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CHAIRMAN’S STATEMENT

| hereby represent the Board of Directors to present to you the annual report of the Company as of 31 December
2018.

OVERVIEW OF THE GROUP

2018 is a very important year for the development of the Group. The Group successfully listed on the Main Board of
the Hong Kong Stock Exchange on 3 August 2018. On behalf of the Board, | would like to thank the professionals
and employees who have worked hard for the successful listing of the Group. The Listing, which opened up a new
journey of capitalization and internationalization, has enhanced our financial position, raised sufficient funds for our
future development, and provided us with good development opportunities and platforms.

As of 31 December 2018, the Group had a total of nine schools, including three independent colleges, five higher
vocational colleges and one technical college. The Group is one of the largest private education groups in China
with 86,033 students.

After Listing, the Group was selected as a constituent stock of MSCI China Small Cap Index on 30 November
2018, and selected as a constituent stock of the index series such as Hang Seng Composite Index by the Hang
Seng Indexes Company Limited on 11 March 2019, and was included in the Hong Kong Stock Connect list under
the Shenzhen-Hong Kong Stock Connect on the same day. The inclusion demonstrates the recognition of the
Company’s business and results by the capital markets, which is expected to extend the shareholder base and
increase the liquidity of the shares of the Company, so as to facilitate the enhancement of investment value of the
Company and the Company’s reputation in the capital market.
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CHAIRMAN'’S STATEMENT

RESULTS AND DIVIDEND

We delivered a good performance in 2018. Our revenue increased by 37% from RMB752.43 million in 2017 to
RMB1,029.52 million. Gross profit increased by 30% from RMB360.03 million in 2017 to RMB467.24 million. Core
net profit increased by 43% from RMB219.50 million in 2017 to RMB314.80 million. As of 31 December 2018, our
bank balances and cash amounted to RMB3,038.91 million. The Board has recommended the payment of a final
dividend of RMB0.015 (equivalent to HK$0.018) per share for the year ended 31 December 2018, subject to the
approval of the Shareholders at the 2018 AGM.

OPERATING HIGHLIGHT

The Group and the management team are always committed in expanding the scale of existing schools and
continuously creating value for shareholders. Within the first month after listing, the number of freshmen registered
in the Group’s colleges exceeded 30,000, reaching 31,025, representing a year-on-year increase of 42.99%. In the
2018/2019 school year, the student enrollment in our schools was 86,033, representing an increase of 13.65% as
compared with the 2017/2018 school year. Among them, Business College of Guizhou University of Finance and
Economics and Sichuan Vocational College of Cuture & Communication expanded their student base to 15,549 and
8,912 as of 31 December 2018, representing an increase of 347% and 191% respectively as compared to 2014
when we made aquisition. All these results demonstrate the Group’s excellent institutional post-M&A governance
enhancement capabilities.

After the Listing of the Group, in accordance with the corporate governance requirements of Hong Kong Stock
Exchange, we continuously optimized the management model of the Group, enabled the sharing of teaching
resources, employment resources, procurement resources and student recruitment experience among schools,
and effectively controlled operating costs. In 2018, each college of the Group worked closely to actively apply
for majors with high social needs and promising job prospects. National and provincial approved majors such
as the undergraduate major of stomatology at Jinci College of Shanxi Medical University, majors of rehabilitative
technology and Chinese pharmacy at Sichuan Tianyi College, majors of nursing and preschool education at Sichuan
Hope Automotive Vocational College, and major of music and arts at Sichuan Vocational College of Culture &
Communication have been successively approved. At the same time, the Group focused on cultivating applied and
skilled talents, increasing the proportion of training during teaching in correspondingly equipped training rooms,
thereby improving the competitiveness of graduates in seeking employment. In 2018, the number of graduates from
colleges of the Group amounted to 19,488, with the average employment rate of the colleges of the Group reaching
employment rate of 92.19%, representing an increase of over 2% as compared to the previous year.

The Company continued to promote its external expansion work. While investigating the new acquisition targets,
the Group also attached great importance towards the institution of new colleges. In 2018, the management
of the Group carefully analyzed policies and the market and strategically commenced the construction of new
colleges. The Group successively signed project investment agreements with the government of Xinfeng County
in Guangdong Province, the government of Zhong County in Chongqging and the government of Baiyin District in
Gansu province to establish one new vocational college in each local area.
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CHAIRMAN’S STATEMENT

DEVELOPMENT STRATEGY

At present, China has entered a period of economic transformation with industry transforming from low-end
manufacturing to medium-to-high-end development, resulting a gap in industrial demand and talent supply. The
Group aspires to provide more Chinese students with access to quality higher education and to provide more
specialized skill talents for the national industrial transformation. To achieve this goal, we will focus on the higher
education industry and adhere to two major development principles: first, improve the quality of education in
existing schools, expand enrollment, optimize professional settings, promote the integration of production and
education, enhance students’vocational skills and increase quality of talent cultivation; second, make full use of the
Company’s more than 10 years of schooling and M&A experience, seek more opportunities for industry integration,
enlarge and strengthen the business scope of Hope Education, and cultivate more high-quality technical personnel
required in the economic innovation transformation and upgrading process for the society.

“It takes ten years to grow trees but a hundred years to rear people”. Looking to the future, we are deeply aware of
the great historical responsibility we have shouldered! We will always adhere to the philosophy of “creating a better
life for students, providing high-quality technical personnel for the society, to create greater value for shareholders”,
be down-to-earth diligent and strive to become a well-known private higher education service provider in China and
the world.

APPRECIATION

On behalf of the Board, | would like to extend my heartfelt gratitude to all of our employees and management team
for their dedication to excellence and valuable contributions. | also express my gratitude to all of our shareholders
and stakeholders for their trust and support to the Group. Looking forward, we will continue expanding our scale
of operation through our high-quality M&A and better meet the demands of students, parents and the society by
enhancing talent cultivation quality through our first-class education and teaching.

Hope Education Group Co., Ltd.
Chairman
Xu Changjun
Hong Kong, 22 March 2019
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FINANCIAL AND BUSINESS SUMMARY

SUMMARY OF FINANCIAL REPORT

A summary of the audited results and of the assets and liabilities of the Group for the last four financial years is set

out below:
Year ended 31 December
2015 2016 2017 2018
RMB’000 RMB’000 RMB’000 RMB’000
Revenue 486,714 614,399 752,434 1,029,523
Cost of sales (240,190) (304,682) (892,405) (562,286)
Gross profit 246,524 309,717 360,029 467,237
Profit before tax 69,090 159,277 229,425 159,496
Profit for the year 65,398 154,741 209,656 167,337
As at 31 December
2015 2016 2017 2018
RMB’000 RMB’000 RMB’000 RMB’000
Non-current assets 2,266,586 2,950,956 4,550,883 5,119,246
Current assets 1,525,224 1,650,868 1,043,889 3,171,948
Current liabilities 2,062,538 2,455,299 2,098,061 1,851,337
Net current assets/(liabilities) (537,314) (804,431) (1,054,172) 1,320,611
Total assets less current liabilities 1,729,272 2,146,525 3,496,711 6,439,857
Non-current liabilities 1,479,330 1,651,551 2,817,323 2,279,705
Net assets 249,942 494,974 679,388 4,160,152
Total equity 249,942 494,974 679,388 4,160,152
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1.After the listing, the company optimized the financing structure and only
retained the bank and trust loans with relatively low financing costs.

2.The financing scale,with sufficient development funds remaining,has
decreased significantly.

10 HOPE EDUCATION GROUP CO., LTD. e 2018 ANNUAL REPORT



MANAGEMENT DISCUSSION AND ANALYSIS

BUSINESS REVIEW

Overview

The Group focuses on higher education. As of 31 December 2018, the number of institutions of higher education
owned by the Group ranks first among similar listed companies. The Group owns and operates eight higher
education schools, including schools founded by the Group, namely, Southwest Jiaotong University Hope College,
Sichuan Hope Automotive Vocational College and Guizhou Vocational Institute of Technology, and schools
acquired by the Group, namely, Sichuan Tianyi College, Sichuan Vocational College of Culture & Communication,
Business College of Guizhou University of Finance and Economics, Jinci College of Shanxi Medical University and
Sichuan TOP IT Vocational Institute. We also provide self-study examination services and adult education services.
In addition to the above-mentioned eight schools, the Group operates Sichuan Hope Automotive Technical College
to provide technical education services.

Student enroliments

In order to be admitted for higher education, a student must pass and attain certain scores in China’s National
Higher Education Entrance Examination or the particular entrance exams organized by the provincial education
authorities. Being institutions providing higher education services, the respective education authorities will specify a
quota for the number of new students that each of the Group’s school may admit each year.

In 2018, the total student enroliment of our schools is 31,025, representing a year-on-year increase of 42.99%
(Sichuan TOP IT Vocational Institute was the school acquired by the Group in December 2017. The total student
enrollment in 2018 includes the student enrollment of Sichuan TOP IT Vocational Institute in 2018 being 4,513).

In 2018, registration rate of new students in our schools reached 88.57%, 4.63% higher than last year; among
which the undergraduate registration rate reached above 97.52%, and the registration rate of Jinci College of
Shanxi Medical University reached 99.04%.

As of 31 December 2018, the number of students enrolled in our schools are 86,033, increased by 10,339 as
compared with that as of 31 December 2017, representing an increase of 14%, taking a leading position in terms of
endogenous growth among peer listed companies.

Employees and teaching staff

The Group believes that the quality of education is closely related to the quality of teachers. The Group mainly
seeks to employ (i) highly qualified teachers with experience and knowledge in theory and practice; (ii) teachers with
work experience in relevant industries, such as senior accountants, engineers and highly skilled personnel; and (iii)
teachers with relevant professional qualifications. During the recruitment, the Group also placed special emphasis
on strong communication skills and enthusiasm for teaching. As of 31 December 2018, the Group had a total of 5,357
faculty members.
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MANAGEMENT DISCUSSION AND ANALYSIS

Our schools continues to focus on the optimization of the teacher structure, as well as the improvement in ability.
and career development of teachers. In 2018, a total of 9 doctors and 391 masters were recruited. Our five schools
in Sichuan jointly conducted the evaluation of teachers’ middle and senior titles. There were a total of 297 teachers
applying for medium title or above with a final result of two seniors, 27 advanced and 227 medium level. In addition,
our teachers won numerous awards in 2018. For example, Dean Chen Yemei of Southwest Jiaotong University
Hope College won the title of Top Ten Excellent Education Workers in Sichuan Province, and Liu Xu, a teacher of
Sichuan Hope Automotive Vocational College, was awarded the title of Excellent Teacher of Sichuan Province.

Scientific Research

In 2018, the scientific research capabilities of our schools have steadily increased, as mainly reflected in the
following aspects: (i) 274 projects were approved with a year-on-year increase of 104%, of which 33 projects were
categorized as provincial and ministerial projects; (ii) published 512 papers, 50 education materials or monographs;
and (iii) obtained 11 patent licensings, 47 patent certificates with a year-on-year increase of more than six times.

Major Construction

Our schools attach importance to professional construction, actively applying for provincial and national approved
majors with high social needs and good employment prospects, and strengthening the teaching team and
the construction of training rooms for new majors. In 2018, provincial and national approved majors such as
the undergraduate major of stomatology at Jinci College of Shanxi Medical University, majors of rehabilitative
technology and Chinese pharmacy at Sichuan Tianyi College, majors of mold design and manufacturing, nursing,
preschool education and child development and health management at Sichuan Hope Automotive Vocational
College, and major of e-sports and management at Sichuan Vocational College of Culture & Communication have
been successively approved.

Awards

Teachers and students of our schools participated in various competitions at or above the provincial level, and won
about 600 awards, representing a year-on-year increase of 70%. Among them, the students of Sichuan Vocational
College of Culture & Communication won the special prize in the Innovation, Benefit and Venture Competition in
National Vocational Schools (2 EI%8: 3 22837838 5 X&), and the students of Southwest Jiaotong University
Hope College won the second prize in the National University Students Mathematic Modeling Contest. The
Teaching Reform Project “Theoretical and Practical Exploration of “Applied” Talent Cultivation in Business College”
of Business College of Guizhou University of Finance and Economics won the 9th Higher Education Provincial
Teaching Achievement Award of Guizhou Province (EM& FJE S EHE & A EK R ). A total of 155 students
from five institutions in Sichuan Province were awarded the honorary title of “2018 Excellent University Graduates in
Sichuan Province (2018f27 )| & EFH AELE224)” by the Education Department of Sichuan Province; 38 students
were selected as “2018 Excellent University Graduates” by the Group.
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MANAGEMENT DISCUSSION AND ANALYSIS

Application-oriented Education

In line with our commitment to students, we endeavor to enable students to become professionals possessing talent,
knowledge and skills desired in employment market. We establish majors and curricula with a focus on applied
technologies based on the demand of the employment market and make job-oriented training a key part of our courses.
We have close cooperation with enterprises and institutions in various areas, for example, Southwest Jiaotong University
Hope College signed a school-enterprise cooperation agreement with China Railway Group, Chengdu Metro Group,
JD.com and other enterprises; Jinci College of Shanxi Medical University established good cooperation relationship
with hospitals in Shanxi Province, such as Affiliated Hospital of Shanxi Medical University and Shanxi Province People’s
Hospital; Sichuan TOP IT Vocational Institute established long-term cooperative relationships with Baidu Group, BOE
Group and Lenovo Group; Sichuan Tianyi College signed a school-enterprise cooperation agreement with Shanghai
Baoye Group; Sichuan Hope Automotive Vocational College carried out school-enterprise cooperation and ordered
training classes with large and medium-sized enterprises such as Mercedes-Benz, BMW, Hyundai and BYD Auto, all
of above have enhanced our application-oriented teaching quality, enlarged the opportunities for students’ internship
training and improved our graduates’ competitiveness in the employment market.

Employment Services

In 2018, the Group held the 5th “Hope Career Cup” Career Planning Competition (55 T /& “ % 2B A EAR "B 22 AR 2 K
Z) with more than 2,000 students from various institutions participated in intra-school competition and the Group’s
finals. The Group organized students to participate in the double-venture competitions, who won one special
prize and ten third prizes; and the Group organized about 500 Reciprocal Selection Meetings and special job fairs,
offering about 30,000 job positions for students. Our schools have cooperated with eight universities in seven
countries to carry out talent training cooperation, and introduced a number of overseas employment projects such
as “Japanese nurses” and “German dual-track nurse training”. As of 31 December 2018, the average employment
rate of the colleges of the Group reached 92.19%, representing an increase of approximately 2% as compared to
the average employment rate of 90.98% as of 31 December 2017.

As a private higher education group committed in applied science, the Group takes the employment rate of
graduates as an important criterion of teaching quality. The Group believes leading employment rate in the industry
helps to enchance our reputation and attracts talented high school graduates, and is also conducive for the
acquisition of China’s other private higher education schools by the Group.

Our Schools

As of 31 December 2018, we held three independent colleges, five junior colleges and one technical college. The
table below sets out some details of our schools.

Year of
Establishment/ establishment/
School acquisition acquisition Description
Independent Colleges
1 Southwest Jiaotong Establishment July 2009 The first university established
University Hope College by the Group, with a leading
position in rail transit among
private universities
nationwide
2 Business College of Guizhou Acquisition April 2014 The largest
University of Finance and independent college
Economics in Guizhou Province
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MANAGEMENT DISCUSSION AND ANALYSIS

School

3 Jinci College of Shanxi
Medical University

Junior Colleges
4 Sichuan Tianyi College

5 Sichuan Hope Automotive
Vocational College

6 Sichuan Vocational
College of Culture
& Communication

7 Guizhou Vocational
Institute of Technology

8 Sichuan TOP
IT Vocational Institute

Technical College
9 Sichuan Hope
Automotive Technical
College

14 HOPE EDUCATION GROUP CO.,

Year of

Establishment/ establishment/

acquisition acquisition
Acquisition April 2014
Acquisition September 2011
Establishment June 2013
Acquisition March 2014
Establishment June 2016
Acquisition December 2017
Establishment July 2016

LTD. e 2018 ANNUAL REPORT

Description

One of the twelve private
undergraduate medical
schools in China

One of the first batch of private
schools in China and the first
private school in Southwest
China approved by the MOE

The first private automotive
college in Sichuan Province

Private institution with the
largest professional scale of
preschool education in
Sichuan Province

The university using the
shortest time from
construction, application
to enrollment in
the Group

One of the first batch of national
demonstration software
vocational and technical
colleges; the national
urgently-needed skilled talent
training base, the national
high-skilled personnel training
base for electronic information
industry, and the youth
technician cultivation
base for electronic information
industry in Sichuan Province

The first automotive technical
college of Sichuan Province



MANAGEMENT DISCUSSION AND ANALYSIS

New Schools under Planning

Guizhou College

On 8 March 2019, Hope Education (as purchaser) and Tequ Education (as vendor) entered into an acquisition
agreement, pursuant to which Hope Education conditionally agreed to acquire the entire interests in Chengdu
Maysunshine Education Management Co., Ltd. from Tequ Education at a consideration of RMB70,000,000
(Approximately HK$82,353,000). Further information can be found in the Company’s announcement on 8 March
2019.

Gansu College

In November 2018, Hope Education, People’s Government of Baiyin District, Baiyin City and Baiyin Municipal
Economic Cooperation Bureau entered into the Project Investment Agreement in relation to Gansu College,
pursuant to which the Group intends to establish Gansu College in Gansu Province, the PRC. Gansu College will be
a higher education institution committed to cultivating talents with professional skills. As of 31 December 2018, the
Group is working closely with the local government to actively carry out preliminary work on construction projects.

Guangdong and Chongqing Colleges

In May and November 2018, the Group and the People’s Government of Xinfeng County in Guangdaong Province
and the People’s Government of Zhong County in Chongging entered into project investment agreements in relation
to the construction of the new colleges successively. As of 31 December 2018, the Group is negotiating with the
local governments for project promotion.

PRINCIPAL RISKS AND UNCERTAINTIES

For details of principal risks and uncertainties and our measures to mitigate these risks and uncertainties, please
refer to the sections headed “Report of Directors - Principal Risks and Uncertainties” and “Corporate Governance
Report - Risk Management and Internal Controls” in this annual report.

PROSPECTS

Positioning

As the leading private higher education group in China focusing on application-oriented education, the Group will
continue to expand our school networks and strengthen our leading market position, aiming at providing more
students with access to higher education. Meanwhile, the Group will further optimize our centralized management
model as well as continue to improve our schools’ teaching quality and competitiveness. The schools of the Group
will further strengthen the application-oriented skill education, deepen the school-enterprise collaboration and
improve student employment rate.
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MANAGEMENT DISCUSSION AND ANALYSIS

Our Business Strategies

e

16

Continue to expand the Group’s school network and strengthen the Group’s leading market position

We will continue the successful M&A experience in the past 10 years to select high-quality targets. The Group
will seize the major opportunities in the development of vocational education supported by the state, leverage
on our experience in the establishment of higher education institution and build higher vocational colleges
with innovative models in areas with low enrollment in higher education and strong demand for talents.
Moreover, we will increase the market share of the Group in the Chinese private higher education industry. We
will steadily explore overseas education and establish schools mainly in the One Belt And One Road region to
achieve interactive and collaborative development between universities held by the Group home and abroad.

Continue to increase the number of students enrolled at our schools and increase the utilization rate, capacity
and education scale

We will maintain the year-by-year trend of increasing enroliment in three independent colleges of the Group,
expand the scale of undergraduate students, seize the increased enrollment opportunities of higher vocational
expansion, apply for teaching majors with high social demand and good employment prospects and expand
the student enrollment in five higher vocational colleges and one technical college.

Further enhance our centralized management model, continue to improve our schools’ teaching quality and
competitiveness

The Group plans to further enhance our centralized management, accomplish complementary and balanced
major establishment among its schools and share teaching resources and student recruiting experience
and job placement resources to achieve synergy among its schools. The Group’s education management
committee will further guide its schools in creating characteristic specialty, setting quality courses to attract
more students and organizing teaching skill training and competitions in each school to increase teachers’
quality and the overall teaching level. In addition, the Group will make further investment in the promotion of
the “Intelligent Campus” project in order to further enhance the management efficiency of the Group.

The Group hopes that the graduates would not only master specialized knowledge, but also be equipped
with necessary practical skills. In order to achieve this goal, we actively promote the talent training mode of
“academic qualifications plus skill certificates”, aiming at increasing the training of various practical skills to
increase the operating income while meeting the diversified development needs of students. The Group also
plans to further expand its school-enterprise collaboration network and establish more simulation training
bases or facilities to provide students with extensive training courses and training opportunities.
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MANAGEMENT DISCUSSION AND ANALYSIS

4.  Continue to attract, encourage and retain high-quality teachers, and enhance the support for the career
development of teachers

The quality of the Group’s education services is highly dependent on the quality of the teachers. The Group
plans to continue to attract, encourage and retain high-quality teachers to maintain an excellent team of
teachers. The Group also plans to employ well-known technical experts, experienced business managers and
other highly-skilled persons as full-time or part-time teaching staff at its schools. The Group will strengthen
the training of teachers and management teams of its schools and continue to carry out the evaluation of
profession title, providing a new space for teacher’s professional growth. The Group plans to continue to
provide the Group’s teachers with competitive compensation and benefits to attract and retain qualified
teachers. Under the Group’s 2018 Pre-IPO Share Option Scheme, the Group grants share options to teachers
who have made significant contributions to its education services as a reward to attract and retain outstanding
teachers to serve at our Group. We will continue to implement incentive programs for outstanding teachers in
the future.

Conclusion

Looking forward, the Group will abide by our fundamental educational philosophy “happy learning, happy living and
happy working”. The Group will adhere to its core values of gratefulness, openness, preciseness and responsibility
and focus on providing high-quality higher education to foster talent with competitive capabilities and practical
skills to contribute to social and economic development.

FINANCIAL REVIEW

Revenue

Our revenue increased by 37% from RMB752.43 million for the year ended 31 December 2017 to RMB1,029.52
million for the year ended 31 December 2018. The increase was primarily due to the increase in tuition fees from
RMB620.69 million for the year ended 31 December 2017 to RMB854.28 million for the year ended 31 December
2018 with a year-on-year increase of 38%, primarily because of the: (i) increase in the number of students of the
Group’s original schools; and (i) revenue from the acquisition of Sichuan TOP IT Vocational Institute by the Group
in December 2017.

Cost of Sales

Cost of sales increased by 43% from RMB392.41 million for the year ended 31 December 2017 to RMB562.29
million for the year ended 31 December 2018. The increase was primarily due to an increase in the number of full-
time teachers, the adjustment of remuneration system, and an increase in depreciation and amortization expenses
and management expenses for cooperative education, which was in line with the increase in the number of students
due to the expansion of school scale.
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MANAGEMENT DISCUSSION AND ANALYSIS

Gross Profit and Gross Profit Margin

Our gross profit increased by 30% from RMB360.03 million for the year ended 31 December 2017 to RMB467.24
million for the year ended 31 December 2018, which was in line with the growth of the Group’s business.

Our gross profit margin decreased from 48% for the year ended 31 December 2017 to 45% for the year ended
31 December 2018, primarily due to the following: (i) the preparation for the upgrade of Sichuan Tianyi College
to undergraduate institution and the enhancement of teacher quality and fixed assets, resulting in the increase in
labor costs and depreciation expenses greater than the increase in revenue, and (i) the adjustment of remuneration
system.

Other Income and Gains

Other income and gains increased by 55% from RMB136.38 million for the year ended 31 December 2017 to
RMB211.51 million for the year ended 31 December 2018, which was mainly due to the increase in: (i) interest
income, (i) gain from disposal of a subsidiary, (jii) service income, (iv) gain from the fair value of the conversion
right of the convertible bonds, (v) gain on exchange difference, net; and (vi) income-related government grants.
The increase was partially offset by a significant decrease in gains from disposal of items of property, plant and
equipment of RMB32.37 million for the year ended 31 December 2017 to RMB1.49 million for the year ended 31
December 2018, which was mainly due to the disposal of certain commercial properties of Business College of
Guizhou University of Finance and Economics in 2017.

Selling and Distribution Expenses

Selling and distribution expenses decreased by 29% from RMB29.14 million for the year ended 31 December 2017
to RMB20.80 million for the year ended 31 December 2018, which was primarily due to marketing and advertising
expenses decreasing by 54% from RMB18.21 million for the year ended 31 December 2017 to RMB8.39 million
for the year ended 31 December 2018, which was primarily attributable to the increase in our education reputation
resulting in a decrease in our advertising and marketing expenses.

Administrative Expenses

Administrative expenses increased by 201% from RMB88.93 million for the year ended 31 December 2017 to
RMB267.45 million for the year ended 31 December 2018. The increase in administrative expenses for the year
ended 31 December 2018 was primarily related to the listing expenses of RMB33.68 million and equity-settled
share option expense of RMB122.35 million.

Other Expenses

Other expenses increased by 953% from RMB2.66 million for the year ended 31 December 2017 to RMB27.97
million for the year ended 31 December 2018. Such increase was mainly due to the increase of RMB23.12 million in
land costs as a result of the liquidation of the commercial properties of Business College of Guizhou University of
Finance and Economics.
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Finance Costs

Finance costs increased by 39% from RMB144.51 million for the year ended 31 December 2017 to RMB201.17
million for the Period, primarily due to interest expenses on bank and other borrowings.

Profit before Tax

As a result of the foregoing, the Group’s profit before income tax for the year ended 31 December 2018 amounting
to RMB159.50 million, while the profit before income tax for the year ended 31 December 2017 amounting to
RMB229.43 million, representing a year-on-year decrease of 30%.

Income Tax Credit/(Expense)

The Group’s income tax expenses decreased from RMB19.77 million for the year ended 31 December 2017 to
minus RMB7.84 million for the year ended 31 December 2018, which was mainly due to the fact that over provision
of PRC land appreciation tax (“LAT”) and income tax of RMB12.03 million was provided before the settlement of
certain commercial properties disposed by Business College of Guizhou University of Finance and Economics in
2017.

Profit from Continuing Operations

As a result of the combined effects of the abovementioned revenues and costs, the Group recorded net profit from
continuing operations of RMB167.34 million for the year ended 31 December 2018, representing a decrease of 20%
from RMB209.66 million for the year ended 31 December 2017.

Core Net Profit

Core net profit (excluding listing expenses, equity-settled share option expenses and net gain on exchange
differences) for the year ended 31 December 2018 increased by 43% to RMB314.80 million from RMB219.50 million
for the year ended 31 December 2017.

Year ended 31 December

2018 2017

(in millions (in millions

of RMB) of RMB)

Profit from continuing operations for the Period 167.34 209.66
Add:

Listing expenses 33.68 9.84

Equity-settled share option expenses 122.35 —

Less: Gain on exchange differances (8.57) —

Core net profit 314.80 219.50

Loans to Related Parties

As at 31 December 2017, Tequ Education was granted a loan of RMB545.69 million, bearing an interest rate of 8.5%
per annum. All the loans have been repaid in full by Tequ Education in 2018.
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CAPITAL EXPENDITURE

The capital expenditure of the Group consists of purchase or construction costs relating to property, equipment,
prepaid land lease payments and other intangible assets. During the Period, the capital expenditure of the Group
amounting to RMB434.67 million, which was mainly related to the expansion of the construction of Sichuan Tianyi
College. The Group financed such capital expenditure primarily with cash generated from operations and bank
loans.

Capital Commitments

The Group’s capital commitments were primarily related to the acquisition of property and equipment. The following
table sets forth a summary of our capital commitments as of the dates indicated:

As of As of
31 December 31 December
2018 2017
(in millions (in millions
of RMB) of RMB)
Contracted, but not provided for:
Property, equipment and other intangible assets 83.50 173.44
83.50 173.44

As of 31 December 2018, the Group did not have any significant capital commitments authorised but not contracted

for.

LIQUIDITY AND FINANCIAL RESOURCES

As at 31 December 2018, the Group had cash and cash equivalents of RMB3,038.91 million (31 December 2017:
RMB181.33 million) and interest-bearing bank and other loans of approximately RMB2,131.73 million (31 December
2017: RMB1,879.45 million).

INDEBTEDNESS

Contingent Liabilities

As of 31 December 2018, the Group did not have any material contingent liabilities, guarantees or any significant
litigations or claims pending or threatened against any member of the Group.

Net Debt to Equity Ratio

Net debt to equity ratio equals to total interest-bearing bank loans and other borrowings net of cash and cash
equivalents at the end of the year divided by total equity at the end of the year. The Group’s net debt to equity ratio
decreased from 249.95% as at 31 December 2017 to -21.81% as at 31 December 2018, primarily due to the cash
received from the issuance of shares in connection with the Listing.
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Gearing Ratio

Gearing ratio equals to total debt divided by total assets as of 31 December 2018. Total debt includes all interest-
bearing bank loans and other borrowings. Our gearing ratio decreased from 87.86% as at 31 December 2017 to
49.82% as at 31 December 2018, primarily due to the significant fund raised from the Listing, the repayment of part
of interest-bearing bank borrowings and other borrowings, and the waiver of rights of put option by CEL Maiming
and Guangwei Qinghe and the repayment of the pure loans in convertible bonds of Zhuhai Maiwen.

SIGNIFICANT INVESTMENTS, ACQUISITIONS AND DISPOSALS

Save as disclosed in the Prospectus and this annual report, there were no other significant investments held, no
material acquisitions or disposals of subsidiaries, associates and joint ventures during the year, nor was there any
plan authorized by the Board for other material investments or additions of capital assets during the year ended 31
December 2018.

FOREIGN EXCHANGE RISK MANAGEMENT

The functional currency of the Group is Renminbi. The majority of the Group’s revenue and expenditures are
denominated in RMB. As at 31 December 2018, certain bank balances were denominated in U.S. dollar and Hong
Kong dollar. The Group has not entered into any financial instruments for hedging purpose as it is expected that
foreign exchange exposure will not be material.

PLEDGE OF ASSETS

Pledge of equity interests in the following subsidiaries of the Group:

(1) As at 31 December 2018, 100% equity interests of Sichuan Yonghe Education Investment Limited were
pledged to secure bank loans of RMB300,000,000 (31 December 2017: RMB550,000,000);

(@) As at 31 December 2018, 100% equity interests of Sichuan TOP Education Co., Ltd. were pledged to secure
bank loans of RMB574,000,000 (31 December 2017: nil).

(8) 100% of the equity interests in Sichuan Guojian Investment Limited, the guarantee granted by Hope Education
and the rights over tuition fees of Southwest Jiaotong University Hope College have been provided or pledged
to China National Investment and Guaranty Corporation to counter guarantee the corporate guarantee
provided by China National Investment and Guaranty Corporation in relation to the Group’s asset-back-
securities borrowings of RMB336,223,000 as at 31 December 2018 (31 December 2017: RMB432,447,000).

OFF-BALANCE SHEET COMMITMENTS AND ARRANGEMENTS

As of the date of this annual report, the Group has not entered into any off-balance sheet transactions.
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DIRECTORS AND SENIOR MANAGEMENT

Our Board of Directors comprises nine Directors, including three executive Directors, three non-executive Directors
and three independent non-executive Directors. Our Directors are elected to serve a term of three years, which is
renewable upon re-election.

The following table sets out key information in respect of the Directors of our Company:

Date of Date of
Name Age Joining the Group ~ Position Appointment Responsibility
XU Changjun 62 18 April 2012 Chairman, 2 February 2018 Responsible for overseeing the
(RER) Executive Director 13 March 2017 affairs of the Board
WANG Huiwu 46 5 January 2005 Executive Director, 13 March 2017 Responsible for implementing
(T18E) Chief Executive Officer, 2 February 2018 Board resolutions, overall strategic
President 2 February 2018 planning and operational
management of the Group
LI Tao (&%) 49 5 December 2010 Executive Director, 13 March 2017 Responsible for business
Chief Strategy Officer 2 February 2018 development and mergers
and acquisitions of the Group
WANG Degen 48 15 October 2007 Non-executive Director 13 March 2017 Responsible for monitoring
(E1218) overall management and
Strategic planning of the Group
LU Zhichao 48 13 March 2017 Non-executive Director 13 March 2017 Responsible for monitoring
(BEH) overall management and strategic
planning of the Group
TANG Jianyuan 51 7 September 2016 Non-executive Director 13 March 2017 Responsible for monitoring
(ElR) overall management and strategic
planning of the Group
ZHANG Jin 60 14 July 2018 Independent 14 July 2018 Responsible for monitoring the Group
(R Non-executive Director and providing independent advice
CHEN Yunhua 67 14 July 2018 Independent 14 July 2018 Responsible for monitoring the Group
(RE=) Non-executive Director and providing independent advice
GAO Hao (=) 36 14 July 2018 Independent 14 July 2018 Responsible for monitoring the Group
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The following table sets out key information in respect of the senior management of our Company:

Name

WANG Huiwu
(EER)

JIANG Lin (37K

LOU Qunwei
(BFR)

HE Xuan ({5E)

HUANG Zhongcai
(%))

MA Jialing (55 &)

Age

46

52

50

49

49

34

35

Date of First
Joining the Group

5 January 2005

18 February 2016

12 January 2005

5 December 2010

20 June 2017

1 July 2014

1 July 2006

Position

Chief Executive Officer,
President

Chief Operating Officer,
Executive Vice President

Senior Vice President

Chief Strategy Officer

Chief Financial Officer

Vice President,
Joint Company Secretary

Vice President

Date of
Appointment

2 February 2018
2 February 2018

2 February 2018
2 February 2018

2 February 2018

2 February 2018

2 February 2018

14 November 2018
15 March 2018

14 November 2018

HOPE EDUCATION GROUP CO., LTD.

Roles and Responsibilities

Responsible for implementing
Board resolutions, overall
strategic planning and operational
management of the Group

Responsible for overseeing the
day-to-day operations of the Group

Responsible for the teaching
and management of students

Responsible for business
development and mergers and
acquisitions of the Group

Responsible for finance
management of the Group

Responsible for capital operations
and investor relations

Responsible for the
administrative management

of the Group
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DIRECTORS

XU Changjun (1% &%), aged 62, is the chairman of the Board and an executive Director. Mr. Xu has been appointed
as chairman of the Company since 2 February 2018 and executive Director of the Company since 13 March 2017.
Mr. Xu has been a director of Hope Education since April 2012; the chairman of Hope Education since September
2016; a council member of Southwest Jiaotong University Hope College since June 2016; and a director of WFOE
since 19 January 2018.

Mr. Xu was the chief auditor and director of financial supplies of Xihua University (formerly Chengdu Normal College
(AR EPET 86 = S HRIER)) from 1989 to 1997, during which he was also the vice president of Sichuan Accounting
Association of Colleges (IU)I|& =X @5 €). From March 1997 to June 2010, he served as the director of the
finance department, the supervision and audit department and the investment department of East Hope Group
Co., Limited. The main businesses of East Hope Group Co. Limited are agriculture and heavy chemical industry;
heavy chemical industry involves power, non-ferrous metals, bio-chemicals, coal chemical, chlor-alkali chemical,
petrochemical, mining and building materials.

Mr. Xu received his master’s education in statistics at Southwestern University of Finance and Economics in June
1989 and was qualified as a certified accountant in June 2000. He was selected as “Outstanding CFO in China” by
Xin Li Cai Magazine ( {¥7¥2E1) ) in April 2009 and was chosen to be featured on the cover page of CFO World in
April 2010.

WANG Huiwu (T38E), aged 46, is an executive Director, the chief executive officer and the president. Mr. Wang
has been appointed as executive Director of the Company since 13 March 2017 and chief executive officer
and president of the Company since 2 February 2018. Mr. Wang has been the chairman of Sichuan Mayflower
Professional College (P4)I|F1 A EE{EEF7) since December 2004; a director and the president of Hope Education
since October 2007; a supervisor of Sichuan Guojian Investment Limited since December 2007; a director of
Southwest Jiaotong University Hope College since January 2009; an executive director of Shanghai Shurui
Investment Consultant Limited since September 2011; a director of Sichuan Tianyi College since September 2011; a
director of Ziyang Maysunshine Education Investment Limited since November 2012; the chairman of the council of
Sichuan Hope Automotive Vocational College since May 2013; a director of Business College of Guizhou University
of Finance and Economics since September 2014; a director of Jinci College of Shanxi Medical University since
December 2014; the chairman of the council of Sichuan Hope Automotive Technical College since January 2017;
and a director of WFOE since 19 January 2018.

Mr. Wang served as the principal and managing director of Chengdu Mayflower Computer Science Professional
College (X #EPT AFEFTEHME S ER) from March 1999 to September 2007; and a supervisor of Hope Education
from January 2005 to October 2007.

Mr. Wang graduated from Sichuan Normal University (Adult Higher Education) (70)!|fi#5 K2 (X A B EHE)) in
June 2009, majoring in business administration, and from Sichuan Normal University with a bachelor’s degree in
education in June 2013.
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LI Tao (/5), aged 49, is an executive Director and the chief strategy officer. Mr. Li has been appointed as
executive Director of the Company since 13 March 2017 and chief strategy officer of the Company since 2 February
2018. Mr. Li has served as a director of Sichuan Tianyi College since September 2011; a director of Business
College of Guizhou University of Finance and Economics since August 2014; a senior vice president of Hope
Education since October 2014; a director of Jinci College of Shanxi Medical University since December 2014.

Mr. Li was the general manager of Chengdu Hanwang Technology Co., Ltd. (3 &) Z TR AR A Al) from July 1999
to December 2010. Chengdu Hanwang Technology Co., Ltd. is principally engaged in development of computer
hardware technologies, technology transfer, technology consultation, technology services, investment consultation
(excluding securities, finance, futures), sales of computer software, hardware and external equipment, machinery
equipment and communication equipment (excluding radio equipment).

Mr. Li has been enrolled in the executive master of business administration distance learning program at China
Europe International Business School in Beijing since May 2016.

WANG Degen (E1218), aged 48, is an non-executive Director. Mr. Wang has been appointed as an executive
Director of the Company since 13 March 2017. Mr. Wang has served as the general manager of Neijiang Wangian
Feed Co., Ltd. (RV I & T &I+ G R A 7)) since September 1999, Neijiang Wangian Feed Co., Ltd. is principally
engaged in process, production and sales of feed; the chairman of Sichuan Tequ Investment Group Limited since
August 2005; a director of Hope Education since October 2007; the chairman of Hope Education since April 2012;
the president of West Hope since March 2013; the chairman of Sichuan Dekang Farming and Technology Co., Ltd.
()= EHMEHE B R A7) since April 2014, Sichuan Dekang Farming and Technology Co., Ltd. is principally
engaged in sales of livestock and research and development of pigs farming; an authorized representative of Hope
Education since May 2015; a council member of Southwest Jiaotong University Hope College since June 2016.

Mr. Wang served as the chairman and authorized representative of Southwest Jiaotong University Hope College
from 20 July 2012 to 20 June 2016, and an executive director and authorized representative of Sichuan Guojian
Investment Limited from April 2012 to May 2017.

Mr. Wang graduated from the MBA program at Guanghua School of Management of Peking University in July
2006, and graduated from electronic engineering profession (& #H#EH %) at the University of Electronic
Science and Technology of China in July 1994. Mr. Wang was awarded Outstanding Enterprising Talents in Sichuan
Province (PU)I|/E 1B 5 AIZ A ) by the People’s Government of Sichuan Province of the Sichuan Provincial Party
Committee (FF HPUJI1EZ M)A AREUT) in August 2003; the “Top Ten Outstanding CEQ” in China’s animal
husbandry and feed industry (FEI& T2 [+ AEEHCEO] ) by the Feed Economy Specialized Committee
of China in December 2012; he was elected as the vice president of Sichuan Youth Federation in the 13th session
of the committee plenary meeting of Sichuan Youth Federation in December 2014.

LU Zhichao (= £ 8), aged 48, is a non-executive Director. Mr. Lu has been appointed as a non-executive Director
of the Company since 13 March 2017. Mr. Lu has served as the managing director of the Renminbi Mezzanine Fund
at China Everbright Limited since 3 June 2013.
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Mr. Lu served in several positions at Bank of Nova Scotia from April 2001 to May 2013, including the chief
representative of the Beijing Representative Office and the strategy development officer of the China region.
From May 1995 to August 1998, Mr. Lu served as the deputy chief of the credit approval department of Bank of
Communication, Shenzhen Branch (R#R1T%11%577). From February 1994 to April 1995, he served as the forex
trading manager of Shenzhen Ben Feng Investment Consulting Co., Ltd. (FIITHANL4% & #3045 FR A 7). Shenzhen
Ben Feng Investment Consulting Co., Ltd. is principally engaged in investment consultation services. From October
1992 to January 1994, Mr. Lu served as the account executive of China Merchants Bank, Shenzhen Branch (&R

TR 17).

Mr. Lu obtained a bachelor’s degree in international finance from Renmin University of China (FEI A RAXE) in
June, 1992; a degree of master of arts from University of British Columbia in Canada in November 1999; a degree
of master in business administration from University of Western Ontario in Canada in April 2001; and was qualified
as a lawyer in China by the Ministry of Justice in September 1995.

TANG Jianyuan (E{2)7), aged 51, is a non-executive Director. Mr. Tang has been appointed as non-executive
Director of the Company since 13 March 2017. Mr. Tang has served as standing vice president and vice chairman
of Sichuan Tequ Investment since December 2010 and a director of Hope Education since September 2016.

Mr. Tang served as the general manager at AnShun Tequ Feed Limited (Z2JIE4F8E#R#H45 IR A 7)) from April 2003 to
December 2010. AnShun Tequ Feed Limited is principally engaged in process and sales of pigs and livestock feed.

Mr. Tang graduated from the executive master of business administration program at the School of Business of
Renmin University of China (B A R AZ) in October 2006. In December 2016, he was elected vice president of
Feed Industry Association of Sichuan Province (78] 3% T#1%€) and was awarded the National Science and
Technology Progress Second Prize issued by the State Council in January 2018.

ZHANG Jin (5Ri), aged 60, is an independent non-executive Director. Mr. Zhang has been appointed as
independent non-executive Director of the Company since 14 July 2018. Mr. Zhang has served as the chief
accountant of West China Second University Hospital of Sichuan University since March 2015; the vice chairman
of the Health Accounting Branch of China Health Economics Association since December 2015; a review expert
in government procurement bidding of the Ministry of Finance since January 2013; the vice president of the
Sichuan Health Economics Association since June 2016; a senior accountant review expert of Sichuan Province
since February 2003; an internal control consultant of Sichuan Province since June 2017; a professor of Hospital
Management Master of Business Administration of Sichuan University (79)I| X£) since June 2016; and a training
expert in hospital management consulting in the PRC.

Mr. Zhang worked at the Health and Family Planning Commission of Sichuan Province till April 1988, being
responsible for financial operation. He also served as a public servant before April 1998 and served as the finance
minister of West China University Hospital of Sichuan University (74)I| X 22755 f) from June 1998 to April 2011.

Mr. Zhang obtained a master’s degree in economics from Southwestern University of Finance and Economics (74
FEAZ K Z) in June 1990 and a MBA in hospital management from California American University in May 2006. Mr.
Zhang qualified as a senior accountant in July 2000.
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CHEN Yunhua (FR2£%£), aged 67, is an independent non-executive Director. Mr. Chan has been appointed as
independent non-executive Director of the Company since 14 July 2018. Mr. Chan has been hired by the Ministry of

o

Public Security as the head of Public Security Policeman Training Center (A% #2452 3| E i) since March 2017.

