEZE-_T-__F+=-A
Zt+—BLEFEEN24%HAP19% TEZH
RAPITARENRPCHABE HES - &
EIMRAFELEERES T EAE
BEHERBEATAKRPCHABERES & I
EHEBTEHBRERENARNESD - M5B
BETRRAUEESERLY  MBBHESEMN - AR
AEBEIZTEERSEERE  EB#E—
SR ZOLH B FGE S

BEMRANZ2EARMENABE-F
ST A=t -BLFERRAEMRL
WEEREL MEANBEDEEEEC
o _F+ A=t -HLEFERZASE
EEMAETHNMGERLITEEL-

HBEMBL2HAAFRAFHEHRKRMFE19 -



Management’s Statement
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Loss and impairment related to the discontinued operation — The
loss from discontinued operations of the Company was approximately
RMB774.5 million for the Year (2022: loss of approximately RMB76
million). The loss was mainly associated with the finance services
business under the platform and corporate services segment (such
business was agreed to be disposed of in November 2023 through the
disposal of Huicong Hulian Information Technology Co., Ltd. (“Hulian”).
The disposal completed in February 2024).

The Group recorded a total loss of approximately RMB586.3 million
resulting from the disposal and the difference between the book
value and fair value of the assets held for sales. This included a loss
on disposal amounting to approximately RMB244.8 million (calculated
based on the cash consideration of the disposal of RMB5.0 million
minus the carrying amount of the net assets disposed of); and a deemed
disposal loss of approximately RMB338.7 million (calculated based on
the fair value of the 40% equity interest retained in Chongging Digital
China Huicong Micro-credit Co., Ltd. (“Chongging Micro-credit”) minus
its book value, as Chongqging Micro-credit will no longer be a subsidiary
of the Group but will be accounted for as an investment in an associate
following the disposal).

Impairment loss on financial assets of approximately RMB401.1 million
(2022: RMB85.5 million) was recognised for the Year arising from
certain overdue loans receivables, finance lease receivables and accounts
receivables granted to independent third-party customers from the
ordinary and usual course of discontinued operation of finance services
business in prior years according to its credit approval mechanism, but
who failed to repay the loan in the Year. Impairment loss was resulting
from the increase of expected credit loss rate mainly driven by the
historical actual bad debt losses and the effect of macroeconomic
environment.

The effect of the above is partially offset by an other gain of
approximately RMB170.7 million recorded with the completion of
the disposal of Tianjin Guokai Ruitou Education Technology Co., Ltd.
("Tianjin Guokai”) during the Year.

In accordance with HKFRS 5 “Non-current Assets Held for Sale and
Discontinued Operations”, the financial results of aforementioned
businesses and the relevant remeasurement loss for the years ended 31
December 2023 and 2022 were classified as discontinued operations in
the Group’s consolidated financial statements.
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Please also refer to notes 3 and 13 of the Consolidated Financial
Statements in this annual report, and the Company’s circular dated 30
January 2024 for more information.

With the Group’s determination to re-focus its resources for its core
businesses, the Group disposed or discontinued certain parts of its
business or historical investment made in the past decades, which
lack profitability prospects in recent years. The management believes
that such transformation, coupled with the Group’s other measures
to lower its gearing ratio, integrating and optimising its resources will
better equipped the Group in face of challenges imposed by the macro-
economy, and are in line with the long-term strategic goal of the Group.

BUSINESS REVIEW

The Group aims to be a leader for “Industrial Internet” in China and it
works on this vision by leveraging internet thinking, instruments and
methods to ramp up industrial efficiency, empower supply chains and
industrial chains, and establish a win-win ecosystem to serve customers.

In the Year, the Group’s revenue was generated from its three
business segments, namely, the technology-driven new retail segment
(approximately 6.5%), the smart industries segment (approximately
92.9%), and the platform and corporate services segment (approximately
0.6%).

Technology-Driven New Retail Segment

The technology-driven new retail segment mainly generates its revenue
through the operation of the ZOL website (zol.com.cn, “ZOL"), which
provides online advertising and marketing services for 3C and living
technology products in mainland China.
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With the economic downturn, rapid penetration of Al (artificial
intelligence) applications and changes in the upstream and downstream
ecosystems, ZOL's traditional media business has been significantly
impacted. User preferences for communication have quickly shifted from
traditional media to short videos and self-media. Customers, especially
contract customers, have drastically reduced their advertising budgets
for traditional media. Al technology is lowing the barrier to content
production, intensifying competition and lowering profitability, which
brings the barriers to content production, which in turn intensified
competition and unprecedented challenges to traditional media
business. During the Year, ZOL struggled in upgrading its services and
products, and in exploring new stream of users-base for the website.
However, ZOL's plan to draw new customers to its advertising platform
and to capitalise on the post-pandemic economic recovery could not
meet its original expectations in the second half of the Year. The
business outlook and potential profitability of ZOL are impacted by the
emergence of Al tools which re-shape the landscape and reduce the
competitive advantage of specialised editors and creators. The customers
appetite are also ever-changing, and customers were cautious in
making advertising spending. In light of the latest business performance
and outlook of ZOL, and a lack of certainty for turning around ZOL's
business in the foreseeable future, an impairment for goodwill and other
intangible assets relating to the “Online services — B2B2C business”
CGU of an aggregate of approximately RMB1,019,680,000 (including
approximately RMB719 million for the six months ended 30 June 2023)
was recognised for the Year to reflect a lower valuation of the equity
interests of ZOL. See note 19 to the Consolidated Financial Statements
included in this report for more information.

To seek better survival and development opportunities, ZOL will
continue to focus on improving the following areas:

— Enhance core capabilities: pursue the development of AIGC
with a focus on professional content and building exclusive Al
capabilities to achieve both quantity and quality improvements in
content production; actively expand the brand operation business
of its video platform to help brands reduce their trial-and-error
costs and efficiently enter mainstream platforms; optimise APP
monetisation capabilities, develop diverse ecosystem cooperation
models, and explore customers’ needs while accurately and
effectively assisting in the decision-making of users.

—  Enhance marketing capabilities: provide brands with one-stop,
custody offline and online services, helping brands efficiently
reach various demographics and amplify brand product
visibility; collaborate with industry authorities and social media
influencers for joint endorsements, swiftly bolstering brand
product credibility; assist brands in customising annual marketing
strategies, creating “full business scenario + surprise breakout
opportunities”.

13

TRETT A(NIZR)EANRREZSE
MR ETHERRRELOTE 20LEHR
HEEYEESIBEAGE - FHEEENE
BErAftEsEgRREgneRERaEE -
EERARAHNRFEHERKEEBRENRNELEX
T8 EIR - AL TRRE T A A S EME - MEl
BMEREME TRATEEMEEM
MEIBRF  KEREEEESKTAMASR
kB - RAFEER  20LE AL RGEE
BEARBRAETNAPRE EESHR -
R ZOLRAFE TEF R EREH -
BAREEFARSIFEFRIEERBENL
EEE ATAMNPBEEBMEHER - El5H
EXRERAEEORFES  HOLMWE
BASRBANBIEETHE - BERBWIT
THEL BEREFHESIHFEEERE - &
ROLMEHFEBXREREE REAER
WARZOLEBEROTHEEE AR A
FEMRZEEBMEBIG ERY — B2B2C
¥R SELBNNBEREMNEREE
AR ARY1,019,680,000 T (BIEFEEE
CECZENAZTHLEABANOARE
JTOBET) URBZOLEEBBE TS - B
HMEZER  FLHEAREMEAE HTBR
FKFE19 o

REMEFLEERERANR  0LKHFE K
AT 75 A HEE R T

— RBROUBNET:BREEAGCER B

FEXAT BRBRAREN ERA
REEEERENER  ANBRBEF
BmREEET - BB MR A K
K ERBMHMREEAIRFE: B
APPEEIREE)  BESHEULEREER
A BEEPFERNEEHEE - BRI
BIRPIRE -

— THENRT: ARERHET+RL

—UAREARYE  EYRESHE
EREANE EREEERANITKR A
ETERBRERBA  TERB &
BHAVEERE  WREHBAmERR
EMRAENEE EYRBERZ2FT
HER REE2RERERER+EE
HE®E] -

EMEEERAT 20235 R



14

Management’s Statement
EEE®RE

— Enhance content: a more comprehensive content pool that
exponentially expands the decision-making information pool
related to purchases of consumer electronic products through
processes of writing, gathering, analysing and compiling;
generate a combination of content across the whole network
matrix, professionally conveying product information, endorsing
brands while facilitating the conversion of the target customers’
consumption decisions; create viral topics and seek crossover of
industry resources to reach a broader range of consumer groups,
empowering the breakthrough in brand growth.

Smart Industries Segment

With “Focus” and “Significant verticality” as its operating strategies,
the smart industries segment mainly comprises: (i) Shanghai Huijing, a
cross-sector supply chain integrated service platform; (ii) PanPass, an
Internet of Things (“loT"”) solutions provider for digital transformation;
(iii) Union Cotton, a spot trading platform for cotton; and (iv) ibuychem.
com, a centralised purchasing and integrated e-business service provider
for chemicals and plastics.

Shanghai Huijing E-business Co., Limited (E/ 8 Z B TEHEER
‘A |]) (“Shanghai Huijing”) is the Group’s wholly-owned cross-sector
supply chain integrated services platform. It provides comprehensive
supply chain integrated services by leveraging on the Group's years of
experience in various industry segments and penetrating into various
segments of the supply chain.

Beijing PanPass Information Technology Co., Ltd. (It ®IK{E15 B &l
% 13 B PR A7) (“PanPass”) (NEEQ stock code: 430073) is committed to
becoming a leading provider of digital identity technology and solution
services in China. Based on the “product digital identity management
technology” in which PanPass has intellectual property right, PanPass
continues to integrate technologies (such as cloud computing, loT,
micro-services, big data and Al) into its comprehensive digital solutions
that are closed-loop and converging whole cycle, chains and scenarios
from M (materials), F (manufacturing), W (warehouse), B (distributor), b
(store) to C (consumer). This has facilitated brand enterprises in achieving
digital management services featuring full industry chain traceability,
agile supply chain, precise channel control, digital marketing, big data
anti-counterfeiting, data insights and decision making. Its products
include loT identification, digital solutions, SaaS services and ancillary
products.
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During the Year, PanPass showed significant development in its key
performance indicators in terms of revenue and net profit. In terms of
product and market influence, PanPass has launched the SaaS version
6.0 and professional version 3.0 of All-In-One Code, and upgraded
its nationwide regional operation centers in Wuhan, Chengdu and
Shanghai. In recognition of its outstanding contributions in food safety
traceability, PanPass was awarded four honors at the China Food Safety
Conference, including the “Top 50 Food Traceability Service Providers
for 2022", "Excellent Food Traceability Supplier for 2022-2023",
“Member Enterprise of China Food Circulation Association”, and
“Participating Unit in the Drafting of Evaluation Method Standards for
Food Traceability Information Systems”.

With advanced Internet and Al technologies, leading loT application
concepts, intelligent big data algorithms, efficient trading and
supporting services, “Union Cotton” is aiming at the 10-trillion level
textile and apparel market. By building a new industrial ecosystem with
online trading of cotton, polyester, yarn and other textile raw materials
as its core, it can provide both upstream and downstream customers
in the industrial chain with digital supply such chain management and
supporting services as trading, settlement, storage, logistics, textile
supply chain e-assistant, and industrial internet technology. “Union
Cotton” is striving to materialize its development vision of constructing
a leading global digital supply chain services platform for the textile
industry, which, harnessing internet technology and big data, can
improve the synergy of the supply chain of the cotton textile industry
and create an open, intelligent, efficient and convenient digital industrial
internet platform for textile manufacturing.

Union Cotton has been making timely adjustments to its overall
business strategy to focus on the management of its customer base and
transaction portfolios since late 2022 in preparation of the intensifying
market competition, challenging macro-economic environment and
constraints. Efforts were made to attract customers with its transaction
portfolios, retain customers through transactions, create value for
customers through services, and generate overall operational profits
through the scale of transactions. Focusing on “textile industry internet
and industry digitalisation”, Union Cotton adheres to its digitalised
and platform-based supply chain service philosophy of “transaction +
comprehensive services”, which is centred around the three major pillars
of “resources, products, services”. With the joint efforts of its staff,
Union Cotton was able to solidify its market volume of cotton trading
varieties, expand new trading category of polyester fibers, and integrate
its procurement resources. These contributes to a significant increase
in revenue for the Year. Capitalising on scale and brand advantages
to maintain stable sourcing and pricing of cotton and polyester fibres,
Union Cotton was able to stabilise its existing customer base, and
increased in market share in the Year. In addition, with the brand
influence of “Union Cotton” and “Union Cotton Cloud” has enabled
Union Cotton to further enhance its influence and business reputation
in the cotton textile industry and the industrial internet sector.
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“ibuychem.com” is the Group’s platform in provision of centralised
purchasing and integrated e-business service for upstream and
downstream of chemicals materials (such as chemical, plastics and
coating). Through the new materials database = — YouliaoKu and
the digital marketing tool — Smart Store, we are constructing a
multidimensional digital “Trade + Supply Chain Service” new materials
marketplace, as well as the professional media information platform —
Huizheng Information’s integrated media system, and the ibuychem.com
Research Institute market index decision system among other value-
added services to empower business development.

Platform and Corporate Services Segment

The segment included the financing services business and the business
with respect to the e-business platform, hc360.com (“360 Platform”),
which have been discontinued and/or suspended as of the date of this
annual report.

The Group suspended the operation of the 360 Platform in 2022.
Closing down of the related entity was in progress during the Year, and
is expected to complete by the end of 2024.

The discontinued financing services business

During the Year, the Group (through two subsidiaries holding respective
licenses (“Licensed Entities”)) conducted financing services business as
part of its ordinary and usual course of business through the provision
of micro-credit loans and finance lease in Chinese Mainland, principally
targeted at SMEs (small and medium-size enterprises and business
owner).

In light of the Group’s strategy to shift to a more focused approached
in terms of using its resources, the difficult operating environment of
financing services businesses and the operating costs involved, the
Group decided to dispose of the financing services business during
the Year. The disposal was completed in February 2024. See also
“Management Discussion and Analysis — Disposal of Hulian” in this
annual report. The financing services business contributed less than
0.1% of the Group's revenue in the Year (2022: less than 9%) and the
disposal is not expected to have any material adverse effect to the
Group’s business operation as a whole.

Loan and receivables, and customers in the discontinued
financing services business

As of 31 December 2023, the Group’s gross balance of outstanding
loans receivables to customers from financing services, and finance
lease receivables amounted to approximately RMB1,636,085,000 and
RMB147,648,000, respectively.
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Below sets out an ageing analysis of outstanding gross balance of loans
receivables from customers from financing services as of 31 December

2023 and 2022:

&
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EREFMERBER 2 REEEBREEZ
& HmT

Overdue Overdue Overdue
Not overdue <90 days 91-365 >365 Total
* B BH<90X HEH91-365Kk EHI>365K Fo
RMB'000 RMB'000 RMB'000 RMB’000 RMB’000
AR®Tn AR%Tr AR%®Trn AR%¥®Tn AR%Tx
At 31 December 2023 RZZEZ=%F
+-A=+—8H
Unsecured loans BEEREX 985,086 135,750 208,180 66,782 1,395,798
Guaranteed loans BERER — — — 110,559 110,559
Collateralised loans EHRER 56,400 — 15,000 58,328 129,728
1,041,486 135,750 223,180 235,669 1,636,085
At 31 December 2022 i
+-A=+—~
Unsecured loans BEEREN 1,240,185 4,000 43,250 19,356 1,306,791
Guaranteed loans EERER = = 5,000 114,124 119,124
Collateralised loans BEHRER 150,000 — — 60,120 210,120
1,390,185 4,000 48,250 193,600 1,636,035
As of 31 December 2023, the number of customers of the Group's HEZZTZ_=F+-A=+—H A5EHa@
financing services business was 168. They were mainly small and ZBERBEEBNEFLH AB168EL - BHETE A
medium enterprises and business owners in Chinese Mainland from HBEKERNLGERDGET HFRRE - F

moRE REFHEBAITE 2MHNIER
RE-BER I&% HI1sam HPHo
EPRASEREZSEMWBBEERF &
ERBEBRERBEEFPEE XZEK
HHMEROEFEREEBZETNEE
Ee) EETRECRHUYEETEND
ERCEINUREETHEP)SEM -

industries related to home appliances, kitchen and bathroom, hardware,
automobile etc., located principally in provinces and cities such as
Beijing, Tianjin, Guangdong, Jiangsu, Zhejiang. Some of these customers
had been B2B members of the Group for years. Products under
financing services business included consumers credit loan, transaction
loans (generally targeting at enterprises and business owners for
working capital in their business operation), vertical industry loans
(generally targeting at enterprises and business owners in the vertical
industries and their upstream and downstream customers) and other
products.

EREEBFRAT 20237 i



18

Management’s Statement
EEE®RE

For the micro-credit loan business prior to the disposal of Hulian, the
Group entered into loan agreements with its customers using its model
loan contracts (and where applicable, model guarantee contracts)
setting out the terms of each loan, including: identification of the
parties and subject of the agreement (including the principal amount),
applicable term and floating interest rate (comprising the base interest
rate and the margin over the base rate, and adjustment mechanism),
conditions to drawdown (including: submission of relevant supporting
documents and duly complete necessary procedures as required by
the Group; absence of adverse circumstances that would affect the
repayment ability or guarantee capacity of borrower, the guarantor or
the collateral), procedures for borrower to apply for early repayment,
events of default (for examples, failure to fully repay any installment of
the borrowings in time as agreed in the borrowing agreement or failure
to use the borrowings for the purposes specified therein), arrangements
on default and damages and associated rights (such as the lender’s
entitlement to recall loan before expiry upon stipulated circumstances,
rights to damages, expenses and costs), and additional rights of the
lender (such as right of inspection, right to information, circumstances
where the lender may request for additional security/collateral). Micro-
credit loans granted to the Group’s customers and outstanding as of 31
December 2023 were interest bearing with interest rate ranged from
6% to 24%. Interests were generally payable periodically (by month,
quarter or year); principal amount were generally payable upon maturity
on a one-off basis, while some customers’ loan agreements require
repayment of principal amount and interests throughout the term of the
loan.
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For the finance leasing business prior to the disposal of Hulian, the
Group entered into finance lease agreements with its customers using its
model contracts setting out the terms of each finance lease, including:
identification of the parties and subject of the agreement (including the
relevant assets, amount subject to the finance lease), applicable term
and floating interest rate (comprising the base interest rate and the
margin over the base rate, and adjustment mechanism), conditions to
payment of purchase price by the lender (including: provision of title,
purchase contracts, payment proof and other supporting documents to
the lender’s satisfaction), arrangement on the title of subject assets (for
example, that the lender becomes the sole owner of the assets upon
commencement of the finance lease, restrictions on non-pre-approved
transfer, pledge or other actions infringing the lender’s ownership,
borrower’s right to use the assets, responsibilities on the borrower
regarding expenses, taxes, third parties’ damages arising out of usage
of subject assets, arrangement of handling material events affecting
performance of the borrower’s obligations), arrangements on default
and damages and associated rights (such as the lender’s entitlement
to recall loan before its expiry upon stipulated circumstances, right to
take control and realise assets, applicable of proceeds from realization,
rights to damages, expenses and costs), the borrower’s option to re-
purchase the assets, and additional rights of the lender (such as right
of inspection, right to information, circumstances where the lender may
request for other assets of equivalent value to be subject of finance
lease). Finance lease granted to the Group’s customers and outstanding
as of 31 December 2023 were interest bearing with interest rate ranged
from 6% to 12%. Interests were generally payable periodically (by
month, quarter or year), principal amount were generally payable upon
maturity on a one-off basis.

Micro-credit loan and finance lease arrangements were initiated by
salesmen of the Licensed Entities, who would firstly perform a study
on the creditworthiness of the applicant, as well as the applicants’
background, credit history, financial statements, financial conditions
(e.g. source of income), purpose of making the arrangements, title
documents of collaterals or leased assets and other case specific
material (collectively as the “Vetting Material”). Then salesmen would
submit proposals along with the Vetting Material to managers and the
credit department for further review and verification.
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For the micro-credit loan business, relevant mechanisms were
established to cover credit risk in key operational phases of micro-
credit financing services business, including pre-lending evaluations,
credit approval, and post-lending monitoring. Customer acceptance and
due diligence were conducted by the operating department and risk
management department in the pre-lending evaluations. In the credit
approval phase, all loan applications were subject to the assessment
and approval of the Department Manager, General Manager and Risk
Assessment Committee of the micro-credit company, depending on the
amount and nature of the loans. Pre-loan investigations to investigate
and assess the creditworthiness of the applicant based on guidance and
rules established by the Group were conducted. The Group focused on
(but without limitation) the following factors in performing its pre-loan
investigations: background and continued existence of the applicant, its
ownership and management, its credit history, its financial conditions
measured by, among other things, its income, assets, sources for
repayment, (for corporations) industry in which the borrower operates,
(for individuals) occupation and income source, and/or (where applicable)
title, value and condition of collateral. Due diligence were conducted via
various means such as enquiry via credit reference center of the People’s
Bank of China, review of industrial and commercial registration, review
of business license, tax registration, industry licenses, constitutional
documents, financial statements and business contracts, interview with
applicant’s management, study of industry-related big-data, and/or on-
site visit of applicant’s premises, etc.

