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Corporate Profile
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Financial Highlight

2018 2017 2016 2015 2014
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Revenue 3,713,785 3,480,415 2,682,301 2,604,965 2,243,024
Profit from operations 429,842 484,331 483,846 388,899 486,636
Profit before taxation 507,605 537,574 550,111 450,306 544,087
Income tax (139,322) (133,652) (125,675) (117,740) (130,763)
Profit for the year 368,283 403,922 424,436 332,566 413,324

Profit attributable to:
Equity shareholders of the Company 241,992 256,171 310,607 237,790 251,519
Non-controlling interests 126,291 147,751 113,829 94,776 161,805

Earnings per share
Basic and diluted earnings per
share (RMB) 0.98 1.04 1.26 0.97 1.09

Total comprehensive income
for the year 89,941 381,750 444,780 342,537 414,021

Total comprehensive income
attributable to:

Equity shareholders of the Company 257,496 244,049 323,531 242,211 251,902
Non-controlling interests 132,445 137,701 121,249 100,326 162,119
Total non-current assets 2,535,580 2,350,158 1,226,332 718,626 585,962
Total current assets 7,910,528 7,793,433 5,723,069 4,998,375 4,765,931
Totalassets = 10,446,108 10,143,591 6,949,401 _ 5,717,001 _ 5,351,893
Total current liabilities 4,310,307 5,009,380 2,280,499 1,585,904 1,461,678
Total non-current liabilities 1,133,940 342,714 215,041 92,274 19,215
Total liabilites 5,444,247 5,352,094 = 2,495,540 = 1,678,178 = 1,480,893
Net Asset 5,001,861 4,791,497 4,453,861 4,038,823 3,871,000

Total equity attributable to the equity

shareholders of the Company 4,318,448 4,088,704 3,911,944 3,653,440 3,467,619
Non-controlling interests 683,413 702,793 541,917 385,383 403,381
TOTAL EQUITY 5,001,861 4,791,497 4,453,861 4,038,823 3,871,000

The financial information of the Group for the years ended December 31, 2014, 2015, 2016 and 2017 was
extracted from 2014, 2015, 2016 and 2017 annual reports published on the websites of the Stock Exchange
(www.hkexnews.hk) and the Company (www.polyculture.com.cn) on April 29, 2015, April 28, 2016, April 28, 2017
and April 27, 2018 respectively. The financial information of the Group for the year ended December 31, 2018
was set forth on pages 92 to 216 to this report, which was presented on the basis set forth in Note 2(b) to the
audited consolidated financial statements.
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Corporate Structure

The following chart sets out our corporate structure up to the Latest Practicable Date:
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Major Events in 2018

In May 2018, Poly Culture was included in the 10th “Top 30 Culture Enterprises” in China jointly organized by
Guang Ming Daily and Economic Daily. Mr. Xu Niansha, the Chairman of Poly Culture, was named “Annual Leading
Figure of Culture Industry in China in 2017”.

In June 2018, Poly Film was invited to the 21st Shanghai International Film Festival and was honored as the “Film
Investment Company of the Year”.

In July 2018, the Poly WeDo Music Children’s Chorus (IR FIZE & IEE) won world championship in the Folk
category in Florence International Choir Festival in Italy.

In August 2018, Poly Auction Beijing won four awards in the third “Qinghua Award” organized by the China
Association of Auctioneers, including “Top Ten Enterprises” in the comprehensive category, and “Profitability
Award”, “Tax Creation Award” and “Scale Award” in specialized categories.

In September 2018, Poly Theatre Management won the first “China Performance Brand” award.

In October 2018, the results of the third “Top 30 and Best Performing 30 Culture Enterprises in the Capital” jointly
organized by the Capital Cultural Industry Association, Guang Ming Daily and Beijing Daily were announced. Poly
Culture was included in the third “Top 30 Capital Culture Enterprises”. This is the third consecutive year that Poly
Culture has won this honor.

In December 2018, Poly Auction Beijing successfully organized the “Poly Beijing 2018 Autumn Art Auction”,
achieving a turnover of RMB2.55 billion. At this point, Poly Auction’s worldwide total turnover reached RMB8.3
billion for 2018, ranking the first in global Chinese artwork auctions for nine consecutive years. Among the auctioned
artworks, “Two Swallows” ( (#3%) ), an oil painting by Wu Guanzhong, was sold at RMB112.7 million, becoming
the only oil painting sold at over RMB100 million in China this year; “Farewell Banquet at the Creek Cottage” (
EEFkAIE ) ) by Wen Zhengming was sold at RMB87.975 million, breaking the world record of auction price of
Wen Zhengming’s works; “Unified Country” ( [T —#t] ), the ocean-color Eight Diagrams exquisite rotating pen
holder made for Emperor Qianlong of the Qing Dynasty, was sold at RMB48.30 million, creating a world record
for the auction price of pen holders.

In December 2018, Poly Theatre Management took over the Yuhang Theatre, and Hangzhou became the 14th
provincial capital in which Poly Theatre operated. At this point, Poly Theatre directly managed 64 theaters in 55
cities across the country, with 126 auditoriums housing more than 130,000 seats.

In December 2018, the “2018 Chinese Cultural Enterprise Brand Annual Meeting” was held in Beijing. Poly Culture
was named “2018 Top 50 Chinese Cultural Enterprises by Brand Value”.
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Chairman’s Statement

On behalf of the Board of Directors (the “Board”), | am pleased
to present the annual results for the year ended December
31, 2018 (the “2018 Year”) of Poly Culture Group Corporation
Limited (the “Company”) and its subsidiaries (collectively,
the “Group”).

Global political and economic environment remained
complicated in 2018. The rising unilateralism, anti-globalization
activities, slowing international trade and the ongoing China-
US trade tension have created great uncertainties. However,
China’s Belt and Road Initiative and the proposal of building
a community of shared future for mankind have gained global
recognition. China’s huge cultural market remained highly
appealing to global investors and businesses. There will still
be many cultural exchange activities between the east and
west, and we see many opportunities in the cultural industry.

Our hard work was bearing fruits. In 2018, the Company
was included in the “Top 30 Culture Enterprises” and Top 50
Cultural Enterprises by Brand Value in China. During the past
year, the Company adhered to its strategy, strengthened its
ability of fending off risks, and enhanced its execution, internal
control and management efficiency to achieve economic
benefits. We will continue to grow and become even stronger.
Our leading position in the culture industry will be solidified.
Our reputation and brand image will be further strengthened.
QOur cultural brand value will be fully recognized, and we will
truly become a strong cultural enterprise.

2019 will be the first year for Poly Culture to implement the
“13th Five-Year Plan”. We are starting a journey to become
an even stronger company! We will learn from our past
experiences and reenergize ourselves to vigorously move
toward the goal of “building ourselves into a flagship company
in China’s culture industry and a first-class cultural brand in
the world”!

Last but not least, on behalf of the Board, | would like to
extend my deepest appreciation to all shareholders, Board
members, management and employees of the Group for the
support to the Company!

Chairman
Xu Niansha
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Chairman’s Statement
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Management Discussion and Analysis
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In 2018, under the leadership of the Board, Poly Culture worked diligently and focused on implementation,
successfully completing the tasks of the year and maintaining a steady growth in operating results. The Company
sought breakthroughs through mergers and acquisitions domestically and abroad. With industry integration as
the pivot point and a determination to innovate, the Company took a promising step towards our development
goal of building a “bigger, better, and stronger Poly Culture”.

_ I.SEGMENT BUSINESS
=== |INFORMATION

B “Two Swallows” ( (#3E) ) by Wu Guanzhong Art business and auction business deliberately
2018 Poly Autumn Auction, Auction price: RMB112,700,000 . . X

reduced the number of auction items and adjusted

the structure of auction items. In 2018, Poly Culture

achieved a total auction turnover of RMB8.3 billion,

EE T

I “Autumn of Han Palace” ( CZ=FX[E) ) from the Song Dynasty
2018 Poly Spring Auction, Auction price: RMB124,200,000
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“Envisioning Pipaxing” ( EEE1T:52) ) by Fu Baoshi
2018 Poly Spring Auction, Auction price: RMB103,500,000

“Shapeless Earth” ( {XHAER) ) by Zao Wou-Ki

2018 Hong Kong Spring Auction, Auction price: HKD182,900,000
“ *Precious Article for Imperial Perusal of Qianlong’ ( { [#2[&
% 2% | ¥HE) ) Gold-plaque Beast-shape Copper Seal”

from the Qing Dynasty

2018 Poly Spring Auction, Auction price: RMB110,975,000

POLY

Management Discussion and Analysis

continuing to lead the global auction market of Chinese artworks
and further increasing its domestic market share. The auction
prices of “Autumn of Han Palace” ( (2= [&E) ) from the Song
Dynasty, “Envisioning Pipaxing” ( (EE&E77:FE) ) by Fu Baoshi,
“Two Swallows” ( {##E) ) by Wu Guanzhong, “Shapeless Earth”
( (KHEEFZY ) by Zao Wou-Ki, and the “Precious Article for
Imperial Perusal of Qianlong’ Gold-plague Copper Seal” ( [ #zF& 1
&2 E | BE) from the Qing Dynasty all exceeded RMB100 million.
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Management Discussion and Analysis

GERIESE S E z In 2018, Poly Theatre Management

newly took over 5 theatres, 4

of which successfully opened

‘ for business during the year.

S Currently, the theatre line business

of Poly Theatre covers 56 cities

in 19 provinces, autonomous

regions and municipalities across

China, with 64 first-rate theatres

in China under operation and
management.

¥ Tmiia

[ Theatre Distribution

Poly Film opened 9 new directly-operated cinemas in 2018, increasing the number of directly-
operated cinemas to 71, and achieved a box office income of RMB806 million.

2. New businesses progressed
continuously with accelerated
implementation and layout

In terms of art education, Poly Culture,
Poly Development, Poly Investment jointly
established Art Education Company, and
completed the consolidation of 45% of equity
interests in Hele Education (F14424 &) in 2018. Ex— T i,
The first project launched by Art Education M Biingual Musical Creative Arts Camp in Denmark

Company was Zhuhai Theatre. In terms of music
education, Poly WeDo continued to expand. It had
5 campuses accommodating 1,370 students as at
December 31, 2018.

In terms of cultural finance, Art Investment took
I Master Workshop for Musicals at University of Cincinnati (U.S.A) . . . .

aggressive actions in 2018 by launching 9 funds

amounting to RMB300 million. Poly Ronghe
developed rapidly and continued to provide strong support for the auction business. Poly Culture
Industry Investment Fund Co., Ltd. (“Poly Culture Industry Fund”) actively supported the main
businesses of Poly Culture. With its first fund amounting to over RMB100 million, it effectively played

its role as a financing platform.

o o

POLY CULTURE GROUP CORPORATION LIMITED ANNUAL REPORT 2018



Management Discussion and Analysis

In terms of cultural assets operation, the synergy between culture and real estate achieved desirable
results. Zhengzhou and Cixi Projects were successfully launched and Uniwalk Poly Art Space (&
T7 AR R Z T ZE ) was successfully opened for business.

Poly Theatre Management launched over 10
original plays in 2018. It jointly or independently
produced and launched plays including “Lurk”
( (BIRY ), “Tomorrow” ( {BBX) ) and “Chi
Ye” ( {EEE8) ), and the classic Israeli play
“Ghetto” ( {IA%) ) and Broadway musical
“Cinderella” ( {ZR#f48) ) in Chinese version.
It also organized the first “Poly-original
Parent-child Art Festival” where 5 original
IP child plays including “The Little One in
the Forbidden City” ( (IUE#EE/NT2E) )
and “Ancient Poems in Children’s Rhymes” @ pgroadway musical “Ginderella” ( {7448 ) in Chinese version
((EFFERB) ) were presented.

The Art Centre intensified its sales efforts and burnished its corporate brand through academic
promotion. By organizing the “Third Poly Stellaroemia Modern Art Exhibition” and the “Fourth Poly
Stellaroemia Art Exhibition”, it further enhanced its influence and resource integration capability.

Poly Film invested in the TV drama “Revelation of Family Tradition” ( {RERXREX) ) and the film
“Weary Eyes of the Wandering Poet” ( {FFERfERIE) ). It accelerated the development of the
“Super Cinema Entertaining Centre” business, exploring the business model of combining product
consumption, entertainment, and traditional movie.

Poly WeDo organized the Master Workshop
for Musicals at University of Cincinnati (U.S.A),
the Culture & Music Summer Camp in Gubei
Water Town, the Bilingual Musical Creative
Arts Camp in Denmark and other branding
events to enhance its recognition in the
industry. At the “Florence International Choir
Festival” ({8 Z& fa £ BUFR & 18 50) in Italy, the Poly
WeDo Music Children’s Chorus ({f | E & & 18
=) managed to defeat the adult choirs from

various countries and won world championship

[ © in the Folk category.
B Poly Art Education

o1 ]
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Management Discussion and Analysis

Established in 2018, the Culture and Creativity Company co-organized the 13th China (Yiwu) Cultural
Products Trade Fair, where our three main businesses, art, culture and creativity, and animation
simultaneously entered the Yiwu market, receiving high commendation. “Poly National Artwork
Copyright Trading Base” was officially opened, becoming China’s first institution specializing in
artwork copyright management. In collaboration with the Forbidden City, the Culture and Creativity
Company rolled out a series of cultural and creative products. With the “Poly Box” drawing wide

attention, the “Poly Cultural and Creative Business” brand began to take shape.

4, Accelerating the expansion of international
business to improve the level of international
operation

Poly Culture participated as a main partner in London
Design Biennale where it established cooperative relations
with a number of British museums and art institutes. In

2018, it entered into a cooperation agreement with W “Bejing’s Eight-minute” cultural performance at the
the Department for International Trade of the United Pyeongehang Winter Oympics
Kingdom, which facilitated the full cooperation between

the two parties in art, culture and creativity.

Poly Theatre Management successfully completed the task of providing operation support for
“Beijing’s Eight-minute” cultural performance at the closing ceremony of Pyeongchang Winter
Olympics and Winter Paralympics. It co-produced the Chinese tour version of the opera “Madama
Butterfly” ( {#i%5k A ) ) and family musical “The Perfect Little Witch” ( { Z&/NEZ) ), etc. It also
organized the second Poly International Theatre Forum which facilitated dialogues in the industry
on program introduction, project production, audience cultivation, etc.

Poly Film co-organized the series events for the 2018 “French-speaking Countries’ Film Festival”
(EBEZKFE) and the European Union Film Festival (BIB2E &), and organized major events
such as the 8th Beijing International Film Festival and the 14th Changchun Film Festival to expand
its influence in the industry.

o § 2]
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Management Discussion and Analysis

Poly North America organized 6 high-end exhibitions and 68 cultural exchange events in 2018 to
assist in the collection of overseas artworks and the introduction of musical drama so as to further
enhance the recognition and influence of Poly Culture domestically and abroad.

RESULTS ANALYSIS AND DISCUSSION

Total revenue increased by 6.7% from RMB3,480.4 million for the year ended December 31, 2017 to
RMB3,713.8 million for the year ended December 31, 2018, primarily due to the expansion of theatre and
cinema networks.

The respective segment revenue of the Group in 2018 and 2017 is as follows:

Years ended December 31,

2018 2017
RMB in millions  RMB in millions % of change
Art Business and Auction 1,158.0 1,301.5 (11.0)
Performance and Theatre Management 1,657.5 1,372.8 20.7
Cinema Investment and Management 876.6 786.5 11.5

Gross profit increased by 5.4% from RMB1,229.3 million for the year ended December 31, 2017 to
RMB1,295.3 million for the year ended December 31, 2018. Gross profit margin decreased from 35.3%
for the year ended December 31, 2017 to 34.9% for the year ended December 31, 2018.

Other net income (mainly including government grants) increased from RMB58.2 million for the year ended
December 31, 2017 to RMB64.9 million for the year ended December 31, 2018.

Selling and distribution expenses increased by 14.7% from RMB361.2 million for the year ended December
31, 2017 to RMB414.3 million for the year ended December 31, 2018, primarily due to (i) the increase
in staff costs as a result of an increase in the headcount of selling and marketing employees, which was
attributable to our increased selling and marketing activities as a result of our efforts to promote and expand
our business; and (i) the increase in the number of cinemas we operated and theatres we managed.

o1 ]s
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Management Discussion and Analysis

Administrative expenses increased by 20.5% from RMB442.0 million for the year ended December 31,
2017 to RMB532.6 million for the year ended December 31, 2018, primarily due to (i) the increase in staff
costs as a result of an increase in the headcount of our administrative employees, which was attributable
to our increased administrative activities and business scale; (i) the increase in the number of cinemas
we operated and theatres we managed; and (jii) the increase in impairment losses on non-current assets.

As a result of the foregoing, reportable segment profit decreased by 11.1% from RMB699.8 million for the
year ended December 31, 2017 to RMB622.0 million for the year ended December 31, 2018.

The respective reportable segment profit of the Group in 2018 and 2017 is as follows:

Years ended December 31,

2018 2017
RMB in millions RMB in millions % of change
Art Business and Auction 388.1 496.5 (21.8)
Performance and Theatre Management 60.2 56.4 6.7
Cinema Investment and Management 173.7 146.9 18.2

Finance income decreased by 3.5% from RMB62.3 million for the year ended December 31, 2017 to
RMB60.1 million for the year ended December 31, 2018, mainly due to a decrease in interest income
from consignor advances.

Finance costs increased by 183.0% from RMB14.7 million for the year ended December 31, 2017 to
RMB41.6 million for the year ended December 31, 2018, primarily due to an increase in the average
amount of bank loans and bonds.

Income tax increased by 4.2% from RMB133.7 million for the year ended December 31, 2017 to RMB139.3
million for the year ended December 31, 2018.

o1 ]
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Management Discussion and Analysis

Profit for the year

As a result of the foregoing, profit for the year decreased by 8.8% from RMB403.9 million for the year ended
December 31, 2017 to RMB368.3 million for the year ended December 31, 2018, and net profit margin
decreased from 11.6% for the year ended December 31, 2017 to 9.9% for the year ended December
31, 2018.

LIQUIDITY AND CAPITAL RESOURCES

During the year ended December 31, 2018, the Group maintained a stable financial position and adequate
liquidity. As at December 31, 2018, the Group’s cash and cash equivalents amounted to RMB1,407.8 million
(2017:RMB1,719.5 million), decreased by 18.1% as compared to that of December 31, 2017.

During the year ended December 31, 2018, the net cash outflow from operating activities amounted to RMB324.0
million (net cash outflow for the year ended December 31, 2017 was RMB678.9 million). Taking into account
RMB398.0 million in net cash outflow from investing activities, and RMB410.5 million in net cash inflow from
financing activities mainly arising from the increase of bank loans and issuance of bonds, there was a decrease
in cash and cash equivalents of approximately RMB311.5 million as compared to the end of last year.

CHANGES TO KEY ITEMS IN CONSOLIDATED STATEMENT OF
FINANCIAL POSITION

Property, plant and equipment

Property, plant and equipment mainly include, but are not limited to cinema equipment and self-owned offices. Our
property, plant and equipment increased by 0.1% from RMB819.3 million as at December 31, 2017 to RMB820.1
million as at December 31, 2018.

Current assets and current liabilities

Primarily due to the expansion of our business, the current assets increased by 1.5% from RMB7,793.4 million
as at December 31, 2017 to RMB7,910.5 million as at December 31, 2018. Current liabilities decreased by
14.0% from RMB5,009.4 million as at December 31, 2017 to RMB4,310.3 million as at December 31, 2018. The
decrease of current liability is primarily due to the settlements of payables to consignors.

Inventories

Our inventories increased by 6.9% from RMB1,965.9 million as at December 31, 2017 to RMB2,101.1 million as
at December 31, 2018, primarily due to the increase in inventory of artwork collections.

o s
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Management Discussion and Analysis

The consignor advances increased by 9.4% from RMB883.7 million as at December 31, 2017 to RMB967.0
million as at December 31, 2018, primarily due to our efforts to attract high quality auction artworks from well-
known collectors.

The deposits, prepayments and other receivables increased by 25.4% from RMB1,080.0 million as at December
31, 2017 to RMB1,354.3 million as at December 31, 2018, primarily due to the increase in prepayments for
auctioned artwork.