Mr. Chen was awarded Class | Police Rank from February 2010 to August 2014. He served as the vice president
of the Sichuan Police Academy (7U)I|%& &£ & &) from March 2002 to August 2014; the principal of Sichuan Police
Academy (P4)I|ZZE07) from June 2009 to August 2014; the deputy secretary to the Party committee from June
2009 to August 2014 and a committee member of 11th Chinese People’s Political Consultative Conference of
Sichuan Province (29)11%& +—J&@ B 1#%) from October 2010 to November 2015.

Mr. Chen obtained an undergraduate degree in December 1993 and a master’s degree in law from Sichuan Union
University (74) 1|8 & AZ2) in October 1998.

GAO Hao (&%), aged 36, is an independent non-executive Director. Dr. Gao has been appointed as an
independent non-executive Director of the Company since July 2018. Dr. Gao has been the director of the Global
Family Business Research Center (2R IE{EZEHEH 1)) at the Tsinghua University National Finance Research
Institute (B AXZE R & RATICIT) since September 2015. He has been the director of the Strategic Cooperation
and Development Office (&4 1EELZEE 1 /A =) of Tsinghua University PBC School of Finance (BZEAZ2HEASE
BhE3Fr) since December 2014. Dr. Gao served as executive director of the China Financial Case Center ({ B % &l
227 D)) of Tsinghua University PBC School of Finance (8% A2 38 0% g 2Fk) from June 2013 to December
2014.

Dr. Gao’s research and teaching focus on corporate governance, corporate finance, family succession enterprise
and wealth management. He has authored dozens articles in academic journals and finance magazines and has
published 15 books as author, chief editor or translator. Dr. Gao has been appointed as member of Think Tank
Committee of All-China Federation of Industry and Commerce (& L% E% B €) since February 2019,
and served as council member and research fellow of the China Enterprise Reform and Development Research
Association (7 B 1> 224 % B3 R FT®) since December 2018 and September 2017 respectively. Dr. Gao has been
appointed as member of STEP (B} {Z7LH1 & E 4R £ 22 9) since May 2018. Since December 2010, Dr. Gao has been
the chief editor of the Family Business Governance Series (R &t % 68 % &) and Family Wealth Inheritance Series
(RIEE = E%&# £) published by the People’s Publishing House and the Oriental Press.

Dr. Gao obtained a bachelor’s degree from Tsinghua University in July 2005. He received a bachelor’s degree in
economics from Peking University in July 2007 and a doctorate degree in management science from Tsinghua
University in June 2012. Dr. Gao was awarded certificates for completing Corporate Boards Program, Audit
Committees Program and Compensation Committees Program at Harvard Business School in July 2015,
certificates for completing Mergers and Acquisitions Program and People, Culture, and Performance Program at the
Graduate School of Business of Stanford University in August 2017, certificate for completing Corporate Strategy
Program at the Harvard Business School in March 2018, certificate for completing Risk Investment Program at the
Wharton School in May 2018, and certificate for High Performance Board of Directors Program at the International
Institute for Management Development (IMD) in October 2018.

Dr. Gao has served as an independent non-executive director of Modern Media Holdings Limited (stock code:
72), shares of which are listed on the Hong Kong Stock Exchange, since August 2016. Dr. Gao has served as an
independent director of Xinyuan Real Estate Co., Ltd. (Z45i EIE M AR A 7)), shares of which are listed on the
New York Stock Exchange (stock code: XIN), since May 2018.
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SENIOR MANAGEMENT

WANG Huiwu (IFER), aged 46, is the chief executive officer and the president. For the biography of Mr. Wang,
see “— Directors”.

JIANG Lin (##£), aged 52, is the chief operating officer and the executive vice president. Mr. Jiang has been
appointed as chief operating officer and executive vice president since 2 February 2018. Mr. Jiang has served as a
standing vice president of Hope Education since February 2016.

Mr. Jiang Lin served as a technician at Hunan Chenxi Posts and Telecommunication Bureau from July 1981 to
December 1983; secretary at Hunan Chenxi Posts and Telecommunication Bureau from December 1983 to March
1993; general secretary at Hunan Posts and Telecommunication Bureau Administration Office from July 1987
to March 1993; assistant and deputy director at Hunan Posts and Telecommunication Bureau Administration
Office from March 1993 to April 1995. Mr. Jiang worked at the General Research Office of Hunan Posts and
Telecommunication Bureau from April 1995 to October 1995; served as deputy director at News Department of
Posts and Telecommunication Bureau from October 1995 to December 1996; deputy director at Secretary office
at Posts and Telecommunication Bureau from December 1996 to October 1997, responsible for overseeing
the general operation. He served as the deputy director and special secretary at Secretary office at Posts and
Telecommunication Bureau from October 1997 to March 1998; special secretary at Information and Industry
Bureau from March 1998 to August 1998; manager and assistant to office director at People’s telecommunication
office of Information and Industry Bureau from August 1998 to December 2001; deputy director at People’s
telecommunication office of Information and Industry Bureau from December 2001 to July 2007. Mr. Jiang served
as a committee member of the Standing Committee and deputy mayor of Sichuan Ziyang Municipal from July 2007
to September 2012 and a committee member of the Standing Committee of Sichuan Ziyang Municipal Committee
from September 2012 to January 2016. He has rich experience in the education, health, business, investment
advancement and modern service industries as well as in administrative management and education management.

Mr. Jiang studied for his secondary school diploma in integrated telecommunications at Hunan Posts and
Telecommunications School (& EE LX) in July 1981, his junior college diploma in Party and government
administration from Hunan Radio and Television University (#F%& EEERAZ) in July 1987 and his bachelor’s
degree in economics and management from the Party School of the Central Committee of the Communist Party of
China (f £/ R #4%) from August 2002 to December 2004. He studied business management at Graduate School
of Chinese Academy of Social Science (F Bl & &} E2ft) from April 1994 to April 1996 and received his senior
economist qualification from the Personnel department of the Ministry of Posts and Telecommunications of the
People Republic of China in September 1998.
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LOU Qunwei (£##Z), aged 50, is the senior vice president. Ms. Lou has been appointed as the senior vice
president of the Company since 2 February 2018. Ms. Lou has served as a supervisor of Shanghai Shurui
Investment Consultant Limited since September 2011; a director of Sichuan Tianyi College since September 2011;
a director of Sichuan Hope Automotive Vocational College since May 2013; the chairman of the council and legal
representative of Sichuan Vocational College of Culture & Communication since July 2014; the senior vice president
of Hope Education since October 2014; a council member of Sichuan Hope Automotive Technical College since
January 2017; and a director of Sichuan Guojian Investment Limited since May 2017.

Ms. Lou served as assistant to the principal of Chengdu Jinjiang Cuisine School (now known as Chengdu New
East Cuisine School) from November 2001 to August 2004; the head of office and external liaison officer of
Chengdu Mayflower Computer Science Professional College from September 2004 to September 2007; the head
of the human resources department, a manager of the administration department, an officer of the external liaison
department and an assistant to the president of Hope Education from January 2005 to October 2014; and a director
of Sichuan Yonghe Education Investment Limited from April 2014 to April 2017.

Ms. Lou received her junior college diploma education in economics and management at Xichang College (78 &£
B) in July 1991 and a bachelor’s degree in administrative management from China Central Radio and Television
University (F £ EEE 8 KX2Z) (now known as The Open University of China (B R FHUAE) in July 2010.

LI Tao (2/%), aged 49, is the chief strategy officer. For the biography of Mr. Li, see “—Directors”.

HE Xuan (fA]}iE), aged 49, is the chief financial officer. Mr. He has been appointed as chief financial officer of the
Company since 2 February 2018. Mr. He has served as the chief financial director of Hope Education since June
2017.

Mr. He worked as an accountant in Huaxi Hope Luohe Wangian Feedstuff Co., Ltd. (FEf#% 220 & T HAEERE A
7)) from April 1999 to April 2000, and was responsible for the infrastructure financial auditing during the company’s
construction preparation period and assisting in the early stages of preparation, market research, establishment
of company’s management system etc.; as head of finance division of Huaxi Hope Luohe Wangian Feed Co., Ltd.
from May 2000 to October 2001 (in charge of overall operation); as vice manager of the finance department of
Huaxi Hope Luohe Wangian Feed Co., Ltd. from November 2001 to December 2002 (in charge of overall operation,
also in charge of the administration office of the company during the period); as manager of the finance department
of Huaxi Hope Luohe Wangian Feed Co., Ltd. from January 2003 to April 2008, responsible for assisting the general
manager in strengthening the daily operation and management, strictly implementing the systems of rewards and
punishments and disciplines, as well as offering advice and opinions, thereby enabled the company to achieve
economic benefits.

Mr. He received college education in accounting at Southwestern University of Finance and Economic in October
1997.
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HUANG Zhongcai (&= £ 81), aged 34, is the Vice President and Joint Company Secretary. Mr. Huang was appointed
as the Vice President of the Company with effect from 14 November 2018 and as the Joint Company Secretary of
our Company with effect from 15 March 2018. Mr. Huang has been the Vice President of Hope Education since July
2014.

From December 2012 to July 2014, he served as head of finance department at Chengdu Mayflower Computer
Science Professional College. Mr. Huang worked at E’'mei Shan E’mei Chun Spirits Co., Ltd. (/& 1L % B & EX AR
‘2 7)) as general manager from 2011 to 2012. He has also worked at Sichuan Xian Zhi Zhu Jian Tea Sales Co., Ltd. (/8
JBIL 2T AR A EE % AR A R)) as manager, responsible for finance operation.

In June 2007, Mr. Huang graduated from Sichuan Agriculture University (79)1| 23 X2 with a bachelor’s degree in

finance management.

MA Jialing (555 %), aged 35, is the Vice President of the Group. Ms. Ma was appointed as the Vice President of
the Company since 14 November 2018. Ms. Ma was appointed as the director of security management department
and member of presidents’ meeting (2% ## A 2) of Hope Education since October 2014 and formulated a logistics
support system, a charge management and student status management system under group management. In 2016
and 2017, she was awarded as an outstanding employee of Hope Education Group for two consecutive years. She
was appointed as the general manager of Chengdu Muma Car Rental Co., Ltd ((KEARE /TEHREHE A7) since
October 2014.

Ms. Ma served as the consulting teacher, principal assistant, head of financial department and assistant to the
president of Chengdu Mayflower Computer Science Professional College (% #8 1 B fE 5T EHEH ¥ E4£) from August
2006 to September 2014.

Ms. Ma obtained her bachelor’s degree in music education from Mianyang Teachers’ College in Sichuan in June
2006.
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CHANGE IN DIRECTOR’S INFORMATION

Save as disclosed herein, the Directors confirmed that there was no information required to be disclosed pursuant
to Rule 13.51B (1) of the Listing Rules in respect of their biographies.

JOINT COMPANY SECRETARY

HUANG Zhongcai (& £ 81) was appointed as one of the joint company secretaries of our Company on 15 March
2018. For the biography of Mr. Huang Zhongcai, See “— Senior Management”.

LEUNG Wing Han Sharon (R 581#) was appointed as one of the joint company secretaries of our Company on 15
March 2018. Ms. Leung is the vice president of SWCS Corporate Services Group (Hong Kong) Limited (formerly
SW Corporate Services Group Limited). Ms. Leung is a fellow member of the Hong Kong Institute of Chartered
Secretaries and the Institute of Chartered Secretaries and Administrators in the United Kingdom.
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The Board is pleased to present its report together with the audited consolidated financial statements of the Group
for the year ended 31 December 2018.

ESTABLISHMENT AND LISTING

Our Company was incorporated as an exempted company with limited liability in the Cayman Islands on 13 March
2017, and its shares were successfully listed on the Main Board of the Hong Kong Stock Exchange on 3 August
2018.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. The Group focuses on providing higher education services.
Details of the activities of its principal subsidiaries and consolidated affiliated entities are set out in Note 1 to the
consolidated financial statements.

RESULTS AND BUSINESS REVIEW

The results of the Group for the year ended 31 December 2018 are set out in the consolidated statement of profit or
loss and other comprehensive income on page 127 of this annual report.

A fair review of the business of the Group during the year and its future development and outlook, important events
affecting the Company that have occurred during the year ended 31 December 2018, an analysis of the Group’s
performance during the year using financial key performance indicators, and the Company’s environment policy
and performance as required under Schedule 5 of the Companies Ordinance (Chapter 622 of the Laws of Hong

Kong) are set out in the sections headed “Chairman’s Statement”, “Management Discussion and Analysis” and
“Environmental, Social and Governance Report” of this annual report, which also constitute part of this report.

COMPLIANCE WITH RELEVANT LAWS AND REGULATIONS

The Group has complied with the requirements under the Companies Ordinance, the Listing Rules and the SFO
for, among other things, the disclosure of information and corporate governance. The Group has also adopted the
Model Code.

The Group and its activities are required to comply with the requirements of laws and regulations of China, including
but not limited to the Foreign Investment Industries Guidance Catalogue (2017 version) ( SN EEI5E B §%)
(20174 12%])), the Education Law of the PRC ( {1 A RZEFBIZ B %) ), the Law for Promoting Private Education
((RPEHFRHEL) ), the Implementation Rules for the Law for Promoting Private Education ( { R E R # X
FHIEH) ), the Foreign Investment Law of the People’s Republic of China ( {F#E A R FBEINFIREE) ) and
other normative documents.

During the year ended 31 December 2018, the Group was not aware of material non-compliance with the relevant
laws and regulations that have a significant impact on the business and operations of the Group.

EMPLOYEES
As of 31 December 2018, the Group had approximately 5,357 faculty members. For details of the gender and age

distribution and loss rate of employees, see the “Environmental, Social and Governance Report” of this annual
report.
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MAJOR CUSTOMERS AND SUPPLIERS

Our customers primarily consist of our students. We did not have any single customer who accounted for more
than 5% of our revenue for the year ended 31 December 2018.

Our suppliers primarily comprise construction companies, properties development companies, teaching equipment
vendors and universities with which we entered into cooperation agreements. For the year ended 31 December
2018, purchases from our five largest suppliers amounted to RMB384,112,629.18, representing 54.38% of our
total purchases in the same period. During the same period, purchases from our largest supplier amounted to
RMB207,384,134.01, representing 29.36% of our total purchases in the same period. One of our five largest
suppliers for the year ended 31 December 2018 is Sichuan Wuyang Construction Co. Ltd. (70! EFFEZE T2 ER A
7).

To the knowledge of our Directors, none of our Directors and their respective close associates or any Shareholders
holding more than 5% of our issued share capital had any interests in any of our five largest suppliers for the year
ended 31 December 2018.

RELATIONSHIP WITH EMPLOYEES, SUPPLIERS AND CUSTOMERS

The Group understands the importance of maintaining a good relationship with its employees, suppliers and
customers to meet its immediate and long-term goals. The Group maintains a good relationship with employees,
suppliers and customers. During the year ended 31 December 2018, there were no material and significant dispute
between the Group and its employees, suppliers and/or customers.
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PRINCIPAL RISKS AND UNCERTAINTIES

Save as disclosed in the section headed “Risks in relation to the Arrangements and Action Take to Reduce Risks”
in this report, the following list is a summary of certain principal risks and uncertainties facing by the Group:

o Our business and results of operations depend on the level of tuition and boarding fees we are able to charge
and our ability to maintain and raise tuition and boarding fee levels.

o The private higher education business is relatively new and may not gain wide acceptance in China.

° We face intense competition in the PRC higher education industry, which could lead to adverse pricing
pressure, reduced operating margins, loss of market share, departures of qualified employees and increased
capital expenditure.

° We may not be able to execute our growth strategies successfully or effectively manage our growth, which
may hinder our ability to capitalize on new business opportunities.

° We may not be able to successfully establish new schools pursuant to our proposed timeline or at all. We may
not be able to successfully execute our plan to establish an university in the United States.

° We may not be able to successfully integrate businesses that we acquire, which may cause us to lose the
anticipated benefits from such acquisitions and to incur significant additional expenses.

° We are subject to uncertainties brought by the Amendment of Law for Promoting Private Education of the
PRC ((hEARIAFNBERBAS (2HEEEZR) ) and the Draft Revision of the Implementation Rules on the
Law for Promoting Private Education of the PRC (the Draft for Review) ( ( FEA R FE R BHBRELE
f&pl (BEEZE) (XFER) )).

° We may not be able to register the independent colleges as for-profit private schools or complete relevant
procedures or obtain the government registrations under the current form of the MOE Draft for Comments.

However, the above is not an exhaustive list. Investors are advised to make their own judgment or consult their own
investment advisors before making any investment in the Shares.

The Company has implemented various measures to mitigate these risks and uncertainties. Further reviews are set
out in the section headed “Corporate Governance Report - Risk Management and Internal Controls” in this annual
report.

DIVIDEND POLICY

Our Company has adopted a dividend policy on payment of dividends. Any amount of dividends we pay will be
at the discretion of our Directors and will depend on our future operations and earnings, capital requirements and
surplus, general financial condition, contractual restrictions and other factors which our Directors consider relevant
(including all applicable PRC laws and regulations which our schools are required to comply with). Any declaration
and payment as well as the amount of dividends will be subject to our constitutional documents and the Cayman
Companies Law. Our Shareholders in a general meeting may approve any declaration of dividends, which must not
exceed the amount recommended by our Board. No dividend shall be declared or payable except out of our profits
and reserves lawfully available for distribution. Our future declarations of dividends may or may not reflect our
historical declarations of dividends and will be at the absolute discretion of the Board.
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PAYMENT OF FINAL DIVIDEND

The Board has resolved to proposed payment of a final dividend of RMB0.015 per share for the year ended 31
December 2018. The final dividend will be declared in Renminbi and paid in Hong Kong dollars. The exchange rate
adopted for such translation is the average middle exchange rate published by the People’s Bank of China of the
five business days prior to the declaration of final dividend (i.e. from 15 March 2019 to 21 March 2019) (HK$1.0
to RMBO0.8542). Accordingly, the amount of the final dividend payable in Hong Kong dollars will be HK$0.018 per
share.

The final dividend will be paid on or about Monday, 17 June 2019 to the Shareholders whose names appear on the
register of members of the Company on Wednesday, 5 June 2019.

ANNUAL GENERAL MEETING

The forthcoming AGM will be held on 28 May 2019. Notice convening the AGM and other relevant documents will
be published and dispatched to the Shareholders of the Company in due course.

CLOSURE OF REGISTER OF MEMBERS

To determine the entitlement to attend and vote at the AGM to be held on Tuesday, 28 May 2019, the register
of members of the Company will be closed from Thursday, 23 May 2019 to Tuesday, 28 May 2019 (both days
inclusive), during which period no transfer of shares will be registered. In order to be qualified to attend and vote
at the AGM, all transfer documents accompanied by the relevant share certificates must be lodged with the
Company’s share registrar and transfer office in Hong Kong, Computershare Hong Kong Investor Services Limited
at shops 1712-1716, 17th floor, Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong for registration not
later than 4:30 p.m. on Wednesday, 22 May 2019.

In order to be qualified for the final dividend, the register of members of the Company will be closed from Monday,
3 June 2019 to Wednesday, 5 June 2019 (both days inclusive), during which period no transfer of shares will be
registered. All share transfer documents accompanied by the relevant share certificates must be lodged with the
Group’s branch share registrar and transfer office in Hong Kong, Computershare Hong Kong Investor Services
Limited, at shops 1712-1716, 17th floor, Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong not later
than 4:30 p.m. on Friday, 31 May 2019.

SHARE CAPITAL

Details of changes in the share capital of the Company during the year are set out in Note 26 to the consolidated
financial statements.

PROPERTY, PLANT AND EQUIPMENT

Details of movements in property, plant and equipment of the Group during the year ended 31 December 2018 are
set out in Note 13 to the consolidated financial statements.

HOPE EDUCATION GROUP CO., LTD. e 2018 ANNUAL REPORT 35



REPORT OF DIRECTORS

DISTRIBUTABLE RESERVES OF THE COMPANY

Movements in reserves of the Company during the year ended 31 December 2018 are set out in Note 38 to the
consolidated financial statements.

Our reserves available for distribution to the Shareholders consist of share premium. Under the Companies Law of
the Cayman Islands and subject to compliance with the Articles of Association, the share premium account may be
applied by the Company for paying distributions or dividends to the Shareholders if immediately following the date
on which the distribution or dividend is proposed to be paid, we will be able to pay off our debts as they fall due
in the ordinary course of business. As of 31 December 2018, the Company’s reserve available for distribution to
Shareholders amounted to approximately RMB2,702 million.

DIRECTORS

The Directors during the year ended 31 December 2018 and up to the date of this annual report were:

Executive Directors

Mr. Xu Changjun (Chairman)

Mr. Wang Huiwu (Chief Executive Office and President)
Mr. Li Tao (Chief Strategy Officer)

Non-Executive Directors
Mr. Wang Degen

Mr. Lu Zhichao

Mr. Tang Jianyuan

Independent Non-Executive Directors

Mr. Zhang Jin (Appointed on 14 July 2018)
Mr. Chen Yunhua (Appointed on 14 July 2018)
Dr. Gao Hao (Appointed on 14 July 2018)

Pursuant to Article 16.18 of the Articles of Association, Mr. Li Tao, Mr. Tang Jianyuan and Mr. Lu Zhichao shall
retire by rotation and, being eligible, have offered themselves for re-election at the AGM.

DIRECTORS’ SERVICE CONTRACTS AND LETTERS OF APPOINTMENT

Each of the executive Directors and non-executive Directors has entered into a service contract with the Company
for an initial term of three years from 24 July 2018, and is subject to re-election as and when required under the
Articles of Association. The term of each of the service contracts shall end when the service contract is terminated
in accordance with the terms and conditions of the service contract or by either party giving to the other party not
less than one month’s prior notice in writing.

Each of our independent non-executive Directors has entered into a letter of appointment with the Company for an
initial term of three years from 24 July 2018, and is subject to re-election as and when required under the Articles of
Association, which may be terminated in accordance with the terms and conditions of the letter of appointment or
by either party giving to the other party not less than one month’s prior notice in writing.
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Save as aforesaid, no Director proposed for re-election at the AGM has a service contract with the Company which
is not determinable by the Company within one year without payment of compensation, other than normal statutory
compensation.

INDEPENDENCE OF INDEPENDENT NON-EXECUTIVE DIRECTORS

The Company has received, from each of the independent non-executive Directors, an annual confirmation of his/
her independence pursuant to Rule 3.13 of the Listing Rules. The Company considers all the independent non-
executive Directors are independent.

DIRECTORS’ AND CHIEF EXECUTIVES’ INTERESTS AND SHORT POSITIONS IN 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 and chief executives of the Company
in the shares, underlying shares or debentures of the Company or any of its associated corporations (within the
meaning of Part XV of the SFO) which was 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 any such
Directors and chief executive(s) of the Company is taken or deemed to have under such provisions of the SFO) or
which was required to be entered in the register required to be kept by the Company pursuant to Section 352 of the
SFO or which was otherwise required to be notified to the Company and the Hong Kong Stock Exchange pursuant
to the Model Code were as follows:

Approximate

Percentage of

Shareholding in

the Company

Number of  Long Position/ as at 31

Name of Director Position Capacity/Nature of Interest Shares Held  Short Position  December 2018
Wang Huiwu (T#%) "  Executive Director Interest in controlled corporation  4,140,948,240 Long Position 62.11%
Wang Degen (£/218) @  Non-executive Director  Interest of spouse 4,140,948,240 Long Position 62.11%

Notes:

(1)  Wang Huiwu (I3 E) holds 96.00% interest in Maysunshine Limited, which in turn holds 49.00% interest in Hope Education
Investment Limited. Hope Education Investment Limited holds 62.11% interest in the Company. Accordingly, Wang Huiwu
(I¥ER) is deemed as holding interest in the Company through Hope Education Investment Limited.

(2)  Wang Degen (£/218) and Zhang Qiang (3%5%) are spouses. Therefore, for the purpose of the SFO, Wang Degen (£1218) is
deemed or taken to be interested in all the shares Zhang Qiang (55%) is interested in.

Save as disclosed above, as at 31 December 2018, none of the Directors and chief executive(s) of the Company
had or was deemed to have any interests or short positions in the shares, underlying shares or debentures of the
Company or any of its associated corporations (within the meaning of Part XV of the SFO) which were required to
be entered in the register required to be kept by the Company pursuant to Section 352 of the SFO or which was
required to be notified to the Company and the Hong Kong Stock Exchange pursuant to the Model Code.
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DIRECTORS’ RIGHTS TO ACQUIRE SHARES OR DEBENTURES

Save for the Pre-IPO Share Options granted to the Directors, at no time during the year was the Company, or its
holding company, subsidiaries or fellow subsidiaries a party to any arrangements to enable the Directors to acquire
benefits by means of the acquisition of shares in, or debentures of, the Company or any other corporations.

SUBSTANTIAL SHAREHOLDERS AND OTHER PERSONS’ INTERESTS AND SHORT POSITIONS
IN THE SHARES AND UNDERLYING SHARES OF THE COMPANY AND ITS ASSOCIATED
CORPORATIONS

To the knowledge of any of directors or chief executives of the Company, as at 31 December 2018, the following
persons (other than the directors or chief executives of the Company) or entities have an interest or short positions
in Shares or underlying Shares of the Company which are required to be disclosed to the Company under the
provisions of Divisions 2 and 3 of Part XV of the SFO or as recorded in the register required to be kept under
Section 336 of the SFO:

Approximate

Percentage of

Shareholding in

the Company

Number of  Long Position/ as at 31

Name of Shareholder Capacity/Nature of Interest Shares Held  Short Position  December 2018

Hope Education Investment Limited Beneficial interest 4,140,948,240 Long Position 62.11%

Maysunshine Limited Interest in controlled corporation  4,140,948,240 Long Position 62.11%

Tequ Group A Limited™ Interest in controlled corporation 4,140,948,240 Long Position 62.11%

Tequ Group (Hong Kong) Company Limited Interest in controlled corporation 4,140,948,240 Long Position 62.11%
Shanghai Yi Zeng Management Co., Ltd.

(EBZEEEBRRR) Interest in controlled corporation  4,140,948,240  Long Position 62.11%
Sichuan Tequ Investment () Interest in controlled corporation 4,140,948,240 Long Position 62.11%
West Hope ) Interest in controlled corporation 4,140,948,240 Long Position 62.11%
Sichuan Puhua Agricultural Technology

Development Limited

()| EERERBERERAR) O Interest in controlled corporation  4,140,948,240  Long Position 62.11%
Zhang Qiang (3R38) Interest in controlled corporation ~ 4,140,948,240  Long Position 62.11%
Chen Yuxin (RE5 %) Interest in controlled corporation 4,140,948,240 Long Position 62.11%
Zhao Guigin (FHZ) © Interest in controlled corporation  4,140,948,240 Long Position 62.11%
Pearl Glory Global Limited? Beneficial interest 413,809,100 Long Position 6.21%
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CEL Maiming®

CEL Huiling Investment (Shanghai) Co., Limited
(EEESERE (L8) BRAR) (‘CEL Huiling”) @

CEL Venture Capital (Shenzhen) Co., Limited
EREREIERERINER A R]) @@

China Everbright Limited®® @

Honorich Holdings Limited®

Datten Investments Limited®

China Everbright Holdings Co., Limited
(B A& EBR 2 ) (“CE Hong Kong”) @

China Everbright Group Ltd.
(REXAEERALT)

(“China Everbright Group”) ®

Central Huijin Investment Limited
(FRESHEERETAT) (“Central Huijin”) @

Beijing CEL Anya Investment Centre
(Limited Partnership)
JEREEREREROERAH) @

Shanghai CEL Jiaxin Equity Investment
Management Co., Limited
(DEtEREREREERERAF) Y

Chongaing CEL Equity Investment
Management Limited
(EEAEREREERERAR) O

Yixing CEL®

CEL Capital Prestige Asset Management Co., Ltd.
(BEXZEEERARAR) O

REPORT OF DIRECTORS

Number of
Capacity/Nature of Interest Shares Held
Interest in controlled corporation 413,809,100
Interest in controlled corporation 651,909,158
Interest in controlled corporation 651,909,158
Interest in controlled corporation 852,861,338
Interest in controlled corporation 852,861,338
Interest in controlled corporation 852,861,338
Interest in controlled corporation 852,861,338
Interest in controlled corporation 852,861,338
Interest in controlled corporation 852,861,338
Interest in controlled corporation 413,809,100
Interest in controlled corporation 413,809,100
Interest in controlled corporation 413,809,100
Interest in controlled corporation 413,809,100
Interest in controlled corporation 413,809,100
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Long Position/
Short Position

Long Position
Long Position
Long Position
Long Position
Long Position

Long Position

Long Position

Long Position

Long Position

Long Position

Long Position

Long Position

Long Position

Long Position

2018 ANNUAL REPORT

Approximate
Percentage of
Shareholding in
the Company
as at 31
December 2018

6.21%
9.78%
9.78%
12.79%
12.79%

12.79%

12.79%

12.79%

12.79%

6.21%

6.21%

6.21%

6.21%

6.21%
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Notes:

Q)

40

Hope Education Investment Limited, a BVI company, is owned as to 49.00% by Maysunshine Limited, 34.385% by Tequ
Group A Limited and 16.615% by Tequ Group Limited.

Maysunshine Limited is owned as to 96.00% by Wang Huiwu (T#E), 2.00% by Fu Wenge ({3 %) and 2.00% by Wang
Degen (E7Z1R).

Tequ Group A Limited is a wholly-owned subsidiary of Tequ Group (Hong Kong) Company Limited. Tequ Group (Hong
Kong) Company Limited is wholly owned by Shanghai Yi Zeng Enterprise Management Co., Ltd. (E)§ZEHXERER
f& /A A]). Shanghai Yi Zeng Enterprise Management Co., Ltd. (/82183 E 12 AR A 7)) is wholly owned by Sichuan
Tequ Investment, which is in turn owned as to 55% by West Hope and 45% by Sichuan Puhua Agricultural Technology
Development Limited (70| %% £ 2 115 25 R AR A 7). West Hope is owned as to 60% by Chen Yuxin (%5 #7) and 40% by
Zhao Guigin (#51£%). Chen Yuxin (FR 5 #1) and Zhao Guiqin (f#4£%) are spouses. Sichuan Puhua Agricultural Technology
Development Limited (F4) 1] 2 2 £ RHH 3 R AR A 7)) is owed as to 52.20% by Zhang Qiang (5R58).

Thus, Maysunshine Limited, Wang Huiwu (T #£R), Tequ Group A Limited, Tequ Group (Hong Kong) Company Limited,
Shanghai Yi Zeng Enterprise Management Co., Ltd. (128 Z 8% E IR HER A F]), Sichuan Tequ Investment, West Hope,
Sichuan Pahua Agricultural Technology Development Limited (P0)11& % 2 255 2 R AR A 7)), Zhang Qiang (585%), Chen
Yuxin (R B #1) and Zhao Guigin (5 Z) are deemed to be interested in 4,140,948,240 Shares.

Star Leap Limited, an investment holding company directly holding approximately 4.02% of the Company, is indirectly
wholly-owned by China Everbright Limited.

Pearl Glory Global Limited, an investment holding company holding approximately 8.28% of the Company, is wholly-owned
by CEL Maiming. CEL Huiling is the general partner of CEL Maiming. Accordingly, each of CEL Maiming and CEL Huiling is
deemed to be interested in the Shares held by Pearl Glory Global Limited under the SFO.

CEL Huiling was wholly-owned by CEL Venture Capital (Shenzhen) Co., Limited (J¢ AIZA% AIZE 3% & (R YI) AR A7), which
was in turn wholly-owned by China Everbright Limited.

Glory Aurora Limited, an investment holding company directly holding approximately 4.76% of the Company, is wholly-
owned by Zhuhai Maiwen. The general partner of Zhuhai Maiwen is CEL Huiling, a wholly-owned subsidiary of CEL Venture
Capital (Shenzhen) Co., Limited (% AR EIZE % & (RII)H R A F]), which is in turn indirectly wholly-owned by China
Everbright Limited.

Accordingly, each of CEL Huiling and CEL Venture Capital (Shenzhen) Co., Limited (¢t AIZAZAIZEIR A (RYI)ERAR) is
deemed to be interested in the Shares held by each of Pearl Glory Global Limited and Glory Aurora Limited, whereas China
Everbright Limited is deemed to be interested in the Shares held by each of Star Leap Limited, Pearl Glory Global Limited
and Glory Aurora Limited under the SFO.
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China Everbright Limited was owned as to approximately 49.386% by Honorich Holdings Limited and 0.358% by Everbright
Investment & Management Limited (¢ K% & & AR A 7)), respectively. Honorich Holdings Limited was wholly-owned by
Datten Investments Limited, and each of Everbright Investment & Management Limited (Yt K& & & 2[R A 7) and Datten
Investments Limited was in turn wholly-owned by CE Hong Kong, which was in turn wholly-owned by China Everbright
Group. China Everbright Group was owned as to approximately 55.67% by Central Huijin and was indirectly wholly-owned
by the State Council of the PRC.

Accordingly, each of China Everbright Limited, Honorich Holdings Limited, Datten Investments Limited, CE Hong Kong,
China Everbright Group and Central Huijin is deemed to be interested in the Shares held by each of Star Leap Limited, Pearl
Glory Global Limited and Glory Aurora Limited under the SFO.

Beijing CEL Anya Investment Centre (Limited Partnership) (Gt Rt iR L fEIE E R O(BR A %)) is a limited partnership holding
approximately 61.20% of the limited partnership interest in CEL Maiming.

The general partner of Beijing CEL Anya Investment Centre (Limited Partnership) (1t R iE L MR EFR N(ERAEE)) is
Shanghai CEL Jiaxin Equity Investment Management Co., Limited (/&8¢ 125z Z R EEE AR A 7). CEL Capital
Prestige Asset Management Co., Limited (B2 %= &EEE AR AF) is a limited partner of Beijing CEL Anya Investment
Centre (Limited Partnership) (At 3t iE L HESE R OB R A %)) holding approximately 99.98% of its limited partnership
interest.

Shanghai CEL Jiaxin Equity Investment Management Co., Limited (/& ¢ i2 5 &1 A 12 AR 2 7)) was wholly-owned
by Chongging CEL Equity Investment Management Co., Limited (& 1% #£1% & & AR /A ), which was in turn wholly-
owned by Yixing CEL. Yixing CEL was wholly-owned by CEL Venture Capital (Shenzhen) Co., Limited (3% KXiZ% &l Z45% & (%
Y1) BR 22 7l), which was in turn wholly-owned by China Everbright Limited.

CEL Capital Prestige Asset Management Co., Limited (EZ¢ 1= & EEZHMR A F)) is 49% owned by Chongging CEL Equity
Investment Management Co., Limited (E & St & IEIRE EIE B R A A)).

Save as disclosed above, as at 31 December 2018, the Directors or chief executives of the Company are not aware

of any other person or entity who has an interest or short positions in Shares or underlying Shares of the Company

which are required to be disclosed to the Company under the provisions of Divisions 2 and 3 of Part XV of the SFO

or as recorded in the register required to be kept under Section 336 of the SFO.
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2018 PRE-IPO SHARE OPTION SCHEME

The Company adopted the 2018 Pre-IPO Share Option Scheme on 18 March 2018 for the purpose of incentivizing
eligible participants for their contribution to the Group. The following is a summary of the principal terms of the
2018 Pre-IPO Share Option Scheme. The terms of the 2018 Pre-IPO Share Option Scheme are not subject to the
provisions of Chapter 17 of the Listing Rules as the 2018 Pre-IPO Share Option Scheme will not involve the grant of
Pre-IPO Share Options by us to subscribe for Shares after we have become a listed issuer.

Purpose

The 2018 Pre-IPO Share Option Scheme is a share incentive scheme and is established to, among others, promote
the success and enhance the value of the Company by linking the personal interests of the selected participants
to those of the Shareholders and by providing such individuals with an incentive for outstanding performance to
generate superior returns to the Shareholders. The 2018 Pre-IPO Share Option Scheme will enable the Company to
retain, motivate and reward the services of the selected participants, and to provide remuneration, compensation
and/or benefits.

Who may Join
The eligible participants under the 2018 Pre-IPO Share Option Scheme (the “Participants”) include the following:

()  any director (including Executive Director, Non-executive Director and Independent Non-executive Director) of
any member of the Group from time to time and any employee or officer of any member of the Group; and

(i) any senior officer, advisor, consultant, distributor, contractor, customer, supplier, agent, business partner,
joint venture business partner or service provider of any member of the Group;

whom the Board considers, in its sole discretion, has contributed or will contribute to the Group.

Maximum Number of Shares

The total number of Shares subject to the 2018 Pre-IPO Share Option Scheme is 500,000,000 Shares, representing
approximately 7.5% of the total issued Shares as at the date of this annual report.

Maximum Entitlement Of Each Participant

Under the 2018 Pre-IPO Share Option Scheme, the Board shall be entitled to make an offer to any participant for
the grant of an option for the subscription of such number of Shares as the Board may determine. Any offer may
be accepted by the grantees of the Pre-IPO Share Options (the “Grantees”) in respect of less than the number of
Shares to which the offered option relates.
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Vesting and Exercise Period

Except as provided otherwise and subject to the terms and conditions upon which such Pre-IPO Share Option
was granted, the vesting period for any Pre-IPO Share Option granted to a Grantee under the 2018 Pre-IPO Share
Option Scheme will be stated in the grant letter through which the offer is made.

The Pre-IPO Share Options are only exercisable upon the Listing of our Shares on the Hong Kong Stock Exchange.
There is no performance target that needs to be achieved by the Grantee before the Pre-IPO Share Options can be
exercised.

Amounts Payable for Application or Acceptance of Share Options

The Pre-IPO Share Option shall remain open for acceptance by the participant to whom an offer is made for a
period of five days from the offer date, provided that no such offer shall be open for acceptance after the 2018 Pre-
IPO Share Option Scheme has been terminated in accordance with the provisions thereof. HK$1.00 is required to
be paid by the Grantees as consideration for the grant of the Pre-IPO Share Option.

Exercise Price

There are in total three tranches of Pre-IPO Share Options under the 2018 Pre-IPO Share Option Scheme, namely
Pre-IPO Share Options under tranche A (“Tranche A Options”), tranche B (“Tranche B Options”) and tranche C
(“Tranche C Options”). Subject to any alteration in the capital structure of the Company by way of capitalization
of profits or reserves, rights issue, sub-division or consolidation of Shares or reduction of share capital of the
Company, the exercise price is RMB0.5911 for Tranche A Options, RMB0.9311 for Tranche B Options, and
RMB1.1311 for Tranche C Options.

Duration of the 2018 Pre-IPO Share Option Scheme

The 2018 Pre-IPO Share Option Scheme shall be valid and effective for the period of time commencing on the
scheme adoption date of 18 March 2018 and expiring on the day immediately prior to the date on which the Shares
first commence trading on the Hong Kong Stock Exchange (i.e. 3 August 2018), after which period no further Pre-
IPO Share Options will be granted but the provisions of the 2018 Pre-IPO Share Option Scheme shall remain in
force to the extent necessary to give effect to the exercise of any Pre-IPO Share Options which are granted during
the life of the scheme or otherwise as may be required in accordance with the provisions of the 2018 Pre-IPO Share
Option Scheme.

Share Options Granted under the 2018 Pre-IPO Share Option Scheme

As of 31 December 2018, the number of relevant Shares subject to outstanding options granted under the 2018
Pre-IPO Share Option Scheme is 464,723,519 Shares, representing approximately 6.97% of the issued share
capital of the Company. As of 31 December 2018, our Company had granted Pre-IPO Share Options to 340
Participants under the 2018 Pre-IPO Share Option Scheme.

HOPE EDUCATION GROUP CO., LTD. e 2018 ANNUAL REPORT 43



REPORT OF DIRECTORS

aleys Jad aleys Jad
SIH gy
suodo I ENGIENG)
jo 8jep ay} a10jaq
asiiexaly  Ajgjeipawiw

saieys s Auedwo?) ayy

J0 99ud Buisojo
abesane pajybiopm

aleys Jad
gy
suondo jo
ajep Juelb
ay} a10jaq
AjgieIpawiw
saleys

s Auedwon
U} o 80ld

020¢ Arenigeq g 0}
810¢ UJelA 81 o4
6402 Aenigeq g 0}
810¢ UJel 81 o4
020¢ Arenigeq ¢ 0}
810¢ UJe|A 81 o4
6402 Arenigeq g 0}
810¢ UJe| 81 o4

020¢ Arenigeq ¢ 0}
810¢ UoJe|A 81 o4
6402 Arenigeq g 0}
810¢ UJel 81 o4
020¢ Arenigeq ¢ 0}
810¢ UelA 81 o4
6402 Arenigeq g 0}
810¢ UJelA 81 o4

pouad Bunssp

HHEG0

HHEG0

HHEG0

HIEG0

aleys Jod
gy
uopdo
aleyg Jod
20lld
8s10J8X3

020z Jsnbny g 0}
000¢ Em:._non_ ¢ wol4
802 Jsnbny g 0}
610¢ Em:._non_ ¢ wol4
020z Jsnbny g 0}
020z fieniga g wos
802 Jsnbny g 0}
610z Aieniga g wos

020z Jsnbny g 0}
020z fieniga g wos
802 Jsnbny g 0}
610¢ Em:._non_ ¢ Wol4
020z Jsnbny g 0}
020z fieniga g wos
802 Jsnbny g 0}
610z Aieniga g wos

poliad 9si0Jox3

810¢ UoEN 81

810¢ UoEN 81

810¢ UoEN 81

810¢ UoEN 81

JueIs) J0 8jeq

871689 871'589'7
871689 — — 871'589'7
871689 871'589'7
£85'626'C — — £85'626'C
eever'L  — — €8v'Z6v' L
871689 871'589'7
1916599 — — 1916599
192658 192658
128'882' — — 1/8'880'}
8102 Jeaf ayy Jeaf ayy Jeak ayy
Jaquaoaq |¢  Buunp Buinp Burnp
Je sy payapo4 pasiosexg pajuelD)
suopdo aeys Jo Jaquuny

0

810¢
Kienuep |

jesy

JoMuny NoT|

ury bueyp
Juswabeue Jojuag
[e101-ang

oeL N

unfBueyn ny
si0)0a11Q

Sa9juel)

:aWsyog uoidQ a4eys Odl-eid 8y} Jepun sesjueib (e 01 pejuelb suondo Buipuesino 8y} Ul SJUSLWBSAOL S8SO0[0SIp 8|ge) Buimoljoy 8y

2018 ANNUAL REPORT

HOPE EDUCATION GROUP CO., LTD.

