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Sino-i Technology Limited FEIEISEEERAE

CHAIRMAN'S STATEMENT
ETREHE

On behalf of the board of directors (the “Board”) of Sino-i Technology
Limited (the “Company”), | present to the shareholders the annual report
of the Company and its subsidiaries (collectively the “Group”) for the year
ended 31 December 2016. In 2016, the Company continued to focus on
the development of corporate IT application services business through its
key subsidiaries, namely 1 & 8 71 #} £ & 19 B B 2 @& (CE Dongli
Technology Company Limited) (“CE Dongli”) and 1t RET A &S (= BB AiT
APBRAF] (Beijing Xinnet Cyber Information Company Limited) (“Xinnet”).

In the past decade, the Group remained adamant about providing
corporate IT application services for small and medium enterprises (SMEs)
in the PRC and striving for development of information technology.
Thanks to its unremitting efforts, the Group has successfully established a
second-to-none national business and services network in the industry, so
as to address “the last kilometer” problems between service providers
and corporate clients. In the meantime, in respect of product
development, the Group has successfully launched a series of leading
e-commerce products in the industry after long term exploration and
promotion.

The coming 10 years will be the golden 10 years for corporate internet
applications. To grasp this historic opportunity, the Group is dedicated to
establish an internet application industry ecosystem for SMEs in the PRC
by leveraging on its advantages established over the years, such as
substantial resources, core competencies and extensive operating
experience in the enterprise market, thereby becoming a fresh driver of
industrial transformation and upgrading with information technology in
the PRC.
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The Company’s management believes that SMEs in the PRC will continue
to increase its investment in informatization in the future. Although it still
needs some time for market ramp-up and promotion, enterprise-level IT
application services business will enjoy diversified market opportunity. The
Group continued to focus on the development of corporate IT application
services business through its key subsidiaries, namely CE Dongli and
Xinnet.

With 17 years’ experience in providing services for SMEs in the PRC, CE
Dongli has established a corporate e-commerce and product information
operating system, providing one-stop integrated corporate information
technology solutions for SMEs through its extensive business and services
network.

Xinnet continued its internet-based services such as domain name
registration business, cloud computing business and synergistic
communication business, and actively developed various application and
value-added services for SMEs through online direct sales and distributor
channels established across the PRC.

Finally, I would like to express my gratitude to the shareholders’ concern
for and support to the Company, and also to the Board and all staff for
their dedication and contribution.

Yu Pun Hoi
Chairman

Hong Kong, 14 March 2017
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Sino-i Technology Limited FEIEISEEERAE

MANAGEMENT DISCUSSION AND ANALYSIS

EEENWED N

BUSINESS REVIEW

Year 2016 was the first year of the implementation of the Thirteenth Five-
Year-Plan of China and the eleventh year after implementing SMEs
informatization project. With the development of new technologies and
emerging industries like cloud computing and mobile internet, SMEs are
provided with more flexible and diversified informatization products.

Since calling for the action plan of “Internet +” in the 12th National
People’s Congress, SMEs were driven to catch the wave of transformation
of internet. Under keen competition, the concept of “Internet +” has
made certain founders and SMEs stand out in the competition. However,
lots of SMEs are still struggling in the confusing transformation. To deal
with the internet transformation issue for 40 million SMEs in the PRC, a
three-part solution is required: technology, marketing and services.
Hence, enterprises providing informatization services to SMEs encounter
difficulties in this aspect. Solving technological problem is the base of
informatization for SMEs; solving marketing problem is the key for rising
awareness on the internet; while services provided afterwards are the
core factor for SMEs earning profits via internet in long term.

During the year, with key subsidiaries, CE Dongli and Xinnet as its main
business entities, more effort was continuously put into the corporate IT
application services business of the Company by providing comprehensive
internet-based services, e-commerce and information application services,
and overall solutions to SMEs and individual clients in the PRC. In 2016,
revenue of the Group was approximately HK$818.1 million (2015:
HK$808.3 million), representing a growth of approximately 1.21% over
the corresponding period last year. Net profit before income tax was
approximately HK$61.1 million (2015: HK$59.8 million). Net assets
attributable to the owners of the Company were approximately
HK$1,783.3 million (2015: HK$1,741.2 million), which was basically in
line with that of last year.
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MANAGEMENT DISCUSSION AND ANALYSIS

EEENWED N

BUS'NESS REV'EW (Continued)
CE Dongli

With 17 years’ practical experience, CE Dongli provides comprehensive
information service solutions to SMEs and capitalizes on its experience in
website construction, marketing and corporate services, which are the
three major business fields of CE Dongli focuses on today.

In respect of website construction, CE Dongli is in the process of
launching an enterprise portal “NEW Z+"”, an 020 all-net retail platform
“ZshopS”, and corporate mobile marketing platform “Vone”. Through
these platforms, the technical problems in internet-oriented
transformation of SMEs can be solved by establishing enterprise portal,
seamless inter-connection of online to offline (020) services, and barrier-
free visits via mobile terminals.

In respect of marketing, “Dabatui Corporate Internet Integrated
Marketing Platform (K IEHE X B B AP B S5 & 38 F &) provides
marketing services on various commercial websites and search engines at
home and abroad for 40 main industries and over 1,000 sub-segment
industries by observation of basic searching behavior of users.

With respect to corporate services, CE Dongli optimizes its services by
providing corporate domain name registration management services,
global corporate email and cloud storage services, and utilizing four major
search engines in the world. With outstanding technical measures, CE
Dongli is able to solve the global commercial problems, for example,
brand protection on internet, corporate domain name registration, global
information communication, instant data backup, search engines and
commercial marketing. During the year, the internet marketing product
“Dabatui”, launched by CE Dongli, was awarded “The Best Product of
the Year 2016" and “The Brand for IT Users in China 2016", making CE
Dongli a dual champion for both products and brand in the internet
marketing platform sector.
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MANAGEMENT DISCUSSION AND ANALYSIS

EEREWED N

BUS'NESS REV'EW (Continued)
Xinnet

Adhering to customer-oriented principle, Xinnet paves the way for
customers to enter into internet business with product innovation, various
marketing channels and efficient operation services.

During the year, Xinnet continued its internet-based services, such as
domain name registration business, cloud computing business and
synergistic communication business, and actively developed various
applications and value-added services for SMEs through online direct sales
and distributor channels established across the PRC. In June 2016, Xinnet
launched “Global Mail”, a strategic email product, which maintained the
performance advantage of Xinnet corporate email and focused on
optimizing the experience of mobile office, striving to making it the
sharpest solution for office operation. In addition, Xinnet launched cloud
hosting products with focus on cloud computing, and established
platforms for websites construction in the second half of 2016, offering
convenient services to SMEs for their own websites setup. In December
2016, Xinnet launched digital asset hosting services designated for group
companies and large internet enterprises. Xinnet has entered into
contracts with well-known enterprises, reflecting that its services have
gained general attention and recognition in the industry.

At the same time, Xinnet entered into agreements with famous cloud
computing enterprises to launch Xinnet's products on different platforms
such as Baidu Cloud, Huawei Cloud and Jingdong Cloud and will
continue to have further cooperation in the future.

PROSPECTS

The Company’s management believes that SMEs in the PRC will continue
to increase its investment in informatization in the future. Although it still
needs some time for market ramp-up and promotion, enterprise-level IT
application services business will enjoy extensive market opportunity. As
cloud applications becomes widely deployed, enterprise informatization
services will rely on “cloud” in the future. If cloud service products is
unavailable on current cloud market, the development of informatization
of SMEs will encounter great difficulties in terms of costs and technical
matters. Based on its 17 years’ experience on providing informatization
services for SMEs, the Company has acquired the technologies on cloud
computing and cloud applications and intends to launch its cloud service
products designated for SMEs via platforms to minimize the investment
costs for informatization and eliminate technical barriers from “cloud”.
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MANAGEMENT DISCUSSION AND ANALYSIS

EEENWED N

PROSPECTS (Continued)

Looking forward, apart from providing cloud services and cloud
applications via platforms, the Group will continue to improve ground
services capability by providing supporting ground services to SMEs under
different development stages. Meanwhile, the Group will enhance its
product platform and customized service capacity to provide the best and
most suitable customized solutions with low costs for SMEs in different
industries. The Group will also continue to commit more resources on
operation services, which allows it to quickly respond to the needs of
SMEs and provide timely solution, thus enhancing its overall operational
capability and online services capability.

The coming 10 years will be the golden 10 years for corporate internet
application industry. To grasp this historic opportunity, the Group is
dedicated to establish an internet application industry ecosystem for SMEs
in the PRC by leveraging on its advantages established over the years,
such as substantial resources, core competencies and extensive operating
experience in the enterprise market, thereby becoming a fresh driver of
industrial transformation and upgrading with internet information
technology in the PRC.

FINANCIAL RESOURCES AND LIQUIDITY

The Group continued to adopt prudent funding and treasury policies. As
at 31 December 2016, net assets attributable to the owners of the
Company amounted to approximately HK$1,783.3 million (2015:
HK$1,741.2 million), including cash and bank balances of approximately
HK$85.2 million (2015: HK$128.4 million) which were mainly
denominated in Renminbi, US dollars and Hong Kong dollars. As at 31
December 2016, the Group’s aggregate borrowings were approximately
HK$156.8 million (2015: HK$246.6 million), of which approximately
HK$45.1 million (2015: HK$108.1 million) were bearing interest at fixed
rates while approximately HK$111.7 million (2015: HK$138.5 million)
were at floating rates. The Group currently has not taken any interest rate
hedge.

As at 31 December 2016, the Group’s gearing ratio, which is calculated
as net debt divided by the total equity plus net debt, was approximately
3.82% (31 December 2015: 6.28%).

As at 31 December 2016, the Group’s capital commitment was
approximately HK$36.7 million (31 December 2015: HK$68.6 million).

As at 31 December 2016, the Group’s contingent liabilities were
approximately HK$18.6 million in connection with the guarantees given
to secure credit facilities.
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MANAGEMENT DISCUSSION AND ANALYSIS

EEREWED N

FINANCIAL RESOURCES AND LIQUIDITY

(Continued)

As at 31 December 2016, certain interests in leasehold land, buildings
and intangible assets with a total net carrying value of approximately
HK$566.4 million were pledged to secure the credit facilities granted to
the Group.

Details of the bank and other borrowings of the Group are set out in note
26 and 27 to the financial statements.