INDEBTEDNESS

As at December 31, 2018, we incurred interest-bearing borrowings of RMB3,167.4 million, which were mainly
borrowed from reputable financial institutions and were unsecured. Bank loans increased from RMB1,756.5 million
as at December 31, 2017 to RMB2,088.6 million as at December 31, 2018 due to the expansion of business
operation. The Group issued RMB400 million and RMB300 million corporate bonds on September 7, 2018 and
December 5, 2018 at coupon rates of 4.72% and 4.90% respectively, both with a term of three years, nominal
value per unit of RMB100.

Under artwork financing trust plans, we are obliged to fund the difference between the total expected monetary
trust property and the aggregate amount of the principal of trust, expected return as agreed in the trust plans,
applicable taxes and other incurred costs (exclusive of our expected incentive fees) if the borrower and its guarantor
fail to repay such amounts. As at December 31, 2018, our maximum exposure amounted to RMB154.0 million.

As at the date of this announcement, other than disclosed in this announcement, the Group did not have any
significant contingent liabilities nor any other off-balance sheet commitments and arrangements.

CAPITAL EXPENDITURE

Our capital expenditures primarily comprised of the purchases of property, plant and equipment as well as
intangible assets which amounted to RMB152.1 million and RMB132.1 million, respectively, for the years ended
December 31, 2018 and 2017.

OTHER FINANCIAL INDICATORS

The ratio which is calculated by dividing the interest-bearing debts by total equity increased from 52.5% as at
December 31, 2017 to 63.3% as at December 31, 2018.

o1 Qo
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Management Discussion and Analysis

EMPLOYEE REMUNERATION AND POLICY

As at December 31, 2018, the Group had 8,008 employees in total. The remuneration policy for our employees
has been determined by the Remuneration and Assessment Committee of the Board taking into consideration
the performance, experience and operational capacity of our employees. As at December 31, 2018, there has
been no material change to our remuneration policy and training plans. The Company also adopted the H share
appreciation rights incentive plan during the year. For details, please refer to the Company’s announcements dated
November 6, 2018 and December 21, 2018, respectively and the Company’s circular dated November 9, 2018.

lll. RISK FACTORS

The Company’s exposure to risks in connection with its operations mainly includes: market risk, risk of
staff turnover, competition risk, interest rate and exchange rate risk.

Uncertainties in the global economy (in particular economy of China)

Economic globalization has suffered setbacks, multilateralism is under attack, and the international
financial market is fluctuating. In particular, the Sino-US economic and trade frictions have adversely
affected the production management and market expectations of some enterprises. The Chinese
economy is facing daunting challenges of restructuring pains with interlacing old and new issues
and a combination of cyclical and structural problems, which bring in changes in otherwise stable
economic performance, some of which are alarming. The Company will integrate the brand value
and resources of Poly Culture to actively develop a new industrial pattern, explore new source of
profit growth and mitigate the adverse impact arising from economic fluctuations while handling
well the three principal existing business segments.

Unpredictability of the market for artworks

The market for artworks is influenced by various factors, including the overall economic and political
environment, changes in the collecting categories that are most sought after and preferences of
collectors. For example, under our auction operation, a decrease in market demand may cause a
decline in artworks auction turnover, which could result in lower commission income earned by us.
In addition, when we are in the process of art business operations, we may not be able to collect
favorable artworks at reasonable prices amidst keen market demands and we may find it difficult
to gain expected returns on selling the relevant artworks under declining market demands. We will
keep an eye on the market changes, understand rotation rules of hotspots in the artwork sector
and work out countermeasures appropriately. In particular, we will focus on expanding the portfolio
of new international clients and variety of artworks, as well as enhancing overseas sourcing so as
to reduce the risks arising from volatility in the market demand.
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Our success has been substantially attributable to the contribution of the excellent management
professionals. In terms of the art business and auction segment, we rely on a number of industry
professionals to provide authentication and valuation of artworks services, who require long-
term practices to accumulate sufficient experience to provide professional and reliable advice. In
other business segments, we also rely on qualified employees to ensure that we can manage our
theatres and cinemas with unified and high standards to improve the audience’s experience, and
enhance our brand recognition and profitability. We strive to attract the best talent through excellent
human resources management and provide them with good career development opportunities. We
will actively enhance internal talent cultivation, further enlarge the pool of key management and
professional talent, enhance the loyalty of key talent, and make innovations in the talent motivation
mechanism.

For the art business and auction segment, we mainly compete with key auction houses in the local and
foreign markets throughout the operation chain. The competition may possibly reduce our commission
income, and increase our costs in sourcing, purchasing and selling artworks, as well as expenses
in recruitment of talent in the industry. In the performance and theatre management segment,
we compete with other theatre management companies in China in terms of program resources,
theatre network coverage and brand recognition. In the cinema investment and management
segment, we mainly compete with other cinema operators in regions where we operate cinemas.
The Company will seek to gain a more precise understanding of the market demands and enhance
core competitiveness so as to maintain the leading market position.

Under our art business operations, we purchase and hold artworks which we believe are undervalued
or which we believe have appreciation potentials, and resell them at an appropriate time to make
profit. We mainly rely on our working capital and bank loans to fund our acquisitions of artworks.
Increase in interest rates may increase our costs to purchase and hold the relevant artworks, which
could in turn adversely affect our operating results of performance if we are unable to pass the costs
to customers when we resell the relevant artworks. In addition, due to our expansion of overseas
business, we may generate revenue in terms of foreign currency in the future, and the contract
we entered into with overseas customers may also be in the value denominated in the Euro or the
U.S. dollar. Therefore, exchange rate fluctuation (especially among the RMB, the Euro and the U.S.
dollar) may increase our costs but decrease our profitability due to the decline in foreign exchange.
We will keep an eye on policies and changes relating to the domestic and foreign financial markets,
and adopt a specific financing pattern to partially offset impact of changes in the interest rates on
the finance costs during the interest rate hike cycle and interest rate reduction cycle.
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Management Discussion and Analysis

OUTLOOK

In 2019, China’s macroeconomic condition remains uncertain. Although it is growing in the long run, its
“stability is subject to changes, and changes give rise to concerns”. We must heighten our awareness of
urgency and take measures to address risks.

In 2019, Poly Culture will continue to focus on our goal of becoming “bigger, better, and stronger”. In addition
to maintaining the steady expansion of existing main businesses, we will vigorously promote mergers and
acquisitions domestically and abroad to consolidate the leading position of existing businesses. We will
ride the general trend of integrated development in the industry by promoting the integrated development
of culture and technology and tourism, and make progress while maintaining stable performance, with a
view to achieving new breakthrough.

Art business and auction business will strengthen the research on the market condition and
competitors, give full play to its overall advantages, and explore the new innovative incentive
mechanism to consolidate its market leading position. In addition, it will intensify its efforts in
proprietary sales. Cultural and creative business will focus on expanding off-line retail terminals as
well as expanding and operating mature online e-commerce sales channels. It will properly operate
the Yiwu Industrial Collaboration Centre and proactively carry out the cultural and creative project
consulting business and bulk gift procurement business.

Performance and theatre management business will continue to follow up on the theatre projects
in provincial capital cities and culturally-developed cities and ensure the renewal of theatres. Poly
Ticketing will focus on the development and operation of platforms and accelerate the building of
the integration platform.

Cinema investment and management business will strictly control operating costs, improve efficiency
and promote management improvement to achieve cost reduction and efficiency improvement. On
the basis of strict control of investment risks, it will take the opportunity to acquire external high-
quality projects, prudently conduct capital operation, and steadily expand its size.

Art education business must ensure the proper alignment with the Poly Art Investment Platform.
Poly WeDo will steadily push forward the construction of campuses outside Beijing, focusing on
summer tour, parent-child music and art festival and summer camp and implementing the “teaching
+ exhibition and performance” model, so as to further expand its brand influence.
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In terms of cultural finance, Art Investment will ramp up its efforts in exploring new projects, aiming
to achieve breakthroughs in capital operation and external cooperation. Poly Ronghe will strengthen
the research and judgment on market environment and financial environment to strictly control
business risks, steadily expand the size, and strengthen the support for the art business. Poly
Culture Industry Fund will proactively explore new projects and strengthen the cooperation with
relevant parties to quickly grow in size.

Poly Theatre Management will intensify its efforts in introducing high-quality works and creating
original works, accelerate the construction of children’s theater circuit, and properly arrange the
performances for the theaters, striving to build the “Poly Parent-Child” brand. We will strengthen
the communication and cooperation with Hong Kong Leisure and Cultural Services Department
and Hong Kong Arts Development Council to actively explore various resources and continuously
expand business cooperation channels. We will centre on the conversion of well-known IPs, the
cultivation of family audience, and the creation of boutique music projects to build a bigger and
stronger brand of “Presented by Poly”.

Poly Art Centre will organize series events such as “Art Carnival” and “Stellaroemia” art exhibition.
The Culture and Creativity Company will cooperate with museums to obtain the authorization to
develop the cultural and creative product business.

Poly Film will bring in new projects to achieve the full implementation of the “Super Cinema
Entertainment Center” business, thereby creating a diversified business model and improving
differentiated competitiveness.
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COMPOSITION OF THE BOARD OF DIRECTORS

the Board of Directors comprised four executive Directors, two non-executive Directors and three independent
non-executive Directors. As of December 31, 2018, the board of directors includes the following directors:

Executive Directors

The executive Directors of the Company are Mr. Xu Niansha (chairman), Mr. Zhang Xi (vice chairman), Mr. Jiang
Yingchun (chief executive officer) and Mr. Hu Jiaquan.

Non-executive Directors

The non-executive Directors of the Company are Mr. Huang Geming and Mr. Wang Keling.

Independent non-executive Directors

The independent non-executive Directors of the Company are Mr. Li Bogian, Ms. Li Xiaohui and Mr. Yip Wai Ming.

The profiles details of our Directors were set forth on pages 69 to 72 of this report.

CORPORATE PROFILE AND GLOBAL OFFERING

The Company was established as a joint stock limited company on December 14, 2010. The Company’s H Shares
were listed and traded on the Main Board of the Stock Exchange on March 6, 2014. The Prospectus has been
published on the websites of the Stock Exchange (www.hkexnews.hk) and the Company (www.polyculture.com.cn).

MAIN BUSINESS

The Company is a leading diversified culture and art enterprise in China, which maintains a well-balanced structure of
cultural industry with three pillar operations, namely art business and auction, performance and theatre management
and cinema investment and management, through its twelve first-level wholly-owned subsidiaries and controlled
subsidiaries. The Company actively develops four new businesses concurrently, namely art education * culture
finance * culture tourism and operation and management of culture asset.
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ANALYSIS OF KEY INDICATORS OF FINANCIAL PERFORMANCE

For details of analysis of key indicators of financial performance, please refer to “Results Analysis and Discussion”
of “Management Discussion and Analysis” of this report.

INFORMATION ABOUT THE ULTIMATE HOLDING COMPANY

Our ultimate holding company is Poly Group, which was established in 1992 as a large state-owned enterprise
under the direct supervision and administration of SASAC. Apart from the culture and art business conducted
through our Group, Poly Group is primarily engaged in international trade, real estate development, investment,
exploitation and operation in resource field, civilian explosive materials and blasting service and financial business.

ANNUAL RESULTS

The annual results of the Group for the year ended December 31, 2018 were published on the websites of the
Stock Exchange and the Company on March 22, 2019.

PROPERTY, PLANT AND EQUIPMENT

Movements in the property, plant and equipment of the Group for the year ended December 31, 2018 are set
out in Note 12 to the Financial Statements of this report.

SHARE CAPITAL

As at the Latest Practicable Date, the total Share capital of the Company is RMB246,316,000 divided into
246,316,000 Shares with a nominal value of RMB1.00 each.

RESERVES

Movements in the reserves of the Company for the year ended December 31, 2018 are set out in the Consolidated
Statement of Changes in Equity and Note 29 to the Financial Statements of this report, and details of reserves
available for distribution to our Shareholders are set out in Note 29(e) to the Financial Statements of this report.

APPOINTMENT OF AUDITORS

For the year ended December 31, 2018, the Company continued to appoint BDO China Shu Lun Pan Certified Public
Accountants LLP as the PRC auditor of the Company, and KPMG as the international auditor of the Company.
BDO China Shu Lun Pan Certified Public Accountants LLP and KPMG will retire as the Company’s auditors at
the end of the forthcoming annual general meeting of the Company and, being eligible, will offer themselves for
re-appointment. the Company has not changed the auditor for the past three years.
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PROFIT DISTRIBUTIONS

The Company has reviewed and approved the dividend distribution plan of the Company for the year 2017 at
the 2017 annual general meeting of the Company on June 28, 2018. The Company have distributed a final
cash dividend of RMBO0.207 per share (tax inclusive) in an aggregate amount of approximately RMB50,987,412
(tax inclusive) for the year ended December 31, 2017 to Shareholders whose names appear on the register of
members of the Company on July 10, 2018. The Board recommends to distribute a final dividend of RMB0.207
per share (tax inclusive) in cash to the shareholders for the year ended December 31, 2018. The above dividend
is expected to be distributed on or before August 15, 2019 upon approval of Shareholders at the annual general
meeting of the Company,

TAXATION

According to the Enterprise Income Tax Law of the PRC ( {1 #E A R EFBIEATSHE) ) and its implementation
regulations (the “EIT Law”), the tax rate of the enterprise income tax applicable to the income of a non-resident
enterprise deriving from the PRC is 10%. For this purpose, any H Shares registered under the name of non-
individual enterprise, including the H Shares registered under the name of HKSCC Nominees Limited, other
nominees or trustees, or other organizations or entities, shall be deemed as shares held by non-resident enterprise
shareholders (as defined under the EIT Law). The Company will distribute the dividend to those non-resident
enterprise shareholders subject to a deduction of 10% enterprise income tax withheld and paid by the Company
on their behalf.

Any resident enterprise (as defined under the EIT Law) which has been legally incorporated in the PRC or which
was established pursuant to the laws of foreign countries (regions) but has established effective administrative
entities in the PRC, and whose name appears on the Company’s H Share register should deliver a legal opinion
ascertaining its status as a resident enterprise furnished by a qualified PRC lawyer (with the official chop of the
law firm issuing the opinion affixed thereon) and relevant documents to Computershare Hong Kong Investor
Services Limited in due course, if they do not wish to have the 10% enterprise income tax withheld and paid on
their behalf by the Company.

Pursuant to the Notice on the Issues on Levy of Individual Income Tax after the Abolishment of Guoshuifa (1993)
No. 045 Document ( g BIFR 3% (1993)0455% 314 % 1148 B B (E A TS B EVE MIRERYIBAN) ) (the “Notice”) issued
by the State Administration of Taxation on June 28, 2011, the dividend to be distributed by the PRC non-foreign
invested enterprise which has issued shares in Hong Kong to the overseas resident individual shareholders, is
subject to the individual income tax with a tax rate of 10% in general.

However, the tax rates for respective overseas resident individual Shareholders may vary depending on the relevant
tax agreements between the countries of their residence and mainland China. Thus, 10% individual income tax
will be withheld from the dividend payable to any individual Shareholders of H Shares whose names appear on
the H Share register of members of the Company on the record date, unless otherwise stated in the relevant
taxation regulations, tax treaties or the Notice.
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The Company will withhold payment of the enterprise and individual income tax strictly in accordance with the
relevant laws or requirements of the relevant government departments and based on the Company’s register of
members of H Shares on the record date. The Company assumes no liability whatsoever in respect of and will
not entertain any claims arising from any delay in, or inaccurate determination of, the status of the Shareholders
or any disputes over the mechanism of withholding of enterprise income tax. The Company will not be liable for
any claim arising from any delay in, or inaccurate determination of the status of the shareholders or any disputes
over the mechanism of withholding.

PURCHASE, REDEMPTION OR SALE OF LISTED SECURITIES

The Company and its subsidiaries have not purchased, sold or redeemed any of the Company’s listed securities
for the year ended December 31, 2018.

MAJOR CUSTOMERS AND SUPPLIERS

For the year ended December 31, 2018, sales to the top five customers of the Company and the purchases
from the top five suppliers of the Company accounted for less than 30% of the Group’s total sales and total
purchases, respectively.

DIRECTORS’ AND SUPERVISORS’ INTERESTS IN MATERIAL
CONTRACTS, TRANSACTIONS OR AGREEMENTS

No contracts, transactions or agreements of significance to which the Company or its holding company, any of
its fellow subsidiaries and subsidiaries was a party and in which a Director or Supervisor had a material interest,
whether directly and indirectly, subsisted at the end of the year ended December 31, 2018 or at any time during
that year.

PRINCIPAL RELATIONSHIP BETWEEN THE COMPANY AND ITS
EMPLOYEES, CUSTOMERS, SUPPLIERS AND OTHER ENTITIES
WHICH HAVE MATERIAL INFLUENCE ON THE COMPANY

Customers

The Company is always concerned about the needs of our customers, providing reliable and safe products and
services to maintain our long-term business relationship with customers, and keep in touch through regular and
irregular visits, telephone and e-mail. Its auction companies adhere to the concept of “boutique Poly”, continuing
to provide quality services to domestic and international customers and gradually establishing a set of standardized
customer service process. We form strict service standards and timings for the whole process, from the collection
and storage of auction items, the issuance of auction notices, the delivery of invoice to buyers and sellers after
the auction was completed to the real time tracking of customers’ settlement. In order to protect the privacy of
customers, we strictly conform to the requirements of the relevant laws and regulations, and only those authorized
people are allowed to dealing with clients’ information.
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Sales to the top five customers of the Company accounted for less than 30% of the Group’s sales and the
dependence on the major customers is less risky.

In terms of employees, the Company has established a good training system, to promote career development for
our employees, help them maintain work life balance and will explore to construct a mid-to-long-term incentive
mechanism. We strive to create a good working environment of innovative development and result sharing.

The Company’s main products and service providers include domestic and foreign performance groups, cinema
line companies, art holders, decorating and constructor, printer and others. The Company aims to establishing
long-term relationship with the suppliers and generally select the suppliers with high credibility. The audit department
of the Company also makes periodic checks on the relevant purchase prices.

The group’s business does not depend on any individual supplier. The purchases from the top five suppliers of
the Company accounted for less than 30% of the Group’s total purchases.

The Company has and always will highly value the maintenance and development of investor relations, in order
to timely and effectively convey the corporate information to the public, enhance the Company’s information
transparency and build an effective communication channel between the Company and investors.

BANK LOANS AND OTHER BORROWINGS

Details of the bank loans and other borrowings of the Group for the year ended December 31, 2018 were set
forth in Note 20 to the Financial Statements of this report.

EMPLOYEES REMUNERATION AND POLICIES

As at December 31, 2018, the Group had 8,008 employees in total. The remuneration policy for our employees
has been determined by the Remuneration and Assessment Committee of the Board taking into consideration the
performance, experience and operational capacity of our employees. As at December 31, 2018, there has been no
material change to our remuneration policy and training plans. The Company also adopted the H share appreciation
rights incentive plan during the year. For details, please refer to the Company’s announcements dated November
6, 2018 and December 21, 2018, respectively and the Company’s circular dated November 9, 2018. Details of
the employee remuneration of the Company were set forth in Note 7(b) to the Financial Statements of this report.

ofefs]

POLY CULTURE GROUP CORPORATION LIMITED ANNUAL REPORT 2018



Report from the Board of Directors

RETIREMENT AND EMPLOYEES BENEFIT SCHEME AND SHARE
OPTION INCENTIVE PLAN

Details of the retirement and employees benefit scheme of the Company are set forth in Note 7(b) to the Financial
Statement of this report.

As at the Latest Practicable Date, the Company also adopted the H share appreciation rights incentive plan during
the year. For details, please refer to the Company’s announcements dated November 6, 2018 and December 21,
2018, respectively and the Company’s circular dated November 9, 2018.

ENVIRONMENT POLICY AND PERFORMANCE OF THE COMPANY

The Company insists on the concept of scientific and green development. We study, publicize and strictly comply
with national laws and regulations relating to environmental protection and energy conservation. We actively
promote the production and business mode of energy conservation, green and low-carbon. We change bad
consumption patterns and living habits, avoiding waste. The Company has established an OA (office automation)
system and implemented paperless work, to promote the re-use of office paper. We suggest our employees to
go out by walk or public transportation and drive as little as possible. We hold meetings by video and telephones,
to effectively reduce operating costs and carbon emissions.