44



REPORT OF DIRECTORS

aleys Jad aleys Jod
SYH gy
suondo B ENRIEC)
Jo 9jep ay) a10joq
asiiexely  Ajereipaww
sareys s,Auedwo) ayy
10 99ud Buisojo

abesane pajybiom

aseys Jod
gy
suondo jo
ajep jueib
ay} a10jeq
Ajareipaww)
Saleys

s Aueduwion
84} Jo 80ld

020z Arenuga g 0}
8102 YoIB g woig
6102 Aienuga g 0}
8102 YoIe g woig
020z Arenuga g 0}
8102 YoIB g woig
6102 Arenuga g 0}
8102 YoIe g woig
020z Areruga g 0}
8102 YoIB g woig
6102 Arenuga g 0}
8102 YoIB g woig
020z Arenuga g 0}
8102 YoIB g woig
6102 Aienuga g 0}
8102 YoIB g woig

020¢ Arenige4 g 0}
810 UoJel 81 o4
610 Arenige4 g 0}
810¢ UoJe|N 81 oI
020¢ Arenige4 g 0}
810 UoJe|N 81 oI
610 Arenige4 g 0}
810¢ UoJe|N 81 oI
610 Arenige4 g 0}
810 UoJe| 81 oIS

pouiad Bunsap

HIEB0

HIEB0

HIEB0

HIEB0

HIEG'0

HIEG'0

HI690

aleys Jad
gy
uondo
aseys Jod
EXIR]
9s10J0X3

020z Jsnbny z 0}
020z fuenige4 z woi4
802 Jsnbny z 0}
610g fuenige4 z woi4
020z ¥snbny z 0}
020z fuenige4 z woi4
802 Jsnbny z 0}
610g fuenige4 z woi4
020z ¥snbny z 0}
020z fuenige4 z woi4
802 Jsnbny z 0}
610g fuenige4 z woi4
020z ¥snbny z 0}
020z fuenige4 z woi4
802 Jsnbny z 0}
610g fuenige4 z woi4

020z 1snbny g 0}
0202 \rmP_n_wu_ ¢ Wol4
8802 Jsnbny g 0}
6102 \rmP_n_wu_ ¢ Wol4
020z Jsnbny g 0}
0202 \rmP_n_wu_ ¢ Wwol4
8802 Jsnbny g 0}
6402 fieniga4 g woi
8802 Jsnbny g 0}
6102 \rmP_n_wu_ ¢ Wwol4

poliad asioiox3

810¢ UoeN 81

810¢ UoeN 81

810¢ UoeN 81

810¢ UoeN 81

810¢ U9 81

810¢ U9 81

810¢ U9 81

JueID) Jo ajeq

£99'996

725652 —

192658

1/8'88C') —

£80°L1C

26L'065 —

9ee'esy

2L ekt —

8L —

026°.€

82,088 —

725652

20L°LLY'S —

L12'96€°} —

8102 Jeak oy}
Jaquiaoaq |¢  Buunp

e sy paljapoy

Jeaf ay)
Buunp
pasioaxg

£59'996

125'652'

112’658

1/8'882'

£80°LvC

26L°065

9ee'esy

2L ekt

0

0

0

0

enyuem NH

11Busys 4

unp feq

Inyoelx Uy

(slojoau1q Buipnjoxa) SUOSIag Pa}osauU0Y

8LHHLYe

026'G.€

82,088

¥25'652°

20L°LLY'S

L1Z'96E"

Jeaf ay)
Buunp
pajuein

suondo aseys Jo Jaquiny

0

810¢
Krenuep |

sy

[10}-ang

leafiuoyz Bueny

ueny oH

sovjuel)

2018 ANNUAL REPORT 45

HOPE EDUCATION GROUP CO., LTD.



REPORT OF DIRECTORS

aleys Jad aleys Jod
giNd
BV ENRIENC)
jo ajep ay} a10jaq
asiiexely  Ajejeipaww)
saseys s,Auedwo) ayy
Jo aoud Buisofo
abiesane pajybiom

aseys Jod
giNd
suondo jo
ajep jueid
ay} a10jaq
Ajoeipaww|
saleys

s Aueduwion
U3} J0 30ld

0202 Aenige4 z 0}
8102 Yore g wold
6102 Aenige4 z 0}
8102 Yore g wold
0202 Aenige4 z 0}
8102 Yore g wold
6102 Aenige4 z 0}
8102 Yole 81 wold
0202 Aenige4 z 0}
8102 Yore g wold
6102 Aenige4 z 0}
8102 Yore g wold
0202 Aeniged z 0}
8102 Yore g wold
6102 Aenige4 z 0}
8102 Yole 81 wold
0202 Aenige4 z 0}
8102 Yore g wold
6102 Aenige4 z 0}
8102 Yore g wold

poliad Bunsap

+HEB0

+HEB0

+HEB0

+HEB0

+HEB0

aleys Jod
gy
uondo
aleyg Jod
30ld
9s10J0X3

0202 ¥snBny g 0}
020z Aenige4 g woi4
8802 Jsnbny g 0}
610z Aenigeq g woi4
0202 ¥snBny g 0}
020z Aenige4 g woi4
8802 Jsnbny g 0}
610z Aenigeq g woi4
0202 ¥snbny g 0}
020z Aenige4 g woi4
8802 Jsnbny g 0}
610z Aenigeq g woi4
0202 ¥snbny g 0}
020z Aenige4 g woi4
8802 Jsnbny g 0}
610z Aenigeq g woi4
0202 ¥snBny g 0}
020z Aenige4 g woi4
8802 Jsnbny g 0}
610z Aenigeq g woi4

poliad asioiox3

810¢ YOIEIN 81

810¢ YOIEIN 81

810¢ YOIBIN 81

810¢ YOIBIN 81

810¢ YOIBIN 81

JueID) Jo 8jeq

Sev'yp9

289'605°+ —

£59'996

¥25'65¢'C —

L12'eee

H8'l6L —

L12'eee

QL' Lek) —

166°6.5

rhe'ese’t —

8102 Jeak oy}
Joquieoaq |g  Buunp

jesy pajiapio4

Jeaf ay)
Buunp
pasiolaxy

ger'rr9

289'605'

£69'996

¥25'65¢°

L1g'eee

198'16.

L1g'eee

QL' Lek)

166'6.5

vie'ese’t

Jeaf ay}
Buunp
pajuein

suondo aseys Jo Jaquuiny

0 Buo, bue|

0 abuap) usys

0 nH

0 unoeiy
8100 S99)UBIY)
Krenuep |

esy

2018 ANNUAL REPORT

HOPE EDUCATION GROUP CO., LTD. e

46



REPORT OF DIRECTORS

aleys Jad aleys Jod
SYH gy
suondo B ENRIEC)
Jo 9jep ay) a10joq
asiiexely  Ajereipaww
sareys s,Auedwo) ayy
10 99ud Buisojo

abesane pajybiom

aseys Jod
gy
suondo jo
ajep jueib
ay} a10jeq
Ajareipaww)
Saleys

s Aueduwion
84} Jo 80ld

020¢ Arenige4 g 0}
810¢ UoJe|N 81 oI
640 Arenige4 g 0}
810 UoJe| 81 oI
020¢ Arenige4 g 0}
810 UoJel 81 oIS
640 Arenige4 g 0}
810 UoJe|N 81 oI
020¢ Arenige4 g 0}
810¢ UoJe|N 81 oI
610 Arenige4 g 0}
810¢ UoJel 81 LWoi4
020¢ Arenige4 g 0}
810¢ UoJe| 81 oI
610 Arenige4 g 0}
810 UoJe|N 81 oI
020¢ Arenige4 g 0}
810 UoJelN 81 o4
610 Arenige4 g 0}
810 UoJel 81 o4
020¢ Arenige4 g 0}
810¢ UoJe|N 81 oI
610 Arenige4 g 0}
810 UoJe|N 81 oI
020¢ Arenige4 g 0}
810¢ UoJe|N 81 oI
610 Arenige4 g 0}
810 UoJe| 81 oIS

pouiad Bunsap

HIEG'0

HIEG'0

HIEG'0

HIEG'0

HIEG'0

HIEG'0

HIEG'0

aleys Jad
gy
uondo
aseys Jod
EXIR]
9s10J0X3

020z 1snbny g 0}
0202 \rmP_n_wu_ ¢ Wwol4
8802 Jsnbny g 0}
6402 fieniga4 g woi
020z 1snbny g 0}
0202 \rmP_n_wu_ ¢ Wwol4
8802 Jsnbny g 0}
6102 \rmP_n_wu_ ¢ Wwol4
020z 1snbny g 0}
0202 \rmP_n_wu_ ¢ Wwol4
8802 Jsnbny g 0}
6402 fieniga4 g woi
020z 1snbny g 0}
0202 \rmP_n_wu_ ¢ Wol4
8802 Jsnbny g 0}
6102 \rmP_n_wu_ ¢ Wol4
020z 1snbny g 0}
020z fieniga4 g woid
8802 Jsnbny g 0}
6102 \rmP_n_wu_ ¢ Wol4
020z 1snbny g 0}
0202 \rmP_n_wu_ ¢ Wol4
802 Jsnbny g 0}
6102 \rmP_n_wu_ ¢ Wwol4
020z Jsnbny g 0}
020z fieniga4 g woid
8802 Jsnbny g 0}
6102 \rmP_n_wu_ ¢ Wwol4

poliad asioiox3

810¢ U9 81

810¢ U9 81

810¢ U9 81

810¢ U9 81

810¢ U9 81

810¢ U9 81

810¢ U9 81

JueID) Jo ajeq

75608

1906t

vLL'15e

£Lv'109

726'8

H8TIe

ev'yp9

962°0L€'

ev'yp9

962°0L€'

75608

962°0L€'

871689

871689

810¢

Jeaf ay)

Joquisdeq |g  Buunp

e sy

paljapoy

95608

— Y096’

L1152

— £Ly'109

126'8

— H8YIC

ger'r9

— 962026

Ger'r9

— 962026

95608

— 962026

871'G89'

— 871'G89'

Jeaf ay) Jeaf ay)
Bupnp Buunp
pasioaxg pajuein

suondo aseys Jo Jaquiny

0 Buejunyo ny

0 BuoonA N

0 fomuEIP N\

0 Buiwiny Buep

0 Bueyiny Buepy

0 unfiny Buep

0 usuzniy oe|

8102 S99)jURID)
Krenuep |

sy

2018 ANNUAL REPORT 47

HOPE EDUCATION GROUP CO., LTD.



REPORT OF DIRECTORS

‘LodaJ [enuue Sy} Jo JUBLISIEIS [BIOUBUL) PSIEPIIOSUOD 8Y] OF /Z 8JON Ul JNO JOS 81 §10Z YoIByy 81 Uo paidope sweyos uoidp a4eys Od/l-8id 8102 8yl 40 S|ie1eq 810N

"aWeyog uondQ a4eys Od|-2id 8y Jepun pasde| 1o ps||eoued ‘pasioloxs a1om suoido sJeys ou ‘OA0qe POSO[OSIP SE 9ABS ‘gL0g Joquieoa( |Lg 4O Sy

020¢ frenige g 0}
8102 Yoiep 8} woy
106102 Em:ﬁmn_ ¢ 0]
8102 Yose 81 wold

020¢ Areniged ¢
0}810¢ YoIe|\ g1 wod
10 610z AMenige4 g 0}
810¢ Yo g wioiy

0202 Aenige4 z 0}
8102 Yole 81 wold
610¢ Aenige4 z 0}
8102 Yose 81 woid
610¢ fenige g 0}
8102 Uose 81 woid
610¢ Aenige g 0}
810¢ Yole 81 wold
020¢ Arenige4 z 0}
8102 Yole 81 wold
610¢ Aenige4 z 0}
8102 Yose 81 woid
020¢ Arenige4 z 0}
8102 Yole 81 wold
6102 Aeniged z 0}
8102 Yole 81 wod

aleys Jad aleys Jad aseys Jod

SYH gy gy

suondo ajep asioiexa  suondo jo

Jo ajep ay} 210j9q ajep jueib

asiuexely  Ajejeipeww) 8y} ai040q
Ajareipaww|

saieys s Auedwo?) ayy saleys
10 99ud Buisojo s Auedwon
abesone pajybiom ay} J0 92uid

pouiad Bunsap

0202 1snbny z 0}
020¢ fenige4 g wouy
10 8g0g 1snbny z 0}
ILHLIE60 6102 Aeniged g woid
020¢ snbny g
0} 020z Meniga g wolj
10 880z 1snbny z 0}
ISELLIE60 6102 Aeniged g woig
020z 1snbny g 0}
0¢0¢ Ew:ﬁwu_ ¢ Wol4
8802 1snbny g 0}
LE60 6102 feniga4 g woid
8602 1snbny z 0}
11£60 6102 feniga4 g woiq
8£0¢ 1snbny z 0}
HE6'0 610¢ feniged g woid
020z 1snBny z 0}
0¢0¢ Em_‘:nwu_ ¢ Wol4
802 Jsnbny z 0}
1E60 610¢ feniga4 g woiq
0202 1snbny z o}
020z Aenigeq g woi4
802 1snbny g 0}
1E60 610¢ feniga4 g woiq
aleys Jad
any
uondo pouad siaiex3
aleyg Jod
90lld
8s1018%3

810¢ Uoel 81

810¢ UoEN 81

810 Uke 81

810¢ UoLe 81

810¢ YOI\ 81

810¢ UoIe 81

810¢ UoEN 81

JueID) Jo ajeq

199°166° 45

0v0°/5¢'86¢

670'882°/9

19627525

L112cee

Hp8°46L

8L1cee’e

880°HH9't

£e9'6ey

650'720°+

8102
Jaquiadeq 1§

e sy

8eg'lLLTl — 615°€LY9y 0 [e10L
6029690  — 672'650'606 0 S[enpIAIPUL 662

sasjueIs JBYI0
60870L'| - 89626769 0 S[enpIAIpU €/

(suossad pejoauu0d pue justuaBeuew Joiuss ‘siojoaiiq Buipnjoxs) seakoduig

0ve'LLE — 10871625 0 [B10}-ang
L1eece

- - 178°16L 0 Buelboery Buep

- - 8/12gee 0 Bueyiap Buep

- — 880'119'} 0 ue Buag

160'90} — 160°904

£72'59¢ — £72'59¢ 0 Buoi noz
€296y

- — 6507.0°) 0 U[[NOA UBA

Jeaf ay) J1eaf ay) Jeaf ay} 8102 S93)UBIY)

Buunp Buunp Bupnp feenuep |

payepo4 pasiosoxg pajuely) esy

suopdo aeys Jo Jaquuny

2018 ANNUAL REPORT

HOPE EDUCATION GROUP CO., LTD. e

48



REPORT OF DIRECTORS

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

Since the Listing Date and up to 31 December 2018, the Company or its subsidiaries did not purchase, sell or
redeem any listed securities of the Company.

BANK LOANS AND OTHER BORROWINGS

Details of bank loans and other borrowings of the Group on 31 December 2018 are set out in Note 22 to the
consolidated financial statements.

EQUITY-LINKED AGREEMENTS

Save for the 2018 Pre-IPO Share Option Scheme as described in the above, no equity-linked agreements were
entered into by the Company for the year ended 31 December 2018.

DIRECTORS’ INTERESTS IN MATERIAL TRANSACTIONS, ARRANGEMENTS OR CONTRACTS

Save as disclosed in the section headed “Continuing Connected Transactions” in this report, for the year ended
31 December 2018, none of the Directors or entities connected with the Directors, had a material interest, whether
directly or indirectly, in any transactions, arrangements or contracts of significance to the business of the Group to
which the Company, its controlling company, any of its subsidiaries or fellow subsidiaries was a party.

MANAGEMENT CONTRACTS

No contract concerning the management and administration of the whole or any substantial part of the business of
the Group was entered into or existed during the year ended 31 December 2018.

CONTRACTS OF SIGNIFICANCE ENTERED INTO WITH CONTROLLING SHAREHOLDERS

During the year ended 31 December 2018, save as disclosed in the section headed “Continuing Connected
Transactions” in this report, no other contract of significance was entered into by the Company or any of its
subsidiaries with the Controlling Shareholders of the Company or its subsidiaries.

During the year ended 31 December 2018, there was no contract of significance for the provision of services to the
Company or any of its subsidiaries by a Controlling Shareholder of the Company or any of its subsidiaries.

CONTINUING CONNECTED TRANSACTIONS

In the related party transactions disclosed in Note 31 to the consolidated financial statements, the following
transactions constitute continuing connected transactions of the Company and need to be disclosed in this
annual report under Chapter 14A of the Listing Rules. The Company confirms that it has been in compliance
with disclosure requirements under Chapter 14A of the Listing Rules in respect of all of its continuing connected
transactions.
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1. Property Leasing Framework Agreement
Since 2014 and during the year ended 31 December 2018, our schools have leased certain properties
to certain of the 30%-controlled companies of Mr. Wang Huiwu and the then subsidiaries of Hope
Education, which became subsidiaries of Tequ Education following the division as discussed in “History —
Reorganization of our Consolidated Affiliated Entities — The Division of Hope Education for Delineation of
Business” in the Prospectus. Our Company, Mr. Wang Huiwu and Tequ Education entered into a property
leasing framework agreement (the “Property Leasing Framework Agreement”) on 20 July 2018 in respect of
the leasing of land, buildings, ancillary facilities from us to Tequ Education and/or its associates. The following
table sets forth a summary of the Property Leasing Framework Agreement.
Description of the Historical amounts for the year Proposed annual cap for the year
Lessee Lessor Duration of the Lease properties leased ended 31 December ended 31 December
(in millions of RMB)
2015 2016 2017 2018 2019 2020 2021
Mr. Wang Huiwu Our Company  For a period of three years  Land area of 22.4 24.6 23.3 25.9 29.0 31.0 33.0
and Tequ commencing on the Listing ~ approximately
Education and/or Date; if neither party raises 0.4 million sg.m.;
their respective any objection and subject to  gross floor area of
associates the regulatory requirements  approximately

50

in the place where our 0.2 million sg.m.
Shares are listed, the term

will be automatically

renewed for a further

term of three years

upon expiry.

As Mr. Wang Huiwu is an executive Director of our Company and Tequ Education is an associate of our
Substantial Shareholders, each of Mr. Wang Huiwu and Tequ Education is our connected person under Rules
14A.07(1), 14A.07(4) and 14A.13(1) of the Listing Rules.

Mr. Wang Huiwu and Tequ Education and/or their respective associates lease certain of our properties for the
use of teaching, training and ancillary activities, and we expect that we will continue to lease such properties
to Mr. Wang Huiwu and Tequ Education and/or its associates in the future to better utilize our idle properties.
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The rental receivable per annum is determined with reference to the market rate as determined by our
property valuer, Jones Lang LaSalle Corporate Appraisal and Advisory Limited, pursuant to applicable laws
and regulations and the Listing Rules.

The amounts of rent paid or payable by Tequ Education and/or its associates to us for the years ended
31 December 2015, 2016, 2017 and 2018 were RMB22.4 million, RMB24.6 million, RMB23.3 million and
RMB25.9 million, respectively. The annual caps were estimated based on the rental receivable as determined
with reference to (i) the historical amounts; and (ii) as advised by our property valuer, according to market
practice, landlords would usually offer a discounted rental rate for the first couple of years in long-term
leases of large sites, after which rental rates would be gradually increased over the course of the term of the
lease. Our property valuer has confirmed that (i) the terms and conditions of the Property Leasing Framework
Agreement are made on normal commercial terms, fair and reasonable and on market rate; and (i) the total
amount payable to us under the Property Leasing Framework Agreement is no less favorable than those
offered by Independent Third Parties.

Equipment Procurement Framework Agreement

We entered into an equipment procurement framework agreement with Sichuan Mayflower Precision
Instrument Co., Ltd. (U)|| L B IERB R M AR A 7)) (“Mayflower Precision Instrument”) on 20 July 2018 (the
“Equipment Procurement Framework Agreement”), whereby Mayflower Precision Instrument agreed to sell
certain equipment to our Group, including but not limited to dormitory beds, student training equipment such
as models and tools.

The Equipment Procurement Framework Agreement became effective on the Listing Date and is valid for
a term of three years. If neither party raises any objection and subject to the regulatory requirements in the
place where our Shares are listed, the term will be automatically renewed for a further term of three years
upon expiry.

Mayflower Precision Instrument is a majority-controlled company of Mr. Wang Huiwu, an executive Director.
Therefore, Mayflower Precision Instrument is a connected person under Rules 14A.07(1) and 14A.12(1)(c) of
the Listing Rules.
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The Group has from time to time purchased equipment including dormitory beds and student training
equipment from Mayflower Precision Instrument. Based on the established long-term cooperation relationship
between Mayflower Precision Instrument and our Group, Mayflower Precision Instrument has a track record
of providing stable supply of quality and customized equipment. As compared to many other suppliers
who are Independent Third Parties, Mayflower Precision Instrument has a better understanding of the
equipment required by educational institutions, and our needs. Furthermore, there had not been any material
disputes between our Group and Mayflower Precision Instrument with regard to settlement and quality of
the equipment procured. Our Directors (including the non-executive Directors) are of the view that it is in
the interest of our Company and the Shareholders as a whole to enter into the Equipment Procurement
Framework Agreement and continue to procure equipment from Mayflower Prevision Instrument.

Under the Equipment Procurement Framework Agreement, the procurement costs shall be determined on a
cost-plus basis, with a mark-up rate of no more than 5%, which is arrived at after arm’s length negotiation
between the parties and with reference to market price for similar products provided by suppliers who are
Independent Third Parties in the vicinity. With respect to the assessment and selection of equipment suppliers,
the Group will compare the quotations submitted by no less than two suppliers who are Independent Third
Parties with that of Mayflower Precision Instrument before entering into any definitive equipment procurement
agreement, taking into account a variety of factors including but not limited to price, quality of products and
prior cooperation relationship.

The procurement costs payable by our Group to Mayflower Precision Instrument for the three years ended 31
December 2016, 2017 and 2018 were RMB4.89 million, RMB3.78 million and RMB5.53 million, respectively.

The maximum amount of procurement costs payable to Mayflower Precision Instrument for each of the three
years ended 31 December 2019, 2020 and 2021 shall not, based on the aforesaid pricing mechinism, exceed
the caps set out below:

Proposed annual cap for the year
ended 31 December

2019 2020 2021
(RMB’000)
Total amount 6,000 6,000 6,000

In arriving at the above annual caps, our Directors have considered (i) the prevailing market rates for the
similar types of equipment in the vicinity; (i) the historical procurement costs incurred by our Group during the
Track Record Period; and (iii) the expected increase in demand for relevant equipment in light of our potential
business development and expansion plan to construct new schools.
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Confirmation from Independent Non-executive Directors

The independent non-executive Directors of the Company, having considered the summary of continuing
connected transactions of the Group as recorded during the year, have confirmed that the above continuing
connected transactions for the year ended 31 December 2018 were entered into by the Group (i) in the
ordinary and usual course of its business; (ii) on normal commercial terms or better terms; and (iii) in
accordance with the relevant agreements governing them and on terms that were fair and reasonable and in
the interests of the Company and the Shareholders as a whole.

Confirmation from the Independent Auditor

Ernst & Young, the independent auditor of the Company, has been engaged to report on the Group’s
continuing connected transactions in accordance with Hong Kong Standard on Assurance Engagements 3000
(revised) “Assurance Engagements Other Than Audits or Reviews of Historical Financial Information” and with
reference to Practice Note 740 “Auditor’s Letter on Continuing Connected Transactions under the Hong Kong
Listing Rules” issued by the Hong Kong Institute of Certified Public Accountants.

In respect of Rule 14A.56 of the Listing Rules, Ernst & Young has provided a letter to the Board containing
its findings and conclusions, confirming that (i) nothing has come to their attention that causes the auditor to
believe that the abovementioned continuing connected transactions have not been approved by the Board of
Directors; (ii) nothing has come to their attention that causes the auditor to believe that the transactions were
not entered into, in all material respects, in accordance with the terms of the relevant agreements governing
such transactions; and (iii) with respect to the aggregate amount of each of the abovementioned continuing
connected transactions, nothing has come to their attention that causes the auditor to believe that the
amounts have exceeded the maximum aggregate annual value disclosed in the Prospectus. The auditor has
provided the auditor’s letter to the Hong Kong Stock Exchange.

The Directors confirmed that the Company has complied with the disclosure requirements of Chapter 14A of
the Listing Rules in respect of all of its continuing connected transactions.
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Contractual Arrangements

Reasons for Entering into Contractual Arrangements

We currently conduct our private education business through our consolidated affiliated entities in the
PRC, as PRC laws and regulations, or the implementation of PRC laws and regulations relating to foreign
ownership in the higher education industry by relevant government authorities, generally prohibit or restrict
foreign ownership in the private education industry in the PRC. PRC laws and regulations currently restrict the
operation of higher education institutions to Sino-foreign ownership, in addition to imposing a qualification
requirement on the foreign owners. Further, government approvals in respect of Sino-foreign ownership in the
private education sector have, with very limited exception, been withheld. We do not hold any direct equity
interest in our consolidated affiliated entities. The contractual arrangements, through which we are able to
exercise control over, and derive the economic benefits from our consolidated affiliated entities, have been
narrowly tailored to achieve our business purpose and minimize potential conflict with relevant PRC laws and
regulations.

In order to comply with the PRC laws and regulations as set out above while availing ourselves to international
capital markets and maintaining effective control over all of our operations, on 14 March 2018, our wholly-
owned subsidiary, WFOE entered into various agreements (as amended and superseded by certain
agreements dated 22 June 2018, as the case may be) that together constitute the contractual arrangements
with, among others, our consolidated affiliated entities, under which substantially all economic benefits arising
from the business of our consolidated affiliated entities are transferred to WFOE to the extent permitted under
the PRC laws and regulations by means of services fees payable by our consolidated affiliated entities to
WFOE.

The following simplified diagram illustrates the flow of economic benefits from Hope Education to us under
the contractual arrangements:

WFOE @ ———m—m————_  — ——- - (- - - — The Registered Shareholders

Management and 100%
consultantancy

I

I

; I
service +

Hope Education and its subsidiaries

Notes:

(1) [—» | denotes direct legal and beneficial ownership in the equity interest.

2 [---9] denotes contractual relationship.

3) [- = -] denotes the control by WFOE over the Registered Shareholders through (1) powers of attorney to exercise

all shareholders’ rights in Hope Education, (2) exclusive options to acquire all or part of the equity interests in Hope
Education and (3) equity pledges over the equity interests in Hope Education.

(4)  Registered Shareholders refer to shareholders of Hope Education, namely, Sichuan Tequ Investment, Chengdu
Mayflower Investment Management, CEL Maiming and Guangwei Qinghe.
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As of the date of this annual report, we had not encountered any interference or encumbrance from any

PRC governing bodies in relation to the contractual arrangements. The consolidated financial results of our

consolidated affiliated entities, which engage in education service, are consolidated into those of our Group.

Listing Rules Implications

The table below sets forth the connected persons of our Company involved in the contractual arrangements

and the nature of their connection with our Group. The transactions under the contractual arrangements

constitute continuing connected transactions of our Company under the Listing Rules upon Listing.

Name

Sichuan Tequ Investment and Chengdu Mayflower
Investment Management

Wang Huiwu and Tang Jianyuan

Wang Degen

Sichuan Tequ Investment, West Hope, Sichuan
Puhua Agricultural Technology Development
Limited (70)| 1 & 2 R ¥R ER AR A R),
Sichuan Shengbo Genyuan Trade Limited
(M EFBRBE S B R A F]), Fu Wenge (1132 &),
Chen Yuxin (B B #), Zhao Guiqin (fEHEZ),
Zhang Qiang (38 3%), Liu Birong (B2 %),

Wang Qiang (L 3&), Lan Hai (%), Zeng Zheng
(Z IF), Zhou Xingbang (A &), Wang Xiaoguo
(EZE), Xiao Song (H #2), Mei Shaofeng (1843$%)

Chengdu Mayflower Investment Management,
CEL Maiming, Guangwei Qinghe

Spouses of the Substantial Shareholders
(as applicable)

Connected relationships

A substantial shareholder of Hope Education,
and therefore a connected person of our
Company under Rule 14A.07(1) of the Listing Rules

Substantial Shareholders and Directors of the Company
and therefore connected persons of our Company under
Rule 14A.07(1) of the Listing Rules

A Director of the Company, and a substantial
shareholder and a director of Hope Education and
therefore a connected person of our Company
under Rule 14A.07(1) of the Listing Rules

Substantial Shareholders of the Company and therefore
connected persons of our Company under
Rule 14A.07(1) of the Listing Rules

Substantial Shareholders of Hope Education and
therefore connected persons of our Company under
Rule 14A.07(1) of the Listing Rules

Spouses of the Substantial Shareholders of the
Company and therefore connected persons of our
Company under Rule 14A.07(1) and Rule 14A.12(1)(a)
of the Listing Rules
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Summary of the Material Terms of the Contractual Arrangements

A description of each of the specific agreements that comprise the Contractual Arrangements is set out

below.

)

Exclusive Management Consultancy and Business Cooperation Agreement

Pursuant to the exclusive management consultancy and business cooperation agreement dated
14 March 2018 entered into by and among WFOE, Hope Education and its subsidiaries and its
Registered Shareholders (the “Exclusive Management Consultancy and Business Cooperation
Agreement”), WFOE has the exclusive right to provide, or designate any third party to provide each of
our consolidated affiliated entities with corporate management and educational services, intellectual
property licensing services as well as technical and business support services. WFOE is entitled to
own all intellectual property rights arising out of the performance of this agreement. Our consolidated
affiliated entities agree to pay the entirety of their total income for the services provided by WFOE (net
of costs, expenses, taxes and payments required by the relevant laws and regulations to be reserved or
withheld).

As Zhuhai Maiwen became a shareholder of Hope Education after conversion of the Convertible Loan
and thus a Registered Shareholder, on 22 June 2018, the WFOE, Hope Education and its Registered
Shareholders entered into a second exclusive management consultancy and business cooperation
agreement (the “Second Exclusive Management Consultancy and Business Cooperation Agreement”),
which replaced and superseded the Exclusive Management Consultancy and Business Cooperation
Agreement in its entirety. Save for the date of and parties to the agreement, the terms and conditions of
the Second Exclusive Management Consultancy and Business Cooperation Agreement are substantially
the same as those of the Exclusive Management Consultancy and Business Cooperation Agreement.

Exclusive Call Option Agreement

Under the exclusive call option agreement dated 14 March 2018 entered into among WFOE, Hope
Education and its Registered Shareholders (the “Exclusive Call Option Agreement”), the Registered
Shareholders unconditionally and irrevocably agreed to grant WFOE or its designated third party an
exclusive option to purchase all or part of the equity interests in Hope Education for the minimum
amount of consideration permitted by applicable PRC laws and regulations, under circumstances in
which WFOE or its designated third party is permitted under PRC laws and regulations to own all or part
of the equity interests of Hope Education. Where the purchase price is required by the relevant PRC
laws and regulations to be an amount other than nil consideration, the Registered Shareholders shall
return the amount of purchase price they have received to WFOE or its designated third party. WFOE
has the sole discretion to decide when to exercise the option, and whether to exercise the option in part
or in full.
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As Zhuhai Maiwen became a shareholder of Hope Education after conversion of the Convertible Loan
and thus a Registered Shareholder, on 22 June 2018, the WFOE, Hope Education and its Registered
Shareholders entered into a second exclusive call option agreement (the “Second Exclusive Call Option
Agreement”), which replaced and superseded the Exclusive Call Option Agreement in its entirety. Save
for the date of and parties to the agreement, the terms and conditions of the Second Exclusive Call
Option Agreement are substantially the same as those of the Exclusive Call Option Agreement.

Equity Pledge Agreement

Pursuant to the equity pledge agreement dated 14 March 2018 entered into by and among WFOE,
Hope Education and its Registered Shareholders (the “Equity Pledge Agreement”), the Registered
Shareholders unconditionally and irrevocably offered first priority pledge over all of the equity interests
in Hope Education to WFOE to guarantee (i) performance of the obligations of Hope Education,
its subsidiaries and the Registered Shareholders under the Exclusive Management Consultancy
and Business Cooperation Agreement; and (ii) performance of Hope Education and the Registered
Shareholders’ obligations under the Exclusive Call Option Agreement and the Powers of Attorney (as
defined below). Under the Equity Pledge Agreement, the Registered Shareholders have agreed that,
without the prior written consent of WFOE, they will not transfer or dispose the pledged equity interests
or create or allow any third party to create any encumbrance on the pledged equity interests that would
prejudice WFOE’s interest.

As Zhuhai Maiwen became a shareholder of Hope Education after conversion of the Convertible Loan
and thus a Registered Shareholder, on 22 June 2018, the WFOE, Hope Education and its Registered
Shareholders entered into a second equity pledge agreement (the “Second Equity Pledge Agreement”),
which replaced and superseded the Equity Pledge Agreement in its entirety. Save for the date of
and parties to the agreement, the terms and conditions of the Second Equity Pledge Agreement are
substantially the same as those of the Equity Pledge Agreement.

Powers of Attorney

The Registered Shareholders have executed an irrevocable power of attorney dated 14 March 2018
appointing WFOE, or any person designated by WFOE (excluding non-independent persons who may
give rise to conflicts of interests), as his or her attorney-in-fact to appoint directors and vote on his
or her behalf on all matters of Hope Education requiring shareholders’ approval under its respective
articles of associations and under the relevant PRC laws and regulations. The power of attorney remains
effective until the nullification or termination of the Exclusive Management Consultancy and Business
Cooperation Agreement. As Zhuhai Maiwen became a shareholder of Hope Education after conversion
of the Convertible Loan and thus a Registered Shareholder, on 22 June 2018, each of the Registered
Shareholders has executed an irrevocable power of attorney, which replaced and superseded the
powers of attorney executed by the Registered Shareholders on 14 March 2018 in their entirety. Save
for the date of the powers of attorney, the terms and conditions of the powers of attorney dated 22 June
2018 are substantially the same as those dated 14 March 2018.
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Shareholders’ Undertaking

Sichuan Puhua Agricultural Technology Development Limited (79)1| &3 £ 2RI 5 23R AR A 7)), West
Hope, Wang Degen (T #&18), Chen Yuxin (R & #7), Zhao Guiqin (f#84%), Zhang Qiang (3&5%), Tang
Jianyuan (B {#&JR), Liu Birong (BI127%), Wang Qiang (E£34), Lan Hai (#/8), Zeng Zheng (% 1E), Zhou
Xingbang (JA#1%), Wang Xiaoguo (£ ), Xiao Song (H #2), Mei Shaofeng (1#§433%) gave an undertaking
on 14 March 2018 and Wang Huiwu (E#ER), Fu Wenge (X&), Wang Degen (E£/&1E) gave an
undertaking on 14 March 2018 in favor of our Company and WFOE, to acknowledge and agree the
Registered Shareholders to offer first priority pledge over all of their respective equity interests in Hope
Education to WFOE (the “Shareholders’ Undertaking”). Pursuant to Shareholders’ Undertaking, each of
the promisors does not and will not use their direct or indirect interests in the Registered Shareholders
to make pledge, sale, other third party guarantees, other third party priority rights, or other disposals or
transactions that have equal economic effects to affect the first priority pledge over interests in Hope
Education to WFOE and the stability of the operation of contractual arrangements, nor he/she/it will
directly or indirectly engage in, possess, invest, participate in or operate any businesses or activities
which compete or might compete with Hope Education and its subsidiaries (“Competing Businesses”)
with any information obtained from Hope Education or its subsidiaries, or derive any benefits from any
Competing Businesses.

As Zhuhai Maiwen became a shareholder of Hope Education after conversion of the Convertible Loan
and thus a Registered Shareholder, on 22 June 2018, each of CEL Huiling (also being the general partner
of Zhuhai Maiwen) and Yixing CEL executed an undertaking on 22 June 2018 in favour of our Company
and WFOE to acknowledge and agree the Registered Shareholders (including Zhuhai Maiwen) to offer
first priority pledge over all of their respective equity interests in Hope Education to WFOE (the “Second
Shareholders’ Undertaking”). The Second Shareholders’ Undertaking replaced and superseded the
Shareholders’ Undertaking in its entirety. Save for the date of the undertaking, the terms and conditions
of the Second Shareholders’ Undertaking are substantially the same as those of the Shareholders’
Undertaking.
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Business Activities of Consolidated Affiliated Entities

Consolidated affiliated entities of the Group includes Hope Education and its subsidiaries (i.e. our schools and
our education investment platforms). The principle business of Hope Education and our education investment
platforms is higher education investment. Our schools mainly provide higher education services.

The Importance and Financial Contribution of the Consolidated Affiliated Entities to the Group

Under the contractual arrangements, our Group has obtained control of the consolidated affiliated entities
through WFOE and, at our Company’s sole discretion, can receive substantially all of the economic
interest returns generated by the consolidated affiliated entities. The following table sets forth the financial
contributions of the consolidated affiliated entities to the Group:

The Importance and
Financial Contribution to the Group

Income Net profit Total assets
For the For the
year ended year ended As at

31 December 31 December 31 December
2018 2018 2018

The importance and financial contribution to the Group 100% 161.05% 66.45%

Income and Assets Involved in the Contractual Arrangements

The following table sets forth the (i) income; and (ii) the total assets involved in the consolidated affiliated
entities for the year ended 31 December 2018, which will be consolidated into the Group’s financial
statements in accordance with the contractual arrangements:

Income Assets
RMB million RMB million

Consolidated Affiliated Entities 1,029,523 5,509,353
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Governing Framework

)

Higher education

Pursuant to the Foreign Investment Industries Guidance Catalogue (Amended in 2017) (the “Foreign
Investment Catalogue”), the provision of higher education in the PRC falls within the “restricted”
category. In particular, the Foreign Investment Catalogue explicitly restricts higher education institutions
to Sino-foreign cooperation, which means that foreign investors may only operate higher education
institutions through joint ventures with PRC incorporated entities that are in compliance with the Sino-
Foreign Regulation. In addition, the Foreign Investment Catalogue also provides that the domestic party
shall play a dominant role in the Sino-foreign cooperation, meaning that (a) the principal or other chief
executive officer of schools or education institutions shall be a PRC national; and (b) the representatives
of the domestic party shall account for no less than half of the total members of the board of directors,
the executive council or the joint administration committee of the Sino-foreign cooperative educational
institution (the “Foreign Control Restriction”). On 28 June 2018, the National Development and Reform
Commission of the PRC (1 B B ZX 2 & A2k $ & 8 2) and Ministry of Commence of the PRC (7 Bl i 7% )
jointly promulgated the Foreign Investment Access Special Management Measures (Negative List) (2018
Version) ( {IMNEIREEAERIEEE (B S E) (20189 R)) ) (the “Negative List”), which became
effective on 28 July 2018 and replaced the Foreign Investment Catalogue. Under the Negative List, the
restriction on foreign investments in higher education remain unchanged.

In relation to the interpretation of “Sino-foreign cooperation”, pursuant to the Regulation on Sino-
Foreign Cooperation in Operating Schools (= A R LM EI A SNE 1EHFE14451), promulgated by the State
Council in 2003 and amended on 18 July 2013 (the “Sino-Foreign Regulation”), the foreign investor
in a Sino-foreign joint venture school which provides higher education mainly for PRC students (a
“Sino-Foreign Joint Venture Private School”) must be a foreign educational institution with relevant
qualification and high quality of education (the “Qualification Requirement”). Furthermore, pursuant to
the Implementation Opinions of the MOE on Encouraging and Guiding the Entry of Private Capital in the
Field of Education and Promoting the Healthy Development of Private Education (245 SRR & B F15| &
REESEANHMBEBEHRERNABSRREEMNEIEE R), the foreign portion of the total investment in a
Sino-Foreign Joint Venture Private School should be below 50% (the “Foreign Ownership Restriction”)
and the establishment of these schools is subject to approval of education authorities at the provincial
or national level. All of our schools are 100% held by PRC entities. Our PRC Legal Advisor is of the view
that none of our schools is a Sino-foreign joint venture private school, nor are they subject to the Sino-
Foreign Regulation, including the Foreign Control Restriction.

Our PRC Legal Advisor has advised that as at the date of this annual report, there are no implementing
measures or specific guidance on the Qualification Requirement in accordance with the existing PRC
laws and regulations, and it is currently uncertain as to what specific criteria must be met by a foreign
investor (such as length of experience or form and extent of ownership in the foreign jurisdiction) in order
to demonstrate to the relevant education authority that it meets the Qualification Requirement.
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Plan to comply with the Qualification Requirement

We have adopted a specific plan and have begun to take concrete steps which we reasonably believe
are meaningful endeavors to demonstrate the compliance with the Qualification Requirement. For our
efforts and actions taken to comply with the Qualification Requirement, please refer to “Contractual
Arrangements” in the Prospectus. As at the date of this annual report, we are still awaiting the approval
of The Bureau for Private Postsecondary Education for the establishment of a school in California, and
in the process of searching for appropriate school premises as well as suitable management for the
operation of the new university in California, the United States, with assistance from the U.S. Consultant.
For taking the steps mentioned above, we incurred approximately US$70,000.

Our PRC Legal Advisor is of the view that while Sino-foreign cooperative schools are to be jointly
established by both foreign and domestic educational institutions, it is currently uncertain as to what
specific criteria must be met by a foreign investor (such as length of experience and form and extent of
ownership in the foreign jurisdiction) in order to demonstrate that it meets the Qualification Requirement.
Based on their understanding of the existing general provisions of the Qualification Requirement and the
steps that we have undertaken as mentioned above, our PRC Legal Advisor is of the view that we are
taking all reasonable steps towards fulfilling the Qualification Requirement.

Our PRC Legal Advisor has also advised that if the Foreign Ownership Restriction and the Foreign
Control Restriction are both removed but the Qualification Requirement remains, we will be able to
operate our schools in the PRC directly through Hope California in the event that Hope California gains
sufficient foreign experience to satisfy the current Qualification Requirement and obtains approval from
the relevant education authorities for the establishment of a Sino-Foreign Joint Venture Private School.

We have undertaken to the Hong Kong Stock Exchange that we will:

° under the guidance of our PRC Legal Advisor, continue to keep ourselves updated with regard to
all relevant regulatory developments and guidance relating to the Qualification Requirement; and

° provide periodic updates in our annual and interim reports after the Listing to inform our
Shareholders of our efforts and actions undertaken with the Qualification Requirement.

Foreign Investment Law

For details of the latest development of the Foreign Investment Law, please refer to “-Significant Events
after the Reporting Period-Foreign Investment Law and its Impact on the Group and its Business
Operation”.
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Risks in relation to the Arrangements and Actions Taken to Reduce Risks

Our wholly-owned subsidiary WFOE entered into the contractual arrangements pursuant to which it is entitled
to receive substantially all of the economic benefits from our consolidated affiliated entities. We have been
and are expected to continue to be dependent on our contractual arrangements to operate our education
business. If the contractual arrangements that establish the structure for operating our China business are
found to be in violation of any existing or future PRC laws, rules or regulations or fail to obtain or maintain
any of the required permits or approvals, we may not be able to consolidate the results of operations of our
consolidated affiliated entities. The relevant PRC regulatory authorities, including the MOE, would have broad
discretion in dealing with such violations, including:

° revoking the business and operating licenses of our PRC subsidiaries or consolidated affiliated entities;

° discontinuing or restricting the operations of any related-party transactions among our PRC subsidiaries
or consolidated affiliated entities;

° imposing additional conditions or requirements with which we, our PRC subsidiaries or consolidated
affiliated entities may not be able to comply;

° requiring us to undergo a costly and disruptive restructuring such as forcing us to establish new entities,
re-apply for the necessary licenses or relocate our businesses, staff and assets;

° restricting or prohibiting our use of proceeds from public offering or other financing activities to finance
our business and operations in China; or

° taking other regulatory or enforcement actions, including imposing fines, which could be harmful to our
business.

The imposition of any of these penalties may result in a material and adverse effect on our ability to conduct
our business in China and a loss of our economic benefits in the assets and operations of our consolidated
affiliated entities. In addition, if the imposition of any of these penalties causes us to lose the rights to direct
the activities of the consolidated affiliated entities or our right to receive its economic benefits, we would no
longer be able to consolidate such entity. Such entity contributes substantially all of our consolidated net
revenues.
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Our Group has adopted the following measures to ensure the effective operation of our Group with the
implementation of the contractual arrangements and our compliance with the contractual arrangements:

° major issues arising from the implementation and compliance with the contractual arrangements or any
regulatory enquiries from government authorities will be submitted to our Board, if necessary, for review
and discussion on an occurrence basis;

o our Board will review the overall performance and compliance with the contractual arrangements at least
once a year;

° our Company will disclose the overall performance and compliance with the contractual arrangements in
our annual reports;

° our Directors undertake to provide periodic updates in our annual reports regarding the qualification
requirement as stipulated under “Contractual Arrangements - Background to the Contractual
Arrangements” in the Prospectus and the latest development of the applicable laws and regulations as
disclosed under “Contractual Arrangements - Development in PRC Legislation on Foreign Investment”
in the Prospectus, including the latest relevant regulatory development as well as our plan and progress
in acquiring the relevant experience to meet the qualification requirement; and

° our Company will engage external legal advisors or other professional advisors, if necessary, to assist
the Board to review the implementation of the contractual arrangements, review the legal compliance
of WFOE and our consolidated affiliated entities to deal with specific issues or matters arising from the
contractual arrangements.