EXPOSURE TO FLUCTUATION IN
EXCHANGE RATES

The majority of the Group’s borrowings and transactions were primarily
denominated in Renminbi. Both the operating expenses and revenue
were primarily denominated in Renminbi. The Renminbi exchange rate is
expected to fluctuate due to uncertainties in global economic
development. The Group's reported assets, liabilities and results may be
affected by the Renminbi exchange rates. During the year under review,
fluctuation in Renminbi exchange rates affected the assets and liabilities
translation from Renminbi to Hong Kong dollars in financial reporting of
the Group, and the Group will keep on reviewing and monitoring the
fluctuation in exchange rates between Renminbi and Hong Kong dollars.
The Group proactively seeks management measures to minimize the
impact arising from risks and uncertainties as far as practicable, and
considers using foreign exchange hedging instruments (if appropriate)
from time to time, to minimize the risk exposure arising from changes in
Renminbi exchange rates. As at the date of this report, the Group has not
used any foreign exchange hedging instruments.

EMPLOYEES AND REMUNERATION
POLICY

The Company employs and remunerates its employees based on their
qualifications, experience and performance. In addition to basic salary
payments, other benefits include housing, contributions to mandatory
provident fund, group medical insurance, group personal accident
insurance and examination leave and etc.. Employees are eligible to be
granted share options under the Company’s share option scheme at the
discretion of the Board. In general, salary review is conducted annually.
As at 31 December 2016, the Group had approximately 6,315 employees
(2015: 6,138 employees). The salaries of and allowances for the
employees for the year ended 31 December 2016 were approximately
HK$606.8 million (2015: HK$606.0 million).

The Group focuses on providing skill and quality training for various levels
of staff, and provides on-the-job capability training to its staff; in respect
of staff quality, corresponding training on personal work attitude and
work habits is also provided.
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REPORT OF THE DIRECTORS
EEEHRE

The Board herein present their report and the audited financial statements
of the Group for the year ended 31 December 2016.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding. The
subsidiaries of the Company were principally engaged in corporate IT
application services during the year.

SEGMENT INFORMATION

Particulars of the Group’s revenue and segment information for the year
are set out in notes 5 and 6 to the financial statements respectively.

BUSINESS REVIEW

The description of principal risks and uncertainties that the Group may be
facing is provided in the Risk Management and Internal Control section
on pages 55 to 61 of this annual report, and a fair review of the Group’s
business during the year, and the probable future business development
of each segment of the Company are provided in the Management
Discussion and Analysis section on pages 6 to 13 of this annual report.
Also, the financial risk management objectives and policies of the Group
can be found in note 43 to the financial statements. There is no important
events affecting the Group occurred since the end of the financial year
ended 31 December 2016. An analysis of the Group’s performance
during the year using financial key performance indicators is provided in
the Five-Year Financial Summary section on page 188 of this annual
report. In addition, discussions on the Group’s environmental policies,
relationships with its consumers and employees and compliance with
relevant laws and regulations which have a significant impact on the
Group are all contained in the Environmental, Social and Governance
Report on pages 62 to 77 of this annual report.
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REPORT OF THE DIRECTORS
EETHRE

RESULTS AND APPROPRIATIONS

The results of the Group for the year are set out in the consolidated
income statement on page 85.

The Board did not recommend the declaration of the payment of a final
dividend for the year ended 31 December 2016 (2015: Nil).

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 188.

PROPERTY, PLANT AND EQUIPMENT

Details of the movements in property, plant and equipment of the Group
during the year are set out in note 13 to the financial statements.

SUBSIDIARIES AND ASSOCIATES

Particulars of the Company's principal subsidiaries and associates as at 31
December 2016 are set out in notes 16 and 17 to the financial statements
respectively.

BANK BORROWINGS

The Group’s bank borrowings as at 31 December 2016 are set out in
note 26 to the financial statements.

SHARE CAPITAL

During the year, details of the movements in share capital of the
Company are set out in note 29 to the financial statements.
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REPORT OF THE DIRECTORS
EEEHRE

RESERVES

During the year, details of the movements in the reserves of the Company
and the Group are set out in note 31 to the financial statements and on
page 91, respectively.

DISTRIBUTABLE RESERVES

As at 31 December 2016, the amount of Company’s reserves available for
distribution was approximately HK$1,056.4 million.

MAJOR CUSTOMERS AND SUPPLIERS

The Group's sales to the five largest customers and purchases from the
five largest suppliers for the year ended 31 December 2016 accounted for
less than 30% of the Group’s total revenue and purchases respectively.

DONATIONS

Charity donation for the Group for the year ended 31 December 2016
amounted to HK$257,600.

DIRECTORS’ EMOLUMENTS

Details of directors’ emoluments are set out in note 36 to the financial
statements. Mr. Hu Bin agreed to waive emoluments of approximately
HK$12,000 in respect of the year ended 31 December 2016. Save as
disclosed above, none of the directors have waived any emoluments in
respect of the year ended 31 December 2016.

DIRECTORS’ INTEREST IN COMPETING
BUSINESS

As at 31 December 2016, none of the directors of the Company has an
interest in a business which competes or may compete with the business
of the Group.

PENSION SCHEME

Details of retirement benefit plans in respect of the year are set out in
note 35 to the financial statements.
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DIRECTORS

The directors of the Company during the year and up to the date of this
report were:

Mr. Yu Pun Hoi (Chairman)

Ms. Chen Dan

Ms. Liu Rong

Mr. Chen Ming Fei (appointed with effect from 9 December 2016)
Mr. Lam Bing Kwan*

Mr. Wang Gang¥ (resigned with effect from 9 December 2016)
Prof. Jiang Ping*

Mr. Fung Wing Lap*

Mr. Xiao Sui Ning* (appointed with effect from 27 April 2016)
Mr. Hu Bin* (resigned with effect from 3 February 2016)

# Non-executive directors
* Independent non-executive directors

A full list of the names of the Directors of the Group’s subsidiaries can be
found in the Company’s website at www.sino-i.com under “Investor
Information/Corporate Governance”.

The Company has received annual confirmation from each of the existing
independent non-executive directors confirming his independence to the
Company pursuant to Rule 3.13 of the Rules Governing the Listing of
Securities (the “Listing Rules”) on The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”) and the Company considers that such
directors are independent to the Company.

In accordance with Article 94 of the Company’s articles of association (the
“Articles”), Ms. Liu Rong, Mr. Lam Bing Kwan and Prof. Jiang Ping shall
retire from office by rotation at the forthcoming annual general meeting
(the “AGM"). In addition, Mr. Chen Ming Fei was appointed by the Board
as executive Director on 9 December 2016 and shall hold office until the
forthcoming annual general meeting pursuant to Article 87 of Articles. All
of the above retiring directors, being eligible, will offer themselves for re-
election.
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BIOGRAPHICAL DETAILS OF DIRECTORS
AND SENIOR MANAGEMENT

Biographical Details of Directors
Executive Directors

Mr. Yu Pun Hoi, aged 58, holding a degree of Doctor of Philosophy
conferred by Peking University, was a director of the Company from
October 1991 to October 1994, and re-joined the Board in January 1997.
Mr. Yu is the chairman of the Board, and the chairman of nomination
committee of the Company.

Mr. Yu is also the chairman of the board of directors, controlling
shareholder, and the chairman of executive committee and nomination
committee of Nan Hai Corporation Limited (“Nan Hai"), the listed holding
company of the Company, and a director of a number of subsidiaries of
Nan Hai.

Ms. Chen Dan, aged 48, graduated from Beijing Finance & Trade College
with a Bachelor degree in Trade & Economics, and obtained a degree of
EMBA in China Europe International Business School, and is also a
qualified lawyer in the PRC.

Ms. Chen joined the Group in October 2000. In February 2006, Ms. Chen
has been appointed as an executive director and general manager of the
Company. In March 2012, Ms. Chen has been appointed as a member of
nomination committee of the Company. In December 2016, Ms. Chen
has stepped down from the role of the general manager of the Company.
Ms. Chen is also an executive director, executive committee member, and
nomination committee member of Nan Hai, and a director of certain
subsidiaries of the Company and Nan Hai.
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EEEHRE

BIOGRAPHICAL DETAILS OF DIRECTORS
AND SENIOR MANAGEMENT (continued)

Biographical Details of Directors (continued)
Executive Directors (Continued)

Ms. Liu Rong, aged 45, graduated from the Law School of Anhui
University with a Bachelor degree in Laws, and got a Master of Laws
conferred by the Law Institute of Chinese Academy of Social Science, and
is also a qualified lawyer in the PRC. In addition, Ms. Liu graduated from
the International MBA School of National School of Development of
Peking University in 2013. Prior to joining the Group, Ms. Liu worked in
Chinese government departments and law firms.

Ms. Liu joined the Group in April 2002 and has been appointed as an
executive director of the Company in March 2009. Ms. Liu is also
responsible for the businesses in culture and media services of Nan Hai.

Ms. Liu is also an executive director and executive committee member of
Nan Hai, and a director of a number of subsidiaries of Nan Hai.

Mr. Chen Ming Fei, aged 40, has more than 10 years’ sales ,and
possesses with acute insight in IT business, and has extensive and
professional experiences in product creation, business strategy planning
and business management. Prior to joining the Group, Mr. Chen worked
in Vorwerk of Co. KG, a German company.

In 2000, Mr. Chen joined CE Dongli and was appointed as a national
commercial director, sales deputy general manager, executive deputy
general manager and business general manager, In January 2012, Mr.
Chen was promoted to a general manager, responsible for management
of CE Dongli. Mr. Chen was also the general manager of Xinnet,
responsible for operation management of Xinnet. Mr. Chen is also a
director of a number of subsidiaries of the Company. In December 2016,
Mr. Chen has been appointed as the executive director and the general
manager of the Company.

Mr. Chen is also a member of executive committee of Nan Hai, and a
director of certain subsidiaries of the Company and Nan Hai.
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EEEHRE

BIOGRAPHICAL DETAILS OF DIRECTORS
AND SENIOR MANAGEMENT (continued)

Biographical Details of Directors (continued)
Non-executive Director

Mr. Lam Bing Kwan, aged 67, graduated from the University of Oregon
in the United States of America with a Bachelor degree in Business
Administration in 1974. Prior to joining the Group, Mr. Lam had been in
senior management positions in the banking and financial industry for
more than 10 years.