COMPANY’S COMPLIANCE WITH RELEVANT LAWS AND
REGULATIONS

As the Group’s main businesses are art business and auction, performance and theatre management and cinema
investment and management, and art education, culture finance, culture tourism and operation and management
of culture asset. The Group is subject to relevant PRC policies, laws and regulations, including the auction law of
the People’s Republic of China ( {1 #E AR FELFBIHAE %) ), regulations on management of business performance
( (BEMEHEIEED) ) and regulations on film management ( (EZEIE &MY ). In addition, all our business
operations in the PRC are subject to the laws and regulations regarding quality, safety production, environmental
protection, intellectual property and labor. Besides, any violation of those laws and regulations may result in
sanctions, including warnings, penalties and remedies, which will have an adverse impact on the Group’s business
operation and future development.

In addition, the Group is required to obtain and maintain valid permits, licenses, approvals and certificates from
various governmental authorities or institutions under relevant laws and regulations for our businesses of cultural
relics auction, foreign-related performance, film projection, cultural fund. The Group must comply with the
restrictions and conditions imposed by various levels of governmental agencies to maintain the Group’s permits,
licenses, approvals and certificates. Should the Group fail to comply with any of the regulations or meet any of
the conditions required for the maintenance of the Group’s permits, licenses, approvals and certificates, such
permits, licenses, approvals and certificates could be temporarily suspended or even revoked, or the renewal
thereof, upon expiry of their original terms, may be delayed or rejected, which could materially and adversely
impact our business, financial condition and results of operations.

of: Qe

POLY CULTURE GROUP CORPORATION LIMITED ANNUAL REPORT 2018



Report from the Board of Directors

As an H share company incorporated in the PRC with limited liabilities and listed on the Hong Kong Stock Exchange,
the Company is governed by various applicable domestic laws and regulations including the Company Law of
the People’s Republic of China, the Guideline on Comprehensive Risk of Central Enterprises ( { FF R {> ¥ 2 HE
%3551) ) promulgated by the SASAC, as well as the Listing Rules and the Securities and Futures Ordinance.

The Group has implemented internal control measures to ensure its compliance with such laws and regulations.
Having reviewed the business performance of the Group, the Board is of the view that the Group has been in
compliance with the requirements of relevant laws and regulations in all material respects.

DIRECTORS’ AND SUPERVISORS’ INDEMNITIES

At no time during the year ended December 31, 2018 and up to the date of this report, there was or is, any
permitted indemnity provision being in force for the benefit of any of the Directors or Supervisors (whether
made by the Company or otherwise) or an associated company (if made by the Company). The Company has
arranged appropriate Directors’, Supervisors and senior management’ liability insurance coverage for the Directors,
Supervisors and senior management of the Group.

EQUITY-LINKED AGREEMENTS

For the year ended December 31, 2018, the Company did not enter into any equity-linked agreements.

DEBENTURES ISSUED

Pursuant to the requirements of the Company Law, the Listing Rules and the Articles, for the year ended December
31, 2018, the Company has completed the issuance of the following debentures in order to broaden the financing
channels, enhance the financing capability and reduce the financing cost of the Company.

The Company has completed the issuance of 2018 corporate bonds (first tranche) (the “First Tranche Corporate
Bonds”) on September 7, 2018. The aggregate issuance amount of the First Tranche Corporate Bonds was
RMB400 million with a term of three years, nominal value per unit of RMB100 and coupon rate of 4.92%. Interest
will be paid every year during the term, while the principal and interest will be repaid in a lump sum on maturity.
The interests shall be accrued from September 7, 2018. After deducting issuance expenses, the proceeds raised
from the First Tranche Corporate Bonds are intended to be used for repayment of borrowings from financial
institutions and used as additional working capital. For details, please refer to the Company’s announcement
dated September 10, 2018.
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The Company has completed the issuance of 2018 corporate bonds (second tranche) (the “Second Tranche
Corporate Bonds”) on December 5, 2018. The aggregate issuance amount of the Second Tranche Corporate
Bonds was RMB300 million with a term of three years, nominal value per unit of RMB100 and coupon rate of
4.70%. Interest will be paid every year during the term, while the principal and interest will be repaid in a lump
sum on maturity. The interests shall be accrued from December 5, 2018. After deducting issuance expenses, the
proceeds raised from the Second Tranche Corporate Bonds are intended to be used for repayment of borrowings
from financial institutions and used as additional working capital. For details, please refer to the Company’s
announcement dated December 6, 2018.

DONATIONS

For the year ended December 31, 2018, the charity donations made by the Group amounted to approximately
RMB192,000.

PROFILES OF DIRECTORS, SUPERVISORS AND SENIOR
MANAGEMENT

The profiles and changes of our Directors, Supervisors and senior management were set forth on pages 69 to
72 of this report. Saved as disclosed in this report, there have been no changes to the information about the
Directors, Supervisors and senior management of the Company which are required to be disclosed under Rule
13.51(2) of the Listing Rules during the Reporting Period.

INDEPENDENCE OF INDEPENDENT NON-EXECUTIVE DIRECTORS
None of the independent non-executive Directors has any business or financial interests in the Group, nor do they

hold any executive positions in the Company, which effectively guaranteed their independence.

The Company has received from each of the independent non-executive Directors an annual confirmation of their
independence as per Rule 3.13 of the Listing Rules. As at the Latest Practicable Date, the Company is of the
opinion that all the independent non-executive Directors are independent as per Rule 3.13 of the Listing Rules.

SERVICE CONTRACTS OF DIRECTORS AND SUPERVISORS

The Company has entered into a service contract with each of the Directors and Supervisors, which set forth: (1)
each service contract lasts for a term of three years; and (2) the service contract may be terminated as per its terms.

None of the Directors and Supervisors has entered into a service contract with the Company which cannot be
terminated by the Company within one year without payment of compensation (other than statutory compensation).
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DIRECTORS’ INTERESTS IN COMPETING BUSINESSES

During the Reporting Period, none of the Directors or their respective associates had interests in a business which
competes or is likely to compete, either directly or indirectly, with the business of the Group.

DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT’S
INTERESTS AND SHORT POSITIONS IN SHARES, UNDERLYING
SHARES AND DEBENTURES

As at December 31, 2018, none of the Directors, Supervisors or senior management had 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 was required to be notified to the Company and the Stock
Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO (including interests or short positions which
any such Directors, Supervisors, chief executives or their respective associates is 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
Stock Exchange pursuant to the Model Code.

SUBSTANTIAL SHAREHOLDERS’ INTERESTS AND SHORT POSITIONS
IN SHARES AND UNDERLYING SHARES

As at December 31, 2018, to the knowledge of the Directors, the interests or short positions of the following
persons (which are not Directors, Supervisors or chief executives of the Company) in the Shares or underlying
Shares of the Company, which were required to be notified to the Company pursuant to Divisions 2 and 3 of
Part XV of the SFO and recorded in the register required to be kept by the Company pursuant to Section 336
of the SFO, were as follows:

Percentage of

Number of the relevant Percentage of
Shares/underlying class of the total
Shares held share capital share capital
Shareholders Type of Shares Capacity (Note 1) (%) (Note 2) (%) (Note 2)
Poly Group (Note 3) Domestic Shares Beneficial owner and interest of 156,868,400 (L) 100.00 63.69
controlled corporation
Poly Southern Domestic Shares Beneficial owner 50,197,900 (L) 32.00 20.38
Notes:
1. “L” stands for long positions.
2. The percentage is calculated with the number of the relevant class of Shares of the Company issued as at December
31, 2018 divided by the total number of Shares.
3. Poly Group directly holds 106,670,500 Shares of the Company, and holds 100% of the equity interest of Poly Southern,

which in turn holds 50,197,900 Shares of the Company. Accordingly, Poly Group is deemed to be interested in the
50,197,900 Shares held by Poly Southern under the SFO.
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Save as disclosed above, as at December 31, 2018, to the knowledge of the Directors, there were no other
persons who had interests or short positions in the Shares or underlying Shares of the Company which were
required to be notified to the Company pursuant to Divisions 2 and 3 of Part XV of the SFO and recorded in the
register required to be kept by the Company pursuant to Section 336 of the SFO.

MANAGEMENT CONTRACTS

The Company did not enter into any contract in respect of the management and administration of the entire or
any significant part of the business nor did any such contract subsist at any time during the Reporting Period.

CONNECTED TRANSACTIONS

1. Establishment of Poly Art Education Investment Company Limited
Parties

The Company, Poly Investment and Poly Real Estate

Principal Terms
(1) Date

March 26, 2018
2) Capital Contribution

According to the Joint Venture Agreement, the registered capital of Poly Art Education
Investment Company Limited is proposed to be RMB100 million, of which the Company
will contribute RMB40 million, accounting for 40% of the registered capital; Poly Investment
will contribute RMB20 million, accounting for 20% of the registered capital; and Poly Real
Estate will contribute RMB40 million, accounting for 40% of the registered capital. Poly Art
Education Investment Company Limited is proposed to be incorporated in Beijing in the PRC.

The Company, Poly Investment and Poly Real Estate will make the contribution in cash. The
source of capital contributed by the Company is from its own funds.

Upon establishment, Poly Art Education Investment Company Limited will become a joint
venture of the Company and will not be a subsidiary of the Company.
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(3) Corporate Governance

The board of directors to be established by Poly Art Education Investment Company Limited
consists of five directors, of which the Company will appoint two directors, Poly Investment will
appoint one director and Poly Real Estate will appoint two directors. The senior management
of Poly Art Education Investment Company Limited will be appointed by the board of directors
by way of nomination by the shareholders or open recruitment.

Listing Rules Implications

Poly Group directly holds 43.3% equity interest of the Company and indirectly holds 20.4% equity
interest of the Company through Poly Southern, a subsidiary of Poly Group, hence Poly Group is
a Connected Person of the Company pursuant to Chapter 14A of the Listing Rules. Since Poly
Group and its subsidiaries directly and indirectly hold a total of 100% and 40.87% equity interest of
Poly Investment and Poly Real Estate respectively, both Poly Investment and Poly Real Estate are
Connected Persons of the Company under Chapter 14A of the Listing Rules. Therefore, the joint
capital contribution by the Company, Poly Investment and Poly Real Estate to establish the New
Company constitutes a Connected Transaction of the Company. As the highest applicable percentage
ratio calculated in accordance with the Listing Rules is higher than 0.1% but lower than 5%, the
transaction is subject to the relevant reporting and announcement requirements, but exempted
from the independent shareholders’ approval requirement under Chapter 14A of the Listing Rules.

Transaction and its Reasons

By the joint establishment of Poly Art Education Investment Company Limited, the Company will
be benefited to effectively integrate the brand influence and resource superiority of culture business
and real estate business of Poly Group, organically combine the abundant domestic and overseas
culture and art resources of the Company with extensive customer resources of Poly Real Estate,
promote to form a multilevel layout in art education industry and develop youth art education
business of the Company.

For details of the above transaction, please refer to the announcement of the Company dated March
26, 2018 and March 27, 2018.

Acquisition of Equity Interests

Parties

(1) the Company (as purchaser)

2) Poly Culture Industrial Fund (as seller)
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Principal Terms

1

Date

June 1, 2018

Target equity interests

15% equity interests of Zhengzhou Poly Real Estate

Consideration and Payment

No more than RMB124.25 million in total (including RMB55 million, the amount of interest
in Investment Fund to be subscribed by the Company, and management fees of Investment
Fund of RMB1.65 million). Upon the expiration of the term of Investment Fund, the Company
shall pay the Consideration within one month after the fulfillment of all the following precedent
conditions.

Completion

Upon the completion of industrial and commercial registration of changes in respect of
Acquisition, the Company shall become the owner of the equity interests of Zhengzhou Poly
Real Estate, and shall be entitled to the equity interests of Zhengzhou Poly Real Estate as
well as all the rights and obligations attached thereto. After the completion of Acquisition,
the Company will directly hold 15% equity interests of Zhengzhou Poly Real Estate.

Listing Rules Implications

Poly Group directly holds 43.3% equity interest of the Company and indirectly holds 20.4% equity
interest of the Company through Poly Southern, a subsidiary of Poly Group, hence Poly Group is
the controlling shareholder of the Company and thus a Connected Person of the Company. As

Poly Culture Industrial Fund is a subsidiary of Poly Group, Poly Culture Industrial Fund is also a

Connected Person of the Company. Therefore, the Equity Purchase Agreement and the transactions

contemplated thereunder made between the Company and Poly Culture Industrial Fund constitute

a Connected Transaction of the Company. As the highest applicable percentage ratio calculated in

accordance with the Listing Rules is higher than 0.1% but lower than 5%, the transaction is subject

to the relevant reporting and announcement requirements, but exempted from the independent

shareholders’ approval requirement under Chapter 14A of the Listing Rules.

ofc e

POLY CULTURE GROUP CORPORATION LIMITED ANNUAL REPORT 2018



Report from the Board of Directors

Transaction and its Reasons

The Acquisition will contribute to deploy the Company’s key layout in strategically integrating culture
business with real estate business, in order to accelerate the development and expansion of the
Company. The Equity Purchase Agreement is conducted by the Company and Poly Culture Industrial
Fund on normal commercial terms, fair and reasonable, and in the interest of the Company and
the Shareholders as a whole.

For details of the above transaction, please refer to the announcement of the Company dated June
1, 2018.

Acquisition of Equity Interests and Debt Interests
Parties

(1) the Company (as the purchaser)

(2) Poly Culture Industrial Fund (as the vendor)

Principal Terms

1) Date

November 6, 2018
2) Target equity interests

20% of equity interests of Cixi Project Company held by Poly Culture Industrial Fund
(3) Target debt interests

A debt of approximately RMB34.83 million in Cixi Project Company held by Poly Culture
Industrial Fund as at November 6, 2018

(4) Consideration and Payment

Approximately RMB54.83 million, of which RMB20 million of transfer consideration is for the
acquisition of the target equity interests held by the vendor and approximately RMB34.83
million of transfer consideration is for the acquisition of the target debt interests held by the
vendor.

The vendor has undertaken that the registered capital and shareholder’s loan it provided
for Cixi Project Company will remain unchanged prior to the completion of the Acquisition.

The Company will pay the consideration on a lump sum basis within 20 days upon completion
of industrial and commercial registration of changes.
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5) Completion

Upon completion of industrial and commercial registration of changes in respect of the
Acquisition, the Company will become the owner of the target equity interests and target debt
interests of Cixi Project Company, and shall be entitled to the equity interests of Cixi Project
Company and all rights and obligations attached thereto, as well as the debt interests in Cixi
Project Company. Upon completion of the Acquisition, the Company will directly hold 20%
of equity interests of Cixi Project Company and be entitled to debt interests of approximately
RMB34.83 million in Cixi Project Company.

Listing Rules Implications

In accordance with Rule 14A.81 of the Listing Rules, a series of Connected Transactions will be
aggregated and treated as if they were one transaction if they were all completed within a 12-month
period or are otherwise related. On June 1, 2018, the Company entered into an Equity Acquisition
Agreement with Poly Culture Industrial Fund with respect to the acquisition of 15% of equity
interests in Zhengzhou Poly Real Estate. In both the aforesaid acquisition and the Acquisition, the
Company’s counterparty is Poly Culture Industrial Fund, and the nature of the transactions is the
same. Accordingly, such transactions shall be aggregated.

In accordance with Chapter 14 of the Listing Rules, as one or more applicable percentage ratios (as
defined under Rule 14.07 of the Listing Rules) of the Equity and Debt Interests Transfer Agreement
and the transactions contemplated thereunder calculated after the aggregation exceed 5% but all
applicable percentage ratios are less than 25%, the Acquisition constitutes a discloseable transaction
of the Company, and shall be subject to the notice and announcement requirements set out in
Chapter 14 of the Listing Rules.

Poly Group directly holds 43.3% of equity interest of the Company and indirectly holds 20.4% of
equity interest of the Company through Poly Southern, a subsidiary of Poly Group, hence Poly
Group is a controlling Shareholder and thus a Connected Person of the Company. As Poly Culture
Industrial Fund is a subsidiary of Poly Group, Poly Culture Industrial Fund is also a Connected Person
of the Company. Therefore, the Equity and Debt Interests Transfer Agreement and the transactions
contemplated thereunder made between the Company and Poly Culture Industrial Fund constitute
Connected Transactions of the Company. As the highest applicable percentage ratio of the Equity
and Debt Interests Transfer Agreement and the transactions contemplated thereunder calculated
on an aggregated basis in accordance with the Listing Rules is higher than 5%, the Equity and
Debt Interests Transfer Agreement and the transactions contemplated thereunder are subject to the
reporting, announcement, and independent shareholders’ approval requirements set out in Chapter
14A of the Listing Rules.
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Transaction and its Reasons

By acquiring the equity interests of Cixi Project Company held by Poly Culture Industrial Fund, the
Company will participate in the operation and management of Cixi Project Company as a shareholder,
and will operate and manage relevant cultural facilities upon completion of the development of
Cixi Wandi Project to establish a cluster of relics and museology industry, artwork industry and
performance industry, thereby driving the concentrated development, industrial upgrade, and leap-
frog development of the Company’s three principal businesses. The acquisition of equity interests of
Cixi Project Company will increase the Company’s profits and benefit the Shareholders as a whole.

For details of the above transaction, please refer to the announcements of the Company dated
November 6, 2018 and December 21, 2018, respectively, and the circular dated November 9, 2018.

During the Reporting Period, the Company has conducted certain non-exempt Continuing Connected
Transactions as listed below:

Actual Transaction Amount

Number  Connected Transaction Connected Person Annual Cap of 2018 of 2018
(RMB Million) (RMB Million)
1. Financial Services Agreement Financial Services the maximum daily deposit ~ depositing services: 707.22
Agreement (as the balance: 900 credit lending services: 150.00
service provider) the maximum daily lending settlement services: /
balance: 600 miscellaneous financial
services: /
2. General Services Framework Poly Group (as the 32.35 571
Agreement service receiver)
3. Commaodities Sale and Purchase Poly Group (as the 20.65 5.28
Framework Agreement purchaser)
4, Property Lease Framework Poly Group (as the lessor 78.37 36.64
Agreement
5. Cinema Box Office Income Poly Group 516.50 256.82
Sharing Framework
Agreement
6. Finance Lease Framework Poly Leasing (as the 43 3.41

Agreement

lessor)

POLY CULTURE GROUP CORPORATION LIMITED
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° For the above-mentioned No.1 non-exempt Continuing Connected Transaction, its annual caps
from 2018 to 2020 have been approved by the annual general meeting of 2017 convened on June
28, 2018;

° For the above-mentioned No.2 to No.3 non-exempt Continuing Connected Transactions, its annual

caps from 2017 to 2019 have been approved by the Board of Directors;

° For the above-mentioned No.4 non-exempt Continuing Connected Transaction, its annual caps
from 2017 to 2019 have been approved by the Board of Directors;

° For the above-mentioned No.5 non-exempt Continuing Connected Transaction, its annual caps from
2017 to 2019 have been approved by the first extraordinary general meeting of 2016 convened on
December 23, 2016;

° For the above-mentioned No.6 non-exempt Continuing Connected Transaction, its annual caps
from 2016 to 2023 have been approved by the annual general meeting of 2015 convened on June
7, 2016.

1. Financial Services Agreement
Parties

Poly Finance (as the service provider) and the Company (as the service receiver)

Principal Terms

The Company and Poly Finance entered into the Financial Services Agreement on October 23,
2017, pursuant to which Poly Finance agreed to provide deposit services, credit lending services,
settlement services and miscellaneous financial services for the Group. The principal terms of the
Financial Services Agreement are as follows:

(1) the financial services to be provided by Poly Finance to the Group include deposit services,
credit lending services, settlement services and miscellaneous financial services. Poly Finance
undertakes to provide the Company with high-quality and efficient financial services, and to
timely notify the Company of agreed events in order to safeguard the financial assets of the
Company and adopt proper mitigation measures;

2) Conditional upon the compliance with the New Financial Services Agreement, the Company
and Poly Finance will enter into separate contracts in respect of deposit services, credit
lending services, settlement services and miscellaneous financial services to provide for the
details on the provision of these services; and

(3) The term of the New Financial Services Agreement is three years (i.e. from January 1, 2018
to December 31, 2020).
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Listing Rules Implications

Poly Group directly holds 43.3% equity interest of the Company and indirectly holds 20.4% equity
interest of the Company through Poly Southern, a subsidiary of Poly Group, hence Poly Group is a
controlling shareholder and thus a Connected Person of the Company. Poly Finance is owned as to
94.18% by Poly Group and its associates, and is therefore a Connected Person of the Company.
Accordingly, the transactions contemplated under the Financial Services Agreement constitute
Continuing Connected Transactions of the Company under Chapter 14A of the Listing Rules.