In addition, we believe that our Directors are able to perform their roles in our Group independently and we
are capable of managing our business independently after the Listing under the following measures:

° the decision-making mechanism of the Board as set out in the Articles of Association includes provisions
to avoid conflict of interest by providing, amongst other things, that in the event of conflict of interest in
such contract or arrangement which is material, a Director shall declare the nature of his or her interest
at the earliest meeting of the Board at which it is practicable for him or her to do so, and if he or she is
to be regarded as having material interest in any contracts or arrangements, such Director shall abstain
from voting and not be counted in the quorum;

° each of our Directors is aware of his or her fiduciary duties as a Director which requires, among other
things, that he or she acts for the benefits and in the best interests of our Company;

° we have appointed three independent non-executive Directors, comprising half of our Board, to provide
a balance of the number of interested and independent Directors with a view to promoting the interests
of our Company and our Shareholders as a whole; and

° we will disclose in accordance with the requirements under the Listing Rules regarding decisions on
matters reviewed by the Board (including independent non-executive Directors) relating to any business
or interest of each Director and his or her associates that competes or may compete with the business
of our Group and any other conflicts of interest which any such person has or may have with our Group.
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Review the Transactions Carried Out during the Reporting Period in accordance with the Contractual
Arrangements

Our independent non-executive Directors have reviewed the contractual arrangements and confirmed for
the year ended 31 December 2018, that (i) the transactions carried out during such year have been entered
into in accordance with the relevant provisions of the contractual arrangements, (ii) no dividends or other
distributions have been made by our consolidated affiliated entities to the holders of its equity interests which
are not otherwise subsequently assigned or transferred to our Group, and (i) any new contracts entered into,
renewed or reproduced between our Group and the consolidated affiliated entities during the relevant financial
period are fair and reasonable, or advantageous to our Shareholders, so far as our Group is concerned and in
the interests of the Shareholders as a whole.

The Board has reviewed the overall performance and compliance of the contractual arrangements for the year
ended 31 December 2018.

The auditor of the Group has reviewed the transactions carried out under the contractual arrangements in
accordance with Hong Kong Standard on Assurance Engagements 3000 (revised) “Assurance Engagements
Other Than Audits or Reviews of Historical Financial Information” and with reference to Practice Note 740
“Auditor’s Letter on Continuing Connected Transactions under the Hong Kong Listing Rules” issued by the
Hong Kong Institute of Certified Public Accountants, and a letter has been sent to the Directors and a copy
has been sent to the Hong Kong Stock Exchange to confirm that the transactions have been approved by
the Directors and has been entered into in accordance with the relevant contractual arrangements and that
no dividends or other distributions have been made by our consolidated affiliated entities to the holders of its
equity interests which are not otherwise subsequently assigned or transferred to our Group.

The Directors confirmed that the Company has complied with the disclosure requirements of Chapter 14A of
the Listing Rules in respect of the contractual arrangements.

Material Changes

As of the date of this annual report, there is no material change in the circumstances on which the contractual
arrangements and/or the adoption of the contractual arrangements are based.

Unwind the Contractual Arrangements

As of the date of this annual report, no contractual arrangements have been unwound and no circumstances
occurred in which contractual arrangements could not be unwound in the event of cancellation of restrictions
on the adoption of the contractual arrangements. For details, please refer to “Contractual Arrangements —
PRC Laws and Regulations relating to Foreign Ownership in the Higher Education Industry — Circumstances
in which we will unwind the Contractual Arrangements”in the Prospectus. If the regulatory environment in
China changes and all Qualification Requirements are removed or we are able to meet the Qualification
Requirements, and the Foreign Ownership Restriction and the Foreign Control Restriction are removed
(assuming there are no other changes in the relevant PRC laws and regulations), our Company will be allowed
to directly hold 100% of the interests in our schools and our Company will fully unwind the contractual
arrangements and directly hold all equity interest in the schools. Our Company will also acquire rights to
appoint all members to the board of directors of the schools.
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LAND USE RIGHT CERTIFICATES, BUILDING OWNERSHIP CERTIFICATES AND FIRE CONTROL
ASSESSMENT REQUIREMENTS

As of 31 December 2018, 11.49% of the total land used by our schools had not obtained the land use right
certificates and the land transfer fee had not been paid. The lack of land use right certificates is due to the
insufficient quota for the land for educational use as a result of government’s zoning policies. The competent
authorities are completing their internal procedures to modify the zoning policies and to issue the land use right
certificates.

As of 31 December 2018, 55% of the total housing area of our schools had not yet obtained the building
ownership certificates, primarily due to the lack of construction planning permit (&% T 28 2|5 7] #%), construction
commencement permit (5 T & 7] i) and acceptance inspection upon completion (i T §&4), having not passed
fire control assessment and/or environmental protection inspection assessment as required under relevant PRC
laws and regulations. We have implemented extensive and comprehensive measures to rectify the above defects
in our owned buildings and buildings under construction. We are in the process of applying to relevant government
authorities for the relevant outstanding certificates and permits and are closely following up with the government
authorities with respect to our applications.

As of 31 December 2018, we, as the tenant, leased six buildings used for office and education related purposes,
and the relevant lease agreements had not been registered with relevant PRC government authorities.

In addition, as of 31 December 2018, some of our schools did not fully meet the regulatory requirements in terms of
the teaching and administrative building area per student or the site area per student.

As of 31 December 2018, we were not aware of any actual or contemplated actions, claims or investigations by any
government authorities or third parties against us with respect to the defects of the properties mentioned above.
The Directors are of the view that the defects of our owned properties above will not have any significant and
adverse effect on our operations and financial conditions as a whole.

RELATED PARTY TRANSACTIONS

Details of the related party transactions entered into by the Group during the year ended 31 December 2018 are
presented in Note 31 to the consolidated financial statements. The Company confirms that it has complied with the
disclosure requirements under Chapter 14A of the Listing Rules.
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NON-COMPETE UNDERTAKING

Each of West Hope, Sichuan Puhua Agricultural Technology Development Limited (P0)I| % 2 2RI R ER
‘Aal), Chen Yuxin (BRBE#1), Zhao Guiqgin (#/£%), Zhang Qiang (3k38), Wang Degen (L f=48), Tang Jianyuan (&
f#)7), Liu Birong (BIZ %), Wang Qiang (£5%), Lan Hai (5/8), Zeng Zheng (& 1EF), Zhou Xingbang (FEEE), Wang
Xiaoguo (£ Z &), Xiao Song (¥ #2), Mei Shaofeng (1843$%), Wang Huiwu (T#EE) and Fu Wenge (- 3X%), being our
Controlling Shareholders, and their respective close associates undertake to our Company and WFOE as part of
the contractual arrangements that, unless with the prior written consent of WFOE and Hope Education, so long as
he/she/it remains a shareholder of Hope Education, each of the aforementioned Controlling Shareholders and their
respective close associates will not directly or indirectly engage in, possess, invest, participate in or operate any
businesses or activities which compete or might compete with the existing businesses of Hope Education and its
subsidiaries (“Competing Businesses”) for interests of itself or other parties, or engage in Competing Businesses
with any information obtained from Hope Education or its subsidiaries, or derive any benefits from any Competing
Businesses.

As of the date of this annual report, the Controlling Shareholders do not have any other interest in any business that
may, directly or indirectly, compete with the business of Hope Education or its subsidiaries.

For details of the non-compete undertakings, please refer to “Relationship with Controlling Shareholders —
Independence from Controlling Shareholders — Non-compete Undertaking” and “Relationship with Controlling
Shareholders — Corporate Governance Measures” in the Prospectus.

The Company has received confirmations from the Controlling Shareholders confirming their compliance with the
non-compete undertaking during the Reporting Period for disclosure in this annual report.

The independent non-executive Directors have reviewed the compliance with the non-compete undertaking during
the Reporting Period based on the information and confirmation provided by or obtained from the Controlling
Shareholders, and were satisfied that the Controlling Shareholders have duly complied with the non-compete
undertaking.

DIRECTORS’ INTERESTS IN COMPETING BUSINESSES

None of the Directors or any of their respective associates is engaged in any business that competes or may
compete with the business of the Group or has any other conflict of interest with the Group.

REMUNERATION POLICIES AND DIRECTORS’ REMUNERATION

As of 31 December 2018, the Group had approximately 5,357 faculty members. Employee compensation includes
salary, bonus and stock option schemes. The Group provides pre-employment training for new teachers to
help new teachers integrate into the teaching staff faster and better. The remuneration packages of the Group’s
employees are determined by reference to individual qualifications, experience, performance, contribution to the
Group and current market standards. In accordance with PRC laws and regulations, the Group participates in
employee social security schemes managed by local governments for employees, including housing, pensions,
medical insurance, maternity insurance and unemployment insurance.
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The Nomination and Remuneration Committee is responsible for making recommendations to the Board on the
remuneration policies and structure for all Directors and senior management as well as on the establishment of
formal and transparent procedures for developing remuneration policies, taking into account the skills, knowledge
and experience of the Board. None of the Directors shall determine his own remuneration.

The Directors and senior management may also receive options to be granted under the 2018 Pre-IPO Share
Option Scheme. For further details of the 2018 Pre-IPO Share Option Scheme, see “2018 Pre-IPO Share Option
Scheme” on page V-16 of the Prospectus.

Details of the emoluments of the Directors and the five highest paid individuals of the Group are set out in Note 8
and Note 9, respectively, to the consolidated financial statements in this annual report.

None of the Directors has waived any remunerations for the year ended 31 December 2018.

RETIREMENT AND EMPLOYEE BENEFIT PLANS

Details of the Company’s retirement and employee benefit plans are set out in Note 2.3 to the consolidated financial
statements.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Articles of Association, or the applicable laws of the
Cayman Islands where the Company is incorporated, which would oblige the Company to offer new Shares on a
pro-rata basis to existing Shareholders.

PUBLIC FLOAT

Based on the public information available to the Company and to the best knowledge of the Directors, the Company
has been maintained the public float as required by the Listing Rules as of the date of this annual report.

FINANCIAL SUMMARY
A summary of the Group’s results, assets and liabilities for the last four financial years are set out on the section

headed “Financial and Business Summary” of this annual report. This summary does not form part of the audited
consolidated financial statements.

USE OF NET PROCEEDS
The net proceeds from the Listing (after deducting the underwriting fees and related expenses) amounted to

approximately RMB2,704.86 million. As at 31 December 2018, the Group has utilized a total of RMB331.88 million
of the net proceeds in accordance with the allocation set out in the Prospectus.
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The following sets forth a summary of the utilization of the net proceeds:

Amount Amount
utilised (as at  unutilised (as at
31 December 31 December

Net proceeds 2018) 2018)
RMB RMB RMB
Use % of total (million) (million) (million)
Used to acquire higher education schools and
establish new campus for the acquired schools 40% 1,081.94 — 1,081.94
Used to construct new buildings
for education purposes 30% 811.46 . 811.46
Used to repay bank loans and
other borrowings 20% 540.97 275.80 265.17
Used for working capital and
general corporate purposes 10% 270.49 56.08 214.41
Total 100% 2,704.86 331.88 2,372.98

The net proceeds from Listing not utilized by the Company amounts to approximately RMB2,372.98 million for
the year ended 31 December 2018. For the unutillzed net proceeds for the year ended 31 December 2018, the
Company intends to use them in the same manner and proportions as described in the Prospectus. The completion
time of the use of the net proceeds will be determined based on the future business development of the Company.

TAX CONCESSION AND EXEMPTION

The Company is not aware of any tax concession and exemption granted to Shareholders by virtue of their holding
of securities in the Company.

PROFESSIONAL TAX ADVICE RECOMMENDED

If the Shareholders are unsure about the taxation implications of purchasing, holdings, disposing of, dealing in, or
the exercise of any rights in relation to the Shares, they are advised to consult an expert.

DIRECTORS’ PERMITTED INDEMNITY PROVISION

According to the Memorandum and Articles of Association of the Company, each Director, auditor or other senior
management of the Company shall be entitled to be indemnified out of the assets of the Company against all losses
or legal liabilities incurred or suffered by him as the Director, auditor or other senior management of the Company
in defending any proceedings, whether civil or criminal, in which judgment is given in his favor or in which he is
discharged. During the year ended 31 December 2018, the Company has maintained appropriate liability insurance
for directors and the management of the Group.
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SIGNIFICANT EVENTS AFTER THE REPORTING PERIOD

Guizhou College

For details of the Group’s proposed acquisition of 100% interests in Chengdu Maysunshine Education Management
Co., Ltd, please refer to “Management Discussion and Analysis - New Schools under Planning - Guizhou College”
of this annual report.

The Foreign Investment Law and its Impact on the Group and its Business Operations

On 15 March 2019, the National People’s Congress promulgated the Foreign Investment Law (9ME#2E %) (the
“FIL”), which will take effect on 1 January 2020. The FIL will replace the existing laws regulating foreign investment
in PRC, namely, the Sino-foreign Equity Joint Venture Enterprise Law, the Sino-foreign Cooperative Joint Venture
Enterprise Law and the Wholly Foreign-invested Enterprise Law. The FIL embodies an expected regulatory trend
in PRC to rationalize its foreign investment regulatory regime in line with prevailing international practice and the
legislative efforts to unify the corporate legal requirements for both foreign and domestic investments.

The FIL does not explicitly stipulate the contractual arrangements as a form of foreign investment. The FIL does not
mention concepts including “de facto control” and “controlling through contractual arrangements” nor did it specify
the regulation on controlling through contractual arrangements. Furthermore, the FIL does not specifically stipulate
rules on the Relevant Businesses. Instead, the FIL stipulates that “foreign investors invest in PRC through any
other methods under laws, administrative regulations, or provisions prescribed by the State Council”. Therefore, as
advised by the PRC legal Advisor, the contractual arrangements of the Group will not be affected under the FIL.

Nevertheless, there are possibilities that the implementing rules of the FIL (if any), future laws, administrative
regulations or provisions of the State Council may stipulate contractual arrangements as a way of foreign
investment, and then whether the contractual arrangements of the Group will be recognized as foreign investment,
whether the contractual arrangements of the Group will be deemed to be in violation of the foreign investment
access requirements and how the contractual arrangements of the Group will be handled are uncertain.

In addition, the FIL does not specify what actions shall be taken with respect to the existing companies with a VIE
structure, whether or not these companies are controlled by PRC entities and/or citizens.

AUDITOR

At the forthcoming AGM, a resolution will be proposed to re-appoint Ernst & Young as the independent auditor of
the Company.

By order of the Board

Hope Education Group Co., Ltd.
Chairman

Xu Changjun

Hong Kong, 22 March 2019
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CORPORATE GOVERNANCE PRACTICES

The Company is committed to maintaining high standards of corporate governance to safeguard the interests of
Shareholders and to enhance corporate value and accountability. The Board has adopted the principles and the
code provisions of the Corporate Governance Code (the “CG Code”) contained in Appendix 14 to the Listing Rules
to ensure that the Company’s business activities and decision making processes are regulated in a proper and
prudent manner.

The Board confirmed that the Company has complied with all code provisions as set out in the Corporate
Governance Code from the date of the Listing to the date of this annual report.

THE BOARD

The names of the directors and the members of the committee established by the Board are as follows:

Executive Directors

Mr. Xu Changjun (% & {&) (Chairman, member of the Strategy and Development Committee)

Mr. Wang Huiwu (Z#8E) (Chief Executive Officer, chairman of the Strategy and Development Committee,
member of the Nomination and Remuneration Committee)

Mr. Li Tao (/%) (member of the Strategy and Development Committee)

Non-executive Directors

Mr. Wang Degen (E{£18) (member of the Strategy and Development Committee)

Mr. Lu Zhichao (&= £ #8) (member of the Strategy and Development Committee, member of the Audit Committee)
Mr. Tang Jianyuan (E{2)5) (member of the Audit Committee)

Independent non-executive Directors
Mr. Zhang Jin (55#) (chairman of the Audit Committee)
Mr. Chen Yunhua (fRZ %) (chairman of the Nomination and Remuneration Committee
member of the Audit Committee)
Dr. Gao Hao (/) (member of the Audit Committee, member of the Nomination and Remuneration Committee)

All of the Directors are knowledgeable and have extensive experience in the business of the Group. The biographies
of directors are set out in the section headed “Directors and Senior Management” in this annual report. As far
as the Company is aware, there are no relationships among the members of the Board. The Company reviews
the composition of the Board from time to time, to ensure that the Board has a balance of skills and experience
appropriate to the Company’s business, and the Board has a strong independent element to safeguard the interests
of Shareholders.
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DELEGATION BY THE BOARD

The Board reserves its decision for all major matters of the Company, including: approval and monitoring of all
policy matters, overall strategies and budgets, internal control and risk management systems, material transactions
(in particular those that may involve conflict of interests), financial information, appointment of Directors and other
significant financial and operational matters. Directors have recourse to seek independent professional advice
in performing their duties at the Company’s expense and are encouraged to access and to consult with the
Company’s senior management independently.

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

The Group regularly reviews the duties and powers delegated in the above manner to ensure that the duties and
powers are still appropriate. The Board has also established an Audit Committee, a Nomination and Remuneration
Committee and a Strategy and Development Committee to perform various duties delegated by the Board. Further
details of these committees are set out below.

CORPORATE GOVERNANCE FUNCTIONS

The Board will also be responsible for the corporate governance functions of the Company, which include
developing the policies and practices on corporate governance and comply with laws and regulations; monitoring
the training and continuous professional development of Directors and senior management; developing the code
of conduct and compliance manual applicable to directors and employees; and reviewing the compliance with the
CG Code and review the disclosure in the Corporate Governance Report. The Board will continue to assess and
commit to continuous development and improvement of the Group’s corporate governance practices.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Since the date of the Listing and up to the date of this annual report, Mr. Xu Changjun served as the chairman of the
Board and Mr. Wang Huiwu served as the chief executive officer. The chairman is responsible for the management
of the Board, and the chief executive officer of the Company leads the day-to-day management of the Group’s
business. There is a clear and effective division of responsibilities between the chairman and the chief executive
officer to ensure a balance of power and authority.
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APPOINTMENT AND RE-ELECTION OF DIRECTORS

The Articles of Association has established the procedures and processes for the appointment, re-election and
removal of directors.

According to the Articles of Association, at each AGM of the Company, one-third of the directors shall retire by
rotation and each director shall retire at least once every three years. The term of the newly appointed directors of
the Board shall last until the next AGM of the Company and will then be eligible for re-election at the meeting.

Non-executive directors are appointed for a term of three years. All Directors are subject to retirement and re-
election at the AGM at least every three years in accordance with the Articles of Association.

Pursuant to the Articles of Association, Mr. Li Tao, Mr. Tong Jianyuan and Mr. Lu Zhichao shall retire by rotation
and, being eligible, have offered themselves for re-election at the AGM.

INDEPENDENCE OF INDEPENDENT NON-EXECUTIVE DIRECTORS

The roles of the independent non-executive Directors are to provide independent and objective advices to the
Board and to provide sufficient constraints and balance to the Group, in order to safeguard the interests of the
Shareholders and the Group as a whole. Independent non-executive directors actively participate in the Board and
board committees, providing independent, constructive and informed advice.

The Company has received an annual written confirmation of independence pursuant to rule 3.13 of the Listing
Rules from each of the independent non-executive Directors, and the Company believes that all independent non-
executive Directors have met the independence criteria set out in Rule 3.13 of the Listing Rules.

BOARD DIVERSITY POLICY

The Company has adopted a board diversity policy to ensure that the Company will consider membership diversity
in all aspects when determining the composition of the Board. The Company has established the following
measurable objectives: the screening of candidates will be based on a number of aspects, including, among other
things, age, culture and educational background, ethnicity, professional experience, skills and knowledge. However,
the appointment of the Board will ultimately be determined on the basis of the value and contribution to the Board.
The Nomination and Remuneration Committee oversees the implementation of the board diversity policy and will
review the policy periodically to make any necessary updates.

In reviewing the structure, size, composition and diversity of the Board, the Nomination and Remuneration
Committee has taken into account the measurable objectives as set out in the board diversity policy. The
Nomination and Remuneration Committee is of the view that the diversity level of the Board is appropriate in terms
of knowledge, experience and skills of the Directors. However, the Nomination and Remuneration Committee will
continue to observe the Board Diversity Policy and consider potential candidates against the objective criteria set
out in the board diversity policy in order to achieve increasing diversity at the Board level.

DIRECTORS’ AND SENIOR MANAGEMENT’S INSURANCE

As at the date of this annual report, the Company has made appropriate insurance arrangements for potential legal
proceedings against its Directors and senior management.
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BOARD MEETINGS

According to the code provisions of the Corporate Governance Code, the board meetings shall be held at least four
times a year, approximately every quarter, and at least 14-day notices shall be given for regular board meetings.
The Board meets from time to time to discuss the Group’s overall strategy, operations and financial performance.
Directors may attend board meetings in person or through electronic communication.

The notices and agenda of the board meetings and the relevant documents were sent to the directors in time before
the meeting.

Minutes of the board meetings and committee meetings are/will be recorded in sufficient detail about the matters
considered by the Board and the committees and the decisions reached, including any concerns raised by the
Directors. Draft minutes of each board meeting and committee meeting are/will be sent to the Directors for
comments within a reasonable time after the date on which the meeting is held.

During the year ended 31 December 2018, 4 board meetings and 4 general meetings were held and the attendance
of each Director at these meetings is set out in the table below:

Number of Number of
board meetings  general meetings

attended/held attended/held
Directors
Executive Directors
Mr. Xu Changjun 777 4/4
Mr. Wang Huiwu 7/7 4/4
Mr. Li Tao 7/7 4/4
Non-executive Directors
Mr. Tang Jianyuan 7/7 4/4
Mr. Lu Zhichao 7/7 4/4
Mr. Wang Degen 777 4/4
Independent non-executive Directors
Mr. Zhang Jin (appointed on 14 July 2018) 2/2 2/2
Mr. Chen Yunhua (appointed on 14 July 2018) 2/2 2/2
Dr. Gao Hao (appointed on 14 July 2018) 2/2 2/2
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BOARD COMMITTEES

The Board has established three board committees (namely the Audit Committee, the Nomination and
Remuneration Committee and the Strategy and Development Committee), to oversee the Company’s affairs in all
aspects. All board committees have established clear written terms of reference and report to the Board on their
decisions or recommendations.

The board committees are provided with sufficient resources to perform their duties and may seek independent
professional advices where appropriate when receiving reasonable requests. The relevant costs shall be borne by
the Company.

AUDIT COMMITTEE

The Audit Committee was established on 14 July 2018 and consists of five members (namely Mr. Zhang Jin,
Mr. Tang Jianyuan, Mr. Lu Zhichao, Mr. Chen Yunhua and Dr. Gao Hao), among them, Mr. Zhang Jin, Mr. Chen
Yunhua and Dr. Gao Hao are independent non-executive Directors, and Mr. Tang Jianyuan and Mr. Lu Zhichao are
non-executive Directors. Mr. Zhang Jin serves as the chairman of the Audit Committee, who has the appropriate
professional qualifications and accounting and related financial management expertise as required by Rule 3.10(2)
of the Listing Rules.

The primary duties of the Audit Committee are as follows:
1.  Relationship with the Company’s auditors

(@) to be primarily responsible for making recommendation to the Board on the appointment, reappointment
and removal of the external auditor, and to approve the remuneration and terms of engagement of the
external auditor, and any questions of its resignation or dismissal;

(b) to review and monitor the external auditor’s independence and objectivity and the effectiveness of
the audit process in accordance with applicable standards. The Audit Committee shall review and
discuss with the auditor the nature and scope of the audit and reporting obligations before the audit
commences;

(c) to develop and implement policy on engaging an external auditor to supply non audit services. For this
purpose, “external auditor” includes any entity that is under common control, ownership or management
with the audit firm or any entity that a reasonable and informed third party knowing all relevant
information would reasonably conclude to be part of the audit firm nationally or internationally. The
Audit Committee shall report and make recommendations to the Board on any matters where action or
improvement is needed;
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2. Review of the Company’s financial information

(d)

to monitor integrity of the Company’s financial statements and annual report and accounts, half-year
report and, if prepared for publication, quarterly reports, and to review significant financial reporting
judgments contained in these statements and reports. In reviewing these statements and reports before
submission to the Board, the Audit Committee shall focus particularly on:

(i) any changes in accounting policies and practices;

(i) major judgmental areas;

(i)  significant adjustments resulting from audit;

(iv)  the going concern assumptions and any qualifications;
(v)  compliance with accounting standards; and

(v compliance with the Listing Rules and legal requirements in relation to financial reporting;

Oversight of the Company’s financial reporting system, risk management and internal control

systems

©

to review the Company’s financial controls, and unless expressly addressed by a separate risk
committee under the Board, or by the Board itself, to review the Company’s risk management and
internal control systems;

to discuss the risk management and internal control systems with management to ensure that
management has performed its duty to have effective systems. This discussion shall include adequacy
of resources, staff qualifications and experience, training programmes and the relevant budget of the
Company’s accounting and financial reporting function;

to consider major investigation results on risk management and internal control matters as delegated by
the Board or on its own initiative and management’s response to these results;

reviewing the Company’s internal audit function, to ensure co-ordination between the internal and
external auditors, and to ensure that the internal audit function is adequately resourced and has
appropriate standing within the Company, and to review and monitor its effectiveness;

to review the Group’s financial and accounting policies and practices;
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()  to review the external auditor’s management letter, any material queries raised by the auditor to
management about accounting records, financial accounts or systems of control and management’s
response;

(k)  to ensure that the Board will provide a timely response to the issues raised in the external auditor’s
management letter;

()  toreport to the Board on the matters set out in this Terms of Reference; and
(m) to consider other topics, as defined by the Board.

The unaudited financial results of the Group for the six months ended 30 June 2018 and the audited financial results
for the year ended 31 December 2018 have been reviewed by the Audit Committee, and the Audit Committee
considers that the relevant financial statements have been prepared in accordance with applicable accounting
standards and requirements and have been fully disclosed. The Audit Committee has also reviewed the accounting
principles and practices adopted by the Group and the selection and appointment of external auditors. In addition,
the Audit Committee has reviewed the Group’s internal controls and has monitored the Group’s risk management
and internal control systems.

During the year ended 31 December 2018, 2 meetings of the Audit Committee was held and the attendance of each
director at the meeting is set out in the table below:

Number of

Audit Committee

meetings

Members attended/held

Non-executive Directors

Mr. Tang Jianyuan 2/2

Mr. Lu Zhichao 2/2
Independent non-executive Directors

Mr. Zhang Jin 2/2

Mr. Chen Yunhua 2/2

Dr. Gao Hao 2/2
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NOMINATION AND REMUNERATION COMMITTEE

The Nomination and Remuneration Committee was established on 14 July 2018 and consists of three members
(namely Mr. Chen Yunhua, Mr. Wang Huiwu and Dr. Gao Hao), among them, Mr. Chen Yunhua and Dr. Gao Hao are
independent non-executive Directors, and Mr. Wang Huiwu is an executive Director. Mr. Chen Yunhua serves as the
chairman of the Nomination and Remuneration Committee. The primary duties of the Nomination and Remuneration
Committee include, to make recommendations to the Board on the remuneration packages of individual executive
Directors and senior management; to review the structure, size and composition (including the skills, knowledge
and experience) of the Board regularly and making recommendations on any proposed changes to the Board to
complement the Company’s corporate strategy; to identify individuals suitably qualified to become Directors and
selecting or making recommendations to the Board on the selection of individuals nominated for directorships; to
assess the independence of independent non-executive Directors; to evaluate the balance of skills, knowledge and
experience on the Board before appointments are made by the Board, and, in the light of this evaluation, preparing
a description of the roles and capabilities required for a particular appointment; to make recommendations to the
Board on the Company’s policy and structure for all Directors’ and senior management’s remuneration and on
establishing a formal and transparent procedure for developing remuneration policy; to review and approve senior
management’s remuneration proposals with reference to the Board’s corporate goals and objectives; to review and
approve the compensation payable to executive Directors and senior management for any loss or termination of
office or appointment; to review the performance of duties by the Directors and senior management and to conduct
annual performance appraisal; and to carry out other matters authorized by the Board.

The composition and written terms of reference of the Nomination and Remuneration Committee are in compliance
with the provisions of the Corporate Governance Code. No meetings of the Nomination and Remuneration
Committee were held during the year ended 31 December 2018.

DIRECTOR NOMINATION POLICY

Procedure for Nomination of Directors

1. When there is a vacancy on the Board, the Nomination and Remuneration Committee evaluates the balance
of skills, knowledge, experience and characteristics of the Board, and identifies any special requirements for
the vacancy (e.g. independence status in the case of an independent non-executive Director).

2. Prepare a description of the role and capabilities required for the particular vacancy.

3. Identify a list of candidates through personal contacts/recommendations by Board members, senior
management, business partners or investors.

4.  Arrange interview(s) with each candidate for the Nomination and Remuneration Committee to evaluate
whether he or she meets the criteria adopted by the Nomination and Remuneration Committee for nomination
of directors. One or more members of the Nomination and Remuneration Committee will attend the interview.
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5.  Conduct verification on information provided by the candidate.

6. Convene a Nomination and Remuneration Committee meeting to discuss and vote on which candidate(s) to
nominate to the Board.

7. Make recommendations to the Board on the candidate(s) for directorship.

8.  Convene a Board meeting to discuss and vote on which candidate(s) to appoint to the Board.

The Nomination and Remuneration Committee will refer to the following criteria when assessing candidates:
1. Reputation.

2.  Achievements and experience in the education industry, especially in the private high education sector.
3.  Time available.

4. Diversification of the Board, including but not limited to gender, age (18 years or above), cultural and
educational background, ethnicity, professional experience, skills, knowledge and service tenure.

During the year ended 31 December 2018, the Company has appointed Mr. Zhang Jin, Mr. Chen Yunhua and
Dr. Gao Hao as independent non-executive Directors in accordance with the above nomination procedures and

reference criterias.

STRATEGY AND DEVELOPMENT COMMITTEE

The Strategy and Development Committee was established on 14 July 2018 and consists of five members (namely
Mr. Wang Huiwu, Mr. Xu Changjun, Mr. Li Tao, Mr. Lu Zhichao and Mr. Wang Degen), among them, Mr. Wang
Huiwu, Mr. Xu Changjun and Mr. Li Tao are executive directors, and Mr. Lu Zhichao and Mr. Wang Degen are
non-executive directors. Mr. Wang Huiwu serves as the chairman of the Strategy and Development Committee.
The primary duties of the Strategy and Development Committee include, but are not limited to, to review and
make recommendations to the Board on our business objectives and strategic development plans; to evaluate
factors which may affect our strategic development plans and their implementation, such as domestic and foreign
economic and financial conditions, market and industry development trends and the relevant national policies on
education institutions, and to make recommendations to the Board on adjustment to our strategic development
plans in a timely manner; to supervise and inspect the implementation of annual and interim operation plans; to
evaluate our corporate governance and making recommendations to the Board; and other matters required by laws,
administrative regulations, departmental rules and authorized by the Board.
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During the year ended 31 December 2018, 1 meeting of the Strategy and Development Committee was held and
the attendance of each director at the meeting is set out in the table below:

Number of
Strategy and
Development
Committee
meetings
attended/held
Members
Executive Directors
Mr. Wang Huiwu 11
Mr. Xu Changjun 11
Mr. Li Tao 11
Non-executive Directors
Mr. Wang Degen 11
Mr. Lu Zhichao 11

The Strategy and Development Committee reviewed the business objectives and development strategy plans of
the Company; and, based on the domestic and international economic and financial situation, market and industry
trends and national policies related to educational institutions, assessed the factors that may affect the Company’s
development strategy plans and its implementation.

REMUNERATION OF DIRECTORS AND SENIOR MANAGEMENT

There are formal and transparent policy supports for the compensation of Directors. Directors are fairly paid and
their compensation is commensurate with their experience, responsibilities, workload and performance as well as
the Group’s performance. No Director is involved in deciding his/her own compensation. Although the Company
maintains a competitive remuneration level to attract and retain directors and operate the Company successfully,
it strictly enforces the Directors’ compensation policy and budgets carefully, and does not pay the Directors more
than necessary.

Details of the remuneration paid or payable to the Directors for the year ended 31 December 2018 are set out in
Note 8 to the consolidated financial statements.

The remuneration paid or payable to the members of the senior management for the year ended 31 December
2018, the biography of which are included in the section headed “Directors and Senior Management” of this annual

report, are in the following ranges:

Number of
Remuneration band(s) (RMB) individual

500,000 to 1,000,000
1,000,000 to 2,000,000
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MODEL CODE FOR SECURITIES TRANSACTIONS

On 14 July 2018, the Company adopted the Model Code as the Group’s code of conduct governing the dealings in
the securities by the directors and relevant employees. Upon specific enquiry, all directors confirmed that they have
complied with the required standards as set out in the Model Code during the period from the date of the Listing
and up to 31 December 2018.

CONTINUOUS TRAINING AND PROFESSIONAL DEVELOPMENT

The Company periodically organises training courses for the Directors, senior management and staff, to develop
and refresh their knowledge in areas related to their daily duties and the Group’s business growth in a changing
economic environment. For the year ended 31 December 2018, the Company’s external legal advisor has provided
training courses to all Directors in a wide range of topics, including the duties and responsibilities of the directors
under the Listing Rules, the laws applicable to the Company, the Company’s continuing compliance obligations,
the disclosure requirements of price-sensitive information and directors’ reporting responsibility under the Listing
Rules and the Securities and Futures Ordinance, and the discloseable and connected transactions of listed
companies. The Company also organised training courses with internal consultants with expertise in internal control
and risk management as well as environmental, social and governance reporting. The executive Directors, senior
management, financial department personnel and relevant personnel from operation and management departments
participated in these training courses.

DIRECTORS’ ACKNOWLEDGEMENT

The Board is responsible for presenting a balanced, clear and understandable assessment of the annual and interim
reports, price sensitive announcements and other disclosures required under the Listing Rules and other regulatory
requirements. The management has provided such explanation and information to the Board as necessary to
enable the Board to make an informed assessment of the financial information and position of the Group put
forward to the Board for approval.

The Directors have acknowledged their responsibilities for preparing the financial statements of the Company for
the year ended 31 December 2018. The management provides the Board with the necessary explanations and
information so that the Board can make an informed assessment and approve the financial and other information
submitted to it. The Company provides monthly to the Board the latest information on the Company’s performance,
status and prospects.

The Directors are not aware of any material uncertainties relating to events or circumstances that may be of serious
doubt about the Company’s ability to continue as a going concern.

A statement by the Company’s auditor on its reporting responsibilities to the Company’s financial statements is set
out in page 121 to page 126 of the Independent Auditor’s Report in this annual report.
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AUDITORS’ REMUNERATION

For the year ended 31 December 2018, the professional fees paid or payable by the Group to the relevant auditor
for the audit and non-audit services provided by the auditor of the Company, Ernst & Young, were as follows:

RMB’000
Audit services 4,827
Non-audit service 116

JOINT COMPANY SECRETARIES

Ms. Leung Wing Han Sharon and Mr. Huang Zhongcai are joint company secretaries of the Company, whose
biographies are set out in the section headed “Directors and Senior Management” of this annual report. Mr. Huang
is a full-time employee of the Company and reports corporate governance matters to the chairman and chief
executive officer of the Company.

Ms. Leung and Mr. Huang have received no less than 15 hours of training on corporate governance and other
aspects during the year ended 31 December 2018. The main contact person of Ms. Leung Wing Han Sharon in the
Company is Mr. Huang Zhongcai, one of the joint company secretaries of the Company.

RISK MANAGEMENT AND INTERNAL CONTROLS

The risk management and internal control systems are designed to manage rather than eliminate the risk of failure
to achieve business objectives, and can only provide reasonable and not absolute assurance against material
misstatement or loss. The Board acknowledges its responsibility for maintaining a sound and effective risk
management and internal control system and reviewing their effectiveness. The Group’s internal control system is
designed to safeguard assets against misappropriation and unauthorized disposition and to manage operational
risks. Review of the Group’s internal controls covering major financial, operational and compliance controls, as
well as risk management functions. The controls built into the risk management system are intended to manage
significant risks in the Group’s business.

The Board is primarily in charge of managing the overall risks of our Group. Significant business decision that
involves material risk exposures, such as expansion of the school network into new geographic areas and to enter
into cooperative business relationships with third parties to establish new schools, are subject to assessment and
approval of the Board.

The Audit Committee is delegated with the responsibility to review the financial controls, risk management and
internal control systems of the Group, to consider any major investigation findings on risk management and
internal control matters and the response of the management to such findings. The Audit Committee also reviews
the external independent auditor’'s management letter, any material query raised by the auditor about accounting
records, financial accounts or systems of control and management’s response. The Audit Committee reports to the
Board on the matters considered by the Audit Committee and its recommendations to the Board.
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The Company also has an internal audit function which primarily carries out the analysis and independent appraisal
of the adequacy and effectiveness of the risk management and internal control systems of the Group and reports
their findings to the Audit Committee and the Board. During the Reporting Period, the Company’s internal audit
department provided independent assurance as to the adequacy and effectiveness of the Company’s risk
management and internal control systems.

The Group’s internal control system includes a well-established organizational structure with clearly defined lines
of responsibility and authority. Each of our schools is managed on a day-to-day basis by its president, who is
assisted by several vice presidents responsible for one or more specific aspects of our schools’ operations. The
board of directors of each of our respective schools is responsible for the overall management and decisions on
matters that are significant to each of our schools. The board of directors, president and vice presidents of our
schools are required to manage the operation of the schools within the scope of the delegated authority and to
implement and strictly adhere to the strategies and policies set by the Company from time to time. They are also
required to keep the executive Directors informed of the material development and to report on the implementation
of the policies and strategies set by the Company on a regular basis. Each of our school has also designated the
relevant personnel who will be responsible for monitoring the ongoing compliance with the relevant PRC laws and
regulations that govern the business operations and overseeing the implementation of any necessary measures.

Each of our schools has appointed counsellors to serve as a bridge between students and colleges. Counsellors
are students’ primary contact for questions and concerns they may encounter in their school life, they provide
support and guidance to the students and educate the various rules formulated by our schools. Counsellors also
regularly inspect the student dormitories to ensure orderly, safe, clean and healthy living conditions for our students
and help students with social and behavioural issues. Our schools have also implemented complaint channels and
established a task force comprising of principal and head of school departments with a view to understanding,
responding and resolving complaints from students.

The Group has formulated internal control system manuals on corporate governance, operations, management,
legal matters, finance and auditing setting out the internal approval and review procedures pursuant to which our
employees are mandated to comply with. The Group has also established a set of policies and procedures for
property purchase and leasing arrangement and maintains insurance coverage which is in line with customary
practice in the PRC education industry, including school liability insurance.

The Company is committed to build up an effective internal control and risk management systems. The Company
has appointed Guotai Junan Capital Limited as the compliance adviser upon the Listing to advise on the on-going
compliance with the Listing Rules. Additional personnel with professional experience and qualifications will be
hired where necessary to support the expansion of our business operation. The Company will also engage external
professional advisers to provide professional advice and guidance to our Group and to provide internal trainings to
ensure our Directors and employees are kept up-to-date on any legal and regulatory developments.

The Group regulates the handling and dissemination of inside information according to the “Guidelines on
Disclosure of Inside Information” published by the Securities and Future Commission in June 2012 to ensure
inside information remains confidential until the disclosure of such information is appropriately approved, and the
dissemination of such information is efficiently and consistently made. The Company regularly reminds the Directors
and employees about due compliance with all policies regarding the inside information.
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As disclosed in the paragraph headed “Internal Control and Risk Management” in the “Business” section of the
Prospectus, the Company engaged an independent internal control consultant (the “Internal Control Consultant”)
to conduct an assessment of our internal control system in September 2017. In response to the findings and
recommendations of the Internal Control Consultant, the Company performed remedial actions prior to the Listing.

For the year ended 31 December 2018, the Board have conducted a review on the effectiveness of the risk
management and internal control systems of the Group and considered the systems to be effective. Such review
covered aspects including financial, operational and compliance controls and risk management functions. The
Board will conduct a review on the effectiveness of the internal control and risk management systems of the Group
in this year at least once in each financial year. The Board will also continually evaluate the adequacy of resources,
staff qualifications and experience, training programmes and budget of the Company’s accounting, internal audit
and financial reporting functions.

COMMUNICATION WITH SHAREHOLDERS

The Company believes that effective communication with Shareholders is essential to enhance investor relations
and investors’ understanding of the Group’s business performance and strategy. The Group also recognizes
the transparency of its corporate information and the importance of timely disclosure of such information, which
enables Shareholders and investors to make the best investment decisions.

The Company’s website (www.hopeedu.com) plays as a communication platform with Shareholders and investors.
The information and the latest developments of the Company’s business development and operations and other
information are available on this website for public inspection.

To facilitate communication between the Company and the investment community, the Company regularly conducts
briefings and meetings with institutional investors and analysts as well as media interviews and roadshows, to
provide the latest and comprehensive information of the Company.

SHAREHOLDERS’ GENERAL MEETINGS

For the year ended 31 December 2018, the Company has held four general meetings. The Company will hold its
first AGM on 28 May 2019. A notice of the Company’s AGM to be held and a circular containing further details of
the matters to be considered at the meeting, together with this annual report, will be sent to the Shareholders. The
Company encourages Shareholders to attend the AGM and conduct face-to-face meetings with the Directors.
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SHAREHOLDERS’ RIGHTS

Nominate a Person for Election as a Director

In accordance with Article 16.4 of the Articles of Association, no person shall, except recommended by the Board
for election, be eligible for election to the office of director at any general meeting, unless notice in writing of the
intention to nominate that person for election as a Director and notice in writing by that person of his/her willingness
to be elected have been sent to the Company Secretary. The period for lodgment of such notices will commence
no earlier than the day after the despatch of the notice of the general meeting appointed for such election and end
no later than 7 days prior to the date of such general meeting, and the minimum length of the period during which
such notices to the Company may be given will be at least seven days.

Shareholders who wish to nominate a candidate (the “Candidate”) for election as a director at a general meeting
shall submit a written notice (the “Notice”) to the Hong Kong office of the Company. The Notice shall: (i) contain
the biographical details of the Candidate as required under Rule 13.51(2) of the Listing Rules; and (i) be signed by
the relevant Shareholders and by the Candidate, indicating his/her willingness to stand for election and consent to
publish his/her individual information.

The period for lodgment of such notices will commence from the day after the despatch of the notice of the
general meeting and end no later than seven (7) days prior to the date of such general meeting. In order to give
Shareholders sufficient time to consider the proposal on the candidate for election as a director, Shareholders who
wish to make such proposal shall submit the notice as soon as practicable.