Mr. Lam joined the Board in October 1991, and was re-designated as a
non-executive director in April 2002. Mr. Lam is also a non-executive
director of Nan Hai, and an independent non-executive director of Lai Sun
Development Company Limited, Lai Sun Garment (International) Limited,
Lai Fung Holdings Limited and eForce Holdings Limited. The securities of
the above-mentioned companies are listed on the Stock Exchange.

Independent Non-executive Directors

Prof. Jiang Ping, aged 86, graduated from Moscow University with a
Bachelor degree in Laws in 1956. Prof. Jiang is the lifetime professor of
China University of Political Science and Law, conducting lectures for
doctoral degree class in civil and commercial laws. Prof. Jiang is also the
honorary president of China Comparative Law Research Centre, the
chairman of Beijing Arbitration Commission, and the honorary arbitrator
in China International Economic and Trade Arbitration Commission.

In June 2006, Prof. Jiang joined the Board and has been appointed as a
member of audit committee and remuneration committee of the
Company. In March 2012, Prof. Jiang has been appointed as a member
of nomination committee of the Company.

Mr. Fung Wing Lap, aged 56, graduated from The Hong Kong
Polytechnic University in 1992. Mr. Fung is a fellow member of
Association of International Accountants, an associate member of The
Taxation Institute of Hong Kong, an associate member of Hong Kong
Institute of Certified Public Accountants, and a certified public accountant
(practising). Mr. Fung is an executive director of FCC and Partners CPA
Limited.

Mr. Fung joined the Board in September 2004 and has been appointed as
a member of audit committee and remuneration committee of the
Company. In March 2012, Mr. Fung has been appointed as a member of
nomination committee of the Company. Mr. Fung is also appointed as
the chairman of audit committee of the Company in September 2013.
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REPORT OF THE DIRECTORS
EEEHRE

BIOGRAPHICAL DETAILS OF DIRECTORS
AND SENIOR MANAGEMENT (continued)

Biographical Details of Directors (continued)
Independent Non-executive Directors (Continued)

Mr. Xiao Sui Ning, aged 69, graduated from Yunnan Finance and
Management College, majoring in enterprise management; senior
economist recognised by Bank of Communications. Mr. Xiao is the
consultant of Ping An Bank, the independent director of Beijing SPC
Environment Protection Tech Co., Ltd., the independent director of
Zhongrun Resources Investment Corporation and the independent non-
executive director of Haitong Securities Co., Ltd.

Mr. Xiao joined the Board of Directors of the Company in April 2016, and
has been the chairman of the remuneration committee, the member of
the audit committee and the nomination committee of the Company. Mr.
Xiao is also the independent non-executive director, the chairman of the
remuneration committee, the member of the audit committee and the
nomination committee of Nan Hai.

Biographical Details of Senior Management

Mr. Chen Ming Fei (aged 40)

General Manager

PEE RN AR AR

(CE Dongli Technology Company Limited)

General Manager
L RFRBISE SR BR AR
(Beijing Xinnet Cyber Information Company Limited)

General Manager
Sino-i Technology Limited

Biographical details of Mr. Chen are set out in the “Biographical Details
of Directors” on page 19.
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Sino-i Technology Limited FEIEISEEERAE

REPORT OF THE DIRECTORS
EEEHRE

DIRECTORS’ INTERESTS AND SHORT
POSITIONS IN SHARES AND
UNDERLYING SHARES

As at 31 December 2016, the interests and short positions of the directors
and chief executive of the Company in 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 (“SFO"))
as recorded in the register required to be kept under Section 352 of the
SFO or as otherwise notified to the Company and the Stock Exchange
pursuant to the Model Code for Securities Transactions by Directors of
Listed Issuers (the “Model Code”) as set out in Appendix 10 to the Listing
Rules were as follows:

The Company

EERNROREBRSE 2%

mRAXE

MR2016F 12 A31H  XAREERETEITH
ABRAERB R EEMBH LB (EXRESHF
RERE GG (TFHRBEEG ) EXVI) 2’
7~ BN REST  BEETHNRER
FRHEERFEIRGTFEZZRMPXRER
B EMRAME 0T LM EITAZEFHT
BER S 2 ZESFA([ZE2ESFAI ) AR AT
NANERRNRI R Rz S AR INT

YN

Long position in shares in issue RERTROZERE
Number of shares
ROEE
Approximate
Personal Corporate Family Total percentage
interest Interest interest interest holding Notes
BREY
Name of Director B B ARz NRER RikER ERAE B ME
YuPunHoi ("Mr. Yu") T ([ T5E4]) - 12,833,065,316 - 12,833,065,316 64.44% 1
Chen Ming Fei FRIS 7R - - 6,120,000 6,120,000 0.031%
Fung Wing Lap AL 10,000 - - 10,000 0.00005%
Note: Hiat -
1. Mr. Yu by means of his corporate interest controls the exercise of more than one- 1. TREFBENREEHEN AR AR ARE

third of the voting power at general meetings of Nan Hai, the holding company
of the Company. Those 12,833,065,316 shares were collectively held by Goalrise
Investments Limited, View Power Investments Limited and Wise Advance
Investments Limited, all of which are wholly-owned subsidiaries of Nan Hai. As
such, Mr. Yu was taken to be interested in these shares for the purposes of Part
XV of the SFO.
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EEEHRE

DIRECTORS’ INTERESTS AND SHORT
POSITIONS IN SHARES AND
UNDERLYING SHARES (continued)

Associated Corporations

As disclosed above, Mr. Yu is entitled to control the exercise of more than
one-third of the voting power at general meetings of Nan Hai. As such,
Mr. Yu is taken to be interested in the shares of the associated
corporations of the Company within the meaning of Part XV of the SFO.
Nan Hai is a company whose shares are listed on the Stock Exchange, and
is an associated corporation of the Company within the meaning of Part
XV of the SFO. As at 31 December 2016, the interests of the directors of
the Company in shares and underlying shares of Nan Hai were as follows:

Nan Hai
Long position in shares in issue

—NEE F3R Annual Report 2016
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Number of shares of HK$0.01 each

SREENBTZRGHE
Approximate

Personal Corporate Family Total  percentage

interest Interest interest interest holding Notes
Name of Director EEpE B AR ARER RIS BRAHE sRESEI W
Yu Pun Hoi FToE - 36,622,130,679 - 36,622,130,679 53.35% 1
Chen Dan B 32,000,000 - - 32,000,000 0.05%
Chen Ming Fei RIS - - 2,800,000 2,800,000 0.004%
Fung Wing Lap R 15,756 - - 15,756 0.00002%
Note: Bt -

1. These 36,622,130,679 shares were collectively held by Rosewood Assets Ltd.,
Pippen Limited, Staverley Assets Limited and First Best Assets Limited, companies
indirectly wholly owned by Mr. Yu through Dadi Holdings Limited, a company
wholly owned by Mr. Yu.

Save as disclosed above, as at 31 December 2016, none of the directors
nor chief executive of the Company had any interests or short positions in
shares, underlying shares or debentures of the Company or any of its
associated corporations (within the meaning of Part XV of the SFO) as
recorded in the register required to be kept under Section 352 of the SFO
or as otherwise notified to the Company and the Stock Exchange
pursuant to the Model Code as set out in Appendix 10 to the Listing
Rules.
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SHARE OPTION SCHEME

On 28 May 2012, the Company adopted a share option scheme (the
“Scheme”). Under the Scheme, share options may be granted to
directors, employees of the Group and those who have contributed or
will contribute to the Group at any time within ten years after its adoption
at the discretion of the Board.

Since the adoption of the Scheme and during the year ended 31
December 2016, no share options have been granted under the Scheme
by the Company. A summary of the Scheme is as follows:

(1) Purpose

The purpose of the Scheme is to provide incentives or rewards to
participants for their contribution or would-be contribution to the
Group and/or to enable the Group to recruit and retain high-calibre
employees and attract human resources that are valuable to the
Group and any entity in which any member of the Group holds any
equity interests (the “Invested Entity”).

(2) Participants

The participants include:

a. any employee (whether full time or part time employee,
including any executive director but not any non-executive
director) of the Company, its subsidiaries and any Invested
Entity;

b.  any non-executive director (including independent non-
executive director) of the Company, any of its subsidiaries or
any Invested Entity;

c.  any supplier of goods or services to any member of the Group
or any Invested Entity;

d.  any customer of the Group or any Invested Entity;

e.  any person or entity that provides research, development or
technological support or other services to the Group or any
Invested Entity;

f. any shareholder or any member of the Group or any Invested
Entity or any holder of any securities issued by any member of
the Group or any Invested Entity; and
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SHARE 0PT|ON SCHEME (Continued)

(2)

(3)

(4)

(5)

(6)

Participants (Continued)

g. any ex-employee who has contributed or may contribute to
the development and growth of the Group and any Invested
Entity.

Maximum Number of Shares

The total number of shares which may be issued upon exercise of
all share options to be granted under the Scheme must not in
aggregate exceed 10% of the relevant class of shares of the
Company in issue as at the date of approval of the Scheme and the
limit on the number of shares which may be issued upon exercise of
all outstanding options granted and yet to be exercised under the
Scheme and any other schemes must not exceed 30% of the
relevant class of shares of the Company in issue from time to time.
No share options may be granted under the Scheme and any other
schemes of the Company if this will result in such limit exceeded.
As at the date of this report, the number of shares available for
issue in respect thereof is 1,991,450,487 shares representing
approximately 10% of the total number of shares of the Company
in issue.

Maximum Entitlement of Each Participant

The total number of shares issued and to be issued upon exercise of
the share options granted to each participant under the Scheme
and any other schemes (including both exercised and outstanding
options) in any 12-month period must not exceed 1 per cent of the
relevant class of shares of the Company in issue. Any further grant
of share options above this limit shall be subject to certain
requirements as stipulated in the rules of the Scheme and to the
relevant rules under the Listing Rules.

the Period within Which the Shares Must
be Taken Up under a Share Option

The period within which the shares must be taken up a share
option shall be determined by the Board in its absolute discretion at
the time of grant, but such period must not exceed 10 years from
the date of grant of the relevant share option.

Minimum Period for Exercising a Share
Option

The Board may at its discretion determine the minimum period for
which a share option must be held before it can be exercised.
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SHARE OPT|0N SCHEME (Continued)
(7) Acceptance and Payment on Acceptance

The share option shall be deemed to have been accepted when the
duplicate letter 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. To
the extent that the offer is not accepted within 28 days in the
manner aforesaid, it will be deemed to have been irrevocable
declined and lapsed automatically.