As the highest applicable percentage ratio in relation to the proposed annual caps of deposit
services under the Financial Services Agreement calculated in accordance with the Listing Rules
is higher than 5%, the provision of deposit services by Poly Finance to the Group is subject to the
reporting, announcement, annual review and Independent Shareholders’ approval requirements
under Chapter 14A of the Listing Rules.

In respect of credit lending services under the Financial Services Agreement, as it constitutes financial
assistance provided by a Connected Person to the Group, and the credit lending services are in the
ordinary and usual course of business of the Company and on normal commercial terms, and are
not secured by any assets of the Group, therefore, according to Rule 14A.90 of the Listing Rules,
the credit lending services that Poly Finance proposes to provide to the Group are exempt from
the reporting, announcement, annual review and Independent Shareholders’ approval requirements
under Chapter 14A of the Listing Rules.

In respect of settlement services and miscellaneous financial services under the Financial Services
Agreement, each of applicable percentage ratio of the proposed annual caps calculated in accordance
with the Listing Rules is, or is expected to be, below the de minimis threshold as stipulated in
Chapter 14A of the Listing Rules. Therefore, the settlement services and the miscellaneous financial
services to be provided by Poly Finance to the Group are exempt from the reporting, announcement,
annual review and Independent Shareholders’ approval requirements under Chapter 14A of the
Listing Rules. The Company will comply with the reporting, announcement, annual review and/or
Independent Shareholders’ approval requirements under Chapter 14A of the Listing Rules if the
transaction amount of the miscellaneous financial services to be provided by Poly Finance to the
Group under the Financial Services Agreement exceeds the relevant threshold.

Transaction and its Reasons

(1) The interest rate for deposit services provided by Poly Finance is not lower than independent
domestic major state-owned commercial banks in China. The Group may increase interest
rates of deposits and decrease finance costs;

2) As an internal financial institution of Poly Group, Poly Finance has more convenient and
efficient communication with the Group than other independent domestic major state-owned
commercial banks in China. The relevant service terms are more beneficial to the Group and
the capital risk is low;
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Poly Finance is supervised by the China Banking Regulatory Commission, with good risk
control and standardized management. The security level of the settlement system has
reached the level of independent domestic major state-owned commercial banks in China
and can ensure the safety of the Group’s funds;

Currently, the monetary capital of the Group has been deposited in several banks, the deposit
arrangement with Poly Financial is beneficial in reduction of the Group’s deposit risk;

The deposit service provided by Poly Finance has no restrictions on the flow of deposits.
The Group can adopt different periods of cash deposits to ensure a flexible cash flow;

Poly Finance commits to provide a preferential interest rate for its group loans, which is not
higher than the interest rate of similar loans offered by independent domestic major state-
owned commercial banks in China over the same period. The Group has a minimum loan
interest rate to reduce the financing costs when the funds are available;

The loan terms of Poly Finance are much better than those of independent domestic major
state-owned commercial banks in China. As the internal financial institution of Poly Group,
Poly Finance has a better understanding of the Group’s operating characteristics and is able
to design a specialized and personalized credit service program for the Group;

The terms of credit lending services provided by Poly Finance are more flexible and the
Group is not obliged to use credit lending services; and

The settlement service provided by Poly Finance is free which can reduce the financial cost
of the Group.

For details of the above transactions, please refer to the announcements dated October 23, 2017
and June 28, 2018, respectively, and the circulars dated November 10, 2017 and May 14, 2018,
respectively.

2. General Services Framework Agreement

Parties

Poly Group (as the service receiver), and the Company (as the service provider)

Principal Terms

The Company renewed the General Services Framework Agreement with Poly Group on October 17,

2016, pursuant to which the Company from time to time provides Poly Group and/or its associates

with certain types of services, mainly including exhibition service, theatre management activity service,

art appreciation activity service and general service. The principal terms of the General Services

Framework Agreement are as follows:

Q)

o sl

The General Services Framework Agreement is valid for a term of three years commencing
on January 1, 2017 and can be renewed for another three years upon its expiry;
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2) Relevant subsidiaries or associated companies of both parties will enter into separate
underlying contracts which will set out the specific terms and conditions according to the
principles provided in the General Services Framework Agreement; and

(3) The price for the service provided under General Services Framework Agreement will be
determined by reference to the then market price or as agreed by both parties after arm’s
length negotiations.

Listing Rules Implications

As Poly Group is the Company’s Controlling Shareholder, Poly Group constitutes a Connected
Person of the Company under Chapter 14A of the Listing Rules. Accordingly, the transactions
under the General Services Framework Agreement entered into between the Company and Poly
Group constitute the Continuing Connected Transactions of the Company under the Listing Rules.

As the highest applicable percentage ratio of the annual cap of the General Services Framework
Agreement entered into between the Company and Poly Group calculated in accordance with the
Listing Rules is more than 0.1% but less than 5%, the Continuing Connected Transactions under
the General Services Framework Agreement shall be subject to the reporting, announcement and
annual review requirements but exempted from the independent Shareholders’ approval requirement
as set out in Chapter 14A of the Listing Rules.

Transaction and its Reasons

(1) Poly Group is engaged in the business of real estate development and conducts promotion
activities for high-end real estate projects by hosting art appreciation activities from time to
time. Poly Art Centre, a wholly-owned subsidiary of the Company, is engaged in exhibition
undertakings and organization of art communication activities. While Poly Group and its
subsidiaries are promoting their sales and marketing activities all over the country, Poly Art
Centre’s services in holding exhibitions and providing selected exhibits are needed, which will
enhance the market influence of Poly Group. In the meantime, Poly Art Centre can also earn
profits therefrom. Poly Group is also dedicated to the integration of real estate and culture by
means of the introduction of some cultural elements, like Poly Theatre, in order to enhance
the cultural content and commercial value and complement each other’s benefit with Poly
Culture. Thus, Poly Theatre Management, a wholly-owned subsidiary of the Company, also
provides relevant theatre management service for Poly Group.

2) The above mentioned provision of service by the Company to Poly Group has been and will
be conducted in line with the market practice in order to exert the strength and advantage
of both the Company and Poly Group.

For details of the above transactions, please refer to the announcements of the Company dated
October 17, 2016.

o s o]

POLY CULTURE GROUP CORPORATION LIMITED ANNUAL REPORT 2018



Report from the Board of Directors

3. Commodities Sale and Purchase Framework Agreement
Parties

Poly Group (as the purchaser) and the Company (as the seller)

Principal Terms

The Company renewed the Commodities Sale and Purchase Framework Agreement with Poly Group
on October 17, 2016, pursuant to which the Company will from time to time sell commodities mainly
including art products and theatre tickets to Poly Group and/or its associates. The principal terms
of the Commodities Sale and Purchase Framework Agreement are as follows:

(1) The Commodities Sale and Purchase Framework Agreement is valid for a term of three
years commencing on January 1, 2017 and can be renewed for another three years upon
its expiry;

2) Relevant subsidiaries of both parties will enter into separate underlying contracts which
will set out the specific terms and conditions according to the principles provided in the
Commodities Sale and Purchase Framework Agreement; and

(3) The price of the commodities sold under the Commodities Sale and Purchase Framework
Agreement will be determined through arm-length negotiations by parties thereto by reference
to market price.

Listing Rules Implications

As Poly Group is the Company’s Controlling Shareholder, Poly Group constitutes a Connected
Person of the Company under Chapter 14A of the Listing Rules. Accordingly, the transactions
under the New Commodities Sale and Purchase Framework Agreement entered into between the
Company and Poly Group constitute the Continuing Connected Transactions of the Company under
the Listing Rules.

As the highest applicable percentage ratio calculated in accordance with the Listing Rules in
respect of the annual cap of the Commodities Sale and Purchase Framework Agreement between
the Company and Poly Group is more than 0.1% but less than 5%, the Continuing Connected
Transactions under the Commodities Sale and Purchase Framework Agreement shall be subject
to reporting, announcement, and annual review requirements but exempted from the independent
Shareholders’ approval requirements as set out in Chapter 14A of the Listing Rules.
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Transaction and its Reasons

(1) It is the Company’s ordinary and usual course of business to sell art products and theatre
tickets. There is a need for Poly Group and/or its associates to purchase theatre tickets for
marketing promotion from time to time, and/or purchase art products for interior decoration
of their office building from time to time.

2) With continuing expansion of the business scale of Poly Group, the demand in art products
and theatre tickets of Poly Group has exceeded the original anticipation.

(3) The above-mentioned provision of commodities sale and purchase services by the Company
to Poly Group has been and will be conducted in line with the market practice and can exert
the strength and advantage from both the Company and Poly Group.

For details of the above transactions, please refer to the announcement dated October 17, 2016.

Property Lease Framework Agreement
Parties

Poly Group (as the lessor) and the Company (as the lessee)

Principal Terms

The Company entered into a Property Lease Framework Agreement with Poly Group on February
14, 2014, pursuant to which we lease properties from Poly Group and/or its associates for the
purpose of office premises, cinema operation, theatre operation, auction business operation and
ancillary service. The principal terms of the Property Lease Framework Agreement are as follows:

(1) The Property Lease Framework Agreement is valid for a term of 20 years commencing on
the Listing Date;

2) Relevant subsidiaries or associated companies of both parties will enter into separate lease
agreements which will set out the specific terms and conditions according to the principles
provided in the Property Lease Framework Agreement;

(3) Basis of determination of rentals: the rentals shall be determined by reference to the then
market price or as agreed by both parties after arm-length negotiations;

(4) The property management fee shall be determined by reference to the then market price or
as agreed by both parties after arm-length negotiations;

(5) The energy charge and other facilities fee shall follow the government-prescribed price or
where no such government-prescribed price is applicable, it shall then be determined by
reference to the then market price or as agreed by both parties after arm-length negotiations;
and
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(6) The term of the separate underlying lease agreements entered into under the Property Lease
Framework Agreement shall be for a maximum of 20 years. We may request to renew the
term of the lease by issuing a written notice to relevant members of Poly Group at least one
month before expiry of the lease. Relevant members of Poly Group shall, upon receipt of
the said notice, consent to the request for renewal and shall renew the lease with members
of our Group before its expiration.

Due to the expiry of annual cap under the Property Lease Framework Agreement on December 31,
2016, the Company published an announcement on October 17, 2016, confirming that the Company
would renew the above-mentioned Property Lease Framework Agreement after December 31, 2016
and proposing the annual caps in 2017, 2018, and 2019 respectively.

Listing Rules Implications

As Poly Group is the Company’s Controlling Shareholder, Poly Group constitutes a Connected
Person of the Company under Chapter 14A of the Listing Rules. Accordingly, the Property Lease
Framework Agreement between the Company and Poly Group constitutes a Continuing Connected
Transaction of the Company under the Listing Rules.

As the highest applicable percentage ratio to the annual cap under the Property Lease Framework
Agreement between the Company and Poly Group is more than 0.1% but less than 5%, the
Continuing Connected Transactions under the Property Lease Framework Agreement shall be subject
to reporting, announcement, and annual review requirements but exempted from the independent
Shareholders’ approval requirements under Chapter 14A of the Listing Rules.

Transaction and its Reasons

The Group has been leasing and using the above properties for its business operation for a long
period. Any relocation may cause unnecessary disruption to our business operation and incur
unnecessary costs.

The Directors of the Company are of the view that maintaining long-term and stable property lease
is of great importance to the operation of the cinema investment and theatre management business
of the Group, and the long-term nature of the property lease agreement would enable the Group
to secure locations for its business operation at fair market price and to prevent unnecessary cost,
time and interruption of business caused by relocation in the case of short-term lease. As such,
the Directors of the Company are of the view that the lease term of 20 years is appropriate for the
Property Lease Framework Agreement and is the normal business practice for lease agreements
of this type to be of such duration.

For details of the above transactions, please refer to the Prospectus of the Company and the
announcement published on October 17, 2016.

o2

POLY CULTURE GROUP CORPORATION LIMITED ANNUAL REPORT 2018



Report from the Board of Directors

Cinema Box Office Income Sharing Framework Agreement
Parties

Poly Group and the Company

Principal Terms

The Company entered into the Cinema Box Office Income Sharing Framework Agreement with Poly
Group on October 17, 2016, according to which Poly Group and/or its associates will provide new
film prints for the Group and the Group will then arrange movie screening in cinemas of the Group.
Both parties agreed to split the net cinema box office income generated from the movie screening
based on the pre-agreed sharing percentage. In turn, Poly Group and/or its associates may then
further share the revenue generated from such split with movie distributors and producers pursuant
to separate agreements among themselves. The principal terms of the Cinema Box Office Income
Sharing Framework Agreement are as follows:

(1) The Cinema Box Office Income Sharing Framework Agreement is valid for a term of three
years commencing on January 1, 2017, and can be renewed for another three years upon
its expiry;

2) Relevant subsidiaries or associated companies of both parties will enter into separate
underlying contracts which will set out the specific terms and conditions according to the
principles provided in the Cinema Box Office Income Sharing Framework Agreement; and

(3) Poly Group and/or its associates will provide new film prints to the Group and our Group
will then arrange movie screening in our cinemas. The Group will first receive the net cinema
box office income generated from the film screening and then split a portion of such revenue
with Poly Group and/or its associates in accordance with the respective sharing percentage
as set out in the separate underlying contracts as agreed by both parties after arm-length
negotiations.

The annual caps of the Cinema Box Office Income Sharing Framework Agreement in 2017, 2018
and 2019 were approved by the first 2016 extraordinary general meeting of the Company on
December 23, 2016.

Listing Rules Implications

As Poly Group is the Company’s Controlling Shareholder, Poly Group constitutes a Connected
Person of the Company under Chapter 14A of the Listing Rules. Accordingly, the transactions
under the Cinema Box Office Income Sharing Framework Agreement between the Company and
Poly Group constitute Continuing Connected Transactions of the Company under the Listing Rules.
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As the highest applicable percentage ratio calculated in accordance with the Listing Rules in respect
of the proposed annual caps for the Cinema Box Office Income Sharing Framework Agreement
between the Company and Poly Group is more than 5%, thus the Continuing Connected Transactions
under the Cinema Box Office Income Sharing Framework Agreement shall be subject to the reporting,
announcement, annual review and independent Shareholders’ approval requirements under Chapter
14A of the Listing Rules.

Transaction and its Reasons

According to the changes in the average sharing level of the movie screening industry in China, Poly
Wanhe Cinema Circuit will adjust the sharing percentage with cinemas under the Company every
three to five years, and enter into New Cinema Box Office Income Sharing Framework Agreements.
Pursuant to such agreements, Poly Wanhe Cinema Circuit will provide the Group with new film
prints and encryption keys, which the Group will then arrange to be screened in cinemas of the
Group. After the renewal of the Cinema Box Office Income Sharing Framework Agreement, the
Directors expect that, taking into consideration the long-term good business relationship between
Poly Wanhe Cinema Circuit and cinemas of the Group since the date of formal commencement of
business, and the fact that the sharing percentages offered by Poly Wanhe Cinema Circuit is more
favourable than the average market sharing percentage, it is in the Company’s long-term interest
that the Company continue to maintain relationship with Poly Wanhe Cinema Circuit. Any cessation
of such corporation will cause unnecessary disruption to the movie screening operation of cinemas
of the Group, incurring significant business losses to the Company.

For details of the above transactions, please refer to the Prospectus of the Company and the

announcements published on October 17, 2016 and December 23, 2016 and the circular published
on November 4, 2016.

6. Finance Lease Framework Agreement
Parties

Poly Film (as the Lessee) and Poly Leasing (as the Lessor)

Principal Terms

(1) Date
April 22, 2016
2) Terms of agreement

The Finance Lease Framework Agreement shall become effective upon the approval of the
2015 annual general meeting (June 7, 2016) and up to December 31, 2023.

oan

POLY CULTURE GROUP CORPORATION LIMITED ANNUAL REPORT 2018



Report from the Board of Directors

Lease period

Both parties will enter into a specific agreement for each finance lease service. The lease
period of each specific finance lease service shall be determined with reference to the useful
life of relevant film equipment, the Lessee’s financial needs and the Lessor’s capital position.
The lease period of each specific finance lease service shall not exceed the useful life of
the film equipment and the term of the Finance Lease Framework Agreement, and shall not
exceed 96 months.

Lease object

Film equipment of Poly Film and its subsidiaries, including but not limited to, projecting
screens, seats, audios and electronic screens, etc. (the “Film Equipment”)

Form of lease

Poly Film and Poly Leasing will enter into specific individual implementation agreement(s)
from time to time. The terms of each implementation agreement will be in line with the terms
of the Finance Lease Framework Agreement, and each implementation agreement shall be
subject to and conditional upon the Finance Lease Framework Agreement’s (or its renewal
agreement’s) continuing to be in force. Pursuant to the specific individual implementation
agreement(s) entered into with Poly Film from time to time, Poly Leasing will procure Film
Equipment and lease it to Poly Film and/or its subsidiaries according to the requirements
including film equipment’s name, quality, specification, quantity and price provided by Poly
Film. Poly Film shall lease such equipment and agree to pay the principal and interests equally
on a monthly basis to Poly Leasing on the basis of the terms, conditions and interest rates
as stipulated under the specific agreement(s) entered into from time to time.

Guarantees

Poly Film provides full amount guarantees for the finance leases of Poly Film’s subsidiary
under the Finance Lease Framework Agreement.

History figures

No historical figures of Poly Film are available for the transactions under the Finance Lease
Framework Agreement.

End of the lease period
Once the equipment principal and interest expenses of each of the finance lease agreements

are fully paid, the ownership of such film equipment will be attributable to Poly Film and its
subsidiaries without paying for the consideration.
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Listing Rules Implications

Since Poly Group is the Company’s Controlling Shareholder, Poly Group is a Connected Person
of the Company pursuant to Chapter 14A of the Listing Rules. As Poly Leasing is the subsidiary of
Poly Group, Poly Leasing is a Connected Person of the Company pursuant to Chapter 14A of the
Listing Rules. In addition, as Poly Film is a wholly-owned subsidiary of the Company, the proposed
transactions under the Finance Lease Framework Agreement constitute Continuing Connected
Transactions of the Company.

As the highest applicable percentage ratio of the applicable percentage ratios calculated in accordance
with the Listing Rules is higher than 5%, the transaction is subject to the reporting, announcement,
annual review and independent Shareholders’ approval requirements under Chapter 14A of the
Listing Rules.

Transaction and its Reasons

In recent years, with the fast increase of box office in China and the demand of market development,
the construction of new cineplex of Poly Film is also faster than the previous years. The current
owned funds of the Company are difficult to meet the fund demand for the construction of new
cineplex. Financing cost of bank loan is also relatively high and the current interest rate set by
the The People’s Bank of China for one to five-year term loans is 4.75%. Through the Finance
Lease Framework Agreement, Poly Film adopted finance lease for equipment and obtained a more
favourable lease interest rate of finance lease from Poly Leasing, which was lower than the interest
rate of bank loans. It could convert the one-time capital expenditure in the project’s preliminary stage
to the annual cost expenditure after cineplex go into operation. It improves the initial cash flow of
the project and lowers the fund stress of the Company so as to reduce financing cost effectively
and provide effective support for Poly Film to expand the cineplex investment and construction
scale quickly in the short term.

For details of the above transactions, please refer to the announcements published on April 22,
2016 and June 7, 2016 and the circular published on May 9, 2016.

CONFIRMATION FROM INDEPENDENT NON-EXECUTIVE DIRECTORS

The independent non-executive Directors of the Company have reviewed the above Continuing Connected
Transactions and confirmed that the transactions:

1. were entered into during our ordinary and usual course of business;
2. were conducted on normal commercial terms or more favorable terms; and
3. were conducted in accordance with relevant terms of the transaction agreements, and the transactions

terms are fair and reasonable and in the interests of the Company’s Shareholders as a whole.
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CONFIRMATION FROM THE AUDITORS

Pursuant to Rule 14A.56 of the Listing Rules, the Board engaged KPMG as the international auditor of the
Company to conduct a limited assurance engagement on the above Continuing Connected Transactions in
accordance with Hong Kong Standard on Assurance Engagements 3000 “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. The Board confirmed that the auditor has reported the results of their procedures
to the Board stating that:

a. nothing has come to the auditor’s attention that causes the auditor to believe that the disclosed Continuing
Connected Transactions have not been approved by the Board of Directors;

b. for transactions involving the provision of goods or services by the Group, nothing has come to the auditor’s
attention that causes the auditor to believe that the transactions were not, in all material respects, in
accordance with the pricing policies of the Company;

C. nothing has come to the auditor’s attention that causes the auditor to believe that the transactions were
not entered into, in all material respects, in accordance with the relevant agreements governing such
transactions;

d. with respect to the aggregate amount of each of the Continuing Connected Transactions set out above,
nothing has come to the auditor’s attention that causes the auditor to believe that such Continuing
Connected Transactions have exceeded the applied maximum aggregate annual caps for the year 2018.

