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Note: Mr. Deng Xuexin resigned from his position as an employee representative Supervisor of the Company
due to other work arrangement, with effect from 20 April 2018. As elected and approved at the employee
representative meeting of the Company, Ms. Ren Jie replaced Mr. Deng Xuexin as an employee representative
Supervisor of the Company with effect from 20 April 2018. For details, please refer to the announcement of
the Company dated 20 April 2018.
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CORPORATE INFORMATION (CONTINUED)
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Note 1:  On 2 February 2018, the Company obtained the renewed business license issued by Beijing
Administration for Industry and Commerce (At R LEfTEEE ), confirming the registered address of
the Company had been changed to Floor 3, Building 3, Yard 9, Yongfeng Road, Haidian District, Beijing.
For details, please refer to the announcement of the Company dated 2 February 2018.

Note 2:  On 30 July 2018, the Company’s place of business in Hong Kong has been changed to 40th Floor,
Sunlight Tower, No. 248 Queen’s Road East, Wanchai, Hong Kong. For details, please refer to the
announcement of the Company dated 30 July 2018.
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CORPORATE PROFILE

As a subsidiary of Yonyou Network Technology Co., Ltd. (A4 R H AR A R]), the Company
was established in March 2010 and was listed on the Main Board of the Hong Kong Stock Exchange on
26 June 2014 (Stock code: 1588). Taking “facilitating MSEs’ development in operation and management
through creativity and technology” as its mission and striving for the vision of becoming “a worldwide
leading provider of cloud services and software for MSEs” and “a platform for partners and employees
enjoying work, making achievements and sharing success”, the Company is committed to providing
platform services, application services, data-based value-added services for MSEs in the PRC, with a
focus on financial and management services.

The Company is a standing member of China Information Industry Association (FE{E 2% &), a
member of the Specialty Association of Finance and Corporate Management Software of China Software
Industry Association (FBEIEFITE B E 45 R EEEREFHE) and a member of Beijing Software and
Information Service Industry Association (At REHAIE B RIS HE). It has been regarded as the “Key
Software Enterprises under the National Planning Layout (B3 &% B E 2 &4 %)” and “High and
New Technology Expertise (& #7 i1 2£)” for successive years. It had won the “Trusted Cloud Industry
Award — Enterprise-class SaaS” (] {5 17 % 81> % 41 SaaS) at the 2018 Trusted Cloud Summit (20184
A= K &) and the “Best Employer Brand Communication Award (&{ERE * @8 EE K48 in the 2018
“Employer Branding Creativity Award in Great China (2018 A/ # & /& & 2 8 & A F)”. Chanjet Good
Accountant ((5#EB4F € 5t) was awarded the title of “2018 Best Product in China’s Cloud Computing
in Finance and Taxation (2018 Bl =5t & B B & FE m)” at the 2018 China Cloud Computing
Technology Application Conference (20187 Bl ZE5+ Z HIlTfE A A E).

Chanjet Information Technology Company Limited



CORPORATE STRUCTURE

As at 31 December 2018

100%

Chanjet U.S, Nete
(U.S.)

Note: Given that Chanjet U.S. mainly engages in the research and development of the infrastructure for the cloud
platform of Chanjet in Silicon Valley in the U.S. The development of the platform has been completed and it
has no specific business plan for the next three years, the Board resolved to deregister Chanjet U.S. on 25
September 2018. As at the Latest Practicable Date, the de-registration of Chanjet U.S. is still in process and
not yet completed.
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SUMMARY OF FINANCIAL INFORMATION

Revenue

Gross profit
Profit/(Loss) before tax
Profit/(Loss) for the year

In which: Profit/(Loss) for the year
attributable to owners of

the parent

Basic earnings/(loss) per share

(RMB cents/share)™

Total assets
Total liabilities
Total equity

In which: Equity attributable to owners

of the parent

Net assets per share (RMB/share)™*

For the year ended 31 December

2018 2017 2016 2015 2014
RMB’000 RMB’'000 RMB’000 RMB’000  RMB’000
428,941 498,595 430,784 345,796 335,075
398,942 426,843 359,021 316,013 309,560
110,208 242,777 (136,903) (88,821) 106,235
106,812 222,837 (129,207) (80,202) 96,925
106,812 224,913 (122,610) (72,617) 101,640
51.0 109.5 (60.8) (34.5) 53.3

As at 31 December
2018 2017 2016 2015 2014
RMB’000 RMB'000 RMB’000 RMB’000  RMB’000
1,510,333 1,277,332 1,325,310 1,028,877 1,343,439
200,098 126,316 412,556 105,969 99,360
1,310,235 1,151,016 912,754 922,908 1,244,079
1,310,235 1,151,016 882,829 886,386 1,224,872
6.3 5.6 4.5 4.2 6.4

Note: Basic earnings/(loss) per share and net assets per share were based on weighted average share capital

during the Reporting Period.

Chanjet Information Technology Company Limited



CHAIRMAN’S STATEMENT

Wang Wenjing

Chairman

Dear honorable Shareholders,

On behalf of the Board, | hereby present the Shareholders with the 2018 annual report of the Group and
report the 2018 results and the 2019 development plan of the Group for the Shareholders’ perusal.

During the Reporting Period, the Group has been continuously focusing on the financial and
management services for MSEs, and steadfastly implemented the strategies of seeking economies of
scale in cloud service business and cost-effective growth of software business. It accelerated product
application and innovation, boosted the development of the cloud service business, strived to develop a
diversified channel system, and consistently levelled up its user operation systems, thereby encouraging
software users to switch to cloud services and promoting the rapid and healthy development of the
Group’s business.

2018 ANNUAL REPORT



CHAIRMAN’S STATEMENT (CONTINUED)

For the Reporting Period, the Group recorded revenue of RMB428.94 million, representing a
year-on-year decrease of 14%; profit for the year was RMB106.81 million, representing a year-on-year
decrease of 52%; and profit attributable to the owners of the parent was RMB106.81 million,
representing a year-on-year decrease of 53%. The basic earnings per share of the Group for the year
was RMB0.510, compared with the basic earnings per share of RMB1.095 for the previous year.

The decrease in the revenue for the Reporting Period was mainly due to the exclusion of Chanjet
Payment from the consolidated financial statements of the Group and the adoption of the International
Financial Reporting Standards 15 — Revenue from Contracts with Customers during the Reporting
Period. Eliminating the effects of the above factors, the Group’s revenue for the year would have
a year-on-year increase of 1%, of which the revenue generated from cloud services would have a
year-on-year increase of 55%. The decrease in the profit for the Reporting Period was mainly due to
the fact that the Group recorded investment gain of RMB179.17 million from the disposal of 55.82%
of equity interests in Chanjet Payment in the previous year while no such gains were recorded for the
year of 2018. Eliminating the effect of the investment gain, the Group’s revenue for the year would have
a year-on-year increase of 145%, mainly due to sustained improvement in the Group’s operations,
decreases in the cost of the Employee Trust Benefit Scheme and income tax expenses, as well as
increases in interest income and income from bank wealth management products.

During the Reporting Period, the Group firmly implemented the business strategy of seeking
cost-effective growth of software business, and systematically improved partners’ capabilities in terminal
sales, online operations, product support and customer service, so as to empower channel partners and
to enhance user experience and satisfaction. In the meantime, the Group upgraded the service support
system for software business to an intelligent cloud service model, effectuated real-time connection
with software users through the “cloud plus terminal” mode, and utilized data platforms to launch
user operation activities, thereby effectively improving service efficiency, enhancing service value and
facilitating software users in moving to the cloud.

During the Reporting Period, as the Group continued to vigorously promote the development of cloud
service business, Intelligent cloud finance services that integrated finance, invoices and taxes showed
good growth momentum, and cloud services that integrated “Personnel, Finance, Commodity and
Customer” for small-sized enterprises made breakthrough in the transformation from software package
to cloud services. In addition, the Group improved its cloud service business operation system on
a consistent basis, empowered its channel partners to seek joint development and win-win results,
and achieved initial results in developing diversified channels based on cloud service business. By
concentrating resources to make rapid breakthroughs, the Group rolled out a new version of Chanjet
Good Business for business management of MSEs, and strived to improve user experience through
continuous iterative optimization, speeding up users’ cloud adoption or cloud migration.

Chanjet Information Technology Company Limited



CHAIRMAN’S STATEMENT (CONTINUED)

PROSPECTS

In 2019, the Group will focus on the finance and management services for MSEs, and seize opportunities
to make structural breakthroughs in cloud service business and expand market share, so as to build
itself into a top-notch brand of finance and taxation services for MSEs and a top-notch brand of cloud
services for MSEs. While consolidating and continuously strengthening its SaaS business, the Group
will, based on its finance and taxation services and data services, gradually develop business operation
services for MSEs.

The Group will continue to accelerate product application and innovation, and based on micro-service
architecture, promote rapid iteration and innovative research and development, with a focus on
expanding finance and taxation services. Besides, the Group will continue to enhance the application of
intelligent marketing solutions that are based on big data and machine learning technology in Chanjet
Good Business and T*Cloud products, further increase the application of integrated intelligent services
for MSEs, and help MSEs to transform towards digital and intelligent operation. The Group will continue
to promote data-based value-added services and strengthen its own data-based ecological operation
capability. Furthermore, the Group will keep improving the user experience of such cloud applications as
Chanjet Good Accountant, T*Cloud, Chanjet Good Business and Easy Accounting Agent, and accelerate
research and development of new products.

The Group will further accelerate the development of cloud service business by investing more
resources, so as to extend from application services to operation services in respect of the finance and
taxation business, and strive for rapid growth of the cloud service business. In addition, the Group will
continue to implement the diversified channel development strategy, upgrade its operation systems for
customers from service operation to user operation, and build a unified business operation center, so as
to speed up the cloud adoption of new customers and cloud migration of existing customers as well as
the cloud-based transformation of data-based value-added services.

The Group will strengthen the operation of corporate websites to attract online traffic, strengthen brand
communication to improve brand recommendation, pursue cross-industry and cross-field marketing
cooperation through in-depth marketing, and continue to promote crossover marketing innovation.
Further, the Group will enhance the brand influence of Chanjet cloud service business through organizing
and holding the GICC 2019 (£ =& /MIEEEIFTAE), “620 | Love MSEs (5208 & /NMillie %), the
“12th Accounting Cultural Festival” and other branding and marketing activities.

2018 ANNUAL REPORT
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CHAIRMAN’S STATEMENT (CONTINUED)

The Group will further implement the “dual-channel” career development strategy, encourage
professional development and improve its three-dimensional training system to upgrade the capabilities
of employees. Also, the Group will continue to improve the long-term incentive mechanisms to motivate
and inspire employees, and further promote corporate culture to enhance corporate cohesion and
facilitate the long-term and healthy development of the Group.

On behalf of the Board, | sincerely express my gratitude to all Shareholders and investors for their
support, and my appreciation to the management and all employees of the Company for their dedicated
efforts to the development of the Group.

Wang Wenjing

Chairman
15 March 2019

Chanjet Information Technology Company Limited



MANAGEMENT DISCUSSION AND ANALYSIS

BUSINESS REVIEW
Development Trend of the Industry

During the Reporting Period, in order to further bolster the healthy development of MSEs, the Chinese
government continued to support innovation and entrepreneurship by introducing various preferential
tax policies and cutting tax burdens by approximately RMB50 billion, which played an active role in
stabilizing the operation of MSEs and promoting the healthy development of the market. Meanwhile, the
People’s Bank of China released RMB200 billion through a targeted reserve requirement ratio cut to
support the development of MSEs. Besides, the People’s Bank of China, China Banking and Insurance
Regulatory Commission (CBIRC), China Securities Regulatory Commission (CSRC), the National
Development and Reform Commission (NDRC) and the Ministry of Finance jointly issued the Opinions on
Further Deepening Financial Services for Micro and Small-sized Enterprises ({BER#E — 5 R (LM%
SRRBHER)) (Yin Fa[2018] No. 162) to make it easier and less costly for MSEs to obtain financing.
The support of national tax and financial policies is conducive to the continuous improvement of the
business environment for MSEs.

During the Reporting Period, China initiated a new wave of entrepreneurship and innovation as a
result of the synergistic effects of China’s commercial system reform and policies on supporting mass
entrepreneurship and innovation. There are over 110 million market entities of different types and 34.74
million enterprises across the country, most of which are MSEs. The rapid growth of MSEs and other
market entities provided a solid market development foundation for the Group.

During the Reporting Period, the popularization and application of the new-generation information
technology represented by cloud computing, big data, artificial intelligence and mobile Internet facilitated
the rapid growth of enterprises and accelerated the integration of traditional and emerging business
forms. MSEs hope to strengthen their ability of survival and development in the new economic and retalil
environment by improving the management of intelligent analysis, intelligent marketing, intelligent sales
and intelligent management. It is an inevitable choice for enterprises to optimize resources allocation,
enhance operation capacity and improve management efficiency through “cloud adoption”. With the
application of new technologies such as big data, artificial intelligence, mobile payment and electronic
invoicing, the Group provides MSEs with comprehensive cloud management services integrating
“Personnel, Finance, Commodity and Customer” and cloud finance services integrating finance, invoices
and taxes to satisfy MSEs’ needs for operation and management upgrading.

2018 ANNUAL REPORT
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Major Risks and Uncertainties

In respect of industry competition, the number of innovative services providers in the domestic enterprise
cloud services market has been on the rise and Internet magnates have devoted greater efforts to
enterprise cloud services to preempt the market, which resulted in an intensifying competition in the
enterprise cloud services market. The Group, steadfastly fixating on the field of finance and management
services for MSEs, continued to increase resource input and responded to the industrial challenges in
a proactive manner in virtue of its profound understanding of enterprise cloud services and extensive
experience drawn from years of services for MSEs in informatization.

In respect of human resources, the competition for R&D and operation professionals on enterprise cloud
services was further intensified and the costs for retaining and attracting capable employees had been
increasing consequently. The Group continued to increase its efforts on the employer brand building
and recruiting cloud services specialists, adopted targeted measures to retain and motivate staff and
encouraged the professional development of talented employees.

Principal Business and Operating Conditions
1. Development of software business

During the Reporting Period, the Group released a new iteration of T+ V12.3. The newly-added
functions such as WeChat marketing, WeChat mall and intelligent selection of products that help
enterprises to achieve the people-oriented socialized marketing and enhance their marketing
capability; the newly added customer management function helps improve the sales efficiency
and increase customer stickiness; and the newly-added mobile warehouse management function
through the embedding of intelligent handheld terminal contributes to the timely and efficient
warehouse management.

Chanjet Information Technology Company Limited



MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

During the Reporting Period, the Group firmly implemented the business strategy for facilitating
cost-effective growth of software business and focused on serving MSEs. It joined hands with
nearly 2,000 channel partners in initiating three marketing campaigns, namely “Chanjet Wolf
Warrior Action (3@ ER1TH))”, “Chanjet Mars Action (8% @BE##778))” and “Chanjet New
Power Action (@ HT S H178)”. The Group empowered its channel partners by helping
enhance their sales capacity through providing systematic capability improvement in terminal
sales, online operation, product support and customer service to enhance user experience
and satisfaction. “Chanjet Wolf Warrior Action (%@ #8(JR7T7E))” helps partners enhance their
marketing capacities, develop their team potential and consolidate their practical capacity.
“Chanjet Mars Action (#55E@8i18778))” assists partners in developing and training telephone
sales teams and helps regular customers enhance their business operation capacity. “Chanjet
New Power Action (5 #@ %12 11178))” supports partners in establishing large sales teams,
making breakthroughs in new businesses and setting up benchmark partners across the country.
In respect of marketing, the Group focused on developing terminal market and held thousands
of marketing activities themed “Settlement and Payment of Income Taxes (FE&)E#)”, “Financial
Literacy Programs (Bf# % M ER)”, “520 | Love MSEs (520H E/Mk{>%)” and “the 11th
Accounting Cultural Festival”, thereby promoting terminal sales of its products.

During the Reporting Period, the Group upgraded the service support system for software
business to an intelligence-based cloud service mode with the “Service Wiz (IRE)” as service
access point, connecting products, communities and WeChat official account and providing
users with on-demand services. It effectuated real-time connection with over 100,000 software
users through the “cloud plus terminal” mode and utilized data platforms to launch user operation
activities, which effectively improved service efficiency, enhanced service value and facilitated
software users in moving to the cloud.

As at the end of the Reporting Period, the accumulated enterprise users of software of the Group
exceeded 1.47 million.

2018 ANNUAL REPORT 13
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Development of cloud service business

During the Reporting Period, the Group continued to devote more efforts to advance the
development of cloud service business. Intelligent cloud finance services that integrated finance,
invoices and taxes showed a sound development momentum, and cloud management services
that integrated “Personnel, Finance, Commodity and Customer” for small-sized enterprises
made breakthroughs in the transformation from software package to cloud-based services.
The Group strived to improve the operation system of cloud service business and initiated the
“Sea of Cloud Action (2/8778))”, empowering channel partners to seek joint development
and win-win outcomes. As a result, preliminary results were achieved in the establishment of
diversified channels based on cloud service business. Moreover, it concentrated resources on
achieving rapid breakthroughs. It rolled out a new version of Chanjet Good Business for business
management of MSEs and strived to improve user experience through continuous iterative
optimization, speeding up users’ cloud adoption or cloud migration.

As at the end of the Reporting Period, the accumulated paying enterprise users of cloud services
of the Group achieved 113,000.

(1) Chanjet Good Accountant (#5147 €1)

During the Reporting Period, Chanjet Good Accountant, developing towards “intelligence,
connection and ecology”, steadily consolidated its position as a top-notch brand of
intelligent cloud finance by using artificial intelligence technology. Closely in line with the
state’s tax reform, it further perfected the integration of finance, invoices and taxes and
has become a cloud finance product that effectuates automatic calculation, accounting
and reporting management of value-added tax, income tax and individual income tax.
Meanwhile, based on the big data-based intelligent audit, it adopts the prediction
mechanism of the “Golden Tax Project Phase llI” and generates tax-related risk control
reports to help enterprises further manage and control tax-related risks and reasonably
reduce taxes, bringing into full play the rapid, intelligent and automatic features of intelligent
cloud finance.

During the Reporting Period, Chanjet Good Accountant further adopted artificial intelligence
technology to enhance intelligent financial accounting capacity, extending the scope of
automatic accounting from invoices, daily journals and fixed assets to fees, salaries and
purchase-sale-stock accounts. Through continuous machine learning, the accuracy of
automatic financial accounting has been further improved and the efficiency of financial
accounting has been increased.

Chanjet Information Technology Company Limited



MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

@

3)

T+ Cloud

During the Reporting Period, T+ Cloud further enhanced the enterprise management
services that integrated “Personnel, Finance, Commodity and Customer”. It helped
enterprises to make breakthroughs in attracting, retaining and activating users, converting
free trial users to paying customers and on-going operation through “Customer
Management plus Ordering Mall (FI&E&#k)” and “WeChat members plus WeChat

marketing plus WeChat Mall” and assisted MSEs in establishing a new type of business
social networks and marketing relationship, boosting their operating results and becoming

“intelligent companies” under the intelligent business paradigm.

During the Reporting Period, T+ Cloud integrated the functions of the Biz Chat (T {k
). It further strengthened the mobile office feature, improved the technical operation
and supporting systems and enhanced the efficiency of online performance monitoring
and automated deployment, providing MSEs with easy-to-use enterprise cloud services
and resolving their concerns over installation, deployment and on-going operation and
maintenance.

Chanjet Good Business (#51EiFB 1 Z)

During the Reporting Period, Chanjet Good Business provided online and offline
comprehensive marketing and transaction management services for MSEs in trade and
commerce, with “scenario driving, data driving and intelligent marketing” as the core
technical features. Chanjet Good Business offered services covering the whole process
of intelligent analysis, intelligent marketing, intelligent sales and intelligent management of
MSEs. Through in-depth customer analysis and product analysis, it provided MSEs with
a basis for customized and differentiated marketing campaigns, enabling MSEs to launch
comprehensive marketing and promotion activities for bestsellers, poor-selling products
and new products through diversified marketing means and activities. It provided MSEs
with online and offline comprehensive marketing and transaction management services,
covering transactions effectuated through online malls, WeChat groups or Moments to
offline face-to-face transactions. The implementation of intelligent business paradigms
effectively promoted the shift of traditional MSEs in trade and commerce towards the
Internet-based intelligent business operation model.

2018 ANNUAL REPORT
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

(4)  Chanjet Easy Accounting Agent (#5185 1 5k)

During the Reporting Period, Chanjet Easy Accounting Agent continued to evolve towards
an “intelligent accounting agent factory” for accounting agent companies and effectively
strengthened the automatic collection of bills and the automatic accounting of invoices,
daily journals, fixed assets and salaries. Meanwhile, in line with the state’s tax reform, the
Group further enhanced the intelligence and convenience of tax planning and declaration
features of its products, and released the one-click tax declaration feature in regions such as
Beijing, Shanghai, Shandong, Jiangsu and Sichuan. The smart device “CA-shared Unit (CA
H=Z BEIT)” for tax declaration was released, which was used in conjunction with intelligent
tax declaration robots to achieve unattended automated batch-based tax declaration. In
addition to assisting accounting agent companies in improving work efficiency, Chanjet
Easy Accounting Agent further enhanced the work quality and provided effective guarantee
for customer hierarchy and operation improvement of accounting agent companies.

Development of brand and market

During the Reporting Period, the Company was shortlisted for the “2017 Most Preferred Service
Providers for SMEs in China (20174 Bl /M2 5 E iR )" jointly issued by the China Center
for Promotion of SME Development of the Ministry of Industry and Information Technology and
China International Cooperation Association of Small and Medium Enterprises. Chanjet Good
Accountant was awarded the title of “2018 Best Product in Cloud Computing-based Finance and
Tax Services in China (20185 Bl =5t E B Fi B i & EE dm)” by China Information Industry Trade
Association and www.infosws.cn ({5 E48).

During the Reporting Period, the Group organized and held “520 | Love MSEs (520F & /)M ik
12)”, the “11th Accounting Cultural Festival” and other marketing activities. It initiated and
hosted the 2nd Global Innovative Corporation Conference (GICC 2018), which deeply analyzed
the concept of “intelligent companies” and proposed the “six-step intelligent commerce”, which
meant to leverage on the dual engines of data driving and network-based synergy, capitalize on
the four core control systems including intelligent analysis, intelligent marketing, intelligent sale
and intelligent management, and integrate innovation-based technologies to help MSEs increase
revenue, reduce cost and improve efficiency through application of cloud services.

Chanjet Information Technology Company Limited



MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

FINANCIAL REVIEW

For the year ended
31 December

Change in Percentage
2018 2017 amount change
RMB’000 RMB’000 RMB’000 %
Revenue 428,941 498,595 (69,654) (14)
Cost of sales and services provided (29,999) (71,752) 41,753 (58)
Gross profit 398,942 426,843 (27,901) (7)
Gross profit margin 93% 86% 7%
Other income and gains 114,357 255,572 (141,215) (55)
Research and development costs (107,306) (107,356) 50 0
Selling and distribution expenses (169,571) (164,621) (4,950) 3
Administrative expenses (121,619) (160,180) 38,561 (24)
Other expenses (6,162) (8,103) 1,941 (24)
Share of profit of an associate 1,567 622 945 152
Profit before tax 110,208 242,777 (132,569) (55)
Income tax expense (3,396) (19,940) 16,544 (83)
Profit for the year 106,812 222,837 (116,025) 52)
Attributable to:
Owners of the parent 106,812 224,913 (118,101) (53)
Non-controlling interests - (2,076) 2,076 N/A

2018 ANNUAL REPORT 17
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Operating Results

For the year ended 31 December 2018, the revenue of the Group was RMB428.94 million, representing
a year-on-year decrease of 14%. The profit for the year was RMB106.81 million, representing a
year-on-year decrease of 52%; and profit attributable to the owners of the parent was RMB106.81
million, representing a year-on-year decrease of 53%. The basic earnings per share of the Group for the
year was RMBO0.510, compared with the basic earnings per share of RMB1.095 for the previous year.

The decrease in the revenue for the Reporting Period was mainly due to the exclusion of Chanjet
Payment from the consolidated financial statements of the Group and the adoption of the International
Financial Reporting Standards 15 — Revenue from Contracts with Customers during the Reporting
Period. Eliminating the effects of the above factors, the Group’s revenue for the year would have
a year-on-year increase of 1%, of which the revenue generated from cloud services would have a
year-on-year increase of 55%. The decrease in the profit for the Reporting Period was mainly due to
the fact that the Group recorded investment gain of RMB179.17 million from the disposal of 55.82%
of equity interests in Chanjet Payment in the previous year while there were no such gains for the year.
Eliminating the effect of the investment gain, the Group’s revenue for the year would have a year-on-year
increase of 145%, mainly due to sustained improvement in the Group’s operations, decreases in the
cost of the Employee Trust Benefit Scheme and income tax expenses, as well as increases in interest
income and income from bank wealth management products.

Revenue

For the year ended 31 December 2018, the revenue of the Group was RMB428.94 million, representing
a year-on-year decrease of 14%, mainly due to the exclusion of Chanjet Payment from the consolidated
statements of the Group and the adoption of the International Financial Reporting Standards 15 -
Revenue from Contracts with Customers during the Reporting Period. Eliminating the effects of the
above factors, the Group’s revenue for the year would have a year-on-year increase of 1%, of which
the revenue from cloud services would have a year-on-year increase of 55%. Details of the adoption of
International Financial Reporting Standards 15 are set out in note 2 to the financial statements.

Chanjet Information Technology Company Limited



MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

The following table sets forth a breakdown of revenue of the Group by business type:

For the year ended 31 December

Change in Percentage

2018 2017 amount change
RMB’000 %  RMB’000 %  RMB’000 %
Revenue from software
business 391,423 91 423,966 85 (32,543) 8)
Revenue from cloud service
business 37,518 9 25,254 5 12,264 49
Revenue from payment
business - - 49,375 10 (49,375) N/A
Revenue 428,941 100 498,595 100 (69,654) (14)

Cost of Sales and Services Provided

For the year ended 31 December 2018, the Group’s cost of sales and services provided was RMB30.00
million, representing a year-on-year decrease of 58%, mainly due to the exclusion of Chanjet Payment
from the consolidated financial statements of the Group. Eliminating the effect of the exclusion of
Chanjet Payment, the Group’s cost of sales and services provided would have a year-on-year decrease
of 10%.

Gross Profit and Gross Profit Margin

For the year ended 31 December 2018, the Group achieved a gross profit of RMB398.94 million,
representing a decrease of 7% as compared with that of the previous year, mainly attributable to the
decrease in the revenue from software business as a result of the adoption of the International Financial
Reporting Standards 15 — Revenue from Contracts with Customers during the Reporting Period. The
gross profit margin of the Group was 93%, representing an increase of 7 percentage points as compared
with that of the previous year, mainly due to the exclusion of the payment business with lower gross
profit margin from the consolidated financial statements of the Group during the Reporting Period and
the increase in the gross profit margin of cloud service business as compared with that of the previous
year.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Other Income and Gains

For the year ended 31 December 2018, the Group’s other income and gains was RMB114.36 million,
representing a decrease of 55% as compared with that of the previous year. The decrease was mainly
due to the investment gain of RMB179.17 million from the disposal of 55.82% of equity interests in
Chanjet Payment in the previous year. Eliminating the effect of the investment gain, other income and
gains would have a year-on-year increase of 50%, mainly attributable to the increases in interest income,
earnings from bank wealth management products and gain on change in fair value of financial assets.

Total R&D Investment
The following table shows the breakdown of the total R&D investment of the Group:

For the year ended 31 December

2018 2017
RMB’000 % RMB’000 %
R&D costs of software business 18,767 15 44,169 35
R&D costs of cloud service business 88,539 70 59,555 48
R&D costs of payment business - - 3,632 3
R&D costs 107,306 85 107,356 86
Additions to deferred development costs
of cloud service business 18,317 15 17,566 14
Additions to deferred development
costs 18,317 15 17,566 14
Total R&D investment 125,623 100 124,922 100

For the year ended 31 December 2018, R&D costs of the Group amounted to RMB107.31 million,
basically flat as compared with that of the previous year, of which, the R&D costs of cloud service
business increased by 49%, which was mainly due to the structural adjustment to R&D staff for the
purpose of advancing the transformation of software R&D talents into cloud service R&D talents while
building up R&D strength of cloud service business. The total R&D investment of the Group was
RMB125.62 million, representing an increase of 1% as compared with that of the previous year.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Selling and Distribution Expenses

For the year ended 31 December 2018, the selling and distribution expenses of the Group was
RMB169.57 million, representing an increase of 3% as compared with that of the previous year, mainly
attributable to the increase in the operation and promotion expenditure on cloud service business.

Administrative Expenses

For the year ended 31 December 2018, the administrative expenses of the Group was RMB121.62
million, representing a decrease of 24% as compared with that of the previous year. The decrease was
mainly due to that the costs of the Employee Trust Benefit Scheme incurred during the Reporting Period
decreased by RMB28.90 million as compared with those of the previous year.

Income Tax Expense

For the year ended 31 December 2018, the income tax expense of the Group was RMB3.40 million,
representing a decrease of 83% as compared with that of the previous year, which was mainly due to
the decrease in profit before tax and deferred income tax expense as compared with that of the previous
year.

Profit Attributable to Owners of the Parent

For the year ended 31 December 2018, the profit attributable to owners of the parent of the Group was
RMB106.81 million, representing a decrease of 53% as compared with that of the previous year.

Loss Attributable to Non-controlling Interests

For the year ended 31 December 2018, the Group did not have any loss attributable to non-controlling
interests of the Group (2017: RMB2.08 million).
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Liquidity and Financial Resources
Condensed cash flow statement

For the year ended

31 December Change

2018 2017 in amount

RMB’000 RMB’000 RMB’000

Net cash flows from operating activities 197,484 182,953 14,531
Net cash flows used in investing activities (198,443) (324,035) 125,592
Net cash flows used in financing activities - (18,547) 18,547

Net cash flows from operating activities

For the year ended 31 December 2018, net cash flows from operating activities of the Group was
RMB197.48 million, representing an increase of RMB14.53 million as compared with that of the previous
year. The increase was mainly due to the increase in receipts in advance from cloud service business of
the Group.

Net cash flows used in investing activities

For the year ended 31 December 2018, the net cash flows used in investing activities of the Group
was RMB198.44 million, representing a decrease of RMB125.59 million as compared with that of the
previous year. The decrease was mainly due to the decrease in the time deposits of the Group newly
added during the Reporting Period.

Net cash flows used in financing activities

For the year ended 31 December 2018, there were no net cash flows used in financing activities of

the Group, and the cash flows used in financing activities of the Group in the previous year mainly
represented the payment for shares purchased under the Employee Trust Benefit Scheme.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Working Capital

As at 31 December

2018 2017
Cash and bank balance (RMB’000) 803,327 762,783
Current ratio 664% 873%
Gearing ratio 0% 0%

The current ratio (calculated based on total current assets divided by the total current liabilities) of the
Group as at 31 December 2018 was 664% (31 December 2017: 873%). The decrease in current ratio
was mainly due to the increase in current liabilities as a result of the increased contract liabilities brought
about by rising receipts in advance for cloud services business.

The Group’s gearing ratio was nil. Gearing ratio was calculated based on the net debt divided by total
equity. Net debt was calculated as the total amount of interest-bearing debts less restricted bank
balances and cash and bank balances. As at 31 December 2018, the Group had no interest-bearing

debt.

With stable cash inflows generated in the daily business operation, together with the proceeds raised
from listing, the Group has sufficient resources for future expansion.

Capital Expenditure

For the year ended 31 December 2018, the significant capital expenditure of the Group included
deferred development costs of RMB18.32 million (2017: RMB17.57 million), the expenditure on office
equipment, furniture and fittings of RMB0.97 million (2017: RMBO0.43 million), additional expenditure on
software licenses of RMB0.24 million (2017: Nil).

Contingent Liabilities

As at 31 December 2018 and 31 December 2017, the Group did not have any contingent liabilities, nor
did it have any proposal on contingent liabilities issue.

Charges on Assets

As at 31 December 2018 and 31 December 2017, the Group did not have any charges on assets.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Significant Investments
During the Reporting Period, the Group did not have any significant investment.
Material Acquisition and Disposal of Assets

At the extraordinary general meeting of the Company held on 30 December 2016, the following matters
were approved: (i) the conditional disposal of 55.82% of the equity interests in Chanjet Payment to
Yonyou by the Company, (i) the unilateral capital increase in Chanjet Payment by Yonyou, and (iii) the
amendments to the Non-competition Agreement executed by Yonyou, Wang Wenjing and the Company
on 17 February 2014 and the Confirmation issued by Yonyou on 11 April 2014. Upon completion of the
above-mentioned transactions, Chanjet Payment will be held as to 15% and 85%, respectively by the
Company and Yonyou and it will no longer be a subsidiary of the Company. As of 1 September 2017,
the disposal of Chanjet Payment as mentioned in sub-item (i) above had been completed. Thereafter,
Chanjet Payment was owned by the Company and Yonyou as to 19.28% and 80.72%, respectively,
and it ceased to be a subsidiary of the Company. As of the Latest Practicable Date, the transaction
concerning the capital increase as mentioned in sub-item (ii) above has not been completed yet. For
details, please refer to the announcements of the Company dated 21 October 2016, 30 December 2016
and 17 July 2017, as well as the circular of the Company dated 11 November 2016.

Save as disclosed above, during the Reporting Period, the Group did not have any material acquisition
or disposal in relation to subsidiaries, associated companies or joint ventures.

Foreign Exchange Risks

The Group conducted its domestic business primarily in RMB, which was also its functional currency.
Chanjet U.S., a subsidiary of the Company, settled in US dollars. The Group, subject to the foreign
exchange fluctuation, conducted foreign exchange settlement and foreign exchange for the balance of
proceeds raised in due course to alleviate foreign exchange fluctuation risks.

Interest Rate Risks

The Group did not assume any debt obligations with a floating interest rate, and thus there was no
interest rate risk related to the Group.
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BIOGRAPHIES OF DIRECTORS, SUPERVISORS AND
SENIOR MANAGEMENT

DIRECTORS
Non-executive Directors

Mr. Wang Wenjing (EX ), aged 54, has been the Chairman of the Board and a non-executive
Director since 19 March 2010. He is primarily responsible for providing guidance and supervision
regarding the business and operation of our Group. Mr. Wang is one of the co-founders of Yonyou,
which is the controlling Shareholder. He has over 30 years of working experience in the PRC software
industry and has extensive experience in corporate management and business operation. Mr. Wang
served as the chairman of the board of directors of Yonyou since December 1988. Mr. Wang has been
the chairman of the board of directors of Yonyou Auto since July 2010, the chairman of the board of
directors of Yonyou Fintech since May 2012 and a director of Chanjet U.S. since December 2012, the
chairman of the board of directors of Chanjet Payment since July 2013, and the chairman of the board
of directors of Seentao Technology from June 2015 to January 2018. Mr. Wang was elected as a
member of the 9th, 10th, 11th and 12th session of the NPC for a term from March 1998 to March 2018.
Mr. Wang served as the vice chairman of China Software Industry Association (B {F1T¥#%E) and
the vice chairman of the 10th All-China Federation of Industry & Commerce (FZE2E T £# A ®). He
is currently the executive director of Internet + Development Association of China (FF Bl E % G Bt E %R
B B2). Mr. Wang graduated from Jiangxi University of Finance and Economics (formerly known as Jiangxi
College of Finance and Economics) with a bachelor’s degree in economics in July 1983.

Mr. Wu Zhengping (R F), aged 54, has been a non-executive Director since 19 March 2010. He
is primarily responsible for providing strategic advice to the business and operation of the Group. He
has over 25 years of working experience in the PRC software industry and has extensive experience in
corporate management and business operation. Mr. Wu worked for China Building Materials Academy (-
B 2 SR AR R FT 42F%) from August 1983 to May 1992, and he has been a director of Yonyou since
1992. Mr. Wu has also been a director of Yonyou Fintech since May 2012 and a director of Chanjet
U.S. since December 2012, a director of Chanjet Payment since July 2013, a director of Yonyou Auto
since June 2015 and a director of Seentao Technology from June 2015 to February 2018. Mr. Wu was
a member of the 6th and 7th sessions of the Chinese People’s Political Consultative Conference of
Haidian District, Beijing from January 1999 to December 2006. Mr. Wu graduated from China Europe
International Business School with a master’s degree in business administration in September 2007.
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BIOGRAPHIES OF DIRECTORS, SUPERVISORS AND
SENIOR MANAGEMENT (CONTINUED)

Executive Directors

Mr. Zeng Zhiyong (8% 38), aged 50, has been an executive Director since 19 March 2010 and the
vice chairman since 18 May 2017. He is primarily responsible for providing strategic opinions relating
to our Group’s business and operation. He has over 20 years of working experience in the PRC
software industry and has extensive experience in corporate management and business operation.
Mr. Zeng served as various positions of Yonyou, including general manager of Yonyou Nanjing branch
from January 1996 to July 2000, general manager of Yonyou North China Division from July 2000 to
December 2004, general manager of the small management software department of Yonyou, vice
president and senior vice president of Yonyou from January 2005 to March 2010, and the president of
the Company from 19 March 2010 to 9 January 2017. Mr. Zeng has been a director and the CEO of
Chanjet U.S. since December 2012 and January 2016, respectively. He has been a director of Chanjet
Payment since July 2013 and served as a director of Yonyou Mobile from March 2014 to June 2017. Mr.
Zeng graduated from China Europe International Business School with a master’s degree in business
administration in September 2005.

Mr. Yang Yuchun (#5f%), aged 46, has been the President since 9 January 2017 and an executive
Director since 18 May 2017. He is mainly responsible for the overall management of business operation
of the Group. Mr. Yang has over 20 years of working experience in the PRC software industry. Mr.
Yang joined Yonyou in August 1997, where he has served different positions at the financial accounting
software development department, product management headquarters and small-scale management
software department. Mr. Yang was the vice president of the Company and the general manager of the
Company’s research and development center from March 2010 to August 2012. From August 2012 to
December 2013, Mr. Yang was the senior vice president of the Company, while he continued to serve
as the general manager for the research and development center during the period. Mr. Yang served as
both the assistant president of Yonyou as well as the general manager of Yonyou's business planning
and development department from January 2014 to January 2016. From January 2016 to January 2017,
he served as the vice president of Yonyou and the general manager of Yonyou’s business planning and
development department. Mr. Yang graduated from Shi Jia Zhuang University of Economics in July 1996
and obtained his bachelor degree in economics. He graduated from Peking University in July 2003 and
obtained the bachelor degree in management. Later, he obtained his EMBA from Guanghua School of
Management at Peking University in July 2012.
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BIOGRAPHIES OF DIRECTORS, SUPERVISORS AND
SENIOR MANAGEMENT (CONTINUED)

Independent Non-executive Directors

Mr. Chen, Kevin Chien-wen (BRE3Z), aged 64, has been an independent non-executive Director since
8 September 2011. He is primarily responsible for providing independent opinion and judgment to our
Board, particularly with regard to the financial aspects of our Group. Mr. Chen has been a professor
in accounting since July 1999 and head of Department of Accounting of The Hong Kong University
of Science and Technology from July 2007 to June 2016 and was reappointed since August 2017. In
addition, he served as a member of the Review Panel of the Financial Reporting Council of Hong Kong.
Mr. Chen graduated from the University of lllinois at Urbana-Champaign with a PhD degree in accounting
in May 1985. Mr. Chen passed the examination for Chartered Accountant of Taiwan in August 1976.