(8) Basis of Determining the Exercise Price

The exercise price for shares under the Scheme shall be a price
determined by the directors, but it must be at least the higher of (i)
the closing price of the shares as stated in the Stock Exchange’s
daily quotation sheet on the date of grant, which must be a
business day; and (ii) the average closing price of the shares as
stated in the Stock Exchange’s daily quotation sheet for the five
business days immediately preceding the date of grant.

(9) Remaining Life of the Scheme

The Scheme will remain in force for a period of 10 years
commencing on 29 May 2012 up to 28 May 2022.

ARRANGEMENTS TO PURCHASE SHARES
OR DEBENTURES

Except for the Scheme disclosed above, at no time during the year was
the Company or any of its subsidiaries, a party to any arrangements to
enable the directors of the Company to acquire benefits by means of the
acquisition of shares in, or debentures of, the Company.

DIRECTORS’ SERVICE CONTRACTS

None of the directors has entered into any service contract with the
Company which is not determinable by the Company within one year
without payment of compensation, other than the statutory
compensation.
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MANAGEMENT CONTRACTS

No contract concerning the management and administration of the whole
or any substantial part of the business of the Company was entered into
or existed during the year.

PERMITTED INDEMNITY PROVISION

The Company has arranged for appropriate insurance cover for directors’
and senior management’s liabilities in respect of legal actions against its
directors and senior management arising from corporate activities. The
permitted indemnity provision is in force for the benefit of the directors
as required by section 470 of the Companies Ordinance (Chapter 622 of
the laws of Hong Kong) when the Report of the Directors prepared by the
Directors is approved in accordance with section 391(1) (a) of the
Companies Ordinance.

CONTROLLING SHAREHOLDERS'’
INTERESTS IN CONTRACTS

Save as disclosed in this annual report, there was no contract of
significance to which the Company or its holding company or any of its
subsidiaries was a party and in which any controlling shareholder had a
material interest subsisted during the year ended 31 December 2016.

CONTRACTS WITH CONTROLLING
SHAREHOLDERS

Save as disclosed in this annual report, no contract of significance has
been entered into among the Company or any of its subsidiaries and the
controlling shareholders or any of their subsidiaries during the year ended
31 December 2016.

CHANGE IN THE BOARD OF DIRECTORS

The change in the Board since the date of the Company’s 2016 interim
report is set out below:

Mr. Chen Ming Fei has been appointed as an executive Director with
effect from 9 December 2016 and he has also been appointed as the
general manager of the Company on the same day.

Mr. Wang Gang has resigned as a non-executive Director with effect
from 9 December 2016.
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CHANGES IN INFORMATION IN RESPECT
OF DIRECTORS

During the year ended 31 December 2016, there was no change to
information which is required to be disclosed and has been disclosed by
the Directors pursuant to rules 13.51(2) of the Listing Rules.

REMUNERATION POLICY

The Company remunerates its employees based on their qualifications,
experience and performance. In addition to basic salary payments, other
benefits include housing, contributions to mandatory provident fund,
group medical insurance, group personal accident insurance and
examination leave and etc. Employees are eligible to be granted share
options under the Company’s share option scheme at the discretion of
the Board. In general, salary review is conducted annually.

MODEL CODE FOR SECURITIES
TRANSACTIONS

The Company has adopted the Model Code for Securities Transactions by
Directors of Listed Issuers as set out in Appendix 10 to the Listing Rules
("Model Code”).

Specific enquiries have been made to all the directors and the directors
have confirmed that they have complied with the Model Code
throughout the year ended 31 December 2016.

DIRECTORS’ MATERIAL INTERESTS IN
TRANSACTIONS, ARRANGEMENTS AND
CONTRACTS

Save as disclosed in notes 25(a), 25(c) and 41 to the financial statements,
no transactions, arrangements, or contracts of significance in relation to
the Group’s business to which the Company, its subsidiaries, its holding
companies or its fellow subsidiaries was a party and in which a director of
the Company had a material interest, whether directly or indirectly,
subsisted during the financial year or at the end of the year.
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SUBSTANTIAL SHAREHOLDERS'’
INTERESTS AND SHORT POSITIONS

As at 31 December 2016, those persons (other than directors and chief
executive of the Company) who had interests or short positions in shares
or underlying shares of the Company as recorded in the register required
to be kept by the Company under Section 336 of the SFO were as
follows:

Name of person

—Z—XRFE FI, Annual Report 2016
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Approximate
percentage of

holding an interest Number of issued share

in shares which has shares in issue  capital of the

been disclosed to the FEREE SR BEKH subject to Company

Company under EXVHFE2R3IAPHERE  Nature long position o |

Divisions 2and 3 of AAFRKERDEZRZ of interest HrPRe EBRITREZ Notes

Part XV of the SFO A+ %% EaEtE ERITROHBE BAED B EE

CITIC Capital Holdings {5 & %A B A7 Corporate interest  10,200,000,000 51.22% 1
Limited NGIL: 2

CITIC Capital Credit FIEBAREEABRART  Security interest 10,200,000,000 51.22% 1
Limited R

Nan Hai [E2)i=) Corporate interest 12,833,065,316 64.44% 2

N
Notes:

1. CITIC Capital Credit Limited is a wholly-owned subsidiary of CITIC Capital
Holdings Limited. CITIC Capital Holdings Limited was taken to be interested in
those shares in which CITIC Capital Credit Limited held a security interest.

2. Those 12,833,065,316 shares were collectively held by Goalrise Investments
Limited, View Power Investments Limited and Wise Advance Investments Limited,
all of which are wholly-owned subsidiaries of Nan Hai.

Save as disclosed above, as at 31 December 2016, no person (other than
directors and chief executive of the Company) had notified to the
Company any interests or short positions in shares or underlying shares of
the Company which was required to be recorded in the register kept by
the Company under Section 336 of the SFO.
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RELATED PARTY TRANSACTIONS

Details of related party transactions of the Group are set out in note 41
to the financial statements.

Save for the transactions mentioned in the below section headed
“Connected Transactions” which are subject to announcement, disclosure
and shareholders’ approval requirements under Chapter 14A of the
Listing Rules, certain transactions mentioned under the note also
constituted connected transactions or continuing connected transactions
as defined in Chapter 14A of the Listing Rules but are exempt from the
disclosure requirements under Chapter 14A of the Listing Rules.

CONNECTED TRANSACTIONS

(a) Connected Transaction — Loan Agreement

On 29 May 2009, the Company as lender and Nan Hai, the holding
company and connected person of the Company, as borrower
entered into a loan agreement (the “Loan Agreement”) in relation
to the loan in the principal amount of HK$1,645,530,000 advanced
by the Company and/or its subsidiaries to Nan Hai (the “Loan”).
The Loan was advanced for the settlement of the consideration
payable to the Company pursuant to the sale and purchase
agreement entered into between the Company and Nan Hai on 13
November 2007, in relation to the sale of 51% issued share capital
of Listar Properties Limited by the Company to Nan Hai. The Loan
Agreement was later supplemented by the first supplemental
agreement, the second supplemental agreement, the third
supplemental agreement and the fourth supplemental agreement
dated 20 May 2011, 31 October 2012, 9 May 2013 and 30 April
2015 respectively, which among other things extended the
repayment date for the outstanding principal and varied certain
terms and provisions of the Loan Agreement. The repayment date
of the Loan is 29 June 2017.

As at 31 December 2016, the outstanding principal and the accrued
interests are approximately HK$1,317,149,000 and
HK$158,780,000 respectively which are being secured by the share
mortgage (by way of first fixed charge) dated 7 December 2012
executed by Nan Hai in respect of the 100% issued share capital of
Nan Hai Development Limited, a wholly-owned subsidiary of Nan
Hai. The Loan is subject to an interest rate of 8.0% per annum
accrued daily during the extension period based on a 365-day and
shall be paid in arrears when the outstanding principal shall be
repaid or prepaid.
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CONNECTED TRANSACTIONS (continued)
(b) Continuing Connected Transaction —

BERXS e
(b) FEMBERSZ — YEHE

Property Leasing Framework Agreement

On 1 August 2016, HHSEE 45 & 2E 4 k5 A PR 2 7] (Digital Huigu
Property Management Co., Ltd.*) (“Digital Huigu”), a subsidiary of
the Company, entered into the Nan Hai Property Leasing
Framework Agreement with Nan Hai, pursuant to which, Digital
Huigu agreed to lease certain properties to Nan Hai and its
subsidiaries (excluding the Group) (“Nan Hai Group”) for a term of
three years commencing from 1 January 2016 to 31 December
2018, subject to the entering into of separate leasing agreement
pursuant to the Nan Hai Property Leasing Framework Agreement.
As Nan Hai is the holding company of the Company, Nan Hai is a
connected person of the Company.

The following table sets out the proposed annual caps of the
transaction amount in respect of the leasing of properties to Nan
Hai Group by Digital Huigu under the Nan Hai Property Leasing
Framework Agreement:

R =
R2016F8A1H » KARARWE QA
WEAREBEXEEBRMNDARRAR([EHE
ADHEBETVESMERNEERR
BB BBEEZARERNEEREN
BRAR(TEEAER) ((ME%E])H
METWE B206F18188 2
2018F 12 A31B L AH=F " HEEHF
RIER S EREERGZT @R
EHE e AREEALRRRZERA
A WEEBARRZEEAL -

TR FAMBZARBEREMEM
EERGHAAEASEEHENE RS
THEIEEFRLR

For the year ending 31 December
BiE12A31BLEZFE

(HK$'000)
(F#&m)
2018 2017 2016
Total consideration BRE 16,000 16,000 5,800

On 1 August 2016, Digital Huigu also entered into the GD Cinema
Circuit Property Leasing Framework Agreement with & KL E
5% 47 B 40> A BR 28 @ (GD Cinema Circuit Company Limited*) (“GD
Cinema Circuit”), pursuant to which, Digital Huigu agreed to lease
certain properties to GD Cinema Circuit, its shareholders, and its
subsidiaries (“GD Cinema Circuit Group”) for a term of three years
commencing from 1 January 2016 to 31 December 2018, subject
to the entering into of separate leasing agreement pursuant to the
GD Cinema Circuit Property Leasing Framework Agreement. As at
the date of the GD Cinema Circuit Property Leasing Framework
Agreement, Ms. Liu Rong, a director of both the Company and Nan
Hai, owns 80% of K #b if At X fb 4% (dt 52 ) B R A 7 (Dadi
Century Culture Media (Beijing) Company Limited*) (“Dadi Century
Beijing”), which directly owns 85% equity interest of GD Cinema
Circuit, and has an effective control of 15% equity interest of GD
Cinema Circuit through b5t K4 & A % 4% (Beijing Dadi
Legend Investment Partnership*), which is an associate of Ms. Liu.
In addition, Mr. Yu Cheung Hoi, an associate of Mr. Yu Pun Hoi (a
director of the Company), owns 20% of Dadi Century Beijing.
Given the foregoing, GD Cinema Circuit is a connected person of
the Company.
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CONNECTED TRANSACTIONS (continued)