For the finance leasing business, prior to the entering into of finance
lease arrangement, due diligence were conducted via various means
such as interview, on-site visit of the applicant, review of financial
statements and the identification of ultimate beneficial owners (if
applicable), (for collateral being moveable assets) inspection and
understanding of the collateral. After receiving proposals as well
as the relevant Vetting Material, the credit department conducted,
if deemed necessary, on-site investigation, inspecting underlying
material contracts of potential customers, status of major assets and
liabilities, and descriptive documents, title documents, and payment
records of assets to be leased. The credit department interviewed
the management of potential customers on, among others, their
qualification, personal credit history, companies’ business model and
proposed fund use, competitive edge, and product lifecycle. Afterwards,
the credit department performed an integrated assessments of potential
customers’ ability to make repayments and make adjustments, if
applicable, to the proposed terms of finance lease.
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EASERERGEBIZEFPBEREE
ERAcBZADLEINMAT

The percentage of outstanding loans principal amount attributable to
the Group’s major customers in financing service business is set out
below:

31 December

31 December

2023 2022
—EBE_-=F —_EFT-=
+=—HA=+-—~H
In terms of outstanding loan principal BAREBERLSE
amount
The total of five largest customers in MERBEBLARERL, GG

financing service business 24.95% 30.42%

BRERROBZAEERERBEEBEPZ

An analysis of outstanding loans to customers in the Group’s financing
services business, classified by type of security is set out below:

31 December 2023
—g-=4+=A=+-8

AREERERDTHIMOT

31 December 2022

—E-F#+=ZRA=+—H

RMB’000 RMB’000 %

AR¥ T AR®EF T %

Loans backed by collaterals ERER 129,728 7.93% 210,120 12.84%

Guaranteed loans BEERER 110,559 6.76% 119,124 7.28%

Unsecured loans R E R 1,395,798 85.32% 1,306,791 79.88%

Total @5t 1,636,085 100% 1,636,035 100.00%
The following table sets out the number of loans for the periods TXREHINARBEEZERFHRCGRIBFLE

indicated by type of security: AE )

Year ended 31 December

Year ended 31 December

2023 2022
BE-=2C-= BE_T_-_—
+ZA=+—-HLEFE +TZRA=+—HLEE
Number of Number of
loans % loans %
BEREH % BEREY %
Loans backed by collaterals EHER 35 9.41% 7 2.01%
Guaranteed loans BERER 61 16.40% 101 28.94%
Unsecured loans EERER 276 74.19% 241 69.05%
Total e 372 100% 349 100%
Note: Collaterals comprises mainly of real estate properties, automobiles, stocks fif: EHRETERVEEHEME - AE - A F

of corporations, inventories.
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In accordance with the regulations issued by the local regulatory REEHWEERBEEET SR IERAEH

authority, Chongging Financial Affairs Office, loan credit risk %Z/ja'%ﬁ Z]-"*.Eﬁfﬁﬁu%%ﬁﬂ&%%

classification system was in place based on the type of collateral and HIRBRYEFEERB D ERLG LR EAE

credit period, and performs credit risk assessment and management (ERIZ—ERDBETEERBRTFHLERE o

based on loan classification in one of five categories. Loans were /\ikﬁj\?é’j [N = M*fﬁ\ [z

classified into the following five categories: normal, special-mention, X#%E Al fENEXRBE - D ABXHRHE T
Loans classified as substandard, REREXBZEREATRER -

substandard, doubtful and loss.

doubtful and loss are regarded as non-performing loans.

Normal:
EFRHE:
Special-mention:
BT MR

Substandard:

RS

Doubtful:
EEEE

Loss:

BRE:
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Borrowers can honour the terms of their loans. There is no reason to doubt their
ability to repay principal and interest in full on a timely basis.
BARAAUNBITEERER HEEHESFARKE2EEELASRMBE 2880 -

Borrowers are currently able to service their loans and interest, although repayment
may be adversely affected by specific factors.
BEEFALSRIBTERZZAFNEE  ERABNEHERZERRAE
Borrowers' ability to service their loans is in question and they cannot rely entirely on
normal business revenues to repay principal and interest. Losses may ensue even when
collateral or guarantees are invoked.

EBRAZERENTFR  THEZ2AEEFTEBUABRERSRAE - BIEHA

ERAmIER BROAUEAMES -

Borrowers cannot repay principal and interest in full and significant losses will need to
be recognised even when collateral or guarantees are invoked.
BRABZZEEELRRAE  AEHAERNGIER MEEREREKX -
Principal and interest of loans cannot be recovered or only a small portion of them
can be recovered after taking all possible measures or resorting to all necessary legal
procedures.

oA EAS KA S
— N E 5 -

WM — YA ITHEEXRFREMLEZEAEZREFEZRERKD
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The following table sets out the outstanding loans to customers of
financing services business for the periods indicated by the “Five-Tier
Principle” category:

31 December 2023
—EB-=f+=-A=t-—H

23

TREFINRARABRI AR D ERAIEF
FoZAMERBEBEFRAEZIRKERE

T
A -

31 December 2022
R F+-A=1+—H

RMB’000 RMB'000 %

AR®E T % ARETIT %
Normal EX#E 1,033,487 63.17% 1,390,185 84.97%
Special-mention [EpE 143,750 8.79% 5,860 0.36%
Substandard KA SR — 0% 51,901 3.17%
Doubtful Al &t 58 — 0% 11,200 0.69%
Loss BRI 458,848 28.04% 176,889 10.81%
Total 4t 1,636,085 100% 1,636,035 100%

General approach under HKFRS 9 Financial Instruments was applied
to measure expected credit losses for all loans and interest receivables
and finance lease receivables. In addition, the departments responsible
for the micro-credit and finance lease leasing businesses of the Group
regularly assessed and updated the valuation of loan collateral, monitor
the business and financial conditions of customers, understood the
repayment intentions of borrowers, and organized meetings to analyze
the expected recoverability of loans. Provisions for bad debts are made
based on the specific performance of the loans and relevant accounting
standards.

Impairment provision amount of loans to customers of financing service
business increased from RMB216,583,000 as at 31 December 2022 to
RMB518,955,000 as at 31 December 2023, resulting from the increase
of expected credit loss rate mainly driven by the historical actual bad
debt losses and the effect of macroeconomic environment and worsen
aging. See also “Management’s Statement — Financial Review” on page
8 and note 3 to the Consolidated Financial Statements included in this
annual report for more information.

AEERAEAYBERELNEITESHMT
BEETZ-—RAEAEREERRER R L
UhEUBERERRAZERERIER - It
S AEBENEERNREEEXBOHESR
MPAERFHEENERERYMAEE BRE
FREEMMERR  THRERANERE
FR-AEgZoMBBERNT @R - K
BERBTHOARBRNAE S ENFIR
SRARAEM -

MERBEBEFERRERESEHR T
—=—F+=ZA=+—8B2Z AR#216,583,000
TENE_E-_=ZF+-_A=+—HZAR
#518,955,0007T - T EXBAERIZEREE
MEBEERELERECEEEHES
FEEBREXLEAMB - FBETBHL2HAFR
FeEIEERERE — UHKEBE]IREHTB
HMERMFES -

EREEBFRAT 20237 i



24

Management’s Statement
EEE®RE

Post-loan management procedures to monitor, inspect, collect, recall
and enforce loans granted were in place. Among other procedures
established, repayment would be demanded upon the loans falling due.
For loans overdue for over 30 days, the Group liaised with borrowers
who display willingness and ability to repay. For borrowers who lack
willingness or ability to repay, or who fail to repay in accordance with
liaised repayment terms, legal action would be considered and taken
as appropriate, and applications will be made to the courts to freeze
the bank accounts and/or other assets of borrowers as preservation
measures. Approximately RMB238.9 million of outstanding balance of
the relevant loans were subject to legal proceedings as of the end of the
Year.

Prospect

The COVID-19 pandemic has brought unprecedented disruption and
challenging years for the global economy. Despite the removal of
prevention measures and the gradual resumptions of daily life, the
general momentum of the global economy is yet to be fully recovered.

Despite facing many challenges, the Group remains optimistic about
capturing opportunities. In recent years, the Group has been reviewing
its portfolios and development strategy and making adjustment to its
business, operating and costs structure. The completion of disposal of
Hulian (which held the Group's financial-related business) evidenced
the Group’s determination in implementing such strategy, and is
an important step towards the Group’s goal. To create sustainable
business and growth in shareholder value in the long term, the Group
is progressively enhancing its operation and corporate structure, and
shifting to a more focused approach in terms of use of resources. As
part of these steps, we strive to prioritize our core business components,
including ZOL, Panpass and Union Cotton with a balance over costs and
risks associated with its operations, and to reduce our indebtedness
level in the short to medium term.

At last, on behalf of the Board, | would like to take this opportunity to

thank the management and every staff member of the Group for their
on-going dedication and hard work over the past year.

Liu Jun
Chairman

Hong Kong
26 March 2024
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DIRECTORS

Executive Directors
LIU Jun

Aged 46, is an executive Director, the chairman and chief executive
officer (CEO) of the Company, he is also the chairman of the nomination
committee of the Company (the "Nomination Committee”) and
a member of the remuneration committee of the Company (the
“Remuneration Committee”). Mr. Liu was appointed as an executive
Director with effect from 12 September 2016.

From 2004 to 2011, Mr. Liu was the chief executive officer of Yigao
Group Company Limited and he led this company to enter into the
information technology businesses. He also acted as the CEO of the
Group from October 2017 to January 2019. Mr. Liu has also been a
director of several subsidiaries of the Company. Mr. Liu has obtained
a Master’'s degree in Chemical Engineering from Zhejiang University
in March 2004 and a Bachelor’s degree in Chemical Engineering,
Bio-engineering and Chemical Processing from Zhejiang University as
well in June 2000. Mr. Liu is currently a member of the 6th Beijing
Changping District Committee of the Chinese People’s Political
Consultative Conference.

ZHANG Yonghong

Aged 56, is an executive Director. Mr. Zhang was appointed as an
executive Director with effect from 4 January 2019.

Mr. Zhang is Panpass’ chairman of the board of directors and the
general manager. He joined the Group in August 2018, and was the
Group’s co-president and Company’s chief executive officer. Mr. Zhang
joined the Group on 26 August 2018 and served as the co-president of
the Group. He also acted as the chief executive officer of the Company
between 4 January 2019 and 3 February 2023.

Mr. Zhang served as a deputy general manager at the business
department of Lenovo Group Limited (Stock code: 992.HK), a company
listed on the main board of the Stock Exchange, from April 1993 to June
1996. From October 1998 to November 2009, he was a vice president at
China Hewlett-Packard Co., Ltd.. Between November 2009 to October
2015, Mr. Zhang worked as the general manager of the PRC operations
department at Acer Group. Between December 2015 to August 2018,
Mr. Zhang was a deputy president of operations and executive deputy
president of Tsinghua Unigroup Limited. Mr. Zhang served as a director
of Unisplendour Corporation Limited (a company listed on the Shenzhen
Stock Exchange, Stock code: 000938.5Z) from April 2016 to June 2017.
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From November 2017 to August 2018, Mr. Zhang was a director and
the chairman of the board of directors of 500.com Limited (a listed
Company on the New York Stock Exchange at the relevant time).

Mr. Zhang obtained a Bachelor’'s degree from the Department of
Precision Instrument of Tsinghua University in July 1990, and obtained a
Master’s degree of Science in Engineering from the University of Science
and Technology of China in 1993.

LIU Xiaodong

Aged 51, is an executive Director and the president of the Company.
Mr. Liu was appointed as an executive Director with effect from 1 June
2018.

Mr. Liu joined the Group in July 2015 when the Group completed the
acquisition of ZOL. He joined ZOL in 2000, and was promoted as ZOL's
general manager in 2004, and subsequently its chief executive officer
in 2015. Mr. Liu also served as the vice president of CNET (China) in
2008. He served in CBSI (China) from 2008 to 2014, and acted as a vice
president, a general manager of technology cluster and the consumer
cluster. Mr. Liu has over 20 years of experience in media operation and
management in the TMT field.

Mr. Liu obtained a Bachelor’s degree from International Modern Design
Art College Of Inner Mongolia Normal University in July 1997, and
obtained a Master’s degree of Business Administration from China
Europe International Business School in 2011.
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Non-Executive Directors
GUO Fansheng

Aged 68, is a non-executive Director. Mr. Guo was appointed as an
executive Director on 21 March 2000, and was re-designated as a
non-executive Director on 18 October 2017. He is a member of the
Audit Committee. Mr. Guo served as the chairman of the Company from
31 March 2008 to 18 October 2017.

Mr. Guo founded the Group in October 1992 and served as the chief
executive officer of the Company until 31 March 2008. Mr. Guo is
currently the chairman of the Inner Mongolia Chamber of Commerce
in Beijing. From 1990 to 1992, Mr. Guo worked as a manager in a
State-owned business information company in Beijing, the PRC. From
1987 to 1990, Mr. Guo served as a officer of the Liaison Office and
General Office of the Institute of Economic System Reform under the
State Commission for Economic Restructuring, and as the deputy officer
of the Western China Development Research Centre. Prior to working
at the State Commission for Economic Restructuring, Mr. Guo served
from 1982 to 1987 as a senior official in the government of the Inner
Mongolia Autonomous Region. Mr. Guo obtained a bachelor degree in
industrial economics from Renmin University of China, the PRC in 1982.

LIN Dewei

Aged 63, is a non-executive Director. Mr. Lin was appointed as a
non-executive Director with effect from 1 July 2020.

Mr. Lin has approximately 25 years of experience in the legal field and
worked as a part-time lawyer at various law firms in the PRC between
1995 and 2001. In 2001, Mr. Lin practiced as a lawyer at Guangdong
Everwin Law Office and became a partner of the firm in 2004. Since
2013, Mr. Lin has been practicing as a lawyer at Guangdong Yogo
Law Firm. Mr. Lin was a non-executive director of China Lesso Group
Holdings Limited (a company listed on Stock Exchange, Stock code:
2128.HK) from February 2010 to July 2018, and an executive director of
that company thereafter until May 2023. Mr. Lin obtained a bachelor’s
degree in science from South China University of Technology (formerly
known as South China Institute of Technology) in July 1982 and received
a certificate of lawyer qualification in the PRC in January 1990.
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XING Jingfeng

Aged 45, is a non-executive Director. Mr. Xing was appointed as a
non-executive Director with effect from 26 March 2024.

Mr. Xing is an assistant president of Digital China Holdings Limited (“DC
Holdings”). DC Holdings (a company listed on the Stock Exchange, Stock
code: 861.HK) is a substantial shareholder of the Company through its
direct or indirect subsidiaries.

Mr. Xing joined the financial department of DC Holdings in February
1999, and he has been mainly responsible for financial or audit work
of DC Holdings. He currently assumes senior management positions in
several subsidiaries or investee companies of DC Holdings, including
(among others) a director of Digital China Software Limited since
July 2015, and a director of Digital China Information Service Group
Company Ltd (whose shares are listed on the Shenzhen Stock Exchange
(stock code: 000555.57)) since January 2022.

Mr. Xing graduated from the China Central Radio and TV University
(now The Open University of China), the People’'s Republic of China, in
July 2007, majoring in accounting. He was awarded a bachelor’s degree
in management in June 2009 upon completion of the accounting
specialisation course jointly organised by the Beijing Technology and
Business University and the China Central Radio and TV University in the
People’s Republic of China.

Independent Non-Executive Directors
ZHANG Ke

Aged 70, is an independent non-executive Director. He is the chairman
of the Audit Committee and the Remuneration Committee, respectively,
and a member of the Nomination Committee. Mr. Zhang was appointed
as an independent non-executive Director on 28 March 2003.

Mr. Zhang is a certified public accountant in the PRC and is the
founding partner of Shine Wing Certified Public Accountants, the
chairman of Shing Wing International Investment Group Co., Limited.
He graduated from Renmin University of China in 1982 with a bachelor
degree in economics majoring in industry economics. He has many years
of experience in the fields of economics, accounting and finance. Mr.
Zhang was the vice-president of the Chinese Institute of Certified Public
Accountants, and the Chief Supervisor of Beijing Association of Forensic
Science. Mr. Zhang is currently a member of Internal Control Standard
Committee of the Ministry of Finance of the PRC.
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ZHANG Tim Tianwei

Aged 60, is an independent non-executive Director. He is also a
member of each of the Nomination Committee and the Remuneration
Committee. Mr. Zhang was appointed as an independent non-executive
Director on 1 November 2011.

Mr. Zhang is currently the chief executive officer of Olive Ridge LLC. He
was the founder and managing director of Taconic Capital Ltd. from
September 2003 to September 2005. He acted as the vice chairman and
general manager of Unicredit China Capital Limited from September
2005 to June 2007. He served as the managing director of J.P. Morgan
Securities (Asia Pacific) from July 2007 to October 2011 and acted as
the chairman of J.P. Morgan (China) Venture Capital Investment Co.
Ltd. Since its foundation in 2010 to October 2011. He served as the
managing director of Taconic Capital Group from November 2011 to
March 2012, and as the chief operating officer of China Merchants
Capital Management Limited from April 2012 to December 2014. He is
the managing director of Mount Flag Capital Ltd. from January 2015 to
September 2018 and was also the chief executive officer of Mount Flag
LLC from August 2015 to September 2018. From 2018 to May 2023,
he acted as the chief investment officer of China Resources Capital
Management Ltd.

Mr. Zhang graduated from Tsinghua University at the Faculty of Precision
Instruments & Mechanology in July 1986. He obtained a Master of
Economics from the Chinese Academy of Social Sciences and a Master
of Business Administration (MBA) from The University of Chicago.
Mr. Zhang has over 20 years of experience in financial and business
management.
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QI Yan

Aged 74, is an independent non-executive Director. She is also a
member of the Audit committee and the Remuneration Committee.
Ms. Qi was appointed as an independent non-executive Director on 30
November 2017.

Ms. Qi is currently the chief representative of Xiaomi Corporation, a
company listed on the Stock Exchange (Stock Code: 1810.HK). She
served in Aigo Digital Technology Co., Ltd as a vice president from
September 2004 to September 2011, and was subsequently promoted to
the vice chairman and the chief executive officer from September 2011
to March 2012. She also served in Aigo Electronics Technology Co. Ltd
as the chief executive officer from March 2012 to December 2012. She
has over 20 years’ experience in business management.

Ms. Qi was awarded the certificate of Postgraduate Master’s degree
in applied sociology from the Graduate School of 1 B 4+ & i} £ fr
(Chinese Academy of Social Sciences) in June 1998. Ms. Qi joined the
China National Democratic Construction Association (“CNDCA") in 1987
and served the Central Committee of CNDCA and the Beijing Municipal
Committee of CNDCA.

SENIOR MANAGEMENT
ZHAO Hong
Aged 49, is the chief financial officer of the Company.

Ms. Zhao served from 2001 to 2014 in DC Holdings mainly in the
finance department as finance director, in the financing department as
general manager of distributorship financing and in the financial service
department of headquarter institutional division as general manager.
From 2014 to 2017, Ms. Zhao worked as the financial controller of
Chongging Digital China Huicong Micro-Credit Co., Ltd. (previously
a member of the Group). In 2018, she served as the vice president of
the Company and in 2019 she was promoted to senior vice president
and the chief financial officer of the business groups of platform and
corporate services, and smart industries of the Company concurrently.
She was subsequently promoted to the position of the chief financial
officer of the Company in May 2020.

Ms. Zhao graduated from Harbin Engineering University with a

Bachelor’s degree in engineering in July 1997 and a Master’s degree in
economics in April 2001, respectively.
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LU Qingguo

Aged 50, is the Board Secretary and the general counsel of the Group.
Mr. Lu joined the Group in May 1998 and has served as the corporate
lawyer, the head of legal department and chief legal officer, and
was appointed as the Board Secretary of the Company in 2011. Mr.
Lu is mainly responsible for the legal affairs and listing affairs of the
Group. Prior to joining the Group, Mr. Lu has taught in Guizhou Minzu
University for two years. Mr. Lu graduated from Southwest University of
Political Science & Law and obtained a Bachelor’s degree of Laws, LL.B.
Mr. Lu also passed the national lawyer qualification examination and
obtained the certificate of lawyer qualification in 1997. Mr. Lu has over
20 years of experience in corporate legal affairs.

Please also refer to the Report of the Directors and the Corporate
Governance Report for additional information about the Directors and
senior management, including their emoluments, and (where applicable)
interests in shares.

Certain Chinese names of institutions, natural persons or other entities have been
translated into English and included in this annual report as unofficial translations
for identification purpose only. In the event of any inconsistency, the Chinese
names shall prevail.
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LIQUIDITY AND FINANCIAL RESOURCES

The Group's cash and cash equivalent increased by approximately
RMB53,659,000 from approximately RMB312,023,000 as at 31
December 2022 to approximately RMB365,682,000 as at 31 December
2023 (out of which approximately 99.6% was denominated in RMB).

As at 31 December 2023, the Group had total external borrowings
of approximately RMB406,473,000 (as at 31 December 2022:
approximately RMB1,070,277,000), of which approximately
RMB150,852,000 (as at 31 December 2022: approximately
RMB653,661,000) were bank borrowings, which bore an average
interest rate of 4.15% per annum (as at 31 December 2022: 6.43%
per annum) and mature in 2024, and approximately RMB255,621,000
(as at 31 December 2022: approximately RMB416,616,000) were
other borrowings. In addition, a bank borrowing of approximately
RMB487,882,000, which was guaranteed by Group’s subsidiaries
and independent third parties of the Group and secured by certain
properties held by such independent third parties, was classified
as liabilities held for sale. As at 31 December 2023, the Group had
undrawn banking facilities of RMB12,000,000 (2022: Nil). Other
borrowings as of 31 December 2023 were provided by independent
third parties with interest at rates ranging from 3.85% to 12.59% per
annum (as at 31 December 2022: 3.85% to 8.0% per annum). The
Group’s borrowings were mainly denominated in RMB.