RELATED PARTY TRANSACTIONS

During the Reporting Period, the Group entered into certain transactions with relevant parties deemed as the
“related party” in accordance with the applicable accounting standards. Details of material related party transactions
entered into by the Group during the Reporting Period are set out in Note 33 to financial statements. Other than
disclosed in the paragraph headed “Connected Transactions” in this report, related party transactions disclosed
in Note 33 do not constitute Connected Transactions as defined in Chapter 14A of the Listing Rules and are
not exempt from the reporting, announcement and Shareholders’ approval requirements under the Listing Rules.
During the Reporting Period, the Company has complied with the provisions in Chapter 14A of the Listing Rules.
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THE RIGHTS AND INTERESTS OF THE DIRECTOR IN THE
COMPETITIVE BUSINESS

In the Reporting Period, no Directors and their associates have any competitive interests in any business that
constitutes or may constitute competition directly or indirectly with the business of the Group (except for the
disclosure in this report.)

NON-COMPETING UNDERTAKING

Poly Group, the Controlling Shareholder of the Company, signed a non-competition undertaking on February
14, 2014 (the “Non-competition Undertaking”). Pursuant to which, Poly Group has irrevocably undertaken that it
would not and will procure that its associates (except any members of our Group) would not, directly or indirectly,
whether as principal or agent, either on their own account or in conjunction with or on behalf of any person, firm
or company, whether inside or outside the PRC, among other things, carry on, engage, participate or hold any
right or interest in or render any services to or otherwise be involved in any business which is in competition with
the business of any member of our Group from time to time. Poly Group has also undertaken to our Company
that, if there is any new business opportunity in the restricted business, it shall within a reasonable period of
time refer such new business opportunity to our Company. Such business opportunity shall first be offered and
made available to us. Poly Group shall not invest, participate, be engaged in and/or operate in such business
opportunity unless the Company has declined in writing or failed to respond within thirty (30) days after being
notified of such opportunity.

During the Reporting Period, the Controlling Shareholder of the Company has complied with the Non-competition
Undertaking.

PRE-EMPTIVE RIGHT, SHARE OPTION ARRANGEMENTS

During the year ended December 31, 2018, Shareholders of the Company have no pre-emptive right or any share
option arrangements in accordance with applicable PRC laws and the Articles.
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CONTRACT OF SIGNIFICANCE

Save as disclosed in this report, during the year ended December 31, 2018, no contracts of significance in
respect of provision of services or otherwise was entered into between the Company or its subsidiaries and the
Controlling Shareholder or its subsidiaries.

PUBLIC FLOAT

Based on information publicly available to the Company and so far as the Directors are aware, not less than 25%
of the issued Share capital of the Company was held by the public as at the Latest Practicable Date, which was
in compliance with the requirements under the Listing Rules.

MAIN RISKS AND UNCERTAINTIES

For details of analysis of main risks and uncertainties, please refer to the section headed “Risk Factors” of
“Management Discussion and Analysis” of this report.

FUTURE DEVELOPMENT OF THE GROUP

For details of analysis of future development of the Group, please refer to the section headed: Outlooks” of
“Management Discussion and Analysis ” of this report.

THE GRANT OF THE H SHARE APPRECIATION RIGHTS

The H Share Appreciation Rights Incentive Plan and the proposed Initial Grant of the Company have been
considered and approved at the Extraordinary General Meeting of 2018. On December 21, 2018, the Company
has granted 4,926,320 H Share Appreciation Rights (corresponding to 4,926,320 underlying H Shares) to the
following 77 Incentive Recipients, including 4 Directors, 4 members of senior management, 37 members of middle
management of the Company and members of senior management of subsidiaries, and 32 key management and
technical personnel. The H Share Appreciation Rights Incentive Plan of the Company does not involve the grant
of options on the new shares or other new securities of the Company or any of its subsidiaries, and therefore is
not required to comply with the requirements under Chapter 17 of the Listing Rules. For details, please refer to
the Company’s announcement dated December 21, 2018.

SUBSEQUENT EVENT

The Board recommends to distribute a final dividend of RMB0.172 per share (tax inclusive) in cash to the
shareholders for the year ended December 31, 2018. The dividend mentioned above will be distributed before
the end of August 15, 2019 upon approval of Shareholders at the 2018 annual general meeting of the Company.

of+fo]

POLY CULTURE GROUP CORPORATION LIMITED ANNUAL REPORT 2018



Report from the Board of Directors

MATERIAL LITIGATION

The Company was not involved in any material litigation or arbitration during the year ended December 31, 2018.
So far as the Directors are aware, there is no material litigation or claim which are pending or threatened against
the Company.

AUDIT OF ANNUAL RESULTS

The Consolidated Financial Statements of the Group for the year ended December 31, 2018, including the
accounting principles and practices adopted, have been reviewed by the Audit Committee of the Board of Directors
together with the external auditors of the Company.

By order of the Board of Directors
Xu Niansha
Chairman
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In 2018, the Board of Supervisors of the Company, for the sake of long-term interests of the Company and rights
and interests of Shareholders, dutifully supervised the performance of duties by Directors and senior management
personnel of the Company in strict accordance with laws including PRC Company Law, regulations, rules and
normative documents, the Articles, the Rules of Procedure for Meetings of the Board of Supervisors of Poly
Culture Group Corporation Limited and the Listing Rules. Following is a report on the principal work during the
Reporting Period:

. MEETINGS OF THE BOARD OF SUPERVISORS

1.

On March 26, 2018, the third session of the Board of Supervisors convened its fourth meeting
and deliberated and approved Proposal on Work Report 2017 of the Board of Supervisors of the
Company, Proposal on 2017 Annual Results Announcement of the Company, Proposal on the 2017
Annual Report of the Company, Proposal on the Financial Report of the Company for the year 2017,
Proposal on the Dividend Distribution Plan of the Company for the year 2017 and Proposal on the
Financial Budget of the Company for the year 2018.

On August 15, 2018 the third session of the Board of Supervisors convened its fifth meeting and
deliberated and approved Proposal on 2018 Interim Result Announcement of the Company and
Proposal on 2018 Interim Report of the Company.

II. WORK OF THE BOARD OF SUPERVISORS

Chen Yuwen

During the Reporting Period, Supervisors attended all the general meetings convened by the
Company, were present at all the meetings convened by the Board of Directors, and reviewed the
proposals submitted to the Board of Directors. At the relevant meetings, Supervisors supervised the
decision-making process regarding major issues and the performance of duties by Directors and
senior management members. The Board of Supervisors opines that the decisions on major issues
were made legally and that all Directors and senior management members of the Company are
dutiful and diligent at work and strictly implement resolutions of the general meeting in the principle
of legal operation and prudent decision-making, and neither violate laws, regulations or the Articles
nor damage the interests of the Company and Shareholders in performing duties.

During the Reporting Period, the Board of Supervisors reviewed relevant financial data of the Company
and its subsidiaries and audit reports of the Company and its affiliates provided by auditors. The
Board of Supervisors opines that accounts and financial accounting of the Company and its affiliates
comply with the Accounting Law of the People’s Republic of China, the PRC Accounting Standards
for Business Enterprises and the Hong Kong Financial Reporting Standards, and does not find any
problems regarding the aforesaid issues.

During the Reporting Period, the Board of Supervisors to participate in the work of the construction
of internal control system of the company, cooperate with other departments, actively sort, tidy
up and improve various systems, documents, rectify the defects, and participate in the successful
completion of the inspection work of regulatory agencies such as Poly Group and SASAC.

Chairman of the Board of Supervisors
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The Company and its subsidiaries are committed to maintaining high-level corporate governance to protect the
interests of Shareholders and improve the corporate value and accountability. During the Reporting Period, the
Company has adopted the Corporate Governance Code in Appendix 14 to the Listing Rules as its own corporate
governance practices and complied with all the code provisions and adopted most of the recommended best
practices therein. Corporate governance practices of the Company during the Reporting Period are summarized
below:

1. BOARD OF DIRECTORS

As at the date of this report, the Board of Directors comprised nine Directors, including four executive
Directors, two non-executive Directors and three independent non-executive Directors. Listed below
are incumbent Directors of the Company:

Name Position

Xu Niansha Chairman and executive Director

Zhang Xi Vice chairman and executive Director

Jiang Yingchun Chief executive officer and executive Director
Hu Jiaquan Executive Director

Huang Geming Non-executive Director

Wang Keling Non-executive Director

Li Bogian Independent non-executive Director

Li Xiaohui Independent non-executive Director

Yip Wai Ming Independent non-executive Director

During the Reporting Period, the Board of Directors has complied with the requirement of the
Listing Rules on appointment of at least three independent non-executive Directors, representing
at least one-third of members of the Board of Directors and at least one of whom shall have
relevant professional qualifications, or accounting or relevant financial management expertise. The
qualifications of the three independent non-executive Directors of the Company fully comply with
Rules 3.10 (1) and (2) of the Listing Rules.

None of the independent non-executive Directors of the Company has any business or financial
interests in the Company and its subsidiaries, nor do they hold any executive positions in the
Company, which effectively guaranteed their independence. The Company has received from each
of the independent non-executive Directors an annual confirmation of their independence as per
Rule 3.13 of the Listing Rules. As at the Latest Practicable Date, the Company is of the opinion that
all the independent non-executive Directors are independent as per Rule 3.13 of the Listing Rules.
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The term of Mr. Li Bogian, Ms. Li Xiaohui and Mr. Yip Wai Ming, who are the independent non-
executive Directors of the Company will last for a period of three years with effect from December
23, 2016. The term of Mr. Wang Keling, who is a non-executive Director of the Company will last
for a period of three years with effect from December 23, 2016. The term of Mr. Huang Geming,
who is a non-executive Director of the Company, was effective from June 28, 2018 and will end
upon the expiry of the third session of the Board of Directors.

The profiles of the Directors are set out in pages 69 to 72 of this report. Members of the Board
of Directors do not have any relations between each other (including financial, business, family or
other material or related relations). The Board of Directors is well-balanced in structure and each
of its members is knowledgeable, richly experienced and talented in the business operation and
development of the Company. All the Directors understand their joint and several responsibilities
for Shareholders of the Company.

The Board of Directors holds Board meetings on a regular basis: at least four meetings per year
and essentially on a quarterly basis. A notice of a regular Board meeting shall be delivered to all
the Directors at least 14 days in advance for them to arrange the attendance for the meeting, with
the matters to be discussed specified in agenda of the meeting.

A Board meeting shall be attended by more than half of the Directors. Directors shall personally
attend the meeting. In the event that any Director is unable to attend a meeting for any reason, he
or she may appoint another Director by a written power of attorney.

During the year ended December 31, 2018, the Board of Directors held six meetings in total, with
details of the attendance of Directors as follows:

Meetings

attended/

Meetings

eligible to  Attendance
Name Position attend Rate
Xu Niansha Chairman and executive Director 6/6 100%
Zhang Xi Vice chairman and executive Director 6/6 100%
Jiang Yingchun Chief executive officer and executive Director 6/6 100%
Hu Jiaquan Executive Director 6/6 100%
Wang Lin' Non-executive Director 1/2 50%
Huang Geming? Non-executive Director 4/4 100%
Wang Keling® Non-executive Director 5/6 83%
Li Bogian* Independent non-executive Director 5/6 83%
Li Xiaohui Independent non-executive Director 6/6 100%
Yip Wai Ming Independent non-executive Director 6/6 100%
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Notes:

Mr. Wang Lin was not able to attend the fifth meeting of the third session of the Board of Directors on
March 26, 2018, and appointed Mr. Zhang Xi as his proxy to represent him and vote on his behalf. Mr.
Wang Lin resigned as executive Director of the Company on June 28, 2018. From January 1, 2018 to
the date of his resignation, the company held two board meetings.

Mr. Huang Geming was appointed as the non-executive Director of the company on June 28, 2018.
Since the date of its appointment, as of December 31, 2018, the company has held four board meetings.

Mr. Wang Keling was not able to attend the sixth meeting of the third session of the Board of Directors on
August 15, 2018 due to other work commitment, and appointed Mr. Zhang Xi as his proxy to represent
him and vote on his behalf.

Mr. Li Bogian was not able to attend the third meeting of the fifth session of the Board of Directors on
March 26, 2018 due to other work commitment, and appointed Ms. Li Xiaohui as his proxy to represent
him and vote on his behalf.

The rights and duties of the Board of Directors and the management are specified in the Articles, so

as to guarantee an adequate balance and restriction mechanism for a good corporate governance

and internal control of the Company.

The Board of Directors shall be responsible for determining the Company’s operation plans and

investment programs and the setting of its internal management organizations, formulating basic

management system of the Company and hearing chief executive officer’s work report and examining
the work thereof.

The Board of Directors admits that it is the common responsibility of all Directors to perform the

duty of corporate governance, including:

a)
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to develop and review the Company’s policies and practices on corporate governance;

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

to review and monitor the training of Directors and senior management and sustainable
development;

to develop, review and monitor the code of conduct and compliance manual (if any) applicable
to the Company’s Directors, Supervisors and employees; and

to review the Company’s compliance with Corporate Governance Code and disclosure in
the corporate governance report.

POLY CULTURE GROUP CORPORATION LIMITED ANNUAL REPORT 2018



Corporate Governance Report

Positions of the chairman and the chief executive officer (chief executive officer under relevant
rules of the Listing Rules) of the Company are served by different persons to secure independence
of their duties and accountabilities and balanced distribution of rights and authorizations. Mr. Xu
Niansha serves as the chairman of the Board of Directors and Mr. Jiang Yingchun serves as the
chief executive officer. The Articles define duties of the chairman and the chief executive officer.

According to the Articles, Directors (including non-executive Directors) shall be elected at the general
meeting. A Director shall serve a term of office for no longer than three years and is eligible for
re-election. The Company has implemented a set of effective procedures for appointment of new
Directors. The nomination of new Directors shall be first deliberated by the Nomination Committee
of the Board and then submitted their recommendations to the Board of Directors, subject to the
approval by the general meeting.

The Company has adopted Board Diversity Policy (the “Policy”) of Poly Culture Group Corporation
Limited, which has been approved by the Board of Directors, as summarized below:

The Policy specifies that in designing the composition of the Board of Directors, Board diversity shall
be considered from a number of aspects, including but not limited to age, cultural and educational
background, professional experience, skills and knowledge. All Board members’ appointment will
be based on meritocracy, and candidates will be considered against objective criteria, having due
regard for the benefits of diversity of the Board of Directors. Selection of Director candidates will be
based on a range of diversity perspectives, including but not limited to gender, age, culture, race,
educational background, professional experience, knowledge and skills.

Gender Male Female
89% 11%
Age 55 years old or 56-60 years old 61 years old or
below above
56% 33% 11%
|dentity Non-executive Independent Executive Director
Director non-executive
Director
22% 33% 44%
Directors (number of companies) 0 1t03 4 or above

of other public listed
companies (outside the group)
78% 11% 11%
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The Nomination Committee will disclose the composition of the Board of Directors in Corporate
Governance Report every year and supervise the implementation of this Policy. The Nomination
Committee will review the Policy, as appropriate, to ensure the effectiveness of the Policy. The
Nomination Committee will discuss any revisions that may be required, and recommend any such
revisions to the Board of Directors for examination and approval.

Emoluments of Directors, Supervisors and senior management shall be proposed by the Remuneration
and Assessment Committee based on criteria including educational background and work experience,
and upon approval by the general meeting, be determined by the Board of Directors with reference
to Director’s experience, work performance and position as well as the market.

Details of emoluments of Directors, Supervisors, senior management and five highest paid individuals
of the Company are set out in Notes 9 and 10 to the Financial Statements of this report.

During the year ended December 31, 2018, the emoluments of the senior management of the Group
(not include the Directors of the Company) are within the following bands:

Bands of the emoluments Number
HKDO to HKD1,000,000 2
HKD1,000,001 to HKD2,000,000 1
HKD2,000,001 to HKD2,500,000 3

The Company submits “monthly management reports” to the Directors, to keep them posted with
the latest information of the Company, the industry status and developments. The Company also
collects the latest amendments to the securities laws, regulations and regulatory rules which come
to its attention and submits them to the Directors, Supervisors and senior management of the
Company. In addition, during the Reporting Period, all Directors (namely Mr. Xu Niansha, Mr. Zhang
Xi, Mr. Jiang Yingchun, Mr. Hu Jiaguan, Mr. Huang Geming, Mr. Wang Keling, Mr. Li Bogian, Ms.
Li Xiaohui and Mr. Yip Wai Ming have participated in the training of Hong Kong listed companies
information disclosure, connected transactions, the responsibilities of the Directors, Supervisors and
senior management and the recent new regulatory requirements, to ensure that they continue to
have comprehensive information and contribute to the Board of Directors when necessary.

The Company has bought Directors, Supervisors and senior management’s liability insurance for
any of their possible legal action.
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2. BOARD COMMITTEES

There are five committees under the Board of Directors, namely, Audit Committee, Nomination Committee,
Remuneration and Assessment Committee, Art Committee and Strategy Committee.

The Audit Committee consists of three Directors: Ms. Li Xiaohui (independent non-executive Director),
Mr. Yip Wai Ming (independent non-executive Director) and Mr. Wang Keling (non-executive Director).
Ms. Li Xiaohui currently serves as the chairlady of the Audit Committee.

The primary responsibilities of the Audit Committee are reviewing and supervising our financial
reporting procedures, including to propose appointment or replacement of the external auditors;
to oversee the Company’s internal audit system and its implementation; to coordinate internal and
external auditors; to review the Company’s financial information and its disclosure; to examine
the Company’s internal monitoring and the risk management system, to audit material Connected
Transactions; to nominate the person in charge of the internal audit department of the Company;
to examine the authenticity and impartiality of the interim and annual financial statements of the
company, to discuss the nature and scope of the audit with the external auditor before starting
the audit, and to discuss its conclusions and suggestions with the auditor after the audit process
and the completion of the audit; and other matters as authorized by the Board of Directors of the
Company. The Audit Committee has an annual assessment of the internal control and financial
monitoring system, the risk management system, the scope of the work of the external auditor and
the important matters employed by the external auditor, and the effectiveness of the arrangement
of the employees’ attention to possible misconduct, so that the board can inspect the overall
financial situation of the group and protect its assets. After each meeting, the chairman of the Audit
Committee summarizes the work of the committee, with focusing on the concerns and recommending
recommendations to the board of directors.

During the year ended December 31, 2018, the Audit Committee held four meetings, attendance
of which is as follows:

Meetings

attended/

Meetings

eligible to Attendance
Name Position attend Rate
Li Xiaohui Independent non-executive Director 4/4 100%
Yip Wai Ming Independent non-executive Director 4/4 100%
Wang Keling Non-executive Director 4/4 100%
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The Audit Committee directed and supervised the Company’s internal audit department, considered
and approved the appointment of the domestic and international auditors and the Financial Reports
2017 of the Company, and submitted the above proposals to the Board of Directors for their
consideration. The Audit Committee of the Company also confirmed the Connected Transactions
in 2017.

The Audit Committee has reviewed the Company’s Annual Results for 2018, and the Financial
Statements for the year ended December 31, 2018 in accordance with the International Financial
Reporting Standards (the “IFRSs”).

The Nomination Committee consists of three Directors: Mr. Li Bogian (independent non-executive
Director), Ms. Li Xiaohui (independent non-executive Director and Mr.Wang Keling (non-executive
Director). Mr. Li Bogian currently serves as the chairman of the Nomination Committee.

The primary responsibilities of the Company’s Nomination Committee are preparing the procedures
and criteria for determining the candidates for the Directors and senior management of the Company
and conducting preliminary review on their qualifications and credentials, including proposing to
the Board on its size and composition in accordance with the Company’s operating results, assets
and shareholding structure; reviewing the procedures and criteria for determining the candidates
for the Directors and Chief Executive Officer of the Company and make proposals to the Board of
Directors; and conducting a wide search for the qualified candidates for the Directors.