Mr. Lau, Chun Fai Douglas (81#£#), aged 46, has been an independent non-executive Director since
8 September 2011. He is primarily responsible for providing independent opinion and judgment to the
Board, particularly with regard to the financial aspects of the Group. Mr. Lau joined Ernst & Young in
March 1993 and served as an audit partner from July 2004 to June 2009. He then served as the regional
director, Greater China of The Institute of Chartered Accountants in England and Wales from November
2010 to September 2012. Mr. Lau has been a senior adviser of Sky CPA & Co. since January 2013.
Mr. Lau has also been serving as an independent non-executive director of Ausnutria Dairy Corporation
Ltd, a company listed on the Hong Kong Stock Exchange (stock code: 1717), since January 2015 and
an independent non-executive director of GME Group Holdings Limited, a company listed on the Hong
Kong Stock Exchange (Stock Code: 8188), since February 2017. Mr. Lau graduated from the University
of New South Wales in Sydney, Australia with a bachelor of Commerce degree in accounting and finance
in October 1993. He is a fellow member of the Hong Kong Institute of Certified Public Accountants, a
member of the Institute of Chartered Accountants in England and Wales, a member of the Australian
Society of Certified Practising Accountants and a member of the Institute of Chartered Accountants in
Australia.

Mr. Chen Shuning (BR#5), aged 55, has been an independent non-executive Director since 8
September 2017. He is primarily responsible for providing independent opinion and judgment to the
Board. Mr. Chen has over 25 years of working experience in the PRC software industry. Mr. Chen
joined Great Wall Computer Group Co., Ltd (R ETE# 2 F)) in 1989, founded Vancelnfo Technologies
Inc (XX BAIFEHRIMTAR A T) in 1995, where he served as the chief executive officer till 2012 and
subsequently served as the chairman of the board of directors till 2015. Mr. Chen founded Chinasoft
Saibo Chinese Technology Limited (R EIEFHR M AR A F]) (currently known as Chinasoft
International Limited) in 1995, where he served as the chief technology officer till 2001. Mr. Chen joined
Sequoia and Broadband Cross-border Digital Fund (4L E & BEEFES) in 2016 and has served as
a managing partner ever since. Mr. Chen obtained his bachelor degree in engineering from Tsinghua
University in June 1986 and obtained his master degree in engineering from Huazhong Polytechniques
University (Z2F 32 T A £2) (currently known as Huazhong University of Science and Technology (£ 7 &H%
A E2)) in June 1989.
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BIOGRAPHIES OF DIRECTORS, SUPERVISORS AND
SENIOR MANAGEMENT (CONTINUED)

SUPERVISORS

Mr. Guo Xinping (38#i %), aged 55, has been the chairman of the Supervisory Committee and a
shareholder representative Supervisor since 8 September 2011. Mr. Guo worked for MOF from August
1985 to July 1989, and has been a director of Yonyou from November 1999, and the chairman of the
supervisory committee of Yonyou Auto since June 2015, the chairman of the supervisory committee of
Seentao Technology from June 2015 to February 2018 and a director of Yonyou Fintech since May 2016.
Mr. Guo has been an independent non-executive director of CCID Consulting Company Limited (&8
%5 BBR A R]), a company listed on the GEM of the Hong Kong Stock Exchange (Stock Code: 8235)
since May 2002. He has also been an independent director of Sound Environmental Resources Co.,
Ltd. (BB REREE R M AR A 7)), a company listed on the Shenzhen Stock Exchange (Stock Code:
000826) from April 2012 to October 2015 and an independent director of Glodon Company Limited (&
FERI B AR A R]), a company listed on the Shenzhen Stock Exchange (Stock Code: 002410),
since April 2017. Mr. Guo graduated from The Hong Kong University of Science and Technology with a
master’s degree in business administration in November 2007. He is a senior accountant recognized by
the Personnel Department of Hubei Province in January 1998.

Mr. Zhang Peilin (E#), aged 54, has been a shareholder representative supervisor of the Company
since 18 May 2016. Mr. Zhang also served as a shareholder representative supervisor of the Company
from April 2013 to January 2014. Mr. Zhang joined Yonyou in 2001 and has served at different positions
in Yonyou, including vice general manager from January 2001 to December 2002, vice president
from January 2003 to April 2005, senior vice president from April 2005 to July 2012, executive vice
president and chief financial officer from July 2012 to March 2014, Executive president from March
2014 to January 2016 and chief financial officer since January 2016. Mr. Zhang is also the director or
supervisor of numerous subsidiaries of Yonyou and has been the chairman of the supervisory committee
of Yonyou Fintech since May 2016, a director of Sinotone since June 2017 and a director of Seentao
Technology since February 2018. Mr. Zhang graduated from Tsinghua University with a master’s degree
in management engineering in July 1992.

Mr. Ruan Guangli (Bt3£3), aged 71, has been a member of the Supervisory Committee and an
independent Supervisor since 27 April 2014. Mr. Ruan served as the head of production and finance
department and deputy head of finance bureau of China National Nuclear Company (FFB#Z T &R
7]) (later reorganized as China National Nuclear Corporation (F B T & E A 7)) from April 1988
to July 1999 as well as the director of finance and audit department and then finance and accounting
department at China National Nuclear Corporation from July 1999 to March 2008. Mr. Ruan retired in
March 2008 and was rehired as an executive commissioner of science and technology committee at
China National Nuclear Corporation from 2008 to 2015. Mr. Ruan has also been a supervisor of Seentao
Technology since June 2015. Mr. Ruan graduated from Fudan University majoring in industry economics
in July 1976. He is a senior accountant recognized by the human resources bureau of China National
Nuclear Company in December 1994. Mr. Ruan also received the special government allowance from
the State Council in 2007.
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BIOGRAPHIES OF DIRECTORS, SUPERVISORS AND
SENIOR MANAGEMENT (CONTINUED)

Mr. Ma Yongyi (B%k %), aged 54, has been a member of the Supervisory Committee and an
independent Supervisor since 27 April 2014. Mr. Ma has been working successively as the director of
the distance education centre, the director of the academic department and the director of teacher
management committee of Beijing National Accounting Institute (1t REZX &5 £63) since February
2004. He was also an independent director of Glodon Software Co., Ltd. (BEZEFRHDER AR, a
company listed on the Shenzhen Stock Exchange (stock code: 002410) from April 2008 to April 2014,
an independent director of Inner Mongolia Yuanxing Energy Co., Ltd. (AR5 & iz BaLRRHD AR A7), a
company listed on the Shenzhen Stock Exchange (stock code: 000683) from April 2009 to April 2013,
an independent director of Xiamen Comfort Science & Technology Group Co., Ltd. (BEFIZE R T
(£@E)HABER AT, a company listed on the Shenzhen Stock Exchange (stock code: 002614) from
November 2010 to March 2012, an independent director of San’an Optoelectronics Co., Ltd. (=& X E
1D BB A 7)), a company listed on the Shanghai Stock Exchange (stock code: 600703) from July 2011
to December 2013, an independent director of Cachet Pharmaceutical Co., Ltd. (= EEZRHER
7~ a]), a company listed on the Shenzhen Stock Exchange (stock code: 002462) from August 2012 to
August 2014, an independent director of Zhejiang DUNAN Avrtificial Environment Co., LTD (T /EZ AT
IRIBRD AR A R]), a company listed on the Shenzhen Stock Exchange (stock code: 002011) since April
2016, an external supervisor of China Development Bank Financial Leasing Co., Ltd. (BE & g &%
H AR F]), a company listed on the Hong Kong Stock Exchange (Stock Code: 1606), since February
2018 and an independent non-executive director of Ever Sunshine Lifestyle Services Group Limited (5K
FEEREEB AR AR, a company listed on the Hong Kong Stock Exchange (stock code: 1995)
since November 2018. Mr. Ma has been granted recognition of professor by the MOF since October
2009. He has also been a director of the Accounting Society for Foreign Economic Relations and Trade
of China (FBISIMNEEE F &2 €) since November 2010, a member of the education and training
committee of the Chinese Institute of Certified Public Accountants (B M &ztfitHp e EENIES
@) since December 2010 and a director of the Accounting Society of China (FEl& 5+ 2 &) since March
2014, respectively. Mr. Ma obtained a PhD degree in management from Central University of Finance
and Economics (3 81 4 K £2) in July 2003.

Mr. Cai Jingsheng (85 [), aged 50, has become a member of the Supervisory Committee as an
employee representative Supervisor since 17 February 2017. Mr. Cai joined the Group in April 2010 and
has been working as the manager of the commercial department of the Company. Prior to joining the
Group, Mr. Cai worked as an employee at the commercial department of Yonyou from February 1997
to March 2010. Mr. Cai graduated from Electronic Engineering United University (& TI2Et& K2 in
June 1992, majoring in radio technology and information technology system.
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BIOGRAPHIES OF DIRECTORS, SUPERVISORS AND
SENIOR MANAGEMENT (CONTINUED)

Ms. Ren Jie (f£i#), aged 40, has been a member of the Supervisory Committee as an employee
representative Supervisor since 20 April 2018. Ms. Ren joined the Group in May 2013 and has been
engaged in the work related to human resources management. She served as the recruitment manager
and the human resource business partner of the human resource department of the Company from
May 2013 to December 2015 and from January 2016 to December 2017, respectively, and has served
at the human and administration department of the Company since January 2018, responsible for the
employee performance and organizational development. Prior to joining the Group, Ms. Ren served as
a mental health teacher at Hebei Shacheng Middle School (A4t 45 &) from July 2004 to June 2005,
the chief of human resources at Yangguang Xinling Education Technology Co., Ltd. (X D BHERI A
R~ 7)) from July 2005 to June 2008, a human resources manager at Talenty International Education (&
BEFRZE) from July 2008 to March 2011 and a project manager and headhunter consultant at Beijing
Wen Hui Yong Ye Management Consultancy Co., Ltd. (1t R X#EK 2 E R A HAR A ) from April 2011
to May 2013. Ms. Ren Jie obtained her bachelor’s degree in science from Harbin Normal University (¥ 8
JERTEIAEZ) in July 2004.

SENIOR MANAGEMENT

Mr. Yang Yuchun (%), for details of Mr. Yang please refer to the biographies set out in the
“Executive Directors” of this section.

Mr. Sun Guoping (BEIF), aged 50, has been a senior vice president of the Company since 8
September 2011. He is primarily responsible for business operation of the Group. Mr. Sun joined Yonyou
in March 1995 and served as various positions including general manager of Yonyou Hangzhou branch
from December 1997 to December 2001, manager of the financial management department (81758 %
7%&EE) of Yonyou from January 2002 to December 2004, deputy general manager and sales manager of
the small management software department of Yonyou from January 2005 to December 2006, deputy
general manager of the small management software department and assistant president of Yonyou from
January 2007 to December 2009. Mr. Sun joined our Group on 19 March 2010 and served as our vice
president from 19 March 2010 to 7 September 2010. Mr. Sun graduated from Beijing Union University
majoring in computer science in July 1990 and China Europe International Business School with a
master’s degree in business administration in October 2011.
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BIOGRAPHIES OF DIRECTORS, SUPERVISORS AND
SENIOR MANAGEMENT (CONTINUED)

Ms. Gao Jin (&), aged 45, has been a senior vice president and the chief financial officer of the
Company since 28 May 2018. She is primarily responsible for the overall planning, budgetary and
financial affairs of the Group. Ms. Gao worked as a senior auditor at Ernst & Young Hua Ming from
August 1997 to September 2002. Ms. Gao joined Yonyou as the financial manager of the North China
Division in October 2002; she served as the chief financial officer of Yonyou Government Affairs Software
Co., Ltd. (ARBBEHEER AR (hereinafter referred to as “Yonyou Government Affairs”) from
August 2004 to May 2007; she served as the chief financial officer of Beijing Wecoo E-Commerce Co.,
Ltd. Qt REBEEFEBEEARAQF) from June 2007 to December 2011; she served as the deputy
general manager of the financial department of Yonyou from January 2012 to June 2012; she served as
a senior vice president and the chief financial officer of Yonyou Government Affairs from July 2012 to
April 2018. Ms. Gao graduated from Beijing Institute of Business (currently known as Beijing Technology
and Business University) with a bachelor’s degree in accounting in June 1997.

Ms. Zhang Hong (3&#I), aged 43, has been a senior vice president of the Company since 23 March
2018. She is primarily responsible for overall product planning of the Company. Ms. Zhang Hong served
as an engineer of the information department of Beijing Urban-Rural Trade Centre (1t R4 E 5 &
) from September 1996 to August 1998, and the product director of Beijing Sinovatech Network
Technology Co., Ltd. (Jt RAFHE2RLKE L BR A F]) from December 1999 to February 2003, the
product director of the northern region of Zhuhai Wanjiada Technology Co., Ltd. GRS EERBE AR A
7)) from February 2003 to September 2005. Ms. Zhang Hong joined Yonyou in October 2005 and served
as the product manager of the product management department under the small management software
division of Yonyou from October 2005 to December 2007, and then as the department manager of
the product management department under the small management software division of Yonyou from
January 2008 to December 2009. Ms. Zhang joined the Group on 19 March 2010 and has been the
product director of the Company since March 2010. She served as the vice president of the Company
from 2 February 2015 to 23 March 2018. Ms. Zhang Hong graduated from China Europe International
Business School with a master’s degree in business administration in July 2017.
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BIOGRAPHIES OF DIRECTORS, SUPERVISORS AND
SENIOR MANAGEMENT (CONTINUED)

Mr. Ru Hai (8@i8), aged 44, served as a vice president of the Company from 18 March 2016 to 15
March 2019 and has been a senior vice president of the Company since 15 March 2019. He is mainly
responsible for the channel operations centre of the Company. Mr. Ru joined Yonyou in December 1997
and served as a service engineer of the maintenance department, head of the maintenance department,
department manager of the market department, channel manager of Beijing Branch of Yonyou and
manager of Beijing office of channel department of small-sized enterprise division of Yonyou. Mr. Ru
joined the Company in March 2010 and served as the department manager of Service and Operation
Department from April 2010 to January 2011, the department manager of CRM/HR Business Department
from January to December 2011, the department manager of HR Business Department from January to
December 2012, the department manager of Cloud Business Synergy Department (17 [ 2 % 7% &8) from
January to June 2013, the nationwide business supervisor of Marketing Service Center (& §5 RS+ 1))
from July to December 2013, the manager of Beijing Division of Marketing Service Center from January
to December 2014 and the manager of Beijing-Tianjin-Hubei Division of Software Center from January to
December 2015. Mr. Ru graduated from Zhongguancun College of Software and Management (9 B8 1 &¢
FE B ERR) in September 2005 with a junior college diploma in software engineering.

Mr. You Hongtao (& &), aged 40, has been the secretary to the board of our Company since 8
September 2011, one of our joint company secretaries since 15 November 2011 and a vice president
of the Company since 2 February 2015. He is primarily responsible for organizing Board meetings
and Shareholders’ meetings, information disclosure and general compliance issues. Mr. You worked
at the office of president of Advanced Technology & Materials Co., Ltd. (ZZ=REMD B R A7) from
July 2001 to May 2008. He joined Yonyou in May 2008 and served as a senior business manager of
the office of the board from May 2008 to June 2011. In addition, Mr. You became an affiliated person
of the Hong Kong Institute of Chartered Secretaries since September 2011. Mr. You graduated from
Jiangxi University of Finance and Economics with a bachelor’s degree in law and a bachelor’s degree in
economics in July 2001 and Beijing University of Aeronautics & Astronautics with a master’s degree in
engineering in January 2012.
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Mr. Liu Zhidong (BI&®), aged 40, has been a vice president of the Company since 17 March
2017. He is primarily responsible for sales management. Mr. Liu joined Changsha Yonyou Software
Development Co., Ltd. (R A AEHEFAEER AR]) as the manager of the management department
of its subsidiary and branch in September 2002, and served as the manager of the channel marketing
department of Yonyou Hunan Branch from March 2004 to January 2005. He was transferred to the
small management software division of Yonyou in January 2005 and held various positions successively.
Mr. Liu served as the general manager of the Company’s Hunan representative office from March 2010
to January 2012, the general manager of the Company’s Central China Division from January 2012 to
January 2015, the assistant president of the Company and the general manager of the Central China
Division from January 2015 to January 2016, and the assistant president of the Company and the
general manager of the West China Division from January 2016 to January 2017. Mr. Liu graduated
from business administration department of Hunan University of Commerce with a bachelor’s degree in
management in June 2001.

Mr. Peng Zhenbin (B #EIR), aged 52, has been a vice president of the Company since 17 March 2017.
He is primarily responsible for business promotion of the channel operations centre and sales of the
divisions directly managed by the Beijing office. Mr. Peng became an agent of Yonyou’s software in
1994, joined Ningbo Yonyou Software Co., Ltd. (B F A #E {42 F]) in 1998 and joined Yonyou in 2001.
He successively held various positions in Yonyou Ningbo Branch and the small management software
division. Mr. Peng served as the general manager of Zhejiang Office of the small management software
division of Yonyou from January 2005 to December 2009, the general manager of the Company’s East
China Division from January 2010 to December 2012, the assistant president of the Company and the
general manager of the North China Division from January 2013 to December 2014, and the assistant
president of the Company and the general manager of the Zhejiang-Fujian Division from January 2015
to December 2015. Mr. Peng has been the general manager of the East China Division and the general
manager of the South Support Centre (#7350 from January 2016 to December 2018. Mr. Peng
graduated from the Correspondence College of the Party School of the Central Committee of the
Communist Party of China in June 2007, majoring in economic management, and obtained a college
diploma.
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Mr. Wang Xuejun (EBE), aged 43, has been a vice president of the Company since 23 March 2018.
He is primarily responsible for the business development operation centre of the Company. Mr. Wang
joined Yonyou as the implementation director of the Central and Southern China Division in June 2005
and joined the small management software department of Yonyou as the support director in January
2008. He held various positions in the Company, including the general manager of the small-sized
enterprise division and the general manager of T* business of the Company from March 2010 to
December 2015, the director of strategic cooperation of the Company from January 2016 to June
2017, the general manager of the Cloud Operation Centre of the Company from July 2017 to December
2017 and the general manager of the cloud-based financial operation centre of the Company from
January 2018 to December 2018. Mr. Wang graduated from Shaoyang University in 1997 and studied a
post-graduate course on business management at Jilin University from 2000 to 2002.

JOINT COMPANY SECRETARIES

Mr. You Hongtao (% ®) was appointed as one of our joint company secretaries on 15 November
2011. For his biographical details please refer to the biographies set out in the “SENIOR MANAGEMENT”
of this section.

Mr. Ngai Wai Fung (BL{E1&), aged 57, was appointed as a joint company secretary of our Company
on 15 November 2011. Mr. Ngai currently is the director and chief executive officer of SWCS Corporate
Services Group (Hong Kong) Limited, the managing director of MNCOR Consulting Limited and the
president of the Hong Kong Institute of Chartered Secretaries from 2014 to 2015. Mr. Ngai has many
years’ experiences in the position of company secretary. Mr. Ngai is a fellow member of the Hong
Kong Institute of Chartered Secretaries, a fellow member of the Institute of Chartered Secretaries and
Administrators, a member of the Hong Kong Institute of Certified Public Accountants and a fellow
member of the Association of Chartered Certified Accountants in the United Kingdom. Mr. Ngai was
appointed by the Chief Executive of the Hong Kong Special Administrative Region as a member of
the Working Group on Professional Services under the Economic Development Commission (2013-
2018) in January 2013 and appointed as a member of the Qualifications and Examinations Board
by the Hong Kong Institute of Certified Public Accountants. Mr. Ngai was appointed as an expert in
accounting consultation of the Ministry of Finance in June 2016. Mr. Ngai obtained a master’'s degree
in business administration from Andrews University of the United States in August 1992, a bachelor’s
degree (Honours) in Law from the University of Wolverhampton, the United Kingdom in October 1994, a
master’s degree in corporate finance from the Hong Kong Polytechnic University in November 2002 and
a doctorate of economics from the Shanghai University of Finance and Economics in June 2011. He is
not a full-time employee of our Company.
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REPORT OF DIRECTORS

The Board hereby presents the annual report for the year ended 31 December 2018, together with the
audited consolidated financial statements of the Group for the year ended 31 December 2018.

PRINCIPAL OPERATIONS

The core business of the Group is to provide financial and management service to MSEs via internet
technology. Details of businesses of the major subsidiaries of the Company are set out in note 1 to the
financial statements.

RESULTS

The results of the Group for the year ended 31 December 2018 and the financial information of the
Group as at 31 December 2018 are set out in the audited consolidated financial statements of this
report.

BUSINESS REVIEW

Business review during the Reporting Period and discussion on the future business development of the
Group are set out in the Chairman’s Statement on pages 7 to 10 and the Management Discussion and
Analysis on pages 11 to 16 of this annual report. Description of principal risks and uncertainties that the
Group may be confronted with and the policy responses and potential opportunities of the Group are set
out in the “Major Risks and Uncertainties” of the Management Discussion and Analysis on page 12 and
in “PROSPECT” of the Chairman’s Statement on pages 9 to 10 of this annual report, while financial risk
management objectives and policies of our Group are set out in the note 32 to the financial statements.
As at the Latest Practicable Date, the Group had no significant disclosable events after the Reporting
Period. Performance analysis of the Group within the year based on key financial performance indicators
are set out in the Management Discussion and Analysis on pages 17 to 24 of this annual report. Policy
and performance in relation to environmental protection of the Group are contained in this Report of
Directors on page 60 and the 2018 Environmental, Social and Governance Report to be published
by the Company. Information related to investor relationship are set out in the Corporate Governance
Report on pages 83 to 84, and compliance with relevant laws and regulations that have a significant
impact on the Group are set out in this Report of Directors on page 59. Explanation on the relationship
between the Company and its employees, customers, suppliers and those who have a significant impact
on the Group are set out in the “EMPLOYEE AND ORGANIZATION GUARANTEE”, “REMUNERATION
POLICY”, “PENSION SCHEME”, “EMPLOYEE TRUST BENEFIT SCHEME” and “MAJOR CLIENTS AND
SUPPLIERS” of this Report of Directors as well as the 2018 Environmental, Social and Governance
Report to be published by the Company.
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SHARE CAPITAL
The share capital structure of the Company as at 31 December 2018 is as follows:
Approximate

percentage of
Number of the total issued

Class of Shares Shares share capital
Domestic Shares 162,181,666 74.68%
H Shares 55,000,000 25.32%
Total 217,181,666 100%

ISSUE OF NEW SHARES AND DEBENTURES

The Company did not issue any new shares or debentures for the year ended 31 December 2018.

DIVIDEND POLICY AND DISTRIBUTION OF ANNUAL DIVIDENDS FOR THE
YEAR 2018

Reference is made to the announcement of the Company dated 15 March 2019, in relation to the
adoption of dividend policy as approved by the Board on 15 March 2019. The payment of the dividend
by the Company shall be subject to the Companies Law, the Listing Rules, the Articles of Association
and any restrictions under any other applicable laws, rules and regulations. The Company shall seek
opinions of the shareholders of the Company, in particular, the minority shareholders, and independent
non-executive Directors as sufficiently as possible, prioritize a reasonable return to the investors while
giving full consideration to the sustainable development of the Company. In deciding whether to propose
a dividend and in determining the dividend amount, the Company shall mainly take into account, inter
alia:

(1) the Group’s operating conditions and market environment;

2) the Group’s general financial position;

(3) the actual and future operating and liquidity capital of the Group;

(4) after-tax profit and the distributable profits of the Company and the Group;
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5) the Group’s development plans and expected working capital requirements;
(6) the expectations of the Shareholders and investors and the industry practices;
(7) the continuity and stability of the dividend distribution policy; and

(8) any other factors that the Board of the Company deems appropriate.

A Board meeting was held on 15 March 2019, at which the relevant resolution was passed to
recommend the payment of a final dividend of RMB0.46 per share (tax inclusive) for the year ended
31 December 2018 (2017: nil) with a total of approximately RMB99.90 million (2017: nil). The profit
distribution proposal shall be subject to approval by the Shareholders at the forthcoming 2018 annual
general meeting. During the Reporting Period, there is no arrangement made by any Shareholder on
waiving or agreeing to waive any dividends. The final dividend for the year ended 31 December 2018 is
expected to be paid to the Shareholders whose name appeared on the Company’s share register on
Saturday, 8 June 2019 on 18 July 2019.

TAXATION

As stipulated by the Notice on Issues relating to Enterprise Income Tax Withholding over Dividends
Distributable to Their H-share Shareholders who are Overseas Non-resident Enterprises by Chinese
Resident Enterprises published by the State Administration of Taxation (Guoshuihan [2008] No. 897)
(KEARFREERECEMBIIMBIEERECERRTRERERMNANBEEMSHE AR ERE)) (B K
[2008]8975%), when Chinese resident enterprises distribute annual dividends for the year 2008 and years
thereafter to their H-share shareholders who are overseas non-resident enterprises, enterprise income
tax shall be withheld at a uniform rate of 10%. According to this, the Company is required to withhold
corporate income tax at the rate of 10% before distributing the final dividend to overseas non-resident
enterprise Shareholders as appeared on the H share register of members of the Company. Any shares
registered in the name of the non-individual registered Shareholders, including HKSCC Nominees
Limited, other nominees, trustees or other groups and organizations, will be treated as being held by
non-resident enterprise shareholders and therefore their dividends receivables will be subject to the
withholding of the corporate income tax.

Pursuant to the applicable provisions of the PRC Individual Income Tax Law ({ ##E A R LA B & A Fr
B%i7%)) and their implementation regulations and the Announcement of the State Administration of
Taxation in relation to the Administrative Measures on Preferential Treatment Entitled by Non-residential
Taxpayers under Tax Treaties (Announcement issued by State Administration of Taxation [2015] No. 60)
(KERBBERDEARNEMEERAMAZIRBMHBEFBERWE-NDE)(BERHBEBD R E2015F
%£605%)) (‘Notice of Tax Treaty”), the Company will implement the following arrangements in relation to
the withholding of individual income tax for the individual shareholders of H Shares:
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For individual shareholders of H Shares who are Hong Kong or Macau residents or whose country (region)
of domicile is a country (region) which has entered into a tax treaty with the PRC stipulating a tax rate
of 10%, the Company will withhold individual income tax at the rate of 10% on behalf of the individual
shareholders of H Shares in the distribution of final dividend;

For individual holders of H shares whose country (region) of domicile is a country (region) which has
entered into a tax treaty with the PRC stipulating a tax rate of less than 10%, the Company shall
temporarily withhold individual income tax at the rate of 10% on behalf of the individual holders of H
shares in the distribution of final dividend. If the relevant individual holders of H shares wish to reclaim
the extra amount withheld, the Company can apply for the relevant preferential treatment on behalf of
them pursuant to the Notice of Tax Treaty provided that eligible shareholders submit power of attorney
and all application materials required by the Notice of Tax Treaty to the Register at the Company’s H
share register, Computershare Hong Kong Investor Services Limited, in a timely manner; The Company
will assist with the tax refund after the approval of the competent tax authority;

For individual holders of H shares whose country (region) of domicile is a country (region) which has
entered into a tax treaty with the PRC stipulating a tax rate of over 10% but less than 20%, the Company
shall withhold individual income tax at the agreed actual rate in accordance with the relevant tax treaty
on behalf of such individual shareholders of H Shares in the distribution of final dividend; For individual
holders of H shares whose country (region) of domicile is a country (region) which has entered into a tax
treaty with the PRC stipulating a tax rate of 20%, or which has not entered into any tax agreement with
China, or otherwise, the Company shall withhold the individual income tax at a rate of 20% on behalf of
such individual shareholders of H Shares in the distribution of final dividend.

The Company will implement the above-mentioned arrangements in relation to the withholding of

individual income tax for the individual shareholders of H Shares, subject to arrangements as otherwise
required by tax authorities.

PUBLIC FLOAT

As at the Latest Practicable Date, based on the available public information of the Company, so far as
the Directors are aware of, the Company has met the requirements of public float under the Rule 8.08 of
the Listing Rules.
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DIRECTORS AND SUPERVISORS

The table below sets out certain information of Directors and Supervisors during the Reporting Period
and as at the Latest Practicable Date:

Name Position

Wang Wenjing (£ X &) Chairman, non-executive Director
Wu Zhengping (R ) Non-executive Director

Zeng Zhiyong (B £ 58) Executive Director, vice chairman
Yang Yuchun ({5 %) Executive Director, President

Chen, Kevin Chien-wen (fR#X)  Independent Non-executive Director

Lau, Chun Fai Douglas (F1£#8) Independent Non-executive Director

Chen Shuning (B 7) Independent Non-executive Director

Guo Xinping (ZFF7F) Chairman of the Supervisory Committee, Shareholder representative
Supervisor

Zhang Peilin (E15#) Shareholder representative Supervisor

Ruan Guangli (Bt 37) Independent Supervisor

Ma Yongyi (557K %) Independent Supervisor

Cai Jingsheng (2 7 §5) Employee representative Supervisor

Ren Jie ({E)&)er Employee representative Supervisor

The personal information of Directors and Supervisors is set out in the section headed “BIOGRAPHIES
OF DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT”.

Note: Mr. Deng Xuexin resigned from his position as an employee representative Supervisor of the Company
due to other work arrangement with effect from 20 April 2018. As elected and approved at the employee
representative meeting of the Company, Ms. Ren Jie replaced Mr. Deng Xuexin as an employee representative
Supervisor of the Company with effect from 20 April 2018. For details, please refer to the announcement of
the Company dated 20 April 2018.
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DISCLOSURE OF INTERESTS

Interests and short positions of Directors, Supervisors and the chief executive in
the Shares, underlying Shares and debentures of the Company and its associated

corporations

As at 31 December 2018, the interests or short positions of the Directors, Supervisors and the
chief executive in the Shares, underlying Shares and debentures of the Company and its associated

corporations (within the meaning of Part XV of the SFO) which will be required to be notified to the

Company and the Hong Kong Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO

(including interests or short positions which they were taken or deemed to have under such provisions

of the SFO) or which will be required, pursuant to section 352 of the SFO, to be entered in the register
referred to therein, or which will be required, pursuant to the Model Code to be notified to the Company
and the Hong Kong Stock Exchange are as follows:

Name of Directors/
Supervisors

Directors
Mr. Wang

Mr. Wu Zhengping”

Mr. Zeng®
Mr. Yang Yuchun

Supervisors
Mr. Guo Xinping®

Mr. Zhang Peilin

Nature of interest

Interest in a controlled
corporation®
Interest in a controlled
corporation®
Interest in a controlled
corporation
Interest in a controlled
corporation
Beneficial owner
Interest in a controlled
corporation
Beneficial owner

Interest in a controlled
corporation
Beneficial owner

Interest in a controlled
corporation
Beneficial owner

Relevant corporation
(including associated

corporation)

the Company
Yonyou

Happiness
Investment®
Yonyou Chuangxin
Investment®
Yonyou'
Yonyou®

Happiness
Investment®
the Company

Yonyou“

Yonyou'

Yonyou'

Chanjet Information Technology Company Limited

Number and class
of underlying
shares of

the relevant
corporation
(including
associated
corporation) held

156,031,210
Domestic Shares
853,178,645 shares
N/A(5)

N/A®

1,105,000 shares
52,660,000 shares

N/A[i)

533,056
Domestic Shares
35,010 shares

87,069,500 shares

1,436,177 shares

Approximate
percentage of
shareholdings in
the total share
capital of the
Company/relevant
corporation
(including
associated
corporation)”
71.84%

44.53%

60%"°!

100%"

0.06%
2.75%

15%"
0.25%

0.00%

4.54%

0.07%

Approximate
percentage of
shareholdings in
the relevant class
of share capital of
the Company®
96.21%

N/A

N/A

N/A

N/A
N/A

N/A
0.33%

N/A

N/A

N/A



REPORT OF DIRECTORS (CONTINUED)

Notes:

(1) The calculation is based on the total number of 217,181,666 Shares in issue of the Company as at 31
December 2018.

) The calculation is based on the total number of 162,181,666 Domestic Shares in issue of the Company as at
31 December 2018.

(3) Mr. Wang is the beneficial owner of 100%, 85.14% and 76.26% equity interest of Beijing Yonyou Technology
Co., Ltd. bt A AR ER A7), Shanghai Yonyou Consultant Co., Ltd. (E8AREHHRBRAF) and
Beijing Yonyou Enterprise Management Research Co., Ltd. (It R KM EE IR AR A 7)), respectively,
which in turn holds approximately 28.45%, 12.11% and 3.97% of the issued shares of Yonyou, respectively.
Therefore, Mr. Wang is deemed to be interested in the Shares held by Yonyou.

(4) Yonyou is the holding company of the Company and therefore an associated corporation of the Company.
As at 31 December 2018, Yonyou held 156,031,210 Domestic Shares which accounted for approximately
71.84% of the total share capital of the Company.

5) Happiness Investment is a limited liability company incorporated in the PRC with a total registered capital of
RMB6.25 million and does not have any issued shares under the PRC laws. As the shareholding percentage
of Yonyou in Happiness Investment was 60%, Happiness Investment is deemed as a controlled corporation of
Mr. Wang. In addition, the shareholding percentage of Mr. Wu Zhengping in Happiness Investment was 15%.
Happiness Investment holds 670,784 Domestic Shares, representing approximately 0.31% of the total share
capital of the Company.

(6) Yonyou Chuangxin Investment is a limited partnership incorporated in the PRC with the total amount of
subscription and capital contribution of RMB230 million and does not have any issued shares under the PRC
laws. Yonyou Chuangxin Investment is owned by Yonyou and Happiness Investment as to 99% and 1%,
respectively. Therefore, Yonyou Chuangxin Investment is deemed as a controlled corporation of Mr. Wang.
Yonyou Chuangxin Investment holds 5,627,952 Domestic Shares, representing approximately 2.59% of the
total share capital of the Company.

(7) Mr. Wu Zhengping directly holds 1,105,000 shares of Yonyou. Meanwhile, he is the beneficial owner of
80% equity interest of Gonggingcheng Youfu Investment Management Partnership Enterprise (LLP) (£ &
HEEBHREEEABME(ARAE) (“Gonggingcheng Youfu”) which in turn holds 2.75% of the issued
shares of Yonyou. Therefore, Mr. Wu Zhengping is deemed to be interested in the shares of Yonyou held by
Gonggingcheng Youfu.
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Mr. Zeng is a general partner of Tongyun Jitian Investment and Huicai Juneng Investment and has a
beneficial interest in the above limited liability partnership as to approximately 9.50% and 2.63%, respectively.
Therefore, by virtue of Part XV of SFO, Mr. Zeng is deemed to be interested in the Domestic Shares held by
Tongyun Jitian Investment and Huicai Juneng Investment in the Company, respectively.

Mr. Guo Xinping is the beneficial owner of 90% equity interest of Shanghai Yibei Management Consulting
Co., Ltd. (/8= BEEEZM AR F]) (“Shanghai Yibei”), which in turn holds 4.54% of the issued shares
of Yonyou. Therefore, Mr. Guo Xinping is deemed to be interested in the shares of Yonyou held by Shanghai
Yibei.

Among the 1,436,177 shares of Yonyou which Mr. Zhang Peilin is interested in, 259,998 shares were granted
by Yonyou under a share option scheme, and the registration for underling shares granted was completed
on 4 August 2017. Mr. Zhang Peilin may exercise his option at the price of RMB12.10 in accordance with the
relevant arrangement of the share option scheme during the period from 5 August 2019 to 3 August 2021.

Directors’ and Supervisors’ rights in the subscription of Shares or debentures

As at 31 December 2018, Directors Mr. Zeng Zhiyong and Mr. Yang Yuchun, and Supervisor Mr. Cai
Jingsheng had trust benefit units under the Employee Trust Benefit Scheme. For details, please refer to
“EMPLOYEE TRUST BENEFIT SCHEME” in this Report of Directors.

Save as disclosed above, no right to subscribe for the Shares in or debentures of the Company or other

corporations was granted by the Company, subsidiaries of the Company, the parent Company and/or

its subsidiaries to any Director, Supervisor of the Company or their respective spouses or children aged

under 18, and no such rights to subscribe the above Shares or debentures were exercised by them.
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Interests and short positions of the Substantial Shareholders in the Shares and

underlying Shares of the Company

As at 31 December 2018, as indicated on the register of interests and/or short positions required to

be maintained pursuant to Section 336 of Part XV of the SFO, the substantial Shareholders (other than

Directors, Supervisors and the chief executive of the Company) had the following interests and/or short

positions in the Shares or underlying Shares of the Company:

Name of
Shareholders

Mr. Wang®

Yonyou®

UBS Group AG

Number and class
of Shares held™

156,031,210
Domestic Shares
149,732,474
Domestic Shares
6,298,736
Domestic Shares
Total: 156,031,210
Domestic Shares
7,696,100

H Shares (L)
145,600

H Shares (S)

2,200 H Shares (L)
Total: 7,698,300

H Shares (L)
145,600 H Shares (S)

Nature of interest

Interest in a controlled
corporation
Beneficial owner

Interest in a controlled
corporation

Interest in a controlled
corporation

Interest in a controlled
corporation

Interest in a guarantor

Approximate
percentage of
shareholdings in
the total share
capital of the
Company®?

71.84%

71.84%

3.54%

0.07%

Approximate
percentage of
shareholdings in
the relevant class
of Share®

96.21%

96.21%

14.00%

0.26%
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Notes:
(1) (L) — long position; (S) — short position.
2) The calculation was based on the total number of 217,181,666 Shares in issue as at 31 December 2018.

3) The calculation was based on the number of 162,181,666 Domestic Shares in issue and 55,000,000 H
Shares in issue as at 31 December 2018, respectively.

(4) As at 31 December 2018, Mr. Wang was the beneficial owner of 100%, 85.14% and 76.26% equity interest of
Beijing Yonyou Technology Co., Ltd. 3t A EHE B R A 5]), Shanghai Yonyou Consultant Co., Ltd. (/8
EERIE AR QD F) and Beijing Yonyou Enterprise Management Research Co., Ltd. (it AR M EE IR
FrA R A al), respectively, which in turn held approximately 28.45%, 12.11% and 3.97% of the issued shares
of Yonyou, respectively. Therefore, Mr. Wang was deemed to be interested in the Shares held by Yonyou.

5) As at 31 December 2018, Yonyou directly held 149,732,474 Domestic Shares and indirectly held 6,298,736
Domestic Shares through Happiness Investment and Yonyou Chuangxin Investment, respectively. As
Happiness Investment and Yonyou Chuangxin Investment were both controlled corporations of Yonyou,
Yonyou was deemed to be interested in the Domestic Shares held by Happiness Investment and Yonyou
Chuangxin Investment.

Save as disclosed above, as at 31 December 2018, so far as the Directors, Supervisors and the chief
executive of the Company are aware of, no other persons have any interests and/or short positions in
the Shares or underlying Shares which were required, pursuant to Section 336 of Part XV of the SFO, to
be recorded in the register kept under such provisions.

MAJOR CLIENTS AND SUPPLIERS

As the Group is generally not engaged in direct sales of software products to end users, and its channel
partners are the direct clients of software business. The Group has formulated a system for its channel
partners, with which, the Group manages its channel partners in a standardized way, and has established
long-term and stable cooperation relationships with them. As the consolidated turnover from the five
largest clients of the Group was less than 30% of the total turnover of the Group in 2018, the Group
is not subject to the risk of relying on major clients. Except for a few of the clients who are granted an
average trade credit term around 90 days by the Group, other clients are required to make payment in
advance.
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For the year ended 31 December 2018, the total purchases made by the Group from the five largest
suppliers amounted to RMB12.27 million, accounting for 46.53% of the total purchases of the year. In
particular, the purchases from the largest supplier amounted to RMB4.23 million, accounting for 16.04%
of the total purchases of the year. To the best knowledge of the Directors, none of the Directors,
Supervisors nor their associates or any Shareholders (who to the knowledge of the Board owns 5% or
more share capital of the Company) was interested in the five largest suppliers of the Group.