As at 31 December 2023, the Group’s bank borrowings of
RMB10,000,000 were guaranteed by a subsidiary of the Group and
secured by certain properties held by the Group (31 December 2022:
RMB50,000,000); and bank borrowings of RMB10,000,000 were
guaranteed by certain independent third parties of the Group and
secured by an executive director of the Group (31 December 2022:
RMB22,000,000).

As at 31 December 2023, other borrowings with a total principal
amount of RMB230,000,000 (31 December 2022: same) were provided
by an independent third party and with a maturity date on 31 December
2024. This other borrowing is interest-free and secured by certain equity
shares of a subsidiary (31 December 2022: same); and other borrowings
of RMB10,000,000 provided by an independent third party were
guaranteed by a director of a subsidiary of the Group (31 December
2022: Nil).
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As at 31 December 2023, the Group was in net asset position,
whereas the Group’s negative gearing ratio is -19% (calculated as net
asset/net debt divided by total capital, net debt is calculated as total
borrowings, lease liabilities and other financial liabilities less cash and
cash equivalents (including restricted bank deposits) from continuing
operations; and total capital is calculated as “equity” as shown in
consolidated statement of financial position plus net asset/net debt).
The capital and reserves attributable to equity holders of the Company
decreased by approximately RMB2,048,708,000 from approximately
RMB2,509,118,000 as at 31 December 2022 to approximately
RMB560,410,000 as at 31 December 2023.

The Board does not recommend the payment of any final dividend for
the Year (2022: Nil).

During the Year, the Group had conservative treasury policies in terms of
cash and financial management. The Group does not use any financial
instruments for hedging purposes.

BUSINESS AND FINANCIAL REVIEW

A Business Review and a Financial Review of the Group are set out on
page 8 to 24 of this report.
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INVESTMENT PROPERTIES

Details of the Group’s investment properties and completed properties
held for sale as at 31 December 2023 are set out below:

BREWMRE
R-F-=#+-A=+-AAKEZREA
MERAEHERTYERERIMT -

Approximate
gross floor area

Location Group’s interest

(sq.m.)

BROZEER

ith, 31 2N 5% B AT 45 28

Room 1004, The West Lake Plaza
of International Science &
Technology, No. 391 Wen'er
Street, Hangzhou, Zhejiang
Province, PRC

R B HT T A AN T S = 391558
PR B BR B B K E 1004

100%

SIGNIFICANT INVESTMENT, MATERIAL
ACQUISITIONS AND DISPOSALS

Save as disclosed in this annual report, the Group has no significant
investment, or any material acquisitions or disposal of subsidiaries,
associated companies or joint ventures for the Year. Save as disclosed in
this annual report, there was no plan authorised by the Board for any
material investments or additions of capital assets as at the date of this
annual report.
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CONTRACTUAL ARRANGEMENTS

Structured Contracts involving Huicong Construction

In light of the relevant PRC laws and regulations restricting the
participation and operation of internet content services by foreign
investors, the Group has engaged Beijing Huicong Construction
Information Consulting Co., ltd. (I R EZBEZXEEZHER A
A ) ("HC Construction” or “Huicong Construction”) to operate its
online platform, and publish its business information on the internet
pursuant to certain contractual arrangements (the “HC Contractual
Arrangements”) in respect of its online services. With the cessation of
operations of the online platform of hc360.com as the Group is fading
out its online services business, the relevance of the Telecommunications
and Information Services Business Operation Licence (“ICP Licence")
held by HC Construction diminished. Upon the Group’s instruction, HC
Construction is currently in the process of de-registering its ICP Licence.
The HC Contractual Arrangements will be end pursuant to its terms and
conditions in such event.

Please also refer to the prospectus of the Company dated 8 December
2003 and the announcement of the Company dated 25 September 2014
in relation to the transfer of listing from GEM to the Main Board of the
Stock Exchange (the “Transfer of Listing Announcement”) for further
details of the HC Contractual Arrangements.

For the year ended 31 December 2023, except for the above and save as
disclosed in this annual report, there was no material change in the HC
Contractual Arrangements and/or the circumstances under which they
were adopted.

For the reporting period, the structured contracts under the HC
Contractual Arrangements were not unwound as none of the
restrictions that led to the adoption of the said structured contracts had
been removed.

The Group amended certain terms of the then existing agreements
and entered into a new exclusive option agreement, an equity pledge
agreement and powers of attorney with Huicong Construction and/
or its registered shareholders on 15 September 2014 with a view to
strengthen the Group’s protection and control (with a novation of
rights and obligations under these contractual arrangement to another
subsidiary of the Group (namely, Beijing Huicong Technology Group
Co., Ltd. (“Beijing Huicong Technology”)) in June 2021 in response
to a structural reorganisation of the Group). As a result of the HC
Contractual Arrangements, Huicong Construction is considered to be
a subsidiary of the Group and the financial statements of Huicong
Construction are included in the Group's consolidated financial
statements from 15 September 2014.
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As at the date of this annual report, agreements underlying the HC
Contractual Arrangements include (i) the domain names and trademarks
licence agreement, (ii) the technology services agreement, (iii) the
online information distribution agreement, (iv) the online advertisement
publication agreement, (v) the exclusive option agreement, (vi) the
equity pledge agreement and (vii) the powers of attorney.

The Group previously depended and relied on the HC Contractual
Arrangements with Huicong Construction (which holds, among other
things, the ICP Licence (with a term up to 12 January 2027)) in respect
of its online services operations. The Group has ceased the operations
of the online platform of hc360.com.

Information of Huicong Construction

Huicong Construction is a limited liability company established in the
PRC. As at the date of this annual report, the registered capital of
Huicong Construction is owned as to 50% by Mr. Guo Fansheng (a
non-executive Director) and 50% by Mr. Liu Jun (an executive Director).
Mr. Liu Jun currently is the sole director and the legal representative of
Huicong Construction, and he is responsible for making financial and
management decisions of Huicong Construction, and overseeing their
implementation, so as to ensure that Huicong Construction operates
in accordance with the terms of the HC Contractual Arrangements. As
each of Mr. Guo Fansheng and Mr. Liu Jun holds 50% equity interests
of Huicong Construction and they are the controllers of Huicong
Construction, Huicong Construction is thus a connected person of the
Company.
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Set out below is the key financial information of Huicong Construction
during the year ended 31 December 2023:

HEBA
BEE

Revenue
Total assets
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Year ended 31 December 2023
RMB’000
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849
25,768

To the best knowledge, information and belief of the Company and as
confirmed by Mr. Guo Fansheng and Mr. Liu Jun, save for the operation
and provision of services for the Group as contemplated under the HC
Contractual Arrangements, Huicong Construction has no other material
business operation during the year ended 31 December 2023 and up to
the date of this annual report.

Views of the Independent Non-Executive Directors

The independent non-executive Directors have reviewed the HC
Contractual Arrangements, and confirmed that for the financial year
ended 31 December 2023, (1) the transactions carried out during the
Year have been entered into in accordance with the relevant provisions
of the HC Contractual Arrangements; and (2) no dividends or other
distributions have been made by Huicong Construction which are not
otherwise subsequently assigned or transferred to the Group.

Major terms of the agreements underlying the HC
Contractual Arrangements

Technology Services Agreement

Beijing HC Technology entered into a technology services agreement
(the "Technology Services Agreement”) with Huicong Construction
on 1 July 2021 for a term of three years and may be renewed for an
additional term of three years at the sole discretion of Beijing HC
Technology (and such renewal shall be subject to the Company having
obtained all necessary approvals and consents in accordance with the
applicable laws, rules and regulations (including applicable rules of the
Rules Governing the Listing of Securities on the Stock Exchange (the
“Listing Rules”))).
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Pursuant to the Technology Services Agreement, Beijing HC Technology
is appointed by Huicong Construction as its exclusive agent to provide
Huicong Construction with technology support and services related to
the internet content provider business of Huicong Construction, which
includes:

(i) server maintenance services;

(i) the development, renewal and upgrading of server application
software and its application in the internet content provider
business;

(iii)  the development, renewal and upgrading of application software
for internet user;

(iv)  the technology service of e-business;
(v)  the training of technical personnel; and

(vi) other reasonable requests from Huicong Construction for technical
services.

Under the Technology Services Agreement, Huicong Construction
shall pay Beijing HC Technology an annual fee of RMB250,000 for the
provision of the aforesaid services. The annual fee thereafter may be
adjusted, but it shall not exceed 20% of the amount charged in the
previous year.

Domain Names and Trademarks Licence Agreement

Beijing HC Technology entered into a domain names and trademarks
licence agreement (the “Domain Names and Trademarks Licence
Agreement”) with Huicong Construction on 1 July 2021 for a term of
three years and may be renewed for additional term of three years at
the sole discretion of Beijing HC Technology (and such renewal shall
be subject to the Company having obtained all necessary approvals
and consents in accordance with applicable laws, rules and regulations
(including applicable rules of the Listing Rules)).
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Pursuant to the Domain Names and Trademarks Licence Agreement,
Beijing HC Technology licences Huicong Construction to use certain
domain names and trademarks (including domain names and trademarks
owned by Beijing HC Technology and to be obtained by it from time to
time) for the sole purpose of operating the website and dissemination
of information for the benefit of Beijing HC Technology in the PRC.
Any intellectual properties developed by Huicong Construction during
the term (including any renewed term) of the Domain Names and
Trademarks Licence Agreement would belong to Beijing HC Technology.
Parties further agreed that where any intellectual properties are required
by law to be registered in the name of Huicong Construction, Huicong
Construction shall, where permitted by applicable laws and regulations,
upon request of Beijing HC Technology assign such intellectual property
rights to Beijing HC Technology or a party as designated by Beijing
HC Technology, and shall return any consideration received for such
transfer. Huicong Construction has undertaken that they shall warrant
and guarantee that such intellectual properties are flawless and it shall
bear all damages and losses caused to Beijing HC Technology by any
flaw in such intellectual properties. Beijing HC Technology has the right
to recover all of its losses from Huicong Construction for liabilities to
any third party.

Under the Domain Names and Trademarks Licence Agreement, Huicong
Construction shall pay an annual fee of RMB250,000. The annual fee
thereafter may be adjusted, but the adjustment shall not exceed 20% of
the amount charged in the previous year.

Online Information Distribution Agreement

Beijing HC Technology entered into an online information distribution
agreement (the “Online Information Distribution Agreement”) with
Huicong Construction on 1 July 2021 for a term of three years and
may be renewed for an additional term of three years at the sole
discretion of Beijing HC Technology (and such renewal shall be subject
to the Company having obtained all necessary approval and consents
in accordance with applicable laws, rules and regulations (including
applicable rules of the Listing Rules)).

Pursuant to the Online Information Distribution Agreement, Beijing HC
Technology appoints Huicong Construction to exclusively publish the
information collected, edited or produced by Beijing HC Technology on
the website operated by Huicong Construction.

Under the Online Information Distribution Agreement, Beijing HC
Technology shall pay an annual fee of RMB900,000. The annual fee
thereafter may be adjusted, but the adjustment shall not exceed 20% of
the amount charged in the previous year.
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Online Advertisement Publication Agreement

HC Advertising first entered into an online advertisement publication
agreement (the “Online Advertisement Publication Agreement”) with
Huicong Construction on 2 January 2002 for a term of three years (and
subsequently extended). The existing term of the Online Advertisement
Publication Agreement is three years commencing from 15 September
2020 to 14 September 2023, and may be renewed for additional
term of three years at the sole discretion of HC Advertising (and such
renewal shall be subject to the Company having obtained all necessary
approvals and consents in accordance with the applicable laws, rules
and regulations (including applicable rules of the Listing Rules)).

Pursuant to the Online Advertisement Publication Agreement, HC
Advertising appoints Huicong Construction to publish exclusively
advertisement designed, produced by or entrusted to HC Advertising on
the website operated by Huicong Construction.

Under the Online Advertisement Publication Agreement, HC Advertising
shall pay an annual fee of RMB900,000. The annual fee thereafter may
be adjusted, but the adjustment shall not exceed 20% of the amount
charged in the previous year.

Exclusive Option Agreement

Beijing HC Technology entered into the exclusive option agreement (the
"Exclusive Option Agreement”) with Huicong Construction, Mr. Guo
Fansheng and Mr. Liu Jun on 1 July 2021, pursuant to which Mr. Guo
Fansheng and Mr. Liu Jun jointly and severally granted to Beijing HC
Technology (and Huicong Construction having consented to such grant)
an irrevocable exclusive option for Beijing HC Technology (or such third
party as it may designate) to purchase, to the extent permitted by PRC
laws, all or part of their equity interests in Huicong Construction, at the
consideration of RMB1,400,000 or a minimum purchase price permitted
under PRC laws and regulations at the time of exercise of such option.
Such exclusive option is for an indefinite term commencing on 1 July
2021 until (i) it is terminated by Beijing HC Technology in writing, or (ii)
upon transfer of the entire equity interests held by Mr. Guo Fansheng
and Mr. Liu Jun in Huicong Construction. Such exclusive option may
not be revoked or varied during the term of the Exclusive Option
Agreement.
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Pursuant to the Exclusive Option Agreement, each of Mr. Guo Fansheng
and Mr. Liu Jun has undertaken to Beijing HC Technology, among
other things, that they shall not create any pledge, indebtedness or
third party encumbrances, and shall not transfer, give by way of gift,
pledge or otherwise dispose of its equity in Huicong Construction to
any party other than Beijing HC Technology (or such third party as it
may designated by it). Further, Huicong Construction has undertaken to
Beijing HC Technology, among other things, that:

(i) it will operate its business in accordance with the laws,
regulations, requirements and other management requirements or
directions by relevant governmental department;

(i) it shall ensure the continual existence of Huicong Construction
in accordance with good financial and business standards and
practices, and shall prudently and effectively operate its business
and transactions, and shall use its best endeavours to ensure
Huicong Construction obtaining all licences, permits and approval
requires for its operation, and to ensure that they shall not be
cancelled, revoked or declared invalid;

(iii) it shall provide all its information in respect of its operation and
finance at Beijing HC Technology’s request;

(iv) it shall not conduct any of the following matters unless with
prior written approval from Beijing HC Technology: (a) sell,
transfer, pledge or otherwise dispose of any assets, business, or
income, or allow encumbrance be created thereon (save as in its
ordinary course of business or with prior written approval from
Beijing HC Technology); (b) enter into any transactions which will
materially and adversely affect its assets, obligations, operation,
equity interest and other legal rights (save as in its ordinary
course of business or with prior written approval from Beijing HC
Technology); (c) declare dividend, or bonus to its shareholders; or
(d) incur, take up, guarantee or allow any indebtedness other than
those in the ordinary course of business and with the prior written
consent of Beijing HC Technology;

(v) it shall not without the prior written approval from Beijing HC
Technology resolve any shareholders’ resolution on increasing or
decreasing its registered capital, or alerting its registered capital
structure;
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(vi) it shall not without the prior written approval from Beijing HC
Technology alter its articles of association, or change its scope of
business; and

(vii) it shall not without the prior written approval from Beijing
HC Technology change or remove any of its director or senior
management.

Huicong Construction, Mr. Guo Fansheng and Mr. Liu Jun further
executed an undertaking dated 1 July 2021 (the “Undertaking”),
pursuant to which, among other things, they undertake to
unconditionally return to the Group any consideration they receive in
the event Beijing HC Technology acquires the equity interests in Huicong
Construction, and to unconditionally transfer the domain name “hc360.
com” and related registered trademark(s) to Beijing HC Technology
(or such third party as it may designated by it) in the event that the
agreements underlying the HC Contractual Arrangements lapse, expire
or be terminated.

Power of Attorney

On 1 July 2021, each of Mr. Guo Fansheng and Mr. Liu Jun has executed
a power of attorney (the “Power of Attorney”). Pursuant to each of
the Powers of Attorney, each of Mr. Guo Fansheng and Mr. Liu Jun
unconditionally and irrevocably authorises any individual designated
by Beijing HC Technology (which shall be a director of the Company
(other than Mr. Guo Fansheng, Mr. Liu Jun or their close associates),
and shall be a resident of PRC) to represent him in exercising all his
rights as shareholders of Huicong Construction under applicable PRC
laws, including without limitation, to transfer all his equity interests,
to determine the consideration for such transfer, to complete all
relevant procedures regarding such transfer, to attend general meetings
and exercise voting rights, to execute all such relevant documents,
agreements and resolutions, etc.. Such Powers of Attorney shall remain
in full force and effect from 1 July 2021 until Mr. Guo Fansheng or Mr.
Liu Jun (as the case may be) ceases to be a shareholder of Huicong
Construction.
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Equity Pledge Agreement

Beijing HC Technology, Mr. Guo Fansheng and Mr. Liu Jun entered into
the equity pledge agreement (the “Equity Pledge Agreement”) on 1
July 2021, pursuant to which each of Mr. Guo Fansheng and Mr. Liu Jun
pledged all their respective equity interests in Huicong Construction to
Beijing HC Technology to secure the performance of all their obligations
and the obligations of Huicong Construction under the Domain
Names and Trademarks Licence Agreement, the Technology Services
Agreement, the Online Information Distribution Agreement, the Online
Advertisement Publication Agreement, the Exclusive Option Agreement
and the Powers of Attorney.

Beijing HC Technology will be entitled to exercise the rights of pledge
in the event Huicong Construction fails to pay the service fee under the
Technology Services Agreement and the Domain Names and Trademarks
Licence Agreement or fail to perform any other term of the above
agreements, the Online Information Distribution Agreement and the
Online Advertisement Agreement, or any of Huicong Construction, Mr.
Guo Fansheng or Mr. Liu Jun fails to perform any term of the Exclusive
Option Agreement and the Powers of Attorney (as the case may be),
upon reasonable notice. If Huicong Construction declares any dividend,
bonus or adopt any proposal for distribution of profits during the term
of the Equity Pledge Agreement, such dividends, bonus or economic
benefits of all such proposal for distribution shall be delivered to Beijing
HC Technology.

The Equity Pledge Agreement is for an indefinite term commencing
from 14 February 2019 until (i) all the agreements (other than the
Equity Pledge Agreement) underlying the HC Contractual Arrangements
have been terminated by Beijing HC Technology and/or HC Advertising
(as the case may be) or (ii) all the obligations under the Equity Pledge
Agreement have been fulfilled. The Equity Pledge Agreement has been
filed at relevant market supervision and administration bureau.

Risks associated with the HC Contractual Arrangements

The government may determine that the agreements underlying the
HC Contractual Arrangements do not comply with the applicable
regulations, or these regulations or their interpretation may change in
the future.
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The Company is incorporated in the Cayman Islands and members of
the Group established in the PRC are considered as foreign-invested
enterprise. Currently, laws and regulations of the PRC restrict
participation and operation of internet content services by foreign
investors. Upon interview conducted by the PRC legal advisers with
relevant responsible officer of the Telecommunication Department of
Beijing Communications Administration (I R B EEEREEE
I Bz ), the PRC legal advisers were informed that currently, there is no
prohibition of adoption of contractual arrangements or variable interest
entity in the business of services, and there has been no law, rules,
regulations or normative documents in the PRC which stipulates that
such arrangements constitute the act of “concealing illegal intentions
with a lawful form” under PRC laws.

Save for matters as further discussed in the paragraph headed “Certain
terms of the HC Contractual Arrangements may not be enforceable
under PRC laws” below, our PRC legal advisers are of the opinion that
the agreements underlying the HC Contractual Arrangements are,
collectively and individually, legal and valid and do not violate PRC
laws, rule and regulations. Although the Group has not received any
interference regarding the legality of the HC Contractual Arrangements,
there is no assurance that the PRC government or judicial authorities
would agree that the HC Contractual Arrangements comply with PRC
licensing, registration, other regulatory requirements or policies that may
be adopted in the future. If the PRC government or judicial authorities
determines that the Group or the HC Contractual Arrangements do
not comply with the applicable PRC laws and regulations, it could have
discretion in dealing with such non-compliance, including:

(i)  discontinuing or placing restriction on the business operation
of Beijing HC Technology, HC Advertising and/or Huicong
Construction in the PRC;

(i) requiring reorganisation or restructuring of ownership or business
of Beijing HC Technology and/or HC Advertising;

(iii)  levying fines and/or confiscating the proceeds generated from the
operations under the HC Contractual Arrangements; and

(iv) taking other regulatory or enforcement actions that could have

a material adverse effect over the Group’s financial condition or
business.
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Where the Group loses the right to direct the activities of Huicong
Construction as a result of these consequences, the Group would be no
longer able to consolidate the financial results of Huicong Construction.

The HC Contractual Arrangements may not provide control as effective
as direct ownership

Huicong Construction is owned as to 50% by Mr. Guo Fansheng and
50% by Mr. Liu Jun. The Company and its subsidiaries do not own or
hold any equity interests in Huicong Construction.

The HC Contractual Arrangements may not be as effective in providing
control over website operations in PRC as direct ownership in these
businesses.

Currently, Huicong Construction is the registrant of the domain name
"hc360.com” in light of relevant requirements in the PRC on internet
content provider business. If the Group is unable to acquire the domain
name from Huicong Construction, or if Huicong Construction declares
bankruptcy or if the domain name, as part of Huicong Construction’s
assets, become subject to liens or rights of third party, the Group may
be unable to continue its existing business using “hc360.com” and
may be required to establish a new domain name, and to establish new
trademark.