When assessing the composition of the Board of Directors, the Nomination Committee takes into
account a number of categories described in the Board Diversify Policy, including but not limited to
gender, age, cultural and educational background, professional qualifications, skills, knowledge and
industry and regional experience. The Nomination Committee will discuss and get the measurement
of board diversification, if necessary, recommend it to the Board of Directors.

The Nomination Committee will take into account the character, qualification, experience,
independence and other cooperation strategies of the Board before making recommendations to
the Board of Directors, and the necessary conditions for the diversification of the Board of Directors
(if appropriate).
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During the year ended December 31, 2018, the Nomination Committee held one meeting on
December 17, 2018, attendance of which is as follows:

Meetings

attended/

Meetings

eligible to Attendance
Name Position attend Rate
Li Bogian Independent non-executive Director i7al 100%
Li Xiaohui Independent non-executive Director 11 100%
Wang Keling Non-Executive Director 11 100%

The Remuneration and Assessment Committee consists of three Directors: Mr. Yip Wai Ming
(independent non-executive Director), Ms. Li Xiaohui (independent non-executive Director) and Mr.
Zhang Xi (executive Director). Mr. Yip Wai Ming currently serves as the chairman of the Remuneration
and Assessment Committee.

The Company has adopted the model recommended by the Remuneration and Assessment
Committee to the Board of Directors to determine the remuneration packages of executive Directors
and senior management.

The primary responsibilities of the Remuneration and Assessment Committee are formulating
the criteria for and conducting assessment on the Directors and senior management as well
as determining and reviewing the remuneration policies and plans for the Directors and senior
management, including formulating remuneration plans and proposals in accordance with the terms of
reference of the Directors and senior management and the importance of their positions as well as the
remuneration benchmarks for the relevant positions in other comparable companies; the remuneration
plans and proposals include, but not limited to criteria, procedures and main assessment system
for performance assessment, main proposals and regulations on award and punishment; reviewing
the performance of the Directors and senior management and conducting annual assessment on
their performance and results; supervising the implementation of the remuneration policies of the
Company; and other matters that the Board of Directors has authorized it to deal with.
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During the year ended December 31, 2018, the Remuneration and Assessment Committee held
three meetings, attendance of which are as follows:

Meetings

attended/

Meetings

eligible to Attendance
Name Position attend Rate
Yip Wai Ming Independent non-executive Director 3/3 100%
Li Xiaohui Independent non-executive Director 3/3 100%
Zhang Xi Executive Director 3/3 100%

The Art Committee of the Company consists of three Directors: Mr. Zhang Xi (executive Director),
Mr. Jiang Yingchun (executive Director) and Mr. Li Bogian (independent non-executive Director).
Mr. Zhang Xi currently serves as the chairman of the Art Committee.

The primary responsibilities of the Art Committee are: conducting research and making proposals
on the plans for investments and operation of the Company in culture and arts; conducting research
and making proposals on important projects which involve culture and arts and need to be approved
by the Board of Directors pursuant to the Articles; conducting research and making proposals on
important projects of significant international influence; conducting research and making proposals
on the projects for which the management consider necessary to obtain the opinions of the Art
Committee; presenting suggestions and proposals directly to the Board of Directors if the Art
Committee consider it necessary; and other matters that the Board of Directors has authorized it
to deal with.

No meeting of the Art Committee was convened for the year ended December 31, 2018.

The Strategy Committee of the Company consists of five Directors: Mr. Xu Niansha (executive
Director), Mr. Zhang Xi (executive Director), Mr. Huang Geming (non- executive Director), Mr. Jiang
Yingchun (executive Director) and Ms. Li Xiaohui (Independent non-executive Director). Mr. Xu
Niansha currently serves as the chairman of the Strategy Committee.

The primary duties of the Strategy Committee are: to consider and make recommendations on the
strategic plan for the Company’s long-term development; to consider and make recommendations
on the material investments and financing plans, subject to the Board of Directors’approval, in
accordance with the Articles; to consider and make recommendations on material capital operation
and asset operating project, which are subject to the Board of Directors’ approval, in accordance
with the Articles; to consider and make recommendations on other material matters that will affect
the development of the Company; to review the implementation of above matters; and other matters
that the Board of Directors has authorized it to deal with.

No meeting of the Strategy Committee was convened for the year ended December 31, 2018.
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DIRECTORS’ RESPONSIBILITY FOR FINANCIAL STATEMENTS

The Board of Directors has confirmed its responsibility for preparing annual financial statements of the
Company for the year ended December 31, 2018.

The Board of Directors is responsible for submitting a well-defined assessment on the interim and annual
reports, stock price sensitive information, and other matters that need to be disclosed according to the
Listing Rules and other regulatory provisions. The management has provided relevant and necessary
explanation and information to the Board of Directors so that the Board of Directors could make informed
assessment on the financial data and position of the Company for examination and approval.

The Company does not face any significant uncertainty likely to give rise to the significant doubt of the
Company’s capability of sustained operations.

COMPLIANCE WITH MODEL CODE FOR SECURITIES
TRANSACTIONS

The Company has adopted the Model Code set out in Appendix 10 to the Listing Rules as the code for all
Directors and Supervisors to conduct transactions of the Company’s securities. The Company has also set
guidelines, at least as strict as the Model Code, on transactions of the Company’s securities for relevant
employees (as defined in the Listing Rules).

The Company has made specific inquiries to all Directors and Supervisors about their compliance with the
Model Code, and they all confirmed that they complied with the standards specified in the Model Code
during the Reporting Period.

The Company has made specific inquiries of relevant employees about their compliance with the guidelines
on transactions of the Company’s securities, without noticing any violation of the guidelines.

JOINT COMPANY SECRETARIES

In 2018, Ms. Wang Wei was responsible for advising the Board on corporate governance matters and
ensuring compliance with the Board’s policies and procedures as well as compliance with relevant laws
and regulations. In order to maintain good corporate governance practices and to ensure compliance with
the Listing Rules and applicable laws, the Company has also appointed Ms. Mok Ming Wai, the director of
TMF Hong Kong Limited (8 &8/ R A 7)), a company secretarial services provider, as the joint company
secretary of the Company to assist Ms. Wang Wei in the performance of her duties as the company
secretary. Ms. Mok Ming Wai has tendered her resignation as a joint company secretary, an authorised
representative and the agent for service of process in Hong Kong of the Company for work reallocation
effective, Ms. Leung Suet Lun, a manager of the listing services department of TMF Hong Kong Limited,
has been appointed in replacement of Ms. Mok Ming Wai as a joint company secretary, an authorized
representative and an agent for service of process in Hong Kong of the Company effective from September
19, 2018. Ms. Wang Wei is the primary corporate contact person of the Company.
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Ms. Wang Wei, Ms. Mok Ming Wai and Ms. Leung Suet Lun participated in not less than 15 hours of
relevant professional trainings in 2018 in accordance with Rule 3.29 of the Listing Rules. The joint company
secretary is intend to participate in relevant trainings in 2019, to ensure the compliance with Rule 3.29 of
the Listing Rules.

INTERNAL CONTROL AND RISK MANAGEMENT

The Company has prepared the “Comprehensive Risk Management Manual” which was considered
and approved by the third meeting of the second session of the Board. Its aims are to enhance the
risk management level of the Company through the establishment and operation of the systematic risk
management mechanism (i.e., the comprehensive risk management system), in order to prevent, resolve,
and reasonably undertake or exploit the risks faced by the Company to promote sustained, healthy and
stable development for the Company.

The Company’s comprehensive risk management mechanism mainly comprises four main components:
risk management strategies, risk management assurance system, risk management workflow and risk
management culture (see below). The four main components are interdependent, interactive and interrelated.
They ensure the operation of the Company’s comprehensive risk management functions.

Poly Culture
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Risk management Risk management
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The Company’s comprehensive risk management organization is divided into four-tiers, namely risk
management decision-making body, comprehensive risk management leading team, risk management
executive body and risk management supervisory body, where the risk management executive body is further
divided into risk centralized management function department and specific risk management department.

The Board of Directors of the Company is the ultimate decision-making body of Poly Culture in respect of
risk management. Comprehensive risk management team shall be responsible for the management and
decision-making of the Company’s risk management matters and the provision of guidance and coordination
to risk centralized management function department, specific risk management department under the
authorization of the Board of Directors of the Company. The enterprise development department is the risk
centralized management function department of Poly Culture, it carries out risk centralized management
functions, and is responsible for the centralized management of risk, the organization and arrangement of
the Company’s cross-divisional and other risk management activities. Specific risk management departments
are established under the Company and its subsidiaries to, on one hand, participate in cross-divisional
and other relevant risk management activities at subsidiary level under the organization and coordination
by the risk centralized management function department and, on the other hand, carry out corresponding
specific risk management assessments and follow-up measures during the department’s operations and
management activities.

The audit and supervision department is the risk management supervisory body of Poly Culture, which
is responsible for the supervision and inspection of the general operation of the comprehensive risk

management of Poly Culture.

The Company refines its risk management process framework by dividing it into risk centralized management

process and specific risk management process (as below).
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Framework of Risk Management Process of the Company

The risk centralized management process contains six links, namely risk assessment, formulation of risk
management strategies, risk response, risk control, risk contingency and risk management supervision and
improvement. Specific risk management process shall always be integrated into the existing management
mechanism, with the relevant management systems and procedural documents of each functional
departments and procedures as the main vehicle for implementation.

The Company has established a risk assessment mechanism (see below) to carry out a comprehensive
risk assessment for the risks faced by the Company on an annual basis. The Company will formulate risk
management strategies and implement risk responses for significant risks identified during the annual risk
assessment, which should be prioritized.

1.0 Risk assessment process - annual risk assessment
Management Latest risk 9 g‘::gg‘:an d 1 2 o
checklist assessment

) 1 A
Risk management 1
leading team 2 Decide 1 1 1 Review

1
Enterprise 1 6 Establish and
development 1 Risk idell_wt\fica_ticn ;s:;:sgﬁql;nt CEEED
uestionnaire . .

department v i questionnaire 8 statistical

annual risk assessment risk assessment

assessment plan identification questionnaire questlonnalre report O
questionnaire X Arral Tiok
| s s
Specific risk Fill in risk Fill i risk
management identification assessment

department questionnaire questionnaire

1 Establish 3 Establish and results for 1 0 Establish annual

The Company has established a comprehensive risk management evaluation mechanism to continuously
monitor and evaluate the efficiency and effectiveness of risk management. The Company plan to conduct
a comprehensive risk management evaluation on an annual basis, to evaluate the implementation and
completion of risk management tasks of the subsidiaries and to improve and enhance the comprehensive
risk management of the Company according to the evaluation results.

Based on the overall operation of the comprehensive risk management mechanism, the Company conducts
risk management supervision and evaluation on a regular basis and compiles risk management supervision
and evaluation report. The Company commences risk management enhancement pursuant to the advice
on improving risk management stated in the report. The audit and supervision department keeps track of
the progress of the improvement in risk management and make adjustments to the plans as needed in
a timely manner.

The Company prepares Annual Report on Comprehensive Risk Management and the Specialized Risk
Management Report on an annual basis. On the basis of in-depth investigation and distribution of risk
assessment surveys, the Company identified the potential risks of the whole year item by item, and rearrange
their orders with respect to their importance to explore in-depth the causes of risk and estimate the impact
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of the risks for the formulation of corresponding solutions and responses to ensure smooth and stable
business operations throughout the year, and to minimize the adverse effects brought by the potential risks.
Based on the results of the report, the Company will actively formulate responses and pay close attention
to the implementation of the plans to ensure that all potential risks are within the controllable range and
no major losses will be incurred due to the potential risks throughout the year.

The Directors of the Company understand that the Board is responsible for maintaining a sufficient internal
control system to safeguard the investments by the shareholders and the assets of the Company as well
as to review the effectiveness of the system on an annual basis. The risk control functions assumed by
the Board of Directors 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 Audit Committee assisted the board of directors in reviewing the internal control system of our
company and Affiliated Companies’s financial monitoring, operation monitoring, compliance monitoring
and risk management during the reporting period, and found no major problems or major errors in the
company’s internal control. The Board believes that the company’s current monitoring system is effective
and that the internal control and risk management system is effective and sufficient.

° The Company is aware of its obligations under the Securities and Futures Ordinance and the Listing
Rules and the overriding principle that inside information should be announced immediately after
such information comes to our attention and/or it is the subject of a decision unless it falls within
the Safe Harbors set out in the Securities and Futures Ordinance;

o The Company conducts its affairs with close regard to the “Guidelines on Disclosure of Inside
Information” and “Recent Economic Developments and the Disclosure Obligations of Listed Issuers”
issued by the Securities and Futures Commission in June 2012 and the Hong Kong Stock Exchange
in 2008 respectively; and

° The Company has established and implemented procedures for responding to external enquiries
about the Group’s affairs. Senior management of the Company is identified and authorized to act
as the Company’s spokesperson and responds to enquiries in allocated areas of issues.

The Company has established relevant information disclosure management system to clarify the basic
principles, contents, management procedures and confidentiality measures of information disclosure. These
systems clarify the process of publishing insider information, and require relevant responsible personnel to
verify its authenticity, accuracy and integrity, and ensure that the information is absolutely confidential. If
confidentiality cannot be maintained or information has been leaked, it will be disclosed in time.

AUDITOR’S REMUNERATION

For the year ended December 31, 2018, the remuneration to external auditors in respect of their annual
audit services was RMB4.2 million. There was no non-audit services fee.
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8. GENERAL MEETINGS

During the year ended December 31, 2018, the Company convened three general meetings, as detailed

below:

Date Venue Meetings

June 28, 2018 Meeting Room, 29/F, New Poly Plaza, Annual General Meeting of 2017
1 North Street of Chaoyangmen,
Dongcheng District, Beijing

June 28, 2018 Meeting Room, 29/F, New Poly Plaza, The First Class Meeting of H

1 North Street of Chaoyangmen, Shareholders in 2018
Dongcheng District, Beijing
December 21, 2018 Meeting Room, 29/F, New Poly Plaza, = The First Extraordinary General Meeting
1 North Street of Chaoyangmen, of 2018
Dongcheng District, Beijing

Attendance by Directors:

Meetings
attended/
Meetings
eligible to Attendance
Name Position attend Rate
Xu Niansha' Chairman and executive Director 0/3 0%
Zhang Xi Vice chairman and executive Director 3/3 100%
Jiang Yingchun Chief Executive Officer and executive Director 3/3 100%
Hu Jiaquan Executive Director 3/3 100%
Wang Lin? Non-executive Director 0/2 0%
Huang Geming?® Non-executive Director 11 100%
Wang Keling Non-executive Director 3/3 100%
Li Bogian* Independent non-executive Director 2/3 67%
Li Xiaohui® Independent non-executive Director 0/3 0%
Yip Wai Ming® Independent non-executive Director 0/3 0%
Notes:
1. Mr. Xu Niansha was not able to attend the Annual General Meeting of 2017, The First Class Meeting of H
Shareholders in 2018 on June 28, 2018 and the First Extraordinary General Meeting of 2018 on December 21,
2018 due to other work arrangements.
2. Mr. Wang Lin was not able to attend the Annual General Meeting of 2017, The First Class Meeting of H
Shareholders in 2018 on June 28, 2018. Mr. Wang Lin resigned as non-executive Director of the Company on
June 28, 2018. From January 1, 2018 to the date of his resignation, the Company held two general meetings.
3. Mr. Huang Geming was appointed non-executive Director of the Company on June 28, 2018. From the date
of its appointment to December 31, 2018, the Company held one general meeting.
4. Mr. Li Bogian was not able to attend the First Extraordinary General Meeting of 2018 on December 21, 2018

due to other work arrangements.
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5. Ms. Li Xiaohui was not able to attend the Annual General Meeting of 2017, The First Class Meeting of H
Shareholders in 2018 on June 28, 2018 and the First Extraordinary General Meeting of 2018 on December 21,
2018 due to other work arrangements.

6. Mr. Yip Wai Ming was not able to attend the Annual General Meeting of 2017, The First Class Meeting of H
Shareholders in 2018 on June 28, 2018 and the First Extraordinary General Meeting of 2018 on December 21,
2018 due to other work arrangements.

COMMUNICATIONS WITH SHAREHOLDERS

The Company continuously attaches great importance to maintaining and developing investor relations for
a long time, enhances transparency of the corporate information by promptly and effectively releasing the
corporate information to the public, and has established effective channels for the Company to communicate
with the investors.

Where the Company convenes a general meeting, a notice of the meeting in written form or in
electronic form (by publishing announcement on, including but not limited to, the websites of the
Stock Exchange for information disclosure and the Company) shall be given not less than 45 days
before the date of the meeting to notify all of the Shareholders in the Shareholders’ register of
the matters to be considered and the date and venue of the meeting to be held. Any Shareholder
intending to attend the meeting shall deliver to the Company a written reply showing his/her intention
to attend at least 20 days before the meeting.

Shareholder(s) holding more than 10% of the Company’s Shares, individually or jointly, shall have
the right to request the Board of Directors in writing to convene an extraordinary general meeting
or a class general meeting. The Board of Directors shall provide its written feedback on agreeing or
disagreeing to convene an extraordinary general meeting or a class general meeting within 10 days
after receiving the proposal in accordance with the provisions of laws, administrative regulations
and the Articles.

If the Board of Directors agrees to convene an extraordinary general meeting or a class general
meeting, a notice of general meeting shall be issued within five days after the resolution of the Board
of Directors meeting is made. The changes to the original proposal in the notice shall be subject
to consent of the Shareholders who make the said proposal.

If the Board of Directors disagrees to convene an extraordinary general meeting or a class general
meeting or fails to make any feedback within 10 days after receiving the proposal, Shareholder(s)
holding more than 10% of the Company’s Shares, individually or jointly, shall have the right to
request the Board of Supervisors in writing to convene an extraordinary general meeting or a class
general meeting.
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According to the Articles, Shareholders who individually or collectively hold more than 3% of the
Shares may submit a proposal to the Board in writing 10 days before the date of the general meeting.
The Board shall notify other Shareholders within two days upon the receipt of the proposal and include
it for consideration at the general meeting. The written proposal shall be addressed to the Board.

The Company releases its announcements, financial data and other relevant data on its website
www.polyculture.com.cn, which serves as a channel facilitating effective communication. The
Shareholders may send any inquiry in writing to the Company’s principal place of business in Hong
Kong. The Company will properly handle all inquiries in time.

The Board of Directors welcomes suggestions from Shareholders, and encourages Shareholders to
attend general meetings to directly express misgivings that they may have to the Board of Directors
and the management. Usually, the chairman of the Board of Directors and the chairmen of respective
committees would attend annual general meetings and other general meetings to answer questions
put forward by Shareholders.

Detailed voting procedure and resolutions voted on are set out in the circulars before the general
meetings.

10. INVESTOR RELATIONS

The Company considers it crucial to provide investors with accurate information in a timely manner and
maintain communication with investors through effective communication channels, with an aim to enhance
mutual understanding between investors and the Company and improve the transparency of the Company’s
information disclosure.

In accordance with the Listing Rules, the Company shall duly disseminate its corporate information via
various channels. Such channels include annual reports, announcements and company website. After
formal announcement of its results in accordance with the Listing Rules, the Company will arrange for
meetings during which the management will answer questions from investors. The Company will meet
overseas investors and facilitate communication with them through analysts’ conference and roadshows.

11. ARTICLES OF ASSOCIATION

During the year ended December 31, 2018, there was no change in the Articles.
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DIRECTORS

Mr. Xu Niansha, aged 62, joined the Company in December 2014 and has been the chairman of the Company
since then. Mr. Xu has been the chairman and the secretary of the party committee of Poly Group since May 2013.
Mr. Xu has also been a member of the 13th national committee of the Chinese People’s Political Consultative
Conference. Mr. Xu has successively served as the general manager of Huahai Real Estate Development Corporation
EEHFEMER /A F)), the chairman and the general manager of China Ocean Aviation Group Limited (7 Bl /& ¥
fiZz= &£ @A 7)), the vice chairman of China National Machinery Industry Corporation (FF B ### T 3 &= B AR A 7)),
the vice chairman of CITIC Offshore Helicopter Co., Ltd. (F{/8F B FH#A% 15 B R A 7)) and other positions. Mr.
Xu obtained a doctoral degree in law and a doctoral degree in economics. Mr. Xu was granted the qualification
of senior engineer in professor level.