USE OF PROCEEDS

The Company’s H Shares were listed and commenced trading on the Hong Kong Stock Exchange on
26 June 2014, from which the Company raised proceeds totaling HK$900.90 million. After deducting
relevant expenses of issuance, the net proceeds was HK$854.96 million. The Company disclosed in the
Prospectus that the net proceeds raised from the listing had been planned to be used for the following
purposes within two years. To the extent that the net proceeds are not immediately applied to the
purposes below, the Company intends that such proceeds will be placed in short-term interest-bearing
instruments or money market funds with licensed banks or financial institutions in the PRC or Hong
Kong.

According to the use of proceeds disclosed in the Prospectus of the Company, the actual usage as at
31 December 2018 are detailed as follows:

Budgeted Actual amount Unutilized

Planned use amount used amount
HK$ HK$ HKE

For the R&D and marketing of the T+ series Approximately Approximately Approximately
software products 290.69 million 276.36 million 14.33 million
For the R&D of our cloud platform and Approximately Approximately Approximately
innovative application products 194.08 million 1983.33 million 0.75 million
To support the marketing and operation of our Approximately Approximately Approximately
cloud services 199.21 million 141.55 million 57.66 million
To acquire relevant business and assets Approximately Approximately Approximately
compatible with our business strategies 85.49 million 4.66 million 80.83 million
To fund our general working capital Approximately Approximately Approximately
85.49 million 85.07 million 0.42 million

Total Approximately Approximately Approximately
854.96 million 700.97 million 153.99 million
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As at 31 December 2018, the unutilized proceeds of the Company are primarily for acquisition of
relevant business and assets compatible with our business strategies and the balance from promotion
and operation of the cloud services, mainly due to the fact that the Company currently does not identify
any relevant business and assets compatible with our business strategies, and also makes arrangement
of expenses used for promotion and operation of the cloud services according to its business strategies
as appropriate. The unutilized balance of the net proceeds has been deposited into the reputable banks
in Hong Kong and the PRC, the Company will continue to utilize it in accordance with the planned usages
of the proceeds as disclosed in the Prospectus.

PURCHASE, SALE OR REDEMPTION OF THE COMPANY’S LISTED SECURITIES

For the year ended 31 December 2018, neither the Company nor any of its subsidiaries purchased, sold
or redeemed any listed securities of the Company.

PROPERTY, PLANT AND EQUIPMENT

For the year ended 31 December 2018, the new property, plant and equipment of the Group amounted
to RMB0.97 million (2017: RMBO0.43 million). Details of the movements are set out in note 12 to the
financial statements.

DISTRIBUTABLE RESERVES

As at 31 December 2018, the Company had RMB116.16 million reserves available for distribution (31
December 2017: RMBO0.79 million).

EMPLOYEE AND ORGANIZATION GUARANTEE

As at 31 December 2018, the Group had 929 employees in total (31 December 2017: 802 employees).
The Group has made multiple efforts to support the business strategy designed to achieve economies
of scale of cloud service business and cost-effective growth of software business. In terms of staffing,
the Group increased the proportion of cloud operation and R&D personnel. In terms of staff cultivation
and development, the Group continued improving training system for new staff and pushed forward the
cultivation of staff of all levels and functions so as to guarantee the availability of back-up personnel for
key positions, the job rotation it advocated also made young and capable personnel stand out. In terms
of staff retention and motivation, the Group optimized and perfected the medium-term and long-term
incentive mechanism in order to attract, motivate and retain core personnel.
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TRAINING PROGRAMS

In pursuance with the Training Management Policy, the Group has established a training system
integrating internal and external training to develop the post competencies of employees and boost their
growth and development.

The Group has set up “Chanjet School (3£ %), an internal training platform which, on the basis of the
Group’s development strategy and research findings on training needs, offers trainings at different levels
on professional quality and standards, professional knowledge and regulations, general technology and
ability, leadership and other aspects for employees of different business lines and posts. Meanwhile,
relying on the teachers of “Yonyou University (FH/Z X£)”, the Company provides more diversified training
courses for employees.

The Group has engaged external professional mentors to provide training for employees and dispatched
employees to attend non-curricula education on professional skills and on-the-job curricula education,
etc. to help employees get access to cutting-edge technologies and improve professional literacy
and comprehensive skills. At the same time, the Group actively encourages employees to acquire
qualification certifications in job-related areas; priority is given for approval of the training applications for
qualification certifications within a certain scope, and the related training expenses will be reimbursed.

In 2018, the Group introduced the online UMU learning platform to provide employees with training
courses on professional and general skills to help their learning and growth; the Group launched
customized training courses such as new staff training, debate and speech skills training, etc., and
also held internal sharing activities regularly; the Group invested a total of RMB432,600 in training
and education, realizing 12,748 training hours with a participation rate of 100% and an average of
approximately 13.72 hours of training per employee.

2018 ANNUAL REPORT

47



48

REPORT OF DIRECTORS (CONTINUED)

REMUNERATION POLICY

A Remuneration and Appraisal Committee was established under the Board, which is mainly responsible
for reviewing the appraisal on and remuneration of the Directors and senior management, and providing
advice and recommendations. Directors (other than independent non-executive Directors) and
Supervisors (other than independent Supervisors) do not receive any remuneration from the Company
for their directorships or supervisorships. The allowances of independent non-executive Directors and
independent Supervisors are considered and determined at the general meeting of the Company. Each
independent non-executive Director is entitled to receive an allowance of RMB150,000 (tax inclusive)
per year while each independent Supervisor is entitled to receive an allowance of RMB80,000 (tax
inclusive) per year. The Remuneration and Appraisal Committee will consider the remunerations of
senior management and then proposed to the Board for approval. Such remunerations are determined
mainly based on the position value, remuneration condition in the market, individual ability as well as the
operating results and performance target of the Company.

Remuneration of the staff of the Company is determined by taking into consideration their respective
rank of positions, segment, business line, region, etc. Remuneration of the staff includes basic salary,
performance-based salary and allowance. Staff’s salary comprises basic salary and performance-based
salary. In particular, basic salary is payable monthly while performance-based salary is payable in
appropriate forms based on each appraisal period and specific management requirements of the
Company pursuant to the relevant laws and regulations of the PRC. Allowance comprises wage subsidy,
supplementary subsidy, special allowance and welfare benefits, etc. The Company has paid housing
fund and social insurance for its employees on a monthly basis in compliance with relevant national and
local laws and regulations regarding labor and social security. In particular, social insurance includes
pension insurance, medical insurance, unemployment insurance, maternity insurance and occupational
injury insurance, etc. During the Reporting Period, details of the remuneration of the staff charged of
the Group were set out in the note 6 to the financial statements. In order to attract, retain and motivate
key talents needed for the achievement of the Company’s strategic objectives, the Company has also
adopted the Employee Trust Benefit Scheme. For details please refer to “EMPLOYEE TRUST BENEFIT
SCHEME” as set out in the Report of Directors.

PENSION SCHEME

Details of pension scheme of the Group are set out in note 2.4 and note 6 to the financial statements.
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EMPLOYEE TRUST BENEFIT SCHEME

The Company adopted the Employee Trust Benefit Scheme at the annual general meeting convened on
8 June 2015. This Scheme is a long-term incentive scheme designed for the Scheme participants of the
Company and its subsidiaries, with Domestic Shares and/or H Shares as target shares, trust beneficial
right subject to effective conditions as incentive tool and trust benefit units determined by the trustees
as unit of measurement. This Scheme has been amended at the annual general meeting convened by
the Company on 18 May 2016. For details about the specific terms of and amendments to the Scheme,
please refer to the announcements of the Company dated 13 April 2015, 8 June 2015, 31 March 2016
and 18 May 2016, and the circulars of the Company dated 23 April 2015 and 29 April 2016.

On 30 March 2018, the Board considered and approved the resolutions in relation to the second
unlocking of the trust benefit units under the second grant pursuant to the Scheme, and according
to the resolutions, save and except for some scheme participants under the second grant who had
terminated or released his/her labor contract with the Company (which have disqualified themselves as
scheme participants) and some scheme participants whose individual performance standard has not
been achieved on his/her annual performance appraisal for the year immediately prior to the unlocking
day, the unlocking conditions of the remaining scheme participants under the second grant to unlock
30% of their trust benefit units were fulfilled on 31 March 2018.

On 5 June 2018, the Board considered and approved the resolutions in relation to the first unlocking of
trust benefit units under the fourth grant pursuant to the Scheme, and according to the resolutions, save
and except for some scheme participants under the fourth grant who had terminated or released his/
her labor contract with the Company, which have disqualified themselves as scheme participants, the
unlocking conditions of the remaining scheme participants under the fourth grant to unlock 30% of their
trust benefit units were fulfilled on 5 June 2018.

On 15 June 2018, the Board considered and approved the resolutions in relation to the third unlocking
of the trust benefit units under the initial grant pursuant to the Scheme, and according to the resolutions,
save and except for some scheme participants under the initial grant who had terminated or released
his/her labor contract with the Company, which has disqualified themselves as scheme participants, the
unlocking conditions of the remaining scheme participants under the initial grant to unlock 40% of their
trust benefit units were fulfilled on 16 June 2018.
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On 6 December 2018, the Board considered and approved the resolutions in relation to the second
unlocking of the trust benefit units under the third grant pursuant to the Scheme, and according to the
resolutions, save and except for some Scheme participants under the third grant who had terminated
or released his/her labor contract with the Company, which has disqualified themselves as Scheme
participants, the unlocking conditions of the remaining Scheme participants under the third grant to
unlock 30% of their trust benefit units were fulfilled on 6 December 2018.

For details about the implementation of the Scheme during the Reporting Period, please refer to the
announcements of the Company dated 30 March 2018, 5 June 2018, 15 June 2018 and 6 December
2018.

As at 31 December 2018, trust benefit units of Directors and Supervisors are set out as follows:

Proportion of the trust
benefit unit granted to
the total trust benefit
units granted

Name Position in the initial grant
Zeng Zhiyong Executive director, vice chairman of the Board 11.51%
Cai Jingsheng Supervisor 0.12%

Proportion of the trust
benefit unit granted to
the total trust benefit
units granted

Name Position in the re-grant
Yang Yuchun Executive director, president 47.55%
Cai Jingsheng Supervisor 0.49%

As at the end of the Reporting Period, the actual amount of proceeds used by the Company for the
Employee Trust Benefit Scheme was approximately HK$74.93 million.
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REMUNERATION OF DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT

Details of the remunerations of Directors, Supervisors and the chief executive of the Company are set
out in note 8 to the financial statements. The remuneration of other persons who served as the senior
management of the Company during the Reporting Period was within the following ranges:

2018 2017

(person) (person)

RMB1 million or below 6 8
RMB1 million to RMB2 million (inclusive) 4 3
RMB2 million to RMB3 million (inclusive) 1 -
Total 11 11

Trust benefit units were granted to the above staff in respect of their services under the Scheme of the
Group, further details of which are set out in note 26 to the financial statements. The equity-settled
share-based payment expense relating to the trust benefit units granted to such senior management
staff were approximately RMB7,108,000 (2017: RMB8,482,000).

SERVICE CONTRACTS WITH DIRECTORS AND SUPERVISORS

The Company has entered into service contracts with all Directors and Supervisors, with the maximum
term of three years. No service contract that cannot be terminated by the Group within one year without
paying any compensation (other than the statutory compensation) was entered or is to be entered into
between Directors or Supervisors and members of the Group.

DIRECTORS’ AND SUPERVISORS’ INTERESTS IN TRANSACTION,
ARRANGEMENT OR CONTRACTS

Save as disclosed in the section headed “CONNECTED TRANSACTION” and note 29 to the financial
statements in this Report of Directors, no material transaction, arrangement or contracts relating to
the business of the Group, to which the Company or any of its subsidiaries was a party and in which
Directors and/or Supervisors (or entities connected to such Directors and/or Supervisors) had material
interest, either directly or indirectly, subsisted at the end of the year or at any time during the year.
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MANAGEMENT CONTRACTS

During the Reporting Period, the Company did not enter into nor had any contracts in relation to the
management of the entire or substantial business of the Company.

CONTROLLING SHAREHOLDERS’ INTERESTS IN MATERIAL CONTRACTS

Save as disclosed in the “CONNECTED TRANSACTION” in this Report of Directors, during the Reporting
Period, neither the Company nor any of its subsidiaries has entered into any material contract with
the controlling Shareholders (as defined in the Listing Rules) or any of its subsidiaries. And there is no
entering into of any material contract in respect of the services provided by the controlling Shareholders
or any of its subsidiaries to the Company or any of its subsidiaries.

PERMITTED INDEMNITY PROVISIONS

During the Reporting Period and as at the Latest Practicable Date, the Company has arranged
appropriate liability insurance for Directors and Supervisors concerning the relevant legal action they
may be faced with. Apart from that, no permitted indemnity provision which benefits any of the Directors
or Supervisors was in force or is currently in force (whether made by the Company or otherwise) or the
directors or supervisors of an associated corporation of the Company (if made by the Company).

DONATIONS

During the Reporting Period, no donation was made by the Company (2017: nil).

NON-COMPETITION UNDERTAKINGS

References are made to the announcements dated 21 October 2016 and 30 December 2016 and the
circular of the Company dated 11 November 2016, in relation to the disposal and capital increase of
Chanjet Payment, proposed amendments to the Non-Competition Agreement and the Confirmation.
Given that the Company’s controlling shareholding in payment service business will be transferred to
Yonyou upon the completion of the disposal and capital increase of Chanjet Payment, the Company,
Yonyou and Mr. Wang Wenjing proposed to enter into the supplemental non-competition agreement
and the Confirmation shall be amended to the effect that payment service business shall be excluded
from the restricted business under the Non-Competition Agreement and the relevant undertakings made
by Yonyou under the Confirmation. Such proposed amendments were approved at the extraordinary
general meeting of the Company held on 30 December 2016.
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Independent non-executive Directors have reviewed the compliance of the Non-Competition Agreement
and its supplemental agreement by Yonyou, the controlling Shareholder, and Mr. Wang (collectively,
the “Covenantors”) as well as the compliance of the Confirmation (defined as below) and the amended
Confirmation by Yonyou and its associates (other than the Company and its subsidiaries).

Independent non-executive Directors have confirmed that, the Covenantors have been in compliance
with the terms of such agreements from 1 January 2018 to 31 December 2018. Details of which are set
out as follows:

Non-Competition Agreement and its supplemental agreement

In order to protect the interests of the Company and its Shareholders as a whole, the Covenantors and
their respective associates (other than the Company and its subsidiaries) made the following declarations
to the Company:

1. The Covenantors entered into the Non-Competition Agreement with the Company in favor of
the Company’s interest on 17 February 2014 pursuant to which, including but not limited to
(among other things), save for the exceptions stipulated in the Non-Competition Agreement,
the Covenantors will not and will use their best endeavors to procure their associates shall not,
directly or indirectly, at any time during the relevant period, carry out, be engaged in, invest in,
participate in, attempt to participate in, render any services to, provide any financial support to or
otherwise be involved in or interested in, whether alone or jointly with other persons and whether
directly or indirectly or on behalf of or to assist or act in concert with any other person, any
business in competition or will compete or may compete, directly or indirectly, with the restricted
business. In addition, for the existing and future restricted businesses, the Covenantors will
provide the Company with pre-emptive rights and the options for acquisition;

2. The Covenantors and the Company entered into the supplemental non-competition agreement on
21 October 2016, pursuant to which, the payment service business shall be excluded from the
scope of restricted business under the Non-Competition Agreement;

3. The Covenantors confirmed that, from 1 January 2018 to 31 December 2018, the Covenantors
and their respective associates (other than the Company and its subsidiaries) completely complied
with and implemented the provisions of the Non-Competition Agreement and its supplemental
agreement, and did not infringe any provisions of the Non-Competition Agreement and its
supplemental agreement under any circumstances; and

4, The Covenantors have provided all necessary information to the independent non-executive

Directors for their inspection on the implementation of the Non-Competition Agreement and its
supplemental agreement.
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Confirmation

In order to guarantee the interests of the Company and its Shareholders as a whole, Yonyou and
its associates (other than the Company and its subsidiaries) made the following declarations to the
Company:

1. In order to avoid any existing or potential competition, on 11 April 2014, Yonyou issued a written
confirmation (the “Confirmation”) in relation to cloud service business and payment business that
(i) neither Yonyou nor any of its associates (other than through the Company) invest in, is engaged
in, operate or participate in, or will be engaged in, operate or participate in, directly or indirectly,
the public cloud platform and cloud services designed for MSEs; and (i) neither Yonyou nor any
of its associates (other than through the Company and its subsidiary, Chanjet Payment) invest in,
is engaged in, operate or participate in, or will engage in, operate or participate in, directly and
indirectly, any business that competes or may compete with the payment services of non-financial
institutions as defined under the Measures for the Administration of Payment Services of
Non-Financial Institutions ({ 3E & BB RIS E R HPH%)), as amended from time to time);

2. On 21 October 2016, Yonyou amended the Confirmation to the effect that payment service
business shall be excluded from the relevant undertakings made by Yonyou under the
Confirmation;

3. Yonyou confirmed that from 1 January 2018 to 31 December 2018, Yonyou and its associates
(other than the Company and its subsidiaries) completely complied with and implemented the
provisions of the Confirmation, and did not infringe any provisions of the Confirmation under any
circumstances; and

4. Yonyou has provided all necessary information to the independent non-executive Directors for
their inspection on the implementation of the Confirmation.

The Board has received annual declarations from the Covenantors for their compliance and execution of

Non-Competition Agreement and its supplemental agreement, and Yonyou and its associates (excluding
the Company and its subsidiaries) for their compliance and execution of the Confirmation.
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CONNECTED TRANSACTIONS

Non-exempt connected transactions

Sale Domestic Shares for the implementation of the Employee Trust Benefit Scheme

To implement the Employee Trust Benefit Scheme of the Company, the Company entrusted
the trustee to sell to or purchase from, domestic shareholders or secondary market, the Target
Shares.

As certain scheme participants applied for exercising their trust beneficial rights, on 28 May
2018, National Trust, entrusted by the Company, entered into the Equity Transfer Agreement
with Yonyou Chuangxin Investment, pursuant to which National Trust agreed to sell 550,000
Domestic Shares of the Company held by National Trust to Chuangxin Investment at an aggregate
consideration of RMB5,401,000; on 6 December 2018, National Trust, entrusted by the Company,
entered into the Equity Transfer Agreement with Yonyou Chuangxin Investment, pursuant to
which National Trust agreed to sell 250,000 Domestic Shares of the Company held by National
Trust to Chuangxin Investment at an aggregate consideration of RMB2,170,000; on 6 December
2018, Hwabao Trust, entrusted by the Company, entered into the Equity Transfer Agreement
with Yonyou Chuangxin Investment, pursuant to which Hwabao Trust agreed to sell 1,030,000
Domestic Shares of the Company held by Hwabao Trust to Chuangxin Investment at an aggregate
consideration of RMB8,940,400.

To implement the Scheme, the Company has entrusted Hwabao Trust and National Trust to
set up the trust. Chuangxin Investment is a subsidiary of the parent company, the controlling
Shareholder of the Company, it is therefore a connected person of the Company as defined
under the Listing Rules. Accordingly, the above equity transfer transactions constitute connected
transactions of the Company pursuant to the Listing Rules.

Details of the above transactions are set out in the announcements dated 28 May 2018 and 6
December 2018 of the Company.
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2.

Continuing connected transactions

2.1

22

Connected persons

Yonyou holds 71.84% of the issued share capital of the Company and is therefore the
controlling Shareholder of the Company. Pursuant to Rule 14A.07 of the Listing Rules,
Yonyou and its associates are connected persons of the Company. Accordingly, the
transactions between the Group and Yonyou and/or its associates constitute continuing
connected transactions under Chapter 14A of the Listing Rules.

Non-exempt continuing connected transactions

Property Leasing Framework Agreement

Due to the demands for business development, the Company and Yonyou entered into
a new Property Leasing Framework Agreement on 21 December 2015, which shall be
effective from 1 January 2016 to 31 December 2018. The Property Leasing Framework
Agreement, having signed and taken effect, shall supersede the previous property leasing
framework agreement made between the Company and Yonyou dated 17 February 2014.
The proposed annual caps for the transactions under the new Property Leasing Framework
Agreement are as follows:

For the year ended 31 December

2016 2017 2018
RMB RMB RMB
Proposed annual caps 7,564,000 9,053,000 9,921,000

The annual cap for the annual rental payment of the year 2018 was RMB9,921,000, while
the actual annual rental payment amounted to approximately RMB5,742,874.

The Company has confirmed that the specific implementation of the continuing connected
transactions set above during the Reporting Period has followed the pricing principles of
such continuing connected transactions.

For details of the above transactions, please refer to the announcement of the Company
published on 21 December 2015.
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Due to the demands for business development, the Company and Yonyou renewed new
Property Leasing Framework Agreement on 28 December 2018, which shall be effective
from 1 January 2019 to 31 December 2021. The proposed annual caps for the transactions
under the new Property Leasing Framework Agreement are as follows:

For the year ended 31 December

2019 2020 2021
RMB RMB RMB
Proposed annual caps 7,482,100 9,267,100 11,417,900

For details of the above transactions, please refer to the announcement of the Company
published on 28 December 2018.

IT services purchase framework agreement

On 16 June 2017, the Company entered into the IT Services Purchase Framework
Agreement with Yonyou, pursuant to which Yonyou agreed to provide certain information
technology services (Basic IT Services, Value-added IT Services and Specialized IT
Services) to the Company. The IT Services Purchase Framework Agreement shall take
effect from its signing by the legal representatives or the authorized representatives of both
parties with their official seals and shall expire on 31 December 2019. Upon the expiry
of the term, subject to compliance with the Listing Rules and other applicable laws and
regulations, the parties can negotiate on whether to renew the agreement for another term
of not exceeding three years. The proposed annual caps for the transactions under the IT
Services Purchase Framework Agreement are as follows:

For the year ended 31 December

2017 2018 2019
RMB RMB RMB
Proposed annual caps 3,400,000 3,650,000 4,000,000

The annual cap for the purchase fees of IT services of the year 2018 was RMB3,650,000,
while the actual annual services fees amounted to approximately RMB1,571,425.
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2.3

The Company has confirmed that the specific implementation of the continuing connected
transactions set above during the Reporting Period has followed the pricing principles of
such continuing connected transactions.

For details of the above transactions, please refer to the announcement of the Company
published on 16 June 2017.

Confirmation from independent non-executive Directors and the auditor of the
Company

The independent non-executive Directors have reviewed the aforesaid continuing connected
transactions and confirmed that:

(i) such transactions were entered into on normal commercial or better terms;

(if) such transactions were entered into in the ordinary course of business of the Group;
and

(i) such transactions were conducted pursuant to the agreements, the terms and
conditions of which are fair and reasonable, and in line with the overall development
strategy of the Group and in the interests of the Company and the Shareholders as a
whole.

The auditor of the Company has performed certain agreed procedures in relation to the
aforesaid continuing connected transactions, and issued a letter to the Board, stating that:

(i) the aforesaid continuing connected transactions have obtained approval from the
Board;

(ii) the pricing of the continuing connected transactions in relation to the provision
of goods and services by the Group was determined, in all material respects, in
accordance with pricing policy of the Group;

(iii) the aforesaid continuing connected transactions were carried out, in all material
respects, pursuant to relevant agreements regulating such transactions; and

(iv)  the aforesaid continuing connected transactions did not exceed their respective
annual caps for the year ended 31 December 2018 as set out in the respective
transaction announcements.
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Details of related party transactions entered into in the ordinary course of business of the
Group during the Reporting Period are set out in note 29 to the financial statements. Save as
disclosed above, no related party transactions set out in note 29 to the financial statements
constitute disclosable connected transactions or continuing connected transactions under
the Listing Rules. The Company has complied with the disclosure requirements under
Chapter 14A of the Listing Rules in respect of its connected transactions and continuing
connected transactions.

PRE-EMPTIVE RIGHTS

According to the laws of the PRC and the Articles of Association, there are no provisions on the
pre-emptive rights to offer new Shares by the Company to its existing Shareholders on a pro rata basis.

MATERIAL LEGAL MATTERS

So far as the Board is aware of, as at 31 December 2018, the Group was not involved in any material
litigation or arbitration, and there was no legal litigation or claims pending which might significantly
threaten or be raised against the Group.

COMPLIANCE WITH LAWS AND REGULATIONS

The Group has formulated compliance procedures to ensure compliance with applicable laws, rules and
regulations with a significant impact on it. The Group maintains strict review procedures in the process
of decision-making on investment and M&A, strategic adjustment, listing compliance, asset restructuring
of major business, research and development of key products, development of national market, brand
and intellectual property protection and other material events. The Company has also engaged Hong
Kong and PRC legal advisers to provide legal advice for the Group and ensure compliance with laws,
regulations and rules. In addition, relevant employees of the Group will be informed of any changes in
applicable laws, regulations and rules from time to time.

The Company has complied with all laws and regulations in relation to copyright of computer software,
operation of telecommunication business, protection of Internet information and users’ personal
information, online trading and third party payment, and not been subject to any material penalty in
respect of the above aspects by any regulatory department.

In order to protect its intellectual properties, the Group has registered its domain name, and registered
or applied for a number of trademarks, patents and software copyrights for multiple categories in the
PRC and other relevant jurisdictions and taken all appropriate measures as required for safeguarding its
intellectual properties.
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ENVIRONMENTAL POLICIES AND PERFORMANCE

During the Reporting Period, in strict compliance with the relevant national regulations on disposal of gas
and solid emissions, the Group improved the emissions management system, identified any potential
type of emissions generating in the course of production and operation and studied to determine
emissions disposal methods, so as to reduce waste emissions. During the Reporting Period, there were
no material non-compliance accidents in terms of environment protection for the Group. The Group is
committed to promoting environmental knowledge and advocating green life. The Group called on all
the employees to build up the concept of saving energy for environmental protection and strictly follow
relevant laws and regulations in relation to environmental protection and energy saving; and it had
formulated an Environmental Protection and Energy Saving Manual GR{REFEEF ) and produced the
bulletin boards themed “Energy Saving Propaganda” on a regular basis, in order to guide and supervise
environmental protection and energy saving by all the employees. Meanwhile, the Group enhanced its
energy management to create green office, based on the effect of its own offices on environment and
by using information technology. There were no emissions of Ozone Depleting Substances (ODS) and
other air pollutants regulated by laws and regulations during the production course of the Group. The
Group would reduce the use of packaging under the Policy on Distinguishing Sales of Cloud Encryption
Products and Packaging (E 0% 2 & 22 6 2 [& 5 4 5 B 5R), and has undertook that, its business activities
would not have any material effect on the environment and natural resources.

The above measures are designed to reduce resource consumption and environmental pollution, and in
line with the Group’s strategy to cut operating cost. For further details of the environmental policies and
performance of the Company, please refer to the 2018 environmental, social and governance report to
be published by the Company.

AUDITORS

At the 2017 annual general meeting of the Company held on 28 May 2018, the Company re-appointed
Ernst & Young as the international auditor of the Company for the year ended 31 December 2018 and
Ernst & Young Hua Ming LLP as the PRC auditor of the Company for the year ended 31 December 2018.
Ernst & Young has audited the accompanying financial statements which were prepared in accordance
with the IFRSs. Ernst & Young was the reporting accountant of the Company during the listing period
and the Company has not changed its auditors since the Listing Date.

On behalf of the Board
Wang Wenjing
Chairman
15 March 2019
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During the Reporting Period, all members of the Supervisory Committee earnestly safeguarded the
interest of the Company and Shareholders as a whole, and prudently and honestly performed their duties
in compliance with requirements of Company Law of the PRC, relevant regulations and the Articles of
Association; Supervisors attended all the Board meetings held in the year and supervised operating
activities and financial condition of the Company as well as the performance of duties of Directors and
senior management, thereby promoting the Company’s standard operation and healthy development.

During the Reporting Period, the Supervisory Committee paid close attention to the major activities
of operation and management. The Supervisory Committee convened regular meetings to consider
resolutions in relation to the financial reports of the Company and supervised the financial tasks and
financial condition of the Company in a timely manner. Employee representative Supervisors attended
the monthly President’s office meetings of the Company held in 2018 effectively performing its duties in
supervising the operation and management procedures of the Company.

During the Reporting Period, a total of two meetings were convened by the Supervisory Committee.
At the first meeting of the third session of the Supervisory Committee for the year 2018 convened on
23 March 2018, the 2017 Annual Report, 2017 Final Financial Accounts, 2017 Internal Control Review
Report, 2017 Report of Supervisory Committee and 2017 Report of Directors were considered and
approved; at the second meeting of the third session of the Supervisory Committee for the year 2018
convened on 10 August 2018, the 2018 Interim Report was considered and approved. All Supervisors
attended the above meetings.

During the Reporting Period, the Supervisory Committee supervised the convening procedures and
resolutions of the general meetings and the Board meetings of the Company, the implementation of
resolutions approved at the general meetings by the Board, senior management’s performance of their
duties and implementation of the management system of the Company in accordance with requirements
of relevant laws and regulations of the PRC as well as the Articles of Association. Given the supervisory
work mentioned above, the Supervisory Committee is of the view that the Company has established
a comprehensive corporate governance structure and internal control system; the Company operated
strictly in accordance with the standards stipulated in the laws and regulations of the PRC and the
Articles of Association, while the convening procedures of general meetings and the Board meetings,
rules of procedures and resolution procedures were lawful and valid; It is not aware of any breaches of
laws and regulations of the PRC and the Articles of Association or prejudice to the Company’s interests
by any Directors and senior management when performing their duties for the Company. The relatively
sound internal control system of the Company promoted the legal operation of the Company, and
ensured the asset safety and operation efficiency of the Company.
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During the Reporting Period, the Supervisory Committee examined the financial structure and financial
condition of the Company in a serious and careful manner and considered that the Company maintained
healthy financial condition in 2018. The standard unqualified audit report issued by Ernst & Young and
Ernst & Young Hua Ming LLP and their opinions on the matters involved were objective and fair. The
financial report of the Company for the year 2018 gave a true picture of the financial condition and
operating results of the Company.

During the Reporting Period, members of the Supervisory Committee attended the Board meetings of
the Company as non-voting participants. The Supervisory Committee had no objections to the contents
of reports and resolutions proposed by the Board at the general meetings. The Supervisory Committee
supervised the implementation of resolutions approved at the general meetings and considered that the
Board had duly performed relevant resolutions approved at the general meetings.

On behalf of the Supervisory Committee
Guo Xinping

Chairman of the Supervisory Committee
15 March 2019
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CORPORATE GOVERNANCE

During the Reporting Period, the Company strictly complied with requirements under the Company
Law of the PRC, the Securities Law of the PRC and other laws and regulations, and requirements
stipulated by domestic and overseas regulatory institutions to establish a standard and sound corporate
governance structure while continuously committed to maintaining the corporate governance at a high
level to improve the long-term value for Shareholders.
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CORPORATE GOVERNANCE REPORT (CONTINUED)

CORPORATE GOVERNANCE DOCUMENTS

At present, the regulatory documents on corporate governance of the Company include but not limited
to the followings:

1. Articles of Association;

2. Rules of Procedure of General Meeting;

3. Rules of Procedure of Board;

4. Rules of Procedure of Supervisory Committee;

5. Working Rules of Strategic Committee;

6. Working Rules of Audit Committee;

7. Working Rules of Remuneration and Appraisal Committee;
8. Working Rules of the Nomination Committee;
9. Working System for Independent Directors;

10.  Working Rules of President;

11.  Board Diversity Policy;

12.  Shareholders Communications Policies; and

13.  Dividend Policy.

The Board has reviewed the above-mentioned documents in relation to corporate governance adopted
by the Company, and considered that such documents have met the requirements of all code provisions
of the Corporate Governance Code and Corporate Governance Report as set out in Appendix 14 to the
Listing Rules. The corporate governance code adopted by the Company is more stringent than the code
provisions set out in the Corporate Governance Code and Corporate Governance Report in the following

aspects:

1. Apart from the Audit Committee, Remuneration and Appraisal Committee and Nomination
Committee, the Company has also established the Strategic Committee.
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CORPORATE GOVERNANCE REPORT (CONTINUED)

2. Independent non-executive Directors are required to review the information in relation to the
compliance and implementation of the Non-Competition Undertakings provided by the controlling
Shareholder at least once a year.

CORPORATE GOVERNANCE CODE AND CORPORATE GOVERNANCE REPORT

During the Reporting Period and as at the Latest Practicable Date, the Company had fully complied with
the requirements set out in the Corporate Governance Code and Corporate Governance Report.

SECURITIES TRANSACTIONS BY DIRECTORS AND SUPERVISORS

The Company has adopted the Model Code set out in Appendix 10 to the Listing Rules, and requires
Directors and Supervisors to deal with securities in accordance with the Model Code. The Model Code
is also applicable to the senior management of the Company. After making specific enquiries by the
Company, all Directors and Supervisors of the Company confirmed that they had fully complied with the
Model Code during the Reporting Period.

BOARD

The composition of the Board and the relevant information during the Reporting Period and as at the
Latest Practicable Date are set out as follows:

Director Age Position Term of office

Mr. Wang Wenjing (£ 3R %E4) 54 Non-executive Director, Chairman From 8 September 2017 to 7 September 2020

Mr. Wu Zhengping (RELEEE) 54 Non-executive Director From 8 September 2017 to 7 September 2020

Mr. Zeng Zhiyong (2 5B L H) 50 Executive Director, Vice Chairman From 8 September 2017 to 7 September 2020

Mr. Yang Yuchun (15R%& % ) 46 Executive Director, President From 8 September 2017 to 7 September 2020

Mr. Chen, Kevin Chien-wen 64 Independent non-executive Director From 8 September 2017 to 7 September 2020
(RELH)

Mr. Lau, Chun Fai Douglas 46 Independent non-executive Director From 8 September 2017 to 7 September 2020
(BIEIBLA)

Mr. Chen Shuning (AT 2L 5) 55 Independent non-executive Director ~ From 8 September 2017 to 7 September 2020
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CORPORATE GOVERNANCE REPORT (CONTINUED)

The Board consists of seven members, three of whom are independent non-executive Directors.
According to the Articles of Association, the functions and powers of the Board include, amongst others:

° being responsible for convening the general meetings and reporting on work to the general
meetings;

° implementing the resolutions of the general meetings;

° determining the businesses and investment plans of the Company;

° formulating the annual financial budgets and final financial accounts of the Company;

° formulating the profit distribution schemes and loss remedy plans of the Company;

° formulating the plans for increasing or decreasing registered capital and the issuance of corporate

bonds or other securities as well as the listing scheme of the Company;

° preparing plans for merger, spin-off, dissolution and transformation of the Company;
° preparing plans for major acquisitions and repurchase of the shares of the Company;
° determining such matters as the external investments, purchase/sale of assets, asset pledges,

external guarantees, entrusting wealth management and connected transactions of the Company
within the scope authorized by the general meetings;

° deciding on the structure scheme of the Company’s internal management agency;

o deciding on the structure scheme of the special committees of the Board, appointing or
dismissing the chairman (convenor) of special committees of the Board;

° appointing or dismissing the president, secretary to the Board, company secretary of the
Company; based on the nomination by the president, appointing or dismissing senior
management including vice president and chief financial officer of the Company and determining
their remuneration;
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CORPORATE GOVERNANCE REPORT (CONTINUED)

formulating the basic management system of the Company;
making the modification proposal for the Articles of Association;
formulating share incentive schemes of the Company;
managing the information disclosure of the Company;

proposing the appointment or replacement of the accounting firm that provides audit services for
the Company at the general meeting;

listening to the work report made by the president and reviewing the work performance by the
president of the Company;

considering and approving the provision by the Company of any external guarantee other than
those to be approved by the general meeting in accordance with the Articles of Association;

formulating and reviewing the Company’s corporate governance policy and practices;

reviewing and supervising policies and practices regarding the compliance of laws and regulatory
requirements;

reviewing and supervising the training and continuing occupational development for the Directors
and senior management;

reviewing the Company’s compliance with the Corporate Governance Code in the Listing Rules
and disclosure in the Corporate Governance Report;

deciding on other major matters and administrative affairs other than those specified in the laws,
administrative regulations, regulations of the competent authorities, listing rules of the place(s)
where the Company’s shares are listed and the Articles of Association to be decided by the
Shareholders’ general meeting and sign other important agreements; and

performing other powers and duties authorized by the laws, administrative regulations, and

department rules, listing rules of the place(s) where the Company’s shares are listed, the Articles
of Association and other duties entrusted by the Shareholders’ general meetings.
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CORPORATE GOVERNANCE REPORT (CONTINUED)

It is the responsibility of the Board to prepare the financial statements for each fiscal year to give a true
and fair view of the financial condition of the Company and the results and cash flow during the relevant
period. When preparing the financial statements for the year ended 31 December 2018, the Board
selected and applied appropriate accounting policies and made prudent, fair and reasonable judgment
and estimate to prepare the financial statements on a going concern basis. The Board is responsible for
properly maintaining the account records of the financial information of the Company and disclosing the
same reasonably and accurately at any time.

The Company’s management comprises one president, several vice presidents and a chief financial
officer. The president is responsible to the Board and shall mainly perform the following functions:

o being in charge of the production, operation and management of the Company and reporting to
the Board;

° organizing the implementation of the resolutions of the Board;

° organizing the implementation of the annual business plan and investment program of the

Company formulated by the Board;

° preparing plans for the establishment of the internal management structure of the Company;

° preparing plans for the establishment of the branch bodies of the Company;

o preparing basic management systems of the Company;

° formulating specific rules and regulations of the Company;

o proposing the appointment or dismissal of the vice presidents and the chief financial officer of the

Company to the Board;

° appointing or dismissing other management personnel other than those required to be appointed
or dismissed by the Board;

o determining the salaries, benefits, rewards and punishment for the staff of the Company, and
making decisions on the appointment or dismissal of the Company’s staff; and

° other functions and powers conferred by the Articles of Association or the Board.
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During the Reporting Period, Mr. Wang Wenjing, a non-executive Director, served as Chairman of the
Board and Mr. Yang Yuchun, an executive Director, served as the President. The Chairman and the
President are two different positions which are clearly delineated. The Chairman shall not concurrently
serve as the President. The responsibilities between the Chairman and the President shall be clearly
separated and defined in written form. The Chairman is responsible for managing the operation of the
Board while the President is responsible for the business operation of the Company. The Articles of
Association sets out in detail the respective responsibilities of the Chairman and the President. Senior
management of the Company, other than the Directors and the Supervisors, are responsible for the daily
business operation of the Company. Their positions are set out in the section of “BIOGRAPHIES OF
DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT” in this report.

All Directors are required to declare any direct or indirect interest involved in any matter or transaction
to be considered at Board meetings, and interested Directors shall abstain from the meeting when
appropriate.