The registered shareholders of Huicong Construction may have potential
conflicts of interest with the Group

As at the date of this annual report, equity interests of Huicong
Construction is owned as to 50% by Mr. Guo Fansheng and 50% by
Mr. Liu Jun. Mr. Liu Jun is the sole director and the legal representative
of Huicong Construction. The Directors are of the view that Mr. Guo
Fansheng and Mr. Liu Jun are controllers of Huicong Construction. Each
of Mr. Guo Fansheng and Mr. Liu Jun has undertaken to the Company
that each of them will procure Huicong Construction in fulfilling its
obligations under the agreements underlying the HC Contractual
Arrangements. Each of Mr. Guo Fansheng and Mr. Liu Jun, as a Director,
also owes fiduciary duties to the Company and the Shareholders as a
whole pursuant to relevant law of the Cayman Islands.

There is no assurance that when conflicts of interests arise, shareholders
of Huicong Construction will act in the best interests of the Group, or
that any conflicts of interests will be resolved in favour of the Group.
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To strengthen the Group’s protection, Beijing HC Technology entered
into the Exclusive Option Agreement dated 1 July 2021, pursuant to
which Beijing HC Technology (or such third party as it may designated)
may purchase the equity interests of Mr. Guo Fansheng or Mr. Liu Jun in
Huicong Construction, among others, in the event that HC Contractual
Arrangements are not renewed. The said option is for an indefinite
period unless terminated by Beijing HC Technology or upon Beijing
HC Technology acquiring all equity interests in Huicong Construction.
Further, each of the registered shareholders of Huicong Construction
(namely, Mr. Guo Fansheng and Mr. Liu Jun) has executed the Power
of Attorney which authorise individual designated by Beijing HC
Technology to exercise all of their rights and powers as shareholders of
Huicong Construction. In addition, as each of Mr. Guo Fansheng and
Mr. Liu Jun, being all registered shareholders of Huicong Construction,
is a Director, each of them further owes a duty of care to the Company
and the Shareholders as a whole under applicable laws. The Directors
are of the view that Huicong Construction and/or its registered
shareholders are not entitled to terminate the agreements underlying
the HC Contractual Arrangements save for material breach by Beijing HC
Technology and/or HC Advertising (as the case maybe). In such cases of
termination, that the Group will be entitled to exercise its rights under
the Equity Pledge Agreement to uphold its rights or have to resort to
legal remedies under the PRC law.

There is no assurance that the Group can identify new entity which
provides internet content services required for the Group’s operation
timely, or on equivalent or similar terms. In the event that existing
PRC entity cannot be located, the Group may be required to engage
other parties to set up new entity. Pursuant to the existing laws
and regulations, approval procedures for key licences to operate
internet content services usually takes three to six months, with such
requirements including among others, the Qualification Requirement
(as further discussed below) and a minimum requirement of registered
capital of not less than RMB1,000,000, while there is no assurance that
such approval will be granted, or will be granted on a timely manner.

In the event that the HC Contractual Arrangements are discontinued
and the Group is unable to locate any substitute to provide internet
content services timely, the operation of the Group’s platform could
be severely disrupted and the Group may breach its existing contracts
for online businesses, which could materially and adversely affect the
Group's business operation and financial results.
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Certain terms of the HC Contractual Arrangements may not be
enforceable under PRC laws

The HC Contractual Arrangements provide for dispute resolution by
way of arbitration in accordance with the arbitration rules of the Beijing
Arbitration Commission in the PRC. The HC Contractual Arrangements
also contain provisions to the effect that, the arbitral body may award
remedies over shares and/or assets of Huicong Construction, injunctive
relief and/or winding up of Huicong Construction, and that courts in
Hong Kong and the Cayman Islands are of competent jurisdiction with
power to grant interim remedies in support of arbitration pending
formation of arbitral tribunal or in appropriate cases.

We have been advised by our PRC legal advisers that the above
mentioned provisions regarding injunctive relief or interim remedies
contained in the HC Contractual Arrangements may not be enforceable,
and that under PRC laws, arbitral body does not have the power to
grant any injunctive relief or liquidation order in case of dispute.

Accordingly, such remedies may not be available to us timely, or be
available to us at all notwithstanding the relevant contractual provisions
contained in the HC Contractual Arrangements.

Exercise of option to acquire the equity interests in Huicong
Construction may be subject to limitations and the ownership transfer
may be subject to substantial costs

Under the HC Contractual Arrangements, the Group has the option to
purchase equity interests in Huicong Construction.

The Administrative Rules for Foreign Investments in Telecommunications
Enterprises (2016 amended) (the “FITE Rules”) currently stipulated that
foreign investors are not allowed to hold more than 50% of the equity
interests of a company providing value-added telecommunications
services, including internet content provider services. As the Company
is a company incorporated in the Cayman Islands, all members of the
Group controlled by the Company through majority shareholdings or
equity interests are regarded as such foreign invested enterprise, which
restrict the exercise of option.

47

BRENZEZE T IR K LA 1R 15+ B %
& BT
SRANRHERE MOAETEREILR

@ﬁéAEZ@ﬁﬁWM@ﬁﬁTMR°S

UtﬁﬁﬁﬁhﬂT%@ﬁ%%T ﬁ
H@L & 2 Bin e /3B BE 1F A R B
%ﬁ”%v&/i%%ﬁﬁﬁ&%% ﬁ%
BLHRENRBZERABRIZEE R A
NERIFEEZEZARXEBESE RN TR
Hife B 470 R 48 BB DA SRR (R AL -

ARABCDETEERZBEREMN  ZRANE
BEFE AR BE NS S HEEAMIBERL
AR T REPBEDEZ  WHRMH
HHEEEERBEMREHSHERS -

1 /‘"“ii

ES)L A RANZHEEREBEOER
$%l$b7&%%%ﬁ%ﬂﬁ%%%ﬁm
=R

TTREBRENNBZRER RN #a XA
RRAGHRRRFEEBRLEBELEASL
AR

RESRANZH A5EHEERBRESRE
WA 2 BB

SR EBEDEEEMRE QOI6FEET (4
BHREEELEEEREDEKREINBELR
EEAAR -—HEHRBEEERB (BEER
RN RRTE) 2 A 7%%3%%0%%$@”°
HRARRAHASHESEMKRILZABR R
$Qﬂﬁ@ﬁﬁk%ﬁ%%ﬁ%$%é%ﬂ
ZHEREEKERARRBERINBRELE
HRFIBAREZITE

EREEBFRAT 20237 i



48

Management Discussion and Analysis
EERE WM DN

In addition, under the FITE Rules, a foreign invested enterprise wishing
to acquire any equity interest in a value-added telecommunications
business in the PRC must demonstrate a good track record and
experience in providing value-added telecommunications services
overseas (“Qualification Requirement”). There is currently no clear
guidance on the interpretation of the Qualification Requirement under
the existing applicable PRC laws, regulations or rules, and the Company
is therefore unable to ascertain the Qualification Requirement. There
is no assurance that the Group will be able to sufficiently satisfy the
Qualification Requirement, or there will not be any subsequent change,
interpretation or guidance on the Qualification Requirement, or such
other requirements concerning the operator of internet content provider
services. If the restrictions on the percentage of foreign ownership
in telecommunications services are removed, the Group may need to
unwind the HC Contractual Arrangements before the Group is in a
position to comply with the Qualification Requirement.

The exercise of option to acquire equity ownership of Huicong
Construction may incur substantial costs on the part of the Group.

Huicong Construction may fail to obtain and maintain the requisite
assets, licences and approvals as required under the regulatory
environment for internet content provider business in the PRC

The telecommunications services industry in China is heavily regulated by
the PRC government and numerous regulatory authorities of the central
PRC government are empowered to issue and implement regulations
governing various aspects of the telecommunications services industry.
These telecommunications services-related laws and regulations are
evolving, and there is a certain degree of uncertainty especially on the
interpretation and enforcement of these laws. As a result, in certain
circumstances it may be difficult to determine what actions or omissions
may be deemed to be in violations of applicable laws and regulations.
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If Huicong Construction fails to obtain or maintain any of the required
assets, licenses or approvals, its continued business operations in the
telecommunications services industry may subject it to various penalties,
including but not limited to fines and the discontinuation or restriction
of its operations. Any such disruption in the business operations of
Huicong Construction will materially and adversely affect our business,
financial condition and results of operations.

The Company may lose the ability to use and enjoy assets held by
Huicong Construction if Huicong Construction declares bankruptcy or
becomes subject to a dissolution or winding up proceeding

Huicong Construction holds the ICP Licence and the domain name
of "hc360.com”. The HC Contractual Arrangements with Huicong
Construction and its shareholders contain terms that specifically
obligate Mr. Guo Fansheng and Mr. Liu Jun to ensure the valid
existence of Huicong Construction. However, in the event that Mr. Guo
Fansheng or Mr. Liu Jun breaches this obligation and voluntarily wind
up Huicong Construction, or Huicong Construction declares bankruptcy
or is otherwise dissolved, some or all of the Group’s online business
operations may have to be ceased. If Huicong Construction undergoes
a voluntary or involuntary winding-up proceeding, Mr. Guo Fansheng or
Mr. Liu Jun or any other third-party creditors may claim rights to some
or all of these assets.
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Even the transfer of trademark of “hc360” has been completed, there
may still be potential penalties

We have been advised by our PRC legal advisers that holders of the
ICP License shall hold the domain name and the trademarks used for
conducting the internet content provider business pursuant to the MIT
Notice.

In order to comply with the notice requirement of the ICP, Beijing
HC International transferred the trademark "hc360” to Huicong
Construction through the HC Contractual Arrangements. On 25 January
2016, the trademark transfer was completed and Huicong Construction
obtained the trademark certificate for “hc360” on 13 March 2016.
The Company has been advised by the PRC Legal Advisers that,
upon completion of the Trademark Transfer, it is unlikely for Huicong
Construction be penalized in respect of failure to fulfill the trademark
requirement under the MIIT Notice regarding any period prior to the
Trademark Transfer.

Actions taken to mitigate the risks associated with HC
Contractual Arrangements

Due to the shift of the Company’s business focus and the cessation
of operations of the 360 Platform, the relevance of the ICP License
diminished.

HC Contractual Arrangements. contain certain provisions in order
to exercise effective control over and to safeguard the assets of HC
Construction, including that, without the prior written consent of Beijing
Huicong Technology, the shareholders of HC Construction shall not at
any time dispose, transfer, pledge, sell or create any charges over the
assets, business, revenue or any beneficial interests of HC Construction,
HC Construction shall conduct its businessin its ordinary and usual
course to preserve the asset value of HC Construction and shall not
engage in any act (or lack thereof) which may have any adverse effect
on the business, operations and asset value of HC Construction, and
etc.
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In addition to the abovementioned internal control measures as provided
in HC Contractual Arrangements., the Company has implemented,
through Beijing Huicong Technology, additional internal control
measures against HC Construction as appropriate, having regard to
the internal control measures adopted by the Group from time to time,
which may include (without limitation):

(i) HC Construction to make available monthly management accounts
and submit key operating data after each month end and provide
explanations on any material fluctuations to Beijing Huicong
Technology;

(i) Beijing Huicong Technology conduct quarterly on-site internal
audit on HC Construction; and

(iiiy if required, legal advisers and/or other professionals will be
retained to deal with specific issues arising from HC Contractual
Arrangements. and to ensure that the operation of HC
Construction will comply with applicable laws and regulations.

Structured Contracts involving Beijing Zhixing Ruijing

On 3 July 2015, the Group completed the acquisition of 100% of share
capital of Orange Triangle Inc. (“Orange Triangle”). it X #& = & &
AR AT (Beijing Orange Triangle Technology Co., Ltd.) (“Orange
Beijing”), a wholly owned subsidiary of Orange Triangle entered into
certain structured contracts (the “BZR Structured Contracts”) with
Beijing Zhixing Ruijing Technology Co., Ltd. (It RETH SR F AR
‘A |]) (“Beijing Zhixing Ruijing”) and/or its then shareholders on 3 July
2015. On 21 February 2021, iR B H (BN ERFAEBRLE(R
[ & %) (Ruijing Huijie (Huizhou) Information Consultation Partnership
(Limited Liability)*, “Ruijing Huijie”) became a shareholder holding
60% of equity interest in Beijing Zhixing Ruijing. Ruijing Huijie is a
limited liability partnership owned by Mr. Liu Jun, the executive Director
and chairman of the Board, and Mr. Zhang Yonghong, the executive
Director of the Company as to 60% and 40%, respectively. In light of
the aforesaid change, Orange Beijing, Beijing Zhixing Ruijing, Ruijing
Huijie and Mr. Liu Xiaodong entered into a new set of BZR Structured
Contracts on 26 March 2020. All assets, rights and contracts of Orange
Triangle were passed to its sole shareholder (Z. Tech Holdings Limited,
a 89.34%-owned subsidiary of the Group) upon its dissolution by
operation of laws and the dissolution resolutions.
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Pursuant to the BZR Structured Contracts, Orange Beijing or Orange
Triangle will provide certain technical consultation and service, including
but not limited to technical services support, intellectual property
licensing, and business and management consultation, whereas Beijing
Zhixing Ruijing will pay (a) the annual service fees RMB5 million to
Orange Beijing; (b) the annual service fees which equal 12% of its
annual revenue to Orange Triangle; and (c) the service fee equivalent
to its revenue deducted by its expenses, net operation loss and reserve
fund extracted to Orange Beijing. Orange Beijing relies on the BZR
Structured Contracts to control the finance and operation of Beijing
Zhixing Ruijing so as to obtain the economic benefits and the rights to
variable returns from Beijing Zhixing Ruijing.

Please also refer to the announcements of the Company dated 17 March
2015, 8 May 2015 and 3 July 2015, respectively, and the circular of the
Company dated 4 June 2015 for further details.

For the Year, save as disclosed in this annual report, there was
no material change in the BZR Structured Contracts and/or the
circumstances under which they were adopted and none of the
structured contracts under the BZR Structured Contracts had been
unwound as none of the restrictions that led to the adoption of the said
structured contracts had been removed.

Further, the Group entered into the BZR Structured Contracts to
conduct the restricted business in the PRC in order to comply with the
abovementioned PRC laws and regulations and to assert management
control over the operations of, and enjoy all of economic benefits of,
Beijing Zhixing Ruijing on 3 July 2015, pursuant to which the Group has
the right to enjoy all the economic benefits of Beijing Zhixing Ruijing,
to exercise management control over the operations of Beijing Zhixing
Ruijing, and to prevent any leakage of the assets and values of Beijing
Zhixing Ruijing to the registered shareholders of Beijing Zhixing Ruijing.
As a result of the BZR Structured Contracts, Beijing Zhixing Ruijing is
consolidated into the accounts of the Group in accordance with the
Group’s accounting policies from 3 July 2015.

As at the date of this annual report, the BZR Structured Contracts
include (i) the exclusive technical services agreement, (ii) the exclusive
licensing agreement on intellectual property, (iii) the exclusive right to
share purchase agreement, (iv) the voting rights proxy agreement, (v) the
pledge agreement and (vi) the management and operation agreement
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The Group depends on the BZR Structured Contracts with Beijing
Zhixing Ruijing (who holds, among other things, the value-added
telecommunications business operating licence (A EE £ KK L
Al §%) (“VAT Licence”), being valid until 8 January 2025) in respect of
its information service business within the second type of value-added
telecommunication services (the “Value-added Telecommunications
Businesses”).

Information of Beijing Zhixing Ruijing

Beijing Zhixing Ruijing is a limited liability company established in the
PRC on 11 September 2014 with registered capital of RMB10 million and
paid up capital of RMB10 million. As at the date of this annual report,
the registered capital of Beijing Zhixing Ruijing is owned as to 60%
by Ruijing Huijie and 40% by Mr. Liu Xiaodong (£]/\3¥), an executive
director of the Company.

Set out below is the selected financial information of Beijing Zhixing
Ruijing during the Year:
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As at the date of this annual report, the business of Beijing Zhixing
Ruijing mainly involves the value-added telecommunications businesses,
excluding technology development; economic and trade consultancy;
organisation of cultural and art exchange activities (not including
commercial performances) (the “Excluded Businesses”).

To the best knowledge, information and belief of the Company and
as confirmed by Ruijing Huijie and Mr. Liu Xiaodong, Beijing Zhixing
Ruijing has no plan or road map to develop and operate the Excluded
Businesses as at the date of this annual report.

Major terms of the agreements underlying the BZR
Structured Contracts

Exclusive Technical Services Agreement

Orange Beijing entered into an exclusive technical services agreement
with Beijing Zhixing Ruijing on 3 July 2015 (the “Exclusive Technical
Services Agreement”). The Exclusive Technical Services Agreement shall
remain in force during the existence of Beijing Zhixing Ruijing upon
execution, unless it is terminated in accordance with the clauses of the
agreement.
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Pursuant to the Exclusive Technical Services Agreement, Orange Beijing
is appointed by Beijing Zhixing Ruijing as its exclusive services provider
to provide technical consulting service, other related technical services
and related services agreed by both parties from time to time during the
term of the Exclusive Technical Services Agreement in accordance with
its terms and conditions.

Under the Exclusive Technical Services Agreement, Beijing Zhixing
Ruijing shall pay Orange Beijing an annual services fee of RMB5 million.

Exclusive Licensing Agreement on Intellectual Property

Orange Triangle entered into an exclusive licensing agreement on
intellectual property with Beijing Zhixing Ruijing on 3 July 2015 (the
“Exclusive Licensing Agreement on Intellectual Property”). The Exclusive
Licensing Agreement on Intellectual Property shall remain in force
during the existence of Beijing Zhixing Ruijing upon execution, unless it
is terminated in accordance with the clauses of the agreement.

Pursuant to the Exclusive Licensing Agreement on Intellectual Property,
the right of use of Orange Triangle’s network domain names, registered
trademarks, databases, software systems and other intellectual
properties is granted to Beijing Zhixing Ruijing. Such rights cannot be
transferred to any other third party.

Under the Exclusive Licensing Agreement on Intellectual Property,
Beijing Zhixing Ruijing shall pay annual service fees equivalent to 12%
of its total annual revenue to Orange Triangle. Beijing Zhixing Ruijing
had also procured Ruijing Huijie and Mr. Liu Xiaodong to provide their
holding shares of Beijing Zhixing Ruijing as a pledge to guarantee the
payment of the payable service fee to Orange Triangle or its wholly
owned subsidiaries.

Exclusive Right to Share Purchase Agreement

Orange Beijing, Beijing Zhixing Ruijing, Ruijing Huijie and Mr. Liu
Xiaodong entered into an exclusive right to share purchase agreement
on 26 March 2020 (the “Exclusive Right to Share Purchase Agreement”).
The Exclusive Right to Share Purchase Agreement shall remain in force
during the existence of Beijing Zhixing Ruijing upon execution, unless it
is terminated in accordance with the clauses of the agreement.
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Pursuant to the Exclusive Right to Share Purchase Agreement, Ruijing
Huijie and Mr. Liu Xiaodong jointly and individually granted Orange
Beijing the exclusive right to purchase the shares of Beijing Zhixing
Ruijing in accordance with the terms and conditions of the Exclusive
Right to Share Purchase Agreement, irrevocably and without any
additional conditions. Orange Beijing can, by its own will, decide the
way to exercise the right and purchase all or part of shares held by
shareholders of Beijing Zhixing Ruijing and/or any specified third party
at the minimum price permitted by the relevant laws and regulations of
the PRC at any time, by one or more times.

Under the Exclusive Right to Share Purchase Agreement, the share
repurchase price shall be the minimum price permitted by the relevant
laws and regulations of the PRC. The paid shareholder of Beijing Zhixing
Ruijing will return the rest of the transfer price after deducting the
paid-up capital injected by them to Beijing Zhixing Ruijing.

Voting Rights Proxy Agreement

Orange Beijing, Beijing Zhixing Ruijing, Ruijing Huijie and Mr. Liu
Xiaodong entered into a voting rights proxy agreement on 26 March
2020 (the “Voting Rights Proxy Agreement”). The Voting Rights Proxy
Agreement shall remain in force during the existence of Beijing Zhixing
Ruijing upon execution, unless it is terminated in accordance with the
clauses of the agreement.

Pursuant to the Voting Rights Proxy Agreement, Orange Beijing (or its
designated parties) was granted the power to, inter alia, exercise all
the rights of Ruijing Huijie and Mr. Liu Xiaodong as the shareholders
of Beijing Zhixing Ruijing, subject to applicable laws, regulations and
Beijing Zhixing Ruijing’s articles of association. No prior consent from
Ruijing Huijie and Mr. Liu Xiaodong is required before exercising such
right. Ruijing Huijie and Mr. Liu Xiaodong shall recognise Orange
Beijing’s voting result.
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Pledge Agreement

Orange Beijing (as the pledgee), Beijing Zhixing Ruijing, Ruijing
Huijie and Mr. Liu Xiaodong (as the pledgers) entered into a pledge
agreement on 26 March 2020 (the “Pledge Agreement”), pursuant to
which each of Ruijing Huijie and Mr. Liu Xiaodong pledged their equity
interests in Beijing Zhixing Ruijing held by them as security for Orange
Beijing’s rights and interests granted by the Exclusive Technical Services
Agreement, Exclusive Right to Share Purchase Agreement, Management
and Operation Agreement, Voting Proxy Rights Agreement and the
Exclusive Licensing Agreement on Intellectual Property (collectively,
the “Master Agreements”). Orange Beijing shall have the right to get
compensation by converting the Equity interests into money and seek
preferential payments from the proceeds from the auction or sales of
the said equity interests concerned or other disposal methods as agreed
by each party in accordance with relevant laws and regulations of the
PRC.