(b) Continuing Connected Transaction —
Property Leasing Framework Agreement
(Continued)

The following table sets out the proposed annual caps of the
transaction amount in respect of the leasing of properties to GD

Cinema Circuit Group by Digital Huigu under the GD Cinema
Circuit Property Leasing Framework Agreement:

BAERF o)

(b) HEBERS — WEHEE
ERT=E @)

TR BRBBEARBERILER
BYEREERBZANMERZ R L
MMEZRFERIERFELR

For the year ending 31 December
BL1NANBLZEE

(HK$’000)
(F#&x)
2018 2017 2016
Total consideration BRE 2,000 2,000 1,200
All the independent non-executive directors of the Company have MESWEREREEBERERAME
reviewed the connected transactions contemplated under each of TR EHERERHES BB TH#
the Nan Hai Property Leasing Framework Agreement and the GD TZHERERSIME NAFFAES

Cinema Circuit Property Leasing Framework Agreement and
confirmed those continuing connected transactions were entered
into:

(1) in the ordinary and usual course of business of the Company;

(2)  on normal commercial terms or better; and

(3) according to the agreements governing them on terms that
are fair and reasonable and in the interests of the Company’s
shareholders as a whole.

In accordance with Rule 14A.56 of the Listing Rules, the Company
has engaged its auditors to report on the continuing connected
transactions as mentioned above, and the auditor has issued to the
Board a letter confirming that nothing has come to their attention
that causes them to believe that all such continuing connected
transactions:

(1) have not been approved by the Board;

(2) were not, in all material respects, in accordance with the
pricing policies of the Group;

(3) were not entered into, in all material respects, in accordance
with the relevant agreements governing the transactions; and

(4) exceed the proposed annual caps as determined by the
Company.
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PURCHASE, SALE OR REDEMPTION OF
LISTED SECURITIES

During the year, neither the Company nor any of its subsidiaries has
purchased, sold or redeemed any of the Company’s listed securities.

PUBLIC FLOAT

Based on the publicly available information and to the best knowledge of
the directors, the Company has maintained during the year and up to the
date of this report sufficient public float as required under the Listing
Rules.

CORPORATE GOVERNANCE

Particulars of the Company’s corporate governance practices are set out
in the “Corporate Governance Report” on pages 42 to 61.

AUDIT COMMITTEE

The Audit Committee comprises all the independent non-executive
directors of the Company, namely Mr. Fung Wing Lap, Prof. Jiang Ping
and Mr. Xiao Sui Ning. The Audit Committee has reviewed with the
auditor of the Company and management the accounting principles and
practices adopted by the Group, the audited consolidated financial
statements of the Group for the year ended 31 December 2016, and
discussed the auditing, financial control, internal control and risk
management systems.

AUDITOR

The financial statements for the year ended 31 December 2016 were
audited by BDO Limited (“BDO"). A resolution will be proposed at the
forthcoming AGM of the Company to re-appoint BDO as auditor of the
Company.
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STRUCTURED AGREEMENTS

Reference is made to the joint announcements of the Company and Nan
Hai, dated 15 November 2013, 6 December 2013 and 31 July 2015
(collectively, the “Announcements”) in relation to a discloseable
transaction under which Xinnet Technology Information Company Limited
("XWHT"), an indirect wholly-owned subsidiary of the Company, by
means of the Structured Agreements, shall be entitled to control over
Xinnet's management, businesses and operations in substance in addition
to recognize and receive all economic benefits of the business of Xinnet.
All capitalized terms used hereinbelow shall have the same meanings as
those defined in the Announcements unless otherwise stated in this
annual report.

The Board hereby provides updated information in relation to the
business operations of Xinnet through the Structured Agreements and
the implications thereof as follows:

(a) Particulars and business activities of
Xinnet:

Xinnet is a limited liability company established in the PRC and a
wholly-owned subsidiary of ZQHT. Mr. Jiang is a PRC citizen, and an
ultimate beneficial owner of 100% equity interest of ZQHT. Xinnet's
main businesses are provision of virtual server hosting and
maintenance services, provision of email services and registration of
domain names in the PRC, which are all regarded as a kind of
internet content services. Xinnet has obtained a valid licence for
providing internet content services, issued by Jt R T BE B E B
(Beijing Communications Administration).

(b)

Summary of main terms of the Structured
Agreement:
(1) Loan Agreement (dated 15 November 2013):

(i)  Parties: XWHT as lender; and Mr. Jiang as borrower

(i) Loan amount: RMB1,500,000

(i)  The loan is interest free, and has no maturity date for
repayment. Mr. Jiang shall have no right to effect any
early repayment unless having the written consent from
XWHT.
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STRUCTURED AGREEMENTS (continued)

(b) Summary of main terms of the Structured
Agreement: (Continued)

@)

Equity Pledge Agreement (dated 15 November 2013):

(i)

(i)

(iii)

Parties: XWHT as pledgee; ZQHT as pledgor; and Xinnet

Assets pledged: 80% equity interest of Xinnet, free
from encumbrance, as first fixed charge to XWHT as
security.

ZQHT shall not dispose of the pledged 80% equity
interest to any other party without obtaining the written
approval of XWHT.

Management and Technology Services Agreement (dated 15
November 2013):

(i)

Parties: XWHT; and Xinnet

XWHT shall provide certain exclusive management and
technology services to Xinnet.

The Management and Technology Services Agreement
is solely terminable by XWHT but not Xinnet. In return
for the provision of the exclusive services, XWHT shall
be entitled to receive a service fee which is equivalent
to the net profit of Xinnet as per its yearly audited
financial statements.
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REPORT OF THE DIRECTORS
EEEHRE

STRUCTURED AGREEMENTS (continued)
(b) Summary of main terms of the Structured

3

Agreement: (Continued)
(4)  Option Agreement (dated 15 November 2013):

(i) Parties: XWHT as grantee; ZQHT as grantor; and Xinnet

(i)~ ZQHT shall grant an exclusive option to XWHT at an
option price of RMB1.00 to acquire up to 100% equity
interest in the registered capital of Xinnet (no limit on
the number of times the option may be exercised by
XWHT). The total subscription price for 100% equity
interest of Xinnet shall be equivalent to the total loan
amount (being RMB1,500,000) under the Loan
Agreement, and the subscription price for each option
exercised shall be paid by direct set off on a dollar-for-
dollar basis against the outstanding loan amount under
the Loan Agreement.

(5) Power of Attorney (dated 15 November 2013):

(i) Parties: ZQHT; and XWHT

(i) It is an irrevocable power of attorney under which
XWHT shall be the sole attorney of ZQHT. XWHT shall
have full power, without having to obtain ZQHT's any
further consent or approval, to exercise such rights in
Xinnet as (a) all shareholder’s rights and voting rights in
accordance with the corporate memorandum of Xinnet;
and (b) rights of nomination and appointment of legal
representative, chairman of the board, directors, general
manager and other senior management personnel of
Xinnet.

The Loan Agreement, the Equity Pledge Agreement, the
Management and Technology Services Agreement, the
Option Agreement and the Power of Attorney shall be
executed simultaneously with each other.
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REPORT OF THE DIRECTORS
EEEHRE

STRUCTURED AGREEMENTS (continued)

(c)

(d)

the significance of business activities of
Xinnet to the Group:

By means of the Structured Agreements, the Group may engage in
the business of virtual server hosting and maintenance in the PRC
and such business may widen the spectrum of services of the
Group. The widened services are expected to lead the Group to
having not only a stronger foothold against its competitors in the
PRC but also an achievement of efficiency and cost-effectiveness in
provision of virtual server hosting and maintenance services to the
customers of the Group.

the financial impact of the Structured
Agreements on the Group:

XWHT is a parent undertaking of Xinnet as XWHT has the right to
control Xinnet by virtual of the Structured Agreements. As a result,
the financial position and operating results of Xinnet and its
subsidiary shall be consolidated in the XWHT’s financial statements
from the date on which XWHT gained control in Xinnet in
accordance with the HKFRS.

During the year, revenue was approximately HK$129,847,000
(2015: approximately HK$122,828,000); profit before income tax
was approximately HK$3,659,000 (2015: loss before income tax of
approximately HK$35,727,000); and total assets were
approximately HK$121,684,000 (2015: approximately
HK$77,889,000).

The turnaround from loss to profit and the increase in total assets
during the year were mainly due to the continuous improvement in
operation efficiency through enhancing efficiency in development
and research of projects which resulted in a higher proportion of
development and research expenses transformed into assets and
boosting the sales of those self-developed products having higher
gross profit margin.
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REPORT OF THE DIRECTORS
EEEHRE

STRUCTURED AGREEMENTS (continued)
(e) the extent to which the Structured

4))

3

Agreements relate to requirement of
applicable laws, rules and regulations
other than the foreign ownership
restriction:

In view of the PRC legal opinion, (i) the Structured Agreements have
complied with the laws, rules and regulations in the PRC, and
complied with the respective articles of association of XWHT, ZQHT
and Xinnet; (ii) there is no law, rule or regulation specifically
disallows foreign investors from using any structured agreement to
gain control of or operate the business of Xinnet; and (iii) the
Structured Agreements would not be deemed as concealing illegal
intentions with a lawful form and void under the PRC contract law.

Reasons for using the Structured
Agreements and the risks associated
therewith including actions taken to
mitigate such risks:

Xinnet's main businesses are classified as value-added
telecommunication services which is a kind of business restricted to
foreign investors in the PRC. By virtue of SMNEIRE BE L EEIEH
7€ (Provisions on the Administration of Foreign Investment
Telecommunication Enterprises), foreign investors shall not have
more than 50% in the equity interest of a PRC enterprise providing
value-added telecommunication services.