CONVENE AN EXTRAORDINARY GENERAL MEETING

Pursuant to Article 12.3 of the Articles of Association, any one or more Shareholders holding at the date of the
deposit of the requisition not less than one-tenth of the paid-up capital of the Company carrying the right of voting
at general meetings of the Company, shall at all times have the right, by written requisition sent to the Hong Kong
office of the Company, to require an extraordinary general meeting to be called by the Board for the transaction
of any business specified in such requisition. If, within 21 days from the date of the deposit of the requisition, the
Board fails to proceed to convene such meeting, the requisitionists themselves may convene a meeting in the same
manner, provided that any meeting so convened shall not be held after the expiration of three months from the date
of deposit of the requisition, and all reasonable expenses incurred by the requisitionists as a result of the failure of
the Board to convene the meeting shall be reimbursed by the Company to the requisitionists.
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SUBMIT A PROPOSAL AT GENERAL MEETINGS

Shareholders who wish to submit a proposal may request the Company to convene a general meeting in
accordance with the procedure set out in the preceding paragraph, to consider the matters specified in the request.

SEND ENQUIRIES TO THE BOARD

Shareholders may send any of comments or enquiries by e-mails (ir@hopeedu.com) to the Board or by post to the
Hong Kong office of the Company.

AMENDMENTS TO CONSTITUTIONAL DOCUMENTS

The Company adopted the revised and restated Memorandum and Articles of Association of the Company on 14
July 2018, with effect from the Listing Date. The Company has made no changes to the Company’s Memorandum
and Articles of Association since its Listing. The latest version of the Company’s Memorandum and Articles of
Association are available on the Company’s website and HKEXnews.
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ABOUT THIS REPORT

Summary

This is the first Environmental, Social and Governance Report published by the Group. Based on the principles
of objectivity, normativity, transparence and comprehensiveness, the report provides a detailed disclosure of the
Group’s practice and performance in areas such as environment, society and governance responsibility in 2018.

Basis of preparation

This report is prepared in accordance with Environmental, Social and Governance Reporting Guide ( (323%. &k
E AR E1E51) ) set out in Appendix 27 of the Listing Rules of the Hong Kong Stock Exchange.

Scope of reporting

This report covers the Group and its affiliated undergraduate, junior college and technician colleges. The materials
published and statistically reported in the Report are from 1 January 2018 to 31 December 2018, which are in line
with the fiscal year covered by the Group’s Annual Report.

Data sources and reliability guarantee

Sources of data used in the Report include the relevant internal statistical statements, administrative documents
and reports of the Group. Our Board and senior management team have approved this Report and guaranteed that
the Report is free of any false information, misrepresentation or major omissions.

Contact information

If you have any questions or feedback on this Report, please feel free to contact us by:
Email: ir@hopeedu.com
Official Website: www.hopeedu.com
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RESPONSIBILITY MANAGEMENT

Responsibility Philosophy

As a nationally renowned private higher education group, the Group is committed to provide students with quality
education and professional training. The Group always adheres to the integration of sustainable development
into its core educational philosophy of “gratefulness, optimism, rigor and responsibility”, and sets about from all-
around efforts such as school running, teaching, management and publicity to achieve a teaching service quality

that satisfies “student care”, “class teaching”, “teaching and learning style”, “logistics service” and “employment”,
thereby realizing the vision of “building the top brand of private higher education in China”. Meanwhile, to
efficiently advance its environmental, social and governance works, the Group continuously improves its enterprise
management framework, fully implements sustainable development initiatives and widely disseminates the concept

of sustainable development.

Responsibility Structure

Establishing a complete environmental, social and governance (ESG) management framework is an important
step for the Group to implement ESG management practice, by which it can put the objectives of sustainable
development into daily practice. The ESG management framework of the Group consists of decision-making
layer, executive layer and implementation layer. The decision-making layer represents members of the board of
directors and is responsible for major decisions on ESG-related matters; the executive layer represents the ESG
group established by the board of directors, and is responsible for the delivery of resolutions made by the decision-
making layer and the report of work process and feedback from the implementation layer; the implementation
layer is comprised of principals from each department and school, who are the practitioners of ESG works and are
responsible to implement decisions made by the decision-making layer into daily practice.
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Stakeholder Communication

The Group adheres to actively communicate with stakeholders to understand their demands and expectation.
It is committed to safeguard the interest of stakeholders through improving the communication mechanism
with stakeholders by establishing multiple channels. The stakeholders of the Group mainly include: investors/
shareholders, teachers/employees, students parents, government and regulatory institutes, suppliers/partners and

community public, etc.

Table of The Group Stakeholder Communication Methods

Stakeholders

Investors/shareholders

Teachers/employees

Students/parents

Government and regulatory

institutes

Suppliers/partners

Community public
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Focus areas and demands

Stable investment returns
Compliance operation and management

Sustainable development and risk control

Strengthen teachers’ professional skills
Improve employee benefits
Safeguard occupational health and safety

Promotion and development

Improve the teaching/working environment

Teaching quality

Campus life and social practice

School safety and physical and mental
health guarantee

Employment rate

Observe state laws and regulations

Legal and compliance operation
and management
Legitimately tax

Fair competition and dealing

Dealing with integrity

Mutual benefit and long-term cooperation
Product quality assurance

Community fusion
Public welfare projects
Community return

2018 ANNUAL REPORT

Communication methods

General meeting

Announcement, news release and
periodic report

Investor relations roadshow

Teacher/employee training

Internal teacher/employee evaluation

Internal exchange forum

We Chat/Email direct communication
channel arranged by management

Theme class meeting or lecture

Student satisfaction survey

We Chat/Email direct communication
channel arranged by management

Irregular inspection

Government communication

Periodic report

Supplier site visit
Supplier review
Supplier exchange meeting

Community activity

Public welfare activities
Thanksgiving season activities
Telephone hotline
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Materiality Issue Management

In order to understand the ESG issues which the stakeholders concerned in a more professional and objective
perspective, we have conducted the identification and significance evaluation on the Group’s ESG issues during
the preparation period of this Report. We selected 27 important issues in respect of ESG with reference to
Environmental, Social and Governance Reporting Guide ( (3235, & REAREE3]) ) of the Hong Kong Stock
Exchange, laws and regulations in education industry, the important topics in education industry identified by
industry peers and the business scope of the Group.

For the sake of fully understanding the stakeholders’ attention level to the abovementioned issues, we conducted a
materiality assessment survey by way of anonymous questionnaire and received 658 valid questionnaire replies in
total. The valid questionnaires cover stakeholders such as the Group management, teachers/employees, investors/
shareholders, students/parents, government and regulatory institutes, suppliers/partners and community public.
After comprehensive consideration of the self-operation and demands from stakeholders, we sorted each issue in
two dimensions, namely “Importance to corporation” and “Importance to stakeholders”, to form the ESG materiality
matrix and lists. The final report on stakeholders’ participation process and evaluation of issue importance has been
submitted to the management for review, and has obtained recognition and approval.

Materality Analysis matrix on ESG Topics

ﬁModerately important topics Highly important topics

sJap|oyayels 0} aouepoduw|

so1do} Juepodwi Mo

Importance to corporation
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Table of The Group’s ESG Important Issues List

Highly important issues Teaching Quality
Strengthen teachers’ professional skills

Enrich teaching sources

A W N =

Professional skill training adapts to market demand

Moderately important issues Student safety and physical and mental health guarantee

5

6 Employee remuneration and benefits

7 Protect employee interest

8 Develop and innovate teaching and research systems
9 Student employment rate

10 Risk management and internal control system construction
11 Teaching courses, models and tools

12 Innovative teaching model

13 Whereabouts of graduates

14 Protect privacy of students and parents

15 Handle complaints from students and parents

16 Employee training and education

17 Green campus and green office

18 Compliance operations and anti-corruption

19 Pay attention to environmental treatment of sewage and waste
20 Student campus life and social practice

21 Educational universality

22 Improve supplier management system

23 Cultural protection and promotion

24 Improve energy efficiency

25 Popularize environmental concepts

Low important issues 26 Control greenhouse gas emissions
27 Reduce water consumption
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GOVERNANCE RESPONSIBILITY

Compliance Operation

The Group has a sophisticated centralized management model, which integrates expert management with self-
management. To strengthen its regulated operational governance, the Group constructs a sound organizational
structure, clarifies the positions and responsibilities of functional departments and coordinates the sharing of
management and resources among schools. The senior management closely monitors the compliance with law and
regulation related to business operation of the Company and schools and supervises the implementation of any
necessary measures, ensuring that the Group strictly adheres to ethics and integrity and operates under related law
and regulation on a sustainable development basis.

Anti-corruption

“Dedication and love, courtesy and honesty, integrity” is the standard for building a good teaching morality. Faculty
and teachers of the Group abide by the relevant provisions in the Company Law of the PRC ( {F#FE ARFEFIEH A
AIE) ), the Anti-laundering Law of the PRC ( (/R #E AR XME R %EE%) ), the Anti-unfair Competition Law of the
PRC ( (FREARAMBE R TIEEHFA) ) and other relevant laws and regulations as well as industry norms and
standards, and also formulate the Employee Handbook ( { & T3f}) ) to resist corrupt conducts, such as bribery,
extortion, fraud and money laundering, set up integrity bottom line on all fronts and create an earnest working
environment in the Company, thus safeguarding the healthy development of the Group.

The Group requires all faculty and employees to strictly stick to the integrity bottom line, and receive training and
warning on related laws and regulation. We have organized teaching morality training for school teachers aiming
at continuously improving the teachers’ legal awareness and the awareness of legal teaching. In 2018, the Group
held a lecture themed by Prevention and Popularization of Employee Duty Crimes-better Life Coming From Legal
Restraint ( (B THIILIETE LT R— X EMA R T B ALEEELT) ) to create a great atmosphere of abiding
by learning about implementing laws through comprehensive law education programs.

Meanwhile, in adherence to the principle of “openness, fairness and impartiality to every supplier”, the Group
has entered into Integrity Agreement ( {BRZ %) ) with suppliers, pursuant to which, the Group are subject to
public supervision of suppliers and opposed to commercial bribery. The agreement clearly stipulates the working
discipline for purchasing personnel, and proposes that relevant purchasing personnel should not attend the feast
held by suppliers, accept gifts, money and other bribes, or they would be dismissed immediately and subject to
fines depending on the severity. In 2018, the Group did not have any corrupt conduct, such as bribery, extortion,
fraud and money laundering that results in any significant lawsuit.
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Intellectual Property Protection

The Group strictly abides by the Intellectual Property Law of the PRC ( (% AR EFMBERMBERE) ), the
Trademark Law of the PRC ( {®Z A R HEAEIRGIZ/L) ) and the Advertisement Law of the PRC ( {F#E AR
MEE L) ) and completely eradicates false promotion. In 2018, the Group further strengthened the brand
maintenance and construction, strictly regulated the intellectual property rights, including patents, copyright and
trademark, and protected the brand and goodwill image through various means, such as dynamic monitoring,
investigation, complaint and advise and litigation. Meanwhile, the Group uses authorized textbooks and relevant
reference books during the procurement process to fully respect others’ intellectual property rights and try our best
to protect the legal rights and interests of others from infringement.

Privacy Protection for Students and Parents

The Group strictly complies with the Consumer Protection Act of the PRC ( { P A R L MEE B & 5 RE
7&) ) and formulates the School Roll and Academic Credentials Administrative Measures ( { 22 FFE IR
J&) ), stipulating that it is not allowed to provide relevant data on school roll without the consent of the person
in charge of the academic affairs, except necessary work requirements of relevant posts. Meanwhile, we enter
into Confidentiality Agreement ( {/RZ %) ) with the staff involved in student privacy and information security,
requiring them to comply with confidentiality clause, to prevent student personal data leakage and to protect the
privacy and interests of students and parents from infringement. In 2018, the Group did not have any complaint or
significant case on the leakage of personal data of students and parents.

EDUCATIONAL RESPONSIBILITY

Quality Education

New Educational Philosophy

Upholding the banner of “education is the foundation for coming generations”, the Group takes “realizing the
growth and success of students” as its essential function and original aspiration. The Group strives to provide
comprehensive education solutions to students who are about to step into the society through various channels
such as teaching quality enhancement, teaching model innovation, education resources diversification, and future-
oriented education model development.

Focusing on the education industry, the Group comes up with several educational concepts such as “student-

” o« ” o«

centered and employment-oriented school”, “teacher-centered and quality-oriented education”, “student and
teacher-centered and service-oriented management” and “cultivation-centered and highlights-oriented promotion”,
covering fields including teaching, service, employment, education, and other fields closely bound up with talent
cultivation. By putting forward abovementioned educational concepts, the Group injects energy and vitality into the

education industry, offering education solutions that integrate quality education, service and cultivation.
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Education Quality Improvement

The Group takes teaching work as its central work. We establish a Teaching Management Committee comprised
of education experts to attain high quality education by improving teachers’ ability, strengthening specialty
construction, and innovating cultivation model. For teachers, the Group holds various activities and competitions
to improve their teaching skills, experiment teaching skills and professional skills for the sake of cultivating talents
proficient; for specialty construction, the Group promulgates the Specialty Construction Administrative Measures
((BelERREEPHE) ) and the Quality Course Construction Administrative Measures ( {{&T R i2iE R B IRt
%) ) to reinforce the support for featured and specialized curriculum, strengthen curriculum construction, reform
teaching methods and improve teaching capability.

At the same time, the Group takes teaching supervision and assessment as an important link of closed-loop
management for teaching quality improvement. In order to regulating teaching management, supervising and
feedback, the Group formulated the Management Measures for School Business Work Assessment ( (BT T
TEE#ZEIEYPDL) ), and established a company-wide school supervision team in 2018 to evaluate teaching level,
quality and methods. The supervision team participates in the teaching procedure quality inspection, evaluates
teaching practice timely and comprehensively, monitors education quality and proposes reasonable suggestion for
improvement.

Enrich Educational Resources

Cross-border cooperation among schools and enterprises has become a major trend in the education industry
development. The Group fully integrates its own educational resources with related industry resources to promote
establishment of the “industry and education integration” platform, and takes it as an important action for
universities to deepen the cross-border cooperation between schools and enterprises, expand students’ practical
resources, broaden students’ employment channels, and strengthen students’ innovative practice capabilities.

In 2018, the schools under the Group actively strengthened application-oriented skills education, maintained good
school-enterprise collaboration with JD.com, Haier, Samsung, Gree and other internationally renowned enterprises,
to further improve students’ employability.
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Southwest Jiaotong University Hope College has maintained good school-enterprise cooperation with dozens
of enterprises, including Chengdu Eighth Construction Engineering Co., Ltd., Sichuan Guojian Investment Co.,
Ltd., Chongqging Municipal Research Institution of Design, Chengdu Railway Transit Co., Ltd., China Railway
Engineering Equipment Group Co., Ltd. Sichuan Vocational College of Culture & Communication has entered
into agreements with five enterprises (such as Best Express Co., Ltd., Shanghai Haichang Ocean Park and Derun
Hengtong Industrial Co., Ltd.), pursuant to which, the college has formulated school-enterprise talent cultivation
plan and teaching procedures in accounting information management, e-commerce, marketing, hotel management
and tourism management fields and has introduced enterprise project training into professional curriculum system
and training system to cultivate innovative talents through industry-education integration. Ziyang Automobile
Vocational College has worked closely with Faw-Volkswagen Automobile Co., Ltd., BYD Auto Co., Ltd. and other
enterprises, Sichuan TOP IT Vocational Institute has established good cooperative relations with ITO YoKaDo Co.,
Ltd. and China Unicom. At the same time, Sichuan Tianyi College, Suning.com Group Co. Ltd. and Shanghai Baoye
Installation Operation Co., Ltd. also carry out school-enterprise cooperation to improve the integration degree of
talent cultivation and social demands and meet the demands of the state and society for scarce talents in emerging
profession.
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Students’ Potential Stimulation

The Group aims to build a complete quality and disciplinary systems to stimulate the student personality
development, and to cultivate awareness of innovation and team spirit. In 2018, the Group continued to hold
technology competitions and skill competitions, initiating patent application activities with voluntary participation
and teacher guidance, undergraduate innovation and entrepreneurship projects, and other activities such as
undergraduate and junior college education, higher vocational education and group cultural and recreational
competitions. In 2018, under the leadership of instructors, students from the schools under the Group actively
participated in various competitions on national, provincial and municipal levels, and won several national awards
on areas including business, information technology, translation, mathematical modeling and logistics simulation
design.
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Picture of The Group’s patrticipation in a variety of competitions and a number of important awards obtained
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Students’ Satisfaction

The level of satisfaction of teachers and students in school management is an important criterion for assessing
the school management and service level. The Group advocates the management mode of starting from the issue,
with the principal of “multi-line parallel, timely communication, complementary information, and efficiency first”,
the Group establishes a comprehensive and effective mechanism for issue handling, and opens up channels for
students and parents to express opinions. Students and parents can report issues through Weibo, WeChat, BBS
of the school and direct contact with the Director. The Group classifies and distributes the issues to relevant
institutions for handling, identifies responsible leaders and sets a deadline for rectification. In the meantime, the
Group tracks the whole process, makes coordination between companies and departments, and reviews the actual
handling of issues, so as to allow the real feedback from students and parents to be learned about quickly and
conveniently, thus guiding the improvement direction for the Group. In 2018, the feedback rate of advisory was
100%, and there were no major complaints throughout the year of the Group.

Administrative Logistic Support

The Group considers students and teachers’ health and safety as a top priority. To create a safe, healthy, civilized
and harmonious school atmosphere, the Group formulates the Logistics Management Measures ( (1% £)& 12§}
%) ), which stipulates strict management systems and rules on fields including facility safety, fire safety, food
hygiene, vehicle safety and medical health. The Group strengthens emergency prevention and intervention in higher
education institutions to reduce various types of security incidents risks.
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Food Safety Guarantee

According to national laws and regulations including the Food Safety Law of the PRC ( {FE#= AR XANBE R BE
235K) ), the Guidelines for Canteen Safety of Higher Education Institutions ( (& B2 ZER R ¥ L 2 TIFIER) )
issued by Ministry of Education and the Regulation on Hygiene Administration of School Canteens and Collective
Dining of Students ( (iR ENEBLEERBERAETIEMET) ), and regulatory requirements of local government
departments, the Group formulates strict food safety system, requiring all institutions to put the printed documents
of the Guidelines and Measures on Food Safety Management ( { R % Z EIRAERELHEE) ) on the wall and show
canteen licenses, raw materials and their source as well as other information to the public for supervision. The
Group supervises school canteen during the whole process to ensure food safety. Supervision stages includes
procurement and storage of raw materials, staff management, food sample retention and tableware disinfection.

° Raw material procurement: The Group controls the source of food, and sets up a comprehensive
management system for procurement of raw materials in the canteen. For example, packaged foods is
required to provide a food hygiene license, food inspection certificate or test sheet; meats and poultries
must have a vaccination certificate. The responsible personnel conducts spot check and supervision on raw
materials, environment, processing, packaging and marketing of all foods in each school on a weekly basis,
and creates a file for record;

° Raw material storage: The canteen warehouse is managed by the designated personnel and is locked during
prescribed periods. Rules on classified placement and registration on storage is strictly implemented, “Three
non” foods and rotten food or raw materials are prohibited. The warehouse must be clean to minimize the
impact of storage environment on food hygiene;

° Staff management: The Group and its all schools shall check the pre-employment health certificate of all
staffs, and regularly organizes health checkups for relevant staffs, to ensure that the canteen staffs meet the
industry standard;

o Sample management: The canteen keeps samples of foods of each meal in a special refrigerator for 48

A opn ==

hours, and assigns personnel to record on the Registration Form for Food Samples ( ( EmBEA EIF R ER

=) ).

In the meantime, each school establishes Student Food Service Autonomous Management Committee. Student
representatives supervise the matters such as food safety, food collocation and canteen environment, collects and
reports opinions from students every week, so as to improve canteen management.
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In addition, the Group regulates business scope and items of campus supermarket, strictly requires that required
procedures and documents are completed (business license, tax registration certificate, food circulation permit and
health certificate), and severely penalizes food safety issues which violates school regulations.

In 2018, in order to guarantee the health of all teachers and students in the college, Sichuan Tianyi College
introduced “See Through Kitchens” program, and adopted the college’s pioneering 4D management method
(regional color, type identification, risk management, post responsibility). Sichuan Tianyi College was awarded
with “Standardized College Canteen in Sichuan Province” after assessment and inspection by Expert Group from
Sichuan provincial Department of Education Standardized College’s Student Canteen.

Picture of Standardized Canteen at Sichuan Tianyi College
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Campus Security Guarantee

The Group attaches great importance to campus security management, and requires each college to establish
a security leading group. The Group makes great efforts in fostering a sense of full participation to regulate
employees’ behavior and to prevent and reduce the occurrence of safety accidents, establishes corresponding
safety management systems, formulates standards on fire management and medical health.

In respect of fire safety, according to the national laws and regulations including the Fire Protection Law of the PRC
((FREARKFBIERA) ), the Group formulates the College Fire Management System( (5t EERHIE) )
and the Fire Control Room Management System ( CEFFIEHIZEIEH|E) ), and arranges the security personnel
to check the fire prevention conditions under the third-level inspection requirements every day, to ensure that fire
equipment are put in place; The Group makes special inspections on fire safety and equipment safety at key places
such as dormitory, teaching building and training building. In addition, the Group formulates the Fire Extinguishing
and Emergency Evacuation Plan ( (BN FIEZFIETEZ) ) and conducts drills regularly, to improve the ability of
teachers and students to prevent fire and their fire emergency escape ability.

In respect of medical treatment and health care, each college sets up an infirmary stationed by full-time doctors,
and according to national laws and regulations, such as the Emergency Regulations for Public Health Emergencies
( (=B A HFAEMEZIEN]) ) issued by the State Council, it formulates the College Public Health Emergency
Contingency Plan ( {2z N HEEBHEZTER) ), the College Infectious Disease Prevention and Control Plan
( (EBRIEH A4 HI{ELRRTEZE) ), the College Food Poisoning Emergency Contingency Plan ( (b & FH S E 2
T822) ) and specifies regular drills for sudden iliness suffered by teachers and students at school to eliminate the
hidden risk of breakout of infectious diseases.

In order to strengthen teachers’ and students’ safety awareness, each college organizes education and trainings
on healthcare and fire safety for teachers and students through propaganda showcase, radio and theme class
meeting. Every semester, the Group invites local fire department to hold fire drilling and give knowledge lectures on
fire fighting. The Group also regularly holds health education seminars and workshops to promote health, hygiene
and disease prevention. With these efforts, the Group is committed to strengthen students’ health awareness and
self-care ability. In addition, the Group advocates scientific and healthy living habit through providing demonstration
and guidance for teachers and students on site. In addition, the Group constantly pays attention to various adverse
factors that jeopardize students’ physical and mental health, such as campus loan, school bully, network safety,
AIDS and drugs, and joins hands with the relevant regulatory authority to clear up and purify the environment of
campus through campus bulletin and themed lectures.

Student Employment

Student employment is the “last mile” of school education. The Group formulates the Administrative Measures
for Employment ( {GLEEIEH#HE) ) to standardize the employment guidance for students and integrate student
employment and student entrepreneurship. On one hand, the Group puts emphasis on enhancing students’
professional proficiency and professional quality. On the other hand, with employment service and employment
guidance as points of penetration, the Group provides employment consultation and guidance services for students
through opening employment guidance optional courses and employment guidance lectures, actively explores
employment channels through the cooperation with enterprises and universities, and establishes employment
platform to vigorously improve graduate employability.
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In 2018, by adhering to the concept of “providing support and help for student career development”, Southwest
Jiaotong University Hope College formed a sound working system and mechanism. By adhering to “full
employment, full employment guidance, the system of job shadowing, expansion of job market, employment
service information, personalization of employment targets and professionalism of employment guidance team”,
Sichuan TOP IT Vocational Institute created an employment management mode with process control and total
involvement. Sichuan Tianyi College combined common employment with innovation and entrepreneurship
activities, invited excellent alumni to share their employment and entrepreneurship experience, sought employment
positions from other schools, organized and held various activities such as double selection events for graduates
and enterprise recruitment fair, to create more employment opportunities for graduates through platform building
and system development.

Picture of Double Selection Events for Graduates (B2¥£4 82 E)

SOCIAL RESPONSIBILITY

Staff Development

Protection of Staff’s Interests

High quality faculty is the core competitiveness of the Group. The Group has, in strict compliance with the Labor
Law of the PRC ( {FZEARKEMBE L &%) ), the Labor Contract Law of the PRC ( (R #E AR LFBLEERE) ),
the Provisions on the Prohibition of Using Child Labor ( {(ZIFFERZETIRE) ), the Special Provisions on Labor
Protection of Female Employees ( {28 T 2 EVRERRIFRE ) ) and the Regulation on Work Injury Insurance ( { T
151R21%M1) ) and other national laws, formulated the Administrative Measures on Labor Contracts and Social
Insurance ( {4 E)& BT SRBEIEHEL) ) to safeguard the legitimate interests of staff, restrain any form of

discrimination, and strive to create a harmonious, fair and aspiring working environment.
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In order to regulate the talent recruitment mechanism for selecting suitable high-quality talents, the Group has
formulated the Administrative Measures on Employee Recruitment ( 8 THREEEE#H1)%) ), which sets out the
recruitment principles of “strict control, proper reserve, competency-position fit and merit-based enrollment,
open recruitment and internal priority”, to strictly prohibit the employment of child labor, examine the documents
and information of employees during interviews and directly weed out those whose qualification or certificates
are identified fake. Meanwhile, the Group has established the Attendance Management System ( (& ZhEIEH|
[£) ) to regulate the working hours of faculty and prevent forced labor activities. The Administrative Measures
on Remuneration ( {ZBEEH%) ) has been put in place to establish a scientific and reasonable remuneration
system that conforms to the development of the Company.

During the Reporting Period, the total number of employees in the group was 5,357, and there was no case
prejudicial to the interests of employees.

Staff Composition By Category Staff Composition By Gender
Administra
tive and‘
Support
Person
748 P Male Staff

1 2,312
Person
43%
Te
Staff Composition By Age Staff Composition By Region
Mainland
Aged 50 China and
or above
724 Person Shanxi
14% ‘ Province
446
Person
8%
Guizhou
Province
581
Person
11%
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Unimpeded Development Channels

The Group ensures impartial and equal promotion opportunities for each staff. It has worked out the Administrative
Measures on Performance Incentives and Assessment of School Operations ( (PR F#5 TVESBNE 2 EIBITE) ),
regulating staff assessment and incentive mechanism, so as to promote their enthusiasm.

The Group highly values the cultivation of teaching teams and the strengthening of faculty, and keeps abreast
of the reform of the professional and technical titles evaluation system of colleges and universities, encouraging
teachers to actively apply for various titles. Meanwhile, the Group has formulated the Measures for Implementation
of Professional and Technical titles Evaluation ( { EZE K MTBTETEEHEINE) ) to carry out a comprehensive
assessment on ideology and politics, academic qualification, computer application, teaching and scientific research
level of the applicants, thus ensuring the fairness and justice of evaluation. The Group has developed channels for
teachers whom are personally outstanding with excellent contribution, and promoted professional titles by breaking
conventions, providing a better development platform for teachers who meet the requirements.

In April 2018, the Group launched the title assessment in colleges and universities in Sichuan by establishing a joint
professional and technical titles assessment committee covering five colleges and various subject review panels.
At the end of December, the Group had completed the assessment on medium-grade or senior professional titles
in five colleges within the Group in Sichuan through joint efforts of these schools and the Education Management
Committee. A total of 253 application materials were received, where 182 staffs passed the mid-grade assessment,
27 passed the sub-senior assessment and 2 passed the senior assessment. As a result, teacher’s qualification
structure of the Group has been effectively improved.
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Enhancement of Teacher’s Ability

The Group attaches much importance to the development of teacher’s ability. To enhance the overall quality
and teaching standard of teachers, the Group has formulated the Guidance on Strengthening the Building of
Teaching Team of Higher Education Institutions within the Group ( (BB INSEHE T = EbTRATE B HERIEE S
) ") according to the Teachers Law of the PRC ( R #E AR ILFIEIZENE) ), the Regulation on Training Work for
Teachers of Higher Education Institutions ( (=% 22 EN155I| T{ERIE) ) and other relevant laws and regulations.
In accordance with the requirements of local educational regulatory authorities at all levels, and based on their
own realities, the colleges have laid down the Implementing Measures on Standardized Training Program ( {338
BN TIENE XY ), the Training System of Teacher Posts ( (BT AIEHIHIE) ) etc., which standardized
management in many aspects, such as teachers’ moral education, pre-job training, in-service training, on-the-job
practice, academic exchange, tutor guidance and teaching. In order to improve the quality of teachers, the Group
selected teachers to participate in special study and training programs organized by 13 colleges and universities
including Beijing Institute of Technology and Sichuan Normal University in 2018, programs including “Leading
Capacity Research Programs for Professional Leaders” and “Visit and Learning Programs for Outstanding Young
Teachers”, etc. During the Reporting Period, the Group’s staff training coverage was 100%, with an average training
duration of 27.3 hours.

The Group held regular professional analysis and communication activities among its colleges, promoting excellence
in teaching through reviews in the purpose of assisting teachers to work out teaching planning, understand teaching
proposals and grasp the meaning of teaching by virtue of experts’ professional analysis. In addition, the Group
organized competitions on experimental and practicing teaching skills for teachers, competitions on professional
skills for teachers, so as to improve teaching and sharing experiences during competitions. Teachers were
encouraged to lead students in participating in students’ technology and skills competitions, thus realizing aspects
that can improve in both teaching and learning.

In 2018, the teachers from the Group’s colleges participated in nearly 100 competitions of all levels. A paper written
by teachers of Sichuan Tianyi College, Thoughts on Industry-teaching Integration for Art Design Major based on
Five Connections ( {FER [RE%HE ] HEMBFTESEEHREGREE) ), obtained the “First Prize of Outstanding
Scientific Research Results in Education Class” awarded by Chinese Academy of Education, and the teachers from
Sichuan Vocational College of Culture Media were granted international awards in the Chunchuan International
Vocal Competition, as well as other dozens of national prizes in the fields of artwork, animation game design and
graphic design.
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Administr
ative
personnel
748
Person
14%

Training by gender Training by category

Average Training Hours

Administrative personnel | 419

Teachers I 249

Female I 269

Male I 278
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Care for Staff

Attracting and retaining talents, providing adequate care to staff, and creating a good working environment for
them, are the foundation and pre-condition for the Group’s stable development. The Group provides staff with
good welfare benefits, including the payment of pension, medical, maternity and unemployment insurances and
housing funds, and maintains supplemental medical insurance and commercial insurance. In addition, the Group
also provides staff with birthday allowance, consolation money benefiting closed family members, physical check
for significant abnormalities and reimbursement. The Group provides housing estates or apartments leased near
campus sites to faculty to solve the problem of overlong commuting time, thus enhancing staff’s satisfaction.

In order to improve the cohesion and sense of belonging of the teacher team, the Group’s colleges have organized

various sports and entertainment events irregularly, such as fun sports, mountain-climbing and outings, visit of old
revolutionary areas, social gathering and etc., to enrich staff’s leisure life.
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Picture of Team Building for Staff of the Group
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Harmonious Communities

Provision of Volunteer Support

While seeking for self-development, the Group persists in exploring the advantages of the education industry and
its vocational colleges to serve the community, thus proactively fulfilling corporate social responsibility. In 2018, the
Group invested an aggregate of RMB867,000.0 in charitable projects, with 12,808 volunteers including students
expending a total of 620,184 hours.

- Skills support: Sichuan Hope Automotive Technician College has organized “One to One’ Skills Support”
training classes for Zoigé county, Aba Tibetan and Qiang Autonomous Prefecture, benefiting 34 filed poverty-
stricken workers. The training classes offered vehicle repair professional courses and vocational quality
courses for a total of over 2,400 hours. To ensure the effectiveness of training and support, the Technician
College has selected the best teachers for training courses, bearing the living costs of all trainees, and
organized them to relevant enterprises for pre-employment training and job placement, with the employment
rate reaching over 95%. This skills support has realized the goal of “train one person, employ one person and
alleviate poverty of one household” effectively, and lifted more local impoverished labor forces out of poverty
through skills training.
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Knowledge communication: 44 college students from Southwest Jiaotong University Hope College have
formed a poverty alleviation volunteer service team, going to four support teaching points in Sichuan
disadvantageous areas, and bringing to children with knowledge. The Hope College has also donated over
1,000 books and 2 computers for Shangluokema Township, Luhuo County, Ganzi Prefecture, helping rural
families to expand their field of vision.

Health inspection: 18 students from Shanxi Medical University Jinci College have carried out five-day
health inspection activities in Fanshi County, Xinzhou City. Those students proactively took part in the work
of the health center of Shahe Town, Fanshi County, not only helped the health center to improve its health

examination, but also participated in the targeted poverty alleviation and family doctors’“double contracting”
poverty-relieved program by accompanying doctors of the health center to households of villagers, which

guaranteed the health of villagers with such inspection.

Action of Support Teaching Volunteering
Volunteers from Team from Health Check
Guizhou Vocational Southwest Jiaotong
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Picture of Volunteer Help Activities Conducted by the Group
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Promoting of Cultural Integration

“Gratitude” is the core of the Group’s corporate culture. “Grateful Season” is the Group’s annual traditional activity
to encourage gratefulness from the hearts of teachers and students with charitable acts all along. In 2018, nine
colleges under the Group launched a variety of activities themed “gratefulness”, including lectures, micro video
creation, micro-film screenplay competition, as well as art, calligraphy, article soliciting, photography, recitation
and singing competitions. Nearly 100 thousands of individuals were involved in those series of activities totaling
several hundreds. In addition, Business College of Guizhou University of Finance and Economics, jointly with
immigrant community of Mingtian new village, Huishui County, carried out “Jointly Realising Chinese Dream” series
activities. Southwest Jiaotong University Hope College and Wufengsxi community jointly established practice bases
for grateful education, to further strengthen volunteer service’s function of educating people through practice.
The Group organized university students to step into communities to personal growth by community service and
contribution. The activities allow the volunteer spirit of “dedication, fraternity, mutual help and progress” comes into
vogue.
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Picture of 2018 Opening and Closing Ceremony of the Group’s Fourth Grateful Season
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Picture of Media Reporting on 2018 Fourth Grateful Season Activities of the Group
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Supply Chain Management

The Group’s major suppliers include goods, service, engineering and other enterprises. To ensure student safety
and health at each link, the Group has formulated the Management Rule of Procurement Department ( {ZFIEERE 2
#I/Z) ) to regulate and to improve the procurement operation mechanism for procurement efficiency enhancement
and capital utilization effectiveness.

To strengthen the monitoring and management of suppliers, the Group has worked out the Supplier Management
System ( ({LEREIRHIE) ), establishing supplier database to implement unified management of commodity
suppliers and supplier access system. At the same time, the Group assesses all qualified suppliers on a quarterly
basis from four dimensions (product quality, price, delivery time and after-sales service), and divides suppliers into
four levels of A-D. If a supplier is rated as A, the Group would give priority to its procurement. If a supplier being
rated as D, the Group would directly eliminate it on supplier blacklist, and would not be accepted applications from
blacklist within one year.

For engineering suppliers, the Group carefully reviews their qualification and project experience, then specifies
the requirements for environmental protection, construction safety and labor protection for projects. The Group
supervises the whole process during the construction of projects, and accepts the projects upon completion with
feedbacks.

During the Reporting Period, the Group had 203 suppliers in total.

The Group’s Suppliers Distribution

Others (Mainland
China) 1
1%

IR

Shanxi Province 25
12%
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ENVIRONMENTAL RESPONSIBILITY

Environmental Management

The Group strictly complies with the Environmental Protection Law of the PRC ( { F % AR L FMBIRIBREL) ), the
Environmental Impact Assessment Law of the PRC ( {/#E AR EMBURIZFLFIEX) ), the Energy Conservation
Law of the PRC ( {fF % A R R 4I8E)7%) ) and other national and local environmental regulations, by means
of promoting and advocating the concept of environmental protection actively, not only imparting the knowledge
of environmental protection in the course of education, but also incorporating the environmental concept and
disseminating environmental awareness in teaching activities. By carrying out environmental protection seminars
and environmental protection activities, the Group encourages initiatives within the entire organization, to join
environmental protection activities, so as to build a green campus and perform its environmental protection
responsibilities.

The education service industry where the Group operates is primarily involved with the following environmental
impact: energy consumption, water resource consumption, office resource consumption, campus life wastes
and three wastes (exhaust gas, wastewater and solid waste) discharge from canteen operation, without any
use of packaging materials for products. The domestic sewage generated during daily operation is discharged
through municipal sewage pipe networks to urban sewage plants for treatment, which has limited impact on the
environment and natural resources, and there is no issue in sourcing suitable water.

Energy Saving

During the operations, the Group encourages all faculty to save energy and to reduce consumption in daily office
work and travel for environmental protection purpose. In 2018, the Group set up energy consumption management
targets and followed up the monthly energy consumption analysis table for refined management.
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Each of the Group’s colleges has implemented a daily energy registration system to monitor daily electricity
and water consumption level and to rectify any abnormal situations once identified in a timely manner. We have
changed office vehicles and school buses to electric vehicles, and strictly control the conditions and frequencies
of the new energy vehicles. Decorative lights and garden lamps are switched off on the campus, except for special
needs. The switch of street lights is adjusted timely according to the weather forecast on the day, utilizing to the
maximum extent natural light, and half of the street lights are required to be switched off after 10:00 p.m. Lighting
switches in public areas are changed to sound-control switches; and water-saving faucets are installed, etc. On one
hand, the Group sets up a strict supervision and inspection system to make public departments which have taken
inadequate measures to save resources, or individuals who have caused serious wasting of water and power. On
the other hand, the Group standardized the Equipment Maintenance and Management System ( (GRIBHIEEIES
[£) ) and, in the principle of “timely processing to reduce consumption”, repair water and electricity facilities once
any emission, dripping or leakage of the same identified. Furthermore, the Group actively promoted online repair
system at each of its colleges to achieve more timely and efficient maintenance.

Picture of Electric Automobiles
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In the management of fixed assets, the Group has formulated the Management Measures on Fixed Assets ( {[ET &
EEEPHE) ) in the principle of “rational allocation and enhanced utilization”, which sets out provisions for the full
cycle, from material application, transfer of new assets, continuous management of assets, checking of inventory,
maintenance of assets to disposal of scrapped assets, in order to prevent waste of assets caused by improper
management, as well as environmental pollution caused by random disposal of wastes. Meanwhile, the Group has
put in place annual management objectives for consumables, and purchases office consumables, consumables for
water and electricity repair, training consumables and activity consumables for each college on a unified basis for
each term, and updates the List of Inventory of Low-value Consumables ( {{X{E ZFEEFREIR) ) on a weekly
basis to track the usage.

Table of Energy and Resource Use

Index Unit 2018 Data

Energy

Total energy consumption Tonne of standard coal 3,909.5
consumption

Electricity consumption kWh 28,042,517.4

Pipeline gas m? 1,296,768.0

Density of energy consumption Tonne standard coal 3.8

consumption per
RMB1 million of revenue
Use of resource

Office purchased paper Tonne 5.6

Total used water Tonne 1,869,366.0

Density of used water Tonne per RMB1 million of 1,815.8
revenue
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Green Campus

The Group places emphasis on the construction of green campus to ensure a clean and tidy school environment.
We classify recycling dustbins are put in place on the campus and keep the ground clean. The schools intersperse
with high trees, shrubs, swards and fresh flowers throughout the year..

The Group has established a Logistics Management System ( {{& )& EHIZ) ) to strictly standardize the waste
management of daily operation, including wastewater, exhaust gas and solid wastes. The colleges have carried
out energy-saving transformation of cooking utensils and purging systems in their canteens that oil and water
transmitters are installed to reduce and eliminate emissions of greasy dirt. External third party environmental
protection companies are engaged to carry out standardized tests and assessments on the emission of cooking
fumes for the canteens. Kitchen food wastes are collected, transported and disposed by qualified third parties. After
unitedly collected and classified, campus garbage is subject to treatments by municipal waste treatment units. The
abandoned lighting tubes and batteries are separately collected and dealt with by qualified third parties. In addition,
a small amount of medical wastes are generated in college dispensaries, which are to be disposed by qualified third
parties after volume record by doctors.

Table of Environmental Management
Index Unit 2018 Data

Hazardous waste

Abandoned lighting tubes Piece 8,146
Used printer toner cartridges Piece 99
Used batteries Piece 3,476
Used toner boxes Piece 35
Toner boxes recovered Piece 48
Medical wastes Tonne 0.6

Non-hazardous waste

Total non-hazardous waste Tonne 5,317.7
Kitchen garbage Tonne 1,129.7
Domestic garbage Tonne 4,188.0
Density of non-hazardous waste Tonne per 5.2

RMB1 million of revenue
Greenhouse gas emissions

Total CO, emissions Tonne 17,079.0

CO, emissions Scope 1 Tonne 300.6

CO, emissions Scope 2 Tonne 16,778.4

Density of greenhouse Tonne CO, per 16.6
gas emissions RMB1 million of revenue
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APPENDIX ESG INDEX

ESG KPI

A1: Emissions

Guideline Requirements
General Disclosure

A1.1 The types of emissions and respective
emissions data.

A1.2 Greenhouse gas emissions in total and,
where appropriate, intensity.

A1.8 Total hazardous waste produced and,
where appropriate, intensity.

A1.4 Total non-hazardous waste produced and,
where appropriate, intensity.

A1.5 Description of measures to mitigate
emissions and results achieved.

A1.6 Description of how hazardous and non-
hazardous wastes are handled, reduction
initiatives and results achieved.

ESG REPORT

Report section/statement
Environmental Responsibility

Not disclosed as the emissions are of
little significance for the Group’s
operation.

Environmental Responsibility—Green
Campus

Environmental Responsibility—Green
Campus

Since hazardous waste is not
counted by weight, intensity
calculation is not applicable.
Environmental Responsibility—Green
Campus

Not disclosed as the emissions are of
little significance for the Group’s
operation.

Environmental Responsibility—
Energy Saving

As the Group released its ESG report
in its first year, currently it is unable
to disclose the amount of waste
emissions reductions compared to
last year.
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ESG REPORT

ESG KPI

A2: Use of Resources

116
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Guideline Requirements

General Disclosure

A2.1 Direct and/or indirect energy consumption
by type in total and, where appropriate, intensity
A2.2 Water consumption in total and, where
appropriate, intensity.

A2.3 Description of energy use efficiency
initiatives and results achieved.

A2.4 Description of whether there is any issue
in sourcing water that is fit for purpose, water
efficiency initiatives and results achieved.

A2.5 Total packaging material used for finished
products and with reference to per unit
produced.

2018 ANNUAL REPORT

Report section/statement

Environmental Responsibility—
Energy Saving

Environmental Responsibility—
Energy Saving

Environmental Responsibility—
Energy Saving

Environmental Responsibility—
Energy Saving

As the Group released its ESG report
in its first year, currently it is unable
to disclose the amount of energy
reductions compared to last year.
Environmental Responsibility—
Energy Saving

No issue in sourcing water.

As the Group released its ESG report
in its first year, currently it is unable
to disclose the amount of water
reductions compared to last year.
Not applicable. The Group does not
use any product packaging materials
during operation.



ESG KPI

A3: The Environment
and Natural
Resources

B1: Employment

B2: Health and Safety

Guideline Requirements

General Disclosure

A3.1 Description of the significant impacts
of activities on the environment and natural

resources and the actions taken to manage them.

General Disclosure

B1.1 Total workforce by gender, employment
type, age group and geographical region.
B1.2 Employee turnover rate by gender, age
group and geographical region.

General Disclosure

B2.1 Number and rate of work-related fatalities.

B2.2 Lost days due to work injury.