Mr. Zhang Xi, aged 56, joined the Company in December 2014 and has been an executive Director of the
Company since then. Mr. Zhang has been the vice chairman of the Company since December 2016. Mr. Zhang
has been the vice general manager of Poly Group since September 2014. Mr. Zhang has also been the chairman
and the secretary of the party committee and the deputy director of the Management Committee of China Silk
corporation (FEIF 44 % EHBR A 7)), the chairman of Beijing New Poly Plaza Real Estate Development Co., Ltd.
At RFRF A EEHERZE A F)), a director of Poly Permanent Union Holding Group Limited ({5 F1) A B 22 j% 5= &)
AIREEAR]), a director of Guizhou Jiulian Industrial Explosive Materials Development Co., Ltd. (B /1 AR I8
BN R ER A F]) (a company listed on Shenzhen Stock Exchange, stock code: 002037) and the curator
of Poly Art Museum (fRFIZ1TE#£E). Mr. Zhang joined Poly Group since 1996 and successively served as the
project manager of finance department of Poly Group, the chief accountant of Poly Plaza Co., Ltd. (RFIKEHA
R /A 7)), the vice general manager and the general manager of Poly Finance Co., Ltd. (RFIEF AR A 7)), the
assistant to general manager of Poly Group and the chairman of Poly Energy Holdings Co., Ltd. ((RFIEETRIEI A
FR 2 \]). Mr. Zhang served as the vice general manager and the chief accountant of Poly Real Estate Group Co.,
Ltd. ((RFIEHE (£E) BRHAERAR]) (@ company listed on Shanghai Stock Exchange, stock code: 600048).
Mr. Zhang obtained a bachelor’s degree in economics and was granted the qualification of senior accountant.

Mr. Jiang Yingchun, aged 50, joined the Company in December 2001, and has been an executive Director and
the general manager of the Company. Mr. Jiang served as assistant to general manager from December 2001 to
February 2007, and vice general manager from February 2007 to November 2010. Mr. Jiang has been the Chief
Executive Officer and an executive Director since December 2010. Mr. Jiang is currently the chairman of Poly
Auction Beijing, Poly Auction Hong Kong, Poly Art Centre and Poly Culture North America Investment Corporation
Limited. Mr. Jiang holds a bachelor’s degree in History majoring in archaeology and qualification of editor.

Mr. Hu Jiaquan, aged 57, joined the Company in May 2016 and has been the executive Director and deputy
general manager of the Company. Mr. Hu served as the chief accountant of Poly Construction Development
Company (fRF1)32 3% 7 25 482 7)), the chief accountant and the vice general manager of Beijing New Poly Plaza Real
Estate Development Co., Ltd. FT{RFIKXEE HE F %2 7)), the executive vice general manager of Poly (Beijing)
Real Estate Development Co., Ltd. (R ¥ () FEHIEFZEER 2 F]), the general manager of Poly (Baotou) Real
Estate Development Co., Ltd. (k% (B38) FEHERZEBRRAR]), as well as the deputy secretary of the party
committee and the secretary of the Discipline and Inspection Commission of Poly Culture Group Corporation
Limited. Mr. Hu holds a bachelor’s degree in economics.
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Mr. Huang Geming, aged 51, joined the Company in December 2016 and is now a director of the Company.
Mr. Huang also serves as the assistant to the general manager of Poly Group, the vice general manager of Poly
International Holdings Co., Ltd. and other positions. Mr. Huang served as the vice general manager, the director,
the general manager of Poly Energy Holdings Limited, the director and the vice general manager of Poly Investment
Holdings Co., Ltd. and the supervisor of Poly Culture Group Corporation Limited. Mr. Huang holds a bachelor’s
degree in engineering and a bachelor’s degree in economics.

Mr. Wang Keling, aged 54, joined the Company in December 2016 and has been the non-executive Director
since then. Mr. Wang also serves as a director and deputy secretary of the party committee of Sinolight Corp (
B# T &£ B B[R A 7F]). Mr. Wang served as the vice general manager of Poly Energy Holdings Limited, the deputy
director of the administrative affairs office of the Poly Group, the director of the human resources department and
other positions. Mr. Wang holds a master’s degree in military science and was granted the qualification of engineer.

Mr. Li Bogian, aged 82, joined the Company in December 2013 and has been an independent non-executive
Director since then. Mr. Li has been a teacher in Archaeology Department of Peking University since 1961 and
has been a professor and doctoral tutor of School of Archaeology and Museology of Peking University since 1990
and 1996, respectively. Mr. Li holds a bachelor’s degree in archaeology.

Ms. Li Xiaohui, aged 51, joined the Company in December 2010 and has been an independent non-executive
Director since then. Ms. Li has served as a professor and doctoral tutor of the School of Accountancy of the
Central University of Finance and Economics since January 2007 and a member of the Professional Technology
Consultancy Committee of the Association of Registered Accountants of the PRC (/P B3+ & 56T 17 & Z 3 R 1iT
FHIZE®). Ms. Liis currently an independent non-executive director of Kailuan Energy Chemical Co., Limited
FEEER{IE TR BR A7), Bank of Beijing Co., Ltd. (L RER1THRMD AR 2 &), China U-Ton Holdings Limited
B @R A IR A 7)) and Fangda Carbon New Material Technology Co., Ltd. (5 KREFH#E RN AR
7). Ms. Li holds a doctoral degree in economics.
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Mr. Yip Wai Ming, aged 54, joined the Company in December 2013 and has been an independent non-executive
Director since then. Mr. Yip is currently an independent non-executive director of Ju Teng International Holdings
Limited (& B B B 42 A% AR A 7)), Pax Global Technology Limited (B & 3 5 Al 5 R A 7)), Far East Horizon Limited
(ERREBRAT), Yida China Holdings Limited (fEZEHBIER AR A 7)) and Pantronics Holdings Limited (1
FIZREBBR A F]). Mr. Yip is a member of the Association of Chartered Certified Accountants, a member of the
Hong Kong Institute of Certified Public Accountants and a member of the Chinese Institute of Certified Public
Accountants. Mr. Yip holds a bachelor’s degree in social science and a bachelor’s degree in law.
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SUPERVISORS

Mr. Chen Yuwen, aged 54, joined the Company in December 2016 and has been the chairman of the Board of
Supervisors since then. Mr. Chen also serves as a director of the Discipline and Supervision Office of Poly Group,
and a supervisor of Poly International Holdings Co., Ltd. and other positions. Mr. Chen served as the audit officer
of Poly Group, the deputy director and the director of the audit and supervision department of Poly Group, the
part-time supervisor of the State-owned Enterprise Supervisory Committee, and other positions. Mr. Chen holds
a bachelor’s degree in economics and was granted the qualification of accountant.

Mr. Hou Hongxiang, aged 43, joined the Company in June 2018 and has been the supervisor of the Company.
Mr. Hou also serves as the vice general manager of Poly International Holdings Co., Ltd. and the chairman of
Surpass Commercial Corp., Ltd. GEMEEEGR A F]). Mr. Hou served as the manager and deputy director of
enterprise development department, the deputy head of general office, the secretary to the board, the head of
board office and other positions in Poly Group. Mr. Hou holds a doctoral degree in management and he is a
senior economist.

Mr. Wang Fugiang, aged 49, joined the Company in January 2011 as an audit officer of the Company. Mr. Wang
holds a college degree in accounting. He was granted the qualification of certified accountant and he holds the
title of accountant.

SENIOR MANAGEMENT

Mr. Li Weiqgiang, aged 47, joined the Company in 2002 and was appointed as the executive vice general manager
of the Company in December 2018. Mr. Li also serves as the secretary to the board and the head of board
office in Poly Group, a director of Straco Corporation Limited (#7114 £ #££#), the chairman of Poly Film, Beijing
Poly Music Art, and Poly Art Education, and a director of Poly Theatre. Mr. Li has served as the manager of the
general planning department, manager of the enterprise development department, deputy director, and director
in Poly Group and Director of Poly Strategy Research Institute. Mr. Li holds a doctoral degree in management
and is a senior economist.

Mr. Xu Pei, aged 53, joined the Company in November 2018 and has been the deputy secretary of the party
committee, the secretary of the Discipline and Inspection Commission and the chairman of the labour union of the
Company. Mr. Xu also serves as the secretary for the office of the party committee and provisional secretary of
the party committee of Poly Group, and a director at Poly Southern Group Co., Ltd.. Mr. Xu served as the deputy
director and director at the party group work department, director at the party group work office and chairman
of office labour union at Poly Group. Mr. Xu holds a doctoral degree in management and has been granted the
qualification of senior engineer and senior policy advisor.

Mr. Zhou You, aged 58, joined the Company in 2003 and has been the vice president of the Company since
January 2003. Mr. Zhou also serves as a director of Poly Theatre Management and Beijing Poly Music Art. Mr.
Zhou holds a bachelor’s degree in literary editing and qualification as an editor.
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Ms. Wang Wei, aged 51, joined the Company in June 2010 and has been the chief accountant since March 2013.
She has been the vice general manager of the Company since March 2016, and has been the joint Company
secretary and the secretary to the Board of Directors since January 2017. Ms. Wang also serves as the chairman
of Poly Ronghe Financial Leasing and Poly Culture Industrial Fund, a director of Poly Theatre Management, a
director of Poly Auction Hong Kong, a director of the North American Company, as well as the general manager
and a director of Poly Auction Beijing. Ms. Wang holds a bachelor’s degree in engineering and qualification as
a senior accountant.

Mr. Guo Wenpeng, aged 49, joined the Company in 2003 and has served as the vice general manager since
August 2015. Mr. Guo also serves as the chairman and general manager of Poly Theatre Management, and a
director of Poly Film, Beijing Poly Music Art and Poly Art Education. Mr. Guo has obtained a master’s degree in
economics.

Mr. Liu Shibin, aged 45, joined the Company in 2012 and has served as the chief accountant since March
2017. Mr. Liu also serves as the chairman of Poly Art Investment, a director of Beijing Poly Auction, a director of
Poly Auction Hong Kong, a director of Poly Auction Guangdong, a director of Poly Art Center, a director of Poly
Film and a director and the general manager of Poly Culture Industrial Fund. Mr. Liu obtains a master’s degree
in economics and holds qualification as a senior accountant.

APPOINTMENT OR DISMISSAL OF DIRECTORS, SUPERVISORS AND
SENIOR MANAGEMENT

On June 28, 2018, the Company has passed a resolution at the general meeting to approve () Mr. Wang
Lin’s resignation as a non-executive Director and a member of the Strategy Committee due to personal work
arrangements, with effect from the date of the annual general meeting for 2017; (i) appointment of Mr. Huang
Geming as a non-executive Director of the third session of the Board of Directors and a member of the Strategy
Committee, with effect from the date of the annual general meeting for 2017, and Mr. Huang Geming’s resignation
as a shareholder supervisor since his appointment as a non-executive director on the annual general meeting for
2017, and (iii) appointment of Mr. Hou Hongxiang as a shareholder supervisor of the third session of the Board
of Supervisors of the Company, with effect from the date of the annual general meeting for 2017.

Ms. Mok Ming Wai resigned from her positions as the joint company secretary, authorized representative and
agent for services of process in Hong Kong of the Company due to work adjustments, with effect from September
19, 2018. Ms. Leung Suet Lun has been appointed in replacement of Ms. Mok Ming Wai as the joint company
secretary, authorized representative and an agent for services of process in Hong Kong of the Company, with
effect from September 19, 2018.

On December 21, 2018, the Board of Directors passed a resolution to appoint Mr. Li Weigiang as the executive
vice general manager of the Company and Mr. Hu Jiaquan as the vice general manager of the Company, and
approve Mr. Liu Debin’s resignation as the deputy general manager of the Company.
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Environmental, Social and Governance Report

ABOUT THE ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT

Principles of reporting

This Environmental, Social and Governance Report (also referred as “ESG Report”) is prepared in accordance
with the Environmental, Social, and Governance Reporting Guide published in December 2015 by the Stock
Exchange of Hong Kong Limited.

Reporting period

From January 1, 2018 to December 31, 2018

Reporting scope

Including Poly Culture and its subsidiaries

Data sources

The ESG Report authentically reflects the ESG activities carried out by us. The report adopts the information and
data in the official documents and statistics reports of the Company and its subsidiaries.

Communication and exchange with stakeholders

Communication and engagement with stakeholders is the foundation of corporate sustainability. We identified the
principal stakeholders of the Group in accordance with the features of the industry and our operations, including
shareholders, customers, employees, suppliers and partners. In the meantime, we have established a good and
stable communication model with stakeholders through various channels.

Key Issues Identification

The ESG Report discloses information which is in compliance with the materiality principle for the preparation
of ESG report in the Environmental, Social, and Governance Reporting Guide to ensure the content disclosed
can both reflect the strategic priorities of the Company and the concerns of key stakeholders (shareholders,
customers, employees, suppliers and partners, etc.). We conducted a specific survey on the key stakeholders of
the Group and identified the main concerns of the internal and external stakeholders, including work safety, use
of resources, development and training, etc.
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The Company has learnt to promote and strictly complied with relevant laws and regulations regarding environmental
protection, energy conservation and emission reduction (including but not limited to The Environmental Protection
Law of the People’s Republic of China ( (% A R A MEIRIZREE) ), The Law of the People’s Republic of
China on Prevention and Control of Water Pollution ( {F & AR HEMEIKFEFGE%) ), The Law of the People’s
Republic of China on the Prevention and Control of Atmospheric Pollution ( { & A R X FI B K TS LREAE) ),
The Law of the People’s Republic of China on the Prevention and Control of Environmental Pollution by Solid
Waste ( {2 A R HF1 B [E gL RE )5 23 5565768 7% ) ), insisted on the concept of scientific and green development,
effectively saved resources, and simplified processes, so as to create values for the enterprise.

In view of its business nature, the main non-hazardous wastes of the Company include used daily office supplies
and daily necessities. We try to recycle the wastes and deliver the non-recyclable wastes to Municipal Sanitation
Department to dispose in the way of landfill or incineration, and thus cannot count the amount. During the Reporting
Period, the Company is not aware of any significant hazards caused by any hazardous wastes and packaging
materials used in any manufactured products and there is also no significant emission of waste gas or waste water.

In order to ensure maximum control of wastes and proper disposal of them, and to reduce waste pollution to the
Company and its’ surroundings, we implement the following measures:

Actively propose economical, green and low-carbon production and office mode, promote paperless office, establish
and use OA office system, advocate to reuse of office paper, collect waste paper for recycling. The wastes in
the office area and the business premises are handled by the departments themselves who are responsible for
centralize storage and handling, and the cleaning is carried out by the cleaners.

Advocate staffs to change bad consumption pattern and living habits to put an end to waste. The wastes in the
canteen area should be managed uniformly and handled rationally by the canteen.

The responsible department of Company organizes regular safety training to enhance the staff’'s work skills and
safety awareness.
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The Company aims at reducing the energy and water consumption to reduce the greenhouse gas (“GHG”)
emissions including those due to electricity purchased from power companies and water consumption. During
the Reporting Period, the energy consumed by us was mainly purchased electricity and water. Pursuant to the
Baseline Emission Factors for Regional Power Grids in China promulgated by the Department of Climate Change
under the National Development and Reform Commission of the PRC, the indirect greenhouse gas emission in
the financial year 2018 amounted to 113.8 thousand tons of carbon dioxide.

The main energy consumption of the Company is electricity and water. During the Reporting Period, the energy
consumption of the Company was as follows:

Energy consumption Unit Quantity
Electricity kwh/year 117,590,619
Area of operating buildings square meter (m?2) 4,412,339
Energy intensity of operating buildings kwh/m?/year 26.65
Water m3/year 179,585

Note: Some of the Group’s theaters and offices are located in an integrated commercial complex and the energy consumption
cannot be individually calculated.

To reduce energy consumption and increase energy efficiency, we implement the following measures:
The Company’s lighting facilities use energy-saving equipment as much as possible to adjust and control the
air-conditioning operating temperature in each office area, and strictly manage power-consuming equipment to

reduce the waste of power resources.

The Company puts up slogans such as saving electricity and saving water in the office area to improve the
awareness of energy conservation among employees and customers.

The Company suggests that our employees go out on foot or by public transportation and encourages our
employees to travel in economy class to reduce carbon emissions.
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All of the Company’s business premises implemented the environmental and fire protection inspection policies
strictly in compliance with national requirements in order to prevent the occurrence of environmental and safety
issues at the source.

Through the above measures, we effectively manage the use of resources such as water and electricity in our
operations, fully reuse recyclable waste, and reduce the amount of paper used for printing, to further save resources
and protect the environment, and reduce the greenhouse effect.

Most of our offices are located in the business areas of cities, which are not belong to forest resource area, thus
without material impact to the environment and natural resources. The Company uses water from the urban water
supply system mainly for normal office use, which does not involve production process, thus no substantial impact
on rivers, lakes, groundwater and glaciers will be exerted.

STAFF POLICY

The Company has established good staff training system to facilitate their career development and improve their
work-life balance, and will explore and construct a middle to long-term incentive mechanism, striving to create a
good environment for innovative development and growth sharing.

The Group strictly complies with the laws and regulations such as the Labour Law of the People’s Republic of
China, the Labour Contract Law of the People’s Republic of China and the Social Insurance Law of the People’s
Republic of China, and has formulated the “Regulation on the Management of Labour Contract for Poly Culture
Group Corporation Limited” and the “Code of Conduct for Poly Culture Group Corporation Limited” in accordance
with the laws and the practical conditions of the Company, covering aspects such as recruitment and employment,
labour relations management, work time attendance and leave management, reward and punishment management,
and remuneration and welfare. At the same time, the Group respects the protection of the legitimate rights
and interests of employees, constantly improves the employment management system and establishes a good
supervision and protection system on the rights and interests of employees.

We strive to build a comfortable and healthy working and living environment to promote employees’ physical and
mental health. Strictly abiding by the Labour Law of the People’s Republic of China, the Prevention and Control
of Occupational Diseases Law of the People’s Republic of China and relevant local regulations, the Company and
the domestic entities mentioned in the report constantly improve the employees’ health management and organize
health checkups for employees during the Reporting Period. Its subsidiaries also formulate the corresponding
requirements and measures for implementation to ensure employees’ physical and mental well-being.

We have strictly prohibited child labor and any form of forced labors. We also respect the rights of all employees
to freely join in associations or labor unions. We have not involved in child labor, forced labor and discrimination
cases in the financial year 2018.
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For the year ended December 31, 2018,

By employment type

Full-time

Part-time

By gender

Male

Female

By age

Below 30

30-50

50 or above

By region

Beijing

Other regions of the Mainland China
Hong Kong, Macau, and Taiwan regions
Other regions

the Group has 8,008 employees in total.

Headcounts
Headcounts

Headcounts
Headcounts

Headcounts
Headcounts
Headcounts

Headcounts
Headcounts
Headcounts
Headcounts

7,507
501

3,989
4,019

4,599
2,910
499

878
7,068
56

16

For the year ended December 31, 2018, the number of loss in the Group’s employees was 2,317, representing

a turnover ratio of 28.9%. The mobility of the services and security personnel employed by theaters and studios

is relatively high mainly due to the nature of the Group’s business.

By gender

Male

Female

By age

Below 30

30-50

50 or above

By region

Beijing

Other regions of the Mainland China
Hong Kong, Macau, and Taiwan regions
Other regions

Headcounts
Headcounts

Headcounts
Headcounts
Headcounts

Headcounts
Headcounts
Headcounts
Headcounts

1,208
1,109

1,560
695
62

141
2,170

For the year ended December 31, 2018, the number of the Group’s newly hired employees was 3,266.
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By gender

Male

Female

By age

Below 30

30-50

50 or above

By region

Beijing

Other regions of the Mainland China
Hong Kong, Macau, and Taiwan regions
Other regions

For the year ended December 31, 2018, a number of 7,531 employees in total joined the training.

By gender

Male

Female

By duty

Senior management officers
Mid-level management officers
Other

Headcounts
Headcounts

Headcounts
Headcounts
Headcounts

Headcounts
Headcounts
Headcounts
Headcounts

Headcounts
Headcounts

Headcounts
Headcounts
Headcounts

1,636
1,730

2,406
711
149

201
3,034
26

3,770
3,761

191
668
6,664

For the year ended December 31, 2018, by gender and duty, the average hours of each employee’s training

completed:

By gender

Male

Female

By duty

Senior management officers
Mid-level management officers
Other
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Average hours
Average hours

Average hours
Average hours
Average hours

86.77
89.72

47.98
54.44
86.72
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On one hand, the Company has arranged annual health check and health and safety education courses for staff
to minimize their health risks. On the other hand, the Company has strived to create a safe and protected work
environment for all its staff, strictly carried out the regulatory authority’s decisions and arrangements in relation
to strengthening the work safety, actively implemented various measures of work safety. The Company recorded
zero accident in relation to work safety during the year.