Prior to the full discharge of the payments and obligations under the
Master Agreements, without written consent of the pledgee, Ruijing
Huijie and Mr. Liu Xiaodong shall not assign the said equity interests in
Beijing Zhixing Ruijing.

The Pledge Agreement has become effective upon the execution date
and has been filed at relevant market supervision and administration
bureau. Unless otherwise agreed by Orange Beijing in writing after
the Pledge Agreement comes into effect, upon the full and complete
performance of the Company and pledgors’ obligations under the
Master Agreements as well as Orange Beijing's written confirmation, the
pledge shall be terminated.

Management and Operation Agreement

Orange Beijing, Beijing Zhixing Ruijing, Ruijing Huijie and Mr. Liu
Xiaodong entered into a management and operation agreement on 26
March 2020 (the “Management and Operation Agreement”), which
shall remain in force during the existence of Beijing Zhixing Ruijing upon
execution, unless it is terminated in accordance with clauses of the
agreement.

Under the Management and Operation Agreement, Beijing Zhixing
Ruijing will appoint Orange Beijing as its exclusive services provider to
provide complete management support, business support, technical
support and related consulting services during the term of the
Management and Operation Agreement in accordance with its terms
and conditions, which may include all necessary services within the
scope of Beijing Zhixing Ruijing’s business, such as but not limited
to business consultations, marketing consultancy, technical services,
intellectual properties licenses, product research and development,
system maintenance, as well as general corporate management.
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The service fee shall be payable to Orange Beijing by the Beijing Zhixing
Ruijing, where the Beijing Zhixing Ruijing shall pay to Orange Beijing
such fees equivalent to the amount of the Beijing Zhixing Ruijing’s
revenue deducted by Beijing Zhixing Ruijing’s (and its subsidiaries’)
expenses (including Beijing Zhixing Ruijing’s costs, depreciation, other
expenses and payments, and relevant tax payments incurred during the
term of the Management and Operation Agreement), net operation
loss made by Beijing Zhixing Ruijing and the reserve fund extracted by
Beijing Zhixing Ruijing. The service fee shall be calculated within three
(3) months since the end of each financial year based on the audited
report prepared in accordance with the Chinese Accounting Standards
for Business Enterprises and paid within fifteen (15) days of the issuance
date of such audited report.

Risk associated with the BZR Structured Contracts

The PRC government may determine that BZR Structured Contracts are
not in compliance with any existing or future applicable PRC laws or
regulations

If the PRC government finds that the BZR Structured Contracts
(which establish the structure for operating the Value-added
Telecommunications Businesses of Beijing Zhixing Ruijing in the PRC)
do not comply with applicable PRC laws and regulations, or if these
regulations or their interpretations change in the future, Beijing
Zhixing Ruijing could be subject to severe consequences, including the
nullification of the BZR Structured Contracts and the relinquishment of
the interest of Orange Beijing in the BZR Structured Contracts.

According to the FITE Rules, foreign investors’ ultimate equity ownership
in an entity in the PRC which provides value-added telecommunications
services must not exceed 50% and a foreign investor who wishes
to acquire any equity interest in a value-added telecommunications
business in the PRC must demonstrate (i) a good track record and
(ii) experience in providing value-added telecommunications services
(“Qualification Requirements”).

Beijing Zhixing Ruijing has been engaging in the development and
operation of the Value-added Telecommunication Businesses. Under the
current PRC regulatory circumstances, Orange Beijing as a wholly foreign
owned enterprise would not be able to obtain the VAT License and thus
is unable to provide the value-added telecommunications services in the
PRC directly.
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On 13 July 2006, the Ministry of Information Industry (4 % A R X #1
B {2 B E % 56), currently known as MIT (the Ministry of Industry and
Information Technology of the PRC (FEAREFME T EF 1z Bt
#6)) issued the Circular on Strengthening the Administration of Foreign
Investment in Value-added Telecommunications Business (& 7058 4N
RELEIBEEEEBETENBE) ("MIT Notice”), which reiterated
restrictions on foreign investment in the telecommunications businesses.
Under the MIIT Notice, a domestic company that holds a VAT License
is prohibited from leasing, transferring or selling the license to foreign
investors in any form, and from providing any assistance, including
providing resources, sites or facilities, to foreign investors to provide
ICP services illegally in the PRC. Due to a lack of interpretative materials
from the authorities, it cannot be assured that the MIT will not
consider the BZR Structured Contracts as a kind of foreign investment
in telecommunication services, in which case Beijing Zhixing Ruijing and
Orange Beijing may be found in violation of the MIIT Notice.

In addition, several articles published by some news agencies
reported discussions that a PRC Supreme Court decision and two VIE
structure-related arbitration decisions in Shanghai had cast doubt on
the validity of the VIE structure. According to these articles, the PRC
Supreme Court ruled in late 2012 that an entrustment agreement
entered into by and between a Hong Kong company and a PRC
domestic entity, which was purported to enable such Hong Kong
company to make an equity investment in a PRC bank through the
proxy PRC domestic entity, was void on the grounds that this agreement
established an entrustment relationship meant to circumvent the
PRC laws and regulations that prohibit foreign investment in PRC
financial institutions and as such, constituted an act of concealing
illegal intentions with a legitimate form. These articles argued that
a contractual arrangement in a VIE structure and the entrustment
agreement in the cited case, which were similar to the BZR Structured
Contracts, were also designed to “get around” the regulatory
restrictions on foreign investment in certain industries. As such, the
articles noted that this Supreme Court decision might increase the
uncertainties relating to the PRC government’'s view on the validity
of the VIE structure. These articles also reported, without providing
sufficient details, on two arbitration decisions by the then Shanghai
CIETAC which invalidated the contractual arrangement used in a VIE
structure in 2010 and 2011.
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The PRC legal advisor is of the opinion that, based on their
understanding and the numerous precedents of PRC domestic internet
content providers controlled by overseas companies through contractual
arrangements that are similar to the BZR Structured Contracts, the
BZR Structured Contracts do not result in a violation of PRC laws, or
would not be deemed as “concealing illegal intentions with lawful
forms” (as a matter concerning Article 52 of the PRC Contract Law).
The BZR Structured Contracts are enforceable, valid and legally binding
in accordance with their terms and provisions (except for part of the
arbitration clauses contained therein setting forth that the arbitration
tribunal may issue injunction or winding-up orders and the Courts
of Hong Kong and the Cayman Islands have the jurisdiction to grant
interim remedies in support of the arbitration pending formation of the
arbitration tribunal).

However, according to the PRC legal advisor, it cannot be assured that
the PRC government or judicial authorities would agree that the BZR
Structured Contracts comply with current PRC laws or regulations,
would not strictly enforce current PRC laws regulating the provision
of internet content, or would not adopt new laws or policies in the
future. If the PRC government or judicial authorities determine that
the BZR Structured Contracts do not comply with applicable laws
and regulations, such contracts would be deemed void and the PRC
government or judicial authorities could have broad discretion in dealing
with such incompliance, including:

(i) requiring the nullification of the BZR Structured Contracts;

(i) levying fines and/or confiscating the proceeds generated from the
operations under the BZR Structured Contracts;

(iii)  revoking of the business licenses or operating licenses of Beijing
Zhixing Ruijing;

(iv) discontinuing or placing restrictions or onerous conditions on the
business operations of Beijing Zhixing Ruijing; and

(v)  taking other regulatory or enforcement actions that could be
harmful to or even shut down the business of Beijing Zhixing
Ruijing and/or Orange Beijing.

In addition, where the Group loses the right to direct the activities of
Beijing Zhixing Ruijing as a result of these consequences, the Group
would no longer be able to consolidate the financial results of Beijing
Zhixing Ruijing.
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Orange Beijing relies on BZR Structured Contracts to control and obtain
the economic benefits from Beijing Zhixing Ruijing, which may not be as
effective in providing operational control as direct ownership

Due to the PRC's legal restrictions on foreign investment in the
value-added telecommunications services, Orange Beijing controls,
through the BZR Structured Contracts rather than equity ownership,
Beijing Zhixing Ruijing, the operating entity in the PRC and the
holder-to-be of the key licenses required to operate the value-added
telecommunications services in the PRC. However, the BZR Structured
Contracts still may not be as effective as equity ownership in exercising
control over Beijing Zhixing Ruijing. For example, Beijing Zhixing Ruijing
and its shareholders could breach or fail to perform their obligations
under the BZR Structured Contracts. If Orange Beijing had direct
ownership of Beijing Zhixing Ruijing, Orange Beijing would be able to
exercise its rights as a shareholder to effect changes in its board of
directors, which in turn could effect changes, subject to any applicable
fiduciary obligations, at management and operational level. Under the
BZR Structured Contracts, Orange Beijing would need to rely on its
rights under the BZR Structured Contracts to effect such changes, or
designate new shareholders for Beijing Zhixing Ruijing.

If Beijing Zhixing Ruijing or its shareholders breach their obligations
under the BZR Structured Contracts or if Orange Beijing loses the
effective control over Beijing Zhixing Ruijing for any reason, Orange
Beijing would need to bring a claim against them under the terms of the
BZR Structured Contracts. The BZR Structured Contracts are governed by
PRC law and provide that any dispute which arises will be submitted to
the CIETAC, for arbitration, the ruling of which will be final and binding.
Furthermore, personal liabilities of the shareholders of Beijing Zhixing
Ruijing may also cause the equity interest they hold in Beijing Zhixing
Ruijing to be subject to court preservation actions or enforcement. The
legal framework and system in the PRC particularly that relates to the
arbitration proceedings is not as developed as in other jurisdictions
such as Hong Kong. As a result, significant uncertainties relating to the
enforcement of legal rights through arbitration, litigation and other
legal proceedings remain in the PRC, which could limit Orange Beijing's
ability to enforce the BZR Structured Contracts and exert effective
control over Beijing Zhixing Ruijing. If Beijing Zhixing Ruijing or any of
its shareholders fails to perform its respective obligations under the BZR
Structured Contracts, and Orange Beijing is unable to enforce the BZR
Structured Contracts, or suffers significant delays or other obstacles
in the process of enforcing the BZR Structured Contracts, the business
and operations of Orange Beijing could be severely disrupted, which
could materially and adversely affect operation results. As a result, the
Company’s investment in Orange Beijing could also be materially and
adversely affected.
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Remedies of BZR Structured Contracts may not be obtained effectively
under PRC laws

The BZR Structured Contracts provide for dispute resolution by way of
arbitration in accordance with the arbitration rules of the CIETAC in the
PRC. The BZR Structured Contracts contain provisions to the effect that
the arbitration tribunal may award remedies when Beijing Zhixing Ruijing
breaches the BZR Structured Contracts. In addition, the BZR Structured
Contracts contain provisions to the effect that the courts in Hong Kong
and the Cayman Islands are empowered to grant interim remedies in
support of the arbitration pending the formation of an arbitral tribunal.

However, the abovementioned provisions contained in the BZR
Structured Contracts may not be enforced effectively. Under PRC laws,
an arbitration tribunal does not have the power to grant any injunctive
relief or provisional or final liquidation order to preserve the assets of or
any equity interest in Beijing Zhixing Ruijing in case of disputes, and the
courts in Hong Kong and the Cayman Islands may not be empowered
to grant interim remedies in support of the arbitration pending the
formation of an arbitral tribunal under PRC laws. As a result, the
provisions may not effectively protect Orange Beijing, notwithstanding
the relevant contractual provisions contained in the BZR Structured
Contracts.

Therefore, in the event that Beijing Zhixing Ruijing breaches any of the
BZR Structured Contracts, Orange Beijing may not be able to obtain
sufficient remedies in a timely manner, and its ability to exert effective
control over Beijing Zhixing Ruijing and conduct its business could be
materially and adversely affected and the financial performance of
Orange Beijing could be materially and adversely affected. As a result,
the Company’s investment in Orange Beijing could also be materially
and adversely affected.

The shareholders of Beijing Zhixing Ruijing may potentially have a
conflict of interests with the Group

The Group’s control over Beijing Zhixing Ruijing is based on the
contractual arrangement under the BZR Structured Contracts. Hence,
conflict of interests of the shareholders of Beijing Zhixing Ruijing will
adversely affect the interests of the Company. Pursuant to the Voting
Rights Proxy Agreement, the shareholders of Beijing Zhixing Ruijing
have irrevocably authorised Orange Beijing (or its designee) as their
proxy to exercise all the rights of the shareholders of Beijing Zhixing
Ruijing and such authorisation shall not be altered unless otherwise
instructed by Beijing Zhixing Ruijing. Therefore, it is unlikely that there
will be potential conflict of interests between the Company and the
shareholders of Beijing Zhixing Ruijing. However, in the unlikely event
that conflict of interests arises and cannot be resolved, the Company
will consider removing and replacing the shareholders of Beijing Zhixing
Ruijing.
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The contractual arrangements may be subject to scrutiny of the PRC tax
authorities and transfer pricing adjustments and additional tax may be
imposed

The Group could face material adverse tax consequences if the PRC tax
authorities determine that the arrangements under the BZR Structured
Contracts was not entered into based on arm’s length negotiations.
If the PRC tax authorities determine that these agreements were not
entered into on an arm’s length basis, they may adjust our income
and expenses for PRC tax purposes in the form of a transfer pricing
adjustment. A transfer pricing adjustment could adversely affect the
Group's financial position by increasing the relevant tax liability without
reducing the tax liabilities of Beijing Zhixing Ruijing, and this could
further result in late payment fees and other penalties to Beijing Zhixing
Ruijing for under-paid taxes. As a result, any transfer pricing adjustment
could have a material adverse effect on the Group’s financial position
and results of operations.

The Company does not have any insurance which covers the risks
relating to the BZR Structured Contracts and the transactions
contemplated thereunder

The insurance of the Group does not cover the risks relating to the BZR
Structured Contracts and the transactions contemplated thereunder
and the Company has no intention to purchase any new insurance
in this regard. If any risk arises from the BZR Structured Contracts
in the future, such as those affecting the enforceability of the BZR
Structured Contracts and the relevant agreements for the transactions
contemplated thereunder and the operation of Beijing Zhixing Ruijing,
the results of the Group may be adversely affected. However, the Group
has been monitoring the relevant legal and operational environment
from time to time to comply with the applicable laws and regulations.
In addition, the Group has been implementing relevant internal control
measures to reduce the operational risk.

Actions taken to mitigate the risks associated with the
BZR Structured Contracts

The BZR Structured Contracts contain certain provisions in order to
exercise effective control over and to safeguard the assets of Beijing
Zhixing Ruijing, including but not limited to that, without the prior
written consent of Orange Beijing, the shareholders of Beijing Zhixing
Ruijing shall not at any time dispose, transfer, pledge, sell or create any
charges over the assets, business, revenue or any beneficial interests of
Beijing Zhixing Ruijing, Beijing Zhixing Ruijing shall conduct its business
in its ordinary and usual course to preserve the asset value of Beijing
Zhixing Ruijing and shall not engage in any act (or lack thereof) which
may have any adverse effect on the business, operations and asset value
of Beijing Zhixing Ruijing, and etc.

HC GROUP INC. ANNUAL REPORT 2023

BRILXHARERASTEHFEREFELERBE
18 15 58 B T 42 R % AT B 1 UK BB S0 R

MR RGHEARELRATHSEBLES
MIBTZZBEYEER R FEEMETL - 8
AEBAEEHEERTMHEBKRR - HHEH
MEHREREXET AL FREAFEET
o RIEARERTEBR BN NS ERA
BZAAHEMZRARMZMEHAR - &
BERARAEENEERBERER KD
ERMIBHEHBRE  HAKEBHMRNR
BRTINTE MEANRE - FTHERARN
MERILRATHEIN TR R EMES -
At EREBERABTEHAKERB
MARKEXBEELEERATHNZE -

ERAYBEETREEBEE B I RHTH
REBUEBHREE THETRZZEE

AEBRBYBBEAHUERANTHIERS
HAOREBETHRETRSZAR  BEXR
AIEEUIEMBEEARRE - ML RATT
BREBLEAVAREEENRAR WEE
ERATHSEBEAHREBRTHETR
ZZHEBEHHBRBMITRARMAITHREE
ZRBk AIAEEEEANRZINTNZE -
AT AEBETRKREREREZREER
BoRETERERIER W AEE
EEEEEANEGEEARDEERR

ARERLTAMTHIEBUEENE
B2 EBR Fr SR B Z 1T &

ERATHBEEBLEAOREE THRIAA
BATH L RANTH R 2 25 R R E IR
MITBHRZEAE  ZRESKRXBEERRR
AEBE=AFAEARE  LRATHER
ETERAMBHER BX K\ HE
URATHRZEAE ¥% KSXEAE
EERRYWHERIAR  ARATHBAR
—REBREBBRTAREGARELE
EEE BRGENAEHLRATHSE
% 2ERAEEEELETAPEZEFT
®EERIELEFTR)E



Management Discussion and Analysis
BEE WM

In addition to the abovementioned internal control measures as provided
in the BZR Structured Contracts, the Company has implemented,
through Orange Beijing, additional internal control measures against
Beijing Zhixing Ruijing as appropriate, having regard to the internal
control measures adopted by the Group from time to time, which may
include (without limitation):

(i)

(i)

(iii)

Beijing Zhixing Ruijing to make available monthly management
accounts and submit key operating data after each month end
and provide explanations on any material fluctuations to Orange
Beijing;

Beijing Zhixing Ruijing to assist and facilitate Orange Beijing to
conduct quarterly on-site internal audit on Beijing Zhixing Ruijing;
and

if required, legal advisers and, or other professionals will
be retained to deal with specific issues arising from the BZR
Structured Contracts and to ensure that the operation of Beijing
Zhixing Ruijing will comply with applicable laws and regulations.

Further information regarding risks associated with the Contractual
Arrangements and the BZR Structured Contracts are also set out in
the Transfer of Listing Announcement and the announcement of the
Company dated 8 May 2015 respectively.
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SIGNIFICANT EVENT(S)

Proposed Listing of Panpass on Beijing Stock Exchange

On 24 February 2023, the Company announced the proposed
listing of PanPass on the Beijing Stock Exchange. It is proposed that
PanPass will issue new shares by way of an initial public offering to
unspecified qualified investors (or other methods requested or agreed
by the relevant PRC authorities), subject to approvals by relevant
PRC regulators. The share allotment by PanPass, if materialises, will
constitute a major transaction of the Company. The proposal has been
approved by the shareholders of the Company at the extraordinary
general meeting of the Company held on 15 May 2023.

PanPass’ application for the public offering and listing has been formally
accepted by the Beijing Stock Exchange. The application is currently
under review of the Beijing Stock Exchange. The proposal is subject to,
among other things, approvals from relevant authorities and market
conditions, and its terms have not been fixed. The Company will publish
further announcement(s) on the proposal as and when appropriate. See
also the Company'’s circular dated 28 April 2023, and its announcements
dated 17, 18, 22 and 30 May 2023, 5 September 2023 and 24
November 2023, respectively, for more information.

Amendments of constitutional documents

The Company’s memorandum of association and articles of association
(the “Articles”) was amended with effect from 2 June 2023, with
the approval of the shareholders by way of a special resolution. The
amendments were made with an intent to (among others) conform with
the latest Shareholder Protection Standards under the Rules Governing
the Listing of Securities on The Stock Exchange of Hong Kong Limited
(the “Listing Rules”) and the applicable laws of the Cayman Islands. See
also the Company’s circular dated 28 April 2023 for more information.
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Disposal of Tianjin Guokai

On 5 January 2021, Beijing Huicong Technology Group Co., Ltd. (“Beijing
HC Technology”, a subsidiary of the Group), Beijing Little Rhino Horn
Technology Co., Ltd. (“Beijing LRH"), Tianjin Guokai and Hong Kong
Huicong International Group Limited (a subsidiary of the Group)
entered into an equity transfer agreement, pursuant to which Beijing
HC Technology agreed to transfer the entire equity interest in Tianjin
Guokai to Beijing LRH at a transfer price of RMB300,500,000, payable
in five instalments. Further details were set out in the Company’s
announcement dated 5 January 2021. As disclosed in the 2022 Annual
Report, Beijing LRH and the Group were in an arbitration proceeding
with respect to disputes over the costs associated with the demolition
of the properties of Tianjin Guokai’s subsidiaries. A ruling was made
during the Year for the Group to pay compensation and arbitral
expenses of approximately RMB12.6 million. On 15 September 2023,
equity interest of Tianjin Guokai was transferred to and registered in the
name of Beijing LRH. As Beijing LRH failed to pay the final instalment
of the acquisition price as stipulated in the equity transfer agreement,
the Group has filed an arbitration claim with the Beijing Arbitration
Commission, demanding payment of the final instalment of RMB75.50
million. The Group, taking into account the advice of its legal advisers,
believes that the Beijing Arbitration Commission is likely to rule in favour
of the Group in respect of such claim.

Disposal of Hulian

The Group disposed of its 100% equity interests in Hulian, pursuant
to an equity transfer agreement dated 28 November 2023 entered into
among Beijing Huicong Zaichuang Technology Co., Ltd. (a member of
the Group, as the transferor), Beijing Zhongli Jinyuan Technology Co.,
Ltd. (as the purchaser), Huicong Hulian (as the target company) and
Beijing Huajianyu Trading Co., Ltd. (as the guarantor of the purchaser) at
a cash consideration of RMB5 million. The disposal constituted a major
transaction of the Company under Chapter 14 of the Listing Rules, and
was approved by the shareholders at the extraordinary general meeting
held on 23 February 2024. With the completion of the disposal in
February 2024, the Group has substantively ceased its engagement in
the financing services business (including its investment in commercial
bank). See the Company’s circular dated 30 January 2024 for more
information.