B2.3 Description of occupational health and
safety measures adopted, how they are
implemented and monitored.

HOPE EDUCATION GROUP CO., LTD. e

ESG REPORT

Report section/statement

Not disclosed as the impact on the
environment and natural resources
are of little significance for the
Group’s operation.

Not disclosed as the impact on the
environment and natural resources
are of little significance for the
Group’s operation.

Social Responsibility—Staff
Development
Social Responsibility—Staff
Development
Not disclosed

Educational Responsibility—
Administrative Logistics Support
No work-related fatalities in 2018.
Not disclosed

Educational Responsibility—
Administrative Logistics Support
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ESG REPORT

ESG KPI

B3: Development
and Training

B4: Labour Standards

B5: Supply Chain
Management

118

HOPE EDUCATION GROUP CO., LTD. e

Guideline Requirements

General Disclosure

B3.1 The percentage of employees trained by
gender and employee category.

B3.2 The average training hours completed per
employee by gender and employee category.

General Disclosure

B4.1 Description of measures to review
employment practices to avoid child and forced
labour.

B4.2 Description of steps taken to eliminate such
practices when discovered.

General Disclosure

B5.1 Number of suppliers by geographical
region.

B5.2 Description of practices relating to
engaging supplies, number of supplies where the
practices are being implemented, how they are
implemented and monitored.

2018 ANNUAL REPORT

Report section/statement

Social Responsibility—Staff
Development
Social Responsibility—Staff
Development
Social Responsibility—Staff
Development

Social Responsibility—Staff
Development
Social Responsibility—Staff
Development

Social Responsibility—Staff
Development

Social Responsibility—Win-win

Cooperation

Social Responsibility—Win-win

Cooperation

Social Responsibility—Win-win

Cooperation



ESG KPI

B6: Product
Responsibility

Guideline Requirements

General Disclosure

B6.1 Percentage of total products sold or
shipped subject to recalls for safety and health

reasons.

B6.2 Number of products and service related
complaints received and how they are dealt with.

B6.3 Description of practices relating to
observing and protecting intellectual property

rights.

B6.4 Description of quality assurance process
and recall procedures.

B6.5 Description of consumer data protection
and privacy policies, how they are implemented
and monitored.

ESG REPORT

Report section/statement

Governance Responsibility—

Compliance Operation

Educational Responsibility—Quality

Education

reasons during operation.

Governance Responsibility—
Compliance Operation

Not applicable. The Group does not
involve recalls for safety and health

Educational Responsibility—Quality

Education

Governance Responsibility—
Compliance Operation

and recall during operation.

HOPE EDUCATION GROUP CO., LTD.

Governance Responsibility—
Compliance Operation
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Not applicable. The Group does not
involve product quality inspection
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ESG REPORT

ESG KPI

B7: Anti-corruption

B8: Community
Investment

Guideline Requirements

General Disclosure

B7.1 Number of concluded legal cases regarding
corrupt practices brought against the issuer or its
employees during the reporting period and the
outcomes of the cases.

B7.2 Description of preventive measures and
whistleblowing procedures, how they are
implemented and monitored.

General Disclosure

B8.1 Focus areas of contribution.

B8.2 Resources contributed of the focus area.
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Report section/statement

Governance Responsibility—
Compliance Operation
Governance Responsibility—
Compliance Operation

Governance Responsibility—
Compliance Operation

Social Responsibility—Harmonious
Communities
Social Responsibility—Harmonious
Communities
Social Responsibility—Harmonious
Communities



INDEPENDENT AUDITOR’S REPORT

Ernst & Young
22/F, CITIC Tower

1 Tim Mei Avenue
Central
ﬁ’i Hong Kong

To the shareholders of Hope Education Group Co., Lid.
(Incorporated in the Cayman Islands with limited liability)

OPINION

We have audited the consolidated financial statements of Hope Education Group Co., Ltd. (the “Company”) and
its subsidiaries (the “Group”) set out on pages 127 to 215, which comprise the consolidated statement of financial
position as at 31 December 2018, and the consolidated statement of profit or loss and other 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 (“IASB”) 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 Hong Kong Standards on Auditing (“HKSAs”) issued by the Hong
Kong Institute of Certified Public Accountants (“HKICPA”). Our responsibilities under those standards are further
described in the Audiitor’s responsibilities for the audit of the consolidated financial statements section of our report.
We are independent of the Group in accordance with the HKICPA’s Code of Ethics for Professional Accountants (the
“Code”), 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.

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.
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INDEPENDENT AUDITOR’S REPORT

KEY AUDIT MATTERS (Continued)

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 matter
Preferential tax treatment

As set out in note 10 to the financial statements,
according to the Implementation Rules for the Law for
Promoting Private Education, private schools for which
the school sponsors do not require reasonable returns
are eligible to enjoy the same preferential tax treatments
as public schools. The preferential tax treatment policies
applicable to private schools requiring reasonable
returns are to be separately formulated by the relevant
authorities under the State Council.

No corporate income tax was provided on the income
from the provision of formal education services by the
Group’s private schools in the People’s Republic of
China (the “PRC Private Schools”), which have elected
to be private schools require reasonable returns. In
accordance with the historical tax returns filed to
the relevant tax authorities and the tax compliance
confirmations obtained therefrom, the PRC Private
Schools did not pay corporate income tax for the
income from formal educational services and has
enjoyed the preferential tax treatment since their
establishment. As a result, no income tax expense was
recognised for the income from the provision of formal
educational services during the year.
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How our audit addressed the key audit matter

The audit procedures included the following:

o Discussed with management to evaluate their
interpretation of the tax laws and their assessment
of the tax obligations of the schools operated by
the Group for the current year;

° Evaluated management’s assessment on the
application of preferential tax or applicable tax rate
to the respective schools;

° Examined the historical tax filing returns filed to
the relevant tax authorities and the tax compliance
confirmations obtained therefrom, where
appropriate;

o Discussed with the Group’s external PRC legal
advisors to understand their view with respect to
the interpretation of the existing applicable laws
which would have impact on the applicable tax on
the respective schools;

° Assessed any new policies, regulations or rules
that have been introduced by the authorities,
which might have an impact on the tax position
taken by the Group up to the date of this report;
and

° Involved our internal tax specialist to assist us
in assessing the uncertainties arising from the
preferential tax treatment enjoyed by the Group’s
schools.
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KEY AUDIT MATTERS (Continued)

Key audit matter
Preferential tax treatment (Continued)

There were significant judgements involved in
management’s analysis and assessment, such as
the assessment on the possible outcome of the
tax provision based on historical experiences and
interpretation of the relevant tax laws and regulations in
respect of the preferential tax treatment enjoyed by the
PRC Private Schools.

The Group’s disclosures about the income tax are
included in Note 3 and Note 10 to the financial
statements.

Impairment of goodwill

The Group recorded a significant amount of goodwill of
RMB481 million as at 31 December 2018. Management
has performed an annual impairment test on the
recoverability of goodwill as required by IAS 36. No
impairment charge has been recorded against goodwill
in the current year. Certain assumptions used in
the impairment review were subjective and involved
significant judgements and estimates, and they
included:

o the future cash flow growth assumptions used
in the Group’s most recent budgets for the next
five years approved by the board of directors,
including future industry development, pricing
strategies, market supply and demand, and EBIT;

° the growth rate used beyond the period covered
by the budgets; and

° the discount rate applied to future cash flows.

The accounting estimates and disclosures related to the
impairment assessment of goodwill are included in Note
3 and Note 15 to the financial statements.
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INDEPENDENT AUDITOR’S REPORT

How our audit addressed the key audit matter

In order to evaluate the impairment test carried out by
management and assess the value-in-use of the cash-
generating unit, we performed the following procedures:

° Evaluated management’s future cash flow
forecasts and the process by which they were
drawn up;

° Assessed the actual performance in the year
against the prior year budgets to evaluate historical
forecasting accuracy;

° Analysed the key assumptions adopted by
management, such as the growth rates of
students, tuition and boarding fees and expenses
during the forecast periods by checking to the
historical trend and industry index;

° Performed sensitivity analyses on the forecasts;

° Involved our internal valuation specialists to
assist us in evaluating the methodologies and key
valuation parameters used by the Group and the
discount rate used by comparing to the industry
index; and

° Evaluated the adequacy of the Group’s disclosures
regarding goodwill impairment testing.
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INDEPENDENT AUDITOR’S REPORT

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.

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 HKSAs 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.
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INDEPENDENT AUDITOR’S REPORT

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

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

° Identify 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.

e  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.

o 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.

o 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.

e  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

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 Lai Chee Kong.

Ernst & Young
Certified Public Accountants

Hong Kong
22 March 2019
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CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER

COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2018

2018 2017
Notes RMB’000 RMB’000
Revenue 5 1,029,523 752,434
Cost of sales (562,286) (892,405)
Gross profit 467,237 360,029
Other income and gains 5 211,510 136,384
Selling expenses (20,804) (29,140)
Administrative expenses (267,452) (88,929)
Other expenses (27,965) (2,656)
Finance costs 6 (201,172) (144,511)
Share of losses of a joint venture (1,858) (1,752)
Profit before tax 7 159,496 229,425
Income tax credit/(expense) 10 7,841 (19,769)
Profit for the year 167,337 209,656
Other comprehensive income for the year — —
Total comprehensive income for the year 167,337 209,656
Profit and total comprehensive income attributable to:
Owners of the Company 167,916 211,712
Non-controlling interests (579) (2,056)
167,337 209,656
Earnings per share attributable to ordinary equity
holders of the Company: 12
Basic RMBO0.030 RMBO0.043
Diluted RMB0.028 RMBO0.042
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

31 DECEMBER 2018

NON-CURRENT ASSETS

Property, plant and equipment

Prepaid land lease payments

Goodwill

Other intangible assets

Prepayments, deposits and other receivables
Investment in a joint venture

Total non-current assets

CURRENT ASSETS

Prepayments, deposits and other receivables
Amounts due from related parties

Financial assets at fair value through profit or loss
Cash and cash equivalents

Total current assets

CURRENT LIABILITIES

Contract liabilities

Other payables and accruals

Deferred income

Interest-bearing bank and other borrowings
Amounts due to related parties

Taxes payable

Total current liabilities
NET CURRENT ASSETS/(LIABILITIES)

TOTAL ASSETS LESS CURRENT LIABILITIES
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2018 2017
Notes RMB’000 RMB’000
13 3,448,267 3,195,358
14 590,015 594,873
15 481,143 481,143
16 133,596 118,700
17 466,225 18,019
— 142,790

5,119,246 4,550,883

17 128,729 121,492
31(c) 4,314 732,824
19 — 8,241
18 3,038,905 181,332
3,171,948 1,043,889

5 590,785 535,268
20 637,459 731,682
21 9,407 8,456
22 526,680 613,986
31(c) 52,953 154,999
34,053 53,670

1,851,337 2,098,061
1,320,611 (1,054,172)

6,439,857 3,496,711
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

NON-CURRENT LIABILITIES

Deferred income

Interest-bearing bank and other borrowings
Deferred tax liabilities

Composite instrument

Liability of a put option granted to a shareholder
Other payable

Total non-current liabilities
NET ASSETS

EQUITY

Equity attributable to owners of the Company
Issued capital

Reserves

Non-controlling interests

Total equity

HOPE EDUCATION GROUP CO., LTD.

Notes

21
22
25
23
24
20

26
28

31 DECEMBER 2018

2018 2017
RMB’000 RMB’000
658,083 629,457
1,605,052 1,265,461
10,154 10,677

— 628,990

- 276,153

6,416 6,585
2,279,705 2,817,323
4,160,152 679,388
454 —
4,156,816 649,464
4,157,270 649,464
2,882 29,924
4,160,152 679,388
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2018

Attributable to owners of the Company

Statutory Share Non-
Issued Share Capital surplus option Retained controlling
capital premium* reserve* reserve® reserve* profits* Total interests Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(note 26) (note 26) (note 28) (note 28) (note 27)

At 1 January 2017 — — 108,332 128,959 i 225,703 462,994 31,980 494,974
Profit and total comprehensive

income for the year = — = — — 211,712 211,712 (2,056) 209,656
Transfer from retained profits = - - 45,941 i (45,941) = i -
Deemed distribution to an equity holder

(note 23) — — (25,242) — — — (25,242) — (25,242)
At 31 December 2017 and 1 January 2018 — — 83,090 174,900 — 391,474 649,464 29,924 679,388
Issue of new shares 3 — - — — - 3 — 3
Capitalization issue of new shares 337 — — — — — 337 — 337
Issue of new shares for the Initial Public

Offering (‘IPO") 114 2,785,710 — — — — 2785824 — 2,785,824
Profit and total comprehensive

income for the year — — — — — 167,916 167,916 (579) 167,337
Transfer from retained profits — — — 59,321 — (59,321) — — —
Disposal of a subsidiary — — — — — — — (26,469) (26,463)
Equity-settled share option arrangement — — - — 122,345 — 122,345 — 122,345
Conversion of the convertible bond

(note 23) — — 233,428 — — — 233,428 — 233,428
Transfer from the liability of a put option

granted to a shareholder (note 24) — — 281,908 — — — 281,908 — 281,908
Share issue expenses — (83,955) — — — — (83,955) — (83,955)
At 31 December 2018 454 2,701,755 598,426 234,221 122,345 500,069 4,157,270 2,882 4,160,152

*

These reserve accounts comprise the consolidated reserves of RMB4,156,816,000 in the consolidated statement of
financial position as at 31 December 2018 (2017: RMB649,464,000).
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CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2018

Profit before tax

Adjustments for:
Depreciation
Recognition of prepaid land lease payments
Amortisation of other intangible assets
Government grants released
Bank interest income

Interest income from loans to an independent third party

Finance costs

(Gains) /losses on disposal of items of property,
plant and equipment, net

Gain on disposal of a subsidiary

Fair value gains of a conversion right of the convertible bond

Equity-settled share option expense

Interest income from related parties

Share of losses of a joint venture

Fair value gains on financial assets at fair value
through profit or loss

Gains on disposal of financial assets at fair value
through profit or loss

Unrealised foreign exchange gain

Decrease in accounts receivable
(Increase) /decrease in prepayments, deposits

and other receivables
Increase in amounts due from related parties
Decrease in contract liabilities
Increase/(decrease) in amounts due to related parties
Increase in other payables and accruals

Cash generated from operations
Bank interest received
Corporate income tax and land appreciation tax paid

Net cash flows from operating activities

HOPE EDUCATION GROUP CO., LTD.

Notes

o o0 o0 o0 N N N

5,7

7,27

2018 2017
RMB’000 RMB’000
159,496 229,425
136,537 100,684
15,082 10,333
9,051 10,450
(8,662) (7,759)
(27,795) (2,389)
(23,552) —
201,172 144,511
21,914 (32,353)
(8,256) —
(13,271) (6,253)
122,345 —
(27,577) (16,969)
1,858 1,752
— (188)
(2,174) (9,814)
(5,171) —
550,997 421,430
— 177
50,234 (15,835)
71,136 6,594
55,517 71,664
4,813 (15,295)
67,132 32,306
799,829 501,041
21,815 2,389
(19,211) 2,774)
802,433 500,656
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CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2018

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of items of property, plant and equipment
Additions to other intangible assets
Additions to prepaid land lease payments
Payment for acquisition of a non-controlling interest of a subsidiary
Refundable deposit related to proposed equity acquisition
Payments for acquisitions of subsidiaries in prior years
Proceeds from disposal of items of property, plant and equipment
Proceeds from disposal of prepaid land lease payments
Decrease/(increase) in amounts due from related parties
Decrease in pledged deposits
Receipt of government grants
Receipt of loans to related parties
Loan to an independent third party
Increase in time deposits with original maturity of over three months
Investment in a joint venture
Disposal of a subsidiary
Proceeds from disposal of financial assets at fair value
through profit or loss
Investment income from financial assets at
fair value through profit or loss
Interest income received from related parties

Net cash flows used in investing activities
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2018 2017
RMB’000 RMB’000
(623,882) (924,771)
(23,534) (6,491)
(12,349) (3,376)
— (30,000)
(30,000) —
(15,000) (750,318)
27,022 27,250
— 8,457
643,394 (4,072)
— 156,882
38,239 54,709
— 534,758
(447,670) —
(450,000) —
— (50,000)
69,608 —
8,241 11,951
2,174 9,814
44,546 —
(769,211) (965,207)




CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2018

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from bank and other borrowings
Repayment of bank and other borrowings
Proceeds from issue of convertible bonds
Redemption of convertible bonds

Interest paid

Proceeds from issue of shares for the IPO
Prepaid transaction fee

Share issue expenses

Loans from related parties

Repayment of loans from related parties

Net cash flows from financing activities

NET INCREASE IN CASH AND CASH EQUIVALENTS
Cash and cash equivalents at beginning of the year

Effect of foreign exchange rate changes, net

CASH AND CASH EQUIVALENTS AT END OF THE YEAR

ANALYSIS OF BALANCES OF CASH AND CASH EQUIVALENTS:

Cash and cash equivalents as stated in the

consolidated statement of financial position (note 18)
Time deposits with original maturity of over three months

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

2018 2017
RMB’000 RMB’000
1,999,619 2,050,947

(1,740,215) (1,843,500)
— 600,000
(400,000) (15,000)
(195,087) (154,651)
2,786,161 —
— (7,119)
(81,298) —
100,000 150,000
(100,000) (277,410)
2,369,180 503,267
2,402,402 38,716
181,332 142,616

5,171 —
2,588,905 181,332
3,038,905 181,332

(450,000) —
2,588,905 181,332
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CORPORATE AND GROUP INFORMATION

Hope Education Group Co., Ltd. (the “Company”) was incorporated in the Cayman Islands on 13 March 2017
as an exempted company with limited liability under the laws of the Cayman Islands. The registered office
address of the Company is P.O. Box 309, Ugland House, Grand Cayman, KY1-1104, Cayman Islands. The
Company’s principal place of business in Hong Kong is located at 40/F, Sunlight Tower, 248 Queen’s Road
East, Wanchai, Hong Kong.

The Company is an investment holding company. During the year, the Company and its subsidiaries
(collectively referred to as the “Group”) are principally engaged in the provision of higher education services in
the People’s Republic of China (the “PRC”).

The shares of the Company were listed on the Main Board of the Stock Exchange of Hong Kong Limited (the
“Stock Exchange”) on 3 August 2018 (the “Listing Date”).

In the opinion of the directors of the Company (the “Directors”), the parent and the ultimate holding company
of the Company is Hope Education Investment Limited (“Hope Education Investment”), which is incorporated
in the British Virgin Islands.

Pursuant to the group reorganization (the “Reorganization”) as set out in paragraph headed “Reorganization”
in the section headed “History and Corporate Structure — Corporate Reorganization” in the Prospectus dated
24 July 2018 for the public listing of the Company’s shares on the Stock Exchange, the Company became the
holding company of the companies now comprising the Group on 14 March 2018.
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NOTES TO FINANCIAL STATEMENTS

CORPORATE AND GROUP INFORMATION (Continued)

Information about subsidiaries

Particulars of the Company’s subsidiaries are as follows:

Entity name

Hope Education Group (Hong Kong)
Co., Ltd.
HEHEEEEB)BRAR

Horgos Tequ Mayflower Information
Technology Co., Ltd. (“WFOE”)
ERRIFRERARGEERH
BRRAR0

Sichuan Hope Education Industry
Group Limited (“Hope Education”)
W) FEHEEXREARARD

Sichuan Tequ Mayflower Education
Management Co., Ltd.
(“Tequ Mayflower”)
mIER R EHEERERARD

Southwest Jiaotong University
Hope College
FEERS RN

Business College of Guizhou University
of Finance and Economics
EMBHEAB R

Jinci College of Shanxi
Medical University
EERASE SR

Sichuan Vocational College of
Culture & Communication

ylipglatsesse Sl

Sichuan Tianyi College
Rl R—2pr0

Guizhou Vocational Institute
of Technology
BN PRI S 2

Sichuan Hope Automotive
Vocational College
puyliEachatae 2

Date and place

of incorporation/
establishment and
place of operations

10 March 2017
Hong Kong

19 January 2018
PRC/Mainland China

12 January 2005
PRC/Mainland China

8 April 2018
PRC/Mainland China

16 July 2009
PRC/Mainland China

4 September 2014
PRC/Mainland China

18 January 2006
PRC/Mainland China

22 September 2005
PRC/Mainland China

18 June 2002
PRC/Mainland China

12 June 2016
PRC/Mainland China

24 June 2013
PRC/Mainland China

HOPE EDUCATION GROUP CO., LTD. e

Issued ordinary/
registered
share capital

HK$1

RMBS50 million

RMB50 million

RMBS50 million

RMB300 million

RMBS50 million

RMB5 million

RMB20 million

RMB23,309,508

RMB20 million

RMB20 million

Percentage
of equity interests
attributable to the Company
Direct Indirect

100% .

— 100%

— 100%

— 100%

— 99.67%

— 100%

— 100%

— 100%

— 100%

— 100%

— 100%

2018 ANNUAL REPORT

31 DECEMBER 2018

Principal activities

Investment holding

Provision of technical
management and
consultancy services

Investment holding

Sale of text books,
and dormitory
bedding

Provision of higher
education services

Provision of higher
education services

Provision of higher
education services

Provision of higher
education services

Provision of higher
education services

Provision of higher
education services

Provision of higher
education services

135



NOTES TO FINANCIAL STATEMENTS

31 DECEMBER 2018

1.

CORPORATE AND GROUP INFORMATION (Continued)

Information about subsidiaries (Continued)

Particulars of the Company’s subsidiaries are as follows:

Date and place
of incorporation/

Issued ordinary/

Percentage

establishment and registered of equity interests
Entity name place of operations share capital  attributable to the Company  Principal activities
Direct Indirect

Sichuan Hope Automotive 23 January 2017 RMB20 million — 100%  Provision of higher
Technician School PRC/Mainland China education services
|- et ik U

Taiyuan Xudong Technology Limited 10 February 2004 RMB10 million — 100%  Investment holding
ARBRFRERARAAD PRC/Mainland China

Sichuan Yonghe Education 31 May 2002 RMB20 million — 100%  Investment holding
Investment Limited PRC/Mainland China
W)k FHF R EHRARO

Shanghai Shurui Investment 29 February 2008 RMB10 million — 100%  Investment holding
Consultant Limited PRC/Mainland China
LB RERAFTRAT0

Fuquan Mayflower Education 18 September 2012 RMBS5 million — 100%  Investment holding
Investment Limited PRC/Mainland China
BRAATCHBEREERAAD

Ziyang May Sunshine Education 9 November 2012 RMBS5 million — 100%  Investment holding
Investment Limited PRC/Mainland China
BGRAGAAEREERARD

Sichuan Guojian Investment Limited 27 October 2004 RMBG60 million — 100%  Investment holding
)8 EERERR AR PRC/Mainland China

Sichuan TOP Education Co., Ltd. 28 June 2000 RMB150 million — 100%  Investment holding
(“Top Education”) PRC/Mainland China
M| EHE RDBRA R0

Sichuan TOP IT Vocational Institute 22 April 2000 RMB5 million — 100%  Provision of higher
I FEE (s BRI S 2 F 0 PRC/Mainland China education services

Notes:

(i) WFOE and Tequ Mayflower are registered as wholly-foreign-owned enterprises under PRC law.

(ii) These entities and sponsoring schools are controlled through contractual arrangements (“Structured Contracts”) and
they are collectively referred to as “Consolidated Affiliated Entities”.

The English names of certain companies or schools established in the PRC represent the best effort made by
the management of the Company to directly translate the Chinese names as they do not register any official
English names.
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NOTES TO FINANCIAL STATEMENTS
31 DECEMBER 2018

BASIS OF PREPARATION

These financial statements have been prepared in accordance with International Financial Reporting
Standards (“IFRSs”) which comprise all standards and interpretations approved by the International
Accounting Standards Board (the “IASB”), and International Accounting Standards (“IASs”) and Standing
Interpretations Committee interpretations approved by the International Accounting Standards Committee that
remain in effect, and the disclosure requirements of the Hong Kong Companies Ordinance. All IFRSs effective
for the accounting period commencing from 1 January 2018, including IFRS 15 and IFRS 9, together with
the relevant transitional provisions, have been early adopted by the Group in the preparation of the financial
statements throughout the financial years ended 31 December 2017 and 2018.

These financial statements have been prepared under the historical cost convention, except for certain
financial assets at fair value through profit or loss and the conversion right of the convertible bond 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 Company and its subsidiaries
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).

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;
(o) 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.
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BASIS OF PREPARATION (Continued)

Basis of consolidation (Continued)

The Group reassesses wWhether 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, (ii) 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, (ii) the fair value
of any investment retained and (iii) 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.

ISSUED BUT NOT YET EFFECTIVE IFRSs

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?

IFRS 16 Leases’

IFRS 17 Insurance Contracts®

Amendments to IAS 1 and IAS 8 Definition of Material

Amendments to IFRS 9 Prepayment Features with Negative Compensation’
Amendments to IFRS 10 and IAS 28 Sale or Contribution of Assets between an Investor

and its Associate or Joint Venture
Amendments to IAS 19 Plan Amendment, Curtailment or Settlement’
Amendments to IAS 28 Long-term Interests in Associates and Joint Ventures’
IFRIC 23 Uncertainty over Income Tax Treatments’
Annual Improvements 2015-2017 Cycle Amendments to IFRS 3, IFRS 11, IAS 12 and IAS 23’

1 Effective for annual periods beginning on or after 1 January 2019
2 Effective for annual periods beginning on or after 1 January 2020
3 Effective for annual periods beginning on or after 1 January 2021

4 No mandatory effective date yet determined but available for adoption
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ISSUED BUT NOT YET EFFECTIVE IFRSs (Continuea)

Further information about those IFRSs that are expected to be applicable to the Group is as follows:
Amendments to IFRS 3

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. The amendments are not expected to
have any significant impact on the Group’s financial statements.

IFRS 16 Leases

IFRS 16 replaces IAS 17 Leases, IFRIC 4 Determining whether an Arrangement contains a Lease, SIC15
Operating Leases - Incentives and SIC 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.

HOPE EDUCATION GROUP CO., LTD. e 2018 ANNUAL REPORT 139



NOTES TO FINANCIAL STATEMENTS
31 DECEMBER 2018

2.2

2.3

140

ISSUED BUT NOT YET EFFECTIVE IFRSs (Continuea)

IFRS 16 Leases (Continued)

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 profits 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. 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 has estimated that right-of-use assets of RMB149,682,000 and
lease liabilities of RMB149,682,000 will be recognised at 1 January 2019.

Amendments to IAS 1 and IAS 8

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.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Investments in joint ventures

A joint venture is a type of joint arrangement whereby the parties that have joint control of the arrangement
have rights to the net assets of the joint venture. Joint control is the contractually agreed sharing of control of
an arrangement, which exists only when decisions about the relevant activities require the unanimous consent
of the parties sharing control.

The Group’s investments in joint ventures 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.
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2.3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Investments in joint ventures (Continued)

The Group’s share of the post-acquisition results and other comprehensive income of joint ventures is
included in the consolidated statement of profit or loss and other comprehensive income, respectively. In
addition, when there has been a change recognised directly in the equity of the joint venture, 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 joint ventures are
eliminated to the extent of the Group’s investments in the joint ventures, except where unrealised losses
provide evidence of an impairment of the assets transferred. Goodwill arising from the acquisition of joint
ventures is included as part of the Group’s investments in joint ventures.

Business combinations and goodwiill

Business combinations are accounted for using the acquisition method. The consideration transferred is
measured at the acquisition date fair value which is the sum of the acquisition date fair values of assets
transferred by the Group, liabilities assumed by the Group to the former owners of the acquiree and the equity
interests issued by the Group in exchange for control of the acquiree. For each business combination, the
Group elects to measure the non-controlling interests in the acquiree that are present ownership interests
and entitle their holders to a proportionate share of net assets in the event of liquidation at the proportionate
share of the acquiree’s identifiable net assets. All other components of non-controlling interests are measured
at the proportionate share of the acquiree’s identifiable net assets. Acquisition-related costs are expensed as
incurred.

When the Group acquires a business, it assesses the financial assets and liabilities assumed for appropriate
classification and designation in accordance with the contractual terms, economic circumstances and
pertinent conditions as at the acquisition date. This includes the separation of embedded derivatives in host
contracts of the acquiree.

If the business combination is achieved in stages, the previously held equity interest is remeasured at its
acquisition date fair value and any resulting gain or loss is recognised in profit or loss.

Any contingent consideration to be transferred by the acquirer is recognised at fair value at the acquisition
date. Contingent consideration classified as an asset or liability is measured at fair value with changes in fair
value recognised in profit or loss. Contingent consideration that is classified as equity is not remeasured and
subsequent settlement is accounted for within equity.

Goodwill is initially measured at cost, being the excess of the aggregate of the consideration transferred,
the amount recognised for non-controlling interests and any fair value of the Group’s previously held equity
interests in the acquiree over the identifiable net assets acquired and liabilities assumed. If the sum of this
consideration and other items is lower than the fair value of the net assets acquired, the difference is, after
reassessment, recognised in profit or loss as a gain on bargain purchase.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Business combinations and goodwill (Continued)

After initial recognition, goodwill is measured at cost less any accumulated impairment losses. Goodwill
is tested for impairment annually or more frequently if events or changes in circumstances indicate that
the carrying value may be impaired. The Group performs its annual impairment test of goodwill as at 31
December. For the purpose of impairment testing, goodwill acquired in a business combination is, from the
acquisition date, allocated to each of the Group’s cash-generating units, or groups of cash-generating units,
that are expected to benefit from the synergies of the combination, irrespective of whether other assets or
liabilities of the Group are assigned to those units or groups of units.

When the acquisition of subsidiaries does not represent a business, it is accounted for as an acquisition of
a group of assets and liabilities. The cost of the acquisition is allocated to the assets and liabilities acquired
based upon their relative fair values, and no goodwill or deferred tax is recognised.

Impairment is determined by assessing the recoverable amount of the cash-generating unit (group of cash-
generating units) to which the goodwill relates. Where the recoverable amount of the cash-generating unit
(group of cash-generating units) is less than the carrying amount, an impairment loss is recognised. An
impairment loss recognised for goodwill is not reversed in a subsequent period.

Where goodwill has been allocated to a cash-generating unit (or group of cash-generating units) and part
of the operation within that unit is disposed of, the goodwill associated with the operation disposed of is
included in the carrying amount of the operation when determining the gain or loss on the disposal. Goodwiill
disposed of in these circumstances is measured based on the relative value of the operation disposed of and
the portion of the cash-generating unit retained.

Fair value measurement

The Group measures its financial assets at fair value through profit or loss and derivative financial instruments
at fair value at the end of each reporting period. 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.

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.
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2.3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Fair value measurement (Continued)

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 the
year.

Impairment of non-financial assets

Where an indication of impairment exists, or when annual impairment testing for an asset is required
(other than financial assets), 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 the year 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 profit or loss in the period in which it arises.
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2.3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
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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

0]
(ii)
(il

or

has control or joint control over the Group;
has significant influence over the Group; or

is a 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)

(i)

(il

(iv)

v)

(vi)

(vii)

(viii)

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.

Property, plant and equipment and depreciation

Property, plant and equipment, other than construction in progress, are stated at cost less accumulated

depreciation and any impairment losses. 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.
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2.3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Property, plant and equipment and depreciation (Continued)

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.

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:

Buildings 1.9% 10 9.5%
Motor vehicles 24.3%
Furniture and fixtures 9.7% t0 19.4%
Devices and equipment 9.7% to 33.0%

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 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.

Construction in progress represents fixed assets under construction, which are stated at cost less any
impairment losses, and are not depreciated. Cost comprises the direct costs of construction and capitalised
borrowing costs on related borrowed funds during the period of construction. Construction in progress is
reclassified to the appropriate category of property, plant and equipment when completed and ready for use.

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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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Intangible assets (other than goodwill) (Continued)

Software

Purchased software is stated at cost less any impairment losses and amortised on the straight-line basis over
its estimated useful life of 2 to 10 years.

Cooperation arrangements to operate independent colleges

Cooperation arrangements to operate independent colleges purchased or acquired through the acquisition
of subsidiaries that do not represent a business combination, are stated at cost less any impairment losses.
They are amortised on the straight-line basis over their estimated useful lives of 20 to 30 years by reference to
the contractual terms as stipulated in the cooperation arrangements, which represent the contractual period
to operate each of the Group’s colleges.

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
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.

Prepaid land lease payments under operating leases are initially stated at cost and subsequently recognised
on the straight-line basis over the lease terms.

Investments and other financial assets

Initial recognition and measurement

Financial assets are classified, at initial recognition, as subsequently measured at amortised cost 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” below.
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Investments and other financial assets (Continued)

Initial recognition and measurement (Continued)

In order for a financial asset to be classified and measured at amortised cost, it needs to give rise to cash
flows that are solely payments of principal and interest (“SPPI”) on the principal amount outstanding.

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 profit or loss when the asset is derecognised,
modified or impaired.

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.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Investments and other financial assets (Continued)

Financial assets at fair value through profit or loss (Continued)

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,
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 profit or loss.

This category includes derivative instruments and 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 profit or loss are also recognised as other income in 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.

A derivative embedded in a hybrid contract, with a financial liability or non-financial host, is separated from
the host and accounted for as a separate derivative if the economic characteristics and risks are not closely
related to the host; a separate instrument with the same terms as the embedded derivative would meet
the definition of a derivative; and the hybrid contract is not measured at fair value through profit or loss.
Embedded derivatives are measured at fair value with changes in fair value recognised in profit or loss.
Reassessment only occurs if there is either a change in the terms of the contract that significantly modifies
the cash flows that would otherwise be required or a reclassification of a financial asset out of the fair value
through profit or loss category.

A derivative embedded within a hybrid contract containing a financial asset host is not accounted for
separately. The financial asset host together with the embedded derivative is required to be classified in its
entirety as a financial asset at fair value through profit or loss.

Derecognition of financial assets

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

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

e 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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Derecognition of financial assets (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 risks 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’s 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

The Group recognises an allowance for expected credit losses (“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.

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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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Impairment of financial assets (Continueq)

General approach (Continued)

Financial assets at amortised cost are subject to impairment under the general approach and they are
classified within the following stages for measurement of ECLs except for trade receivables which apply the
simplified approach as detailed below.

Stage 1 — Financial instruments for which credit risk has not increased significantly since initial
recognition and for which the loss allowance is measured at an amount equal to 12-month
ECLs

Stage 2 — Financial instruments for which credit risk has increased significantly since initial

recognition but that are not credit-impaired financial assets and for which the loss
allowance is measured at an amount equal to lifetime ECLs

Stage 3 — Financial assets that are credit-impaired at the reporting date (but that are not purchased
or originated credit-impaired) and for which the loss allowance is measured at an amount
equal to lifetime ECLs

Simplified approach

For trade receivables 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.

Financial liabilities

Initial recognition and measurement

Financial liabilities are classified, at initial recognition, as financial liabilities at fair value through profit or loss,
loans and borrowings, payables, or as derivatives designated as hedging instruments in an effective hedge, as
appropriate.

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

The Group’s financial liabilities include other payables, amounts due to related parties, derivative financial
instruments and interest-bearing bank and other borrowings.
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Financial liabilities (Continued)

Subsequent measurement

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

Financial liabilities at fair value through profit or loss

Financial liabilities designated upon initial recognition as at fair value through profit or loss are designated
at the initial date of recognition, and only if the criteria in IFRS 9 are satisfied. Gains or losses on liabilities
designated at fair value through profit or loss are recognised in profit or loss, except for the gains or losses
arising from the Group’s own credit risk which are presented in other comprehensive income with no
subsequent reclassification to profit or loss. The net fair value gain or loss recognised in profit or loss does not
include any interest charged on these financial liabilities.

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 profit or loss when the liabilities are derecognised
as well as through the effective interest rate amortisation process.

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 profit or loss.

Financial guarantee contracts

Financial guarantee contracts issued by the Group are those contracts that require a payment to be made
to reimburse the holder for a loss it incurs because the specified debtor fails to make a payment when due
in accordance with the terms of a debt instrument. A financial guarantee contract is recognised initially as
a liability at its fair value, adjusted for transaction costs that are directly attributable to the issuance of the
guarantee. Subsequent to initial recognition, the Group measures the financial guarantee contracts at the
higher of: (i) the ECL allowance determined in accordance with the policy as set out in “Impairment of financial
assets”; and (i) the amount initially recognised less, when appropriate, the cumulative amount of income
recognised.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial liabilities (Continued)

Convertible bonds

The component of convertible bonds that exhibits characteristics of a liability is recognised as a liability in the
consolidated statement of financial position, net of transaction costs. On issuance of convertible bonds, the
fair value of the liability component is determined using a market rate for an equivalent non-convertible bond;
and this amount is carried as a long term liability on the amortised cost basis until extinguished on conversion
or redemption. The conversion option of convertible bonds exhibits characteristics of an embedded derivative
is separated from the liability component. On initial recognition, the derivative component of the convertible
bonds is measured at fair value and presented as part of derivative financial instruments. The initial fair value
of the liability component and derivative component exceeded the consideration received is debited to the
equity. Transaction costs are apportioned between the liability and derivative components of the convertible
bonds based on the allocation of proceeds to the liability and derivative components when the instruments
are initially recognised. The portion of the transaction costs relating to the liability component is recognised
initially as part of the liability. The portion relating to the derivative component is recognised immediately in
profit or loss.

Financial liability arising from the put option granted to a shareholder

Put option granted to a shareholder is accounted for as a financial liability and is recognised initially at
fair value and subsequently measured at amortised costs until the expiry of the option or extinguished on
redemption. The fair value of the put option granted to a shareholder is determined at the present value of
the equity redemption amount. If the option expires without redemption, the carrying amount of the financial
liability is reclassified to equity.

Derecognition of financial liabilities

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 profit or loss.

Offsetting of financial instruments

Financial assets and financial liabilities are offset and the net amount is reported in the consolidated 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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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.

For the purpose of the 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.

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 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 year, 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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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

o in respect of taxable temporary differences associated with investments in subsidiaries and joint
ventures, where 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, the carryforward of unused
tax credits and unused tax losses can be utilised, except:

° when the deferred tax asset relating to the deductible temporary differences 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

o in respect of deductible temporary differences associated with investments in subsidiaries and joint
ventures, 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.

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

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

Deferred tax assets and deferred tax liabilities are offset if 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.
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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
profit or loss over the expected useful life of the relevant asset by equal annual instalments.

Revenue recognition

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.

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.

The Group’ revenue from the provision of formal educational services is in consideration of fixed amounts
of tuition and boarding fees, which are recognised when the specific criteria have been met for the following
activities:

HOPE EDUCATION GROUP CO., LTD. e 2018 ANNUAL REPORT 155



NOTES TO FINANCIAL STATEMENTS
31 DECEMBER 2018

2.3

156

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Revenue recognition (Continued)

Tuition and boarding fees from the provision of formal education received from students are generally paid in
advance prior to the beginning of each academic year, and are initially recorded as contract liabilities. Tuition
and boarding fees from the provision of formal education are recognised proportionately over the relevant
period of the applicable program. The portion of tuition and boarding payments received from students but
not earned is recorded as a contract liability and is reflected as a current liability as such amounts represent
revenue that the Group expects to earn within one year. The academic year of the Group’s schools is
generally from September to August of the following year.

Tuition fees from the provision of other education services, including self-study examination education
services, adult education services and training services to the students are collected in advance on a lump
sum basis. Revenue is recognised proportionately over the relevant period of the applicable program.

Other income
(@ Interest income

Interest income from a financial asset 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.

(b) Rental income

Rental income is recognised on a time proportion basis over the lease terms.

Contract liabilities

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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Share-based payments

The Group operates a share option 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 by an external valuer using a binomial model, further
details of which are given in note 27 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 the year 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 profit or loss for a period
represents the movement in the cumulative expense recognised as at the beginning and end of that period.

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.
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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 outstanding options is reflected as additional share dilution in the computation of
earnings per share.

Other employee benefits

Pension scheme

The employees of the Group’s subsidiaries and schools which operate in Mainland China are required to
participate in a central pension scheme operated by the local municipal government. These subsidiaries and
schools 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.

Housing fund

Contributions to a defined contribution housing fund administered by the Public Accumulation Funds
Administration Centre in Mainland China are charged to profit or loss as incurred.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets,
i.e., assets that necessarily take a substantial period of time to get ready for their intended use or sale, are
capitalised as part of the cost of those assets. The capitalisation of such borrowing costs ceases when the
assets are substantially ready for their intended use or sale. Investment income earned on the temporary
investment of specific borrowings pending their expenditure on qualifying assets is deducted from the
borrowing costs capitalised. All other borrowing costs are expensed in the period in which they are incurred.
Borrowing costs consist of interest and other costs that an entity incurs in connection with the borrowing of
funds.
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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 the notes to the financial statements.

Interim dividends are simultaneously proposed and declared, because the Company’s memorandum and
articles of association grant the directors the authority to declare interim dividends. Consequently, interim
dividends are recognised immediately as a liability when they are proposed and declared. In the event that
the interim dividends are paid out of the share premium account, shareholders’ approval at an extraordinary
general meeting is needed. When these interim dividends have been approved by the shareholders and
declared, they are recognised as a liability.

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 currencies. 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 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 measured. The
gain or loss arising on translation of a non-monetary item measured at fair value is treated in line with the
recognition of the gain or loss on change in fair value of the item (i.e., translation difference on the item whose
fair value gain or loss is recognised in other comprehensive income or profit or loss is also recognised in other
comprehensive income or profit or loss, respectively).

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.

HOPE EDUCATION GROUP CO., LTD. e 2018 ANNUAL REPORT 159



NOTES TO FINANCIAL STATEMENTS
31 DECEMBER 2018

3.

160

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.

Judgements

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:

Structured Contracts

The Consolidated Affiliated Entities are engaged in the provision of education services, which falls in the
scope of “Catalogue of Restricted Foreign Investment Industries” and foreign investors are restricted to invest
in such business.

Due to regulatory restrictions on foreign ownership in the schools in the PRC, the Group conducts a
substantial portion of the business through the Consolidated Affiliated Entities. WFOE, a wholly-owned
subsidiary of the Company, has entered into the Structured Contracts with, among others, the Consolidated
Affiliated Entities and their respective equity holders. The Structured Contracts enable WFOE to exercise
effective control over the Consolidated Affiliated Entities and obtain substantially all economic benefits of
the Consolidated Affiliated Entities. Accordingly, the Company regards the Consolidated Affiliated Entities as
indirect subsidiaries and they are consolidated in the consolidated financial statements.

The Company does not have any equity interest in the Consolidated Affiliated Entities. However, as a result
of the Structured Contracts, the Company has power over the Consolidated Affiliated Entities, has rights
to variable returns from its involvement with the Consolidated Affiliated Entities and has the ability to affect
those returns through its power over the Consolidated Affiliated Entities and is therefore considered to have
control over the Consolidated Affiliated Entities. Consequently, the Company regards the Consolidated
Affiliated Entities as indirect subsidiaries. The Group has consolidated the financial position and results of the
Consolidated Affiliated Entities in the financial statements during the year.

Income tax

Significant judgement is required in interpreting the relevant tax rules and regulation so as to determine
whether the Group is subject to corporate income tax. This assessment relies on estimates and assumptions
and may involve a series of judgements about future events. New information may become available that
causes the Group to change its judgement regarding the adequacy of the tax liabilities. Such changes to tax
liabilities will impact tax expense in the period when such determination is made.
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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:

Impairment of goodwill

The Group determines whether goodwill is impaired at least on an annual basis. This requires an estimation
of the value in use of the cash-generating units to which the goodwill is allocated. Estimating the value in use
requires the Group to make an estimate of the expected future cash flows from the cash-generating units
and also to choose a suitable discount rate in order to calculate the present value of those cash flows. The
carrying amount of goodwill at 31 December 2018 was RMB481,143,000 (2017: RMB481,143,000). Further
details are given in note 15 to the financial statements.