The main businesses of Xinnet are considered as value-added
businesses which widen the spectrum of services of the Group for
its customers and in turn enhance the Group’s competitiveness in
the PRC market. As the Group is facing to the aforesaid restriction
in equity interest of a PRC company, the Structured Agreements
shall be regarded as a strategic arrangement by which the Group
may fully and effectively control Xinnet, which in turn enables the
Group to achieve the aforesaid purposes. In addition, the Structured
Agreements offer flexibility to the Group in control of Xinnet — (a)
control of its management, businesses and operations; and (b)
owning of its 100% equity interest by exercising the call option
under the Option Agreement when the restriction in having more
than 50% equity interest of a PRC enterprise by foreign investors is
removed or repealed.
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REPORT OF THE DIRECTORS
EEEHRE

STRUCTURED AGREEMENTS (continued)
(f) Reasons for using the Structured

Agreements and the risks associated
therewith including actions taken to
mitigate such risks: (Continued)

In addition to the foreign ownership restriction under the prevailing
applicable laws and regulations, the Structured Agreements do not
violate any PRC laws, rules and regulations, and the execution of
the Structured Agreements by the parties thereto does not violate
any article of the contracting parties; and such prevailing provision
and notice issued by the PRC authorities as (D /MR EEBE D
BRI ) (Provisions on the Administration of Foreign Investment
Telecommunication Enterprises) (amended in 2008) and (4NE 1% &
EE ¥ 48 & B #& ) (Catalogue for Guidance of Foreign Investment
Industries) (amended in 2015) issued by the State Council of the
PRC, under which foreign investor shall not have more than 50% in
a corporation providing value-added telecommunication services;
and (i) (R Mg SN IR B I B IREBE X B EIRHBA) (Notice
of Strengthened Administration of Foreign Investment in and
Operation of Value-Added Telecommunication Business) issued by
the Ministry of Industry and Information Technology of the PRC in
July 2006 under which a local PRC company holding an internet
content provider licence shall not lease, transfer or sell the licence
to foreign investors in any form, or provide any assistance to foreign
investors to provide internet content services in the PRC, but such
provision and notice are not governing or restricting the control of
a PRC company through structured agreements.

Given the foregoing, the Structured Agreements shall be regarded
as valid documents binding all parties thereto as at the date of this
report. However, if any new applicable law or regulation were
enacted in the future in the PRC, the validity and enforceability of
the Structured Agreements might have been affected, and as a
result, the structured agreements of controlling Xinnet would have
been disruptive which in turn would have affected the business of
the Group.

The Ministry of Commerce of the PRC has issued some kind of
consultation paper (EREKE R fa) in respect of a bill namely (/1
#=ARKEMBINE K LX) (Foreign Investment Law of the PRC)
(the “Bill") in January 2015, which is to be enacted into an act or
statute. As per sections 15 and 18 thereof, foreign investment
means foreign investors directly or indirectly conduct certain
investment activities, e.g. through structured agreements or trust
arrangement to control a PRC company or holding equity interest
of a PRC company. Any foreign investment in any business under
the catalogue of restricted investment shall apply for an access
permit from foreign investment authority under the State Council
of the PRC as per section 27 thereof. There is no indication in the
Bill that contracts under the structured agreements would be void.
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STRUCTURED AGREEMENTS (continued)

()

(9)
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Reasons for using the Structured
Agreements and the risks associated
therewith including actions taken to
mitigate such risks: (Continued)

Application for an access permit cited in the Bill could be viewed as
a kind of administrative procedure rather than a prohibitive
threshold, therefore, failure in obtaining the permit by fulfilling
certain administrative procedures would not be very high. Mr. Jiang
is not a connected person of the Group, the risk of direct conflict of
interest with the Group will be very low. It is unlikely for Mr. Jiang
setting up another entity conducting business having a direct
competition with Xinnet's, otherwise, Mr. Jiang would not execute
and procure the execution of the Structured Agreements by which
Mr. Jiang has given up the businesses of Xinnet. As at the date of
this report, the Group has not found that Mr. Jiang has carried out
or involved in any business having a direct competition with the
businesses of the Group. If Mr. Jiang or ZQHT breaches any
obligations or undertakings under any Structured Agreements, the
operations of Xinnet would not be affected as the position of the
Group in controlling Xinnet has been fully secured by (a) full control
of the board of directors of Xinnet; and (b) obtaining a charge of
100% equity interest in Xinnet (as per the provision of the Loan
Agreement, the pledgor has further charged the remaining 20%
equity interest in Xinnet as first fixed charge in favour of the
pledgee in October 2014).

Since the Bill has yet been enacted into an act or statute, the
sections or provisions thereof might be further modified and
amended after the consultation period, it is uncertain any additional
conditions imposing on foreign investors.

The Structured Agreements might be subject to scrutiny of the tax
authorities in the PRC, and additional tax might be imposed, but
the Group does not expect that such tax risk is high and will lead to
any substantial financial impact on the Group.

Material change in the Structured
Agreements:

No Structured Agreement has been supplemented or modified since
the date of execution of all such Structured Agreements.
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STRUCTURED AGREEMENTS (continued)
(h) Unwinding of the Structured Agreements:

No Structured Agreement has been unwound since the date of
execution all such Structured Agreements. None of the Structured
Agreement is to be unwound until and unless the restriction on
ownership by foreign investors is removed or not in force. In the
event of such restriction in foreign investment is removed or not in
force, XHWT will exercise its option under the Option Agreement to
acquire the entire equity interest in Xinnet. Upon completion of
formal acquisition of the entire equity interest in Xinnet, the
Structured Agreements will then be unwound.

On behalf of the Board
Yu Pun Hoi
Chairman

Hong Kong, 14 March 2017

—Z—XRFE FI, Annual Report 2016

EREHZEw®

(h) BERRIRABIHE -

BT 1 B EILATE - BB R
WG - BRI RE BN A B
R B R T AT R R
1533 5 75980 7 R R AR o 2K
B # B B AT (R LR IR E A 3
BT L LUK BT 48 R 35 o
B2 WBEL ERRBERRE - B
RS -

REREFS
FE
Tmig

8201738148
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CORPORATE GOVERNANCE REPORT
TRERRS

The Company is committed to maintain high corporate governance
standard and unambiguous procedures to ensure the integrity,
transparency and quality of disclosure in order to enhance its
shareholders’ value.

COMPLIANCE WITH CORPORATE
GOVERNANCE CODE

In the opinion of the Board, the Company has complied with the
Corporate Governance Code (the “CG Code”) as set out in Appendix 14
to the Listing Rules throughout the year ended 31 December 2016,
except for the deviations from Code Provisions A.2.1, A.4.1. and A.5.1
Explanations for such non-compliance are provided below.

MODEL CODE FOR SECURITIES
TRANSACTION

The Company has adopted the Model Code.

Specific enquiries have been made to all the directors and the directors
have confirmed that they have complied with the Model Code
throughout the year ended 31 December 2016.

The Company has also established written guidelines on no less exacting
than the Model Code (the “Employees Written Guidelines”) for securities
transactions by employees who are likely to be or in possession of
unpublished inside information of the Company.

No incident of non-compliance of the Employees Written Guidelines by
the relevant employees was noted by the Company.
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CORPORATE GOVERNANCE REPORT
CEEARE

BOARD OF DIRECTORS

As at the date of this report, the Board is made up of eight directors
including four executive directors, one non-executive director and three
independent non-executive directors (the “INEDs”). The directors are,
collectively and individually, aware of their responsibilities to the
shareholders. The directors’ biographical information is set out on pages
18 to 21 under the heading “Biographical Details of Directors and Senior
Management”. During the year ended 31 December 2016 and up to the
date of this report, the Board consisted of the following:

Executive Directors

Mr. Yu Pun Hoi (Chairman)

Ms. Chen Dan

Ms. Liu Rong

Mr. Chen Ming Fei (appointed with effect from 9 December 2016)

Non-executive Directors

Mr. Lam Bing Kwan
Mr. Wang Gang (resigned with effect from 9 December 2016)

Independent Non-executive Directors

Prof. Jiang Ping

Mr. Fung Wing Lap

Mr. Xiao Sui Ning (appointed with effect from 27 April 2016)
Mr. Hu Bin (resigned with effect from 3 February 2016)

The overall management of the Company’s business is vested in the
Board, which assumes the responsibility for leadership and control of the
Company and is collectively responsible for promoting the success of the
Company by directing and monitoring its affairs. All directors should take
decisions objectively in the best interests of the Company.

The day-to-day management, administration and operation of the
Company are delegated to the senior management. The delegated
functions and work tasks are periodically reviewed. Approval has to be
obtained from the Board prior to any significant transactions entered into
by the abovementioned senior management of the Company.

The Board has the full support of its board committees and the senior
management of the Company to discharge its responsibilities.

To the best knowledge of the Company, the Board members do not have
any financial, business and family or other material/relevant relationship
with each other. During the year, the Board held 6 meetings.
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CORPORATE GOVERNANCE REPORT
EXERRE

BOARD OF DlRECTORS (Continued)
Chairman and Chief Executive Officer

Code Provision A.2.1 stipulated that the roles of chairman and chief
executive officer (the “CEO") should be separated and should not be
performed by the same individual.

The Company has not appointed a CEO. The role of the CEO is
performed by Mr. Yu Pun Hoi who is also the chairman of the Company.
The Board believes that vesting the roles of both chairman and CEO in
the same person provides the Company with strong and consistent
leadership, and allows for effective and efficient planning and
implementation of business decisions and strategies.

During the year, the chairman held meetings with each of the non-
executive directors and independent non-executive directors of the
Company and obtained independent opinions relating to affairs of the
Board and the Company without the presence of other executive
Directors.

Non-executive Directors

Code Provision A.4.1 stipulated that non-executive directors should be
appointed for a specific term subject to re-election.

Not all non-executive directors of the Company are appointed for a
specific term. However, all non-executive directors are subject to the
retirement and rotation requirements in accordance with the Articles. As
such, the Board considers that sufficient measures have been taken to
ensure that the Company’s corporate governance practices are no less
exacting than those in the CG Code.

Independent Non-executive Directors

Pursuant to Rules 3.10(1) and 3.10(2) of the Listing Rules, during the year
ended 31 December 2016, the Company has appointed three INEDs of
whom Mr. Fung Wing Lap is a certified public accountant in Hong Kong.