Change of Board Composition and Key Executive
Functions
Please also refer to page 96 for more information about changes of the

composition of the Board and key executive functions during and after
the Year.
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CAPITAL STRUCTURE

The total number of issued Shares was 1,309,931,119 as at 31 December
2023 (31 December 2022: 1,309,931,119).

As at 31 December 2023, 54,485,706 options under the Company’s
employees’ share option scheme (if exercised, 54,485,706 shares may
be issued) were outstanding.

STAFF AND REMUNERATION

The business development and results of the Group relies on the skills,
motivation and commitment of its staff. As at 31 December 2023, the
Group had 764 employees (31 December 2022: 1,028).

Remuneration of employees is generally in line with the market trend
and commensurate with the rate in the industry. Other elements of
staff remunerations include incentive-based bonus and other benefits
(such as medical insurance, retirement schemes, training programs and
educational subsidies, and where suitable, share incentives through
2015 share option scheme operated by the Company). Total staff costs
including director’s emoluments from continuing operations for the Year
was approximately RMB208,612,000 (2022: RMB273,422,000).

PENSION SCHEME

In accordance with the relevant regulations in the PRC, the Group
participated in a state retirement plan whereby the only obligation of
the Group with respect to such plan is to make annual contributions to
the scheme calculated at 16% of the basic salaries of the employees.
The Group has no obligation for further pension payments or any
post-retirement benefits beyond these annual contributions.

Details are set out in note 9(a) to the consolidated financial statements.
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CHARGES ON GROUP ASSETS

As at 31 December 2023, the Group’s bank borrowings amounting to
RMB10,000,000 were guaranteed by a subsidiary of the Group and
secured by certain properties held by the Group (31 December 2022:
RMB50,000,000).

Bank borrowings of RMB10,000,000 were guaranteed by certain
independent third parties of the Group and secured by an executive
Director of the Company (31 December 2022: RMB22,000,000).

As at 31 December 2023, other borrowings with a total principal
amount of RMB230,000,000 (31 December 2022: same) were provided
by an independent third party with a maturity date on 31 December
2024. This other borrowing was interest-free and secured by certain
equity shares of a subsidiary (31 December 2022: same).

Other borrowings of RMB10,000,000 provided by an independent third
party were guaranteed by a director of a subsidiary of the Group (31
December 2022: Nil).

EXCHANGE RISK

As the Group’s operations are principally in the PRC and majority of
the assets and liabilities of the Group are denominated in RMB, the
Directors believe that the Group is not subject to significant exchange
risk.

CONTINGENT LIABILITIES

The Group had no material contingent liabilities as at 31 December
2023 (2022: Nil).

IMPORTANT EVENT(S) AFTER THE PERIOD
Change in Board composition

Please refer to page 96 for more information about changes of the
composition of the Board and key executive functions after the Year.
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The Directors submit their report together with the audited financial
statements for the financial year ended 31 December 2023.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding. The
activities of its principal subsidiaries are set out in note 22 to the
consolidated financial statements. There were no significant changes in
the nature of the Group’s principal activities for the Year.

It is the Group's vision to be a leading industrial Internet group in
China, in order to realise its long-term objective to empower traditional
industries with Internet and Data. To achieve this, the Group will
continue its strategy on formulating a comprehensive industrial Internet
ecosystem.

An analysis of the Group’s performance for the financial year by
business segment is set out in note 5 to the consolidated financial
statements.

BUSINESS REVIEW

A fair review of the business of the Group during the Year including
an analysis of the Group’s financial performance, an indication of likely
future developments in the Group’s business and events affecting
the company that have occurred since the end of the financial year
are set out in the sections headed “Management’s Statement” and
“Management Discussion and Analysis” of this annual report. These
discussions form part of this Report of Directors.

PRINCIPAL RISKS AND UNCERTAINTIES

The Group may also be affected by financial risks such as credit and
liquidity ricks and interest rate fluctuations. External volatility or
uncertainty brought by macro-economic conditions (particularly in
mainland China), national and local policies and regulations (such as
introduction of new laws) in industries we operates, consumers behavior
and trend, and outbreak and continuation of contagious disease
(including COVID-19) may also materially affect the Group’s business,
financial conditions, results of operations and growth prospects. The
Group also operates in a highly competitive markets. Part of the Group's
operations relied on contractual arrangements (as further described in
the “Management Discussion and Analysis” section above), and their
validity are also crucial to the Group.
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KEY RELATIONSHIP WITH EMPLOYEES AND
OTHER STAKEHOLDERS

The Group’s customer base is diversified and comprising mostly small
and medium sized enterprises in the PRC and certain well-known
companies. The Group values the needs and aim to provide satisfactory
user experiences to its customers. The Group also conducts customers
satisfaction survey to obtain feedbacks, which would be applied to
further improve our products and services.

The Group’s major suppliers includes suppliers of B2B trading platform,
such as large-scale factories and traders. The Group worked closely
with approximately 100 suppliers in China during the Year, and the
Group endeavours to keep a long-term and friendly relationship with its
suppliers.

The business development and results of the Group relies on the skills,
motivation and commitment of its staff. The staff are core assets of the
Group, and the Group maintains various communication channels with
its employees to hear their opinion and feedbacks

ENVIRONMENTAL POLICIES AND
PERFORMANCE

The Group realises the importance of environmental protection in
pursuing long-term sustainability, and is committed to improving
environmental sustainability and will closely monitor the performance.
The Company has published its Environmental, Social and Governance
(ESG) Report on the same date, which contains further information
about its ESG policies and performance during the Year. The ESG Report
is available on the “Investors’ Relations” page of the Company's website
at www.hcgroup.com, and the Stock Exchange HKEXnews website at
www.hkexnews.hk.

COMPLIANCE WITH RELEVANT LAWS AND
REGULATIONS

The Group’s operations are mainly carried out in mainland China,
while the Company itself is listed on the Stock Exchange. The Group
accordingly shall comply with relevant laws and regulations in mainland
China, Hong Kong and Cayman Islands. To the best knowledge of
the Directors, the Group has complied in all material aspects with the
relevant laws and regulations which have significant impact on its
business and operation during the Year.
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RESULTS AND DISTRIBUTION

The results of the Group for the financial year are set out in the
consolidated statement of comprehensive income on pages 121 to 122.

The Directors do not recommend the payment of a final dividend for the
Year.

The Company is not aware of the existence of any arrangement that
a shareholder has waived or agreed to waive any dividend during the
Year.

RESERVES

Details of the movements in retained earnings of the Group during the
Year are set out on page 126.

Details of the movements in other reserves of the Group are set out in
note 31 to the consolidated financial statements.

PROPERTY, PLANT AND EQUIPMENT

Details of the movements in property, plant and equipment of the
Group are set out in note 18 to the consolidated financial statements.

SHARE CAPITAL AND SHARE OPTIONS

Details of the movements in share capital and share options of
the Company are set out in note 30 to the consolidated financial
statements.

Save as the Share Schemes, the Company had not enter into any
equity-linked agreement during the Year.

DISTRIBUTABLE RESERVES

Distributable reserves of the Company as at 31 December 2023,
calculated under the Companies Act of Cayman Islands, amounted
to approximately RMB243,638,000 (as at 31 December 2022:
RMB1,295,482,000).

FIVE YEAR FINANCIAL SUMMARY

A summary of the results and of the assets and liabilities of the Group
for the last five financial years is set out on page 6 of this annual report.
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DIRECTORS’ AND THEIR PROFILE

The list of Directors is set out on page 96, and the Directors’ profile is
set out on pages 25 to 30.

DIRECTORS’ INTERESTS IN CONTRACT

Save as disclosed in this annual report, during or at the end of
the Year (i) no Director or an entity connected with a director was
materially interested, whether directly or indirectly, in any transaction,
arrangement or contract of significance; (ii) there were no transaction,
arrangement or contract entered into by a specified undertaking of
the Company in which a Director had a material interest; (iii) there was
no other contract of significance between the Company or one of its
subsidiary companies, and a controlling shareholder (if any) or any of
its subsidiaries; and (iv) there was no contract of significance for the
provision of services to the Company or any of its subsidiaries by a
controlling shareholder (if any) or any of its subsidiaries.

During or at the end of the Year, there were no arrangements to which
the Company or a specified undertaking of the Company is a party, and
whose objects are, or one of whose object is, to enable the Directors to
acquire benefits by mean of the acquisition of shares in, or debentures
of, the Company or any other body corporate other than the share
schemes of the Company.
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MANAGEMENT CONTRACTS EEEY

Save as disclosed in this annual report and the service contract to MEARFRUNLZREELEEEREEZR
engage the Directors and management for their full-time services, no REMNBEAHW BRI FAMEFT LT
contract concerning the management and administration of the whole ZEBASEEXK2BRETMNEZRH EIE
or any substantial part of the business of the Group was entered into or  R1THR Z &4 °

existed during the Year.

DIRECTORS’ AND SENIOR STAFF EMOLUMENTS EERkEH{E S = & M
Details of Directors and senior staff emoluments for the Year are setout ZAEEEZELNSREE ZHMFBEHN A O

in notes 9 and 10 to the consolidated financial statements. B 7% s R M 7R 95210 o
Senior management remuneration by band REBEESZ2SREEAEHE
The emoluments fell within the following bands: MesEENT:

No. of individuals

Nil to HKD1,000,000 £ 21,000,000/ 7T 4 4

See also “Corporate Governance Report — Remuneration Committee” HBRAEENSREEABZHFNZEZER
for more information about the emoluments of Directors and senior 2B XEL6RE —FMEES] -

management.

During the Year, there was no arrangement in which the Directors RAFE  MEZEREWM S 2 L5 -
waived their remuneration.
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DIRECTORS’ AND CHIEF EXECUTIVE'S
SECURITIES INTERESTS

As at 31 December 2023, the interests and short positions of the
Directors and the chief executives of the Company in the shares,
underlying shares and debentures of the Company or any of its
associated corporations (within the meaning of Part XV of the Securities
and Futures Ordinance (Cap. 571 of the Laws of Hong Kong) (the
"SFO")) which were notified to the Company and the Stock Exchange
pursuant to Divisions 7 and 8 of Part XV of the SFO (including interests
or short positions which they are taken or deemed to have under
such provisions of the SFO) or required to be entered in the register
maintained by the Company pursuant to Section 352 of the SFO or
which were notified to the Company and the Stock Exchange pursuant
to the Model Code for Securities Transaction by Directors of Listed
Issuers (the “Securities Model Code”) contained in the Listing Rules,
were as follows:

Directors’ Long Positions in the Shares and Underlying
Shares of the Company

Personal
interests

Class of
shares

Name of
Director

Family

Capacity interests

ROER 5%
Liu Jun Ordinary Beneficial owner 79,252,100 -
£ LR EREBA (note 1)
R
Zhang Yonghong Ordinary Beneficial owner 13,600,000 -
Rk AL LAk EnEaA (note 2)
(M3t2)
Liu Xiaodong ~ Ordinary Beneficial owner and 5,168,085 -
ANz LER Interest of controlled (note 3)
corporation (h33)
EnBEEARTENAT
Ean
Guo Fansheng  Ordinary Beneficial owner 2,088,000 -
PLE LAk and founder of a (note 4)
discretionary trust who (M 5E4)

can influence how the
trustee exercises his
discretion
ERBEARTYERT
ANIFEREEZ2E
FemA
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Percentage of

shareholding
as of 31
December
Corporate Other  Total number 2023
interests interests of shares  (approximate)
HE-BC-=
t=A=t+-H
ZBREEAL
(B#%)
- - 79,252,100 6.05%
(note 1)
(B &)
- - 13,600,000 1.04%
(note 2)
(W3¥2)
62,273,794 - 67,441,879 5.15%
(note 3) (note 3)
(H33) (H3)
- 55,661,015 57,749,015 4.4%
(note 4) (note 4)
(M34) (FisE4)
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Notes:

1. Among such interests include interests in 29,032,100 underlying Shares
derived from the share options (“Options”) granted under the 2015 Share
Option Scheme.

2. Among such interests include interests in 9,500,000 underlying Shares
derived from Options.

3. Among such interests include interests in 3,168,085 underlying Shares
derived from Options. Mr. Liu Xiaodong is also deemed to be interested
in 62,273,794 Shares held by Wisdom Limited (a company wholly and
beneficially owned by him) pursuant to the SFO.

4. Mr. Guo Fansheng is deemed to be interested in 55,661,015 Shares (long
position) held by a trustee of a trust of which Mr. Guo Fansheng is a
founder of a discretionary trust who can influence how the trustee exercise
his discretion pursuant to the SFO. He 100% controls Frandor Limited
(which 100% controls Altair Associates Ltd). Altair Associates Ltd. 100%
controls Cedoria Capital LLC, who is interested in such 55,661,015 Shares.

5. More information about the Directors’ interests in the Options is set out in
the paragraph headed “Share Schemes” below.

Save as disclosed in this annual report, none of the Directors and chief
executive of the Company has any interest or short position in the
shares, underlying shares and debentures of the Company or any of
its associated corporations (within the meaning of Part XV of the SFO)
which were notified to the Company and the Stock Exchange pursuant
to Divisions 7 and 8 of Part XV of the SFO (including interests or short
positions which they are taken or deemed to have under such provision
of the SFO) or required to be entered in the register maintained by the
Company pursuant to section 352 of the SFO or which were notified to
the Company and the Stock Exchange pursuant to the Securities Model
Code.
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SHARE SCHEMES

2003 Share Option Scheme

Pursuant to written resolutions of the shareholders of the Company
dated 30 November 2003, a share option scheme (the “2003 Share
Option Scheme"”) was adopted by the Company. Following the listing of
the Shares being transferred to the Main Board of the Stock Exchange
on 10 October 2014, the 2003 Share Option Scheme was terminated.
Notwithstanding the termination of the 2003 Share Option Scheme, the
outstanding options under the 2003 Share Option Scheme remained
valid and exercisable until the expiry of the option period (i.e. the period
to be notified by the Board to the grantee in the offer of options, but
in any event shall not exceed 10 years from the date of the offer). There
were no outstanding options under the 2003 Share Option Scheme as
at 31 December 2023.

The principal terms of the 2003 Share Option Scheme were summarised
in the paragraph headed “Share Options” in Appendix V of the
prospectus of the Company dated 8 December 2003. Set out below is a
summary of the 2003 Share Option Scheme:

Purpose and participants

The purpose of the 2003 Share Option Scheme is to provide incentive
and/or reward to directors or employees of the Group and other
persons who in the sole discretion of the Board has contributed or will
contribute to the Group.

Total number of Shares available for issue and the maximum
entitlement of each participant

The maximum number of Shares which may be issued upon the exercise
of all the outstanding options granted and yet to be exercised under
the 2003 Share Option Scheme and any other schemes of the Company,
must not, in aggregate, exceed 30% (or such other percentage as
may be allowed under the Listing Rules) of the total number of Shares
in issue from time to time. The total number of Shares issued and to
be issued upon exercise of the options granted to each participant
(including both exercised and outstanding options) under the 2003
Share Option Scheme or any other share option schemes of the
Company shall not exceed 1% of the Shares in issue at the time of such
grant.

The 2003 Share Option Scheme was terminated in 2014 and no further
options could be granted thereunder after its termination.

75

B &t &
—ET=FRREE

BEARDABAZZE=F+—A=1+H
ZEREMAFZR  ARFRM —HBERE
FE—TT=FBREE]D BRHRK=
E-NF+ATHEBEEBRIAERLETR
T DE-FBEREFEERLE -BE_ZTT
—FBREAECERL - E_TT=FBR
RFFEBETHARITEZBRENDBERLAT
F EEBREHREMNEFTSANE A
RABBBREZZHOHE R EMBR
TTAREEEHNEHARI0F) - R-F =
FH+-A=+—B —ZEZE=FBRETE
ATHERITEBRE -

_ET FHREFIZIEZRABARE
REAIHMR _ZTT=F+_ HAEZ?&;

EHERERE —R -TXHIN_-F

FREEZHR:

B K& HEE

—EE BRI ENETS RN
BREBEAIEREAEEFLERNAEE
EXREEREMATREEDR KER -

HRRITROGZHEEREBHEZREEH

RITERBEARB 2 T =FRERES
REMAEM I EREMERITEENT F17T
@Z%%%ﬁT%M%ﬁZ%@%%%H'
ERHTBBEARRATREBETRNEHZ
3wﬂiﬁﬁtm§%*ﬂ2ﬁm5“)
ERTRATERBE_FST=FBRETE
HKARRFEREMERESERE Z BRE
(BRETEREARITE ZBRE) MS T %
TTPEUSEFZRNAE THEBRY
ROBEITRMDZ1% °

—EEFBEREFIR_FT-HFRL
RILET BRI E— ﬁ#ﬁ%&%°

EMEEERAT 20235 R



76

Report of the Directors

EEERE

Time of exercise of the options

An option may be exercised by the grantee at any time during the
period to be notified by the Board to the grantee in the offer of options,
but in any event shall not exceed 10 years from the date of offer.

Minimum holding period

The Board may offer to grant any options subject to such terms and
conditions in relation to the minimum period of the options to be held
and/or the performance criteria to be satisfied before such options can
be exercised and/or any other terms as the Board may determine in its
absolute discretion.

Amount payable on acceptance of the Option

An offer shall be deemed to have been accepted and an Option to
which the offer relates shall be deemed to have been granted and
accepted and to have taken effect when a letter in such form as the
Board may from time to time determine signifying acceptance of the
Option duly signed by the grantee together with a remittance in favour
of the Company of HK$1.00 by way of consideration for the grant
thereof is received by the Company within 7 days from the offer date
(inclusive of the offer date).

Basis of determining the exercise price

The subscription price shall be a price determined solely by the Board
and notified to a participant and shall be at least the higher of: (i)
the closing price of the Shares as stated in the Stock Exchange’s daily
quotations sheet on the offer fate, which must be a business day;
(ii) the average of the closing prices of the Shares as stated in the
Stock Exchange’s daily quotations sheets for the five business days
immediately preceding the offer date; and (iii) the nominal value of a
Share on the offer date.
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Sets out below are the movement of the options granted under the TXHIRAFEERIE - TT = FFEBR LT

2003 Share Option Scheme during the Year: B ER
Number of share options
BREHE

Outstanding Outstanding

Exercise price asat  Lapsed during asat31
Name/category of grantee Date of grant per share 1 January 2023 the period  December 2023 Exercise period (ot

ut Juit 2 gt it

-R-H t=A=1-H
REARA/BH RURE SROEE KR EPR A% fifg gme
Employees (in aggregate) 3 April 2013 4.402 300,000 (300,000) 0 3 April 2014-2 April 2023
EE(A3) “E-ZFMAZH “EZ-MEMRZRE-E-=EWA-H
4402 300,000 (300,000) 0 3 April 2015-2 April 2023
CE-REMAZAZCT-CEMACH
4.402 300,000 (300,000) 0 3 April 2016-2 April 2023
Z3-7 EMAZRE-Z-ZEMACH
4402 300,000 (300,000) 0 3 April 2017-2 April 2023
ZE-tERA-RE-E--EMACA
4.402 300,000 (300,000) 0 3 April 2018-2 April 2023
Z3-\EMAZRE-Z-Z%¥MAZA
Employess (in aggregate) 18 November 2013 9.84 210,000 (210,000) 0 18 November 2014-17 November 2023
EB(&5) ZE-ZET-ATNA ZE-MET-ATNBEZECZFT-ATtR
9.84 210,000 (210,000) 0 18 November 2015-17 November 2023
ZE-RFT-ATNAEZECZF-AT4A
9.84 420,000 (420,000) 0 18 Novernber 2016-17 November 2023
ZE-AET-ATNBEZToZET-ATLA
9.84 630,000 (630,000) 0 18 November 2017-17 November 2023
SR ET-AHNBECRCZET-AT4E
9.84 630,000 (630,000) 0 18 November 2018-17 November 2023

ZENET-ATNBEZRCZET-AT4A

Total 3,600,000 rere3 3,600,000 0
,i%ﬁ (H3)
Note: P 3k -
1. The 2003 Share Option Scheme had been terminated in 2014. No options 1. T FEREFER T —EFERIL -
were granted or exercised during the Year. No options were available for RAFERERENITEBERE - HEBR
grant under the 2003 Share Option Scheme. BRE_STFERETHTHEL -

2. During the Year, none of the holders of outstanding share options granted 2. WAEE  HEBE ST -FERE 1‘ 2'J

under the 2003 Share Option Scheme were (i) a Director, chief executive BEZARTEBREZEEABOAR

or substantial shareholder of the Company, or their respective associates, % CEBITHABHRETERERHRE S E E!’\J

(i) a participant with options granted in excess of the 1% individual limit, i%% A5 (i) P X BB R RE B 1% 8 A R %

(i) a related participant or service providers with options awards granted 2 8 (i) A 1218 B HA R A 28 4R B AR A AR

during a 12-month period exceeding 0.1% of the Shares in issue. E}J BiBe %ﬁf TRD0.1% 2 B2 8 EH %R
B ER

3. Representing approximately 0.27% of the issued Shares as at the 3. HERAFEVEETRMA0.27%
beginning of the Year.
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4. These Options were valid for a period of 10 years from the date of grant,
with a vesting period from the date of grant up to the date immediately
before the commencement of its exercise period. These Options are
conditional upon the continuation of employment of the relevant grantee.