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 the
year. The 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 of 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.

Useful lives and residual values of items of property, plant and equipment

In determining the useful lives and residual values of items of property, plant and equipment, the Group
has to consider various factors, such as technical or commercial obsolescence arising from changes or
improvements in the production and provision of services, or from a change in the market demand for the
product or service output of the asset, expected usage of the asset, expected physical wear and tear, care
and maintenance of the asset, and legal or similar limits on the use of the asset. The estimation of the useful
life of the asset is based on the experience of the Group with similar assets that are used in a similar way.
Additional depreciation is made if the estimated useful lives and/or residual values of items of property, plant
and equipment are different from previous estimation. Useful lives and residual values are reviewed at the end
of the year based on changes in circumstances. Further details of the property, plant and equipment are set
out in note 13 to the financial statements.

HOPE EDUCATION GROUP CO., LTD. e 2018 ANNUAL REPORT 161



NOTES TO FINANCIAL STATEMENTS
31 DECEMBER 2018

4.
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OPERATING SEGMENT INFORMATION

The Group is principally engaged in the provision of higher education services in the PRC.

IFRS 8 Operating Segments requires operating segments to be identified on the basis of internal reporting
about components of the Group that are regularly reviewed by the chief operating decision-maker in order to
allocate resources to segments and to assess their performance. The information reported to the Directors,
who are the chief operating decision-makers, for the purpose of resource allocation and assessment of
performance, does not contain discrete operating segment financial information and the Directors reviewed
the financial results of the Group as a whole. Therefore, no further information about the operating segment is
presented other than the entity-wide disclosure.

Entity-wide disclosure

Geographical information

During the year, the Group operated within one geographical location because all of its revenue was
generated in the PRC and all of its long-term assets/capital expenditures were located/incurred in the PRC.
Accordingly, no geographical information is presented.

Information about major customers

No service provided to a single customer contributed to 10% or more of the total revenue of the Group during
the year.
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REVENUE, OTHER INCOME AND GAINS

Revenue represents the values of services rendered after deducting scholarships and refunds during the year,

all of which represented the revenue from customers.

An analysis of revenue from contracts with customers is as follows:

(a)

(b)

Disaggregated revenue information

Note
Type of services
Tuition fees
Boarding fees
Others (i)

Timing of revenue recognition
Services transferred over time

Performance obligations

2018 2017
RMB’000 RMB’000
854,281 620,694
85,403 63,412
89,839 68,328
1,029,523 752,434
2018 2017
RMB’000 RMB’000
1,029,523 752,434

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

The performance obligations of the services are satisfied over time as the services are rendered in each

academic year or training period and advances are required before rendering the services.

Changes in contract liabilities during the year are as follows:

Carrying amount at 1 January

Revenue recognised that was included in the contract
liabilities at 1 January

Increase due to cash received, excluding amounts
recognised as revenue during the year

Carrying amount at 31 December

HOPE EDUCATION GROUP CO., LTD.

2018 2017

RMB’000 RMB’000
535,268 388,981

(534,154) (388,981)
589,671 535,268
590,785 535,268
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REVENUE, OTHER INCOME AND GAINS (Continued)

(b)

Performance obligations (Continued)

The Group recognised the following revenue-related contract liabilities, which represented the
unsatisfied or partially unsatisfied performance obligation as at the year end:

2018 2017

RMB’000 RMB’000

Within one year 589,814 534,154
More than one year 971 1,114
Total contract liabilities 590,785 535,268

The performance obligations expected to be recognised in more than one year relate to the provision of
formal education services that are paid in advance that will be satisfied within two years. All the other
remaining performance obligations are expected to be recognised within one year.

The Group receives tuition and boarding fees from students in advance prior to the beginning of each
academic year. Tuition and boarding fees are recognised proportionately over the relevant period of the
applicable program. The students are entitled to the refund of payments in relation to the proportionate
services not yet rendered.

The increase in contract liabilities at 31 December 2018 was mainly due to the increase of students enrolled in

2018.

There were no contract assets recognised at the end of the year.
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REVENUE, OTHER INCOME AND GAINS (Continuea)

An analysis of other income and gains is as follows:

Other income

Government grants

- related to assets

- related to expenses

Interest income from bank balances

Interest income from loans to related parties
Interest income from loans to an independent third party
Rental income

Service income

Donation income

Gain on exchange differences, net
Guarantee income

Others

Gains
Gains on disposal of items of property, plant and equipment
Fair value gains of a conversion right of the convertible bond
Fair value gains on financial assets at fair value through
profit or loss
Gains on disposal of financial assets at fair value
through profit or loss
Gain on disposal of a subsidiary

Total other income and gains

HOPE EDUCATION GROUP CO., LTD.

Notes

(i)

23(b)

31 DECEMBER 2018

2018 2017
RMB’000 RMB’000
8,662 7,759
17,856 8,914
27,795 2,389
27,577 16,969
23,552 —
17,561 16,458
45,349 30,132
391 431
8,569 —
2,267 1,057
6,743 3,647
186,322 87,756
1,487 32,373
13,271 6,253
— 188
2,174 9,814
8,256 —
25,188 48,628
211,510 136,384
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REVENUE, OTHER INCOME AND GAINS (Continued)

Notes:

@)

(ii)

(il

(iv)

During the year, others mainly represent income received from the provision of other education service, including
self-study examination education services, adult education services and training services to the students, which was
amortised within the training periods of the service rendered.

Government grants related to expenses represent the subsidies compensated for the incurred operating expenses
arising from teaching activities, which are recognised as other income in profit or loss when received. There were no
unfulfilled conditions or contingencies relating to these grants.

During the year, service income mainly represents income derived from granting the rights of canteen and convenient
store operations to independent third party operators; and income from services provided to students related to
purchase of text books, dormitory bedding and exam material.

During the year, guarantee income represents a fee received by the Group in respect of the provision of bank loan
guarantees to related parties (note 31(b) (iv)). The guaranteed bank loans had been repaid during the year and the
guarantees were released accordingly.

FINANCE COSTS
An analysis of the Group’s finance costs is as follows:
2018 2017
RMB’000 RMB’000
Interest on bank and other borrowings 162,988 122,775
Increase in the discounted amount of payables arising
from the passage of time (notes 20, 23 and 24) 46,306 25,105
Total interest expense for financial liabilities that are not
at fair value through profit or loss 209,294 147,880
Less: interest capitalised (note 13(b)) (8,122) (8,369)
201,172 144,511
Interest rate/capitalisation rate of borrowing costs capitalised 4.75% t0 6.3% 4.0%
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7. PROFIT BEFORE TAX

The Group’s profit before tax is arrived at after charging:

Notes 2018 2017
RMB’000 RMB’000
Employee benefit expense:

Wages and salaries 262,733 169,624
Equity-settled share option expense 27 40,464 =

Pension scheme contributions
(defined contribution scheme) 53,223 36,802
356,420 206,426
Management fees (i) 112,059 92,688
Depreciation 13 136,537 100,684
Recognition of prepaid land lease payments 14 15,082 10,333
Amortisation of other intangible assets 16 9,051 10,450
Marketing and advertising costs 8,393 18,214
Listing expenses 33,679 9,843
Minimum lease payments under operating leases 27,599 21,041
Auditors’ remuneration 4,827 —
Equity-settled share option expense 27 81,881 —
Losses on disposal of items of property, plant and equipment 23,401 20

Note:

(i) During the year, management fees represented the annual fees payable to the universities where the Group had
entered into cooperation agreements to operate independent colleges. Management fees are charged based on a
certain percentage of tuition fees received or receivable by the Group.
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8. DIRECTORS’ AND CHIEF EXECUTIVE’'S REMUNERATION

Directors’ and chief executive’s remuneration for the year, disclosed pursuant to the Rules Governing the
Listing of Securities on the Stock Exchange, section 383(1)(a), (b), (c) 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 974 —

Other emoluments:
Salaries, allowances and benefits in kind 149 534
Equity-settled share option expense 2,903 —
Pension scheme contributions — —
3,052 534
4,026 534

During the year, certain directors were granted share options, in respect of their services to the Group, under
the share option scheme of the Company, further details of which are set out in note 27 to the financial
statements. The fair value of such options, which has been recognised in profit or loss over the vesting period,
was determined as at the date of grant and the amount included in the financial statements for the current
year is included in the above directors’ and chief executive’s remuneration disclosures.

(@) Independent non-executive directors

The fees paid to independent non-executive directors during the year were as follows:

2018 2017

RMB’000 RMB’000

Mr. Zhang Jin 54 —
Mr. Chen Yunhua 54 —
Mr. Gao Hao 54 —
162 —

Messrs. Zhang Jin, Chen Yunhua and Gao Hao were appointed as independent non-executive directors
of the Company on 2 February 2018.

There were no other emoluments payable to the independent non-executive directors during the year
(2017: N/A).
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DIRECTORS’ AND CHIEF EXECUTIVE’S REMUNERATION (Continued)

(b) Executive directors and non-executive directors

Salaries,
allowances

Equity-settled

31 DECEMBER 2018

and benefits share option Total
Fees in kind expense remuneration
RMB’000 RMB’000 RMB’000 RMB’000
2018
Executive directors:
Mr. Wang Huiwu 203 — — 203
Mr. Xu Changjun 203 149 499 851
Mr. Li Tao 203 — 2,404 2,607
609 149 2,903 3,661
Non-executive directors:
Mr. Wang Degen 203 — — 203
Mr. Lu Zhichao — — — —
Mr. Tang Jianyuan — — — —
203 — — 203
812 149 2,903 3,864
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8. DIRECTORS’ AND CHIEF EXECUTIVE’'S REMUNERATION (Continued)

(o) Executive directors and non-executive directors (Continued)

Salaries,
allowances

Equity-settled

and benefits share option Total
Fees in kind expense remuneration
RMB’000 RMB’000 RMB’000 RMB’000
2017
Executive directors:
Mr. Wang Huiwu — _— — —
Mr. Xu Changjun — 343 — 343
Mr. Li Tao — 191 — 191
— 534 — 534
Non-executive directors:
Mr. Wang Degen — — — —
Mr. Lu Zhichao — — — —
Mr. Tang Jianyuan — — — —
— 534 — 534

Messrs. Wang Huiwu, Xu Changjun, Li Tao were appointed as executive directors of the Company on

13 March 2017. Mr. Wang Huiwu was appointed as the chief executive officer of the Company on 2

February 2018.

Messrs. Wang Degen, Lu Zhichao and Tang Jianyuan were appointed as non-executive directors of the

Company on 13 March 2017.

There was no arrangement under which an executive director waived or agreed to waive any

remuneration during the year.
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FIVE HIGHEST PAID EMPLOYEES

The five highest paid employees are:

Number of employees

2018 2017

Director 1 1
Non-director 4 4
5 5

Details of directors’ and chief executives’ remuneration are set out in note 8 above. Details of the remaining
highest paid employees who are neither a director nor chief executive of the Company during the year are as

follows:
2018 2017
RMB’000 RMB’000
Salaries, allowances and benefits in kind 998 1,710
Equity-settled share option expense 5,427 —
Pension scheme contributions 176 137
6,601 1,847

The number of the non-director and non-chief executive highest paid employees whose remuneration fell
within the following bands is as follows:

Number of employees

2018 2017

Nil to HK$1,500,000 — 4
HK$1,500,001 to HK$2,000,000 2 —
HK$2,000,001 to HK$2,500,000 2 —
4 4

During the year, share options were granted to certain non-director and non-chief executive highest paid
employees in respect of their services to the Group, further details of which are included in the disclosures
in note 27 to the financial statements. The fair value of such options, which has been recognised in profit or
loss over the vesting period, was determined as at the date of grant and the amount included in the financial
statements for the current year is included in the above non-director and non-chief executive highest paid
employees’ remuneration disclosures.
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INCOME TAX

The Company was incorporated in the Cayman Islands as an exempted company with limited liability under
the Companies Law of the Cayman Islands and accordingly is not subject to income tax from business carried
out in the Cayman Islands.

No provision for Hong Kong profits tax has been made as the Group had no assessable profits derived from
or earned in Hong Kong during the year.

According to the Implementation Rules for the Law for Promoting Private Education, private schools for
which the school sponsors do not require reasonable returns are eligible to enjoy the same preferential tax
treatments as public schools. The preferential tax treatment policies applicable to private schools requiring
reasonable returns are to be separately formulated by the relevant authorities under the State Council. During
the year, no separate policies, regulations or rules have been promulgated by such authorities in this regard.
No corporate income tax was provided on the income from the provision of formal education services by
the Group’s PRC Private Schools, which have elected to be private schools require reasonable returns.
In accordance with the historical tax returns filed to the relevant tax authorities and the tax compliance
confirmations obtained therefrom, the PRC Private Schools did not pay corporate income tax for the income
from formal educational services and has enjoyed the preferential tax treatment since their establishment.
As a result, no income tax expense was recognised for the income from the provision of formal educational
services during the year.

The non-academic education services provided by the schools are subject to corporate income tax at a rate
of 25%.

All of the Group’s non-school subsidiaries established in the PRC are subject to the PRC corporate income
tax rate of 25% during the year, except WFOE as disclosed below.

Corporate income tax of the Group has been provided at the applicable tax rates on the estimated taxable
profits arising in Mainland China during the year. The major components of income tax expense of the Group
are as follows:

2018 2017
RMB’000 RMB’000

Current — Mainland China
PRC corporate income tax for the year 1,010 8,929
PRC land appreciation tax (“LAT”) for the year — 10,840
Overprovision of PRC LAT in prior year (8,328) —
Deferred (523) —
Total tax charged/(credited) for the year (7,841) 19,769
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INCOME TAX (Continued)

Tax payable/(prepaid or refundable PRC LAT) in the consolidated statement of financial position represents:

Payable for PRC corporate income tax
Payable for PRC land appreciation tax

Prepaid or refundable PRC land appreciation tax

2018 2017
RMB’000 RMB’000
34,053 42,830
— 10,840
34,053 53,670
(8,328) (1,416)
25,725 52,254

A reconciliation of the tax expense applicable to profit before tax at the statutory rates for the countries (or

jurisdictions) in which the Company and its subsidiaries are domiciled to the tax expense at the effective tax

rate is as follows:

Profit before tax
Add: Loss incurred by the Company

Profit before tax by the Group other than the Company

Tax benefit at the respective statutory tax rates:
— PRC subsidiaries, at 25%
— Hong Kong subsidiary, at 16.5%
Lower tax rate for specific province or enacted by local authority
Profits arising from schools not subject to tax
Tax losses utilised from previous years
Tax losses and deductible temporary differences not recognised
Provision for land appreciation tax
Overprovision of PRC LAT in prior year
Tax effect on LAT

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

Notes:

2018 2017
Notes RMB’000 RMB’000
159,496 229,425

(@) 108,296 —
267,792 229,425

66,986 57,356

(24) -

(b) (1,467) —
(59,322) (30,981)

(8,074) (21,016)

306 6,280

— 10,840

(8,328) —

2,082 2,710)

(7,841) 19,769

(@) Loss incurred by the Company mainly consist of share option expenses incurred by the Company. These expenses

are not expected to be deductible for tax.

(b) WFOE was established in Horgos, Xinjiang, the PRC and is exempted from income tax for the first five years since

2018 in accordance with the preferential tax rules.

HOPE EDUCATION GROUP CO., LTD. e

2018 ANNUAL REPORT 173



NOTES TO FINANCIAL STATEMENTS
31 DECEMBER 2018

11.

12.

174

DIVIDENDS
2018 2017
RMB’000 RMB’000
Proposed final — HK$1.8 cents (2017: nil) per ordinary share 100,000 .

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 COMPANY

The calculation of the basic earnings per share amount is based on the profit attributable to ordinary equity
holders of the Company for the year and the weighted average number of 5,672,990,228 ordinary shares
in issue during the year ended 31 December 2018, as adjusted to reflect the capitalisation issue as set
out in note 26 (2017: 4,947,499,947 ordinary shares, which were deemed to have been issued by way of
capitalisation throughout the year ended 31 December 2017).

The calculation of the diluted earnings per share is based on the profit for the year attributable to ordinary
equity holders of the Company as used in the basic earnings per share calculation, adjusted to reflect the
interest on the composite instrument and fair value changes on the conversion right of the convertible bond.
The weighted average number of ordinary shares used in the calculation is 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
or conversion of all dilutive potential ordinary shares into ordinary shares.
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12. EARNINGS PER SHARE ATTRIBUTABLE TO ORDINARY EQUITY HOLDERS OF THE COMPANY

(Continued)

The calculations of basic and diluted earnings per share are based on:

Earnings
Profit attributable to ordinary equity holders of the Company,
used in the basic earnings per share calculation:
Interest on convertible bonds
Less: Fair value gains of the conversion right of the convertible bond

Profit attributable to ordinary equity holders of the Company
before interest on the composite instrument and fair value
gains on the conversion right of the convertible bond used in
the diluted earnings per share calculation

Shares

Weighted average number of ordinary shares in issue during
the year used in the basic earnings per share calculation

Effect of dilution — weighted average number of ordinary shares:
Share options
Composite instrument

2018 2017
RMB’000 RMB’000
167,916 211,712
7,632 3,334
(13,271) (6,253)
162,277 208,793

Number of shares

2018 2017
5,672,990,228 4,947,499,947
63,428,417 —
1,256,895 899,744
5,737,675,540 4,948,399,691
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13. PROPERTY, PLANT AND EQUIPMENT

Furniture Motor Devices and Construction
Buildings and fixtures vehicles equipment in progress Total
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000

31 December 2018
At 31 December 2017 and at 1 January 2018:

Cost 2,884,638 220,489 13,983 186,843 246,389 3,552,342

Accumulated depreciation (168,234) (83,967) (5,999) (98,784) - (356,984)

Net carrying amount 2,716,404 136,522 7,984 88,059 246,389 3,195,358
At 1 January 2018, net of accumulated depreciation 2,716,404 136,522 7,984 88,059 246,389 3,195,358
Additions 14,835 55,835 1,672 58,184 267,844 398,370
Disposals (289) (2,434) (5,534) (667) - (8,924)
Depreciation provided during the year (61,257) (39,197) (381) (35,702) - (136,537)
Transfers 110,796 - - - (110,796) -
At 31 December 2018, net of accumulated depreciation 2,780,489 150,726 3,741 109,874 403,437 3,448,267
At 31 December 2018:

Cost 3,009,424 213411 5,399 242,499 403,437 3,934,170

Accumulated depreciation (228,935) (122,685) (1,658) (132,625) - (485,903)

Net carrying amount 2,780,489 150,726 3,741 109,874 403,437 3,448,267
31 December 2017
At 1 January 2017:

Cost 2,001,468 164,994 6,544 151,779 161,718 2,486,503

Accumulated depreciation (133,118) (56,225) (5,390) (72,675) - (267,408)

Net carrying amount 1,868,350 108,769 1,154 79,104 161,718 2,219,095
At 1 January 2017, net of accumulated depreciation 1,868,350 108,769 1,154 79,104 161,718 2,219,095
Additions 42,700 41411 7,686 16,576 632,891 747,330
Addition from acquisition of a subsidiary 353,743 6,993 = 12,54 1,775 381,052
Disposals (49,773) (1,636) (22) @] - (61,435)
Depreciation provided during the year (44,603) (28,731) (834) (26,516) - (100,684)
Transfers 545,987 3,690 — 6,358 (555,995) -
At 31 December 2017, net of accumulated depreciation 2,716,404 136,522 7,984 88,059 246,389 3,195,358
At 31 December 2017:

Cost 2,884,638 220,489 13,983 186,843 246,389 3,552,342

Accumulated depreciation (168,234) (83,967) (5,999) (98,784) - (356,984)

Net carrying amount 2,716,404 136,522 7,984 88,059 246,389 3,195,358
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13. PROPERTY, PLANT AND EQUIPMENT (Continued)

Notes:

(@ At 31 December 2018, the Group was in the customary process of obtaining the relevant property ownership
certificates for certain buildings with an aggregate net carrying amount of approximately RMB1,086,833,000 (2017:
RMB1,551,675,000). The Group’s buildings can only be sold, transferred or mortgaged when the relevant certificates
have been obtained.

(b)  Additions to construction in progress during the year included interests capitalised in respect of certain bank loans
borrowed generally amounting to RMB8,122,000 (2017: RMB3,369,000) (note 6).

14. PREPAID LAND LEASE PAYMENTS

2018 2017

RMB’000 RMB’000

Carrying amount at 1 January 607,866 455,122
Acquisition of a subsidiary — 176,521
Additions 12,349 3,376

Recognised during the year (15,082) (10,333)

Disposal during the year (1,235) (16,820)
Carrying amount at 31 December 603,898 607,866

Current portion included in prepayments, deposits and other receivables (note 17) (13,883) (12,993)
Non-current portion 590,015 594,873

At 31 December 2018, there were no land use rights without certificates (31 December 2017: certificates
pending for land use rights with the carrying amount of RMB36,888,000).
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GOODWILL

Cost and net carrying amount at 1 January

Acquisition of a subsidiary

Cost and net carrying amount at 31 December

Impairment testing of goodwill

2018 2017
RMB’000 RMB’000
481,143 53,176
— 427,967
481,143 481,143

Goodwill acquired through business combinations is allocated to the following cash- generating units (CGU)

for impairment testing:

. Sichuan Tianyi College cash-generating unit (“Tianyi College CGU”)

. Jinci College of Shanxi Medical University cash-generating unit (“Jinci College CGU”)

° Sichuan TOP IT Vocational Institute cash-generating unit (“TOP Institute CGU”).

The carrying amount of goodwill allocated to each CGU at the end of the reporting period is as follows:

Tianyi College CGU
Jinci College CGU
TOP Institute CGU

2018 2017
RMB’000 RMB’000
36,865 36,865
16,311 16,311
427,967 427,967
481,143 481,143

The recoverable amounts of the above CGUs had been determined based on a value in use calculation using

cash flow projections based on financial budgets covering a five-year period approved by the Directors. The

growth rate used to extrapolate the cash flows of the above CGUs beyond the five-year period is 3%.

Assumptions were used in the value in use calculation of the above CGUs for 31 December 2018. The

following describes each key assumption on which management has based its cash flow projections to

undertake impairment testing of goodwill:

Budgeted revenue — The budgeted revenue is based on the historical data and management’s expectation on

the future market.
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GOODWILL (Continued)

Impairment testing of goodwill (Continueq)

Budgeted EBIT — The basis used to determine the value assigned to the budgeted EBIT is the average EBIT
achieved in the year immediately before the budget year, increased for expected efficiency improvements,
and expected market development.

Long term growth rate — The long term growth rate of 3% is based on the historical data and management’s
expectation on the future market.

Pre-tax discount rate — The pre-tax discount rate reflects the risks relating to the relevant CGUs, and is
determined using the capital asset pricing model with reference to the beta coefficient and debt ratio of
certain public listed companies conducting business in the PRC education industry. The pre-tax discount
used in the value in use calculation for each CGU is as follows:

2018 2017
Tianyi College CGU 14% 15%
Jinci College CGU 14% 15%
TOP Institute CGU 14% 15%

The values assigned to the key assumptions on the market development of the cash-generating unit and
discount rate are consistent with external information sources.

The major key assumption on which management has based its determination of goodwill’s recoverable
amount is the budgeted tuition and boarding fees, which are dependent on the number of students and the
unit price of tuition and boarding fees.

The Directors have estimated the reasonably possible changes in those factors and acknowledged that,
even if the most unfavourable possible values were assigned to those factors, the recoverable amount then
calculated, after incorporating any consequential effects of such assignments on the other variables used to
measure the recoverable amount of the CGU, would still exceed its carrying amount.
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OTHER INTANGIBLE ASSETS

31 December 2018

Cost at 1 January 2018, net of accumulated amortisation
Additions

Amortisation provided during the year

At 31 December 2018

At 31 December 2018
Cost
Accumulated amortisation

Net carrying amount

31 December 2017

Cost at 1 January 2017, net of accumulated amortisation
Additions

Transfer to investment in a joint venture*

Amortisation provided during the year

At 31 December 2017

At 31 December 2017
Cost
Accumulated amortisation

Net carrying amount

Cooperation

arrangements
to operate
independent
Software colleges Total
RMB’000 RMB’000 RMB’000
15,436 103,264 118,700
23,947 — 23,947
(4,799) (4,252) (9,051)
34,584 99,012 133,596
46,205 117,438 163,643
(11,621) (18,426) (30,047)
34,584 99,012 133,596
9,906 205,694 215,600
8,092 — 8,092
— (94,542) (94,542)
(2,562) (7,888) (10,450)
15,436 103,264 118,700
22,590 117,438 140,028
(7,154) (14,174) (21,328)
15,436 103,264 118,700
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16. OTHER INTANGIBLE ASSETS (Continued)

The net carrying amount of the cooperation arrangements to operate independent colleges and the original
contractual periods to operate such colleges were as follows:

2018 2017 Contractual
RMB’000 RMB’000 period
Jinci College of Shanxi Medical University 13,659 14,531 20 years
Business College of Guizhou University
of Finance and Economics 85,353 88,733 30 years
99,012 103,264

The cooperation arrangement to operate the independent college of College of Science and Technology of Guizhou
University acquired through acquisition with an original amount of RMB99,997,000 in September 2016 was amortised
over 220 months ending January 2034, which represent the contractual period to operate the college and the
arrangement had been transferred to the investment in a joint venture of College of Science and Technology of
Guizhou University since September 2017 when the joint venture started to provide the education services. Such
arrangement was disposed of in March 2018 together with the Group’s disposal of Guizhou Jiexing Huilv Air Service
Consultant Services Limited (“Jiexing Huilv”) (note 32).
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17. PREPAYMENTS, DEPOSITS AND OTHER RECEIVABLES
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Notes 2018 2017
RMB’000 RMB’000
Current portion:

Prepayments for management fees 7(i) 18,626 38,163
Prepaid expenses 12,301 11,534
Deposits 10,278 7,868
Refundable deposit related to proposed equity acquisition 30,000 —
Rental receivables 2,500 —
Other receivables 5,660 2,800

Other receivables from the previous shareholder of
TOP Education — 40,962
Staff advances 4,537 4,515
Prepaid land lease payments to be amortised within one year 14 13,883 12,993
Deferred listing expenses — 2,657
Interest receivable from time deposits 5,980 —
Interest receivables from a third party (@) 24,964 —
128,729 121,492

Non-current portion:

Loans to a third party (@) 447,670 —
Prepayments for property, plant and equipment 8,555 8,019
Prepayments for land lease payments 10,000 10,000
466,225 18,019
594,954 139,511

Note:

Loans to a third party represent the loans to Chengdu Wuhou Guixi Property Development Company Limited (“Guixi
Property”), a company controlled by the previous ultimate shareholder of Sichuan TOP IT Vocational Institute, and
bear interest at a fixed rate of 7.5% per annum and will become mature within two years from the date when the
loans were granted. The interest is paid half-yearly, and the principal of the loans will be repaid in a lump sum as the
loans become mature. The loans are secured by the properties belonging to Guixi Property.

As at 31 December 2018, interest receivables with the amount of RMB17,929,000 arising from the loans have been
partially past due. The Group does not recognise any ECLs as the fair value of the collateral held by the Group over
the principal loans and the interest receivables of approximately RMB836,158,000 is higher than the aggregate
amounts of the loans and the interest receivables. The fair value of the collateral i.e., buildings belonged Guixi
Property is determined by an independent qualified valuer. The Group and Guixi Property has reached an agreement
to repay the matured interest receivables before 15 April 2019 and has obtained a written repayment schedule from
Guixi Property.

The remaining receivables are interest-free and are not secured with collateral.

None of the financial assets included in the above balances related to receivables is past due except the
interest receivables from a third party mentioned in note (a) above.

The above financial assets related to receivables have no recent history of default.
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CASH AND CASH EQUIVALENTS

31 DECEMBER 2018

2018 2017

RMB’000 RMB’000

Cash and bank balances 2,588,905 181,332

Time deposits with original maturity of over three months 450,000 —

Cash and cash equivalents 3,038,905 181,332
The cash and cash equivalents were denominated in the following currencies:

2018 2017

RMB’000 RMB’000

RMB 1,473,525 181,332

HK$ 1,976 —

us$ 1,563,404 —

Cash and cash equivalents 3,038,905 181,332

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.

Cash at banks earns interest at floating rates based on daily bank deposit rates. The time

deposits are made

for one year and earn interest at the deposit rate of 4% per annum. The bank balances are deposited with

creditworthy banks with no recent history of default. None of the cash and cash equivalents above were

pledged at 31 December 2018 (2017: Nil).

FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

2018
RMB’000

Wealth management products issued by licensed banks, at fair value —

2017
RMB’000

8,241
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20. OTHER PAYABLES AND ACCRUALS

Notes 2018 2017
RMB’000 RMB’000
Current portion:

Payables for purchase of property, plant and equipment 144,797 253,953
Payable for acquisition of equity interest in Jiexing Huilv — 15,000
Miscellaneous advances received from students (i) 97,535 94,517
Accrued bonuses and other employee benefits 55,244 48,568
Rental payable 43,628 31,628
Government scholarship 13,976 9,987

Payables for purchase of teaching materials
and operating expenditure 22,240 16,684
Payables for management fees 7(i) 20,419 1,435
Construction deposits 30,538 30,597
Notes payable — 48,728
Other taxes payable 26,246 20,017
Other payables and accrued expenses 107,004 84,736
Construction loan from Mianzhu Education Bureau (if) 75,832 75,832
637,459 731,682

Non-current portion:

Other payable (iii) 6,416 6,585
643,875 738,267

Notes:

(i) The advances represented expenses relating to textbooks, military training, medical examination, insurance and etc.
collected from students which will be paid out on behalf of students.

(if) Sichuan Tianyi College obtained an interest-free and non-repayable construction loan from the Mianzhu Education
Bureau in 2015.

(i) ~ The non-current other payable represents the liabilities to Nanchong No.19 Middle School for the purchase of fixed
assets and is measured at amortised cost.

Other payables and accruals are unsecured and non-interest-bearing.
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21. DEFERRED INCOME

2018 2017

RMB’000 RMB’000

At 1 January 637,913 590,963
Grants received 38,239 54,709
Charged to profit or loss (8,662) (7,759)
At 31 December 667,490 637,913
Current 9,407 8,456
Non-current 658,083 629,457
667,490 637,913

Deferred income represents the government grants received for subsidies relating to the construction of
certain buildings. These grants related to assets are released to profit or loss over the expected useful lives of
the relevant assets.

22. INTEREST-BEARING BANK AND OTHER BORROWINGS

2018 2017
Effective Effective
interest interest
rate (%) Maturity RMB’000 rate (%) Maturity RMB’000
Current
Bank loans - secured 6.00 2019 300,000 4.75-7.50 2018 208,000
Bank loans - unsecured — — — 518 2018 200,000
Current portion of
- long term bank loans -
secured 4.75-7.06 2019 91,509 — — —
- long term bank loans -
unsecured — — — 5.23-6.65 2018 109,000
- other borrowings - secured 7.00-7.50 2019 135,171 7.5 2018 96,986
526,680 613,986
Non-current
Bank loans - secured 4,75-7.06 2020-2023 830,000 5.23-6.18 2019-2022 930,000
Other borrowings - secured 7.00-7.50 2020-2023 775,052 7.50 2022 335,461
1,605,052 1,265,461

2,131,732 1,879,447
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22. INTEREST-BEARING BANK AND OTHER BORROWINGS (Continued)

2018 2017
RMB’000 RMB’000
Analysed into:
Bank loans repayable:
Within one year 391,509 517,000
In the second year 110,000 250,000
In the third to fifth years, inclusive 720,000 680,000
1,221,509 1,447,000
Other borrowings repayable:
Within one year 135,171 96,986
In the second year 211,129 104,409
In the third to fifth years, inclusive 563,923 231,052
910,223 432,447
2,131,732 1,879,447

Notes:
All the Group’s bank and other borrowings are denominated in RMB.
The Group’s bank loans and other borrowings are secured by:
(@  Mortgages over the following assets:
Buildings of Guixi Property, a third party:

Guixi Property’s building with the fair value of RMB836,158,000 was pledged for the bank loans of the Group
amounting to RMB300,000,000 as at 31 December 2018.

Land and buildings of the following related parties (note 31(b)):

2018 2017
RMB’000 RMB’000

Name of related party (as defined in note 31)
Mianzhu Property and Wansheng Property — 123,000
Fuquan Property — 127,000
Chengdu Golden May and Jintang Property — 75,000
— 325,000
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22. INTEREST-BEARING BANK AND OTHER BORROWINGS (Continued)

(b)

Pledges of equity interests in the following subsidiaries of the Group:

(i) 100% of the equity interest in Sichuan Yonghe has been pledged for bank loans of RMB300,000,000 as at 31
December 2018 (2017: RMB550,000,000);

(ii) 100% of the equity interest in Top Education has been pledged for the bank loans of RMB574,000,000 as at 31
December 2018 (2017: Nil); and

(i)  100% of the equity interest in Sichuan Guojian, the guarantee granted by Hope Education, and the rights over
tuition fees of Southwest Jiaotong University Hope College have been provided or pledged to China National
Investment and Guaranty Corporation to counter guarantee the corporate guarantee provided by China
National Investment and Guaranty Corporation in relation to the Group’s asset-backed-securities borrowings of
RMB336,223,000 as at 31 December 2018 (2017: RMB432,447,000).

Certain of the Group’s bank and other borrowings are guaranteed by the following related parties:

Loan amount

2018 2017
RMB’000 RMB’000

Name of related party (as defined in note 31)
West Hope Group — 35,000
Tequ Education, Mr. Wang Huiwu 300,000 —

Mr. Wang Huiwu, Rongxing Driving,

Wangian Trading and Chengdu Property — 250,000
Mr. Wang Huiwu 100,000 90,000
400,000 375,000

Certain of the Group’s bank and other borrowings are guaranteed by the rights over tuition or boarding fees of the
following schools:

Loan amount

2018 2017

RMB’000 RMB’000

Sichuan Tianyi College 154,349 130,000
Sichuan Tianyi College, Sichuan Hope

Automotive Vocational College, Business College

of Guizhou University of Finance and Economics,

Sichuan Vocational College of Culture & Communication 300,000 300,000
Southwest Jiaotong University Hope College 336,223 432,447
Sichuan TOP IT Vocational Institute 574,000 =
Guizhou Vocational Institute of Technology 100,000 =
Jinci College of Shanxi Medical University 167,160 =

1,631,732 862,447
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23. COMPOSITE INSTRUMENT

Notes 2018 2017
RMB’000 RMB’000

Composite instrument:
Liability component (@) — 576,552
Conversion right (b) — 52,438
— 628,990

On 22 August 2017, Hope Education issued a composite instrument of RMB600,000,000 which was consisted
of a loan without any conversion right with interest at a rate of 7% amounting to RMB400,000,000 (“Fixed
Interest Loan”) and a convertible bond with interest at a rate of 8% amounting to RMB200,000,000, to Zhuhai
Maiwen Investment Centre LLP (“Zhuhai Maiwen”). Unless the conversion option is exercised, an additional
interest rate of 1% will be charged on the principal loan of RMB400,000,000.

The fair value of the composite instrument was determined by an independent qualified valuer, of which the
fair value of the liability component was estimated at the issuance date using an equivalent market interest
rate for a similar bond without a conversion option and the fair value of the conversion right was determined
using the binomial option pricing model. The initial fair value of the liability component is RMB566,551,000
and the initial fair value of the conversion right is RMB58,691,000 and the Group recognised the fair value
of the convertible bond exceeding the initial consideration in the amount of RMB25,242,000 as a deemed
distribution to the shareholder in the capital reserve account.

The composite instrument issued has been split into the liability component and the conversion right as
follows:

(a) Liability component:

2018 2017

RMB’000 RMB’000

Liability component at 1 January 583,610 —
Composite instrument issued during the year — 566,551
Effective interest recognised for the year” 40,109 20,503

Interest paid during the year (29,458) (3,444)
Convertible instrument converted during the year (194,261) —
Redemption of composite instrument (400,000) —
Liability component at 31 December — 583,610

Less: interest payable within one year — (7,058)
— 576,552
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23. COMPOSITE INSTRUMENT (Continued)

24,

(b) Conversion right:

2018 2017

RMB’000 RMB’000

Fair value of conversion right at January 1 52,438 —
Fair value of conversion right issued during the year — 58,691

Fair value gains of conversion right of the convertible bond (note 5) (13,271) (6,253)
Convertible instrument converted during the year (39,167) a
Fair value of conversion right at 31 December — 52,438

*

The related interest expense on the liability component was RMB40,109,000 for the year (2017:
RMB20,503,000), which was calculated using the effective interest method with an effective interest rate of
10% per annum.

Zhuhai Maiwen entered into an agreement with the original shareholders of Sichuan Tequ, Mayflower,
Guangkong Maiming, Guangwei Qinghe together with Hope Education and WFOE, pursuant to which Zhuhai
Maiwen executed the conversion right to convert the convertible bond into the equity interests of Hope
Education on 21 March 2018. After the completion of all conversion procedures, on 8 June 2018, Zhuhai
Maiwen held 4.762% of the interest in Hope Education and on 3 July 2018, Glory Aurora Limited, a wholly-
owned subsidiary of Zhuhai Maiwen, held a 4.762% of the interest in the Company by way of issuance of
2,500,053 shares.

LIABILITY OF A PUT OPTION GRANTED TO A SHAREHOLDER

The liability of the put option granted to a shareholder (the “Put Option Holder”) in 2016 is initially recognised
at fair value and subsequently measured at amortised cost with the effective interest rate of 10%. The
initial fair value of the liability is RMB239,710,000 and the Group recognised the contribution amounting to
RMB60,290,000 representing the amount of consideration received over the initial fair value of the liability as
capital reserve.

On 5 February 2018, the Put Option Holder entered into a supplemental agreement with the Company to
cease the right of the put option granted. Upon the cessation of the right of the put option granted on 21
March 2018, the amortised cost of the liability of the put option granted with the amount of RMB281,908,000
had been transferred to the equity.
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DEFERRED TAX

Deferred tax liabilities

The deferred tax liabilities represented the taxable temporary differences arising from fair value adjustments
from the acquisition of subsidiaries and the movements in deferred tax liabilities during the year are as follows:

2018 2017

RMB’000 RMB’000

At 1 January 10,677 —
Acquisition of subsidiaries — 10,677
Deferred tax credited to profit or loss during the year (523) —
At 31 December 2018 10,154 10,677

Pursuant to the PRC Corporate Income Tax Law, a 10% withholding tax is levied on dividends declared to
foreign investors from the foreign investment enterprises established in Mainland China. The requirement is
effective from 1 January 2008 and applies to earnings after 31 December 2007. A lower withholding tax rate
may be applied if there is a tax treaty between Mainland China and the jurisdiction of the foreign investors.
For the Group, the applicable rate is 10%. The Group is therefore liable for withholding taxes on dividends
distributed by those subsidiaries established in Mainland China in respect of earnings generated from 1
January 2008.

At 31 December 2018, no deferred tax has been recognised for withholding taxes that would be payable
on the unremitted earnings that are subject to withholding taxes of the Group’s subsidiaries established in
Mainland China. In the opinion of the Directors, the Group’s fund will be retained in Mainland China for the
expansion of the Group’s operation, so it is not probable that these subsidiaries will distribute such earnings
in the foreseeable future. At 31 December 2018, the aggregate amounts of temporary differences associated
with investments in subsidiaries in Mainland China for which deferred tax liabilities have not been recognised
totalled approximately RMB1,099,591,000 (2017: RMB900,091,000).

At 31 December 2018, the Group has unused tax losses arising in Mainland China from PRC entities subject
to income tax of RMB18,983,000 (2017: RMB52,182,000), which will expire in one to five years for offsetting
against future profits. Deferred tax assets have been not recognised in respect of these tax losses as they
have arisen in subsidiaries that have been loss-making for some time and it is not considered probable that
future taxable profits will be available against which the tax losses can be utilised.
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26. SHARE CAPITAL

2018 2017
Us$ us$
Authorised:
10,000,000,000 shares of US$0.00001 each
(2017: 50,000 shares of US$1 each) (Note (a)) 100,000 50,000
Issued and fully paid:
6,666,668,000 ordinary shares
(81 December 2017: 1 ordinary share) of US$0.00001 each 66,667 1
Equivalent to approximately RMB454,070 RMB7
A summary of movements in the Company’s share capital is as follows:
Number of Issued
shares in issue capital
RMB
At 1 January 2017 — —
Share issued during the year 1 —
At 31 December 2017 and 1 January 2018 1 —
Issue of shares (note (b)) 49,999,999 3,400
Issue of shares (note (c)) 2,500,053 170
Issue of shares for IPO (note (d)) 1,666,668,000 113,870
Capitalisation issue (note (€)) 4,947,499,947 336,630
At 31 December 2018 6,666,668,000 454,070

Notes:

(@)

Pursuant to the written resolutions passed by the shareholders of the Company on 30 January 2018, each share of a
par value of US$1 in the authorised share capital of the Company was subdivided into 100,000 shares of a par value
of US$0.00001 each. On 14 July 2018, the authorised share capital of the Company was increased to US$100,000
divided into 10,000,000,000 shares of a nominal value of US$0.00001 each, by the creation of 5,000,000,000 shares
of a nominal value of US$0.00001 each.

On 19 March 2018, the Company issued a total number of 49,999,999 shares for cash at a par value of US$0.00001
each.

On 3 July 2018, the Company issued 2,500,053 shares to Glory Aurora Limited, a wholly-owned subsidiary of Zhuhai
Maiwen due to the execution of the conversion of the convertible bond into the Company’s shares.

On 3 August 2018, 1,666,668,000 ordinary shares of par value US$0.00001 each were issued at a price of HK$1.92
per share in connection with the Company’s IPO. The proceeds of US$16,666.68 (equivalent to approximately
RMB113,870) representing the par value, were credited to the Company’s share capital. The remaining proceeds of
approximately HK$3,199,871,000 (equivalent to approximately RMB2,786,047,000) before issuing expenses were
credited to the share premium account.

4,947,499,947 shares were allotted and issued to the shareholders of the Company, credited as fully paid at par
value, immediately preceding the listing date on 3 August 2018 to the shareholders by way of capitalization of the
sum of US$49,475 (equivalent to approximately RMB337,000) standing to the credit of the share premium account of
the Company.
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SHARE OPTION SCHEME

On 18 March 2018, the Company adopted a share option scheme (the “2018 Pre-IPO Share Option Scheme”)
for the purpose of providing incentives to senior management, mid-level employee and staff who contribute
to the success of the Group. The 2018 Pre-IPO Share Option Scheme became effective on 18 March 2018
and will expire on the day immediately prior to the earlier of (i) the date on which the shares of the Company
first commence trading on the Stock Exchange; (ii) the date which is twenty years after 18 March 2018; or
(iii) the Company by resolution of the shareholders, or the board of directors, may at any time terminate the
operation of the 2018 Pre-IPO Share Option Scheme, after which period no further Pre-IPO Share Options will
be granted but the provisions of the 2018 Pre-IPO Share Option Scheme shall remain in force to the extent
necessary to give effect to the exercise of any Pre-IPO Share Options which are granted during the life of the
scheme or otherwise as may be required in accordance with the provisions of the 2018 Pre-IPO Share Option
Scheme.