The Company has received, from each of the INEDs, an annual
confirmation of his independence pursuant to Rule 3.13 of the Listing
Rules. The Company considers all of the INEDs are independent.
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CORPORATE GOVERNANCE REPORT
DEERRE

BOARD OF DlRECTORS (Continued)

Independent Non-executive Directors (Continued)

Pursuant to Rules 3.10(1), 3.10A, 3.21 and 3.25 of the Listing Rules and
CG Code Provision A.5.1, (i) the Board is required to have at least three
independent non-executive directors; (ii) the Board is required to have
independent non-executive directors representing at least one third of the
Board; (iii) the audit committee must comprise a minimum of three
members, at least one of whom is an independent non-executive director
with appropriate professional qualifications or accounting or related
financial management expertise; (iv) the remuneration committee is
required to be chaired by an independent non-executive director and (v)
the nomination committee is required to be chaired by the chairman of
the board or an independent non-executive director.

Mr. Hu Bin resigned as an independent non-executive director, the
chairman of the remuneration committee, and a member of each of the
audit committee and the nomination committee of the Company on 3
February 2016. The Company appointed Mr. Xiao Sui Ning as an
independent non-executive director, the chairman of the remuneration
committee, and a member of each of the audit committee and the
nomination committee of the Company on 27 April 2016. Since the
Company was not able to identify suitable candidate to take up the
vacancy left by Mr. Hu Bin instantly, the Company was not in compliance
with the requirements prescribed under Rules 3.10(1), 3.10A, 3.21 and
3.25 of the Listing Rules and CG Code Provision A.5.1 during the period
from 3 February 2016 to 26 April 2016.

Pursuant to Code Provision A.4.3, any further appointment of
independent non-executive director serving more than nine years should
be subject to a separate resolution to be approved by the shareholders of
the Company. Notwithstanding that Prof. Jiang Ping and Mr. Fung Wing
Lap have served as an independent non-executive director of the
Company for more than nine years, (i) the Board has assessed and
reviewed the annual confirmation of independence based on the
requirement set out in Rule 3.13 of the Listing Rules and affirmed that
Prof. Jiang Ping and Mr. Fung Wing Lap remain independent; (ii) the
Nomination Committee of the Company has assessed and is satisfied of
the independence of Prof. Jiang Ping and Mr. Fung Wing Lap; and (iii) the
Board considers that Prof. Jiang Ping and Mr. Fung Wing Lap remain
independent of management and free of any relationship which could
materially interfere with the exercise of his independent judgement.
Notwithstanding the length of their service, the Company believes that
their valuable knowledge and experience in the Group’s business will
continue to benefit the Company and the shareholders as a whole.
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BOARD OF DlRECTORS (Continued)

Directors’ Training

According to the Code Provision A.6.5, all directors should participate in
a programme of continuous professional development to develop and
refresh their knowledge and skills to ensure that their contribution to the
Board remains informed and relevant. The Company should be
responsible for arranging and funding training, placing an appropriate
emphasis on the roles, functions and duties of the directors.

From time to time, directors are provided with written materials to
develop and refresh their professional skills on the latest development of
applicable laws, rules and regulations for the purpose of assisting them in
discharging their duties. The Company had received from each of the
directors the confirmations on taking continuous professional training
during the year, confirming that they have received the handouts in
respect of reverse takeover provided by Gerry K.C. Wai & Co., Solicitors
and have read the aforesaid training information.

BOARD COMMITTEES

The Board has established three board committees, namely, Audit
Committee, Remuneration Committee and Nomination Committee, to
oversee particular aspects of the Company’s affairs and to assist in the
execution of the Board’s responsibilities.

Audit Committee

The Company formulated written terms of reference for the Audit
Committee in accordance with the requirements of the Listing Rules.
During the year ended 31 December 2016 and up to the date of this
report, the Audit Committee consisted of all the INEDs as follows:

Mr. Fung Wing Lap (Chairman of the Audit Committee)

Prof. Jiang Ping

Mr. Xiao Sui Ning (appointed with effect from 27 April 2016)
Mr. Hu Bin (resigned with effect from 3 February 2016)

The primary duties of the Audit Committee are to ensure the objectivity
and credibility of financial reports and internal control procedures as well
as to maintain an appropriate relationship with the external auditor of the
Company.

During the year, the Audit Committee held 2 meetings, in particular, to
review with management the accounting principles and practices adopted
by the Group, the audited financial statements for the year ended 31
December 2015 and the unaudited interim results for the six months
ended 30 June 2016, and discussed the auditing, financial control,
internal control and risk management systems.
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BOARD COM M |TTEES (Continued)

Remuneration Committee

The Company formulated written terms of reference for the
Remuneration Committee in accordance with the requirements of the
Listing Rules. During the year ended 31 December 2016 and up to the
date of this report, the Remuneration Committee consisted of all the
INEDs as follows:

Mr. Xiao Sui Ning (Chairman of the Remuneration Committee)
(appointed with effect from 27 April 2016)

Prof. Jiang Ping

Mr. Fung Wing Lap

Mr. Hu Bin (resigned with effect from 3 February 2016)

The primary duties of the Remuneration Committee is responsible for
making recommendations to the Board on the establishing of formal and
transparent procedures for developing remuneration policies and the
remuneration packages of individual executive directors and senior
management. It takes into consideration on salaries paid by comparable
companies, time commitment and responsibilities and employment
conditions elsewhere in the Group.

During the year, the Remuneration Committee held 3 meetings, in
particular, to review and recommend to the Board the new directors’
appointment, and their remuneration policies and remuneration packages
of the Company.

For the year ended 31 December 2016, the emoluments paid or payable
to members of senior management was within the following band:
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BOARD COM M |TTE ES (Continued)

Nomination Committee

The Company formulated written terms of reference for the Nomination
Committee in accordance with the requirements of the Listing Rules.
During the year ended 31 December 2016 and up to the date of this
report, the Nomination Committee consisted of the directors of the
Company as follows:

Mr. Yu Pun Hoi (Chairman of the Nomination Committee)

Ms. Chen Dan

Prof. Jiang Ping*

Mr. Fung Wing Lap*

Mr. Xiao Sui Ning* (appointed with effect from 27 April 2016)
Mr. Hu Bin* (resigned with effect from 3 February 2016)

* INED

The primary duties of the Nomination Committee is responsible for
reviewing the structure, size and composition of the Board, identifying
individuals suitably qualified to become directors, assessing the
independence of INEDs, and make recommendations to the Board on
relevant of appointment of directors, and review the board diversity policy
annually. The Nomination Committee has the authority given by the
Board to seek external professional advice in the selection and
recommendation for directorship, when required, fulfilling the
requirements for professional knowledge and industry experience of any
proposed candidates.

During the year, the Nomination Committee held 3 meetings, in
particular, to review and assessment of the independence of all INEDs of
the Company; to consider and recommend to the Board for approval the
list of retiring directors for re-election at the annual general meeting held
on 6 June 2016 (the “2016 AGM"); to review the structure, size and
composition of the Board and nominate the new directors.

The Nomination Committee will assess the candidate or incumbent on
criteria such as integrity, experience, skill and ability to commit time and
effort to carry out the duties and responsibilities. The recommendations
of the Nomination Committee will then be put to the Board for decision.

Procedure for Nomination of Directors

When there is a vacancy in the Board, the Nomination Committee
evaluates the balance of skills, knowledge and experience of the Board,
and identifies any special requirements for the vacancy. The Nomination
Committee will then identify suitable candidates and convene a
Nomination Committee meeting to discuss and vote on the nomination
of directors and make recommendation to the Board on the candidate(s)
for directorship.
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Criteria for Nomination of Directors

The Nomination Committee will consider candidates who possess the
particular skills, experience and expertise that will best complement the
Board effectiveness at that time.

In considering the overall balance of the Board’s composition, the
Nomination Committee will give due consideration to the board diversity
policy of the Company.

BOARD DIVERSITY POLICY

The Board has adopted a board diversity policy in relation to the
nomination and appointment of new directors, which sets out the
selection of board candidates shall be based on a range of diversity
perspectives with reference to the Company’s business model and specific
needs, including but not limited to gender, age, race, language, cultural
background, educational background, industry experience and
professional experience. Board appointments will continue to be made on
a merit basis and candidates will be considered against objective criteria,
with due regard for the benefits of diversity on the Board. The
Nomination Committee will give consideration to the board diversity
policy when identifying suitably qualified candidates to become members
of the Board, and will review the board diversity policy, so as to develop
and review measurable objectives for the implementing the board
diversity policy and to monitor the progress on achieving these objectives.

The directors’ biographical information is set out on pages 18 to 21 under
the heading “Biographical Details of Directors and Senior Management”.
The Nomination Committee reviewed the board diversity policy and
recommended the Board that the existing Board was appropriately
structured and no change was required.

CORPORATE GOVERNANCE FUNCTIONS

The Board is responsible for performing the duties on corporate
governance functions set out below:

a. To develop and review the Company’s policies and practices on
corporate governance and make recommendations to the Board;

b.  To review and monitor the training and continuous professional
development of directors and senior management;

c.  To review and monitor the Company’s policies and practices on
compliance with legal and regulatory requirements;

d. To develop, review and monitor the code of conduct and
compliance manual (if any) applicable to employees and directors;
and

e.  To review the Company’s compliance with the code and disclosure
in the Corporate Governance Report.

—Z—XRFE FI, Annual Report 2016
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NUMBER OF MEETINGS AND CHERRABRESHER
DIRECTORS’ ATTENDANCE &%
The attendance record of each director at the Board, board committee  TXI|REESHEEE 201612 A31H1F
meetings and general meetings of the Company held for the year ended FERITZANREFTQEE EFLESE
31 December 2016 is set out in the table below: ZRRERE ZIER
Attendance/Number of meetings
HE/EErE
Audit Remuneration Nomination Continuous
Board General Committee Committee Committee  Professional
Meeting Meeting Meeting Meeting Meeting  Development
Name of Director BEH? Ezeed BRAE BNRZEEEHE FWZEEEH REZSeed HESELR
Executive Directors HTEE
Mr. Yu Pun Hoi Togts 5 1 NATER NATER 3 /
Ms. Chen Dan BT 6 - NATER NATEFR 3 /
Ms. Liu Rong Blgnt 5 - NATER NARER NARER /
Mr. Chen Ming Fei (Note 1) FRISTR % A& (MizE1) NATER NATEFR NATER NATEF NATER /
Non-executive Director #EHTEE
Mr. Lam Bing Kwan WRELE 6 1 NATEA NATER NATE /
Mr. Wang Gang (Note 2) ~ T8l %c4 (Mizt2) 5 1 NATER NATER NATER /
Independent Non- BUHHTEE
executive Directors
Prof. Jiang Ping LK 6 - 2 3 3 /
Mr. Fung Wing Lap BRULE 6 1 2 3 3 /
Mr. Xiao Sui Ning (Note 3) I #E 5 4 (i3 3) 3 1 1 1 1 /
Mr. Hu Bin (Note 4) THELE (M 4) NATER NATEE NATER NATEE NATER
Number of meetings held  ERBE &% RH
during the year 6 1 2 3 3
Notes: ftsT -
(1) Mr. Chen Ming Fei was appointed with effect from 9 December 2016. (1 PRISFRCAEE 2016 F 12 A9 A BER T -
(2)  Mr. Wang Gang resigned with effect from 9 December 2016. ) FHLEEE 2016512 A9 BREHE -
(3)  Mr. Xiao Sui Ning was appointed with effect from 27 April 2016. 3) HEEAAE2016F 4827 BRERT -
(4)  Mr. Hu Bin resigned with effect from 3 February 2016. (4) HHEREB 201662 A3 HMERHT -
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RESPONSIBILITIES IN RESPECT OF THE
FINANCIAL STATEMENTS AND
AUDITOR’S REMUNERATION

The Board is responsible for presenting a balanced, clear and
understandable assessment of annual and interim reports, inside
information announcements and other disclosures required under the
Listing Rules and other regulatory requirements.