For the Options granted on 3 April 2013, the relevant grantee may exercise
options up to 20%, 40%, 60%, 80% and 100%, of the Shares comprised
in his Options (less any number of Shares in respect of which the Option
has been previously exercised), commencing from the first, second, third,
fourth and fifth anniversaries of the date of the grant of Options.

For the Options granted on 18 November 2013, the relevant grantees may
exercise Options up to 10%, 20%, 40%, 70% and 100%, respectively, of
the Shares comprised in his or her Options (less any number of Shares in
respect of which the Option has been previously exercised), commencing
from the first, second, third, fourth and fifth anniversaries of the date of
the grant of Options.

2015 Share Option Scheme

On 22 May 2015 (the “Adoption Date”), a share option scheme was
approved by the shareholders of the Company (“2015 Share Option
Scheme”). More information of the 2015 Share Option Scheme were
included in the circular of the Company dated 5 May 2015. Set out
below is a summary of the 2015 Share Option Scheme:

Purpose and participants

The purpose of the 2015 Share Option Scheme is to attract and
retain the best available personnel, to provide additional incentive to
employees (full-time and part-time), directors, consultants, customers,
advisers, distributors, contractors, suppliers, agents, business partners
or service providers of the Group and to promote the success of the
business of the Group (“Participant(s)”). The Board may, at its absolute
discretion, invite any person belonging to any of the aforesaid classes
of persons of any member of the Group to be a Participant of the 2015
Share Option Scheme.

Total number of Shares available for issue

The total number of Shares available for issue in respect of which
options may be granted under the 2015 Share Option Scheme is
102,085,221 Shares as of the beginning of the Year, the end of the
Year and as at the date of this annual report, representing 7.79% of the
issued shares as at the respective dates.
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Maximum entitlement of each Participant

The total number of Shares issued and to be issued upon exercise of
the Options granted to each Participant (including both exercised and
outstanding Options) under the 2015 Share Option Scheme or any other
share option schemes of the Company in any 12-month period up to
date of grant shall not exceed 1% of the Shares in issue.

Time of exercise of the Options

An Option may be exercised by the grantee at any time during the
period to be notified by the Board to the grantee (the “Grantee”) in
the offer of Options (the “Offer”), but in any event shall not exceed 10
years from the date of offer (the "Offer Date”).

Minimum holding period

The Board may offer to grant any Options subject to such terms and
conditions in relation to the minimum period of the Options to be held
and/or the performance criteria to be satisfied before such Options can
be exercised and/or any other terms as the Board may determine in its
absolute discretion.

Amount payable on acceptance of the Option

An Offer shall be deemed to have been accepted and an Option to
which the Offer relates shall be deemed to have been granted and
accepted and to have taken effect when a letter in such form as the
Board may from time to time determine signifying acceptance of the
Option duly signed by the Grantee together with a remittance in favour
of the Company of HK$1.00 by way of consideration for the grant
thereof is received by the Company within 7 days from the Offer Date
(inclusive of the Offer Date).

Basis of determining the exercise price

The subscription price shall be a price determined solely by the Board
and notified to a Participant and shall be at least the higher of: (i)
the closing price of the Shares as stated in the Stock Exchange’s daily
quotations sheet on the Offer Date, which must be a business day; (ii)
the average of the closing prices of the Shares as stated in the Stock
Exchange’s daily quotations sheets for the 5 business days immediately
preceding the Offer Date; and (iii) the nominal value of a Share on the
Offer Date.

Remaining life of the 2015 Share Option Scheme

The 2015 Share Option Scheme shall be valid for a period of 10 years
commencing on the Adoption Date.
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Outstanding Share Options HARITEZERE
Sets out below are the movement of the Options granted under the TXHEHINRAFERE T —AFFEBRET
2015 Share Option Scheme during the Year: B 2 B

Number of share options

FRELE

Outstanding Granted Exercised Lapsed Outstanding as Vesting
Name/category Exercise price  asat 1 January during the during the during the at 31 December period and
of grantee Date of grant per share 2023 period period period 2023 Exercise period conditions

W-%-z% it it 3
-A-B tZA=t-A
REARE/EH RiEAH SRR AR b i) LR X fikH SRARAH
HK$ (Note 1)
B (K1)

Directors/chief executive
EEVEIT ¢ E ]
Liu Jun 13 October 2017 6.476 5,986,000 - - - 5,986,000 13 October 2018 - Note 8
12 October 2027
LH ZE-tETATZH ZE-N\ETATZHE WS
ZRCEETATIR
5,986,000 - - - 5,986,000 13 October 2019 -
12 October 2027
ZE-NETATERE
S
5,686,700 - - - 5,686,700 13 October 2020 -
12 October 2027
“ECEETATZRE
S )
5,686,700 - - - 5,686,700 13 October 2021 -
12 October 2027
ZRo-EATERE
ZECLETATIR
5,686,700 - - - 5,686,700 13 October 2022 -
12 October 2027
ZRIZETATERE
- o
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Number of share options
RREHA
Outstanding Granted Exercised Lapsed Outstanding as Vesting
Name/category Exercise price  asat 1 January during the during the during the at 31 December period and
of grantee Date of grant per share 223 period period period 2023 Exercise period  conditions
W%z ot
-A-H tZA=1-A
REARE /B RS SRTEE E3id BRg BRf BRkH E3id ks BRARKH
HKS (Note 1)
A7 (Brat1)
Zhang Yonghong 20 June 2019 46 3,163,500 s S S 3,163,500 20 June 2020- Note 9
19 June 2029
Rk ZE-NERAZTH CEoEERACTEED WY
E2AERATAR
3,163,500 - - - 3,163,500 20 June 2021 -
19 June 2029

Z5T-ExXRCTREZ

Z-NERRTAE

3,173,000 = = = 3,173,000 20 June 2022 -
19 June 2029

ZECZERACTRES

ZZNERATAE

Liu Xiaodong 19 July 2018 46 1,332,000 e = s 1,332,000 19 July 2019~ Note 10
18 July 2028
AR Z5-\ELATAA ZE-AELATAAE M0
Z5ZN\ELATNR
1,034,485 g = = 1,034,485 19 July 2020 -
18 July 2028
ZECRELATNAED
E-N\EtATNR
801,600 = = - 801,600 19 July 2021 -
18 July 2028
“E-ELATAREC
FZ\ELATNA
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Number of share options
RREHE
Outstanding Granted Exercised Lapsed Outstanding as Vesting
Name/category Exercise price  asat 1 January during the during the during the at 31 December period and
of grantee Date of grant per share 223 period period period Exercise period ~conditions
imte St
-A-H
REARE /B RiRE SRiTEE E3id BRg ARk BRkH 7 %8 BRARMKA
HK$ (Note 1)
AT (K1)
Five highest paid
individual (not
Director)
INBREAL(FES)
2 individuals (also being 19 July 2018 46 1,681,650 S S S 1,681,650 19 July 2019 - Note 10
senior management), 18 July 2028
in aggregate
INDERRERE) —E-\EtAThR ZE-RELATARE B
aif ZEZN\ELATAR
1,507,660 - - - 1,507,660 19 July 2020 -
18 July 2028
ZRIEELATNRE
ZEC\ELATAR
1,012,020 - - - 1,012,020 19 July 2021 -
18 July 2028
ZEI-FtATNRE
ZEC\ELATAR
Other senior management
G
1 individual 19 July 2018 46 999,000 - - - 999,000 19 July 2019 - Note 10
18 July 2028
1A Z3-\ELATNA ZE-AELATABE M0
ZECN\ELATAR
895,640 - - - 895,640 19 July 2020 -
18 July 2028
ZEIEELATNAE
ZEZN\ELATIA
200,400 - - - 200,400 19 July 2021 -
18 July 2028

CEC-FLAtNRE
“E-N\EEATNA
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Name/category
of grantee

ARALS/RH

Other employees
HftER
In aggregate (note 2)

aif (#i2)

Total
@it

Date of grant

RARH

19 July 2018

ZE-NELATAR

Outstanding
Exercise price  asat 1 January
per share 223
R-B==
-A-H
SRTEE E3id
HKS
A7

46 2,321,651

231,651

232862

Number of share options

EREXE

Granted Exercised
during the during the
period period

b b B

Lapsed Outstanding as
during the at 31 December
period 2023
it Jies:3
tZA=1-A

BN E3id
(Note 1)

()

(160,763) 2,160,888

(160,763) 2,160,888

(161,247) 2,167,375

54,968,479 Mote 2
()

(482,773) 54,485,706 Mo 12
()
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Vesting
period and
Exercise period  conditions

figd BESRAEA

19 July 2019~ Note 10
18 July 2028
ZE-NEEATRAE WE0
22 N\ELATAR
19 July 2020 -18 July 2028
ZEIRELATAR
FIEC)ECATAR
19 July 2021 -
18 July 2028
ZEC-EYATAR
FIEC)ECATAA
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Notes:

Each Option granted and accepted shall be valid for a period of 10
years from the date of the grant of Options. Each Option has a vesting
period from its date of grant up to the date immediately before the
commencement of its exercise period.

For the Options exercisable at HK$4.402 granted on 3 April 2013, the
relevant grantee may exercise options up to 20%, 40%, 60%, 80% and
100%, of the shares of the Company comprised in his option (less any
number of shares of the Company in respect of which the option has been
previously exercised), commencing from the first, second, third, fourth and
fifth anniversaries of the date of the grant of options respectively.

For the Options exercisable at HK$9.84 granted on 18 November 2013,
the relevant grantees may exercise Options up to 10%, 20%, 40%, 70%
and 100%, respectively, of the Shares comprised in his or her Option (less
any number of Shares in respect of which the Option has been previously
exercised), commencing from the first, second, third, fourth and fifth
anniversaries of the date of the grant of Options.

For the Options exercisable at HK$6.476 granted on 13 October 2017,
the relevant grantees may exercise Options up to 20%, 40%, 60%, 80%
and 100%, respectively, of the Shares comprised in his or her Option (less
any number of Shares in respect of which the Option has been previously
exercised), commencing from the first, second, third, fourth and fifth
anniversaries of the date of the grant of Options.

For the Options exercisable at HK$4.60 granted on 19 July 2018, the
relevant grantees may exercise Options up to 33.3%, 66.6% and 100%,
respectively, of the Shares comprised in his or her Option (less any number
of Shares in respect of which the Option has been previously exercised),
commencing from the first, second and third anniversaries of the date
of the grant of Options. See also the paragraph below headed “Vesting
periods and vesting conditions of the Options granted on 19 July 2018".

For the Options exercisable at HK$4.60 granted on 20 June 2019, the
relevant grantees may exercise Options up to 33.3%, 66.6% and 100%,
respectively, of the Shares comprised in his Option (less any number of
shares of the Company in respect of which the option has been previously
exercised), commencing from the first, second and third anniversaries of
the date of the grant of Options.

5 employees have been granted Options to subscribe Shares at HK$4.6 per
Share.

These Options are conditional upon the continuation of employment of the
relevant grantee.
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The fair value of Options granted under the Share Option Scheme on 13
October 2017, determined using the Binomial Model valuation model,
was approximately RMB100,356,000. The significant inputs into the
model were exercise price of HK$6.476 standard deviation of expected
share price returns of 62%, expected life of Options 4.9 years expected
dividend paid out rate of 0.9% and annual risk-free interest rate 1.745%.
The volatility measured at the standard deviation of expected share price
returns is based on statistical analysis of historical price movement of the
Company and other comparable companies with similar business nature.

The fair value of Options granted under the 2015 Share Option Scheme on
19 July 2018, determined using the Binomial Model valuation model, was
approximately RMB70,258,000. The significant inputs into the model were
exercise price of HK$4.6 standard deviation of expected share price returns
of 70%, expected life of Options 10 years expected dividend paid out rate
of 0% and annual risk-free interest rate 2.13%. The volatility measured
at the standard deviation of expected share price returns is based on
statistical analysis of historical price movement of the Company and other
comparable companies with similar business nature.

In respect of employees resigned during the period whose Options have
not been vested, such Options are lapsed, and the share compensation
costs recognised previously are credited to consolidated statement of
comprehensive income.

The values of Options recognised in share-based compensation reserves
are subject to a number of assumptions and with regard to the limitation
of the valuation model.

The Options granted on 13 October 2017 are subject to the following
vesting period and conditions:

20% each of the Options would be vested and become exercisable on each
of the first, second, third, fourth and fifth anniversary dates of date of
offer (being 13 October 2017). Out of each of these 20%, half of them (i.e.
an aggregate of 50% of all Options) would only be vested and become
exercisable if the following performance targets are met:

Percentage of performance targets achieved

EEREAMNERZBD L
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FAEAHERRAAER=_ZE—EF+A
TERBEEREFSAREEREZA
F{E 4 B A R #100,356,0007T © & A 5% 18
RMXEL2HARITEME6476E T - B K
B0 3 =12 AR 2£62% - B I #E 78 5t £ 5
494 - FAEH K B R0.9% & F [E & & & K &
1.745% ° 1R BRTE 5T IR (B 1@ R R 12 &7 = 5t
HZHE DREAQRAREBHEEHEUZ
Ht BB AR 2 BT EEKBHTEHE
DITEE -

FRAZEAGEERFER-_Z—N\FLA
THhEREBE-Z—REBEREFEMBLE
fEr R EELHABARET0,258,0007T ° &

AZEBER Y FELHATEMBI6ET B
AR B E R RIZERETIO% - BIRIETETF
105 ~ TERHIR B R0% & & [ & & B F &
213% - BB RELFRIZEFEFE
ZEBE  DREARAIRERHEEEMUZH
A EL R AR ZBAEBRESDRAEIES
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RRBABREMEBREARRBE2EEM
FOREBRESERY MBECHER
B EKRAUNGFAGHEGEERER -

EUABRNIXN 2 HEREDRER CBREE
EAZZEHBRRARR  LRMEEBERE ZRH
BR -

K-z — t¢+ﬁ+ ARHZzBRERR
PR PATT 558 HA R R 15
l@m%%%%% GRHEN T —+
FHAT=ZRZE :,: m-A"2BEFE

AXERBRATIE ESNHZF20%H
P —F (A EBREAH0%) ER
TIHRHWEREKRZIBERAT T ERBRAT
1T

Percentage of the Special Options becoming exercisable

EATESNBREZBED L

100% 100%

70%-99% Proportionate to the percentage of performance targets actually achieved
for the relevant financial year

70% =99%
Less than 70% Nil
LRT70% =

AR FEEREERN CARBRED LKL
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HWARATBRREE  AEBREREHSED
K- MWERKLLEBBERERLES =@
BAMKTEESEBERITEERE - A1Z
EEBREBERK -

If the grantee ceases to be an employee, unvested Options will lapse
automatically, and Options vested but not yet exercised will lapse if such
Options have not been exercised within three months from the date of his
cessation of employment.

RIE-AFRATAAREZBRERR
PR H AT 55 3 H F) R fk 1

9. Options granted on 19 June 2019 are subject to the following vesting 9.
period and conditions:

First tranche of
Options
BB R E

Second tranche of Options

FoHBRE

Third tranche of Options

FoHBERE

Percentage of Shares
comprised in the Option
which is vested and
exercisable (subject to
fulfillment of vesting
conditions set out in the
next column)
ERBRATHENEREM
ERAAIL (BHFET—H
FRzERRERERE
HEEE)

(Note)

(Bt &)

Date when the Options

become exercisable

BRETTEZAM

First anniversary date of the 33.3%
Date of Grant (the “First
Anniversary Date”)

RERHzE—BEE 8%
—BERH])

Second anniversary date of 33.3%
the Date of Grant (the
“Second Anniversary
Date"”)

REBHzE-_BFAH
(g=8%88))

Third anniversary date of the 33.4%
Date of Grant (the “Third
Anniversary Date")

REBHzE=8EFEH
(E=BFRH))

Condition 1

The performance target of the
Company for the year 2019 is
achieved

ARRZBE-NEZEMBRE

The performance target of the
Company for the year 2020 is
achieved

ARRZBZREZBEMARE

7 o

>

[t

The performance target of the
Company for the year 2021 is
achieved

ARRZBE_-FZEHERE
ER

Condition 2

The Grantee shall remain as an
employee of the Group as at the
First Anniversary Date

ARARE-BERBENBEALE
BrEE

The Grantee shall remain as an
employee of the Group as at the
Second Anniversary Date

EREARE_BERABNELSE
BZER

The Grantee shall remain as an
employee of the Group as at the
Third Anniversary Date

ARARE=ZBFABNBEALE
BrEE

it EXFTEGEIRGEE2HER S5B
HES Rz ZMEREZ50%75 8] FIT{4E -
Ml H2ER  SEBHRA SR ZZEBR
2B T50%0 FITE °

50% of the respective tranche of Options in each vesting period are
exercisable only if Condition 1 and Condition 2 set out above are fully
achieved. The remaining 50% of the respective tranche of Options in each
vesting period are exercisable if Condition 2 is fulfilled
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10. 0. RZZF-NFLtATIhBERLZBRERS

PR DA 55 8 B R {6k 1

The Options granted on 19 July 2018 are subject to the following vesting
periods and conditions:

First tranche of Options

AfEbE

Second tranche of Options

FoHERE

Third tranche of Options

FE-HRRE

Date when the
Options become
exercisable

BRE
afEzZAH

First anniversary date of the
Date of Grant (the "First
Anniversary Date")

RHRBZE-BFAA(E
—BEAH))

Second anniversary date of the
Date of Grant (the “Second
Anniversary Date")

RHRHzE_BERH(E
—EFAH)

Third anniversary date of the
Date of Grant (the "Third
Anniversary Date")

REEHzE=E505(%
Z@EERH))

Percentage of

Shares comprised

in the Option

which is vested

and exercisable
(subject to

fulfillment of

vesting conditions

set out in the

next column)
ERBRATENERE
FERBBIL(EET
-RAAZBRRAE
ERE HEER)
(Note)

(&)

Condition 1

R

33.3% The revenue of the Company
for the year 2018 reaches

RMB10 billion or above.

ARAR-F-NFZHE
WAEARKI00E T
Lo
33.3% The revenue of the Company
for the year 2019 reaches
RMB20 billion or above.

RRARZE-NFHE
WAEBAR®200[ET
E
33.4% The revenue of the Company
for the year 2020 reaches
RMB30 billion or above.

FAAR-B-SEIHE
WAZEAR300ET
oL

Condition 2

The Grantee has achieved
the performance targets
for the year 2018 set out
by the department or
business unit where he/
she belongs.

ARAEREMBEHAA
EBEMNME=Z-N
EZENEE -

The Grantee has achieved
the performance targets
for the year 2019 set out
by the department or
business unit where he/
she belongs.

REAEREMBESHR
EBENAE-S-N
FZEMAR-

The Grantee has achieved
the performance targets
for the year 2020 set out
by the department or
business unit where he/
she belongs.

RENEREMBHAN
EBENME-5_F
FZENAR -

Condition 3

The Grantee shall remain as
an employee of the Group
as at the First Anniversary
Date

ARARE-BERBNEL
SEZER

The Grantee shall remain as an
employee of the Group as
at the Second Anniversary
Date

ARARE_BERBNBA
SEZER

The Grantee shall remain as
an employee of the Group
as at the Third Anniversary
Date

ERAREZBERBNER
SEZER
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Notes:

1. If a Grantee fulfills Condition 1 and Condition 3 set out above in the
respective vesting period, the Grantee will be entitled to exercise
40% of the respective tranche of Options.

2. If a Grantee fulfills Condition 2 and Condition 3 set out above in the
respective vesting period, the Grantee will be entitled to exercise
40% of the respective tranche of Options.

3. If a Grantee fulfills Condition 3, the Grantee will be entitled to
exercise 20% of the respective tranche of Options.

4. All the Options will be automatically cancelled if the Grantee fails
to fulfil Condition 3 regardless of whether Condition 1 and/or
Condition 2 are achieved.

5. In addition to the above vesting conditions, if performance targets
set out in Condition 1 or Condition 2 above cannot be fully
achieved, the number of Options corresponding to fulfilment of
Condition 1 and/or Condition 2 as referred to in notes 1 and 2
above which can be exercisable in the respective vesting period will
be further adjusted in the following manner:

fird 2R A R BR8P
HZEHMIRIGEN3  RRABBRETT
% HL BB BB 240% -

fist B AR A PG B8 SR BB B R AR £ SR
B2 RiEH3 AR ABEET
Pz ERAE 240% »

il RN ZE RS AR AB AR
TTRZIERE 220% -

i 7 5 A 2R BB 2 BRI 143 (8 & 1 11
R/ H2—EER) - B2 EBE R
BEEEEHE -

B E BB AR SN R R EER
SR ISAE 2T 2 AR B
XM IR E R R
SR H2AE N EBEEB R
BEREHBBEATIARE
—

Percentage of performance targets achieved Percentage of the Options becoming exercisable

ERENRERZBES L ATE2ERETS L

100% 100%

70%-99% Proportionate to the percentage of performance targets actually
achieved

70% £ 99% HERERZEMEEADHEKIEL

Less than 70% Nil

L70% =

1. These options are conditional upon the continuation of employment of the
relevant grantee.

12. The number of Outstanding Options under the 2015 Share Option Scheme
as of the beginning of the Year and the end of the Year represented
approximately 4.20% and 4.16% of the Company’s issued Shares as of
the respective dates. As of the date of this annual report, there were
54,485,706 Outstanding Options, represented approximately 4.16% of the
Company’s issued Shares as of the date of this annual report.

Save as disclosed, no options were exercised, granted, lapsed or
cancelled during the Year. Details of the value and movement of the
share options during the Year are also set out in note 30(a) to the
consolidated financial statements for the Year.