A total of ten Board meetings were convened during 2018. The Directors’ attendance rate is as follows:

Number of Number of

Attendance Attendance Attendance
Directors in person by proxy Rate
Wang Wenjing 10 - 100%
Wu Zhengping 10 - 100%
Zeng Zhiyong 10 - 100%
Yang Yuchun 10 - 100%
Chen, Kevin Chien-wen 10 - 100%
Lau, Chun Fai Douglas 10 - 100%
Chen Shuning 10 - 100%
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CORPORATE GOVERNANCE REPORT (CONTINUED)

One general meeting was convened during 2018. The attendance rate of the Directors is as follows:

Number of Number of

Attendance Attendance Attendance
Directors in person by proxy Rate
Wang Wenjing 1 - 100%
Wu Zhengping 1 - 100%
Zeng Zhiyong 1 - 100%
Yang Yuchun 1 - 100%
Chen, Kevin Chien-wen 1 - 100%
Lau, Chun Fai Douglas 1 - 100%
Chen Shuning 1 - 100%

During the Reporting Period and as at the Latest Practicable Date, the Board has been complying
with Rule 3.10(1) of the Listing Rules, which requires a minimum of three independent non-executive
Directors, Rule 3.10A of the Listing Rules, which requires independent non-executive Directors
representing at least one-third of the Board, and Rule 3.10(2) of the Listing Rules, which requires that at
least one of the independent non-executive Directors must have appropriate professional qualifications
or accounting or related financial management expertise.

In accordance with the requirements of the Listing Rules, the Company made the following confirmation
as to the independence of the independent non-executive Directors: the Company has accepted the
independent confirmation letter given by each of the independent non-executive Directors and confirms
their compliance with the independence requirements as set out in Rule 3.13 of the Listing Rules. The
Company is of the view that all the independent non-executive Directors are independent parties.

Each of the independent non-executive Directors shall have the same term of office of three years as
other Directors, and may be re-appointed upon expiry of the term of office provided that the consecutive
terms shall be in compliance with relevant requirements under the relevant laws, regulations or regulatory
rules of the place(s) where the Company’s shares are listed. Independent non-executive Directors shall
not be removed without reasonable ground prior to the expiry of their terms of office. The Company shall
make special disclosure for any early removal of any independent non-executive Director.

Other than their duties in the Company, the Directors, the Supervisors and senior management of the

Company do not have any relationship among themselves in financial, business, family or other material
aspects.

Chanjet Information Technology Company Limited



CORPORATE GOVERNANCE REPORT (CONTINUED)

During the Reporting Period, all Directors proactively participated in continuous professional training
and developed and updated their knowledge and skills in a move to ensure that their contribution to the
Board remained completely informed and relevant. The continuous professional training attended by
Directors during the Reporting Period is summarized as follows:

Scope
Director’s
responsibilities/
Laws and Corporate the Group’s
Directors regulations governance business
Wang Wenijing v v v
Wu Zhengping v v v
Zeng Zhiyong v v v
Yang Yuchun v v v
Chen, Kevin Chien-wen v v v
Lau, Chun Fai Douglas v v v
Chen Shuning v v v

The Company has established the Strategic Committee, the Audit Committee, the Remuneration and
Appraisal Committee and the Nomination Committee.

Strategic Committee

During the Reporting Period and as at the Latest Practicable Date, the Strategic Committee consisted
of Mr. Wang Wenjing, a non-executive Director, Mr. Yang Yuchun, an executive Director, and Mr. Chen
Shuning, an independent non-executive Director, among whom, Mr. Wang Wenjing was the chairman of
the Committee.

The primary duties of the Strategic Committee include:

° reviewing and making recommendations to the Board on the plans for strategic development of
the Company;

° reviewing and making recommendations to the Board on planning, feasibility studies, external
negotiations, due diligence, intent to cooperate and the execution of contracts in relation to
new major investment by the Company, in light of the plans for the strategic development of the
Company;
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° reviewing and making relevant recommendations to the Board on major financing, capital
operation and assets management, including the issuance of shares or corporate bonds of the
Company;

° reviewing and making relevant recommendations to the Board on mergers, divisions, liquidation of

the Company and other material matters which will affect the development of the Company; and

° monitoring and supervising, and proposing adjustment to as necessary, the implementation of the
above matters after approval by the Board.

One meeting of Strategic Committee was convened during the Reporting Period. The attendance rate of
the committee members is as follows:

Number of Number of
Attendance Attendance Attendance
Members in person by proxy Rate
Wang Wenjing 1 - 100%
Yang Yuchun 1 - 100%
Chen Shuning 1 - 100%

The Details of the meetings are as follows:

At the 2018 first meeting of the Strategic Committee of the third session of the Board held on 22 March
2018, the resolution in relation to the work plan of the Company for 2018 was considered and approved.

Audit Committee
During the Reporting Period and as at the Latest Practicable Date, the Audit Committee consisted of Mr.
Chen, Kevin Chien-wen, an independent non-executive Director, Mr. Wu Zhengping, a non-executive

Director, and Mr. Lau, Chun Fai Douglas, an independent non-executive Director, among whom, Mr.
Chen, Kevin Chien-wen was the chairman of the Committee.
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The primary duties of the Audit Committee include:
° making recommendations to the Board on appointing and replacing external auditors;

° being responsible for the communication between the internal audit department of the Company
and external auditors as the representative of the Company and external auditors;

o developing and implementing policy on the provision of non-audit services by external auditors
according to work demands;

° reviewing financial information of the Company and its disclosures;

° discussing any queries raised by the independent auditor after reviewing the half-year accounts
and auditing the annual accounts of the Company;

o reviewing the Company’s financial policies, internal auditing system, internal control and risk
management systems and proposing opinions and suggestions on improvement;

° reviewing the following arrangements made by the Company: employees of the Company can
use, in confidence, to raise concerns about possible improprieties in financial reporting, risk
management, internal control or other matters;

° establishing relevant procedures to ensure fair and independent investigation and settlement
of complaints in relation to accounting, risk management, internal control, audit or others and
ensuring the confidentiality thereof;

° finishing other works assigned by the Board; and

° fulfilling other responsibilities conferred by regulatory institutions including Hong Kong Stock
Exchange and the Securities and Futures Commission of Hong Kong.

The Company has fully complied with the requirements of the Rule 3.21 of the Listing Rules during the
Reporting Period.
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A total of four meetings of the Audit Committee were convened during the Reporting Period. The
attendance rate of the members is as follows:

Number of Number of
Attendance Attendance Attendance
Members in person by proxy Rate
Chen, Kevin Chien-wen 4 - 100%
Wu Zhengping 4 - 100%
Lau, Chun Fai Douglas 4 - 100%

The details of the meetings are as follows:

At the 2018 first meeting of the Audit Committee of the third session of the Board held on 22 March
2018, the consolidated financial statements for the year ended 31 December 2017 prepared by the
Company according to the International Financial Reporting Standards, the audited financial statements
for the year ended 31 December 2017 prepared by the Company according to the CASBE, the 2017
Internal Control Review Report issued by SHINEWING Risk Services Limited, an independent consultant
of internal control of the Company, 2017 Report on Corporate Risk Assessment of the Company and the
resolution in relation to the engagement of financial statement auditor of the Company were considered
and approved.

At the 2018 second meeting of the Audit Committee of the third session of the Board held on 10 August
2018, the 2018 interim report of the Company was considered and approved.

At the 2018 third meeting of the Audit Committee of the third session of the Board held on 4 December
2018, the resolution in relation to the audit plan for the 2018 consolidated financial statements of the
Company was considered and approved.

At the 2018 fourth meeting of the Audit Committee of the third session of the Board held on 31
December 2018, the resolution in relation to the remunerations of auditors in 2018 was considered and
approved.

Remuneration and Appraisal Committee
During the Reporting Period and as at the Latest Practicable Date, the Remuneration and Appraisal
Committee consisted of Mr. Lau, Chun Fai Douglas, an independent non-executive Director, Mr. Yang

Yuchun, an executive Director, and Mr. Chen Shuning, an independent non-executive Director, among
whom, Mr. Lau, Chun Fai Douglas was the chairman of the Committee.
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The primary duties of the Remuneration and Appraisal Committee include:
° studying and reviewing the remuneration policies, proposals and structure for the Directors and
senior management and establishing standard and transparent procedures of the remuneration

policies and making recommendations to the Board on remuneration policies;

° examining the proposed remunerations to the management according to the corporate goals and
objectives developed by the Board from time to time;

° recommending to the Board on the remuneration packages offered to individual executive
Directors and senior management, including non-monetary income, pension and compensation

(including compensation payable for loss or termination of office or position);

° making recommendations to the Board concerning remuneration packages offered to
non-executive Directors;

° examining the performance of duties of the Directors and senior management of the Company
and to appraise their annual performance;

o supervising the implementation of the remuneration system of the Company; and
o other matters authorized by the Board.

A total of five meetings of the Remuneration and Appraisal Committee were convened during the
Reporting Period. The attendance rate of the members is as follows:

Number of Number of
Attendance Attendance Attendance
Members in person by proxy Rate
Lau, Chun Fai Douglas 5 - 100%
Yang Yuchun 5 - 100%
Chen Shuning 5 - 100%
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The details of the meetings are as follows:

At the 2018 first meeting of the Remuneration and Appraisal Committee of the third session of the Board
held on 22 March 2018, the resolutions in relation to the remuneration of senior management in 2017
and the remuneration plan for 2018 of the Company were considered and approved.

At the 2018 second meeting of the Remuneration and Appraisal Committee of the third session of the
Board held on 30 March 2018, the resolution in relation to the second unlocking of the trust benefit units
under the second grant pursuant to the Employee Trust Benefit Scheme was considered and approved.

At the 2018 third meeting of the Remuneration and Appraisal Committee of the third session of the
Board held on 5 June 2018, the resolution in relation to first unlocking of the trust benefit units under the
fourth grant pursuant to the Employee Trust Benefit Scheme was considered and approved.

At the 2018 fourth meeting of the Remuneration and Appraisal Committee of the third session of the
Board held on 15 June 2018, the resolution in relation to the third unlocking of the trust benefit units
under the initial grant pursuant to the Employee Trust Benefit Scheme was considered and approved.

At the 2018 fifth meeting of the Remuneration and Appraisal Committee of the third session of the Board
held on 6 December 2018, the resolution in relation to the second unlocking of the trust benefit units
under the third grant pursuant to the Employee Trust Benefit Scheme was considered and approved.

Nomination Committee

During the Reporting Period and as at the Latest Practicable Date, the Nomination Committee consisted
of Mr. Chen Shuning, an independent non-executive Director, Mr. Wang Wenjing, a non-executive
Director, and Mr. Chen, Kevin Chien-wen, an independent non-executive Director, among whom, Mr.
Chen Shuning was the chairman of the Committee.

The primary duties of the Nomination Committee include:
° considering the criteria and procedures for selecting Directors, the president and other senior
management and making recommendations thereon to the Board. Factors to be considered

include but not limited to gender, age, culture, educational background, and professional
experience;
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° advising the Board on the appointment or re-appointment of directors and the succession plan
for directors, in particular the chairman and the president, and ensuring that the candidates for
directors have the skills, experience and diverse perspectives required for the operations of the
Company;

o examining and making suggestions on the candidates for president and other senior management
of the Company;

° reviewing the structure, size and composition of the Board (including skills, knowledge and
experience) at least annually and making recommendations on any proposed changes to the
Board to complement the Company’s corporate strategy;

° monitoring the implementation of the Board diversity policy, to review the policy in due course and
to present proposals to the Board on any requisite amendments;

o reviewing the independence of the independent non-executive Directors; and
o other matters authorized by the Board.

The Nomination Committee shall be responsible for the specific implementation of the policy on
nomination Directors of the Company. Our Company’s directors nomination policy consists of the
procedures of nominating Directors, the key criteria and principles to be considered when nominating
Directors.

The procedures of nominating Directors are as follows: the Nomination Committee submits a list of
candidates for Directors which will then be submitted by the Nomination Committee to the Board for
consideration and to the general meeting for approval.

The procedures for reviewing the candidates for Directors include: (1) collecting or requiring relevant
departments of the Company to collect and understand information on the occupation, educational
background, title, detailed working experience and all part-time experience of the candidates, and
preparing written materials accordingly; (2) seeking the opinions of the candidates for Directors and
obtaining their written consent; (3) convening meetings of the Nomination Committee to review the
candidates’ qualifications pursuant to the requirements of Directors, make suggestions and recommend
appointments by way of proposals; and (4) carrying out follow-up work in accordance with the decisions
or feedback of the Board.
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The Company’s key criteria and principles to be considered in nomination of Directors include: (1)
considering the criteria and procedures for selecting Directors and making recommendations thereon
to the Board. Factors to be considered include but not limited to gender, age, culture, educational
background, and professional experience; (2) ensuring that the candidates for Directors have the
skills, experience and diverse perspectives required for the operations of the Company; (3) reviewing
the structure, size and composition of the Board (including skills, knowledge and experience) at least
annually and making recommendations on any proposed changes to the Board to complement the
Company’s corporate strategy.

Two meetings of the Nomination Committee were convened during the Reporting Period. The attendance
rate of the members is as follows:

Number of Number of
Attendance Attendance Attendance
Members in person by proxy Rate
Chen Shuning 2 - 100%
Wang Wenjing 2 - 100%
Chen, Kevin Chien-wen 2 - 100%

The Details of the meetings are as follows:

At the 2018 first meeting of the Nomination Committee of the third session of the Board held on 22
March 2018, the resolution in relation to the appointments of senior management was considered and
approved, and Ms. Zhang Hong and Mr. Wang Xuejun were appointed as a senior vice president and
vice president of the Company, respectively.

At the 2018 second meeting of the Nomination Committee of the third session of the Board held on
28 May 2018, the resolution in relation to the appointment of senior management was considered and
approved, and Ms. Gao Jin was appointed as a senior vice president and chief financial officer of the
Company.
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BOARD DIVERSITY POLICY
The Board adopts the following board diversity policy:

With a view to achieving a sustainable and balanced development, the Company believes increasing
diversity of the Board as an essential element in supporting the attainment of its strategic objectives
and sustainable development. All the appointments made by the Board will be based on meritocracy,
and candidates will be adequately considered with reference to objective criteria, together with the
benefit brought to the Board by adoption of board diversity. Selection of Board members will be based
on a range of diversity perspectives, including but not limited to gender, age, cultural and educational
background, professional experience, skills, knowledge and length of service. The ultimate decision
will be based on the specific demand for talents of the various stages in the business development and
strategic planning of the Company, and also the merits and contribution to be made by the selected
candidates. The composition of the Board (including gender, age and length of service) will be disclosed
in the Corporate Governance Report annually.

CORPORATE GOVERNANCE FUNCTIONS
During the Reporting Period, the Board had performed the following corporate governance functions:
° formulating and reviewing the Company’s policies and practices on corporate governance;

° reviewing and monitoring the Company’s policies and practices on compliance with legal and
regulatory requirements;

° reviewing and monitoring the training and continuous professional development of Directors and
senior management;

° reviewing the Company’s compliance with the Corporate Governance Code in the Listing Rules
and disclosure in the Corporate Governance Report.
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AUDITOR’S REMUNERATION

Ernst & Young and Ernst & Young Hua Ming LLP were appointed as the international auditor and the
PRC auditor of the Company for 2018, respectively. The service fees charged to the Group by Ernst
& Young and Ernst & Young Hua Ming LLP for the year ended 31 December 2018 were as follows:
the fee for interim review of the IFRS Financial Statements amounting to RMBO0.71 million, the fee for
annual audit of the IFRS Financial Statements amounting to RMB1.05 million (including the fee for annual
verification of the non-exempt continuing connected transactions) and the fee for annual audit of the
financial statements of the Company in respect of CASBE amounting to RMB0.08 million.

JOINT COMPANY SECRETARIES

Mr. You Hongtao and Mr. Ngai Wai Fung were appointed as joint company secretaries of the Company.
Mr. You Hongtao, the secretary of the Board and joint company secretary of the Company, serves as
the primary contact person between Mr. Ngai Wai Fung and the Company. During the Reporting Period,
Mr. You Hongtao and Mr. Ngai Wai Fung have attended relevant professional trainings for not less than
15 hours.

SHAREHOLDERS’ RIGHT

As the owners of the Company, Shareholders are entitled to the various rights stipulated by laws,
administrative rules and regulations and the Articles of Association. The general meeting is the supreme
authority of the Company, through which Shareholders exercise their power. During the Reporting
Period, the Company held one general meeting.

The Board and senior management of the Company understand that they are representing the interest
of all the Shareholders of the Company and their first priority is to maintain the stable and continuous
growth of Shareholders’ investment return in the long run and enhance the competitiveness of the
business.
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The procedure for Shareholders to convene a general meeting:

Shareholders holding more than 10% of shares (individually or together with others) shall be entitled
to request for an extraordinary general meeting or class meeting upon signing one or several written
requests with the same content and format, and stating the subject of the meeting. If the Board agrees
to convene an extraordinary general meeting or class meeting, it shall issue a notice of general meeting
within 5 days upon making the Board decision. If the Board disagrees to convene the extraordinary
general meeting or class meeting, or does not reply within 10 days upon receipt of the proposal,
Shareholders individually or together holding more than 10% of the shares of the Company are entitled
to request the Supervisory Committee in writing to hold an extraordinary general meeting or class
meeting. If the Supervisory Committee agrees to convene the extraordinary general meeting or class
meeting, it shall issue a notice of general meeting within 5 days upon making the decision. If the
Supervisory Committee does not issue the notice of general meeting within the prescribed period, it
shall be deemed as the Supervisory Committee not convening and not holding the general meeting.
Then the Shareholders who individually or together hold more than 10% of the shares for more than 90
consecutive days may convene and hold the meeting themselves.

The procedure for proposing suggestions by relevant Shareholders at the general meeting:
Shareholder(s) severally or jointly holding more than 3% shares of the Company may submit written
provisional proposals to the convener 10 days before a general meeting is convened. The convener shall
serve a supplementary notice of general meeting to other Shareholders within 2 days upon receipt of
such proposals and announce the contents of provisional proposals.

The procedure for enquiry from Shareholders to the Board:

Shareholders may make enquiries to the Board through contact information for investors set out in the
section headed “CORPORATE INFORMATION” of this annual report.
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RISK MANAGEMENT AND INTERNAL CONTROL

In order to fulfill the relevant regulatory requirements of the place where the Company is listed and
strengthen the risk management and internal control management of the Company, the Company has
established a range of risk management and internal control management systems, including documents
such as “Administrative System for Information Disclosure”, “Administrative System for Connected
Transactions”, “Administrative System for Financial Reports”, “Financial Reimbursement System”, “Funds
Management System”, “Administrative System for Procurement”, “Administrative System for Budget”,
“Administrative Measures for External Investment”, “Internal Audit System” and “Risk Management
System”, thus establishing the risk management and internal control system.

The Board shall be responsible for the risk management and internal control systems of the Group, and
has the responsibility to review the effectiveness of such systems. Such systems are designed based on
the specific needs and risks of the Group, aiming at managing rather than eliminating the risk of failing to
meet the business goals, and providing reasonable rather than absolute warranties as to the absence of
any material misstatements or losses.

The Company implements comprehensive risk management by integrating specific requirements of
risk management into daily management and business processes, and has established a risk control
matrix for major business processes and designating the personnel responsible for business as the
first responsible person for risk management to monitor the implementation of risk response measures.
Meanwhile, the Company’s management conducts a regular comprehensive assessment of enterprise
risks annually, to identify and evaluate the major risks in all aspects of the Company, formulates risk
response measures and prepares an assessment report on enterprise risks. The Board and the Audit
Committee of the company will review the risk assessment report, discuss with management on major
risks the Company is exposed to, and urge the management to cope with risk.

The Directors have reviewed the effectiveness of the risk management and internal control systems of the
Company and its subsidiaries according to code provision C.2.1 of the Corporate Governance Code and
Corporate Governance Report. The review covered financial control, operation control and compliance
control, and risk management function control. Meanwhile, The Company appointed SHINEWING Risk
Services Limited as the independent internal control advisor to review the risk management and internal
control in material aspects of the Company for 2018 and issued the risk management and internal
control review report. The report was considered and approved by the Audit Committee and the Board.
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CORPORATE GOVERNANCE REPORT (CONTINUED)

The Company has set up the audit and supervision department which is responsible for the work
of internal audit and performing internal audit function of the Company. The audit and supervision
department shall be accountable and report work to the Audit Committee. The Audit Committee of the
Company is responsible for supervising the work of the audit and supervision department and making
advice and recommendations on the appraisal and change of the person-in-charge of the audit and
supervision department. The Board shall comprehensively supervise and review the implementation of
internal audit of the Company.

During the Reporting Period, the Board reviewed the risk management and internal control systems for
the year to examine and review all aspects of the risk management and internal systems of the Company
(including but not limited to provisions set out in the Code Provision C.2.3 of the Corporate Governance
Code) during the Reporting Period, and was of the opinion that the risk management and internal control
systems were effective.

In case significant risk management and internal control deficiencies are identified in the course of
review, the audit and supervision department of the Company will urge responsible person to rectify
them within limited time and will report to the Board and the Audit Committee upon confirmation of such
rectification by the independent internal control advisor.

The Company has formulated the Disclosure Manual on Inside Information, which has provided guidance
on the management, protection and proper disclosure of information that has not already been made
public. The Directors, supervisors, management and employees of the Company strictly adhere to the
statutory requirement, rules, regulations and in-house insider information requirements of the Company
relating to their responsibilities of keeping information confidential.

No material risk management and internal control defect has been identified within the Company and its
subsidiary.

INVESTOR RELATIONS AND COMMUNICATION WITH SHAREHOLDERS

During the Reporting Period, the Company had highly valued investor relations and communicated with
its investors and Shareholders in a pro-active, honest and open manner through a number of formal
channels including general meetings, results teleconference, in-house visits for investors and by way
of telephone and emails for inquiry. The Board has formulated shareholders communications policies
to ensure access of investors and Shareholders to the public information of the Company that is
comprehensive, identical and easy to understand at due time.
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CORPORATE GOVERNANCE REPORT (CONTINUED)

The Company issues annual report and interim report and dispatches them to the Shareholders. The
Company also publishes its announcements, circulars and other information on the website of Hong
Kong Stock Exchange (www.hkexnews.hk) and its website (www.chanjet.com).

To provide more effective channels of communication, the Company updates its website from time to
time and releases corporate information on its website when appropriate.

AMENDMENTS TO THE ARTICLES OF ASSOCIATION

On 23 March 2018, the Board resolved to make amendments to the Articles of Association, so as to
reflect the change of registered address and business license registration number of the Company. The
amendments were approved at the annual general meeting of the Company held on 28 May 2018. For
the details of the amendments, please refer to the announcements of the Company dated 23 March
2018 and 28 May 2018 and the circular dated 12 April 2018.

Chanjet Information Technology Company Limited



INDEPENDENT AUDITOR’S REPORT

Ernst & Young KGR R EIEFT Tel T 3%: +852 2846 9888
22/F, CITIC Tower BAEFRAFEBEIR Fax £ E: +852 2868 4432

1 Tim Mei Avenue F{EKE221E ey.com
Central, Hong Kong

To the shareholders of Chanjet Information Technology Company Limited
(Established in the People’s Republic of China with limited liability)

OPINION

We have audited the consolidated financial statements of Chanjet Information Technology Company
Limited (the “Company”) and its subsidiaries (the “Group”) set out on pages 92 to 219, which comprise
the consolidated statement of financial position as at 31 December 2018, and the consolidated
statement of profit or loss, the consolidated statement of comprehensive income, the consolidated
statement of changes in equity and the consolidated statement of cash flows for the year then ended,
and notes to the consolidated financial statements, including a summary of significant accounting
policies.

In our opinion, the consolidated financial statements give a true and fair view of the consolidated financial
position of the Group as at 31 December 2018, and of its consolidated financial performance and its
consolidated cash flows for the year then ended in accordance with International Financial Reporting
Standards (“IFRSs”) issued by the International Accounting Standards Board (“lIASB”) and have been
properly prepared in compliance with the disclosure requirements of the Hong Kong Companies
Ordinance.

BASIS FOR OPINION

We conducted our audit in accordance with International Standards on Auditing (“ISAs”) issued by
the International Auditing and Assurance Standards Board. Our responsibilities under those standards
are further described in the Auditor’s responsibilities for the audit of the consolidated financial
statements section of our report. We are independent of the Group in accordance with the Code of
Ethics for Professional Accountants (the “Code”) issued by the Hong Kong Institute of Certified Public
Accountants, and we have fulfilled our other ethical responsibilities in accordance with the Code. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.
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INDEPENDENT AUDITOR’S REPORT (CONTINUED)

KEY AUDIT MATTERS

Key audit matters are those matters that, in our professional judgement, were of most significance in

our audit of the consolidated financial statements of the current period. These matters were addressed

in the context of our audit of the consolidated financial statements as a whole, and in forming our

opinion thereon, and we do not provide a separate opinion on these matters. For each matter below, our

description of how our audit addressed the matter is provided in that context.

We have fulfilled the responsibilities described in the Auditor’s responsibilities for the audit of the

consolidated financial statements section of our report, including in relation to these matters.

Accordingly, our audit included the performance of procedures designed to respond to our assessment

of the risks of material misstatement of the consolidated financial statements. The results of our audit

procedures, including the procedures performed to address the matters below, provide the basis for our

audit opinion on the accompanying consolidated financial statements.

Key audit matters

How our audit addressed the key audit
matters

Capitalisation of development costs

Capitalised development costs, included in the
intangible assets, amounted to RMB18,317,000
for the year ended 31 December 2018.
Development costs mainly comprised internal
labour costs. The Company capitalises eligible
development costs if the capitalisation criteria as
described in IAS 38 are met. The assessment
of whether such cost is eligible for capitalisation
requires significant judgement.

The accounting policies and disclosures for
the capitalised development costs are included
in note 2.4, 3(d) and note 13 to the financial
statements.

Amongst our audit procedures, we assessed the
design and operating effectiveness of the controls
over the capitalisation of development costs. We
also assessed the eligibility of the development costs
for capitalisation, including assessing whether the
capitalisation criteria as described in IAS 38 were
met, obtaining a schedule of capitalised development
cost additions by nature and checking the supporting
evidence. In relation to the internal labour costs, we
evaluated the labour costs capitalised during the year
by obtaining the relevant staff list and the basis of
division of hours, and considering whether they are
consistent with the originally approved budget. We
also examined whether there were any capitalised
labour costs occurred from departments other than
the research and development department based on
a sample basis testing. We also assessed whether
the disclosures in the financial statements meet the
requirements of the financial reporting framework
applicable to the Group.
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INDEPENDENT AUDITOR’S REPORT (CONTINUED)

KEY AUDIT MATTERS (CONTINUED)

Key audit matters (continued)

How our audit addressed the key audit
matters (continued)

Assessment of impairment for internally generated intangible assets of cloud application

and platform and development costs

The carrying amount of internally generated
intangible assets of cloud application and
platform and development costs amounted
to RMB58,507,000 as at 31 December 2018.
The Company performed an impairment test
on the internally generated intangible assets
and the development costs according to the
requirements of the accounting standards.
The determination of the recoverable amount
for each cash-generating unit was highly
dependent on estimates and assumptions,
such as estimated future cash flows, the long-
term growth rate and the discount rate. The
use of different estimates and assumptions
could result in significantly different impairment
testing results.

The accounting policies and disclosures for
the impairment test for intangible assets are
included in note 2.4, 3(a) and note 13 to the
financial statements.

Our audit procedures included, among others,
obtaining an understanding of the process of
estimating the future cash flows, assessing the
2019 budget approved by management and the
2020 to 2023 cash flow projections, evaluating
management’s main assumptions including long-term
growth rate and discount rate, checking the pricing
strategy of each product, examining the differences
between cash flow projections and actual cash flows,
and checking cash flow projection by comparing to
the industry trend analysis. Furthermore, we involved
internal valuation experts to assist us in evaluating
the long-term growth rate and the discount rate. We
also performed a sensitivity analysis with respect to
the key assumptions, especially the expected growth
rate of the number of end users per product. We also
assessed whether the disclosures in the financial
statements meet the requirements of the financial
reporting framework applicable to the Group.
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INDEPENDENT AUDITOR’S REPORT (CONTINUED)

OTHER INFORMATION INCLUDED IN THE ANNUAL REPORT

The directors of the Company are responsible for the other information. The other information comprises
the information included in the Annual Report, other than the consolidated financial statements and our
auditor’s report thereon.

Our opinion on the consolidated financial statements does not cover the other information and we do
not express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the
other information and, in doing so, consider whether the other information is materially inconsistent with
the consolidated financial statements or our knowledge obtained in the audit or otherwise appears to
be materially misstated. If, based on the work we have performed, we conclude that there is a material
misstatement of this other information, we are required to report that fact. We have nothing to report in
this regard.

RESPONSIBILITIES OF THE DIRECTORS FOR THE CONSOLIDATED FINANCIAL
STATEMENTS

The directors of the Company are responsible for the preparation of the consolidated financial
statements that give a true and fair view in accordance with IFRSs issued by the IASB and the disclosure
requirements of the Hong Kong Companies Ordinance, and for such internal control as the directors
determine is necessary to enable the preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the directors of the Company are responsible for
assessing the Group’s ability to continue as a going concern, disclosing, as applicable, matters related
to going concern and using the going concern basis of accounting unless the directors of the Company
either intend to liquidate the Group or to cease operations or have no realistic alternative but to do so.

The directors of the Company are assisted by the Audit Committee in discharging their responsibilities
for overseeing the Group’s financial reporting process.

Chanjet Information Technology Company Limited



INDEPENDENT AUDITOR’S REPORT (CONTINUED)

AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF THE CONSOLIDATED
FINANCIAL STATEMENTS

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements
as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s
report that includes our opinion. Our report is made solely to you, as a body, and for no other purpose.
We do not assume responsibility towards or accept liability to any other person for the contents of this
report.

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with ISAs will always detect a material misstatement when it exists. Misstatements can arise
from fraud or error and are considered material if, individually or in the aggregate, they could reasonably
be expected to influence the economic decisions of users taken on the basis of these consolidated
financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgement and maintain
professional scepticism throughout the audit. We also:

° |dentify and assess the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk
of not detecting a material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control.

° Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an

opinion on the effectiveness of the Group’s internal control.

° Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the directors.
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INDEPENDENT AUDITOR’S REPORT (CONTINUED)

AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF THE CONSOLIDATED
FINANCIAL STATEMENTS (CONTINUED)

° Conclude on the appropriateness of the directors’ use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to
events or conditions that may cast significant doubt on the Group’s ability to continue as a going
concern. If we conclude that a material uncertainty exists, we are required to draw attention
in our auditor’s report to the related disclosures in the consolidated financial statements or, if
such disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit
evidence obtained up to the date of our auditor’s report. However, future events or conditions
may cause the Group to cease to continue as a going concern.

° Evaluate the overall presentation, structure and content of the consolidated financial statements,
including the disclosures, and whether the consolidated financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

o Obtain sufficient appropriate audit evidence regarding the financial information of the entities
or business activities within the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision and performance of the group audit.
We remain solely responsible for our audit opinion.

We communicate with the Audit Committee regarding, among other matters, the planned scope and
timing of the audit and significant audit findings, including any significant deficiencies in internal control
that we identify during our audit.

We also provide the Audit Committee with a statement that we have complied with relevant ethical

requirements regarding independence and to communicate with them all relationships and other matters
that may reasonably be thought to bear on our independence, and where applicable, related safeguards.
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INDEPENDENT AUDITOR’S REPORT (CONTINUED)

AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF THE CONSOLIDATED
FINANCIAL STATEMENTS (CONTINUED)

From the matters communicated with the Audit Committee, we determine those matters that were
of most significance in the audit of the consolidated financial statements of the current period and
are therefore the key audit matters. We describe these matters in our auditor’s report unless law or
regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we
determine that a matter should not be communicated in our report because the adverse consequences
of doing so would reasonably be expected to outweigh the public interest benefits of such
communication.

The engagement partner on the audit resulting in this independent auditor’s report is Yim Chi Hung
Henry.

Ernst & Young

Certified Public Accountants
Hong Kong

15 March 2019
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CONSOLIDATED STATEMENT OF PROFIT OR LOSS

Year ended 31 December 2018

Revenue
Cost of sales and services provided

Gross profit

Other income and gains
Research and development costs
Selling and distribution expenses
Administrative expenses

Other expenses

Share of profits of an associate

Profit before tax

Income tax expense

Profit for the year

Attributable to:
Owners of the parent
Non-controlling interests

Earnings per share attributable to ordinary

equity holders of the parent
Basic (RMB cents)
Diluted (RMB cents)

Chanjet Information Technology Company Limited

Notes

14

11

11
11

2018 2017
RMB’000 RMB’000
428,941 498,595
(29,999) (71,752)
398,942 426,843
114,357 255,572
(107,306) (107,356)
(169,571) (164,621)
(121,619) (160,180)
(6,162) (8,1093)
1,567 622
110,208 242,777
(3,396) (19,940)
106,812 222,837
106,812 224,913
- (2,076)
106,812 222,837
51.0 109.5
50.3 106.9




CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

Year ended 31 December 2018

2018 2017
RMB’000 RMB’000
Profit for the year 106,812 222,837
Other comprehensive income
Other comprehensive income that may be reclassified to profit or
loss in subsequent periods:
Exchange differences:
Exchange differences on translation of foreign operations (283) (350)
Other comprehensive income for the year, net of tax (283) (350)
Total comprehensive income for the year 106,529 222,487
Attributable to:
Owners of the parent 106,529 224,563
Non-controlling interests - (2,076)
106,529 222,487
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

31 December 2018

Non-current assets

Property, plant and equipment
Intangible assets

Investment in an associate
Available-for-sale equity investments
Non-current financial assets
Deferred tax assets

Total non-current assets

Current assets

Inventories

Trade receivables

Prepayments, other receivables and other assets
Available-for-sale investments

Other current financial assets

Cash and bank balances

Total current assets

Current liabilities

Trade payables

Contract liabilities

Other payables and accruals
Tax payable

Total current liabilities

Net current assets

Total assets less current liabilities

Net assets

Chanjet Information Technology Company Limited

2018 2017

Notes RMB’000 RMB’000
12 1,408 3,322
13 64,124 74,725
14 69,735 68,168
15 - 23,105
15 46,170 -
16 173 5,416
181,610 174,736

17 518 5,932
18 479 2,358
19 139,858 118,523
20 - 213,000
20 384,541 -
21 803,327 762,783
1,328,723 1,102,596

22 913 1,081
23 109,321 -
24 89,864 116,165
- 9,070

200,098 126,316

1,128,625 976,280

1,310,235 1,151,016

1,310,235 1,151,016




CONSOLIDATED STATEMENT OF FINANCIAL POSITION (CONTINUED)

31 December 2018

2018 2017
Notes RMB’000 RMB’000
Equity
Equity attributable to owners of the parent
Issued capital 25 217,182 217,182
Treasury shares held under the employee trust
benefit scheme 26 (75,391) (180,847)
Reserves 27 1,168,444 1,114,681
Total equity 1,310,235 1,151,016

The consolidated financial statements set out on pages 92 to 219 were approved and authorised for issue
by the Board on 15 March 2019, and were signed on its behalf by:

Wang Wenjing Yang Yuchun
Director Director
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

Year ended 31 December 2017

Attributable to owners of the parent

Treasury

shares held

under the Retained

employee Share-based Exchange profits/ Non-
Issued  trust benefit Capital Merger payment Statutory  fluctuation  (accumulated controling Total
capital  scheme (ii)  reserve () reseve resenve (V) resene i reserve losses) Total  interests (iv) equity

AMBO00  RMBUOD  AMBUOOO  AMBUOO0 - AMBO0O - AMBUD  RMBUOO - AMBOO0  AMBO00  AMBUD  RMBUOO

At1 January 2017 A7182  (285451) 903,829 @ 138117 51415 2548 (194807) 882,829 29926 912,754
Profit/{loss) for the year - - - - - - - 224913 24913 (2.076) 222,837
Other comprehensive income for the

year:

Exchange differences on

translation of foreign operations - - - - - - (350) - (350) - (350)

Total comprehensive income

for the year - - - - - - (360) 224913 224,563 (2076 222487
Shares purchased for the employes

trust benefit scheme (ot 26) - (18,820) - - - - - - (18,820) - (18,820)
Share-based payments fnote 26) - - - - 62,444 - - - 62,444 - 62,444
Shares vested under the employee

trust benefit scheme (nofe 26) - 73,424 18,992 - (92,416) - - - - - -
Disposal of & subsidiary - - - - - - - - - (27,849 (27,849
Transfer from retained profits - - - - - 88 = 68) = = =
At 31 December 2017 A7182  (180847) 922,821 @ 108145 51,508 2,198 30018 1,151,016 - 1,151,016
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (CONTINUED)

Attributable to owners of the parent

Year ended 31 December 2018

Treasury
shares held
under the
employee Share-based Exchange
Issued trust benefit Capital Merge  payment  Statutory fluctuation  Retained
capital scheme (iii)  reserve (i) reserve  reserve (v)  reserve i) reserve profits Total Total equity
RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB000  RMB'000  RMB'000  RMB'000
At 31 December 2017 A7,182  (180,847) 922,821 (4 108,145 51,503 2,198 30,018 1,151,016 1,151,016
Effect of adoption of IFRS 9 frote 2) - - - - - 2,089 - 18,801 20,890 20,890
At1 January 2018 (restated) A7182  (180,847) 922,821 (4 108,145 53,502 2,198 48819 1,171,906 1,171,906
Profit for the year - - - - - - - 106,812 106,812 106,812
QOther comprehensive income for
the year:
Exchange differences on translation of foreign
operations - - - - - - (283) - (283) (283)
Total comprehensive income for the year - - - - - - (283) 106,812 106,529 106,529
Share-based payments (nofe 26) - - - - 31,800 - - - 31,800 31,800
Shares vested under the employee
trust benefit scheme (nofe 26) - 105,456 16,940 - (122,396) - - - - -
Tranfer from retained profits - - - - - 10,729 - (10,729) - -
At 31 December 2018 217,182 (75,391)  939,761* (@ 17,549* 64,321* 1915+ 1449002 1,310,285 1,310,235
* These reserve accounts comprise the consolidated reserves of RMB1,168,444,000 (2017: RMB1,114,681,000)

in the consolidated statement of financial position.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (CONTINUED)

Year ended 31 December 2018

Notes:

(i)

(iv)

Capital reserve represents the amount in excess of the par value paid by investors.

In accordance with the Chinese Company Law, the Company and its subsidiaries (collectively referred to
as the “Group”) are required to make appropriations to the Statutory Reserve Fund (“SRF”). At least 10%
of the statutory after-tax profits of each subsidiary as determined in accordance with the People’s Republic
of China (the “PRC”) applicable accounting standards and regulations must be allocated to the SRF until
the cumulative total of the SRF reaches 50% of the subsidiary’s registered capital. Subject to approval from
the relevant authorities of the PRC, the SRF may be used to offset any accumulated losses or increase the
registered capital. The SRF is not available for dividend distributions to shareholders.

Treasury shares held under the Scheme represent the shares held by the trustees for the implementation of
the Scheme which the Company entrusted the trustees to successively purchase from domestic shareholders
or the open market.

Beijing Chanjet Payment Technology Co., Ltd. (“Chanjet Payment”) has ceased to be a subsidiary of the
Company since 1 September 2017 and is treated as an investment in an associate in the consolidated
statement of financial position of the Group.