HK$1.00 is required to be paid by the grantees of the 2018 Pre-IPO Share Option Scheme as a consideration
for the grant.

Share options do not confer rights on the holders to dividends or to vote at shareholders’ meetings.

(i) Movements in share options

The following share options were outstanding under the 2018 Pre-IPO Share Option Scheme during the

year:
Weighted
average Number
exercise price of options
RMB
At 1 January 2018 — —
Granted during the year 0.99 464,723,519
Forfeited during the year 0.99 (12,771,858)
At 31 December 2018 0.99 451,951,661

There are in total three tranches of share options under the 2018 Pre-IPO Share Option Scheme, namely
tranche A (“Tranche A Options”), tranche B (“Tranche B Options”) and tranche C (“Tranche C Options”).

HK$1.00 is required to be paid by the grantees of the 2018 Pre-IPO Share Option Scheme as a
consideration for the grant.
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27. SHARE OPTION SCHEME (Continued)

(ii) Outstanding share options

The following table discloses the details of share options outstanding which are not exercisable at 31

December 2018:
Exercise Vesting period/
Number of price Fair value  exercise period
share options per share per share of share options
RMB RMB Notes
Tranche A Options 3,383,731 0.5911 0.4427 ()
Tranche B Options - 1 255,937,471 0.9311 0.3542 (a)
Tranche B Options - 2 61,865,727 0.9311 0.2377 (b)
Tranche C Options - 1 113,249,883 1.1311 0.3133 (a)
Tranche C Options - 2 17,514,849 1.1311 0.1840 (b)

451,951,661
Notes:

(@) Tranche A Options, Tranche B Options - 1 and Tranche C Options - 1 will vest over the period from the grant
date to 180 days after 3 August 2018, which is the Listing Date. The exercise period of Tranche A Options,
Tranche B Options - 1 and Tranche C - 1 Options commences after the vesting period and ends on 18 March
2038.

(b)  Tranche B Options - 2 and Tranche C Options - 2 will vest over the period from the grant date to 18 months
after 3 August 2018. The exercise period of Tranche B Options - 2 and Tranche C Options - 2 commences after
a vesting period and ends 6 months later when Tranche B Options - 2 and Tranche C Options - 2 vest.
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27. SHARE OPTION SCHEME (Continued)
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(iii)

Fair value of the share options

The fair value of the 2018 Pre-IPO Share Option Scheme granted during the year was RMB149,983,000
(RMBO0.1840 to RMBO0.4427 each), of which the Group recognised a share option expense of
RMB122,345,000 after netting off fair value reversed due to forfeited options for the year.

The fair value of equity-settled share options granted during the year, was estimated as at the date of
grant using a binomial model, taking into account the terms and conditions upon which the options were
granted. The following table lists the inputs to the model used:

Tranche A Tranche B Tranche C

Options Options Options

Dividend yield (%) 0.00% 0.00% 0.00%
Expected volatility (%) 50% 50% 50%
Risk-free interest rate (%) 1.75% 1.41-1.75% 1.41-1.75%
Forfeiture rate 2.36% 2.36% 2.36%

The expected life of the options is based on the historical data over the past three years and is not
necessarily indicative of the exercise patterns that may occur. The expected volatility reflects the
assumption that the historical volatility is indicative of future trends, which may also not necessarily be

the actual outcome.
No other feature of the options granted was incorporated into the measurement of fair value.

At the end of the reporting period, the Company had 451,951,661 share options outstanding under the
Scheme. The exercise in full of the outstanding share options would, under the present capital structure
of the Company, result in the issue of 451,951,661 additional ordinary shares of the Company and
additional share capital of US$4,520 (equivalent to approximately RMB31,074) and share premium of
RMB445,783,595 (before issue expenses).

At the date of approval of these financial statements, the Company had 451,951,661 share options
outstanding under the 2018 Pre-IPO Share Option Scheme, which represented approximately 6.8% of

the Company’s shares in issue as at that date.
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28. RESERVES

The amounts of the Group’s reserves and the movements therein for the current and prior years are presented
in the consolidated statement of changes in equity on page 130 of the financial statements.

Share premium

The application of the share premium account is governed by the Companies Law of the Cayman Islands.
Under the constitutional documents and the Companies Law of the Cayman Islands, the share premium is
distributable as a dividend on the condition that the Company is able to pay its debts when they fall due in the
ordinary course of business at the time when the proposed dividend is to be paid.

Capital reserve

The capital reserve of the Group represents the capital contributions from the then equity holders of the
Group’s subsidiaries, after elimination of investments in subsidiaries.

Statutory surplus reserves

Pursuant to the relevant laws in the PRC, the Company’s subsidiaries in the PRC shall make appropriations
from after-tax profit to non-distributable reserve funds as determined by the boards of directors of the
relevant PRC subsidiaries. These reserves include (i) general reserve of the limited liability companies and (ii)
the development fund of schools.

(i) In accordance with the Company Law of the PRC, certain subsidiaries of the Group which are domestic
enterprises are required to allocate 10% of their profit after tax, as determined in accordance with the
relevant PRC accounting standards, to their respective statutory surplus reserves until the reserves
reach 50% of their respective registered capital. Subject to certain restrictions set out in the Company
Law of the PRC, part of the statutory surplus reserve may be converted to share capital, provided that
the remaining balance after the capitalisation is not less than 25% of the registered capital.

(i)  According to the relevant PRC laws and regulations, for private schools that require reasonable returns,
they are required to appropriate to the development fund not less than 25% of the net income of the
relevant schools as determined in accordance with generally accepted accounting principles in the PRC.
The development fund is for the construction or maintenance of the schools or procurement or upgrade
of educational equipment.
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29. OPERATING LEASE ARRANGEMENTS
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(a)

(b)

As lessor

The Group leased out its land and buildings under operating lease arrangements, with leases negotiated

for terms ranging from 1 to 10 years. The terms of the leases generally also require the tenants to pay

security deposits and provide for periodic rent adjustments according to the then prevailing market

conditions.

As at the end of the year, the Group had total future minimum lease receivables under non-cancellable

operating leases with its tenants falling due as follows:

2018 2017

RMB’000 RMB’000

Within one year 13,187 7,412
In the second to fifth years, inclusive 2,965 3,891
After five years 187 467
Total 16,339 11,770

As lessee

The Group leases certain of its dormitory buildings and motor vehicles under operating lease

arrangements. Leases for dormitory buildings and motor vehicles are negotiated for terms ranging from

1to 12 years and 5 years, respectively.

As at the end of the year, 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 20,215 4,572
In the second to fifth years, inclusive 87,488 79,638
After five years 91,959 117,499
Total 199,662 201,709

HOPE EDUCATION GROUP CO., LTD. e 2018 ANNUAL REPORT



30. COMMITMENTS

31.

NOTES TO FINANCIAL STATEMENTS
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In addition to the operating lease commitments detailed in note 29 above, the Group had the following capital

commitments as at the end of the year:

Contracted but not provided for:

Property, plant and equipment

Other intangible assets

Total

RELATED PARTY TRANSACTIONS AND BALANCES

(a)

Name and relationship

2018 2017
RMB’000 RMB’000
83,495 169,849
— 3,593
83,495 173,442

The directors of the Company are of the view that the following parties/companies are related parties

that had transactions or balances with the Group during the year.

Related parties

Mr. Wang Huiwu

Mr. Cheng Yuxin

Hope Education Investment

Sichuan Tequ Investment Group Ltd.
(“Tequ Investment Group”)

Chengdu West Hope Group Ltd.
(“West Hope Group”)

Sichuan Tequ Education Management
Co., Ltd. (“Tequ Education”)

Mianzhu May Sunshine Property Development
Co., Ltd. (“Mianzhu Property”)

Chengdu Golden May Business Management
Co., Ltd. (“Chengdu Golden May”)

College of Science and Technology of
Guizhou University

School Hospital of Southwest Jiaotong
University Hope College (“School Hospital”)

Chengdu Mayflower Training School
(“Chengdu Mayflower Training”)

Jintang Golden May Property Development Co., Ltd.

(“Jintang Property”)

Sichuan Mayflower Precision Instrument Co., Ltd.

(“Mayflower Precision Instrument”)

Relationships

One of the ultimate jointly controlling parties

One of the ultimate jointly controlling parties

Parent of the Company

One of the jointly controlling shareholders

Parent of Tequ Investment Group

A company controlled by the jointly
controlling parties

A company controlled by Tequ Education

A company controlled by Tequ Investment
Group

Joint venture of Tequ Education

A hospital once controlled by Tequ Education

A school controlled by Tequ Education

A company controlled by Tequ Education

A company controlled by Mr. Wang Huiwu
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31. RELATED PARTY TRANSACTIONS AND BALANCES (Continued)

(a)

198 HOPE EDUCATION GROUP CO., LTD. e

Name and relationship (Continued)
Related parties

Sichuan Wangian Trading Co., Ltd.
(“Wangian Trading”)

Ziyang Automobile Science and Technology
Vocational College (“Ziyang Automobile College”)

Ziyang May Sunshine Property Development Co., Ltd.

(“Ziyang Property”)

Sichuan Mayflower Wine Sales Co., Ltd
(“Mayflower Wine Sales”)

Chengdu Hope English Training School
(“Hope English School”)

Jingyu Garden in High Tech Zone (“Jingyu Garden”)

Sichuan Dawu Trading Co., Ltd. (“Dawu Trading”)

Sichuan Dawu Technology Co., Ltd.
(“Dawu Technology”)
Sichuan Rongxing Driving School Co., Ltd.
(“Rongxing Driving School”)
Sichuan Tianyuan Insurance Co., Lid.
(“Tianyuan Insurance”)
Chengdu Red May Film Production Advertising Ltd.
(“Chengdu Red May”)
Guizhou Mayflower Driving Training Co., Ltd.
(“Guizhou Mayflower Driving”)
Chengdu Mayflower Property Management Co., Ltd.
(“Chengdu Mayflower Property Management”)
Chengdu Jinniu District Tianyi Primary School
(“Tianyi Primary School”)
Guizhou Mayflower Property Development Co., Ltd.
(“Guizhou Mayflower Property”)
Sichuan Wuyang Construction Project
Company Limited (“Wuyang Construction”)
Sichuan Hope Insurance Co., Ltd. (“Hope Insurance”)
Chengdu Mayflower Senior Technical School
(“Chengdu Mayflower Technical”)
Sichuan TOP IT Vocational School (“TOP School”)
Mianzhu Wansheng Property Development
Co., Ltd. (“Wansheng Property”)
Fuquan Mayflower Property Development
Co., Ltd. (“Fuquan Property”)

Relationships

A company ultimately controlled by Tequ
Education before July 2017
A school controlled by Tequ Education

A company controlled by Tequ Education

A company controlled by Ziyang Property

A school controlled by Tequ Education

A company controlled by a close relative
of Mr. Wang Huiwu

A company controlled by a close relative of
Mr. Wang Huiwu

A company controlled by Dawu Trading

A company controlled by Tequ Education

A company controlled by Dawu Trading

A company controlled by Tequ Education

A company controlled by Rongxing
Driving School

A company controlled by a close relative
of Mr. Wang Huiwu

A school controlled by Tequ Education

A company controlled by Tequ Education

A company controlled by a close relative
of Mr. Wang Huiwu

A company controlled by Dawu Trading

A company controlled by Tequ Education

A company controlled by Tequ Education
A company controlled by Tequ Education

A company controlled by Tequ Education
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31. RELATED PARTY TRANSACTIONS AND BALANCES (Continued)

(o) Transactions with related parties

() Loans received from/(repayment of loans to)

2018 2017
RMB’000 RMB’000
West Hope Group

Loans received from — 150,000
Repayment of loans to — (277,410)
Interest paid — (49,561)
Interest expense charged by — 6,223
Effective interest rate, per annum — 6%-8%

Tequ Investment Group
Loans received from 100,000 —
Repayment of loans to (100,000) —
Interest paid (685) —
Interest expense charged by 685 —
Effective interest rate, per annum 8.5% —

The above loans are unsecured and repayable on demand or within one year.

(i) Interest income

2018 2017

RMB’000 RMB’000

Tequ Education 26,055 14,581
College of Science and Technology of Guizhou University 1,522 2,388
27,577 16,969

The Group granted loans to Tequ Education and charged interest at 8.5% per annum based on the

average monthly loan balances.

The Group granted loans to College of Science and Technology of Guizhou University and charged
interest at 8% per annum based on the average monthly loan balances.
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31. RELATED PARTY TRANSACTIONS AND BALANCES (Continued)

(b) Transactions with related parties (Continued)

(iif)  Guarantees provided by the related parties

2018 2017
RMB’000 RMB’000

Guarantee fee paid/payable to:
West Hope Group — 900

Other related parties listed in note 22(c) also provided guarantees for the Group’s interest-bearing
bank loans free of charge.

(iv) Guarantees provided to a related party

The Group provided guarantees for Chengdu Mayflower Technical’s interest-bearing bank loans
up to RMB130,000,000 (2017: RMB80,000,000) with guarantee income of 2% per annum based
on the principal of the bank loan guaranteed. The after-tax guarantee income was RMB2,267,000
for the year (2017: RMB1,057,000). All the guaranteed bank loans have been repaid by Chengdu
Mayflower Technical during the year.

(v)  Procurement of property, equipment and fixtures

2018 2017

RMB’000 RMB’000

Wuyang Construction 207,384 423,243
Dawu Trading 71,690 71,406
Mayflower Precision Instrument 5,534 3,776
Mianzhu Property 5,101 32,671
Ziyang Property 3,989 —
Dawu Technology 827 690
Chengdu Mayflower Property Management 318 —
Wangian Trading 4 —
Jingyu Garden — 2,938
Total 294,847 534,724

The considerations for the construction of property, equipment and fixtures were determined
at prices mutually agreed between the Group and its related parties with reference to the arm’s
length pricing obtained from the market.
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31. RELATED PARTY TRANSACTIONS AND BALANCES (Continued)

(b) Transactions with related parties (Continued)

(vi)  Sales of properties

2018 2017

RMB’000 RMB’000

Guizhou Mayflower Property — 68,322
Tianyi Primary School — 29,736
Total — 98,058

The sales of property to the related parties were determined at prices mutually agreed between the
Group and its related parties with reference to arm’s length pricing obtained from the market.

(vii) Goods purchased and services received from related parties

2018 2017

RMB’000 RMB’000

Chengdu Mayflower Property Management 2,878 608
Hope English School 939 237
Tianyuan Insurance 480 290
Wuyang Construction 203 —
Guizhou Mayflower Driving 80 —
Chengdu Mayflower Training 40 —
Hope Insurance 2 22
Mayflower Wine Sales 39 —
Chengdu Red May 10 —
School Hospital — 491
Total 4,671 1,648

The purchases of goods or services from the related parties were determined at prices mutually
agreed between the Group and its related parties with reference to arm’s length pricing obtained
from the market.
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31. RELATED PARTY TRANSACTIONS AND BALANCES (Continued)

(b) Transactions with related parties (Continued)

(viii) Properties leased to related parties

2018 2017

RMB’000 RMB’000

Chengdu Mayflower Technical 12,431 11,915
Ziyang Automobile College 9,261 7,883
Rongxing Driving School 2,862 2,155
TOP School 505 —
Guizhou Mayflower Driving 802 800
Ziyang Property — 123
Tianyi Primary School — 424
Total 25,861 23,300

Rental charges were determined at prices mutually agreed between the Group and its related
parties with reference to arm’s length pricing obtained from the appraiser.

(ix) Disposal of a subsidiary

In March 2018, the Group entered into an equity transfer agreement with Tequ Education, to
transfer the 70% equity interest in Jiexing Huilv for a consideration of RMB70 million (note 32).

(x)  Service provided to a related party

The Group has provided educational consulting service to College of Science and Technology of
Guizhou University since September 2018 and charged service fees amounting to RMB2,293,000
during the year at a price mutually agreed between the Group and the related party with reference
to arm’s length pricing obtained from the market.

The related party transactions in respect of procurement of property, equipment and fixtures from
Mayflower Precision Instrument and properties leased to related parties above also constitute connected
transactions or continuing connected transactions as defined in Chapter 14A of the Listing Rules.
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RELATED PARTY TRANSACTIONS AND BALANCES (Continued)

(c)

Balances with related parties

31 DECEMBER 2018

The Group had outstanding balances due from and to related parties at the end of the reporting period.

Amounts due from related parties

Non-trade in nature
Tequ Education
College of Science and Technology of Guizhou University

Trade in nature

Chengdu Mayflower Technical
Chengdu Mayflower Property Management
Ziyang Automobile College
Guizhou Mayflower Driving
Guizhou Mayflower Property
Tianyi Primary School
Rongxing Driving School
Dawu Technology

Dawu Trading

TOP School

Chengdu Golden May

Jintang Property

Ziyang Property

Total

Notes:

Notes

2018
RMB’000

2017
RMB’000

545,686
74,559

620,245

(i

1,736
1,446
1,052

80

42,644
795
18,613
1,600
23,796
2,871
7,515
500
478
1,417
11,800
427
123

4,314

112,579

4,314

732,824

(i) The loans granted to Tequ Education of RMB545,686,000 were fully repaid during the year.

(if) The Group charged a guarantees fee (note 31(b(iv))) for providing bank loan guarantees to Chengdu Mayflower
Technical and the guarantee receivables were not past due as at 31 December 2018.

Except for the details set out above, the amounts due from the related parties are unsecured, interest-

free and have no fixed terms of repayment.
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31. RELATED PARTY TRANSACTIONS AND BALANCES (Continued)

(c) Balances with related parties (Continued)

Amounts due to related parties

Notes 2018 2017
RMB’000 RMB’000
Trade in nature

Wuyang Construction 32,764 78,699
Tequ Education (i) 14,070 —
College of Science and Technology of Guizhou University (if) 4,587 6,249
Hope English School 939 137
Tianyuan Insurance 443 443
Wangian Trading 86 127
Chengdu Mayflower Training 40 —
Mayflower Wine Sales 11 —
Chengdu Red May 9 —
Hope Insurance 3 3
Mayflower Precision Instrument 1 1,986
Dawu Trading — 52,613
Dawu Technology — 603
Chengdu Mayflower Property Management — 595
52,953 141,455

Non-trade in nature
TOP School — 13,544
52,953 154,999

Notes:

(i) During the year, the debt of the Group owing to Dawu Trading was transferred to Tequ Education with an
amount of RMB39,168,000, of which RMB14,070,000 remained unsettled at 31 December 2018.

(i) Payables to College of Science and Technology of Guizhou University are the consulting fees for the academic
year 2018/2019 received in advance.

Payables due to related parties are unsecured, interest-free and have no fixed terms of repayment.

(d) Compensation of key management personnel of the Group:

2018 2017

RMB’000 RMB’000

Salaries, allowances and benefits in kind 1,595 1,488
Equity-settled share option expense 8,561 —
Pension scheme contributions 306 139
10,462 1,627

Further details of directors’ emoluments are included in note 8 to the financial statements.
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32. DISPOSAL OF SUBSIDIARY

On 19 March 2018, the Group entered into a share transfer agreement with Tequ Education, pursuant to
which the Group transferred 70% interests in Jiexing Huilv, a subsidiary which it indirectly owned, to Tequ
Education for a consideration of RMB70,000,000. The transfer of shares was completed on 19 March 2018.

RMB’000
Net assets disposed of
Cash and bank balances 392
Other receivables 88
Investment in a joint venture 49,572
Intangible assets 91,361
Tax payable 2
Other payable (261)
Due to related parties (52,942)
88,208
% of equity interest held 70%
Net assets disposed of 61,744
Gain on disposal of a subsidiary 8,256
70,000
Satisfied by:

Cash 70,000

An analysis of the net inflow of cash and cash equivalents in respect of the disposal of a subsidiary is as

follows:

Cash consideration 70,000
Cash and bank balances disposed of (392)
Net inflow of cash and cash equivalents in respect of the disposal of a subsidiary 69,608
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33. NOTE TO THE CONSOLIDATED STATEMENT OF CASH FLOWS
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Changes in liabilities arising from financing activities

At 1 January 2017
Changes from financing cash flows
Classification of interest paid
for presentation purpose
Non-cash changes:
Acquisition of a subsidiary
Fair value gains of conversion
right (note 23)
Deemed distribution to
equity holder (note 23)
Reclassification of interest
payable (note 23)
Interest expense

At 31 December 2017
Changes from financing cash flows
Classification of interest paid
for presentation purpose
Non-cash changes:
Fair value changes of conversion
right (note 23)
Composite instrument converted
during the year (note 23)
Transaction fee
Interest expense

At 31 December 2018

Interest-
bearing Other Amounts
bank and Convertible payables due to
other bond/ and related
borrowings instrument accruals parties Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
1,629,000 15,000 81,268 176,971 1,902,239
207,447 585,000 (154,651) (127,410) 510,386
— (3,444) 53,005 (49,561) —
43,000 — — — 43,000
— (6,253) — — (6,253)
— 25,242 — — 25,242
— (7,058) 7,058 — —
— 20,503 102,272 — 122,775
1,879,447 628,990 88,952 — 2,597,389
259,404 (400,000) (195,087) — (335,683)
— (22,400) 22,400 — —
— (13,271) — — (13,271)
— (233,428) — — (233,428)
(7,119) — — — (7,119)
— 40,109 163,430 — 203,539
2,131,732 — 79,695 — 2,211,427

The non-cash changes represented the financial expenses related to the liabilities at amortised cost.
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34. FINANCIAL INSTRUMENTS BY CATEGORY

The carrying amounts of each of the categories of financial instruments as at the end of the year are as
follows:

Financial assets

2018 2017
RMB’000 RMB’000
Financial assets at fair value through profit or loss:
Financial assets at fair value through profit or loss — 8,241
Financial assets at amortised cost:
Cash and cash equivalents 3,038,905 181,332
Financial assets included in prepayments,
deposits and other receivables 526,589 10,183
Due from related parties 4,314 732,824
3,569,808 924,339
Financial liabilities
2018 2017
RMB’000 RMB’000
Financial liabilities at fair value through profit or loss:
Derivatives embedded in a composite instrument — 52,438
Financial liabilities at amortised cost:
Due to related parties 52,953 154,999
Interest-bearing bank and other borrowings 2,131,732 1,879,447
Liability component of a composite instrument — 583,610
Financial liabilities included in other payables and accruals 562,385 660,157
Liability of a put option granted to a shareholder — 276,153
2,747,070 3,554,366

HOPE EDUCATION GROUP CO., LTD. e 2018 ANNUAL REPORT 207



NOTES TO FINANCIAL STATEMENTS
31 DECEMBER 2018

35.
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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 approximately to their fair values, are as follows:

Carrying amount Fair value
2018 2017 2018 2017
RMB’000 RMB’000 RMB’000 RMB’000
Financial assets
Financial assets at fair value
through profit or loss — 8,241 — 8,241
Financial liabilities
Conversion right embedded
in the composite instrument — 52,438 — 52,438
Other payable, non-current portion 6,416 6,585 6,416 6,585
Interest-bearing bank loans,
non-current portion 1,605,052 1,677,380 1,265,461 1,314,542
1,611,468 1,736,403 1,271,877 1,373,565

Management has assessed that the fair values of cash and cash equivalents, financial assets included in
prepayments, deposits and other receivables, financial liabilities included in other payables and accruals,
short-term interest-bearing bank and other borrowings and amounts due from/to related parties, approximate
to their carrying amounts largely due to the short-term maturities of these instruments.

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 Group invests in unlisted investments, which represent 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.

The conversion right embedded in the composite instrument is measured using the binomial option pricing
model. The model incorporates inputs including the market price, share price volatility and discount rates. The
carrying amount of the conversion right embedded in the composite instrument is the same as its fair values.

The fair values of the non-current interest-bearing bank and other borrowings, and non-current other payable
have been calculated by discounting the expected future cash flows using rates currently available for
instruments with similar terms, credit risk and remaining maturities. The Group’s own non-performance risk
for non-current financial liabilities as at 31 December 2018 was assessed to be insignificant.
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FAIR VALUE AND FAIR VALUE HIERARCHY OF FINANCIAL INSTRUMENTS (Continued)

As at 31 December 2018, there were no financial instruments measured at fair value. The following tables

illustrate the fair value measurement hierarchy of the Group’s financial instruments:

Assets/(liabilities) measured at fair value:

31 December 2017

Fair value measurement using

Quoted
prices in Significant Significant
active observable unobservable
markets inputs inputs
Level 1 Level 2 Level 3 Total
RMB’000 RMB’000 RMB’000 RMB’000
Financial assets at fair value
through profit or loss = 8,241 = 8,241
Conversion right embedded
in the composite instrument — — (52,438) (52,438)
— 8,241 (52,438) (44,197)
Liabilities for which fair values are disclosed:
Fair value measurement using
Quoted
prices in Significant Significant
active observable  unobservable
markets inputs inputs
Level 1 Level 2 Level 3 Total
RMB’000 RMB’000 RMB’000 RMB’000
31 December 2018
Interest-bearing bank loans,
non-current portion — — 1,677,380 1,677,380
Other payable, non-current potion — — 6,416 6,416
— — 1,683,796 1,683,796
31 December 2017
Interest-bearing bank loans,
non-current portion — — 1,314,542 1,314,542
Other payable, non-current potion — — 6,585 6,585
= = 1,321,127 1,321,127
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36.
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FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group’s principal financial instruments comprise interest-bearing bank and other borrowings, cash and
cash equivalents and time deposits. The main purpose of these financial instruments is to raise finance for
the Group’s operations. The Group has various other financial assets and liabilities such as other receivables,
other payables and accruals, amounts due from related parties and amounts due to related parties, which
arise directly from its operations.

The main risks arising from the Group’s financial instruments are interest rate risk, foreign currency risk, credit
risk and liquidity risk. The board of directors reviews and agrees policies for managing each of these risks
which are summarised below.

Interest rate risk

The Group’s exposure to interest rate risk relates primarily to the Group’s interest-bearing bank and other
borrowings. The interest rates and terms of repayments of the borrowings are disclosed in note 22. The Group
manages its interest rate exposure arising from its interest-bearing bank loans through the use of fixed rates.
The Group has not used any interest swaps to hedge its exposure to interest rate risk.

The Group does not consider that it has any significant exposure to the risk of changes in market interest
rates as the Group does not have any long term receivables and loans which are subject to floating interest
rates.

Foreign currency risk

The Group has currency exposures from its cash and cash equivalents as at 31 December 2018 (2017: Nil).
The following table demonstrates the sensitivity at the end of the reporting period to a reasonably possible
change in the US$ and HK$ exchange rate, with all other variables held constant, of the Group’s profit after

tax.

Increase/ Increase/
(decrease) in (decrease)
US$/HKS in profit
rate % after tax
RMB’000

2018
If the RMB weakens against the US$ (0.5) 7,817
If the RMB strengthens against the US$ 0.5 (7,817)
If the RMB weakens against the HK$ (0.5) 10
If the RMB strengthens against the HK$ 0.5 (10)
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36. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

Credit risk

Credit risk is the risk of loss due to the inability or unwillingness of a counterparty to meets its contractual
obligation. The Group has no concentration of credit risk from third party debtors. Deposits are mainly placed
with licensing banks which are all high-credit-quality financial institutions. The Group’s maximum exposure
to credit risk is the carrying amounts of cash and cash equivalents, trade and other receivables, and amounts
due from related parties.

Maximum exposure and year-end staging as at 31 December 2018 and 2017

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 and 2017. The amounts
presented are gross carrying amounts for financial assets.

12-month Lifetime ECLs
ECLs Simplified
Stage 1 Stage 2 Stage 3 approach
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
31 December 2018
Financial assets included in
prepayments, deposits and
other receivables
- Normal* 508,660 — — — 508,660
- Doubtful* — 17,929 — — 17,929
Cash and cash equivalents 3,038,905 — — 3,038,905
Due from related parties 4,314 — — — 4,314
3,551,879 17,929 — — 3,569,808
31 December 2017
Financial assets included in
prepayments, deposits and
other receivables 10,183 — — 10,183
Cash and cash equivalents 181,332 — — — 181,332
Due from related parties 732,824 — — — 732,824
924,339 — — — 924,339

The credit quality of the financial assets included in prepayments, deposits and other receivables is considered to be
“normal” 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” (note 17 (a)).
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FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

Credit risk (Continued)

As at 31 December 2018 and 2017, substantially all of the bank deposits were deposited with major financial
institutions incorporated in the PRC, which management believes are of high-credit-quality without significant
credit risk.

All of the other receivables and amounts due from related parties have no collateral, except the receivables
from a third party (note 17 (a)). The Group assesses the credit quality of the counterparties by taking into
account their financial position, credit history of failure to make payments on their contractually due date,
the existing of forecast changes in market or environment that have a significant adverse effect on the
debtor’s ability to meet its obligation to the Group and other factors. Management also regularly reviews the
recoverability of these receivables and follows up the disputes or amounts overdue, if any. Management is of
the opinion that the risk of default by counterparties is low. For receivables from a third party with collateral,
management is of the opinion that the expected cash flows to receive from the sale of collateral held,
discounted at an approximation of the original effective interest rate, are higher than the aggregate amounts
of the loans and the interest receivables with collateral.

The Group considers the probability of default upon initial recognition of asset and whether there has been a
significant increase in credit risk on an ongoing basis throughout each reporting period. To assess whether
there is a significant increase in credit risk, the Group compares the risk of a default occurring on the asset
as of the reporting date with the risk of default as of the date of initial recognition. It considers available
reasonable and supportive forwarding-looking information.

The Group assessed that the expected credit losses for these receivables without collateral and amounts due
from related parties are not material under the 12-month expected losses method. Thus, no loss allowance
provision was recognised during the year.

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., accounts receivable) and projected
cash flows from operations.

The Group’s objective is to maintain a balance between continuity of funding and flexibility through the use of
bank and other borrowings.
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36. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

Liquidity risk (Continued)

The maturity profile of the Group’s financial liabilities at 31 December 2018 and 2017 based on contractual

undiscounted payments was as follows:

Interest-bearing bank and
other borrowings

Financial liabilities included in
other payables and accruals

Due to related parties

Interest-bearing bank and
other borrowings

Composite instrument

Liability of a put option
granted to a shareholder

Financial liabilities included in
other payables and accruals

Due to related parties

2018
On Less than 3to12 1tob
demand 3 months months years Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
— 35,653 628,041 1,800,924 2,464,618
555,969 — — 12,000 567,969
52,953 — — — 52,953
608,922 35,653 628,041 1,812,924 3,085,540
2017
On Less than 3to 12 1to5
demand 3 months months years Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
— 464,241 602,248 1,405,296 2,471,785
— 6,904 21,096 710,320 738,320
— — — 350,958 350,958
660,630 — — 12,600 673,230
154,999 — — — 154,999
815,629 471,145 623,344 2,479,174 4,389,292
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36. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

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 will minimise the capital expenditure and renew or extend its short-term loans
as part of capital management.

The Group manages its capital structure and makes adjustments to it in light of changes in economic
conditions. To maintain or adjust the capital structure, the Group may adjust the dividend payment to
shareholders or issue new shares. No changes were made in the objectives, policies or processes for
managing capital during the year.

The debt-to-asset ratio as at the end of the year is as follows:

2018 2017

RMB’000 RMB’000

Total liabilities 4,131,042 4,915,384
Total assets 8,291,194 5,594,772
Debt to asset ratio 50% 88%

37. EVENT AFTER THE REPORTING PERIOD

On 8 March 2019, Hope Education (as purchaser) and Tequ Education (as vendor) entered into an acquisition
agreement, pursuant to which Hope Education agreed to acquire the entire interests in Chengdu Maysunshine
Education Management Co., Ltd. (“Maysunshine”) from Tequ Education at a consideration of RMB70,000,000.
Further information can be found in the Company’s announcement dated 8 March 2019.
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38. STATEMENT OF FINANCIAL POSITION OF THE COMPANY

Information about the statement of financial position of the Company at the end of the year is as follows:

2018 2017

RMB’000 RMB’000
CURRENT ASSETS
Other receivables 1,416 —
Amounts due from a subsidiary 1,151,389 =
Cash and cash equivalents 1,564,605 —
Total current assets 2,717,410 o
CURRENT LIABILITIES
Other payables and accruals 1,179 —
Amounts due to related parties — 27
Total current liabilities 1,179 27
NET CURRENT ASSETS 2,716,231 (27)
NET ASSETS 2,716,231 (27)
EQUITY/(DEFICIT)
Issued capital 454 —
Reserves (note) 2,715,777 (27)
Total equity/(deficit) 2,716,231 27)

Note:
A summary of the Company’s reserves is as follows:

Share Share option ~ Accumulated

premium reserve losses Total
RMB’000 RMB’000 RMB’000 RMB’000
At 1 January 2017
Loss and total comprehensive
loss for the year — — (27) 27)
At 31 December 2017 and 1 January 2018 — — (27) 27)
Loss and total comprehensive loss for the year — — (108,296) (108,296)
Issue of new shares for IPO 2,785,710 — — 2,785,710
Equity-settled share option arrangement — 122,345 — 122,345
Share issue expenses (83,955) — — (83,955)
At 31 December 2018 2,701,755 122,345 (108,323) 2,715,777

39. APPROVAL OF THE FINANCIAL STATEMENTS

The financial statements were approved and authorised for issue by the board of directors on 22 March 2019.
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DEFINITIONS

i(AGM”
“Articles of Association”
“Board”

“Business College of
Guizhou University of
Finance and Economics”

“Business Day”
or “business day”

“CEL Maiming”

“CG Code” or
“Corporate Governance Code”

“China” or “PRC”

“Chongging School”

“Company” or “our Company”

“Controlling Shareholder(s)”

“Convertible Loan”

“date of this annual report”

“Director(s)”

annual general meeting of the Company to be held on 28 May 2019
the articles of association of the Company
the board of Directors of our Company

Business College of Guizhou University of Finance and Economics (& /M 81 4%
KEETSEPT), a college established under the laws of PRC in 2004, acquired
by our Group in April 2014 and operated under the cooperation between
Guizhou University of Finance and Economics and our Group in September
2014

a day on which banks in Hong Kong are generally open for business to the
public and which is not a Saturday, Sunday or public holiday in Hong Kong

Shanghai CEL Maiming Investment Centre (Limited Partnership) (/& 1%
BB R L(BRAE)), a limited partnership established under the laws of
PRC on 27 February 2015

the code on corporate governance practices set out in Appendix 14 to the
Listing Rules

the People’s Republic of China excluding for the purpose of this report, Hong
Kong, the Macau Special Administrative Region and Taiwan

Chonggqing Digital Industry Vocational and Technical College (& & &= 5
2 HIITEERR), a private institution of higher education college to be established
under the laws of the PRC

Hope Education Group Co., Ltd. (2 E &£ BB R A7), an exempted
company incorporated in the Cayman Islands with limited liability on 13
March 2017

has the meaning ascribed to it in the Listing Rules and unless the context
requires otherwise, refers to the group of controlling shareholders of our
Company

On 22 August 2017, Zhuhai Maiwen entered into an debt investment with
conversion rights agreement with Hope Education, Sichuan Tequ Investment,
Chengdu Mayflower Investment Management, CEL Maiming and Guangwei
Qinghe, pursuant to which Zhuhai Maiwen agreed to advance RMB600
million to Hope Education, among which RMB200 million is convertible into
equity interest in Hope Education and/or its associated entities

25 April 2019

the directors of our Company

216 HOPE EDUCATION GROUP CO., LTD. e 2018 ANNUAL REPORT



“Gansu School”

” o«

“Group,” “our Group,”

“we” or “us”

“Guangwei Qinghe”

“Guizhou College”

“Guizhou Vocational Institute
of Technology”

“HK$” or “Hong Kong dollar(s)”
“Hong Kong” or “HK”
“Hong Kong Stock Exchange”

“Hope Education”

“IFRS”

“Independent Third Party(ies)”

“Jiexing Huilv”

DEFINITIONS

Gansu Vocational Technical College (H REt=24i722F%), a private institution
of higher education college to be established under the laws of the PRC

our Company, its subsidiaries and the consolidated affiliated entities from
time to time, or, where the context so requires in respect of the period before
our Company became the holding company of our present subsidiaries, the
entities which carried on the business of the present Group at the relevant
time

Shanghai Guangwei Qinghe Investment Centre (Limited Partnership) (/&%
MEARETRL(ERAE)), a limited partnership established under the laws
of PRC on 12 January 2016

The College of Science and Technology of Guizhou University* (51 AZ2RH
E5[7), a college established under the laws of PRC in May 2001, approved by
the MOE to be operated under the cooperation between Guizhou University
and a third party in December 2014 and acquired by our Group in September
2016. Our Group disposed The College of Science and Technology of
Guizhou University on 19 March 2018. For further details of the disposal, see
“History, Reorganization and Corporate Structure” in the Prospectus

Guizhou Vocational Institute of Technology* (& M & 1T % £63), a
college established by our Group under the laws of PRC in March 2016

the lawful currency of Hong Kong, Hong Kong dollars
the Hong Kong Special Administrative Region of the PRC
The Stock Exchange of Hong Kong Limited

Sichuan Hope Education Industry Group Limited* (74)| & B B E ¥ = E AR
A7) (formerly known as Sichuan Mayflower Investment Company Limited (24
JI| = A7ER & B BR A 7)), Sichuan Hope Mayflower Investment Limited (P9)1| %
2 FH AEREER AT, Sichuan Hope Education Industry Company Limited
(W HEHEEXERAT), a limited liability company established under
the laws of PRC on 12 January 2005

the International Financial Reporting Standard(s)

an individual(s) or a company(ies) who or which is/are independent of and not
connected with (within the meaning of the Listing Rules) any Director, chief
executive or substantial shareholder (within the meaning of the Listing Rules)
of our Company, its subsidiaries or any of their respective associates

Guizhou Jiexing Huilv Air Service Consultant Services Limited (Z/1/# 2 2k
fZe Ze s sA RIS A PR A 7)), a limited liability company established under the
laws of PRC on 9 September 2010
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DEFINITIONS

“Jinci College of Shanxi Medical
University”

“Listing”

“Listing Date”

“Listing Rules”

“MEA”

“Main Board”

“Model Code”

“MOE”
“Prospectus”

“Registered Shareholders”

“Reporting Period”
“BRMB” or “Renminbi”

“SFO” or “Securities

and Futures Ordinance”

“Share(s)”

“Shareholder(s)”

“Sichuan Department of Education”

Jinci College of Shanxi Medical University* (LLiFa 2RI A £ & Ep57), a college
established under the laws of PRC in June 2002, acquired by our Group in
April 2014, and operated under the cooperation between Shanxi Medical
University and our Group in August 2014

the listing of the Company’s Shares on the Main Board of the Stock
Exchange of Hong Kong Limited

3 August 2018, the date on which the Company’s Shares are listed and from
which dealings therein are permitted to take place on the Stock Exchange of
Hong Kong Limited

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

mergers and acquisitions

the stock exchange (excluding the option market) operated by the Hong Kong
Stock Exchange is independent of and operated in parallel with the GEM of
the Hong Kong Stock Exchange

The Model Code for securities transactions by Directors of listed issuers set
out in Appendix 10 to the Listing Rules

Ministry of Education of the PRC
The prospectus published by the Company on 24 July 2018

shareholders of Hope Education, namely, Sichuan Tequ Investment Group
Limited (PU)I|F & E£BEER A7), Chengdu Mayflower Investment
Management Limited (58 F A 7E1% & B2 B PR A 7)), CEL Maiming, Guangwei
Qinghe and Zhuhai Maiwen

the year ended 31 December 2018
Renminbi, the lawful currency for the time being of the PRC

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

ordinary share(s) of a nominal value of US$0.00001 each in the share capital
of our Company

holder(s) of the Share(s)

Sichuan Department of Education
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“Sichuan Hope Automotive
Technical College”

“Sichuan Hope Automotive
Vocational College”

“Sichuan Tequ Investment”

“Sichuan Tianyi College”

“Sichuan TOP IT
Vocational Institute”

“Sichuan Vocational
College of Culture &
Communication”

“Southwest Jiaotong
University Hope College”

“State”

“Subsidiary(ies)”
“Substantial Shareholder(s)”

“Tequ Education”

“the Period”

“U.S.” or “United States”

DEFINITIONS

Sichuan Hope Automotive Technical College* (PU)I| % 2/ E K AEFx), a
college established by our Group under the laws of PRC in July 2016

Sichuan Hope Automotive Vocational College* (P9)I| % £ /55 B % £65%), a

college established by our Group under the laws of PRC in March 2013

Sichuan Tequ Investment Group Limited (PU)I|455Ei% EEB AR AR, a
limited liability company established under the laws of PRC on 28 June 2005

Sichuan Tianyi College* (R##PUJI|X—2Ft), a college established and
named as Sichuan Tianyi Open College (P4)I| X — M HFHEISZELT) in 1991,
approved by the State Education Commission (currently, the MOE) to be a
formal junior-college-level higher education institution in 1994 and acquired
by our Group in September 2011

Sichuan TOP IT Vocational Institute* (9)1| &5 B 178 % £67), a college
established by Sichuan TOP Education Co., Ltd. (70)|FE &% 5 Bin AR A 7))
in June 2000 and acquired by our Group in December 2017

Sichuan Vocational College of Culture & Communication* (P9) 1|31k {52 1555
#E[7), a college established as a higher vocational college in 2005 and
acquired by our Group in March 2014

Southwest Jiaotong University Hope College* (PGB AEZE L&), a
college approved by the MOE to be established under the cooperation
between Southwest Jiaotong University, Chengdu West Hope Group Limited
and our Group in April 2009

the central government of the PRC, including all governmental sub-divisions
(such as provincial, municipal and other regional or local government entities)

has the meaning ascribed to it in the Listing Rules
has the meaning ascribed to it under the Listing Rules

Sichuan Tequ Education Management Limited* (7)1 8820 & &2 AR A
Al), a limited liability company established under the laws of PRC on 30
November 2017 following the division under reorganization, the shareholding
of which largely mirrors that of Hope Education and is indirectly controlled by
Mr. Wang Huiwu

for the year ended 31 December 2018

the United States of America, its territories, its possessions and all areas
subject to its jurisdiction
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DEFINITIONS

“U.S. dollar(s)” or “US$”
or “USD”

“West Hope”

“WFOE”

“Yixing CEL”

“Zhuhai Maiwen”

“2018 Pre-IPO Share
Option Scheme”

“gp”

*

For identification purpose only

United States dollars, the lawful currency for the time being of the United
States

Chengdu West Hope Group Limited* (% &%= 78 75 L& B H R A 7)), a company
established in the PRC with limited liability on 1 September 1997, which holds
55% of the shares of Sichuan Tequ Investment Group Limited* (70) |45 58% &
EEERAR])

Horgos Tequ Mayflower Information Technology Co., Ltd. (BB EHTFEER A
e/ BRHE AR AR]), a company established in the PRC with limited liability
on 19 January 2018 and a wholly-owned subsidiary of the Company

Yixing CEL Investment Co., Limited (#1415 & A R A ), a limited liability
company established under the laws of PRC on 26 September 2008

Zhuhai Maiwen Investment Centre (Limited Partnership) (Bk/&ZBGEE R 0\
(R4 %)), a limited partnership established under the laws of PRC on 19 May
2017

the 2018 pre-IPO share option scheme conditionally approved and adopted
by our Shareholders on 18 March 2018 for the benefit of, amongst others, our
Group’s directors, senior management, employees, advisors, consultants,
distributors, contractors, customers, suppliers, agents, business partners,
joint venture business partners and service providers, a summary of the
principal terms of which is set out in “Appendix V — Statutory and General
Information” of the Prospectus

percent
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