The directors acknowledge their responsibility for preparing the financial
statements of the Company for the year ended 31 December 2016.

The statement of the external auditor of the Company about its reporting
responsibilities on the financial statements is set out in the “Independent
Auditor’s Report” on pages 78 to 84.

The remuneration paid to the external auditors of the Group in respect of
audit services and non-audit services for the year ended 31 December
2016 amounted approximately to HK$2,937,000 and Nil respectively. An
analysis of the remuneration paid to the external auditors of the Group is
set out in note 8 to the financial statements.

COMPANY SECRETARY

The Company engaged Mr. Chiu Ming King, the executive director of
Corporate Services of Vistra Corporate Services (HK) Limited, external
service provider, as its company secretary. His primary contact at the
Company is Ms. Zhao Lei of the Finance Department of the Company.

In compliance with Rule 3.29 of the Listing Rules, during the year ended
31 December 2016, Mr. Chiu has taken no less than 15 hours of relevant
professional trainings to update his skills and knowledge.

—NEE F3R Annual Report 2016
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SHAREHOLDERS'’ RIGHTS

1. Procedures for shareholders to convene a

general meeting (“GM")

As per Section 566 of the Companies Ordinance, Chapter 622 of
the laws of Hong Kong (“Companies Ordinance”), the directors of
the Company are required to call a GM if the Company has received
requests to do so from the shareholders of the Company
representing at least 5% of the total voting rights of all the

shareholders having a right to vote at general meetings.

The request:

(@)  must state the general nature of the business to be dealt with

at the GM;

(b)  may include the text of a resolution that may properly be
moved and is intended to be moved at the GM and may

consist of several documents in like form;

(©)  may be sent to the Company in hard copy form at 12/F, The
Octagon, No. 6 Sha Tsui Road, Tsuen Wan, New Territories,
Hong Kong, the registered office of the Company or in

electronic form by email at info@sino-i.com;

(d) must be authenticated by the person or persons making it;

and

() must be verified with the share registrar of the Company, and
upon the share registrar’'s confirmation that the request is
proper and in order, the Company Secretary will notify the
Board to convene a GM by serving proper notice in
accordance with the statutory requirements to all the
registered shareholders of the Company. On the contrary, if
the request has been verified as not in order, the requesting
shareholders will be informed of this outcome and

accordingly, a GM will not be convened as requested.

If the Board does not within 21 days from the date of the deposit
of the requests proceed duly to convene a GM for a day not more
than 28 days after the date on which the notice convening the GM
is given, the requesting shareholders, or any of them representing
more than one half of the total voting rights of all of them, may
themselves convene a GM which shall be convened in the same
manner, as nearly as possible, as that in which GMs are to be
convened by the Board, but any GM so convened shall not be held

after the expiration of 3 months from the said date.
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SHAREHOLDERS’ RIGHTS (continued)

2.

Procedures for putting forward proposals
at shareholders’ meeting

Pursuant to Section 615(2) of the Companies Ordinance, the
Company must give notice of a resolution if it has received requests
from the following number of shareholders:

(@)  the shareholders of the Company representing at least 2.5%
of the total voting rights of all the shareholders who have a
right to vote on the resolution at the AGM to which the
requests relate; or

(b) at least 50 shareholders who have a right to vote on the
resolution at the AGM to which the requests relate.

The request (i) may be sent to the Company in hard copy form at
the registered office of the Company, 12/F, The Octagon, No. 6 Sha
Tsui Road, Tsuen Wan, New Territories, Hong Kong or in electronic
form by email at info@sino-i.com; (i) must identify the resolution of
which notice is to be given; (iii) must be authenticated by the
person or persons making it; and (iv) must be received by the
Company not later than 6 weeks before AGM to which the requests
relate; or if later, the time at which notice is given of that meeting.

In addition, the request will be verified with the share registrar of
the Company, and upon the share registrar’s confirmation that the
request is proper and in order, the Company Secretary will notify
the Board for including the resolution in the agenda for the AGM.

Pursuant to Section 616 of the Companies Ordinance, the Company
that is required under Section 615 to give notice of a resolution
must send a copy of it at the Company’s own expense to each
shareholder of the Company entitled to receive notice of the AGM
in the same manner as the notice of the meeting; and at the same
time as, or as soon as reasonably practicable after, it gives notice of
the meeting.

—NEE F3R Annual Report 2016
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SHAREHOLDERS’ RIGHTS (continued)
3. Shareholders’ enquiries

Shareholders should direct their questions about their shareholdings
to the share registrar of the Company. Shareholders may at any
time send their enquiries and concerns to the Board in writing at
the Company'’s registered office at 12/F., The Octagon, No. 6 Sha
Tsui Road, Tsuen Wan, New Territories, Hong Kong, or to the
Company by email at info@sino-i.com. Shareholders may also make
enquiries with the Board at the GM/AGM.

The details of the rights of shareholders of the Company can be found in
the Company’s website at www.sino-i.com.

INVESTOR RELATIONS

The Company is committed to safeguard shareholders’ interests and
believes that effective communication with shareholders and other
stakeholders is essential for enhancing investor relations and investor
understanding of the business performance and strategies of the Group.

The Board adopted a Shareholders Communication Policy which aims to
set out the provisions with the objective of ensuring that the shareholders
of the Company and potential investors are provided with ready, equal
and timely access to balanced and understandable information about the
Company, in order to enable shareholders of the Company to exercise
their rights in an informed manner, and to allow shareholders of the
Company and potential investors to engage actively with the Company.

The Company endeavours to disclose all material information about the Group
to all interested parties on a timely basis. All such publications together with
additional information of the Group are timely updated on the Company’s
website at www.sino-i.com.

CONSTITUTIONAL DOCUMENTS

There is no significant change in the Company’s constitutional documents
during the year.
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RISK MANAGEMENT AND INTERNAL
CONTROL

The Board acknowledges its responsibility for overseeing the Group'’s risk
management and internal control systems and reviewing their effectiveness
at least annually through the Audit Committee. The Audit Committee assists
the Board in monitoring the risk exposures and the operating effectiveness
of the underlying risk management and internal control systems.

The Company assists the management in identifying, assessing,
responding, monitoring and reporting corresponding risks through risk
management and internal control structure. The system aims at managing
instead of eliminating the risks of unfulfilled business goals that
reasonably but not absolutely prevents the impact of material risks.

RISK MANAGEMENT STRUCTURE

The Company has established a sound risk management and internal
control structure, adopting a top-down organizational structure from the
Board to the specific internal control units with well-defined duties. The
Group’s Internal Audit Department assists the Board and/or the Audit
Committee in the ongoing review of the effectiveness of the Group's risk
management and internal control systems. The Board, through these
committees, is regularly informed of significant risks that may impact on
the Group's performance.
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o ensure the maintenance of appropriate and effective risk management
and internal control systems in order to safeguard the shareholders’
investment and assets of the Group;

BREFEGBRBRNEREERNBPEIZERS  MRERRRER
. formulate a management structure with specific terms of reference;

HEBRBEERERNEERE X

o determine the nature and extent of significant risk that the Company is
willing to take in achieving the strategic objectives, and formulate the
Group’s risk management strategies.
BEARNRIVEREE B RARAR cEXRRAREEREE - L
TEANER B 2 R i TR AR

o oversee the risk management and internal control systems of the

ERAEE v EREERAISEIE RS

o review and discuss with the management annually to ensure that the
management has performed its duty to maintain effective risk
management and internal control systems; and
BFEREEERI LW UWRRERERTABRE AGFARER
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o consider major findings on internal control matters and make
recommendations to the Board.
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RISK MANAGEMENT STRUCTURE (continued)  [EBR B IR 2248 ()

o design, implement and monitor the risk management and internal
control systems properly and ensure the systems are executed

effectively;
ZERF  BEREREBRBREERALETERS - WHERREZEZE RS
LAE REATT
The Management U monitor risks and take measures to mitigate risks in day-to-day
(including heads of business units, operations;
departments and divisions) BLE R i I B AR B PR R B B 2 E R R
=R E . give prompt responses to, and follow up the findings on, internal
(BREEBEN - BHARIBEE) control matters raised by internal or external auditors; and
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. provide confirmation to the Board on the effectiveness of the risk
management and internal control systems.

AEEERARREERATEZERRZ AU -

o carry out the analysis and independent appraisal of the adequacy,
appropriateness and effectiveness of the risk management and internal
control systems as well as their execution;

HERBREELARSEAR BN BRENBRERATIERE
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Internal Audit Department 3 make recommendations for improvement of any deficiencies in the
b design and execution of the risk management and internal control

systems; and
HERETR R ARREIE RS R TR IR B R R - &

3 follow up from time to time the implementation of recommendations
made by auditors to promote the standardization of all works.
NEHHZBMERZEBETRE - MEESATIEREL -
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CONTROL APPROACH AND TOOLS

During the year, the management analyzed the control environment and
the risks identified, and implemented various controls measures.

approach taken: the management conducts interviews with
relevant staff members, reviews relevant documentation of the
internal control system and evaluates findings of any deficiencies in
the design of the Group’s internal control system, provides
recommendations for improvement and assesses the effectiveness
of such recommendations, where appropriate. The scope and
findings of review on the risk management and internal control are
reported to and reviewed by the Audit Committee annu