The share-based payment reserve represents the cost of equity-settled transactions under the employee trust
benefit scheme (the “Scheme”), which is described in note 26 to the financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS

Year ended 31 December 2018

Operating activities

Profit before tax

Adjustments for:
Exchange (gains)/losses, net
Share of profits of an associate
Interest income

Fair value gains, net

Share-based payment expense

Depreciation of items of property, plant and
equipment

Amortisation of intangible assets

Impairment of prepayments, other receivables and
other assets

Impairment of assets of a disposal group classified
as held for sale

Impairment of intangible assets

Impairment of inventories

Gain on disposal of a subsidiary

Interest income on financial investments

Gains on financial investments

Decrease in trade receivables

(Increase)/decrease in prepayments, other receivables

and other assets
(Increase)/decrease in inventories
Decrease in trade payables
Increase in other payables and accruals
Decrease in pledged deposits

Cash generated from operations
Interest received

Income tax refunded

Income taxes paid

Net cash flows from operating activities

Notes

2018 2017
RMB’000 RMB’000
110,208 242,777
(6,327) 10,475
(1,567) (622)
(29,817) (17,182)
(12,793) —
29,276 58,176
2,688 7,752
35,450 31,204
- 77
- 4,864
- 2,640
5,658 —
- (179,169)
(1,977) (3,268)
(6,416) (3,821)
124,383 153,903
1,879 2,891
3,216 (25,484)
(244) 26
(168) (1,098)
81,238 10,057
- 40,000
210,304 180,295
1,548 3,842
413 624
(14,781) (1,808)
197,484 182,953
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CONSOLIDATED STATEMENT OF CASH FLOWS (CONTINUED)

Year ended 31 December 2018

Investing activities

Purchases of items of property, plant and
equipment

Additions to intangible assets

Purchases of financial investments

Refund/(purchase) of non-pledged time deposits
with original maturity of more than three months
when acquired

Recovery of equity investments at fair value through
profit or loss/available-for-sale equity investments

Proceeds from the disposal of items of property,
plant and equipment

Proceeds from disposal of financial investments

Interest on non-pledged time deposits with original
maturity more than three months when acquired

Interest income on financial investments

Gains on financial investments

Disposal of a subsidiary

Net cash flows used in investing activities

Financing activities

Shares purchased for the employee trust benefit
scheme

Net cash flows used in financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at the beginning of year

Changes in cash and cash equivalents included in
assets held for sale

Effect of foreign exchange rate changes, net

Cash and cash equivalents at the end of year

Chanjet Information Technology Company Limited

2018 2017
RMB’000 RMB’000
(453) (7,554)
(22,254) (13,282)
(494,000) (502,000)
(36,949) (249,950)
2,738 545
85 582
314,000 264,000
26,506 19,571
4,424 1,462
7,460 3,821
- 158,770
(198,443) (324,035)
- (18,547)
- (18,547)
(959) (159,629)
189,478 268,797
- 83,929
(138) (3,619)
188,381 189,478




CONSOLIDATED STATEMENT OF CASH FLOWS (CONTINUED)

Notes
Analysis of balances of cash and cash
equivalents
Cash and bank balances as stated in the statement
of financial position 21
Non-pledged time deposits with original maturity of
more than three months when acquired 21

Cash equivalents as stated in prepayments, other
receivables and other assets

Cash and cash equivalents as stated in the
statement of cash flows

Year ended 31 December 2018

2018 2017
RMB’000 RMB’000
803,327 762,783
(616,241) (573,305)
1,295 -
188,381 189,478
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NOTES TO FINANCIAL STATEMENTS

31 December 2018

CORPORATE AND GROUP INFORMATION

Chanijet Information Technology Company Limited (the “Company”), formerly known as Chanjet
Software Company Limited, was established in the People’s Republic of China (the “PRC”) as a
company with limited liability on 19 March 2010. The Company became a joint stock company
with limited liability on 8 September 2011 in the PRC and changed its name to Chanjet Information
Technology Company Limited. The Company’s H shares were listed on the Main Board of The
Stock Exchange of Hong Kong Limited (the “Hong Kong Stock Exchange”) on 26 June 2014.
On 2 February 2018, the Company obtained the renewed business licence for corporate legal
person issued by Beijing Administration for Industry and Commerce (At R LEITHEEF),
confirming the registered address of the Company had been changed from Block D, Building 20,
NO.68 Beiging Road, Haidian District, Beijing, the PRC to Floor 3, Building 3, Yard 9, Yongfeng
Road, Haidian District, Beijing, the PRC.

During the year, the Group was involved in the technical development, consulting, transfer, service
and training of computer software, hardware and external devices, the sale of typing paper,
computer consumables, computer software and hardware and external devices, and the provision
of database service; information service of the second category value-added telecom business
(restricted to internet information service); design, manufacturing, agency and publication of
advertisement.

In the opinion of the directors of the Company, the holding company of the Company is Yonyou
Network Technology Co., Ltd. (“Yonyou”) and the ultimate holding company of the Company is
Beijing Yonyou Technology Co., Ltd., which was established in the PRC.

Information about subsidiaries

Particulars of the Company’s subsidiaries are as follows:

Place and date Nominal value  Percentage of equity
of incorporation/  of issued ordinary/ attributable to the
registration and registered share Company Principal Legal
Name place of operations capital Direct Indirect activities category
Chanjet Information California, USD15,500,000 100.00 - Technical Limited liability
Technology the United development  corporation
Corporation (‘Chanjet ~ States of computer
U.S.") (note (a) 5 November software
2012
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

CORPORATE AND GROUP INFORMATION (CONTINUED)

Information about subsidiaries (continued)

Notes:

(a)

No audited financial statements have been prepared for this entity since its establishment, as the
entity was not subject to any statutory audit requirements under the relevant rules and regulations
in its jurisdiction of incorporation. The paid-in capital of Chanjet U.S. as at 31 December 2018 was
USD10,300,000. On 25 September 2018, the board of directors approved the deregistration of
Chanjet U.S. As at 15 March 2019, the deregistration of Chanjet U.S. is still in process and not yet
completed.

On 5 June 2017, the board of directors approved the deregistration of Chanjet Information Technology
(Hong Kong) Limited (“Chanjet Hong Kong”), given that Chanjet Hong Kong did not conduct any
actual operations in the past three years and had no business plan for the next three years. As at 13
April 2018, the deregistration of Chanjet Hong Kong has been completed.

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES

2.1

Basis of preparation

These financial statements have been prepared in accordance with IFRSs (which include
all International Financial Reporting Standards, IASs and Interpretations) issued by the
IASB and the disclosure requirements of the Hong Kong Companies Ordinance. They
have been prepared under the historical cost convention, except for trust benefit units and
equity investments which have been measured at fair value. These financial statements are
presented in Renminbi (“RMB”) and all values are rounded to the nearest thousand except
when otherwise indicated.

Basis of consolidation

The consolidated financial statements include the financial statements of the Group for
the year ended 31 December 2018. A subsidiary is an entity (including a structured entity),
directly or indirectly, controlled by the Company. Control is achieved when the Group is
exposed, or has rights, to variable returns from its involvement with the investee and has
the ability to affect those returns through its power over the investee (i.e., existing rights
that give the Group the current ability to direct the relevant activities of the investee).
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

2.

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.1

Basis of preparation (continued)

Basis of consolidation (continued)

When the Company has, directly or indirectly, less than a majority of the voting or similar
rights of an investee, the Group considers all relevant facts and circumstances in assessing
whether it has power over an investee, including:

(@) the contractual arrangement with the other vote holders of the investee;

(b) rights arising from other contractual arrangements; and

(c) the Group’s voting rights and potential voting rights.

The financial statements of the subsidiaries are prepared for the same reporting period
as the Company, using consistent accounting policies. The results of subsidiaries are
consolidated from the date on which the Group obtains control, and continue to be
consolidated until the date that such control ceases.

Profit or loss and each component of other comprehensive income are attributed to the
owners of the parent of the Group and to the non-controlling interests, even if this results
in the non-controlling interests having a deficit balance. All intra-group assets and liabilities,
equity, income, expenses and cash flows relating to transactions between members of the
Group are eliminated in full on consolidation.

The Group reassesses whether or not it controls an investee if facts and circumstances
indicate that there are changes to one or more of the three elements of control described
above. A change in the ownership interest of a subsidiary, without a loss of control, is
accounted for as an equity transaction.

If the Group loses control over a subsidiary, it derecognises (i) the assets (including
goodwill) and liabilities of the subsidiary, (i) the carrying amount of any non-controlling
interest and (iii) the cumulative translation differences recorded in equity; and recognises
(i) the fair value of the consideration received, (i) the fair value of any investment retained
and (i) any resulting surplus or deficit in profit or loss. The Group’s share of components
previously recognised in other comprehensive income is reclassified to profit or loss or
retained profits, as appropriate, on the same basis as would be required if the Group had
directly disposed of the related assets or liabilities.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES

(CONTINUED)

2.2 Changes in accounting policies and disclosures

The Group has adopted the following new and revised IFRSs for the first time for the

current year’s financial statements.

Amendments to IFRS 2
Amendments to IFRS 4
IFRS 9

IFRS 15

Amendments to IFRS 15

Amendments to IAS 40
IFRIC Interpretation 22

Annual Improvements 2014-2016
Cycle

Classification and Measurement of Share-based
Payment Transactions

Applying IFRS 9 Financial Instruments with IFRS 4
Insurance Contracts

Financial Instruments

Revenue from Contracts with Customers

Clarifications to IFRS 15 Revenue from Contracts
with Customers

Transfers of Investment Property

Foreign Currency Transactions and Advance
Consideration

Amendments to IFRS 1 and IAS 28
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

2.

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.2

Changes in accounting policies and disclosures (continued)

Except for the amendments to IFRS 4 and Annual Improvements 2014-2016 Cycle, which

are not relevant to the preparation of the Group’s financial statements, the nature and the

impact of the new and revised IFRSs are described below:

(a)

(b)

Amendments to IFRS 2 address three main areas: the effects of vesting conditions
on the measurement of a cash-settled share-based payment transaction; the
classification of a share-based payment transaction with net settlement features for
withholding a certain amount in order to meet an employee’s tax obligation associated
with the share-based payment; and accounting where a modification to the terms
and conditions of a share-based payment transaction changes its classification
from cash-settled to equity-settled. The amendments clarify that the approach
used to account for vesting conditions when measuring equity-settled share-based
payments also applies to cash-settled share-based payments. The amendments
introduce an exception so that a share-based payment transaction with net share
settlement features for withholding a certain amount in order to meet the employee’s
tax obligation is classified in its entirety as an equity-settled share-based payment
transaction when certain conditions are met. Furthermore, the amendments clarify
that if the terms and conditions of a cash-settled share-based payment transaction
are modified, with the result that it becomes an equity-settled share-based payment
transaction, the transaction is accounted for as an equity-settled transaction from
the date of the modification. The amendments have had no impact on the financial
position or performance of the Group as the Group does not have any cash-settled
share-based payment transactions and has no share-based payment transactions
with net settlement features for withholding tax.

IFRS 9 Financial Instruments replaces |AS 39 Financial Instruments: Recognition
and Measurement for annual periods beginning on or after 1 January 2018, bringing
together all three aspects of the accounting for financial instruments: classification
and measurement, impairment and hedge accounting.

With the exception of hedge accounting, which the Group has applied prospectively,
the Group has recognised the transition adjustments against the applicable opening
balances in equity at 1 January 2018. Therefore, the comparative information was
not restated and continues to be reported under IAS 39.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.2 Changes in accounting policies and disclosures (continued)

(b)

(continued)

Classification and measurement

The following information sets out the impacts of adopting IFRS 9 on the statement
of financial position, including the effect of replacing IAS 39’s incurred credit loss

calculations with IFRS 9’s expected credit losses (‘ECLS”).

A reconciliation between the carrying amounts under IAS 39 and the balances
reported under IFRS 9 as at 1 January 2018 is as follows:

IAS 39 Measurement IFRS 9 Measurement
Re-
Category Amount classification ECL Other Amount  Category
Notes AMBO0O  AMBOOO  RMB0O0  RMB000  RMB000
Financial assets
Available-for-sale equity
investments AFS'at cost 23,105 (23,105) - - - NA
To: Non-current financial
assets i (28,105) - -
Non-current financial assets N/A = 23,106 = 22,051 45156 FVPL*
From: Available-for-sale
equity investments (i) 23,105 - -
Trade receivables L8R? 2,358 - - - 2,358 ACP
Financial assets included
in prepayments, other
receivables and other
assets L&R 105,949 - - - 105949  AC
Available-for-sale
investments i) AFS 213,000 (213,000) - - - NA
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

2. BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES

(CONTINUED)

2.2 Changes in accounting policies and disclosures (continued)

(b) (continued)

Classification and measurement (continueqd)

IAS 39 Measurement IFRS 9 Measurement
Re-
Category Amount  classification ECL Other Amount  Category
Notes RMB000  RMBO00  RMBO00  RMBO00  RMB000
To: Other current
financial assets (ii) (213,000) - -
Other current financial
assets N/A - 213,000 - 1,044 214,044 FVPL
From: Available-for-sale
investments 213,000 - -
Cash and bank balances L8R 762,783 - - - 762,783  AC
1,107,195 - - 23,09 1,130,290
Other assets
Deferred tax assets 5416 - - (2,205) 3,21
Total assets 1,217,332 - - 20890 1,298,222
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES

(CONTINUED)

2.2 Changes in accounting policies and disclosures (continued)

(b) (continued)

Classification and measurement (continued)

IAS 39 Measurement IFRS 9 Measurement
Re-
Category Amount  classification ECL Other Amount  Category
AMB000  RMBO00  AMBO00  AMBO00  AMB000
Financial liabilities
Trade payables AC 1,081 - - - 1,081 AC
Financial liabilities included in
other payables and accruals ~ AC 7,597 - - - 7597 AC
Due to the ultimate holding
company AC 736 - - - 736 AC
9,414 - - - 9,414
Total liabilities 126,316 = = = 126,316
'AFS: Available-for-sale investments
2 L&R: Loans and receivables
SAC: Financial assets or financial liabilities at amortised cost
“FVPL: Financial assets at fair value through profit or loss
Notes:
(i) The Group has not elected the option to irrevocably designate its previous available-for-

sale equity investments as equity investments at fair value through other comprehensive

income.

(if) The Group has classified its unlisted investments previously classified as available-for-
sale investments as financial assets measured at fair value through profit or loss as
these non-equity investments did not pass the contractual cash flow characteristics test

in IFRS 9.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

2. BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.2 Changes in accounting policies and disclosures (continued)
(b) (continued)
Impairment

There was no material impact on the opening balance of retained profits of the Group
as at 1 January 2018 upon the adoption of the ECL requirements of IFRS 9.

Hedge accounting

The Group has applied hedge accounting under IFRS 9 prospectively. The adoption
of the hedge accounting requirements of IFRS 9 has had no impact on the Group’s
financial statements given that the Group did not have any hedging transaction
before 1 January 2018.

Impact on reserves and retained profits

The impact of transition to IFRS 9 on reserves and retained profits is as follows:

Retained profits
RMB’000

Retained profits
Balance as at 31 December 2017 under IAS 39 30,018
Reclassification of available-for-sale investments to financial

assets at fair value through profit or loss 23,095
Deferred tax in relation to the above (2,205)
Transfer from retained profits (2,089)
Balance as at 1 January 2018 under IFRS 9 48,819
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.2 Changes in accounting policies and disclosures (continued)

(c)

IFRS 15 and its amendments replace IAS 11 Construction Contracts, |IAS 18
Revenue and related interpretations and it applies, with limited exceptions, to all
revenue arising from contracts with customers. IFRS 15 establishes a new five-step
model to account for revenue arising from contracts with customers. Under IFRS 15,
revenue is recognised at an amount that reflects the consideration to which an entity
expects to be entitled in exchange for transferring goods or services to a customer.
The principles in IFRS 15 provide a more structured approach for measuring
and recognising revenue. The standard also introduces extensive qualitative and
quantitative disclosure requirements, including disaggregation of total revenue,
information about performance obligations, changes in contract asset and liability
account balances between periods and key judgements and estimates. As a result
of the application of IFRS 15, the Group has changed the accounting policy with
respect to revenue recognition in note 2.4 to the financial statements.

The Group has adopted IFRS 15 using the modified retrospective method of
adoption. Under this method, the standard can be applied either to all contracts at
the date of initial application or only to contracts that are not completed at this date.
The Group has elected to apply the standard to contracts that are not completed as
at 1 January 2018.

The cumulative effect of the initial application of IFRS 15 was recognised as an
adjustment to the opening balance of retained profits as at 1 January 2018.
Therefore, the comparative information was not restated and continues to be
reported under IAS 11, IAS 18 and related interpretations.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

2.

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.2 Changes in accounting policies and disclosures (continued)

(c)

(continued)

Set out below are the amounts by which each financial statement line item was
affected as at 1 January 2018 as a result of the adoption of IFRS 15:

Increase/
(decrease)
Note RMB’000

Liabilities
Contract liabilities 52,168
Other payables and accruals (if) (52,168)

Total liabilities -

Set out below are the amounts by which each financial statement line item was
affected as at 31 December 2018 and for the year ended 31 December 2018 as a
result of the adoption of IFRS 15. The adoption of IFRS 15 has had no impact on
other comprehensive income or on the Group’s cash flows. The first column shows
the amounts recorded under IFRS 15 and the second column shows what the
amounts would have been had IFRS 15 not been adopted:

Consolidated statement of profit or loss for the year ended 31 December 2018:

Amounts prepared under

Previous Increase/

IFRS 15 IFRS (decrease)

Note RMB’000 RMB’000 RMB’000

Revenue (i) 428,941 451,628 (22,687)

Gross profit (i) 398,942 421,629 (22,687)

Selling and

distribution

expenses (i) 169,571 192,258 (22,687)
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.2 Changes in accounting policies and disclosures (continued)
(c) (continued)
Consolidated statement of financial position as at 31 December 2018:

Amounts prepared under

Previous Increase/

IFRS 15 IFRS (decrease)

Note RMB’000 RMB’000 RMB’000

Contract liabilities (ii) 109,321 - 109,321
Other payables and

accruals (ii) 89,864 199,185 (109,321)

The nature of the adjustments as at 1 January 2018 and the reasons for the
significant changes in the statement of financial position as at 31 December 2018
and the statement of profit or loss for the year ended 31 December 2018 are
described below:

() Sale of software

The Group’s contracts for sales of software commonly involve the delivery of
software as well as post-contract support services (“PCS”). Under IAS 18,
the Group recognised the delivery of software and PCS as two separately
identifiable components in order to reflect the substance of the transaction.
For the deliverable of software, revenue was recognised at the point when
software was delivered to customers while revenue for PCS was recognised
over the PCS period. Under IFRS 15, the deliverables of software and PCS
are also identified as two separate performance obligations with revenue
recognised consistently with the previous pattern. Therefore, the adoption
of IFRS 15 does not have a significant impact on the Group, except for the
following:
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

2. BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.2 Changes in accounting policies and disclosures (continued)
(c) (continued)
0 Sale of software (continued)
Consideration payable to a customer

The Group pays consideration to the customer related to the sale of
software and cloud service businesses. Prior to the adoption of IFRS 15,
the consideration was expensed as incurred. Under IFRS 15, the Group has
accounted for the consideration payable to the customer as a deduction to
the transaction price of revenue unless the payment to the customer is in
exchange for a distinct good or service that the customer transfers to the
Group.

(i) Consideration received from customers in advance

Before the adoption of IFRS 15, the Group recognised consideration received
for services or sale of software yet to be rendered or delivered from customers
in advance as advances received from customers which are included in other
payables and accruals. Under IFRS 15, the amount is classified as contract
liabilities.

Therefore, upon adoption of IFRS 15, the Group reclassified RMB52,168,000
from other payables and accruals to contract liabilities as at 1 January 2018
in relation to the consideration received from customers in advance as at 1
January 2018.

As at 31 December 2018, under IFRS 15, RMB109,321,000 was reclassified
from other payables and accruals to contract liabilities in relation to the
consideration received from customers in advance for services or sale of
software yet to be rendered or delivered.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.2 Changes in accounting policies and disclosures (continued)

(d)

(e)

Amendments to IAS 40 clarify when an entity should transfer property, including
property under construction or development, into or out of investment property. The
amendments state that a change in use occurs when the property meets, or ceases
to meet, the definition of investment property and there is evidence of the change in
use. A mere change in management’s intentions for the use of a property does not
provide evidence of a change in use. The amendments have had no impact on the
financial position or performance of the Group.

IFRIC Interpretation 22 provides guidance on how to determine the date of the
transaction when applying IAS 21 to the situation where an entity receives or pays
advance consideration in a foreign currency and recognises a non-monetary asset
or liability. The interpretation clarifies that the date of the transaction for the purpose
of determining the exchange rate to use on initial recognition of the related asset,
expense or income (or part of it) is the date on which an entity initially recognises
the non-monetary asset (such as a prepayment) or non-monetary liability (such as
deferred income) arising from the payment or receipt of the advance consideration.
If there are multiple payments or receipts in advance of recognising the related item,
the entity must determine the transaction date for each payment or receipt of the
advance consideration. The interpretation has had no impact on the Group’s financial
statements as the Group’s accounting policy for the determination of the exchange
rate applied for initial recognition of non-monetary assets or non-monetary liabilities is
consistent with the guidance provided in the interpretation.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

2. BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.3 Issued but not yet effective International Financial Reporting Standards

The Group has not applied the following new and revised IFRSs, that have been issued but
are not yet effective, in these financial statements.

Amendments to IFRS 3 Definition of a Business?

Amendments to IFRS 9 Prepayment Features with Negative Compensation’

Amendments to IFRS 10 Sale or Contribution of Assets between an Investor
and IAS 28 and its Associate or Joint Venture*

IFRS 16 Leases’

IFRS 17 Insurance Contracts?®

Amendments to IAS 1 Definition of MaterialP
and IAS 8

Amendments to IAS 19 Plan Amendment, Curtailment or Settlement’

Amendments to IAS 28 Long-term Interests in Associates and Joint

Ventures’

IFRIC Interpretation 23 Uncertainty over Income Tax Treatments’

Annual Improvements Amendments to IFRS 3, IFRS 11, IAS 12 and IAS
2015-2017 Cycle 23!

! Effective for annual periods beginning on or after 1 January 2019

2 Effective for annual periods beginning on or after 1 January 2020
g Effective for annual periods beginning on or after 1 January 2021
& No mandatory effective date yet determined but available for adoption
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.3

Issued but not yet effective International Financial Reporting Standards
(continued)

Further information about those IFRSs that are expected to be applicable to the Group is
described below:

Amendments to IFRS 3 clarify and provide additional guidance on the definition of a
business. The amendments clarify that for an integrated set of activities and assets to
be considered a business, it must include, at a minimum, an input and a substantive
process that together significantly contribute to the ability to create output. A business
can exist without including all of the inputs and processes needed to create outputs.
The amendments remove the assessment of whether market participants are capable of
acquiring the business and continue to produce outputs. Instead, the focus is on whether
acquired inputs and acquired substantive processes together significantly contribute to
the ability to create outputs. The amendments have also narrowed the definition of outputs
to focus on goods or services provided to customers, investment income or other income
from ordinary activities. Furthermore, the amendments provide guidance to assess whether
an acquired process is substantive and introduce an optional fair value concentration test
to permit a simplified assessment of whether an acquired set of activities and assets is not
a business. The Group expects to adopt the amendments prospectively from 1 January
2020.

Amendments to IFRS 10 and IAS 28 address an inconsistency between the requirements in
IFRS 10 and in IAS 28 in dealing with the sale or contribution of assets between an investor
and its associate or joint venture. The amendments require a full recognition of a gain or
loss when the sale or contribution of assets between an investor and its associate or joint
venture constitutes a business. For a transaction involving assets that do not constitute
a business, a gain or loss resulting from the transaction is recognised in the investor’s
profit or loss only to the extent of the unrelated investor’s interest in that associate or joint
venture. The amendments are to be applied prospectively. The previous mandatory effective
date of amendments to IFRS 10 and IAS 28 was removed by the IASB in December 2015
and a new mandatory effective date will be determined after the completion of a broader
review of accounting for associates and joint ventures. However, the amendments are
available for adoption now.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

2.

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.3

Issued but not yet effective International Financial Reporting Standards
(continued)

IFRS 16 replaces IAS 17 Leases, IFRIC Interpretation 4 Determining whether an
Arrangement contains a Lease, SIC Interpretation 15 Operating Leases — Incentives
and SIC Interpretation 27 Evaluating the Substance of Transactions Involving the Legal
Form of a Lease. The standard sets out the principles for the recognition, measurement,
presentation and disclosure of leases and requires lessees to recognise assets and
liabilities for most leases. The standard includes two elective recognition exemptions for
lessees — leases of low-value assets and short-term leases. At the commencement date
of a lease, a lessee will recognise a liability to make lease payments (i.e., the lease liability)
and an asset representing the right to use the underlying asset during the lease term
(i.e., the right-of-use asset). The right-of-use asset is subsequently measured at cost less
accumulated depreciation and any impairment losses unless the right-of-use asset meets
the definition of investment property in IAS 40, or relates to a class of property, plant and
equipment to which the revaluation model is applied. The lease liability is subsequently
increased to reflect the interest on the lease liability and reduced for the lease payments.
Lessees will be required to separately recognise the interest expense on the lease liability
and the depreciation expense on the right-of-use asset. Lessees will also be required
to remeasure the lease liability upon the occurrence of certain events, such as change
in the lease term and change in future lease payments resulting from a change in an
index or rate used to determine those payments. Lessees will generally recognise the
amount of the remeasurement of the lease liability as an adjustment to the right-of-use
asset. Lessor accounting under IFRS 16 is substantially unchanged from the accounting
under IAS 17. Lessors will continue to classify all leases using the same classification
principle as in IAS 17 and distinguish between operating leases and finance leases. IFRS
16 requires lessees and lessors to make more extensive disclosures than under IAS 17.
Lessees can choose to apply the standard using either a full retrospective or a modified
retrospective approach. The Group will adopt IFRS 16 from 1 January 2019. The Group
plans to adopt the transitional provisions in IFRS 16 to recognise the cumulative effect
of initial adoption as an adjustment to the opening balance of retained earnings at 1
January 2019 and will not restate the comparatives. In addition, the Group plans to apply
the new requirements to contracts that were previously identified as leases applying IAS
17 and measure the lease liability at the present value of the remaining lease payments,
discounted using the Group’s incremental borrowing rate at the date of initial application.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.3

Issued but not yet effective International Financial Reporting Standards
(continued)

The right-of-use asset will be measured at the amount of the lease liability, adjusted by the
amount of any prepaid or accrued lease payments relating to the lease recognised in the
statement of financial position immediately before the date of initial application. The Group
plans to use the exemptions allowed by the standard on lease contracts whose lease
terms end within 12 months as of the date of initial application. During 2018, the Group
has performed a detailed assessment on the impact of adoption of IFRS 16. The Group
does not expect that the adoption of IFRS 16 will have a significant impact on the financial
statements.

Amendments to IAS 1 and IAS 8 provide a new definition of material. The new definition
states that information is material if omitting, misstating or obscuring it could reasonably
be expected to influence decisions that the primary users of general purpose financial
statements make on the basis of those financial statements. The amendments clarify
that materiality will depend on the nature or magnitude of information. A misstatement of
information is material if it could reasonably be expected to influence decisions made by the
primary users. The Group expects to adopt the amendments prospectively from 1 January
2020. The amendments are not expected to have any significant impact on the Group’s
financial statements.

Amendments to IAS 28 clarify that the scope exclusion of IFRS 9 only includes interests in
an associate or joint venture to which the equity method is applied and does not include
long-term interests that in substance form part of the net investment in the associate
or joint venture, to which the equity method has not been applied. Therefore, an entity
applies IFRS 9, rather than IAS 28, including the impairment requirements under IFRS 9, in
accounting for such long-term interests. IAS 28 is then applied to the net investment, which
includes the long-term interests, only in the context of recognising losses of an associate
or joint venture and impairment of the net investment in the associate or joint venture. The
Group expects to adopt the amendments on 1 January 2019 and will assess its business
model for such long-term interests based on the facts and circumstances that exist on
1 January 2019 using the transitional requirements in the amendments. The Group also
intends to apply the relief from restating comparative information for prior periods upon
adoption of the amendments.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

2.

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.3

2.4

Issued but not yet effective International Financial Reporting Standards
(continued)

IFRIC Interpretation 23 addresses the accounting for income taxes (current and deferred)
when tax treatments involve uncertainty that affects the application of IAS 12 (often referred
to as “uncertain tax positions”). The interpretation does not apply to taxes or levies outside
the scope of IAS 12, nor does it specifically include requirements relating to interest and
penalties associated with uncertain tax treatments. The interpretation specifically addresses
(i) whether an entity considers uncertain tax treatments separately; (i) the assumptions an
entity makes about the examination of tax treatments by taxation authorities; (i) how an
entity determines taxable profits or tax losses, tax bases, unused tax losses, unused tax
credits and tax rates; and (iv) how an entity considers changes in facts and circumstances.
The interpretation is to be applied retrospectively, either fully retrospectively without the use
of hindsight or retrospectively with the cumulative effect of application as an adjustment to
the opening equity at the date of initial application, without the restatement of comparative
information. The Group expects to adopt the interpretation from 1 January 2019. The
interpretation is not expected to have any significant impact on the Group’s financial
statements.

Summary of significant accounting policies

Investments in associates

An associate is an entity in which the Group has a long term interest of generally not less
than 20% of the equity voting rights and over which it is in a position to exercise significant
influence. Significant influence is the power to participate in the financial and operating
policy decisions of the investee, but is not control or joint control over those policies.

The Group’s investments in associates are stated in the consolidated statement of financial
position at the Group’s share of net assets under the equity method of accounting, less
any impairment losses. Adjustments are made to bring into line any dissimilar accounting
policies that may exist.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4 Summary of significant accounting policies (Continued)
Investments in associates (continued)

The Group’s share of the post-acquisition results and other comprehensive income of
associates is included in the consolidated statement of profit or loss and consolidated other
comprehensive income, respectively. In addition, when there has been a change recognised
directly in the equity of the associate, the Group recognises its share of any changes,
when applicable, in the consolidated statement of changes in equity. Unrealised gains and
losses resulting from transactions between the Group and its associates are eliminated to
the extent of the Group’s investments in the associates, except where unrealised losses
provide evidence of an impairment of the assets transferred. Goodwill arising from the
acquisition of associates is included as part of the Group’s investments in associates.

If an investment in an associate becomes an investment in a joint venture or vice versa,
the retained interest is not remeasured. Instead, the investment continues to be accounted
for under the equity method. In all other cases, upon loss of significant influence over the
associate, the Group measures and recognises any retained investment at its fair value. Any
difference between the carrying amount of the associate upon loss of significant influence
and the fair value of the retained investment and proceeds from disposal is recognised in
profit or loss.

When an investment in an associate is classified as held for sale, it is accounted for in
accordance with IFRS 5 Non-current Assets Held for Sale and Discontinued Operations.

Fair value measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in
an orderly transaction between market participants at the measurement date. The fair value
measurement is based on the presumption that the transaction to sell the asset or transfer
the liability takes place either in the principal market for the asset or liability, or in the
absence of a principal market, in the most advantageous market for the asset or liability.
The principal or the most advantageous market must be accessible by the Group. The fair
value of an asset or a liability is measured using the assumptions that market participants
would use when pricing the asset or liability, assuming that market participants act in their
economic best interest.
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31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4 Summary of significant accounting policies (continued)

Fair value measurement (continued)

A fair value measurement of a non-financial asset takes into account a market participant’s
ability to generate economic benefits by using the asset in its highest and best use or by
selling it to another market participant that would use the asset in its highest and best use.

The Group uses valuation techniques that are appropriate in the circumstances and for
which sufficient data are available to measure fair value, maximising the use of relevant
observable inputs and minimising the use of unobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the financial
statements are categorised within the fair value hierarchy, described as follows, based on
the lowest level input that is significant to the fair value measurement as a whole:

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

Level 2 — based on valuation techniques for which the lowest level input that is significant
to the fair value measurement is observable, either directly or indirectly

Level 3 — based on valuation techniques for which the lowest level input that is significant
to the fair value measurement is unobservable

For assets and liabilities that are recognised in the financial statements on a recurring basis,
the Group determines whether transfers have occurred between levels in the hierarchy by
reassessing categorisation (based on the lowest level input that is significant to the fair
value measurement as a whole) at the end of each reporting period.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4 Summary of significant accounting policies (continued)
Impairment of non-financial assets

Where an indication of impairment exists, or when annual impairment testing for an asset
is required (other than inventories, financial assets, and non-current assets/a disposal
group classified as held for sale), the asset’s recoverable amount is estimated. An asset’s
recoverable amount is the higher of the asset’s or cash-generating unit’s value in use and
its fair value less costs of disposal, and is determined for an individual asset, unless the
asset does not generate cash inflows that are largely independent of those from other assets
or groups of assets, in which case the recoverable amount is determined for the cash-
generating unit to which the asset belongs.

An impairment loss is recognised only if the carrying amount of an asset exceeds its
recoverable amount. In assessing value in use, the estimated future cash flows are
discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset. An impairment
loss is charged to profit or loss in the period in which it arises in those expense categories
consistent with the function of the impaired asset.

An assessment is made at the end of each reporting period as to whether there is an
indication that previously recognised impairment losses may no longer exist or may have
decreased. If such an indication exists, the recoverable amount is estimated. A previously
recognised impairment loss of an asset other than goodwill is reversed only if there has
been a change in the estimates used to determine the recoverable amount of that asset,
but not to an amount higher than the carrying amount that would have been determined
(net of any depreciation/amortisation) had no impairment loss been recognised for the asset
in prior years. A reversal of such an impairment loss is credited to the statement of profit
or loss in the period in which it arises, unless the asset is carried at a revalued amount,
in which case the reversal of the impairment loss is accounted for in accordance with the
relevant accounting policy for that revalued asset.
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31 December 2018

2. BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES

(CONTINUED)

2.4 Summary of significant accounting policies (continued)

Related parties

A party is considered to be related to the Group if:

(@) the party is a person or a close member of that person’s family and that person

(i)

(it

(i)

or

has control or joint control over the Group;

has significant influence over the Group; or

is @ member of the key management personnel of the Group or of a parent of
the Group;

(b) the party is an entity where any of the following conditions applies:

(i)

(it

(vi)

(vii)

(i)

the entity and the Group are members of the same group;

one entity is an associate or joint venture of the other entity (or of a parent,
subsidiary or fellow subsidiary of the other entity);

the entity and the Group are joint ventures of the same third party;

one entity is a joint venture of a third entity and the other entity is an associate
of the third entity;

the entity is a post-employment benefit plan for the benefit of employees of
either the Group or an entity related to the Group;

the entity is controlled or jointly controlled by a person identified in (a);
a person identified in (a)(i) has significant influence over the entity or is a
member of the key management personnel of the entity (or of a parent of the

entity); and

the entity, or any member of a group of which it is a part, provides key
management personnel services to the Group or to the parent of the Group.
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31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4 Summary of significant accounting policies (continued)
Property, plant and equipment and depreciation

Property, plant and equipment, are stated at cost less accumulated depreciation and any
impairment losses. When an item of property, plant and equipment is classified as held for
sale or when it is part of a disposal group classified as held for sale, it is not depreciated
and is accounted for in accordance with IFRS 5, as further explained in the accounting
policy for “Non-current assets and disposal groups held for sale”. The cost of an item of
property, plant and equipment comprises its purchase price and any directly attributable
costs of bringing the asset to its working condition and location for its intended use.

Cost may also include transfers from equity of any gains or losses on qualifying cash flow
hedges of foreign currency purchases of property, plant and equipment.

Expenditure incurred after items of property, plant and equipment have been put into
operation, such as repairs and maintenance, is normally charged to profit or loss in the
period in which it is incurred. In situations where the recognition criteria are satisfied, the
expenditure for a major inspection is capitalised in the carrying amount of the asset as a
replacement. Where significant parts of property, plant and equipment are required to be
replaced at intervals, the Group recognises such parts as individual assets with specific
useful lives and depreciates them accordingly.

Valuations are performed frequently enough to ensure that the fair value of a revalued asset
does not differ materially from its carrying amount. Changes in the values of property, plant
and equipment are dealt with as movements in the asset revaluation reserve. If the total of
this reserve is insufficient to cover a deficit, on an individual asset basis, the excess of the
deficit is charged to the statement of profit or loss. Any subsequent revaluation surplus is
credited to the statement of profit or loss to the extent of the deficit previously charged.
An annual transfer from the asset revaluation reserve to retained profits is made for the
difference between the depreciation based on the revalued carrying amount of an asset and
the depreciation based on the asset’s original cost. On disposal of a revalued asset, the
relevant portion of the asset revaluation reserve realised in respect of previous valuations is
transferred to retained profits as a movement in reserves.
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31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4 Summary of significant accounting policies (continued)

Property, plant and equipment and depreciation (continued)

Depreciation is calculated on the straight-line basis to write off the cost of each item
of property, plant and equipment to its residual value over its estimated useful life. The

principal annual rates used for this purpose are as follows:

Motor vehicles 16.2%
Office equipment, furniture and fittings 20%-100%

Where parts of an item of property, plant and equipment have different useful lives, the
cost of that item is allocated on a reasonable basis among the parts and each part is
depreciated separately. Residual values, useful lives and the depreciation method are

reviewed, and adjusted if appropriate, at least at each financial year end.

An item of property, plant and equipment including any significant part initially recognised
is derecognised upon disposal or when no future economic benefits are expected from its
use or disposal. Any gain or loss on disposal or retirement recognised in the statement of
profit or loss in the year the asset is derecognised is the difference between the net sales

proceeds and the carrying amount of the relevant asset.

Intangible assets (other than goodwill)

Intangible assets acquired separately are measured on initial recognition at cost. The cost
of intangible assets acquired in a business combination is the fair value at the date of
acquisition. The useful lives of intangible assets are assessed to be either finite or indefinite.
Intangible assets with finite lives are subsequently amortised over the useful economic life
and assessed for impairment whenever there is an indication that the intangible asset may
be impaired. The amortisation period and the amortisation method for an intangible asset

with a finite useful life are reviewed at least at each financial year end.
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31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4

Summary of significant accounting policies (continued)

Intangible assets (other than goodwill) (continued)

Software copyrights and licences

Purchased software copyrights and licences are stated at cost less any impairment losses
and are amortised on the straight-line basis over their estimated useful lives of 3 to 10
years.

Research and development costs

All research costs are charged to profit or loss as incurred.

Expenditure incurred on projects to develop new products is capitalised and deferred only
when the Group can demonstrate the technical feasibility of completing the intangible asset
so that it will be available for use or sale, its intention to complete and its ability to use
or sell the asset, how the asset will generate future economic benefits, the availability of
resources to complete the project and the ability to measure reliably the expenditure during
the development. Product development expenditure which does not meet these criteria is
expensed when incurred.

Deferred development costs are stated at cost less any impairment losses and are
amortised using the straight-line basis over the commercial lives of the underlying products
over five years, commencing from the date when the products are put into commercial
production.
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31 December 2018

2.

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4 Summary of significant accounting policies (continued)

Operating leases

Leases where substantially all the rewards and risks of ownership of assets remain with
the lessor are accounted for as operating leases. Where the Group is the lessor, assets
leased by the Group under operating leases are included in non-current assets, and rentals
receivable under the operating leases are credited to the statement of profit or loss on the
straight-line basis over the lease terms. Where the Group is the lessee, rentals payable
under operating leases net of any incentives received from the lessor are charged to profit
or loss on the straight-line basis over the lease terms.

Investments and other financial assets (policies under IFRS 9 applicable from 1
January 2018)

Initial recognition and measurement

Financial assets are classified, at initial recognition, as subsequently measured at amortised
cost, fair value through other comprehensive income, and fair value through profit or loss.

The classification of financial assets at initial recognition depends on the financial asset’s
contractual cash flow characteristics and the Group’s business model for managing
them. With the exception of trade receivables that do not contain a significant financing
component or for which the Group has applied the practical expedient of not adjusting the
effect of a significant financing component, the Group initially measures a financial asset
at its fair value, plus in the case of a financial asset not at fair value through profit or loss,
transaction costs. Trade receivables that do not contain a significant financing component
or for which the Group has applied the practical expedient are measured at the transaction
price determined under IFRS 15 in accordance with the policies set out for “Revenue
recognition (applicable from 1 January 2018)” below.