The Employees’ share award scheme of the Company expired in 2021,
and all awards granted thereunder vested prior to the Year. There were
no unvested awards during the Year.
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HEAFEVRAFER —E—AFER
BAEETZAOTEEREHBGEEME
BEHARNRBEEITRG H4.20%K%4.16% ©
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R HEHEAFREBARREEITRG
474.16% °
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SUBSTANTIAL SHAREHOLDERS' AND OTHER FERRREMATARQTR
PERSONS’ INTERESTS AND SHORT POSITIONS IN ##R#EBERBROZEEZRAXE
THE SHARES AND UNDERLYING SHARES OF THE

COMPANY

As at 31 December 2023, the interests and short positions of substantial M-ZZ=-=F+-_A=+—H TERE(L
Shareholders (not being Directors and the chief executive of the JEZEF sk N AR ITH A E) NARE s ET
Company) in the Shares and underlying shares of the Company or any of B ZE (F&E AL BH LB EGEHEXVE) Z
its associated corporations (within the meaning of Part XV of the SFO) O EHEBEEMNF HEREBEZEHFL B E K
which were notified to the Company and the Stock Exchange pursuant I ZEXVEFFE 2% B39 20BN & AN RA 7 M B
to Divisions 2 and 3 of Part XV of the SFO and required to be entered in  FrZ iz R KB W BL ARRARRIEE 5
the register maintained by the Company pursuant to Section 336 of the R EIEIEHIE36IEMEFE S MR R

SFO were as follows: WEMT :
Long position in ordinary shares of the Company ARAEBR(RGOGDZHER
(“Shares”)

Approximate
percentage of
shareholding as at

Name of Shareholder Class of shares Long position Capacity 31 December 2023
===

BRES EB 1% 43 % 5l &6 RESVED K

Substantial shareholder

FERR
Talent Gain Developments  Ordinary 253,671,964  Beneficial owner and Interest in 19.37%
Limited T (note 1) controlled corporation
(FFEE1) EREEARIEHAFER
Digital China (BVI) Limited  Ordinary 253,671,964 Interest in controlled corporation 19.37%
T3 AR (note 1) ZEHQEE =
G
Digital China Holdings Ordinary 253,671,964 Interest in controlled corporation 19.37%
Limited T A (note 1)  S¥EHI QA=
e £ 4 AR B BR A A (P 5E1)
Other persons
Hit AL
Ideal South Limited Ordinary 80,000,000 Beneficial owner 6.11%
LA R (note2) Em#EA
(B E2)
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Approximate
percentage of
shareholding as at

Name of Shareholder Class of shares Long position Capacity 31 December 2023
R-B=-=F
+t=—A=+—-H2

BRERHES BB B 14 38 Bl ¥ 54 BREBMOEI L

Wong Luen Hei Ordinary 129,705,000 Interest in controlled corporation and 9.90%

= e L im AR (note 2) Founder of a discretionary trust

(Bt 3x2) who can influence how the trustee
exercises his discretion
s AR Rk I EXTEAIT
FEMBERZ2EETZABA
Fortune Value Investment Ordinary 104,562,000 Beneficial owner 7.98%
Holdings Limited TR (note3) EmHEABA
(Bff 5 3)
Zhu Lemin Ordinary 104,562,000 Interest in controlled corporation 7.98%
REH gl (note 3) X ¥EHI QA=
(Mt &E3)
Notes: B 5% -

Such interests in the Company comprise: (1) 230,263,964 Shares held by
Talent Gain Developments Limited; and (2) 23,408,000 Shares held by
Unique Golden Limited. Unique Golden Limited is wholly and beneficially
owned by Talent Gain Developments Limited, which in turn is wholly and
beneficially owned by Digital China (BVI) Limited and indirectly wholly and
beneficially owned by Digital China Holdings Limited, a company whose
shares are listed on the Stock Exchange (stock code: 861). Therefore, Talent
Gain Developments Limited is deemed to be interested in the Shares held
by Unique Golden Limited, and each of Digital China (BVI) Limited and
Digital China Holdings Limited is deemed to be interested in the Shares
held by Talent Gain Developments Limited and Unique Golden Limited.

Ideal South Limited is wholly and beneficially owned by Mr. Wong Luen
Hei.

Fortune Value Investment Holdings Limited is wholly and beneficially
owned by Mr. Zhu Lemin.

Save as disclosed above, as at 31 December 2023, the Company had
not been notified of any interests or short positions of substantial
Shareholders or other persons in the shares and underlying shares of the
Company which are required to be kept under Section 336 of the SFO.
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3. Fortune Value Investment Holdings Limited 1
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RELATED PARTY TRANSACTION

All the related party transactions as disclosed in note 39 to the
consolidated financial statement did not constitute connected
transactions or continuing connected transactions of the Company as
defined under Chapter 14A of the Listing Rules, or are otherwise fully-
exempted under Chapter 14A of the Listing Rules.

The Company has complied with the disclosure requirements under
Chapter 14A of the Listing Rules from time to time (if applicable) during
the Year.

MAJOR SUPPLIERS AND CUSTOMERS

The Group's customers are mostly small and medium sized enterprises
in the PRC and certain well-known companies. The five largest
customers of the Group together accounted for approximately 25.3%
of the Group's revenue for the Year, out of which the largest customer
accounted for approximately 7.9% of the Group’s revenue. Most of
the Group's revenue is derived from B2B trading platform. The major
customers of trading platforms include a large number of small and
medium sized enterprises and factories. The sales contracts are entered
according to orders. The sale contracts generally have a term of one
year, which, could be renewed by the customers upon expiry depending
on the type of contracts.

The Group’s major suppliers are the major suppliers of B2B trading
platform and well-known scale factories and traders. The five largest
suppliers of the Group together accounted for less than 30% of the
Group's total purchases for the Year.

Save as disclosed in this annual report, none of the Directors, their close
associates or any Shareholder (which to the knowledge of the Directors
owns more than 5% of the Company’s issued Shares) has an interest in
the major suppliers or customers noted above.

DONATION

No charitable donation was made by the Group during the Year (2022:
Nil).

AUDIT COMMITTEE

The Audit Committee has reviewed with management of the Company
the accounting principles and practices adopted by the Group, the risk
management and internal control systems, this annual report and the
annual results of the Company for the Year. The Audit Committee has
met with external auditors and discussed the financial matters of the
Group that arose during the course of audit for the Year.
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CORPORATE GOVERNANCE CODE

During the Year, the Company had complied with the applicable code
provisions of Part 2 of the Corporate Governance Code (“CG Code”)
in Appendix C1 to the Listing Rules in force at the relevant time except
for code provision C.2.1 regarding the separate roles of chairman and
chief executive, as Mr. Liu Jun is serving as both the chairman and the
CEO. More information about the Company’s considered reasons and
explanation for adopting such arrangement is set out on page 94 of the
"Corporate Governance Report”.

SUFFICIENCY OF PUBLIC FLOAT

Based on information that is publicly available to the Company and
within the knowledge of the Directors, as at the date of this annual
report, the Company believes that at least 25% of the Company total
issued Shares was held by the public.

DIRECTORS’ INTERESTS IN COMPETING
BUSINESS

Each of the Directors has confirmed that he/she and to the best of his/
her information, his/her respective close associates (as defined in the
Listing Rules), did not have any business or interest in any company that
materially competes or may compete with the business of the Group or
any other conflict of interests with the interests of the Group during the
Year.

INDEPENDENT NON-EXECUTIVE DIRECTORS

The Company has received from each of the independent non-executive
Directors a written confirmation of his/her independence pursuant
to Rule 3.13 of the Listing Rules, and the Company considers they
are independent. See the Corporate Governance Report for further
information.

PERMITTED INDEMNITY

Pursuant to Article 167 of the Articles, (among others) the Directors
and other officers of the Company shall be indemnified and secured
harmless out of the assets and profits of the Company from and against
all actions, costs, charges, losses, damages and expenses which they
shall or may incur or sustain by or by reason of any act done, concurred
in or omitted in or about the execution of their duty, or supposed duty,
in their respective offices or trusts. This indemnity shall not extend to
any matter in respect of any fraud or dishonesty which may attach to
any of said persons. Such provisions were in force during the Year and
remained in force as of the date of this annual report. The Company
has also arranged appropriate directors and officers liability insurance in
respect of potential legal action against Directors and other officers.
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PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the Articles, or the
laws of the Cayman Islands, which would oblige the Company to offer
new shares on pro-rata basis to existing shareholders of the Company.

TAX RELIEF

The Company is not aware of any relief from taxation available to
Shareholders by reason of their holdings in the Shares.

PURCHASE, SALE OR REDEMPTION OF LISTED
SECURITIES

Neither the Company nor any of its subsidiaries had purchased, sold or
redeemed its listed securities during the Year.

AUDITORS

The financial statements have been audited by PricewaterhouseCoopers
who will retire at the forthcoming annual general meeting. They, being
eligible, offer themselves for re-appointment, subject to the approval
by the Shareholders at the annual general meeting. There has been no
change in the auditors of the Company for the preceding three years.

By Order of the Board
HC Group Inc.
Liu Jun
Chairman

Hong Kong, 26 March 2024

This annual report contains forward-looking statements that reflect the
Company’s beliefs, plans or expectations. These statements are based
on a number of assumptions, current estimates and projections, and
subject to inherent risks, uncertainties and other factors which may
be beyond the Company's control. The actual outcomes may differ.
These statements is not, and shall not be, relied upon as assurance,
representation or warranty otherwise. Neither the Company nor
its directors, staff, agents, advisers or representatives assume any
responsibility to update, supplement, correct these statements or adapt
them to future events. Certain figures set out in this annual report are
subject to rounding adjustment.
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INTRODUCTION

Maintaining high standards of business ethics and corporate governance
practices has always been one of the Company’s goals. This corporate
governance report describes the Company’s corporate governance
practices, explains the applications of the principles of the Corporate
Governance Code contained in Appendix C1 to the Listing Rules (the
“"CG Code").

CORPORATE GOVERNANCE PRACTICES

The Company believes that by applying the principles under the CG
Code with reference to the Company’s own individuality and achieving
high standard of corporate governance, the corporate value and
accountability of the Company can be enhanced and the shareholders’
interests can be maximised. The Board is satisfied that the Group’s
strategic directions and business model are aligned with its culture
during the Year. The Board has continued to monitor and review the
Company’s progress in respect of corporate governance practices.
Management meetings were held throughout the Year and where
appropriate, internal circulars and other guidance notes were issued to
the Directors and senior management of the Group to monitor and raise
awareness to issues regarding corporate governance practices.

The Company complied with all the applicable code provisions of
Part 2 of the CG Code, except for Code Provision C.2.1 of Part 2 of
the CG Code following the appointment of Mr. Liu Jun (Chairman of
the Company) as the chief executive officer (CEO) with effect from 3
February 2023 to allow Mr. Zhang Yonghong (who remains an executive
Director) to focus on the development of Panpass. Such Code Provision
C.2.1 stipulates that the roles of chairman and chief executive should
be separate and should not be performed by the same individual. The
division of responsibilities between the chairman and chief executive
should be clearly established and set out in writing.

The Company believes that the above work adjustment and arrangement
is beneficial to the Group as a whole. Mr. Liu has been overseeing
the Group's strategic development, he has extensive experience in the
industry and the experience of acting as the CEO. It allows Mr. Zhang
to devote and focus on the development of Panpass and its listing
application, and is in line with the corporate governance requirements
of Beijing Stock Exchange. The Company believes that this arrangement
allows the Group to maintain its efficient planning and implementation
of business decisions and strategies under consistent leadership of
the current management team without compromising the balance of
power and authority. The arrangement could also facilitate a division
of work among key management members of the Company. With
other corporate and internal control practices by the Group, including
its decision-making procedures and mechanism to manage conflict of
interests, such arrangement fits the Company’s individual circumstances
and overall need.
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CORPORATE GOVERNANCE FUNCTIONS

The Board is responsible for determining and performing the corporate
governance functions set out in code provision A.2.1 of the CG
Code. During the Year, the Board has reviewed and monitored the
Company’s corporate governance policy, including: (a) the Company’s
corporate governance policies and practices; (b) training and continuous
professional development of directors and senior management; (c)
the Company’s policies and practices on compliance with legal and
regulatory requirements; (d) the Company’s code of conduct applicable
to employees and directors; and (e) the Company’s compliance with the
CG Code disclosures requirements.

CODES ON DIRECTORS’ AND EMPLOYEES’
SECURITIES TRANSACTIONS

The Company has adopted written guidelines regarding Directors’
securities transactions on terms not less than the required standard
of dealings under the Securities Model Code as set out in Appendix
C3 to the Listing Rules. Having made specific enquiry of all Directors,
the Directors have confirmed his/her compliance with such required
standard of dealings and the Company’s code of conduct regarding
securities transactions by Directors throughout the Year.

The Board has also adopted written guidelines on terms not less than
the required standard of dealings for relevant employees who may have
access to inside or price sensitive information of the Company in respect
of their dealings in the securities of the Company.
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THE BOARD OF DIRECTORS
Board Composition

The Directors on the date of this annual report were:

Name Date of appointment (as director)

Exg
ESRAR

RAFHEY  EEESFHT:

Mr. Liu Jun (Chairman and CEO) (appointed on 12 September 2016)

Mr. Zhang Yonghong Note3
Mr. Liu Xiaodong (President)
Mr. Guo Fansheng Nete!

Mr. Xing Jingfeng Note1

Mr. Lin Deweij Note!

Mr. Zhang Ke Note2

Mr. Zhang Tim Tianwei Note 2

Ms. Qi Yan Note2

(appointed on 4 January 2019)
(appointed on 1 June 2018)
(appointed on 21 March 2000)
(appointed on 26 March 2024)
(appointed on 1 July 2020)
(appointed on 28 March 2003)
(appointed on 1 November 2011)

(appointed on 30 November 2017)

e EZE(REZ)AH
FEEE(EFER RZF-R"FhLA+=
BE#HTE) HEZE)
9 K AL 5 A s (RZZE—-NF—-—HAMAH
EZ T
B RELEKEH) (R_FT-N\FXA—H

BZE)

Notes:
1. non-executive Directors
2. independent non-executive Directors

3. Mr. Zhang Yonghong stepped down from the position of the CEO (and
remains as an executive Director) with effect from 3 February 2023 to
focus on the business affairs and development of Beijing Panpass, Mr. Liu
Jun has been appointed as the CEO with effect from 3 February 2023. See
the Company’s announcement dated 3 February 2023.

Mr. Sun Yang resigned as a non-executive Director with effect from
20 March 2024 due to adjustments in his other work arrangements.
Mr. Sun disagreed with other members of the Board regarding the
procedures and manner of resolution of the disposal of Hulian (see
also “Report of the Directors — Disposal of Hulian”). His view, the
Company’s considerations and more information about the disposal of
Hulian were included in the Company’s circular dated 30 January 2024.

Mr. Xing Jingfeng was appointed as a non-executive Director with effect
from 26 March 2024. He obtained the legal advice referred to in Rule
3.09D of the Listing Rules, and confirmed he understood his obligations
as a director on 20 March 2024.

See the Company’s announcement dated 3 February 2023, 20 March
2024, and 26 March 2024.
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The Company’s circular with respect to matters to be considered at
the forthcoming annual general meeting (“AGM") sets out information
about the Directors proposed to be re-elected at the AGM.

The Company has in place mechanism for ensuring independent views
and input are available to the Board. Each of the Directors (including
the independent non-executive Directors) has full and timely access
to the Group’s information, and can seek advice from the company
secretary as well as independent professional advisers at the Company'’s
expenses in appropriate circumstances. With the Group’s conflict
management and other internal control measures, these independent
non-executive Directors provide balance and independent external
perspective, overseeing the Group’s operation and corporate action.
The Board and its committees review, at least once every year, the
Company’s governance structure and such mechanism. Periodic
review and evaluations are also being conducted to assess the Board
and Management’s performance, monitoring and enhancing the
effectiveness of the Company’s governance structure and mechanism.

In compliance with Rules 3.10(1) and (2), and 3.10A of the Listing Rules,
the Company has appointed three independent non-executive Directors,
at least one of whom has appropriate professional qualifications or
accounting or related financial management expertise. The Company
has received from each independent non-executive Director an annual
confirmation of his/her independence. Having assessed the independent
non-executive Directors’ background, business and other relationship (if
any), and the strong independence in judgment by them throughout the
Year, and with reference to such confirmations the Company considers
such Directors to be independent in accordance with the guideline set
out in Rule 3.13 of the Listing Rules.

Pursuant to the CG Code, the Board adopted a board diversity policy
(the “Board Diversity Policy”). The Company recognises the benefits
of diversity of Board members, and will ensure that the Board has a
balance of skills, experiences and diversity of prospect appropriate to
the Company’s business need prospectus. See also “— Diversity” in this
Corporate Governance Report.
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Save as disclosed in this annual report, the Director do not have any
financial, business, family or other material/relevant relationship with
each other.

Board meetings and general meetings

The Board meets in person or through other electronic means of
communication at least four times every year. At least 14 days’ notice
of all regular board meetings were given to all Directors (unless waived
in accordance with the Articles), who were all given an opportunity to
include matters in the agenda for discussion. The Board secretary of
the Company (the “Board Secretary”) assists the Chairman in preparing
the agenda for the meeting, and ensures that all applicable rules and
regulations regarding the meetings are observed. The meeting agenda
and accompanying board papers are sent to all Directors prior to
meetings. During the Year, 4 Board meetings and 2 general meetings
(including the annual general meeting) were held and the Directors’
attendance is as follows:

Attendance
General
Meetings

Board
Meetings

Executive Directors

Liu Jun 4/4 2/2
Zhang Yonghong 4/4 2/2
Liu Xiaodong 3/4 0/2

Non-executive Directors

Guo Fansheng 3/4 1/2
Sun Yang 3/4 2/2
Lin Dewei 4/4 2/2

Independent non-executive Directors

Zhang Ke 4/4 1/2

Zhang Tim Tianwei 4/4 1/2

Qi Yan 3/4 1/2
Notes:

Q) Some Directors were unable to attend the general meeting(s) held during
the Year due to other engagements. Communications were made to
inquire with the Directors on their opinion and matters to be brought to
the attention of the general meeting prior to the meetings. Updates about
the meetings were provided subsequently.

(2) Board meetings at which relevant Director is required to abstain pursuant
to the Listing Rules and/or the Articles are excluded (where applicable).
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In regular meetings of the Board, the Directors discuss and formulate
the overall strategies of the Company, monitor financial performances
and discuss the annual and interim results, consider budgets, as well as
discuss and decide on other significant matters.

The Board Secretary records the proceedings of Board meeting by
keeping minutes, including all decisions made, concerns raised and
dissenting views expressed (if any). Drafts minutes are circulated to all
Directors as soon as practicable after the meeting. All minutes are open
for inspection at any reasonable time on request by any Director. All
Directors have access to relevant and timely information as the Chairman
ensures that management will supply the Board and its committees with
all relevant information in a timely manner.

Delegation by the Board

The Company has established the respective functions and
responsibilities reserved to the Board and those delegated to
management. The Board leads and provides direction to and monitors
the management (who in turns, provide updates and reports to the
Directors). The Board is responsible for the approval and monitoring of
the Company’s overall strategies and policies and their implementation;
approval of business plans; evaluation of the performance and
compliance of the Company and oversight of management. It is
also responsible for promoting the success of the Company and its
businesses by directing and supervising the Company’s affairs. The
Board reserves for its decision all major matters relating to policy
matters, strategies and budgets, internal control and risk management,
material transactions (in particular those that may involve conflict of
interests), financial information, matters relating to the Company’s
share capital, appointment of Directors and other significant operational
matters of the Company. Responsibilities relating to day-to-day
operation, implementing decisions of the Board, are delegated to the
management.

Decisions of the Board are mainly communicated to the management
through executive Directors. Senior management also attends meeting
among the Directors as and when appropriate.

INDUCTION AND PROFESSIONAL
DEVELOPMENT

Newly appointed Directors will receive induction, guideline and
reference materials to enable them to familiarise with the Group’s
business operations and the Board’s polices.

The Directors recognise the importance of ongoing professional
development and training, and are committed to participating in
suitable training to develop and refresh their knowledge and skills, and
to keep abreast of the current trends and issues which the Group may
face. Directors are encouraged to participate in continuing professional
development and have been provided with training materials relevant to
the directors duties and responsibilities.
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All Directors during the Year have participated in continuous professional
development by attending seminar(s) and/or reading relevant materials
on the topics related to corporate governance, updates on the Listing
Rules and applicable laws and regulations, and provided the Company
with their training record for the Company’s review. The individual
training record is summarised below:

Attending
seminar(s)/

reading relevant
materials

Executive Directors

Liu Jun YES
Zhang Yonghong YES
Liu Xiaodong YES

Non-executive Directors

Guo Fansheng YES
Sun Yang YES
Lin Dewei YES

Independent non-executive Directors

Zhang Ke YES
Zhang Tim Tianwei YES
Qi Yan YES

TERM OF APPOINTMENT AND RE-ELECTION

Each of the executive Directors has entered into a service contract with the
Company for a term of three years (from 12 September 2022, 4 January
2022 and 1 June 2021 for Mr. Liu Jun, Mr. Zhang Yonghong and Mr. Liu
Xiaodong, respectively) which may be terminated by either party giving
three months’ prior written notice or otherwise pursuant to such service
contract.

Each of the non-executive Directors (including independent
non-executive Director, except for Mr. Xing Jengfeng who will hold
office until the AGM and subject to re-election at the AGM) was
appointed for a fixed term of one year, which term shall be renewed
automatically unless terminated by