In order for a financial asset to be classified and measured at amortised cost or fair value
through other comprehensive income, it needs to give rise to cash flows that are solely
payments of principal and interest (“SPPI”) on the principal amount outstanding.
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31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4

Summary of significant accounting policies (continued)

Investments and other financial assets (policies under IFRS 9 applicable from 1
January 2018) (continued)

Initial recognition and measurement (continueq)

The Group’s business model for managing financial assets refers to how it manages its
financial assets in order to generate cash flows. The business model determines whether
cash flows will result from collecting contractual cash flows, selling the financial assets, or
both.

All regular way purchases and sales of financial assets are recognised on the trade date,
that is, the date that the Group commits to purchase or sell the asset. Regular way
purchases or sales are purchases or sales of financial assets that require delivery of assets
within the period generally established by regulation or convention in the marketplace.
Subsequent measurement

The subsequent measurement of financial assets depends on their classification as follows:

Financial assets at amortised cost (debt instruments)

The Group measures financial assets at amortised cost if both of the following conditions
are met:

° The financial asset is held within a business model with the objective to hold financial
assets in order to collect contractual cash flows.

° The contractual terms of the financial asset give rise on specified dates to cash
flows that are solely payments of principal and interest on the principal amount
outstanding.

Financial assets at amortised cost are subsequently measured using the effective interest

method and are subject to impairment. Gains and losses are recognised in the statement of
profit or loss when the asset is derecognised, modified or impaired.

2018 ANNUAL REPORT

129



130

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

2.

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4

Summary of significant accounting policies (continued)

Investments and other financial assets (policies under IFRS 9 applicable from 1
January 2018) (continued)

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss include financial assets held for trading,
financial assets designated upon initial recognition at fair value through profit or loss, or
financial assets mandatorily required to be measured at fair value. Financial assets are
classified as held for trading if they are acquired for the purpose of selling or repurchasing
in the near term. Derivatives, including separated embedded derivatives, are also classified
as held for trading unless they are designated as effective hedging instruments. Financial
assets with cash flows that are not solely payments of principal and interest are classified
and measured at fair value through profit or loss, irrespective of the business model.
Notwithstanding the criteria for debt instruments to be classified at amortised cost or at fair
value through other comprehensive income, as described above, debt instruments may be
designated at fair value through profit or loss on initial recognition if doing so eliminates, or
significantly reduces, an accounting mismatch.

Financial assets at fair value through profit or loss are carried in the statement of financial
position at fair value with net changes in fair value recognised in the statement of profit or
loss.

This category includes equity investments which the Group had not irrevocably elected to
classify at fair value through other comprehensive income. Dividends on equity investments
classified as financial assets at fair value through profit or loss are also recognised as other
income in the statement of profit or loss when the right of payment has been established, it is
probable that the economic benefits associated with the dividend will flow to the Group and
the amount of the dividend can be measured reliably.
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BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4 Summary of significant accounting policies (continued)

Investments and other financial assets (policies under IAS 39 applicable before 1
January 2018)

Initial recognition and measurement

Financial assets are classified, at initial recognition, as financial assets at fair value through
profit or loss, loans and receivables and available-for-sale financial investments, or as
derivatives designated as hedging instruments in an effective hedge, as appropriate. When
financial assets are recognised initially, they are measured at fair value plus transaction
costs that are attributable to the acquisition of the financial assets, except in the case of
financial assets recorded at fair value through profit or loss.

All regular way purchases and sales of financial assets are recognised on the trade date,
that is, the date that the Group commits to purchase or sell the asset. Regular way
purchases or sales are purchases or sales of financial assets that require delivery of assets
within the period generally established by regulation or convention in the marketplace.

Subsequent measurement
The subsequent measurement of financial assets depends on their classification as follows:
Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. After initial measurement, such assets
are subsequently measured at amortised cost using the effective interest rate method less
any allowance for impairment. Amortised cost is calculated by taking into account any
discount or premium on acquisition and includes fees or costs that are an integral part of
the effective interest rate. The effective interest rate amortisation is included in other income
and gains in the statement of profit or loss. The loss arising from impairment is recognised
in the statement of profit or loss in finance costs for loans and in other expenses for
receivables.
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2.

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4

Summary of significant accounting policies (continued)

Investments and other financial assets (policies under IAS 39 applicable before 1
January 2018) (continued)

Avallable-for-sale financial investments

Available-for-sale financial investments are non-derivative financial assets in listed and
unlisted equity investments and debt securities. Equity investments classified as available
for sale are those which are neither classified as held for trading nor designated as at fair
value through profit or loss. Debt securities in this category are those which are intended
to be held for an indefinite period of time and which may be sold in response to needs for
liquidity or in response to changes in market conditions.

After initial recognition, available-for-sale financial investments are subsequently measured
at fair value, with unrealised gains or losses recognised as other comprehensive income in
the available-for-sale investment revaluation reserve until the investment is derecognised,
at which time the cumulative gain or loss is recognised in the statement of profit or loss in
other income, or until the investment is determined to be impaired, when the cumulative
gain or loss is reclassified from the available-for-sale investment revaluation reserve to the
statement of profit or loss in other gains or losses. Interest and dividends earned whilst
holding the available-for-sale financial investments are reported as interest income and
dividend income, respectively and are recognised in the statement of profit or loss as other
income in accordance with the policies set out for “Revenue recognition (applicable before
1 January 2018)” below.

When the fair value of unlisted equity investments cannot be reliably measured because (a)
the variability in the range of reasonable fair value estimates is significant for that investment
or (b) the probabilities of the various estimates within the range cannot be reasonably
assessed and used in estimating fair value, such investments are stated at cost less any
impairment losses.

The Group evaluates whether the ability and intention to sell its available-for-sale financial
assets in the near term are still appropriate. When, in rare circumstances, the Group is
unable to trade these financial assets due to inactive markets, the Group may elect to
reclassify these financial assets if management has the ability and intention to hold the assets
for the foreseeable future or until maturity.
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BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4

Summary of significant accounting policies (continued)

Investments and other financial assets (policies under IAS 39 applicable before 1
January 2018) (continued)

Available-for-sale financial investments (continued)

For a financial asset reclassified from the available-for-sale category, the fair value carrying
amount at the date of reclassification becomes its new amortised cost and any previous
gain or loss on that asset that has been recognised in equity is amortised to profit or loss
over the remaining life of the investment using the effective interest rate. Any difference
between the new amortised cost and the maturity amount is also amortised over the
remaining life of the asset using the effective interest rate. If the asset is subsequently
determined to be impaired, then the amount recorded in equity is reclassified to the
statement of profit or loss.

Derecognition of financial assets (policies under IFRS 9 applicable from 1 January
2018 and policies under IAS 39 applicable before 1 January 2018)

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar
financial assets) is primary derecognised (i.e., removed from the Group’s consolidated
statement of financial position) when:

° the rights to receive cash flows from the asset have expired; or

° the Group has transferred its rights to receive cash flows from the asset or has
assumed an obligation to pay the received cash flows in full without material delay
to a third party under a “pass-through” arrangement; and either (a) the Group has
transferred substantially all the risks and rewards of the asset, or (b) the Group has
neither transferred nor retained substantially all the risks and rewards of the asset,
but has transferred control of the asset.
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2.

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4

Summary of significant accounting policies (continued)

Derecognition of financial assets (policies under IFRS 9 applicable from 1 January
2018 and policies under IAS 39 applicable before 1 January 2018) (continued)

When the Group has transferred its rights to receive cash flows from an asset or has
entered into a pass-through arrangement, it evaluates if, and to what extent, it has retained
the risk and rewards of ownership of the asset. When it has neither transferred nor retained
substantially all the risks and rewards of the asset nor transferred control of the asset, the
Group continues to recognise the transferred asset to the extent of the Group continuing
involvement. In that case, the Group also recognises an associated liability. The transferred
asset and the associated liability are measured on a basis that reflects the rights and
obligations that the Group has retained.

Continuing involvement that takes the form of a guarantee over the transferred asset is
measured at the lower of the original carrying amount of the asset and the maximum
amount of consideration that the Group could be required to repay.

Impairment of financial assets (policies under IFRS 9 applicable from 1 January
2018)

The Group recognises an allowance for ECLs for all debt instruments not held at fair value
through profit or loss. ECLs are based on the difference between the contractual cash
flows due in accordance with the contract and all the cash flows that the Group expects
to receive, discounted at an approximation of the original effective interest rate. The
expected cash flows will include cash flows from the sale of collateral held or other credit
enhancements that are integral to the contractual terms.
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BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4

Summary of significant accounting policies (continued)

Impairment of financial assets (policies under IFRS 9 applicable from 1 January
2018) (continued)

General approach

ECLs are recognised in two stages. For credit exposures for which there has not been a
significant increase in credit risk since initial recognition, ECLs are provided for credit losses
that result from default events that are possible within the next 12 months (a 12-month
ECL). For those credit exposures for which there has been a significant increase in credit
risk since initial recognition, a loss allowance is required for credit losses expected over the
remaining life of the exposure, irrespective of the timing of the default (a lifetime ECL).

At each reporting date, the Group assesses whether the credit risk on a financial instrument
has increased significantly since initial recognition. When making the assessment, the
Group compares the risk of a default occurring on the financial instrument as at the
reporting date with the risk of a default occurring on the financial instrument as at the date
of initial recognition and considers reasonable and supportable information that is available
without undue cost or effort, including historical and forward-looking information.

The Group considers a financial asset in default when contractual payments are 90 days
past due. However, in certain cases, the Group may also consider a financial asset to
be in default when internal or external information indicates that the Group is unlikely
to receive the outstanding contractual amounts in full before taking into account any
credit enhancements held by the Group. A financial asset is written off when there is no
reasonable expectation of recovering the contractual cash flows.
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2.

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4

Summary of significant accounting policies (continued)

Impairment of financial assets (policies under IFRS 9 applicable from 1 January
2018) (continued)

Simplified approach

For trade receivables and contract assets that do not contain a significant financing
component or when the Group applies the practical expedient of not adjusting the effect of
a significant financing component, the Group applies the simplified approach in calculating
ECLs. Under the simplified approach, the Group does not track changes in credit risk,
but instead recognises a loss allowance based on lifetime ECLs at each reporting date.
The Group has established a provision matrix that is based on its historical credit loss
experience, adjusted for forward-looking factors specific to the debtors and the economic
environment.

For trade receivables that contain a significant financing component and lease receivables,
the Group chooses as its accounting policy to adopt the simplified approach in calculating
ECLs with the policies as described above.

Impairment of financial assets (policies under IAS 39 applicable before 1 January
2018)

The Group assesses at the end of each reporting period whether there is objective evidence
that a financial asset or a group of financial assets is impaired. An impairment exists if one
or more events that occurred after the initial recognition of the asset have an impact on
the estimated future cash flows of the financial asset or the group of financial assets that
can be reliably estimated. Evidence of impairment may include indications that a debtor
or a group of debtors is experiencing significant financial difficulty, default or delinquency
in interest or principal payments, the probability that they will enter bankruptcy or other
financial reorganisation and observable data indicating that there is a measurable decrease
in the estimated future cash flows, such as changes in arrears or economic conditions that
correlate with defaults.
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BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4 Summary of significant accounting policies (continued)

Impairment of financial assets (policies under IAS 39 applicable before 1 January
2018) (continued)

Financial assets carried at amortised cost

For financial assets carried at amortised cost, the Group first assesses whether impairment
exists individually for financial assets that are individually significant, or collectively for
financial assets that are not individually significant. If the Group determines that no
objective evidence of impairment exists for an individually assessed financial asset,
whether significant or not, it includes the asset in a group of financial assets with similar
credit risk characteristics and collectively assesses them for impairment. Assets that are
individually assessed for impairment and for which an impairment loss is, or continues to
be, recognised are not included in a collective assessment of impairment.

The amount of any impairment loss identified is measured as the difference between the
asset’s carrying amount and the present value of estimated future cash flows (excluding
future credit losses that have not yet been incurred). The present value of the estimated
future cash flows is discounted at the financial asset’s original effective interest rate (i.e.,
the effective interest rate computed at initial recognition).

The carrying amount of the asset is reduced through the use of an allowance account and
the loss is recognised in the statement of profit or loss. Interest income continues to be
accrued on the reduced carrying amount using the rate of interest used to discount the
future cash flows for the purpose of measuring the impairment loss. Loans and receivables
together with any associated allowance are written off when there is no realistic prospect of
future recovery and all collateral has been realised or has been transferred to the Group.

If, in a subsequent period, the amount of the estimated impairment loss increases or
decreases because of an event occurring after the impairment was recognised, the
previously recognised impairment loss is increased or reduced by adjusting the allowance
account. If a write-off is later recovered, the recovery is credited to other expenses in the
statement of profit or loss.
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2.

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4 Summary of significant accounting policies (continued)

Impairment of financial assets (policies under IAS 39 applicable before 1 January
2018) (continued)

Assets carried at cost

If there is objective evidence that an impairment loss has been incurred on an unquoted
equity instrument that is not carried at fair value because its fair value cannot be reliably
measured, or on a derivative asset that is linked to and must be settled by delivery of
such an unquoted equity instrument, the amount of the loss is measured as the difference
between the asset’s carrying amount and the present value of estimated future cash flows
discounted at the current market rate of return for a similar financial asset. Impairment
losses on these assets are not reversed.

Available-for-sale financial investments

For available-for-sale financial investments, the Group assesses at the end of each reporting
period whether there is objective evidence that an investment or a group of investments is
impaired.

If an available-for-sale asset is impaired, an amount comprising the difference between
its cost (net of any principal payment and amortisation) and its current fair value, less any
impairment loss previously recognised in the statement of profit or loss, is removed from
other comprehensive income and recognised in the statement of profit or loss.

In the case of equity investments classified as available for sale, objective evidence would
include a significant or prolonged decline in the fair value of an investment below its cost.
“Significant” is evaluated against the original cost of the investment and “prolonged” against
the period in which the fair value has been below its original cost. Where there is evidence
of impairment, the cumulative loss — measured as the difference between the acquisition
cost and the current fair value, less any impairment loss on that investment previously
recognised in the statement of profit or loss — is removed from other comprehensive income
and recognised in the statement of profit or loss. Impairment losses on equity instruments
classified as available for sale are not reversed through the statement of profit or loss.
Increases in their fair value after impairment are recognised directly in other comprehensive
income.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4 Summary of significant accounting policies (continued)

Impairment of financial assets (policies under IAS 39 applicable before 1 January
2018) (continued)

Available-for-sale financial investments (continued)
The determination of what is “significant” or “prolonged” requires judgement. In making this
judgement, the Group evaluates, among other factors, the duration or extent to which the

fair value of an investment is less than its cost.

Financial liabilities (policies under IFRS 9 applicable from 1 January 2018 and IAS
39 applicable before 1 January 2018)

Initial recognition and measurement
Financial liabilities are classified, at initial recognition, as payables, as appropriate.

All financial liabilities are recognised initially at fair value and, in the case of payables, net of
directly attributable transaction costs.

The Group’s financial liabilities include trade and other payables and an amount due to the
ultimate holding company.

Subsequent measurement

The subsequent measurement of financial liabilities depends on their classification as
follows:

Loans and borrowings

After initial recognition, interest-bearing loans and borrowings are subsequently measured
at amortised cost, using the effective interest rate method unless the effect of discounting
would be immaterial, in which case they are stated at cost. Gains and losses are recognised
in the statement of profit or loss when the liabilities are derecognised as well as through the
effective interest rate amortisation process.

2018 ANNUAL REPORT

139



140

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

2.

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4

Summary of significant accounting policies (continued)

Financial liabilities (policies under IFRS 9 applicable from 1 January 2018 and IAS
39 applicable before 1 January 2018) (continued)

Loans and borrowings (continued)

Amortised cost is calculated by taking into account any discount or premium on acquisition
and fees or costs that are an integral part of the effective interest rate. The effective interest
rate amortisation is included in finance costs in the statement of profit or loss.

Derecognition of financial liabilities (policies under IFRS 9 applicable from 1
January 2018 and IAS 39 applicable before 1 January 2018)

A financial liability is derecognised when the obligation under the liability is discharged or
cancelled, or expires.

When an existing financial liability is replaced by another from the same lender on
substantially different terms, or the terms of an existing liability are substantially modified,
such an exchange or modification is treated as a derecognition of the original liability and a
recognition of a new liability, and the difference between the respective carrying amounts is
recognised in the statement of profit or loss.

Offsetting of financial instruments (policies under IFRS 9 applicable from 1 January
2018 and IAS 39 applicable before 1 January 2018)

Financial assets and financial liabilities are offset and the net amount is reported in the
statement of financial position if there is a currently enforceable legal right to offset the
recognised amounts and there is an intention to settle on a net basis, or to realise the assets
and settle the liabilities simultaneously.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4

Summary of significant accounting policies (continued)

Treasury shares

Own equity instruments which are reacquired and held by the Company or the Group
(treasury shares) are recognised directly in equity at cost. No gain or loss is recognised in
the statement of profit or loss on the purchase, sale, issue or cancellation of the Group’s
own equity instruments.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is determined
on the first-in, first-out basis and, in the case of work in progress and finished goods,
comprises direct materials, direct labour and an appropriate proportion of overheads. Net
realisable value is based on estimated selling prices less any estimated costs to be incurred
to completion and disposal.

Cash and cash equivalents

For the purpose of the consolidated statement of cash flows, cash and cash equivalents
comprise cash on hand and demand deposits, and short term highly liquid investments
that are readily convertible into known amounts of cash, are subject to an insignificant
risk of changes in value, and have a short maturity of generally within three months when
acquired, less bank overdrafts which are repayable on demand and form an integral part of
the Group cash management.

For the purpose of the consolidated statement of financial position, cash and cash

equivalents comprise cash on hand and at banks, including term deposits, and assets
similar in nature to cash, which are not restricted as to use.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

2.

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4

Summary of significant accounting policies (continued)

Provisions

A provision is recognised when a present obligation (legal or constructive) has arisen as a
result of a past event and it is probable that a future outflow of resources will be required
to settle the obligation, provided that a reliable estimate can be made of the amount of the
obligation.

When the effect of discounting is material, the amount recognised for a provision is the
present value at the end of the reporting period of the future expenditures expected to
be required to settle the obligation. The increase in the discounted present value amount
arising from the passage of time is included in finance costs in the statement of profit or
loss.

Income tax

Income tax comprises current and deferred tax. Income tax relating to items recognised
outside profit or loss is recognised outside profit or loss, either in other comprehensive
income or directly in equity.

Current tax assets and liabilities are measured at the amount expected to be recovered
from or paid to the taxation authorities, based on tax rates (and tax laws) that have been
enacted or substantively enacted by the end of the reporting period, taking into consideration
interpretations and practices prevailing in the countries in which the Group operates.

Deferred tax is provided, using the liability method, on all temporary differences at the end
of the reporting period between the tax bases of assets and liabilities and their carrying
amounts for financial reporting purposes.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4

Summary of significant accounting policies (continued)
Income tax (continued)

Deferred tax liabilities are recognised for all taxable temporary differences, except:

when the deferred tax liability arises from the initial recognition of goodwill or an asset
or liability in a transaction that is not a business combination and, at the time of the
transaction, affects neither the accounting profit nor taxable profit or loss; and

in respect of taxable temporary differences associated with investments in
subsidiaries, and associates, when the timing of the reversal of the temporary
differences can be controlled and it is probable that the temporary differences will
not reverse in the foreseeable future.

Deferred tax assets are recognised for all deductible temporary differences, the
carryforward of unused tax credits and any unused tax losses. Deferred tax assets are
recognised to the extent that it is probable that taxable profit will be available against which
the deductible temporary differences, and the carryforward of unused tax credits and
unused tax losses can be utilised, except:

when the deferred tax asset relating to the deductible temporary difference arises
from the initial recognition of an asset or liability in a transaction that is not a business
combination and, at the time of the transaction, affects neither the accounting profit
nor taxable profit or loss; and

in respect of deductible temporary differences associated with investments in
subsidiaries and associates, deferred tax assets are only recognised to the extent
that it is probable that the temporary differences will reverse in the foreseeable future
and taxable profit will be available against which the temporary differences can be
utilised.

2018 ANNUAL REPORT

143



144

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

2.

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4 Summary of significant accounting policies (continued)

Income tax (continued)

The carrying amount of deferred tax assets is reviewed at the end of each reporting period
and reduced to the extent that it is no longer probable that sufficient taxable profit will be
available to allow all or part of the deferred tax asset to be utilised. Unrecognised deferred
tax assets are reassessed at the end of each reporting period and are recognised to the
extent that it has become probable that sufficient taxable profits will be available to allow all
or part of the deferred tax asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply
to the period when the asset is realised or the liability is settled, based on tax rates (and tax
laws) that have been enacted or substantively enacted by the end of the reporting period.

Deferred tax assets and deferred tax liabilities are offset if and only if the Group has a legally
enforceable right to set off current tax assets and current tax liabilities and the deferred
tax assets and deferred tax liabilities relate to income taxes levied by the same taxation
authority on either the same taxable entity or different taxable entities which intend either to
settle current tax liabilities and assets on a net basis, or to realise the assets and settle the
liabilities simultaneously, in each future period in which significant amounts of deferred tax
liabilities or assets are expected to be settled or recovered.

Government grants

Government grants are recognised at their fair value where there is reasonable assurance
that the grant will be received and all attaching conditions will be complied with. When the
grant relates to an expense item, it is recognised as income on a systematic basis over the
periods that the costs, which it is intended to compensate, are expensed.

Where the grant relates to an asset, the fair value is credited to a deferred income account
and is released to the statement of profit or loss over the expected useful life of the relevant
asset by equal annual instalments or deducted from the carrying amount of the asset and
released to the statement of profit or loss by way of a reduced depreciation charge.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4 Summary of significant accounting policies (continued)
Government grants (continued)

Where the Group receives grants of non-monetary assets, the grants are recorded at the
fair value of the non-monetary assets and released to the statement of profit or loss over
the expected useful lives of the relevant assets by equal annual instalments.

Where the Group receives government loans granted with no or at a below-market
rate of interest for the construction of a qualifying asset, the initial carrying amount of
the government loans is determined using the effective interest rate method, as further
explained in the accounting policy for “Financial liabilities” above. The benefit of the
government loans granted with no or at a below-market rate of interest, which is the
difference between the initial carrying value of the loans and the proceeds received, is
treated as a government grant and released to the statement of profit or loss over the
expected useful life of the relevant asset by equal annual instalments.

Revenue recognition (applicable from 1 January 2018)
Revenue from contracts with customers

Revenue from contracts with customers is recognised when control of goods or services
is transferred to the customers at an amount that reflects the consideration to which the
Group expects to be entitled in exchange for those goods or services.

When the consideration in a contract includes a variable amount, the amount of
consideration is estimated to which the Group will be entitled in exchange for transferring
the goods or services to the customer. The variable consideration is estimated at contract
inception and constrained until it is highly probable that a significant revenue reversal in the
amount of cumulative revenue recognised will not occur when the associated uncertainty
with the variable consideration is subsequently resolved.

2018 ANNUAL REPORT

145



146

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

2.

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4

Summary of significant accounting policies (continued)
Revenue recognition (applicable from 1 January 2018) (continued)
Revenue from contracts with customers (continueq)

When the contract contains a financing component which provides the customer a
significant benefit of financing the transfer of goods or services to the customer for
more than one year, revenue is measured at the present value of the amount receivable,
discounted using the discount rate that would be reflected in a separate financing
transaction between the Group and the customer at contract inception. When the contract
contains a financing component which provides the Group a significant financial benefit for
more than one year, revenue recognised under the contract includes the interest expense
accreted on the contract liability under the effective interest method. For a contract where
the period between the payment by the customer and the transfer of the promised goods
or services is one year or less, the transaction price is not adjusted for the effects of a
significant financing component, using the practical expedient in IFRS 15.

(@) Sale of software

The Group’s contracts for sales of software commonly involve the delivery of software
as well as PCS. Contracts for bundled sales of software and PCS are comprised
of two performance obligations because the promises to transfer the software and
provide PCS are capable of being distinct and separately identifiable. Accordingly,
the transaction price is allocated based on the relative standalone selling prices of
the software and PCS. Revenue from the sale of software is recognised at the point
in time when control of the asset is transferred to the customer, generally on delivery
of the software while revenue from PCS is recognised over time.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4 Summary of significant accounting policies (continued)
Revenue recognition (applicable from 1 January 2018) (continued)
Revenue from contracts with customers (continued)

(b) Rendering of services

The Group provides cloud services. Revenue from cloud services is recognised over
time, using an input method to measure progress towards complete satisfaction
of the service, because the customer simultaneously receives and consumes the
benefits provided by the Group. The input method recognises revenue on the basis
of the service period expended relative to the total service period to complete the
service.

Other income

Interest income is recognised on an accrual basis using the effective interest method
by applying the rate that exactly discounts the estimated future cash receipts over the
expected life of the financial instrument or a shorter period, when appropriate, to the net
carrying amount of the financial asset.

Dividend income is recognised when the shareholders’ right to receive payment has been
established, it is probable that the economic benefits associated with the dividend will flow
to the Group and the amount of the dividend can be measured reliably.

Revenue is recognised when it is probable that the economic benefits will flow to the Group
and when the revenue can be measured reliably, on the following bases:

(a) from the sale of goods, when the significant risks and rewards of ownership have
been transferred to the buyer, provided that the Group maintains neither managerial
involvement to the degree usually associated with ownership, nor effective control
over the goods sold;
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

2.

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4 Summary of significant accounting policies (continued)

Revenue recognition (applicable from 1 January 2018) (continued)

Other income (continued)

(b) from the rendering of services, on the percentage of completion basis, as further
explained in the accounting policy for “Contracts for services (applicable before
1 January 2018)” below;

(c) interest income, on an accrual basis using the effective interest method by applying
the rate that exactly discounts the estimated future cash receipts over the expected
life of the financial instrument or a shorter period, when appropriate, to the net
carrying amount of the financial asset; and

(d) dividend income, when the shareholders’ right to receive payment has been
established.

Contract assets (applicable from 1 January 2018)

A contract asset is the right to consideration in exchange for goods or services transferred
to the customer. If the Group performs by transferring goods or services to a customer
before the customer pays consideration or before payment is due, a contract asset is
recognised for the earned consideration that is conditional.

Contract liabilities (applicable from 1 January 2018)

A contract liability is the obligation to transfer goods or services to a customer for which
the Group has received a consideration (or an amount of consideration that is due) from
the customer. If a customer pays the consideration before the Group transfers goods or
services to the customer, a contract liability is recognised when the payment is made or the
payment is due (whichever is earlier). Contract liabilities are recognised as revenue when
the Group performs under the contract.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4

Summary of significant accounting policies (continued)
Contracts for services (applicable before 1 January 2018)

Contract revenue on the rendering of services comprises the agreed contract amount.
Costs of rendering services comprise labour and other costs of personnel directly engaged
in providing the services and attributable overheads.

Revenue from the rendering of services is recognised over the service terms as the services
are rendered.

Share-based payments

The Group operates an employee trust benefit scheme for the purpose of providing
incentives and rewards to eligible participants who contribute to the success of the Group’s
operations. Employees (including directors) of the Group receive remuneration in the form
of share-based payments, whereby employees render services as consideration for equity
instruments (“equity-settled transactions”).

The cost of equity-settled transactions with employees is measured by reference to the fair
value at the date at which they are granted. The fair value is determined using the Black-
Scholes Model and the Monte Carlo method, further details of which are given in note 26 to
the financial statements.

The cost of equity-settled transactions is recognised in employee benefit expense, together
with a corresponding increase in equity, over the period in which the performance and/
or service conditions are fulfilled. The cumulative expense recognised for equity-settled
transactions at the end of each reporting period until the vesting date reflects the extent
to which the vesting period has expired and the Group’s best estimate of the number of
equity instruments that will ultimately vest. The charge or credit to the statement of profit or
loss for a period represents the movement in the cumulative expense recognised as at the
beginning and end of that period.
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31 December 2018

2.

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4 Summary of significant accounting policies (continued)

Share-based payments (continued)

Service and non-market performance conditions are not taken into account when
determining the grant date fair value of awards, but the likelihood of the conditions being
met is assessed as part of the Group’s best estimate of the number of equity instruments
that will ultimately vest. Market performance conditions are reflected within the grant date
fair value. Any other conditions attached to an award, but without an associated service
requirement, are considered to be non-vesting conditions. Non-vesting conditions are
reflected in the fair value of an award and lead to an immediate expensing of an award
unless there are also service and/or performance conditions.

For awards that do not ultimately vest because non-market performance and/or service
conditions have not been met, no expense is recognised. Where awards include a market
or non-vesting condition, the transactions are treated as vesting irrespective of whether
the market or non-vesting condition is satisfied, provided that all other performance and/or
service conditions are satisfied.

Where the terms of an equity-settled award are modified, as a minimum an expense is
recognised as if the terms had not been modified, if the original terms of the award are met.
In addition, an expense is recognised for any modification that increases the total fair value
of the share-based payments, or is otherwise beneficial to the employee as measured at
the date of modification.

Chanjet Information Technology Company Limited



NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4

Summary of significant accounting policies (continued)

Share-based payments (continued)

Where an equity-settled award is cancelled, it is treated as if it had vested on the date of
cancellation, and any expense not yet recognised for the award is recognised immediately.
This includes any award where non-vesting conditions within the control of either the Group
or the employee are not met. However, if a new award is substituted for the cancelled
award, and is designated as a replacement award on the date that it is granted, the
cancelled and new awards are treated as if they were a modification of the original award, as
described in the previous paragraph.

The dilutive effect of treasury shares acquired for the Scheme is reflected as additional
share dilution in the computation of earnings per share.

Other employee benefits

Pension scheme

The employees of the Company and its subsidiaries which operate in Mainland China
are required to participate in a central pension scheme operated by the local municipal
government. These subsidiaries are required to contribute a certain percentage of their
payroll costs to the central pension scheme. The contributions are charged to profit or loss
as they become payable in accordance with the rules of the central pension scheme.

The Company’s employees in the United States who participate in the 401(k) Plan may
contribute pre-tax compensation subject to Internal Revenue Service limitations and the
terms and conditions of the 401(k) Plan. Both the participation from the employees and the
corresponding contributions from the US subsidiary into the 401(k) Plan are not required
but optional.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

2.

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4 Summary of significant accounting policies (continued)

Other employee benefits (continued)

Pension scheme (continued)

Termination benefits are recognised at the earlier of when the Group can no longer
withdraw the offer of those benefits and when the Group recognises restructuring costs
involving the payment of termination benefits.

Dividends

Final dividends are recognised as a liability when they are approved by the shareholders
in a general meeting. Proposed final dividends are disclosed in note 10 to the financial
statements.

Foreign currencies

These financial statements are presented in RMB, which is the Company’s functional
currency. Each entity in the Group determines its own functional currency and items
included in the financial statements of each entity are measured using that functional
currency. Foreign currency transactions recorded by the entities in the Group are initially
recorded using their respective functional currency rates prevailing at the dates of the
transactions. Monetary assets and liabilities denominated in foreign currencies are
translated at the functional currency rates of exchange ruling at the end of the reporting
period. Differences arising on settlement or translation of monetary items are recognised in
the statement of profit or loss.

Non-monetary items that are measured in terms of historical cost in a foreign currency are
translated using the exchange rates at the dates of the initial transactions. Non-monetary
items measured at fair value in a foreign currency are translated using the exchange rates
at the date when the fair value was determined. The gain or loss arising on translation of a
non-monetary item measured at fair value is treated in line with the recognition of the gain
or loss on change in fair value of the item (i.e., translation difference on the item whose
fair value gain or loss is recognised in other comprehensive income or profit or loss is also
recognised in other comprehensive income or profit or loss, respectively).
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31 December 2018

BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2.4

Summary of significant accounting policies (continued)
Foreign currencies (continued)

In determining the exchange rate on initial recognition of the related asset, expense or
income on the derecognition of a non-monetary asset or non-monetary liability relating to
an advance consideration, the date of initial transaction is the date on which the Group
initially recognises the non-monetary asset or non-monetary liability arising from the
advance consideration. If there are multiple payments or receipts in advance, the Group
determines the transaction date for each payment or receipt of the advance consideration.

The functional currencies of certain overseas subsidiaries are currencies other than RMB. As
at the end of the reporting period, the assets and liabilities of these entities are translated
into RMB at the exchange rates prevailing at the end of the reporting period and their
statements of profit or loss are translated into RMB at the weighted average exchange
rates for the year.

The resulting exchange differences are recognised in other comprehensive income and
accumulated in the exchange fluctuation reserve. On disposal of a foreign operation, the
component of other comprehensive income relating to that particular foreign operation is
recognised in the statement of profit or loss.

For the purpose of the consolidated statement of cash flows, the cash flows of an overseas
subsidiary are translated into RMB at the exchange rates ruling at the dates of the cash
flows. Frequently recurring cash flows of an overseas subsidiary which arise throughout the
year are translated into RMB at the weighted average exchange rates for the year.
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31 December 2018

3. SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES

The preparation of the Group’s financial statements requires management to make judgements,
estimates and assumptions that affect the reported amounts of revenues, expenses, assets
and liabilities, and their accompanying disclosures, and the disclosure of contingent liabilities.
Uncertainty about these assumptions and estimates could result in outcomes that could require a
material adjustment to the carrying amounts of the assets or liabilities affected in the future.

Judgement

In the process of applying the Group’s accounting policies, management has made the following
judgements, apart from those involving estimations, which have the most significant effect on the
amounts recognised in the financial statements:

(a)

(b)

Business model

The classification of financial assets at initial recognition depends on the financial asset’s
contractual cash flow characteristics and the Group’s business model for managing them.
The Group uses judgment when it assesses its business model for managing financial
assets by considering all relevant and objective evidence that is available at the date of the
assessment. Such relevant and objective evidence includes, but is not limited to:

(i) how the performance of the business model and the financial assets held within
that business model are evaluated and reported to the entity’s key management
personnel;

(ii) the risks that affect the performance of the business model (and the financial assets
held within) and, in particular, the way those risks are managed; and

(i) how managers of the business are compensated

In determining whether cash flows are going to be realised by collecting the financial assets’
contractual cash flows, it is necessary to consider the frequency, value and timing of sales
in prior periods, whether the sales were of assets close to their maturity, the reasons for
those sales, and expectations about future sales activity.

Income tax rate

Judgement is required in determining the provision for taxation, including determining the
assumed applicable tax rate. Significant management judgement is required to determine
the eligibility of the entity to enjoy the preferential tax rate. Currently, the Group applies the
preferential income tax rate of 10% in calculating the income tax and deferred tax. The use
of 10% income tax rate is subject to the filing to the tax bureau on a yearly basis. Where
the final tax outcome of these matters is different from the amounts originally recorded, the
differences will have an impact on the current income tax and deferred income tax in the
periods in which the differences arise.

Chanjet Information Technology Company Limited



NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES
(CONTINUED)

Estimation uncertainty

The key assumptions concerning the future and other key sources of estimation uncertainty at
the end of the reporting period, that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year, are described below.

(a) Impairment of non-financial assets (other than goodwill)

The Group assesses whether there are any indicators of impairment for all non-financial
assets at the end of each reporting period. Other non-financial assets are tested for
impairment when there are indicators that the carrying amounts may not be recoverable.
An impairment exists when the carrying value of an asset or a cash-generating unit exceeds
its recoverable amount, which is the higher of its fair value less costs of disposal and its
value in use. The calculation of the fair value less costs to disposal is based on available
data from binding sales transactions in an arm’s length transaction of similar assets or
observable market prices less incremental costs for disposing of the asset. When value
in use calculations are undertaken, management must estimate the expected future cash
flows from the asset or cash-generating unit, and choose a suitable discount rate in order
to calculate the present value of those cash flows.

(b) Deferred tax assets

Deferred tax assets are recognised for unused tax losses to the extent that it is probable
that taxable profit will be available against which the losses can be utilised. Significant
management judgement is required to determine the amount of deferred tax assets that
can be recognised, based upon the likely timing and level of future taxable profits together
with future tax planning strategies. The amount of unrecognised tax losses at 31 December
2018 was RMB35,735,000 (2017: RMB21,435,000). Further details are contained in note
16 to the financial statements.
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31 December 2018

3.

SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES
(CONTINUED)

Estimation uncertainty (continued)

(c)

(d)

(e)

Fair value of unlisted equity investments

The available-for-sale investments have been valued based on the expected cash flows
discounted at current rates applicable for items with similar terms and risk characteristics.
This valuation requires the Group to make estimates about expected future cash flows,
credit risk, volatility and discount rates, and hence they are subject to uncertainty.

The unlisted equity investments have been valued based on a market-based valuation
technique as detailed in note 31 to the financial statements. The valuation requires
the Group to determine the comparable public companies (peers) and select the price
multiple. In addition, the Group makes estimates about the discount for illiquidity and
size differences. The fair value of the unlisted equity investments at 31 December 2018
was RMB46,170,000 (2017: Nil). Further details are included in note 15 to the financial
statements.

Development costs

Development costs are capitalised in accordance with the accounting policy for research
and development costs in note 2.4 to the financial statements. Determining the amounts
to be capitalised requires management to assess whether such cost is eligible for
capitalisation, including the assessment of whether such cost is directly attributable cost,
and make assumptions regarding the expected future cash generation of the assets,
discount rates to be applied and the expected period of benefits. Capitalised development
costs, included in the intangible assets, amounted to RMB18,317,000 for the year ended
31 December 2018 (2017: RMB17,566,000).

Intangible asset useful life

The useful life of software is estimated based on historical experience, which includes the
actual useful lives of similar assets and changes in technology.

Chanjet Information Technology Company Limited



NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES
(CONTINUED)

Estimation uncertainty (continued)
(f) Share-based payments

The Group measures the cost of equity-settled transactions with employees by reference
to the fair value of the equity instruments at the date at which they are granted. Estimating
fair value requires determining the most appropriate valuation model for a grant of equity
instruments, which is dependent on the terms and conditions of the grant. This also
requires determining the most appropriate inputs to the valuation model including the
expected life, volatility and dividend yield and making assumptions about them. Continuous
estimation is required for the calculation of the cumulative share-based payment cost at
each reporting date until vesting, including estimate of the number of trust benefit units
that will vest. Details of share-based payments are contained in note 26 to the financial
statements.

OPERATING SEGMENT INFORMATION

For management purposes, the Group’s operating activities are attributable to a single operating
segment, which is the sale of software and the provision of related services as well as other
related products. Therefore, no analysis by operating segment is presented.

Geographical information

Since all of the Group’s revenue was generated from the sale of software and the provision of
related services in Mainland China and 99% of the Group’s identifiable assets and liabilities were
located in Mainland China, no geographical information in accordance with IFRS 8 Operating
Segments is presented.

Information about a major customer
Since no revenue amounting to 10% or more of the Group’s revenue was derived from sales to
a single customer during the year, including sales to a group of entities which are known to be

under common control with any customer, no major customer information in accordance with
IFRS 8 Operating Segments is presented.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

5. REVENUE, OTHER INCOME AND GAINS

An analysis of revenue is as follows:

Revenue from contracts with customers
Sale of software
Rendering of services
Sale of purchased goods

Revenue from contracts with customers

(i) Disaggregated revenue information

Timing of revenue recognition
Goods transferred at a point in time
Services transferred over time

Total revenue from contracts with customers

2018 2017
RMB’000 RMB’000
331,512 382,152
96,266 115,218
1,163 1,225
428,941 498,595
2018

RMB’000

332,675

96,266

428,941

The following table shows the amounts of revenue recognised in the current reporting

period that were included in the contract liabilities at the beginning of the reporting period:

Revenue recognised that was included in contract liabilities

at the beginning of the reporting period:
Rendering of services

Chanjet Information Technology Company Limited

2018

RMB’000

51,338




NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

REVENUE, OTHER INCOME AND GAINS (CONTINUED)

Revenue from contracts with customers (Continued)

(i)

Performance obligations

Information about the Group’s performance obligations is summarised below:

Sale of software

The performance obligation is satisfied upon delivery and customer acceptance of software
and payment in advance is normally required. No contract provides customers with a right
of return and volume rebates which give rise to variable consideration subject to constraint.

Rendering of services

The performance obligation is satisfied over time as services are rendered and payment in
advance is normally required.

The transaction prices allocated to the remaining performance obligations (unsatisfied or
partially unsatisfied) as at 31 December 2018 are as follows:

RMB’000

Within one year 72,358
More than one year 36,963
109,321

The remaining performance obligations expected to be recognised in more than one
year relate to services that are to be satisfied within three years. All the other remaining
performance obligations are expected to be recognised within one year.

2018 ANNUAL REPORT

159



160

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

5.

Chanjet Information Technology Company Limited

REVENUE, OTHER INCOME AND GAINS (CONTINUED)

Revenue from contracts with customers (Continued)

(i)

Performance obligations (Continued)

Rendering of services (Continued)

An analysis of other income and gains is as follows:

Other income

Value-added tax refunds

Government grants

Interest income

Other interest income from financial assets
at fair value through profit or loss

Gains
Gains on financial investments
Fair value gains, net:

Non-current financial assets at fair value through

profit or loss

Other current financial assets at fair value through

profit or loss

Gain on disposal of a subsidiary
Exchange gains, net (note)
Others

Note -

During the year ended 31 December 2017, net exchange losses
was included in administrative expenses.

2018 2017
RMB’000 RMB’000
54,286 51,215
1,600 13
29,817 17,182
1,977 3,268
6,416 3,821
2,252 =
10,541 =
- 179,169

6,333 =
1,135 904
114,357 255,572

of approximately RMB10,690,000



NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

PROFIT BEFORE TAX

The Group’s profit before tax is arrived at after charging/(crediting):

Notes

Cost of software sold
Cost of services provided
Cost of purchased goods sold

Total cost of sales

Depreciation of items of property, plant and

equipment 12
Amortisation of intangible assets 13
Minimum lease payments under operating

leases
Research and development costs (note)
Auditor’s remuneration

Employee benefit expenses (including
directors’, supervisors’ and chief executive’s
remuneration other than below):

Equity-settled share-based expense

Pension scheme contributions

Less: Employee benefit expenses being
capitalised in intangible assets

2018 2017
RMB’000 RMB’000
6,141 8,081
23,256 63,293
602 378
29,999 71,752
2,688 7,752
35,450 31,204
16,010 14,266
107,306 107,356
1,840 1,250
246,382 233,980
31,800 62,444
26,103 23,241
304,285 319,665
(18,069) (17,395)
286,216 302,270
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

6. PROFIT BEFORE TAX (CONTINUED)

2018 2017
Notes RMB’000 RMB’000
Exchange (gains)/losses, net 5 (6,333) 10,690
Impairment of financial assets, net:
Impairment of financial assets included
in other receivables, net 19 - 77
Impairment of assets of a disposal group
classified as held for sale - 4,864
Impairment of intangible assets 13 - 2,640
Write-down of inventories to net
realisable value 17 5,658 -
Fair value gains, net:
Non-current financial assets at fair value
through profit or loss 9 2,252 =
Other current financial assets at fair value
through profit or loss 5 10,541 -
Gain on disposal of a subsidiary 5 - 179,169
Note:

During the year ended 31 December 2018, research and development costs of approximately
RMB104,534,000 (2017: RMB103,300,000) were included in employee benefit expenses.

7. INCOME TAX

2018 2017

RMB’000 RMB’000

Current tax 358 4,761
Deferred tax 3,038 15,179
Total tax charge for the year 3,396 19,940

Chanjet Information Technology Company Limited



NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

INCOME TAX (CONTINUED)

Pursuant to the relevant laws and regulations in the PRC, the statutory enterprise income tax rate
of 25% was applied to the Group for the years ended 31 December 2017 and 2018.

As at 31 December 2018, the Company was expected to enjoy a 10% income tax rate as a key
software enterprise included in the state planning, which is highly probable the Company filing
for the qualification of key software enterprise included in the state planning by the settlement
and payment of enterprise income tax of 2018, therefore it is reasonable to believe the Company
would be subject to income tax at the rate of 10% and be entitled to deduct qualifying research
and development expense from taxable profit during the year ended 31 December 2018.

The subsidiary incorporated in Hong Kong was subject to profits tax at the rate of 16.5% for
the year ended 31 December 2017 and the period from 1 January 2018 to 13 April 2018. No
provision for Hong Kong profits tax has been made as the Group did not have any assessable
profits arising in Hong Kong for the year ended 31 December 2017 and the period from 1 January
2018 to 13 April 2018.

The subsidiary incorporated in the United States was subject to income tax at the rates of 15.00%
and 21.00% for the years ended 31 December 2017 and 2018.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

INCOME TAX (CONTINUED)

A reconciliation of the income tax expense/credit applicable to profit/loss before tax at the
respective applicable rates for the Group to the income tax expense at the effective tax rate is as

follows:

Profit/(loss) before tax

Tax at the applicable tax rate

Expenses not deductible for tax
(note 1)

Effect of tax incentives (note 2)

Effect of differential income tax rate
(note 5)

Adjustments in respect of current
tax of previous periods

Profits attributable to an associate

Tax losses and deductible
temporary differences not
recognised

Tax charge/(credit) at the Group’s
effective rate

Year ended 31 December 2018

Mainland China USA Total
RMB’000 % RMB’000 % RMB’000 %
117,519 (7,311) 110,208
29,380 25.0 (1,536) 21.0 27,844 25.3
757 0.6 103 (1.4) 860 0.8
(25,210) (21.5) - - (25,210) (22.9)
(5,125) (4.4) - - (5,125) (4.7)
392 0.3 (413) 5.6 (21) (0.1)
(392) (0.3) - - (392) (0.4)
4,007 3.4 1,433 (19.6) 5,440 4.9
3,809 3.2 (413) 5.6 3,396 3.1

Chanjet Information Technology Company Limited



NOTES TO FINANCIAL STATEMENTS (CONTINUED)

INCOME TAX (CONTINUED)

Year ended 31 December 2017

31 December 2018

Mainland China Hong Kong USA Total
ARMB 000 %  RMB000 %  RMB000 % RMB000 %

Profit/(loss) before tax 251,676 (46) (8,853) 242,777
Tax at the applicable tax rate 62,919 25.0 8) 16.5 (1,328) 15.0 61,583 25.4
Expenses not deductible for

tax (note 1) 9,482 3.8 - - (189) 2.1 9,297 3.8
Effect of tax incentives

(note 2) (14,919) (5.9) - - - - (14,919) 6.1)
Effect of differential income

tax rate (note 3) (20,549) (8.2 - - - - (20,549) (8.5)
Adjustments in respect of

current tax of previous

periods - - - - (624) 7.0 (624) 0.9)
Effect on opening deferred

tax of decrease in rates 6,865 2.7 - - - - 6,865 2.8
Profits attributable to

an associate (156) (0.1) - - - - (156) (0.1)
Tax losses and deductible

temporary differences

not recognised 1,135 0.5 8 (16.5) 1,613 (17.1) 2,656 1.1
Income not subject to tax

(note 4) (24,213) (9.6) - - - - (24,213) (10.0)
Tax charge/(credit) at the

Group's effective rate 20,564 8.2 - - (624) 7.0 19,940 8.2
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

INCOME TAX (CONTINUED)

Notes:

1

The expenses not deductible for tax mainly comprised entertainment expenses exceeding the
deductible limit and non-deductible share-based payment expenses and other non-qualified deductible
expenses.

The effect of tax incentives represented income tax benefits on research and development
expenditure. High-technology enterprises were also entitled to deduct qualifying research and
development expenses from taxable profits.

During the years for 2017 and 2018, upon approval, the Company was entitled to an additional 50%
and 75% of deduction of research and development expenditure for tax declaration, respectively.

The effect of differential income tax rate represented the reduced amount of tax payment due to
income tax exemption in the year. The Company enjoyed a 10% income tax rate during the year
ended 31 December 2017. The Company is expected to enjoy a 10% income tax rate for the year
ended 31 December 2018 after submitting the filing to the tax bureau.

The income not subject to tax represented the difference of the gain resulting from the loss of control
of Chanjet Payment recognised in the financial statements of the Company and in the consolidated
financial statements.

The share of tax attributable to an associate amounting to RMB1,567,000 (2017: RMB622,000) is included in
“Share of profits of an associate” in the consolidated statement of profit or loss.

Chanjet Information Technology Company Limited



NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

DIRECTORS’, SUPERVISORS’ AND CHIEF EXECUTIVE’S REMUNERATION

Directors’, supervisors’ and chief executive’s remuneration for the year, disclosed pursuant to the

Listing Rules, section 383(1)(a), (b), (c), (e)and (f) of the Hong Kong Companies Ordinance and

Part 2 of the Companies (Disclosure of Information about Benefits of Directors) Regulation, is as

follows:

2018 2017
RMB’000 RMB’000
Fees* 610 610

Other emoluments:
Salaries, allowances and benefits in kind 2,641 2,324
Performance related bonuses 878 649
Social security contributions other than pension** 242 278
Pension scheme contributions*** 227 223
4,598 4,084

*k

Directors and supervisors, except for independent non-executive directors and independent
supervisors, did not receive any remuneration for their services in the respective capacities as
directors and supervisors. During the years ended 31 December 2017 and 2018, no remuneration was
paid by the Group to any directors, supervisors and the chief executive as an inducement to join or
upon joining the Group or as compensation for loss of office.

The social security contributions other than pension represented the Group’s statutory contributions
directly to the PRC government, and are determined based on a certain percentage of the salaries of
the directors, supervisors and the chief executive.

The pension scheme contributions represented the Company’s statutory contributions to a defined
contribution pension scheme organised by the PRC government, and are determined based on a
certain percentage of the salaries of the directors, supervisors and the chief executive.

As of 31 December 2018 and at any time during the reporting period, save as set out in note
29 to the financial statements, there were no material interests of directors or supervisors in the
transactions, arrangements or contracts entered into by the Company or the Group.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

8. DIRECTORS’, SUPERVISORS’ AND CHIEF EXECUTIVE’S REMUNERATION
(CONTINUED)

(a)

(b)

Independent non-executive directors

Mr. Liu Yunjie retired and Mr. Chen Shuning was appointed as an independent non-
executive director of the Company on 8 September 2017. Mr. Chen, Kevin Chien-wen
and Mr. Lau, Chun Fai Douglas were reappointed on 8 September 2017. The fees paid to
independent non-executive directors during the year were as follows:

2018 2017

RMB’000 RMB’000

Mr. Liu Yunjie - 100
Mr. Chen, Kevin Chien-wen 150 150
Mr. Lau, Chun Fai Douglas 150 150
Mr. Chen Shuning 150 50
450 450

There were no other emoluments payable to the independent non-executive directors
during the year (2017: Nil).

Executive directors and non-executive directors

The Group’s board of directors was comprised of two (2017: two) executive directors
whose names were Mr. Zeng Zhiyong and Mr. Yang Yuchun and two (2017: two) non-
executive directors whose names were Mr. Wang Wenjing and Mr. Wu Zhengping.
Directors’ and chief executive’s remuneration for the year is as follows:

2018 2017

RMB’000 RMB’000

Salaries, allowances and benefits in kind 2,265 1,909
Performance-related bonuses 786 549
Social security contributions other than pension™* 161 192
Pension scheme contributions*** 163 154
3,375 2,804
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

DIRECTORS’, SUPERVISORS’ AND CHIEF EXECUTIVE’S REMUNERATION

(CONTINUED)

(c) Chief executive

Mr. Yang Yuchun was also the chief executive of the Company.

(d) Supervisors

Year ended
31 December 2018

Shareholder representative
Supervisors:;

Mr. Guo Xinping

Mr. Zhang Pellin

Independent supervisors:
Mr. Ruan Guangli
Mr. Ma Yongyi

Employee representative supervisors
(as the employees of the
Company):

Mr. Deng Xuexin™***

Mr. Cai Jingsheng
Ms. Ren Jie™**

Social security

Salaries, contributions
allowances and  Performance- other than Pension scheme

Fees benefits in kind related bonuses pension** contributions *** Total
RMB000 RMB'000 RMB000 RMB'000 RMB'000 RMB000
80 - - - - 80

80 - - - - 80

- 87 20 17 14 138

- 174 40 38 30 282

- 115 32 26 2 193

160 376 92 81 64 73
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

8. DIRECTORS’, SUPERVISORS’ AND CHIEF EXECUTIVE’S REMUNERATION
(CONTINUED)

(d) Supervisors (continued)

Salaries, Social security
Year ended allowancesand  Performance-  contribution other  Pension scheme
31 December 2017 Fees  benefitsinkind related bonuses  than pension™  contributions ** Total

AMB'000 RWB'000 AMB'000 RMB'000 RWB000 AMB'000

Shareholder representative

SUpervisors:
Mr. Guo Xinping - S = - - -
Mr. Zhang Pellin - S - - - -

Independent supervisors:
Mr. Ruan Guangli 80 - - - - 80
Mr. Ma Yongyi 80 - - - = 80

Employee representative supervisors

(as the employee of the

Company):
Mr. Deng Xuexin™*** - 231 63 46 36 376
Mr. Zhang Wei™* - 50 - 8 6 64
Mr. Cai Jingsheng™** - 134 37 32 25 228

*kkk

On 17 February 2017, Mr. Zhang Wei resigned from his position as an employee representative
supervisor, and Mr. Cai Jingsheng replaced him as the employee representative supervisor.

*k KKK

On 20 April 2018, Mr. Deng Xuexin resigned from his position as an employee representative
supervisor, and Ms. Ren Jie replaced him as the employee representative supervisor.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

DIRECTORS’, SUPERVISORS’ AND CHIEF EXECUTIVE’S REMUNERATION
(CONTINUED)

During the year ended 31 December 2018, certain directors and supervisors were granted trust
benefit units in respect of their services to the Group under the Scheme of the Company, further
details of which are set out in note 26 to the financial statements. The fair value of such trust
benefit units, which has been recognised in financial statements over the vesting period, was
determined as at the date of grant. The amounts included in the financial statements for the
share-based payment expense relating to the trust benefit units granted to Mr. Zeng Zhiyong,
Mr. Yang Yuchun, Mr. Deng Xuexin, Mr. Cai Jingsheng and Ms. Ren Jie were approximately
RMB2,386,000, RMB4,821,000, RMB69,000, RMB84,000, and nil, respectively. During the
year ended 31 December 2017, the amounts included in the financial statements for the share-
based payment expense relating to the trust benefit units granted to Mr. Zeng Zhiyong, Mr.
Yang Yuchun, Mr. Deng Xuexin, Mr. Cai Jingsheng and Mr. Zhang Wei were approximately
RMB7,891,000, RMB4,017,000, RMB278,000, RMB134,000, and RMB-1,535,000 (forfeited due
to his resignation), respectively. The Group appointed Ms. Ren Jie as an employee representative
supervisor in 2018. No share-based payment expense relating to the trust benefit units granted to
Ms. Ren Jie was included in the financial statements.

FIVE HIGHEST PAID EMPLOYEES

The five highest paid employees during the year include two directors (2017: one), Mr. Zeng
Zhiyong and Mr. Yang Yuchun, details of whose remuneration are set out in note 8 above. Details
of the remuneration for the year of the remaining three highest paid employees who are not a
director, a supervisor, or chief executive of the Company are as follows:

2018 2017

RMB’000 RMB’000

Salaries, allowances and benefits in kind 6,547 5,411
Performance-related bonuses 1,108 945
Social security contributions other than pension 231 513
Pension scheme contributions 141 208
8,027 7,077
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

FIVE HIGHEST PAID EMPLOYEES (CONTINUED)

During the years ended 31 December 2017 and 2018, no remuneration was paid by the Group
to the five highest paid individuals as an inducement to join or upon joining the Group. The
remuneration in amount of RMB2,176,000 (2017: Nil) was paid by the Group to Mr. Xue Feng
as compensation for loss of office. None of the five highest paid individuals has waived any
remuneration during the years ended 31 December 2017 and 2018.

The number of non-director, non-supervisor and non-chief executive highest paid employees
whose remuneration fell within the following bands is as follows:

Number of employees

2018 2017

HK$1,000,001 to HK$1,500,000 1 2

HK$1,500,001 to HK$2,000,000 -

HK$3,000,001 to HK$3,500,000 1 -

HK$3,500,001 to HK$4,000,000 S 1

HK$4,500,001 to HK$5,000,000 1 -
3 4

During the years ended 31 December 2017 and 2018, trust benefit units were granted to two
(2017: four) non-director, non-supervisor and non-chief executive highest paid employee in
respect of their services under the Scheme of the Group, further details of which are set out in
note 26 to the financial statements. During the year, the share-based payment expense relating
to the trust benefit units granted to non-director, non-supervisor and non-chief executive highest
paid employees was approximately RMB4,066,000 in aggregate (2017: RMB17,080,000). The
share-based payment benefits relating to the trust benefit units granted to non-director, non-
supervisor and non-chief executive highest paid employees are not included in the above analysis.
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11.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

DIVIDENDS
2018
RMB’000
Proposal final dividend — RMB0.46 (2017:Nil) per ordinary share 99,904

The proposed final dividend for the year is subject to the approval of the Company’s shareholders
at the forthcoming annual general meeting.

EARNINGS PER SHARE ATTRIBUTABLE TO ORDINARY EQUITY HOLDERS
OF THE PARENT

The calculation of the basic earnings per share amount is based on the profits for the year
attributable to ordinary equity holders of the parent, and the weighted average number of ordinary
shares of 209,385,795 (2017: 205,423,250) in issue during the year, as adjusted to reflect the
target shares purchased by the trustees and target shares vested under the Scheme.

The calculation of the diluted earnings per share amount is based on the profits for the year
attributable to ordinary equity holders of the parent, and the weighted average number of ordinary
shares, which includes the weighted average number of ordinary shares in issue during the year,
as used in the basic earnings per share calculation, and the weighted average number of ordinary
shares assumed to have been issued at no consideration on the deemed exercise of all dilutive
potential ordinary shares into ordinary shares.

The calculations of basic and diluted earnings per share are based on:

2018 2017
RMB’000 RMB’ 000
Earnings
Profit attributable to ordinary equity holders of the parent
used in the basic and diluted earnings per share
calculation 106,812 224,913
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

11.

12.

EARNINGS PER SHARE ATTRIBUTABLE TO ORDINARY EQUITY HOLDERS
OF THE PARENT (CONTINUED)

Shares

Weighted average number of ordinary shares in issue during

the year used in the basic earnings per share calculation

Adjustment for the Scheme

Weighted average number of ordinary shares for the

purpose of the diluted earnings per share calculation

PROPERTY, PLANT AND EQUIPMENT

Cost:

At 1 January 2018
Additions
Disposals

At 31 December 2018

Accumulated depreciation:
At 1 January 2018

Charge for the year
Disposals

At 31 December 2018

Net book value:
At 31 December 2018

Chanjet Information Technology Company

Number of shares

2018 2017
209,385,795 205,423,250
2,914,304 4,900,406
212,300,099 210,323,656
Office equipment,
furniture and
fittings Motor vehicles Total
RMB’000 RMB’000 RMB’000
30,562 1,102 31,664
969 - 969
(1,804) - (1,804)
29,727 1,102 30,829
(27,318) (1,024) (28,342)
(2,717) (42) (2,759)
1,680 - 1,680
(28,355) (1,066) (29,421)
1,372 36 1,408

Limited



12.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

PROPERTY, PLANT AND EQUIPMENT (CONTINUED)

Office equipment,
furniture and

31 December 2018

fittings Motor vehicles Total

AMB’000 RMB’000 RMB’000
Cost:
At 1 January 2017 33,395 1,102 34,497
Additions 428 - 428
Disposals (3,261) - (3,261)
At 31 December 2017 30,562 1,102 31,664
Accumulated depreciation:
At 1 January 2017 (22,280) (977) (23,257)
Charge for the year (7,775) (47) (7,822)
Disposals 2,737 - 2,137
At 31 December 2017 (27,318) (1,024) (28,342)
Net book value:
At 31 December 2017 3,244 78 3,322

During the year ended 31 December 2018, the total amount of depreciation of property, plant and
equipment for the Group was RMB2,759,000 of which an amount of RMB2,688,000 was charged
to profit or loss, and an amount of RMB71,000 was capitalised into deferred development costs.

During the year ended 31 December 2017, the total amount of depreciation of property, plant and
equipment for the Group was RMB7,822,000, of which an amount of RMB7,752,000 was charged
to profit or loss, and an amount of RMB70,000 was capitalised into deferred development costs.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

13. INTANGIBLE ASSETS

At 1 January 2018
Additions
Transfer
Amortisation

At 31 December 2018

At 31 December 2018:
Cost

Accumulated amortisation
Impairment

Net carrying amount

At 1 January 2017
Additions
Amortisation
Impairment

At 31 December 2017

At 31 December 2017:
Cost

Accumulated amortisation
Impairment

Net carrying amount

Software Cloud Deferred

copyrights and application development
licenses and platform costs Others Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
1,767 54,757 17,566 635 74,725
239 - 18,317 6,293 24,849
- 35,883 (35,883) - -
(353) (32,133) - (2,964) (35,450)
1,653 58,507 - 3,964 64,124
3,573 184,593 - 9,276 197,442
(1,920) (123,446) - (5,312) (130,678)
- (2,640) - - (2,640)
1,653 58,507 - 3,964 64,124
2,100 87,397 - 1,142 90,639
- - 17,566 364 17,930
(333) (30,000) - (871) (31,204)
- (2,640) - - (2,640)
1,767 54,757 17,566 635 74,725
3,338 148,710 17,566 2,981 172,590
(1,566) (91,313) - (2,346) (95,225)
- (2,640) - - (2,640)
1,767 54,757 17,566 635 74,725

Chanjet Information Technology Company Limited
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

INVESTMENT IN AN ASSOCIATE

On 1 September 2017, Chanjet Payment ceased to be a subsidiary of the Company and has been
treated as an investment in an associate in the consolidated statement of financial position of the

Group.
2018 2017
RMB’000 RMB’000
Share of net assets 69,735 68,168
Provision for impairment = _
69,735 68,168

The Group had no trade receivable and payable balances with the associate.

The following table illustrates the aggregate financial information of the Group’s associate that is
not individually material:

2018 2017

RMB’000 RMB’000

Share of the associate’s profit for the year 1,567 622

Share of the associate’s total comprehensive income 1,567 622
Aggregate carrying amount of the Group’s investment

in the associate 69,735 68,168

2018 ANNUAL REPORT

177



NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

15. NON-CURRENT FINANCIAL ASSETS/AVAILABLE-FOR-SALE EQUITY

INVESTMENTS

Financial assets at fair value through profit or loss
Unlisted equity investments, at fair value

Available-for-sale financial assets
Unlisted equity investments, at cost

2018 2017
RMB’000 RMB’000
46,170 -

— 23,105

The above equity investments as at 31 December 2018 were classified as financial assets at fair

value through profit or loss as the Group has not elected to recognise the fair value gain or loss

through other comprehensive income.

Details of the unlisted investments are as follows:

Place and date of Nominal value of issued

Percentage of equity

incorporation/registration  ordinary/registered share attributable to the Company

Name and operations capital

Beiing Yonyou Happiness Beijng, China RMBB82,173,000
Yunchuang Entrepreneurship 22 November 2013
Investment Gentre (Limited
Partnership) (‘Happiness
Yunchuang’) fnofg)

Yonyou Mobile Beijng, China RMB50,000,000
Telecommunications 4 March 2014
Technology Service Co,. Ltd.
(‘Yonyou Mobile’)

Xi'an Rongke X'an, China RMB1,250,000

Telecommunications 24 February 2012
Technology Co,. Ltd.
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Investment and asset
management
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business
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technical development



NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

15. NON-CURRENT FINANCIAL ASSETS/AVAILABLE-FOR-SALE EQUITY
INVESTMENTS (CONTINUED)

Note: On 17 January 2018, all partnership representatives of Happiness Yunchuang, including the Company,
had agreed to the capital repayment plan (the “plan”) proposed during the 2017 annual partnership
meeting. The plan required Happiness Yunchuang to repay the capital contribution to each partner
first with the cash profit generated according to the partnership agreement signed in 2013, limited
to the amount of original registered capital. During the year ended 31 December 2018, Happiness
Yunchuang had distributed cash profit of RMB1,238,000 (2017: RMB545,000) to the Company, based
on 10% of the ownership held by the Company in Happiness Yunchuang. As at 31 December 2018,
the nominal value of registered capital of Happiness Yunchuang decreased to RMB82,173,000 (2017:
RMB94,553,000) as a result of such cash distribution.

16. DEFERRED TAX

The movements in deferred tax liabilities and assets during the year are as follows:

Deferred tax liabilities

Fair value
adjustments of equity
investments at fair
value through

profit or loss

RMB'000
At 31 December 2017 =
Effect of adoption of IFRS 9 2,205
At 1 January 2018 (restated) 2,205
Deferred tax credited to profit or loss during the year 1,279
Gross deferred tax liabilities at 31 December 2018 3,484

No gross deferred tax liabilities were recognised as at 31 December 2017.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

16. DEFERRED TAX (CONTINUED)

Deferred tax assets

At 1 January 2018
Deferred tax credited/(charged)
to profit or loss during the year

Gross deferred tax assets at
31 December 2018

At 1 January 2017
Deferred tax credited/(charged) to
profit or loss during the year

At 31 December 2017

2018
Employee  Impairment
Accrued Accrued Deferred trust benefit of non-current
payroll expenses revenue scheme assets Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
93 527 145 4,388 263 5,416
(93) 425 335 (2,993) 567 (1,759)
- 952 480 1,395 830 3,657
2017
Employee Impairment of
Accrued Accrued Deferred  trust benefit  non-current
payroll  expenses revenue scheme assets  Tax losses Total
RMB'000  RMB'000  RMB000  RMB'000  RMB000  RMB'000  RMB000
349 757 130 4,871 - 14,488 20,595
(256) (230) 15 (483) 263 (14,488 (15,179
93 527 145 4,388 263 - 5,416

Chanjet Information Technology Company Limited



16.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

DEFERRED TAX (CONTINUED)
Deferred tax assets (Continued)
For presentation purposes, certain deferred tax assets and liabilities have been offset in the

statement of financial position. The following is an analysis of the deferred tax balances of the
Group for financial reporting purposes:

2018 2017
RMB’000 RMB’000

Net deferred tax assets recognised in the consolidated
statement of financial position 173 5,416
Net deferred tax assets 173 5,416

Deferred tax assets have not been recognised in respect of the following item:

2018 2017
RMB’000 RMB’000
Tax losses 35,735 21,435

The Group has tax losses arising in the United States of RMB35,735,000 (2017: RMB21,435,000)
that are available indefinitely for offsetting against future taxable profits of the company in which
the losses arose.

Deferred tax assets have not been recognised in respect of these losses arising in the subsidiary

since management considers that it is not probable that taxable profits will be available against
which the tax losses can be utilised.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

17. INVENTORIES

2018 2017
RMB’000 RMB’000
Raw materials 518 273
Purchased software 5,658 5,659
6,176 5,932
Impairment (5,658) -
518 5,932

18. TRADE RECEIVABLES
2018 2017
RMB’000 RMB’000
Trade receivables 479 2,358
Impairment - -
479 2,358

Only a very small portion of the Group’s customers could enjoy the credit policy and the average
trade credit period is approximately 90 days. Other customers are required to make payments in
advance. The Group seeks to maintain strict control over its outstanding receivables. In view of
the fact that the Group’s trade receivables relate to diversified customers, there is no significant
concentration of credit risk. The Group does not hold any collateral or other credit enhancements
over its trade receivable balances. Trade receivables are non-interest-bearing. Amounts included
in trade receivables were denominated in RMB.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

TRADE RECEIVABLES (CONTINUED)

An ageing analysis of the trade receivables as at the end of the reporting period, based on the
invoice date and net of loss allowance, is as follows:

2018 2017

RMB’000 RMB’000

Within 90 days 479 707
90 days to 180 days - 1,651
479 2,358

Impairment under IFRS 9 for the year ended 31 December 2018

An impairment analysis is performed at each reporting date using a provision matrix to measure
expected credit losses. The provision rates are based on days past due for groupings of various
customer segments with similar loss patterns (i.e., by geographical region, product type, customer
type and rating, and coverage by letters of credit or other forms of credit insurance). The
calculation reflects the probability-weighted outcome, the time value of money and reasonable
and supportable information that is available at the reporting date about past events, current
conditions and forecasts of future economic conditions. Generally, trade receivables are written
off if past due for more than one year and are not subject to enforcement activity.

The gross carrying amount at the end of the reporting period of trade receivables are mainly
due from a related party. The credit risk exposure and expected credit loss for amount due from
a related party was immaterial as at 31 December 2018. The gross carrying amount of trade
receivables due from third parties are immaterial as at 31 December 2018.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

18. TRADE RECEIVABLES (CONTINUED)

Impairment under IAS 39 for the year ended 31 December 2017

No provision for individually impaired trade receivables was included in the above provision for
impairment of trade receivables as at 31 December 2017, which was measured based on incurred

credit losses under IAS 39.

The ageing analysis of the trade receivables as at 31 December 2017 that were not individually

nor collectively considered to be impaired under IAS 39 is as follows:

RMB’000

Neither past due nor impaired
Less than 1 month past due

Receivables that were neither past due nor impaired related to diversified customers for whom

there was no recent history of default.

Receivables that were past due but not impaired related to a customer that had a good track
record with the Group. Based on past experience, the directors of the Company were of the
opinion that no provision for impairment under IAS 39 was necessary in respect of this balance as
there had not been a significant change in credit quality and the balance were still considered fully

recoverable.

Chanjet Information Technology Company Limited



19.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

PREPAYMENTS, OTHER RECEIVABLES AND OTHER ASSETS

2018 2017
RMB’000 RMB’000
Staff advances 100 211
Share purchase fund held by the trustee for
share-based payments (note 1) 4,413 4,413
Prepayments 2,057 1,926
Prepaid corporate income tax 4,940 -
Wealth investment products (note 2) 120,000 101,000
Deposits and other receivables 8,348 10,973
139,858 118,523
Impairment allowance = -
139,858 118,523
Notes:
(1) The share purchase fund held by the trustee for share-based payments was paid to Hwabao Trust
Co., Ltd. in order to purchase the target shares under the Scheme.
2) The details and breakdown of each of wealth investment products under prepayments, other
receivables and other assets as at the 31 December 2018 are as follows:
Investment of
Commencement deposit principal
Name of bank  Nature of products Type of income date Expiry date amount Carrying value
RMB’000 RMB’000
Minsheng Bank  Structured deposits  Secured principal with floating income ~ 4/13/2018 4/12/2019 60,000 60,000
CITIC Bank Structured deposits — Secured principal with floating income ~ 5/18/2018 5/18/2019 60,000 60,000
120,000 120,000
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

19. PREPAYMENTS, OTHER RECEIVABLES AND OTHER ASSETS

(CONTINUED)

Deposits and other receivables mainly represent interest receivables, rental deposits and deposits
with suppliers. Where applicable, an impairment analysis is performed at each reporting date by
considering the probability of default of comparable companies with published credit ratings.
In the situation where no comparable companies with credit ratings can be identified, expected
credit losses are estimated by applying a loss rate approach with reference to the historical loss
record of the Group. The loss rate is adjusted to reflect the current conditions and forecasts of
future economic conditions, as appropriate. The credit risk exposure and expected credit loss for
amount due from share purchase fund held by the trustee for share-based payments, of wealth
investment products and deposits and other receivables were immaterial as at 31 December
2018.

The movements in provision for impairment of prepayments, other receivables and other assets
are as follows:

2017

RMB’000

At beginning of year -
Impairment losses recognised 77
Amount written off as uncollectible (77)

No impairment loss recognised for financial assets included in prepayments, other receivables and
other assets as at 31 December 2018 related to receivables.

Included in the above provision for impairment of prepayments, other receivables and other assets
as of 31 December 2017 was a provision for individually impaired prepayments, other receivables
and other assets of RMB77,000 with a carrying amount before provision of RMB77,000. The
individually impaired prepayments, other receivables and other assets relate to staff advances that
were in default in principal payments and none of the staff advances is expected to be recovered.
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20.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

OTHER CURRENT FINANCIAL ASSETS/AVAILABLE-FOR-SALE
INVESTMENTS

2018 2017
RMB’000 RMB’000
Financial assets at fair value through profit or loss
Wealth investment products 384,541 -
Available-for-sale financial assets
Wealth investment products - 213,000
384,541 213,000

The Group purchases various wealth investment products issued by banks in Mainland China.
As at 31 December 2018, the Group purchased wealth investment products with the cost of
RMB374,000,000 from commercial banks. They were mandatorily classified as financial assets at
fair value through profit or loss as their contractual cash flows are not solely payments of principal
and interest.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

20.

INVESTMENTS (CONTINUED)

OTHER CURRENT FINANCIAL ASSETS/AVAILABLE-FOR-SALE

The details and breakdown of each of other current financial assets as at the 31 December 2018

are as follows:

Name of bank

Industrial Bank Co. Ltd.

Xiamen International
Bank

Nanjing Bank

Ningbo Bank

Ningbo Bank

The Bank of East Asia

The Bank of East Asia

Baoshang Bank Ltd.

Standard Chartered
Bank

Nature of products

Structured deposits

Bank financial
management
Structured deposits
Structured deposits
Structured deposits
Structured deposits
Structured deposits

Structured deposits

Structured deposits

Type of income

Secured principal with
quaranteed fixed income
together with floating income

Secured principal with floating
income

Secured principal with floating
income

Secured principal with floating
income

Secured principal with floating
income

Secured principal with floating
income

Secured principal with floating
income

Secured principal with floating
income

Secured principal with floating
income

Chanjet Information Technology Company Limited

Investment

of deposit

Commencement principal
date Expiry date amount  Carrying value
RMB000 AMB 000
3/14/2018 3/11/2019 12,000 12,458
3/16/2018 3/15/2019 57,000 59,489
4/13/2018 4/12/2019 60,000 62,207
6/15/2018 6/12/2019 45,000 46,357
6/28/2018 6/26/2019 15,000 15,391
7/10/2018 7/10/2019 35,000 36,000
12/6/2018 12/6/2019 30,000 30,218
8/17/2018 8/17/2019 50,000 51,175
10/24/2018 4/23/2019 70,000 71,246
374,000 384,541




21.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

CASH AND BANK BALANCES

2018 2017
RMB’000 RMB’000
Cash on hand 133 531
Bank balances 61,953 43,947
Time deposits 741,241 718,305
Cash and bank balances 803,327 762,783
Less: Non-pledged time deposits with original maturity

of more than three months when acquired (616,241) (573,305)

Cash equivalents as stated in prepayments, other
receivables and other assets 1,295 -

Cash and cash equivalents as stated in the consolidated
statement of cash flows 188,381 189,478

Cash at banks earns interest at floating rates based on daily bank deposit rates. Term deposits
are made for varying periods depending on the immediate cash requirements of the Group,
and earn interest at the respective time deposit rates. The bank balances are deposited with
creditworthy banks with no recent history of default. The carrying amounts of the cash and bank
balances approximate to their fair values.

The Group’s cash and bank balances are denominated in the following currencies:

2018 2017

RMB’000 RMB’000

RMB 671,007 633,737
HK$ 131,933 123,951
US$ 387 5,095
803,327 762,783

The RMB is not freely convertible into other currencies, however, under Mainland China’s Foreign
Exchange Control Regulations and Administration of Settlement, Sale and Payment of Foreign
Exchange Regulations, the Group is permitted to exchange RMB for other currencies through
banks authorised to conduct foreign exchange business.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

22.

23.

TRADE PAYABLES

An ageing analysis of the trade payables as at the end of the reporting period, based on the

invoice date, is as follows:

2018 2017
RMB’000 RMB’000
Within 90 days 755 619
90 days to 1 year 93 419
Over 1 year 65 43
913 1,081
Trade payables are non-interest-bearing and are normally settled on 90-day terms.
CONTRACT LIABILITIES
Details of contract liabilities as at 31 December 2018 and 1 January 2018 are as follows:
31 December 1 January
2018 2018
RMB’000 RMB’000
Rendering of services 109,321 52,168

Contract liabilities include short-term advances received from the rendering of services. The

increase in contract liabilities in 2018 was mainly due to the increase in short-term advances

received from customers in relation to the provision during the year.

Chanjet Information Technology Company Limited



24.

25.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

OTHER PAYABLES AND ACCRUALS

31 December 2018

2018 2017

Note RMB’000 RMB’000

Tax payable (other than income tax) 17,850 18,842
Staff payroll and welfare payables 40,689 30,839
Other payables 31,048 65,748
Due to the ultimate holding company 29(b) 277 736
89,864 116,165

Other payables and accruals are non-interest-bearing and have no fixed terms of repayment.

ISSUED CAPITAL

The numbers of shares of the Company and their nominal values as at 31 December 2017 and

2018 are as follows:

31 December 2018

31 December 2017

Number of Nominal Number of Nominal
shares value shares value
’000 shares RMB’000 ‘000 shares RMB 000

Registered, issued and fully paid:
Domestic shares of RMB1.00 each 162,182 162,182 162,182 162,182
H shares of RMB1.00 each 55,000 55,000 55,000 55,000
217,182 217,182 217,182 217,182
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

26. SHARE-BASED PAYMENT

The Company operates an employee trust benefit scheme for the purpose of providing incentives
and rewards to eligible participants who contribute to the success of the Group’s operations.
Eligible participants of the Scheme (including certain directors and supervisors) shall be employees
of the Group including mid-level and senior management, experts and core personnel who are
essential for realising the strategic goal of the Group. The Scheme became effective on 8 June
2015 and, unless otherwise cancelled or amended, will remain in force for 6 years from that date.

The Company engaged or through its subsidiary engaged three separate qualified agents which
are independent from one another to act as the trustees under the Scheme to set up three
trusts, which include a connected trust that holds domestic shares only for the benefit of the
Scheme participants who are connected persons of the Company and two non-connected trusts
(one for Mainland China Scheme participants and one for overseas Scheme participants) that
hold domestic shares and/or H shares for the benefit of the Scheme participants who are not

connected persons of the Company.

The trust fund paid by the Company or through its subsidiary to each trustee for setting up the
connected trust and non-connected trusts comes from the internal funds as well as its initial

public offering proceeds that can be used in this regard.

The total number of the target shares to be purchased by the trustees under the Scheme shall be
10% of the total share capital of the Company in issue as at the date of approval of the Scheme
at the 2014 annual general meeting, being 21,718,166 shares out of 217,181,666 shares. Trust
benefit units subject to the effective conditions will be granted to the Scheme participants through
an initial grant, subsequent grant(s) and re-grant(s). The initial grant and subsequent grant(s) shall
be completed by 31 December 2016 and re-grant(s) shall be completed within two years from the

date of approval of the Scheme at the 2014 annual general meeting.

Target shares purchased by the trustees from domestic shareholders or on the open market
are held in trusts for the relevant participants until such shares are vested with the relevant
participants in accordance with the provisions of the Scheme. The target shares granted and held
by the trustees until unlocking are referred to as the treasury shares and each treasury share shall

represent one ordinary share of the Company.
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26.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

SHARE-BASED PAYMENT (CONTINUED)

During the term of the Scheme, the total number of the target shares will be subject to adjustment
in accordance with the adjustment mechanisms stated in the rules of the Scheme following
capitalising the common reserves, bonus issues, share sub-divisions, share consolidation, etc. In
the event of rights issue, the board of directors of the Company will be authorised by the general
meeting to decide whether actions shall be taken by the Company to adjust the total number of
target shares under the Scheme to 10% of the enlarged total share capital of the Company so
that the ratio of target shares in the total share capital of the Company under the Scheme remains
unchanged.

For each grant, there are three unlocking dates, being the expiry dates of the first anniversary,
second anniversary and third anniversary of the grant date, subject to the vesting conditions and
upon expiry of which, 30%, 30% and 40% of the trust benefit units granted to each Scheme
participant shall be unlocked. The lock-up period is from the grant date to each of the aforesaid
unlocking dates, during which the disposal of the trust benefit units is prohibited.

Pursuant to a resolution approved by the shareholders at the 2015 annual general meeting on 18
May 2016, the Scheme was amended in relation to the extension of the exercise period and the
term of the Scheme (the “Amendment”).

The exercise period for the Scheme participants excluding directors, supervisors and senior
management of the Company has been extended from within one year after the unlocking date to
within three years after the unlocking date, during which they have the right to apply for exercising
their trust benefit units. The exercise period for the Scheme participants who are directors,
supervisors and senior management of the Company shall remain the same, in which they can
apply for exercising the trust benefit units from the unlocking date to the date of liquidation of the
trusts as prescribed in the trust deeds between the Company and the trustees.

The terms of the Scheme have been extended from six years to eight years from the date the
Scheme was approved at the 2014 annual general meeting of the Company, which was held on 8

June 2015.

The Scheme participants are entitled to the dividends attached to the target shares.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

26. SHARE-BASED PAYMENT (CONTINUED)

Particulars and movements of the target shares under the Scheme

2018
Fair value Granted during  Forfeited during ~ Vested during As at
Date of grant Notes  pershare  Asat 1 January the year the year theyear 31 December
(RMB)
16 June 2015 (a) 24.60 4,648,000 - (102,000) (4,546,000) -
31 March 2016 (c) 9.17 857,500 - (108,000) (325,500) 424,000
6 December 2016 ) 8.84 885,500 - (315,000) (244,500) 326,000
5 June 2017 ) 6.98 3,996,000 - (87,500) (1,198,800) 2,709,700
10,387,000 - (612,500) (6,314,800) 3,459,700
2017
Fair value Asat  Granted during  Forfeited during Vested during As at
Date of grant Notes ~ per share 1 January the year the year the year 31 December
)
16 June 2015 (a) 24.60 10,720,500 - 2,546,000) (3,526,500) 4,648,000
2 September 2015 (b) 10.43 84,000 - (84,000) - -
31 March 2016 (c) 9.77 1,325,000 - (85,000) (382,500) 857,500
6 December 2016 (d) 8.84 2,690,000 - (1,425,000) (379,500) 885,500
5 June 2017 (e) 6.98 - 4,071,000 (75,000) - 3,996,000

14,819,500 4,071,000 (4,215,000 (4,288,500) 10,387,000
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26.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

SHARE-BASED PAYMENT (CONTINUED)

Particulars and movements of the target shares under the Scheme (Continued)

Notes:

(a) On 16 June 2015, the board of directors of the Company approved the initial grant of trust benefit
units subject to effective conditions to 182 Scheme participants, including one director, two
supervisors, mid-level and senior management, experts and core personnel of the Group, at nil
consideration under the Scheme. The total number of the target shares under the initial grant was
17,370,000, representing approximately 8% of the issued share capital of the Company as at 16 June
2015.

(b) On 2 September 2015, the board of directors of the Company also authorised the president
committee of the Company to grant trust benefit units subject to effective conditions to several
Scheme participants of Chanjet U.S. at nil consideration. The total number of the target shares under
the grant was 120,000. During the reporting period, the grantees of the trust benefit units in Chanjet
U.S. did not include any directors, supervisors or their respective spouses or children aged under 18.

(c) On 31 March 2016, the board of directors of the Company approved the second grant of trust
benefit units subject to effective conditions to 36 Scheme participants, including mid-level and senior
management, experts and core personnel of the Group, at nil consideration under the Scheme.
The total number of target shares under the second grant was 1,515,000 shares, representing
approximately 0.7% of the issued share capital of the Company as at 31 March 2016.

(d) On 6 December 2016, the board of directors of the Company approved the third grant of trust
benefit units subject to effective conditions to 30 Scheme participants, including mid-level and senior
management, experts and core personnel of the Group, at nil consideration under the Scheme. The
total number of target shares under the third grant was 2,690,000 shares, representing approximately
1.24% of the total issued share capital of the Company as at 6 December 2016.

(e) On 5 June 2017, the board of directors of the Company approved the re-grant of part of the trust
benefit units that have become invalid from the beginning or have lapsed pursuant to the Scheme
subject to effective conditions to 48 Scheme participants, including directors, supervisors, mid-level
and senior management, experts and core personnel of the Company, at nil consideration under the
Scheme. The total number of target shares under the re-grant was 4,071,000 shares, representing
approximately 1.87% of the total issued share capital of the Company as at 5 June 2017.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

26. SHARE-BASED PAYMENT (CONTINUED)

The Amendment had no incremental effect on the fair value of the trust benefit units granted, using

the measurement method as described below.

The fair value of the trust benefit units granted/amended at the date of initial grant/amended was
estimated using the Black-Scholes Model and the Monte Carlo method, taking into account the
terms and conditions upon which the trust benefit units were granted/amended. The fair value of
trust benefit units granted at the initial grant date was RMB427,285,000 and was estimated on

the date of grant using the following assumptions:

Dividend yield (%) 0.00%
Expected volatility (%) 51.50%-63.20%
Risk-free interest rate (%) 0.157%-1.815%

Expected life (years)
Weighted average share price (RMB per share)

The fair value of the trust benefit units granted/amended to several participants of Chanjet U.S.
was calculated based on the market price of the Company’s shares at the grant/amended
date. The fair value of the trust benefit units granted to several participants of Chanjet U.S. was

RMB1,251,000.

The fair value of the trust benefit units granted at the date of second grant was calculated based
on the market price of the Company’s shares at the grant/amended date. The fair value of trust

benefit units granted under the second grant was RMB14,795,000.

The fair value of the trust benefit units granted at the date of third grant was calculated based on
the market price of the Company’s shares at the grant date. The fair value of trust benefit units

granted under the third grant was RMB23,786,000.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

SHARE-BASED PAYMENT (CONTINUED)

The fair value of the trust benefit units granted at the date of the re-grant was estimated using the
Black-Scholes Model, taking into account the terms and conditions upon which the shares were
granted. The fair value of the shares granted at the date of the re-grant date was RMB28,415,000
and was estimated on the date of grant using the following assumptions:

Dividend yield (%) 0.00%
Expected volatility (%) 57.53%
Risk-free interest rate (%) 0.52%-1.058%
Expected life (years) 1-8
Weighted average share price (RMB per share) 6.98

During the year ended 31 December 2018, no shares of the Company were acquired by
the trustees entrusted by the Company (2017: 1,882,400 domestic shares). The aggregate
consideration paid to acquire the shares during the year ended 31 December 2017 was
RMB18,820,000.

During the year ended 31 December 2018, 612,500 target shares (2017: 4,215,000) under the
Scheme lapsed due to the vesting conditions not being fulfilled under the Scheme.

Except for some Scheme participants under the initial grant who had terminated or released
his/her labour contract with the Company, which have disqualified themselves as Scheme
participants, the vesting conditions of the remaining Scheme participants under the initial grant to
unlock 40% of their trust benefit units were fulfilled on 16 June 2018.

Except for some Scheme participants under the second grant who had terminated or released
his/her labour contract with the Company, which have disqualified themselves as Scheme
participants, and some participants who failed to achieve their respective individual performance
standard on his/her respective annual performance appraisal for the year immediately prior to 31
March 2018, the vesting conditions of the remaining Scheme participants under the second grant
to unlock 30% of their trust benefit units were fulfilled on 31 March 2018.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

26. SHARE-BASED PAYMENT (CONTINUED)

Except for some Scheme participants under the re-grant who had terminated or released his/her
labour contract with the Company, which have disqualified themselves as Scheme participants,
the vesting conditions of the remaining Scheme participants under the re-grant to unlock 30% of

their trust benefit units were fulfilled on 5 June 2018.

Except for some Scheme participants under the third grant who had terminated or released
his/her labour contract with the Company, which have disqualified themselves as Scheme
participants, the vesting conditions of the remaining Scheme participants under the third grant to

unlock 30% of their trust benefit units were fulfilled on 6 December 2018.

During the year ended 31 December 2018, 6,314,800 target shares (2017: 4,288,500 target
shares) were unlocked under the Scheme, resulting in the transfer out of RMB122,396,000
(2017: RMB92,416,000) from the share-based payment reserve, with RMB105,456,000 (2017:
RMB73,424,000) credited to treasury shares held under the Scheme, and the remaining balance

of RMB16,940,000 (2017: RMB18,992,000) credited to the capital reserve account.

During the year ended 31 December 2018, the total amount of share-based payment expense
was RMB31,800,000 (2017: RMB62,444,000), of which an amount of RMB29,276,000 (2017:
RMB58,176,000) was recognised in profit or loss, and an amount of RMB2,524,000 (2017:

RMB4,268,000) was capitalised into intangible assets.
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27.

28.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

RESERVES

The amounts of the Group’s reserves and the movements therein for the years are presented in
the consolidated statement of changes in equity on pages 97 to 98 of the financial statements.

OPERATING LEASE ARRANGEMENTS

As lessee

The Group leases certain of its office properties and office equipment under operating lease
arrangements. Leases for properties and equipment are negotiated for terms initially ranging from

one to five years.

As at 31 December 2018, the Group had total future minimum lease payments under non-
cancellable operating leases falling due as follows:

2018 2017

RMB’000 RMB’000

Within one year 820 578
In the second to fifth years, inclusive 142 187
962 765
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

29. RELATED PARTY TRANSACTIONS

(@) Transactions with related parties

During the years ended 31 December 2017 and 2018, the Group entered into the following

transactions with related parties:

2018 2017
RMB’000 RMB’000
Purchases of goods and services from
The holding company*
Yonyou 2,970 4124
Associates of the holding company
Beijing Xi Ma Guo Zheng Commercial Form Technology Co., Ltd.
(“Xi Ma Guo Zheng’) (It REGRIE AR ERIMTERAA) 9 3
Sinotone (Beijing) Consulting Co., Ltd. (“Sinotone”)
(ZEERLR)EARNERAF) 115 -
Sinotone (Beijing) Technology Co., Ltd. (“Sinotone Tech’)
(ZEGRULR)BRBRAR) 15 -
Fellow subsidiaries*
Yonyou Mobile 135 863
Shanghai Bingjun Network Technology Co., Ltd.
(‘Bingjun Network’) (/8= HWERERHBR A 7)) - 3
A company of which a director of the Company is a
shareholder with significant influence*
Beijing Red Mansion Culinary Culture Co., Ltd. (‘Red Mansion”)
IERABEF UL BRRA) 148 88
3,392 5,081
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

29. RELATED PARTY TRANSACTIONS (CONTINUED)

(@) Transactions with related parties (Continued)

2018 2017
RMB’000 RMB’000
Sales of goods and services to
Associates of the holding company
Xi Ma Guo Zheng 13 41
Sinotone Tech 2,831 4,770

Fellow subsidiaries*
Shenzhen Yyfax Financial Services Co., Ltd. (“Shenzhen Yyfax”)
(RYIR &P ERREERAR) 142 113
Beijing Yonyou Salary Welfare Cloud Technology Co., Ltd.
(“Yonyou Salary Welfare Cloud’)

ERBRERUERBEER D) 24 5
Honghuotai Network Co., Ltd. (AL A ERKRHZ AR L 7)) 19 -
3,029 4,929
Rental expenses paid to
The holding company*
Yonyou 4,669 4,406

Fellow subsidiaries*
UFIDA (Nanchang) Industrial Base Development Co., Ltd.

(“UFIDA (Nanchang)’) (AR (B &) EXEHBERERAF) 1,127 832
Zhejiang UFIDA Co., Ltd. (TR EHER A7) 57 -
5,853 5,238

Deposits placed with

Associate of the holding company
ZhongGuanCun Bank Ltd. (1t = # BT SR 1T A D B B2 7)) 160,365 =
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

29. RELATED PARTY TRANSACTIONS (CONTINUED)

(@) Transactions with related parties (continued)

The above related party transactions were conducted on terms equivalent to those that

prevail in arm’s length transactions.

(b) Outstanding balances with related parties

An analysis of the balances with related parties is as follows:

Due from related parties

31 December

2018 2017
RMB’000 RMB’000
The holding company
Yonyou 6 6
Trade related:
Yonyou 604 -
Associate of the holding company
Sinotone Tech 474 2,358
Fellow subsidiaries
Yonyou Mobile - 100
Shanghai Yonyou Government Affairs Software
Co., Ltd. (E/BERREBEM AR Q7)) 2 -
1,086 2,464

The amounts due from related parties were unsecured, interest-free and repayable on

demand.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

29. RELATED PARTY DISCLOSURES (CONTINUED)
(b) Outstanding balances with related parties (continued)
Due to related parties

31 December

2018 2017
RMB’000 RMB’000
Trade related:
Associate of the holding company
Xi Ma Guo Zheng 362 =
Fellow subsidiaries
Bingjun Network 5 5
Shenzhen Baoqu Technology Co., Ltd.

ORI RBEH B R A7) 94 -
Yonyou Salary Welfare Cloud 75 -
Shenzhen Yyfax 38 -

Other payables:
The holding company
Yonyou 277 736
Fellow subsidiaries
Yonyou Mobile 1 30
852 771
Deposits placed with
Associate of the holding company
ZhongGuanCun Bank Ltd.
LR BN RITIRD BR A R) 160,365 -
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

29. RELATED PARTY DISCLOSURES (CONTINUED)

(c)

Compensation of key management personnel of the Group

Year ended 31 December

2018 2017

RMB’000 RMB’000

Short term employee benefits 14,771 11,653
Pension scheme contributions 695 689
Total compensation to key management personnel 15,466 12,342

The key management personnel mentioned above contain directors, supervisors, the chief
executive and other key management personnel. Further details of directors’, supervisors’
and the chief executive’s emoluments are included in note 8 to the financial statements.

In addition to the key management compensation shown in the above table, during the
period from 2017 to 2018, trust benefit units were granted to the above key management
personnel, excluding non-executive directors, independent non-executive directors,
shareholder representative supervisors and independent supervisors, in respect of their
services under the Scheme of the Group, further details of which are set out in note 26
to the financial statements. During the year ended 31 December 2018, the total amount
of the share-based payment expense relating to the trust benefit units granted to the key
management personnel was approximately RMB14,468,000 (2017: RMB29,860,000).

*

The related party transactions also constitute connected transactions or continuing connected
transactions as defined in Chapter 14A of the Listing Rules.
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30.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

FINANCIAL INSTRUMENTS BY CATEGORY

The carrying amounts of each of the categories of financial instruments as at the end of the
reporting period are as follows:

31 December

2018
RMB’000
Financial assets
Financial assets at amortised cost
Trade receivables 479
Financial assets included in prepayments, other receivables and other assets 130,011
Cash and bank balances 803,327
Financial assets at fair value through profit or loss
Other current financial assets 384,541
Non-current financial assets 46,170
1,364,528
Financial liabilities
Financial liabilities at amortised cost
Trade payables 913
Financial liabilities included in other payables and accruals 15,417
Due to the ultimate holding company 277
16,607
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

30. FINANCIAL INSTRUMENTS BY CATEGORY (CONTINUED)

Financial assets
Loans and receivables
Trade receivables
Financial assets included in prepayments, other receivables and other assets
Cash and bank balances
Available-for-sale financial assets
Available-for-sale investments
Available-for-sale equity investments

Financial liabilities

Financial liabilities at amortised cost
Trade payables
Financial liabilities included in other payables and accruals
Due to the ultimate holding company

Chanjet Information Technology Company Limited

31 December

2017
RMB’000

2,358
105,949
762,783

213,000
23,105

1,107,195

1,081
7,697
736

9,414




31.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

FAIR VALUE AND FAIR VALUE HIERARCHY OF FINANCIAL INSTRUMENTS

The carrying amounts and fair values of the Group’s financial instruments, other than those with
carrying amounts that reasonably approximate to fair values, are as follows:

Carrying amounts Fair values
2018 2017 2018 2017
RMB’000 RMB’000 RMB’000 RMB’000
Financial assets
Financial assets at fair value through
profit or loss:
Non-current financial assets 46,170 — 46,170 -
Other current financial assets 384,541 - 384,541 -
Available-for-sale investments - 213,000 - 213,000
430,711 213,000 430,711 213,000

The Group did not have any financial liabilities measured at fair value as at 31 December 2018
and 31 December 2017.

Management has assessed that the fair values of cash and cash equivalents, trade receivables,
trade payables, financial assets included in prepayments, other receivables and other assets,
financial liabilities included in other payables and accruals approximate to their carrying amounts
largely due to the short-term maturities of these instruments.

The Group’s finance department headed by the finance manager is responsible for determining
the policies and procedures for the fair value measurement of financial instruments. The finance
manager reports directly to the chief financial officer and the audit committee. At each reporting
date, the finance department analyses the movements in the values of financial instruments and
determines the major inputs applied in the valuation. The valuation is reviewed and approved
by the chief financial officer. The valuation process and results are discussed with the audit
committee twice a year for interim and annual financial reporting.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

31.

FAIR VALUE AND FAIR VALUE HIERARCHY OF FINANCIAL INSTRUMENTS
(CONTINUED)

The fair values of the financial assets and liabilities are included at the amount at which the
instrument could be exchanged in a current transaction between willing parties, other than in a
forced or liquidation sale. The following methods and assumptions were used to estimate the fair
values:

The fair values of listed equity investments are based on quoted market prices. The fair values of
unlisted equity investments classified as financial assets at fair value through profit or loss, which
were previously classified as available-for-sale equity investments, have been estimated using a
market-based valuation technique based on assumptions that are not supported by observable
market prices or rates. The valuation requires the directors to determine comparable public
companies (peers) based on industry, size, leverage and strategy, and calculates an appropriate
price multiple, price to sales (“P/S”) multiple, for each comparable company identified. The
multiple is calculated by dividing the market capitalization of the comparable company by its
total sales over a designated period. The trading multiple is then discounted for considerations
such as illiquidity and size differences between the comparable companies based on company-
specific facts and circumstances. The discounted multiple is applied to the corresponding
earnings measure of the unlisted equity investments to measure the fair value. The directors
believe that the estimated fair values resulting from the valuation technique, which are recorded in
the consolidated statement of financial position, and the related changes in fair values, which are
recorded in profit or loss, are reasonable, and that they were the most appropriate values at the
end of the reporting period.

For the fair value of the unlisted equity investments at fair value through profit or loss, which were
previously classified as available-for-sale equity investments, management has estimated the
potential effect of using reasonably possible alternatives as inputs to the valuation model and has
qualified this as a reduction in fair value, using less favourable assumptions, and an increase in fair
value, using more favourable assumptions.

The Group also invests in wealth management products issued by banks in Mainland China. The
Group has estimated the fair value of these unlisted investments by using a discounted cash flow
valuation model based on the market interest rates of instruments with similar terms and risks.
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31.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

FAIR VALUE AND FAIR VALUE HIERARCHY OF FINANCIAL INSTRUMENTS
(CONTINUED)

Below is a summary of significant unobservable inputs to the valuation of financial instruments
together with a qualitative sensitivity analysis as at 31 December 2018 and 2017:

Correlation
Valuation Significant of fair value
technique unobservable input  Range to the input
Unlisted equity Market Average P/S 4.2x to 8.8x Positive
investments (2017: approach- multiple of correlation

Unlisted available-for valuation peers
-sale equity investments) multiples
Discount for lack 17.0% to 18.0% Negative

of marketability correlation
Wealth management Discounted Annualized 4.4% t0 5.2% Positive
products cash flow expected yield correlation
method
Discount rate 1.1% t0 2.7% Negative
correlation

The discount for lack of marketability represents the amounts of premiums and discounts
determined by the Group that market participants would take into account when pricing the
investments.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

31. FAIR VALUE AND FAIR VALUE HIERARCHY OF FINANCIAL INSTRUMENTS

(CONTINUED)

Fair value hierarchy

The following tables illustrate the fair value measurement hierarchy of the Group’s financial

instruments:

Assets measured at fair value:

As at 31 December 2018

Financial assets at fair value through
profit or loss:
Non-current financial assets
Other current financial assets

As at 31 December 2017

Available-for-sale financial assets:
Available-for-sale investments

Chanjet Information Technology Company

Fair value measurement using

Quoted Significant Significant

prices in observable unobservable

active markets inputs inputs
(Level 1) (Level 2) (Level 3) Total
RMB’000 RMB’000 RMB’000 RMB’000
- = 46,170 46,170
- - 384,541 384,541
- — 430,711 430,711

Fair value measurement using

Quoted Significant Significant

prices in observable unobservable

active markets inputs inputs
(Level 1) (Level 2) (Level 3) Total
RMB’000 RMB’000 RMB 000 RMB’000
= = 213,000 213,000

Limited



31.

32.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

FAIR VALUE AND FAIR VALUE HIERARCHY OF FINANCIAL INSTRUMENTS
(CONTINUED)

Fair value hierarchy (continued)

The Group did not have any financial liabilities measured at fair value as at 31 December 2018
and 31 December 2017.

During the year, there were no transfers of fair value measurements between Level 1 and Level 2
and no transfers into or out of Level 3 for both financial assets and financial liabilities (2017: Nil).

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group’s principal financial instruments comprise cash and term deposits. These financial
instruments are mainly held for the purpose of supporting the daily operations of the Group.
The Group has various other financial assets and liabilities such as trade receivables and trade
payables, which arise directly from its operations.

The main risks arising from the Group’s financial instruments are credit risk, liquidity risk and
foreign currency risk. The board of directors reviews and agrees policies for managing each of
these risks and they are summarised below:

(@) Creditrisk

The Group trades only with recognised and creditworthy third parties. It is the Group’s
policy that all customers who wish to trade on credit terms are subject to credit verification
procedures. In addition, receivable balances are monitored on an ongoing basis and the
Group’s exposure to bad debts is not significant. For transactions that are not denominated
in the functional currency of the relevant operating unit, the Group does not offer credit
terms.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

32. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

(CONTINUED)

(@) Credit risk (continued)

Maximum exposure and year-end staging as at 31 December 2018

The table below shows the credit quality and the maximum exposure to credit risk based

on the Group’s credit policy, which is mainly based on past due information unless other

information is available without undue cost or effort, and year-end staging classification as

at 31 December 2018. The amounts presented are gross carrying amounts for financial

assets.

12-month
ECLs Lifetime ECLs
Simplified
Stage 1 Stage 2 Stage 3 approach
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Trade receivables* - - - 479 479
Financial assets included in
prepayments, other receivables
and other assets
- Normal** 130,011 - - - 130,011
- Doubtful = — = = =
Cash and bank balances
- Not yet past due - - - 803,327 803,327
130,011 - - 803,806 933,817

For trade receivables to which the Group applies the simplified approach for impairment,

information based on the provision matrix is disclosed in note 18 to the financial statements,

respectively.

*k

assets is considered to be “norma

|n

The credit quality of the financial assets included in prepayments, other receivables and other
when they are not past due and there is no information

indicating that the financial assets had a significant increase in credit risk since initial
recognition. Otherwise, the credit quality of the financial assets is considered to be “doubtful”.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

32. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES
(CONTINUED)

(a)

(b)

Credit risk (continued)

Maximum exposure as at 31 December 2017

The Group’s other financial assets include cash and cash equivalents, and other
receivables. The credit risk of these financial assets arises from default of counterparties
who transact with the Group, with a maximum exposure equal to the carrying amounts of
these instruments.

Since the Group trades only with recognised and creditworthy third parties, there is no
requirement for collateral. The majority of the Group’s customers are required to make
payments in advance, and only a very small portion of the Group’s customers could
enjoy the credit policy. In view of the aforementioned and the fact that the Group’s trade
receivables relate to a large number of diversified customers, there is no significant
concentration of credit risk.

Further quantitative data in respect of the Group’s exposure to credit risk arising from trade
receivables are disclosed in note 18 to the financial statements.

Liquidity risk

The Group monitors its risk to a shortage of funds using a recurring liquidity planning tool.
This tool considers the maturity of both its financial instruments and financial assets (e.g.,
trade receivables) and projected cash flows from operations.

The Group’s objective is to maintain a balance between continuity of funding and issue
of new shares. The Group’s financial liabilities mainly comprise trade payables and other
payables which arise directly from its operations that are usually repayable within three
months. Their carrying values are equal to their fair values. The Group’s management
monitors the working capital position to ensure that there is adequate liquidity to meet
with all the financial obligations when they become due and to maximise the return of the
Group’s financial resources.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

32. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES
(CONTINUED)

(b) Liquidity risk (continued)

The maturity profile of the Group’s financial liabilities as at the end of the reporting period,
based on the contractual undiscounted payments, is as follows:

Within 1 month 1 to 3 months Total
RMB’000 RMB’000 RMB’000

31 December 2018
Trade payables - 913 913
Financial liabilities included in other

payables and accruals - 15,417 15,417
Due to the ultimate holding

company - 277 277

- 16,607 16,607

31 December 2017
Trade payables - 1,081 1,081
Financial liabilities included in other

payables and accruals - 7,597 7,597
Due to the ultimate holding

company - 736 736

- 9,414 9,414
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

32. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES
(CONTINUED)

(c)

Foreign currency risk

Foreign currency risk means the risk of fluctuations in the fair value or future cash flows
of financial instruments which arise from changes in exchange rates. The Group’s foreign
currency risk mainly arises from sales or purchases by operating units in currencies other
than the units’ functional currencies and from net investments in foreign operations.

The Group’s businesses are mainly located in the Mainland China and are transacted and
settled in RMB. As at 31 December 2018, except for RMB131,933,000 denominated in
Hong Kong dollars (2017: RMB123,951,000) and RMB387,000 denominated in United
States dollars (2017: RMB5,095,000) included in cash and bank balances, all assets and
liabilities were denominated in RMB.

Management believes that the fluctuation of the exchange rates of foreign currencies
against RMB will not affect the Group’s results of operations.

The following table demonstrates the sensitivity at the end of the reporting period to a
reasonably possible change in the Hong Kong dollars and RMB exchange rate, with all
other variables held constant, of the Group’s profit after tax (due to changes in the fair
values of monetary assets and liabilities) and the Group’s equity (due to changes in the fair
value of forward currency contracts).

Increase/
(decrease) in Increase/ Increase/
HK dollars/ (decrease) in (decrease)
RMB rate profit after tax in equity
% RMB’000 RMB’000
2018
If the RMB weakens against the Hong Kong dollars 3% 3,562 3,562
If the RMB strengthens against
the Hong Kong dollars (3%) (3,562) (3,562)
2017
If the RMB weakens against the Hong Kong dollars 3% 3,346 3,346
If the RMB strengthens against
the Hong Kong dollars (3%) (3,346) (3,346)
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

32. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES
(CONTINUED)

(d) Capital management

The primary objectives of the Group’s capital management are to safeguard the Group’s
ability to continue as a going concern and to maintain healthy capital ratios in order to
support its business and maximise shareholders’ value.

The Group manages its capital structure and makes adjustments to it in light of changes in
economic conditions and the risk characteristics of the underlying assets. To maintain or
adjust the capital structure, the Group may adjust the dividend payment to shareholders,
return capital to shareholders or issue new shares. The Group is not subject to any
externally imposed capital requirements. No changes were made in the objectives, policies
or processes for managing capital during the years ended 31 December 2018 and 31
December 2017.

33. EVENTS AFTER THE REPORTING PERIOD

As at the approval date of the financial statements, the Group had no significant events after the
reporting period which need to be disclosed.

34. CONTINGENT LIABILITIES

As at 31 December 2017 and 2018, the Group did not have any significant contingent liabilities.
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35.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

STATEMENT OF FINANCIAL POSITION OF THE COMPANY

Information about the statement of financial position of the Company at the end of the reporting
period is as follows:

2018 2017
RMB’000 RMB’000
Non-current assets
Property, plant and equipment 1,397 3,223
Intangible assets 64,655 74,825
Investment in a subsidiary 6,504 18,286
Investment in an associate 23,738 22,171
Available-for-sale equity investments - 23,105
Non-current financial assets 46,170 -
Deferred tax assets 173 5,416
Total non-current assets 142,637 147,026
Current assets
Inventories 518 5,932
Trade receivables 479 2,358
Prepayments, other receivables and other assets 143,128 118,258
Available-for-sale investments - 213,000
Other current financial assets 384,541 -
Cash and bank balances 802,940 757,248
Total current assets 1,331,606 1,096,796
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

35. STATEMENT OF FINANCIAL POSITION OF THE COMPANY (CONTINUED)

Current liabilities

Trade payables

Contract liabilities

Other payables and accruals
Tax payable

Total current liabilities

Net current assets

Total assets less current liabilities

Net assets

Equity attributable to owners of the parent

Issued capital

Treasury shares held under the employee trust benefit
scheme

Reserves (note)

Total equity

Chanjet Information Technology Company Limited

2018 2017
RMB’000 RMB’000
913 1,081
109,321 -
89,722 116,398
- 9,043
199,956 126,522
1,131,650 970,274
1,274,287 1,117,300
1,274,287 1,117,300
217,182 217,182
(55,748) (149,850)
1,112,853 1,049,968
1,274,287 1,117,300




35.

36.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

31 December 2018

STATEMENT OF FINANCIAL POSITION OF THE COMPANY (CONTINUED)
Note:

A summary of the Company’s reserves is as follows:

Retained

Share-based profits/

Capital Merger payment Statutory (accumulated
reserve reserve reserve reserve losses) Total

RMB 000 RMB 000 RMB'000 RMB'000 RMB'000 RMB 000

At 1 January 2017 893,820 4 98,960 51,415 (69,411) 974,780
Total comprehensive income for the year - - - - 85,253 85,253
Share-based payments - - 70,245 - - 70,245
Shares vested under the employee trust benefit

scheme 12,785 - (77,693) - - (64,908)
Disposal of a subsidiary - - - (441) (14,961) (15,402)
Transfer from retained profits - - - 88 (88) -
At 31 December 2017 906,605 4 91,512 51,062 793 1,049,968
Effect of adoption of IFRS 9

(note 2) - - - 2,089 18,801 20,890
At 1 January 2018 (restated) 906,605 @ 91,512 53,151 19,594 1,070,858
Total comprehensive income for the year - - - - 107,296 107,296
Share-based payments - - 28,799 - - 28,799
Shares vested under the employee trust benefit

scheme 6,502 - (100,602) - - (94,100)
Transfer from retained profits - - - 10,729 (10,729) -
At 31 December 2018 913,107 @) 19,709 63,880 116,161 1,112,853

The share-based payment reserve comprises the fair values of trust benefit units granted which
are yet to be exercised, as further explained in the accounting policy for share-based payments
in note 2.4 to the financial statements. The amount will either be transferred to the capital reserve
account when the related trust benefit units are vested, or be transferred to retained profits should
the related trust benefit units be forfeited.

APPROVAL OF THE FINANCIAL STATEMENTS

The financial statements were approved and authorised for issue by the board of directors on 15
March 2019.
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DEFINITIONS

In this report, unless the context otherwise requires, the following words and expressions shall have the

following meanings.

“Articles of Association”

“Board” or “Board of Directors”

“CASBE”

“Chairman”

“Chanjet Payment”

“Chanjet U.S.”

“Company” or “our Company”

“Company Law”

“Director(s)”

“Domestic Share(s)”

the articles of association of the Company, as amended from
time to time

the board of directors of the Company

Accounting Standards for Business Enterprises — Basic Standard
and 38 Specific Standards issued by MOF, and application
guidance, interpretation and other relevant accounting regulations
issued subsequently

the chairman of the Board

Beijing Chanjet Payment Technology Co., Ltd. (At R#5 @ {F
FATA R A R]), a company with limited liability established in the
PRC on 29 July 2013 and owned by Yonyou and our Company as
to 80.72% and 19.28% respectively

Chanjet Information Technology Corporation, a company
incorporated in California on 5 November 2012 under the laws of
the State of California of the United States, and a wholly-owned
subsidiary of the Company

Chanjet Information Technology Company Limited (##3@15 &
R AR A7), a joint stock limited company incorporated
in the PRC, whose H shares are listed and traded on the Hong
Kong Stock Exchange

the Company Law of the People’s Republic of China

member(s) of the Board, including all executive, non-executive
and independent non-executive directors of the Company

ordinary share(s) of the Company’s share capital, with a nominal
value of RMB1.00 each, which are subscribed for and paid up in
Renminbi and are unlisted Shares which are currently not listed
or traded on any stock exchange
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“Group”

“H Shares”

“Happiness Investment”

“Sinotone”

“HK$” or “HK dollars” or “Hong Kong
dollars”

“Hong Kong” or “HK”

“Hong Kong Stock Exchange”

“Huicai Juneng Investment”

“Hwabao Trust”

“IFRSs”

DEFINITIONS (CONTINUED)

the Company and its subsidiaries (or the Company and any one
or more of its subsidiaries, as the context may require)

overseas listed foreign invested ordinary shares in the share
capital of the Company with a nominal value of RMB1.00 each,
which are listed and traded on the Hong Kong Stock Exchange

Happiness Investment Co., Ltd. {t R A A Z=@IEE TR AR A 7)),
a company established in the PRC with limited liability on 12 May
2010 and one of the promoters of the Company and a holding
subsidiary of Yonyou, in which Yonyou holds 60% of shares

Sinotone (Beijing) Consulting Co., Ltd.(ZE =8 (4L =) A H
BIR/AR]), a joint stock limited company established in the PRC
on 22 May 2006

Hong Kong dollars, the lawful currency of Hong Kong

the Hong Kong Special Administrative Region of the PRC
The Stock Exchange of Hong Kong Limited

Beijing Huicai Juneng Investment Management Centre (Limited
Partnership) (At RES R EEEPL(BRE ), a limited
partnership established in the PRC on 30 August 2011 by Mr.
Zeng, as a general partner, and certain senior management,
employees and ex-employees of the Company, as limited
partners

Hwabao Trust Co., Ltd. CEEEsEARE(E A F]), a company
established in the PRC with limited liability in September 1998

International Financial Reporting Standards promulgated by the

International Accounting Standards Board (“lIASB”). IFRSs include
the International Accounting Standards and their interpretations
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DEFINITIONS (CONTINUED)

“Independent Third Party(ies)”

“Listing Date”

“Listing Rules”

“Latest Practicable Date”

“Model Code”

“MOF”

“Mr. Wang”

“Mr. Zeng”

“MSE(s)”

“National Trust”

“NPC”

“PRC” or “China” or the “People’s
Republic of China”

an individual(s) or a company(ies) who/which is/are independent
of and not connected with (within the meaning of the Listing
Rules) any of Directors, Supervisors, chief executives or
Substantial Shareholders (as defined in the Listing Rules) of the
Company, its subsidiaries or any of their respective associates

26 June 2014, being the date on which the Company’s H Shares
were listed on the main board of the Hong Kong Stock Exchange

the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited, as amended, supplemented or
otherwise modified from time to time

4 April 2019, being the latest practicable date prior to the printing
of this annual report for the purpose of ascertaining certain
information contained herein

the Model Code for Securities Transactions by Directors of Listed
Issuers set out in Appendix 10 to the Listing Rules

the Ministry of Finance of the People’s Republic of China (12 A
R 0 B B B E6)

Mr. Wang Wenjing, the Chairman, non-executive Director and the
ultimate controlling Shareholder

Mr. Zeng Zhiyong, an executive Director and vice chairman
micro and small scale enterprise(s)

National Trust Co., Ltd. (BIR{EsEER A F]), a company
established in the PRC with limited liability on January 1987

the National People’s Congress of the People’s Republic of China

(FEARKNEZBEARRERKRS)

the People’s Republic of China and, except where the context
otherwise requires, references in this report to the PRC or China
do not apply to Hong Kong, Macau Special Administrative Region
or Taiwan

Chanjet Information Technology Company Limited



“President”

“Prospectus”

“Reporting Period”

“Renminbi” or “RMB”

“Seentao Technology”

“SFO” or “Securities and Futures

Ordinance”

“Share(s)”

“Shareholder(s)”

“State Council”

“Substantial Shareholder(s)”

“Supervisor(s)”

“Supervisory Committee”

“The Scheme” or “Employee Trust
Benefit Scheme”

“Tongyun Jitian Investment”

DEFINITIONS (CONTINUED)

the president of the Company

the prospectus published by the Company on 16 June 2014

the year ended 31 December 2018

Renminbi, the lawful currency of the PRC

Seentao Technology Co., Ltd. FTERERHBERRF), a
subsidiary of Yonyou, the shares of which are listed and traded
on the National SME Share Transfer System (Stock Code:
833694)

the Securities and Futures Ordinance (Chapter 571 of the Laws of
Hong Kong), as amended, supplemented or otherwise modified
from time to time

share(s) of the Company with nominal value of RMB1.00 each
holder(s) of the Share(s)

State Council of the People’s Republic of China

has the meaning ascribed to it in the Securities and Futures
Ordinance

the member(s) of the Supervisory Committee
the supervisory committee of the Company

the employee trust benefit scheme adopted by the Company on
8 June 2015

Beijing Tongyun Jitian Investment Management Centre (Limited
Partnership) (Jt RBEBERIEEEEPL(BRE ), a limited
partnership established in the PRC on 30 August 2011 by Mr.
Zeng, as a general partner, and certain senior management,
employees and ex-employees of the Company, as limited
partners
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DEFINITIONS (CONTINUED)

“US$” or “U.S. dollars”

“Yonyou”

”

“Yonyou Chuangxin Investment

“Yonyou Fintech”

“Yonyou Auto”

“Yonyou Group”

“Yonyou Mobile”

u%u

United States dollars, the lawful currency for the time being of the
United States

Yonyou Network Technology Co., Ltd., ((ARB4EE RN AR
A R)), a joint stock limited company incorporated in the PRC on
18 January 1995, the shares of which are listed and traded on
the Shanghai Stock Exchange (E/8FEF 5 FF) (Stock Code:
600588), a controlling Shareholder of the Company

Beijing Yonyou Chuangxin Investment Centre (Limited Partner-
ship) GERAREIFHEFRL(BRE)), a limited partnership
established in the PRC on 23 June 2010 and owned by Yonyou
and Happiness Investment as to 99% and 1% respectively

Yonyou Fintech Information Technology Co., Ltd. (A& R{E 2
R 5 B R A 7)), the shares of which are listed and traded on
the National SME Share Transfer System (Stock Code: 839483)
and a subsidiary of Yonyou

Yonyou Auto Information Technology (Shanghai) Co., Ltd. (A&
REE BRI (EE8)IRMH AR AR, the shares of which are listed
and traded on the National SME Share Transfer System (Stock
Code: 839951) and a subsidiary of Yonyou

Yonyou and its subsidiaries (other than the Group)

Yonyou Mobile Telecommunications Technology Service Co., Ltd
(ARBESBERMRE AR A7), alimited company incorporated
in the PRC on 4 March 2014, a subsidiary of Yonyou, and owned

by the Company as to 19.8%

per cent

Chanjet Information Technology Company Limited
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