Number of person Percentage
Injury at work
Lost days due to work injury 0 N/A
Number of work-related fatalities 0 N/A

SUPPLY CHAIN MANAGEMENT AND PRODUCT LIABILITIES

The Company’s main products and services providers include domestic and foreign performing groups, cinema
circuit companies, artworks owners, the decoration and construction parties, printers, and others. The Company
strives to establish good and long-term cooperative relationships with suppliers and usually chooses suppliers with
higher reputation. The Company’s audit department also regularly reviews relevant procurement prices (including
social responsibilities of the suppliers).

WORK SAFETY

The cinemas and theatres operated by the Company are crowded locations where the pressure of work safety
maintenance is higher. The Company has built and improved the work safety management system based on its
business characteristics by setting up the Safety Committee, Emergency Rescue Leading Group for Work Safety
Accidents, Traffic Safety Committee, Internet Security and Informatization Leading Group and other organs for strict
and standardized management, so as to strengthen the awareness of work safety and ensure operational safety.

As at December 31, 2018, the Group has set up 120 safety committees, appointed nearly 1,000 safety management
personnel, organized 2,061 safety education and training sessions and conducted 871 emergency drills participated
by a total of 74,012 employees on a cumulative basis. The Company has managed to implement the system to
promote the sustainable and safe development of the Company. No work safety accident occurred during the year.
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ANTI-CORRUPTION

For the year ended December 31, 2018, the Group was not involved in any case of corruption. It values the staff
training on company management system and anti-corruption training and takes a series of disciplinary actions,
including warning, penalty, demotion, or dismissal, in light of any noncompliance with the management system.

SOCIAL RESPONSIBILITIES

In May 2018, Poly Culture was included in the 10th “Top 30 Culture Enterprises” in China jointly organized by
Guang Ming Daily and Economic Daily. Mr. Xu Niansha, the Chairman of Poly Culture, was named “Annual Leading
Figure of Culture Industry in China in 2017”.

In May 2018, Nanjing Poly Grand Theatre Management Corporation Limited was named the Top 15 Active Large
Second and Third-Tier Performance Venues in China for 2017, the Top 15 Active Large Performance Venues
in East China for 2017, and the Top 20 Active Integrated Performance Venues in China for 2017 by DAO LUE
Center for Culture Industry Research (3 Mg & 2 & 2 HT 7T ).

In June 2018, Poly Film was invited to the 21st Shanghai International Film Festival and was honored as the “Film
Investment Company of the Year”.

In July 2018, the Poly WeDo Music Children’s Chorus (fR F/WeDoZE & A IEE) won gold and silver medals in
Florence International Choir Festival in Italy.

In August 2018, Poly Auction Beijing won four awards in the third “Qinghua Award” organized by the China
Association of Auctioneers, including “Top Ten Enterprises” in the comprehensive category, and “Profitability
Award”, “Tax Creation Award” and “Scale Award” in specialized categories.

In September 2018, Poly Theatre Management won the first “China Performance Brand” award.

In October 2018, the results of the third “Top 30 and Best Performing 30 Culture Enterprises in the Capital” jointly
organized by the Capital Cultural Industry Association, Guang Ming Daily and Beijing Daily were announced. Poly
Culture was selected as the third “Top 30 Capital Culture Enterprises”. This is the third consecutive year that
Poly Culture has won this honor.

In December 2018, the “2018 Chinese Cultural Enterprise Brand Annual Meeting” was held in Beijing. Poly Culture
was named “2018 Top 50 Chinese Cultural Enterprises by Brand Value”.
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In July 2018, Beijing Poly Music Art Development Corporation Limited hosted “Playing with Masters Concert”, in
which famous domestic musicians and performance groups performed together with Poly WeDo students. The
event reflected the big success accomplished by Poly Culture in music education for youth.

In November 2018, Yichun Poly Grand Theatre hosted the First “Poly Cup” Richard Clayderman Young Pianist
Qualification Competition for 2019 in Western Jiangxi, where young people competed and made friends in the
competition. 10 young pianists performed together with world-renowned pianist Richard Clayderman. This event
allowed young people to have close communications with artists, promoted cultural education and created positive
social effects. It enhanced the cultural services in cities and provided more ways for arts communication.

In March 2018, Nanjing Poly Grand Theatre Management Corporation Limited hosted the 76th Poly Art Class —
“Fun in Peking Opera” in the Cultural Center of Jianye District, Nanjing, with the goal of promoting Peking Opera.
The event described the sophisticated Peking Opera art to the public in plain language, helping them understand
the history and art characteristics of Peking Opera.

In May 2018, Baise XingX Cinema Corporation Limited joined hands with Baise Disabled Persons’ Federation to
hold a free film watching event to celebrate the upcoming June 1 Children’s Day. 34 special angels, who were
hearing-impaired children, and their parents were invited to watch films in the event. Moreover, gifts were given
to these children in the event.

In July 2018, Henan Theatre Company planned and hosted 30 charitable performances, 22 free charitable art
lectures and 40 charitable art trainings themed on “Going into the Hall of Art”. These activities helped the public
appreciate arts and received warm response from the public.

In December 2018, Shanghai Poly Grand Theatre held the Charitable Culture Week, and distributed 2,200 free
tickets on Jiading Cultural Cloud Platform. In addition, Shanghai Poly Grand Theatre launched 21 quality-oriented
educational activities on three stages, benefiting 30,000 students. Moreover, 12 “Walking Through in Three Hundred
Years of Music” concerts were held, 12 “Monthly Shows” were staged, and 14 charitable shows for citizens were
presented on 13 stages, with 3,300 free tickets being distributed on Jiading Cultural Cloud Platform, and over
11,000 persons being received.
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In January 2018, Poly WeDo, the high-end music education brand under Poly Culture, was showcased on
the NASDAQ display at New York’s Times Square in the US as a member of the China Brand Innovation and
Development Project. Poly WeDo was selected by CCTV’s channel of finance and economics to be a member
of the China Brand Innovation and Development Project. This represents a national media’s recognition of Poly
WeDo’s education quality and brand reputation.

From February to May 2018, “Style of Ceramic Capital — Vancouver Exhibition of Yixing Purple Sands Art” was
hosted in Vancouver Poly Art Gallery. The exhibition is the largest show of Yixing purple sands art ever held abroad,
with the most exhibiting artists, and the best and the widest variety of exhibits. Over 300 masterpieces of purple
sands artworks by about 200 famous contemporary purple sands artists (including 10 national-level masters such
as Mr. Gu Shaopei), were exhibited. During the exhibition period that exceeded three months, Vancouver Poly
Art Gallery held multiple salons, appreciation sessions, VIP special events and other cultural exchange activities
on purple sands arts.

In March 2018, Poly Film joined hands with Embassy of France in China for the first time to launch the 2018
“French-Speaking Countries’ Film Festival”. Movies that were displayed in the event were played in Poly International
Cinema exclusively. Movie fans were able to enjoy great French-speaking movies and appreciate French culture
in some cinemas of Poly International Cinema in Beijing, Shanghai and Guangzhou.
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Independent Auditor’s Report

cpnac

TO THE SHAREHOLDERS OF
Poly Culture Group Corporation Limited
(Incorporated in the People’s Republic of China with limited liability)

OPINION

We have audited the consolidated financial statements of Poly Culture Group Corporation Limited (“the
Company”) and its subsidiaries (“the Group”) set out on pages 92 to 216, which comprise the consolidated
statement of financial position as at December 31, 2018, the consolidated statement of profit or loss, the
consolidated statement of profit or loss and other comprehensive income, the consolidated statement
of changes in equity and the consolidated cash flow statement 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 December 31, 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 (“HKSASs”) issued by the
Hong Kong Institute of Certified Public Accountants (“HKICPA”). Our responsibilities under those standards
are further described in the Auditor’s responsibilities for the audit of the consolidated financial statements
section of our report. We are independent of the Group in accordance with the HKICPA’s Code of Ethics for
Professional Accountants (“the Code”) together with any ethical requirements that are relevant to our audit of
the consolidated financial statements in the People’s Republic of China, and we have fulfilled our other ethical
responsibilities in accordance with these requirements and 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.
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KEY AUDIT MATTERS (continued)

Assessing the net realisable value of art inventories

Refer to note 19 to the consolidated financial statements and the accounting policies in note 2(m).

The Key Audit Matter

How the matter was addressed in our audit

Art inventories comprise antiques, works of art,
calligraphy, paintings and sculptures.

As at December 31, 2018, the balance of art
inventories was RMB2.02 billion, which represented
96% of the total inventories of the Group as at that
date.

Art inventories are measured at the lower of cost
and net realisable value. The art market and
domestic art sales have fluctuated in recent years.
Accordingly, there is a greater risk that the cost of
art inventories held by the Group at the reporting
date may be greater than the corresponding net
realisable value.

Due to the uniqueness and special nature of art
inventories, management engages external art
experts to assess and evaluate the market value
of art inventories to determine their net realisable
values at the reporting date.

oon

Our audit procedures to assess the net realisable value
of art inventories included the following:

obtaining an understanding of recent market trends
for art inventories by inspecting recent auction
prices and other publicly available information
and making enquiries of sales representatives in
the auction division. We applied the information
obtained from the procedures above to evaluate
the assumptions made by management in the
determination of provisions for art inventories;

assessing, on a sample basis, whether the external
art experts engaged by the Group followed the
requirements and procedures as instructed by the
Group and whether their appointment had been
properly approved;

assessing the external art experts’ experience,
qualifications and credentials by inspecting the
Group’s records and information in the public
domain;

making inquiries of the external art experts, on a
sample basis, about the factors they considered
in their valuations and assessing the valuations
by considering market trends, the key factors
considered by the external art experts and recent
market prices for similar art inventories;
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Independent Auditor’s Report

Assessing the net realisable value of art inventories (Continued)

Refer to note 19 to the consolidated financial statements and the accounting policies in note 2(m).

The Key Audit Matter

How the matter was addressed in our audit

We identified the assessment of the net realisable
value of art inventories as a key audit matter
because the judgement exercised by management
in determining an appropriate level of inventory
provisions involves the estimation of the market
value of art inventories, which can be inherently
uncertain, and because the impact on the
consolidated financial statements could be material.

obtaining, on a sample basis, the valuation
reports for art inventories issued by the external
art experts as at December 31, 2018, comparing
the item number, artist’s name (where relevant)
and initial cost of all items in the valuation reports
with the Group’s inventory records and comparing
the valuation amount for all art inventories with
the respective carrying values to assess whether
provisions had been made when required;

assessing, on a sample basis, whether there
were any losses or damage to art inventories by
attending the inventory count at the year end with
the assistance of the external art experts; and

comparing the prices achieved from the sales of art
inventories during 2018 with their recorded carrying
values as at December 31, 2017 and the prices
achieved from the sales of art inventories after
December 31, 2018 (where available), on a sample
basis, to assess the accuracy of management’s
process for making provisions for art inventories.
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KEY AUDIT MATTERS (continued)

Allowances for impairment of prepayments for auctioned works of art, consignor
advances and loans granted under financing arrangements

Refer to notes 18, 21 and 22 to the consolidated financial statements and the accounting policies in note 2(i).

The Key Audit Matter

How the matter was addressed in our audit

As at December 31, 2018, the total balance of
prepayments for auctioned works of art, consignor
advances and loans granted under financing
arrangements was RMB3.88 billion, which
represented 37% of the total assets of the Group
as at that date.

Prepayments for auctioned works of art

Prepayments for auctioned works of art represent
the amounts advanced to sellers of works of art
who have a good credit record or have a long-
term business relationship with the Group. Amounts
may be advanced to sellers prior to receiving full
payment of the auction purchase prices from the
relevant buyers using the related auctioned works of
art as collateral. The prepayments granted generally
represent 40% to 60% of the collateral’s auction
price.

Our audit procedures to assess the allowance for
impairment of prepayments for auctioned works of art,
consignor advances and loans granted under financing
arrangements included the following:

e understanding and assessing the design,
implementation and operating effectiveness of key
internal controls over the approval, monitoring and
collection of prepayments for auctioned works of
art, consignor advances and loans granted under
financing arrangements;

e obtaining the full list of the receivables and loans,
and checking whether the receivables and loans are
collateralised by artworks on a sample basis;

e assessing, on a sample basis, whether the collateral
held was in good condition by attending the
physical count of collateral at the year end;

e making inquiries of management about the factors
they considered in estimating the cash flows
recoverable from the foreclosure on the collateral;

POLY CULTURE GROUP CORPORATION LIMITED ANNUAL REPORT 2018



KEY AUDIT MATTERS (continued)
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Allowances for impairment of prepayments for auctioned works of art, consignor
advances and loans granted under financing arrangements (Continued)

Refer to notes 18, 21 and 22 to the consolidated financial statements and the accounting policies in note 2(i).

The Key Audit Matter

How the matter was addressed in our audit

Consignor advances

The Group provides certain qualified collectors and
art dealers with advances secured by works of art
which are held by the Group as collateral. If the
work of art is sold in auction, the proceeds received
from the buyer, after deducting commission,
advances, interest and relevant taxes, will be paid
to the consignor. If the secured work of art remains
unsold, the consignor will be required to repay the
advance together with interest before the work
of art is returned to the consignor. The advances
granted generally do not exceed 30% of the
collateral’s estimated value.

Loans granted under financing arrangements

The Group also grants term loans secured by works
of art. Loans granted generally represent 20% to
50% of the collateral’s estimated value.

obtaining, on a sample basis, the valuation reports
for works of art held as collateral at the year
end, which were prepared by art experts, for the
receivables and loans and comparing the collateral
item number and the artist’'s name (where relevant)
in the valuation reports with the collateral list
maintained by the Group;

assessing the qualifications, experience and
reputation of the art experts engaged by
management to value the collateral by reading their
credentials, which were provided by management or
extracted from publicly available information;

inquiring of the art experts about the factors they
considered in their valuations and assessing the
valuations by considering market trends, the key
factors considered by the art experts and recent
market prices for similar antiquities or works of art;
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KEY AUDIT MATTERS (continued)

Allowances for impairment of prepayments for auctioned works of art, consignor
advances and loans granted under financing arrangements (Continued)

Refer to notes 18, 21 and 22 to the consolidated financial statements and the accounting policies in note 2(i).

The Key Audit Matter

How the matter was addressed in our audit

Management has applied IFRS 9 - Financial
instruments since January 1, 2018 and conducted
an assessment of expected credit losses relating
to the prepayments for auctioned works of art,
consignor advances and loans. The Group considers
that the credit risk arising from these receivables
and loans is significantly mitigated by the value of
art works held as collateral at December 31, 2018
and December 31, 2017.

The Group appointed art experts to assess and
evaluate the market value of the collateral held so
to determine if the amount of allowance made is
adequate.

We identified allowance for impairment of
prepayments for auctioned works of art, consignor
advances and loans granted under financing
arrangements as a key audit matter because
of its significance to the consolidated financial
statements and because the judgement exercised
by management in determining an appropriate level
of loss allowances for these receivables and loans
involves the estimation of the market value of art
collateral, which can be inherently uncertain.

evaluating, on a sample basis, management’s
assessment of the value of any collateral held by
comparing management’s assessments with the
valuation reports from the art experts, evaluating
the means of realisation of collateral and the cash
flows recoverable from collateral, and comparing the
carrying value of the receivables and loans with the
value of collateral on a sample basis;

comparing actual losses and new allowances made
during the current year with receivable and loan
balances as at December 31, 2017 to assess the
adequacy of management’s expected credit loss
assessment process; and

comparing, on a sample basis, the subsequent
settlement of the receivable and loan balances as
at December 31, 2018 with bank statements and
relevant underlying documentation.
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INFORMATION OTHER THAN THE CONSOLIDATED FINANCIAL
STATEMENTS AND AUDITOR’S REPORT THEREON

The directors are responsible for the other information. The other information comprises all 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 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 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 either intend to liquidate the Group or to cease
operations, or have no realistic alternative but to do so.

The directors 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. This 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.
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AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF THE
CONSOLIDATED FINANCIAL STATEMENTS (continued)

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.

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.

- 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.

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

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

- 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.
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Independent Auditor’s Report

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

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 communicate with them all relationships and other matters that may
reasonably be thought to bear on our independence and, where applicable, related safeguards.

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 Yeung Ka Chun.

KPMG

Certified Public Accountants
8th Floor, Prince’s Building
10 Chater Road

Central, Hong Kong

March 22, 2019
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Consolidated Statement of Profit or Loss

for the year ended December 31, 2018
(Expressed in Renminbi (“RMB”))

2018 2017
(Note)
Note RMB’000 RMB’000
Revenue 4 3,713,785 3,480,415
Cost of sales (2,418,456) (2,251,160)
Gross profit 1,295,329 1,229,255
Other net income 6 64,885 58,229
Changes in fair value of equity securities not held for trading 16,548 -
Selling and distribution expenses (414,284) (361,164)
Administrative expenses (532,636) (441,989)
Profit from operations 429,842 484,331
Finance income 60,061 62,313
Finance costs 7 (a) (41,567) (14,747)
Share of profits less losses of associates 51,049 (637)
Share of profits less losses of joint ventures 8,220 6,314
Profit before taxation 7 507,605 537,574
Income tax 8 (139,322) (133,652)
Profit for the year 368,283 403,922
Attributable to:
Equity shareholders of the Company 241,992 256,171
Non-controlling interests 126,291 147,751
Profit for the year 368,283 403,922
Earnings per share
Basic and diluted earnings per share (RMB) 11 (a) 0.98 1.04

Note: The Group has initially applied IFRS 15 and IFRS 9 at January 1, 2018. Under the transition methods chosen,
comparative information is not restated. See note 2(c).

The notes on pages 100 to 216 form part of these financial statements. Details of dividends payable to equity
shareholders of the Company attributable to the profit for the year are set out in note 29(b).
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Consolidated Statement of Profit or Loss and Other Comprehensive Income

for the year ended December 31, 2018
(Expressed in Renminbi (“RMB”))

2018 2017
(Note)
Note RMB’000 RMB’000
Profit for the year 368,283 403,922
Other comprehensive income for the year
[tem that may be reclassified subsequently to profit or loss:
Exchange differences on translation of financial statements
of subsidiaries outside the PRC 21,658 (22,172)
Total comprehensive income for the year 389,941 381,750
Attributable to:
Equity shareholders of the Company 257,496 244,049
Non-controlling interests 132,445 137,701
Total comprehensive income for the year 389,941 381,750

Note: The Group has initially applied IFRS 15 and IFRS 9 at January 1, 2018. Under the transition methods chosen,

comparative information is not restated. See note 2(c).

The notes on pages 100 to 216 form part of these financial statements.
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Consolidated Statement of Financial Position

at December 31, 2018
(Expressed in Renminbi (“RMB”))

2018 2017
(Note)
Note RMB’000 RMB’000
Non-current assets
Property, plant and equipment 12 820,094 819,305
Intangible assets 13 31,806 31,251
Goodwill 14 161,892 173,380
Long-term prepayments 2,827 3,053
Interest in associates 16 242,384 17,307
Interest in joint ventures 17 516,273 508,053
Other financial assets 18 725,335 763,688
Deferred tax assets 28 (b) 34,969 34,121
P 2,535,580 R 2,350,158
Current assets
Inventories 19 2,101,117 1,965,855
Trade receivables 20 328,682 187,949
Consignor advances 21 967,041 883,727
Deposits, prepayments and other receivables 22 1,354,274 1,080,039
Current tax assets 23,788 22,497
Other financial assets 18 1,622,932 1,708,113
Restricted cash 11,278 139,494
Deposits with original maturities over three months 93,611 86,255
Cash and cash equivalents 23 1,407,805 1,719,504
o ToM0528 eBact
Current liabilities
Trade and other payables 25 1,625,018 2,697,213
Contract liabilities 27 497,448 -
Interest-bearing borrowings 24 2,109,372 2,217,733
Current taxation 28 (a) 78,469 94,434
4,310,307 5,009,380
Net current assets 3,600,221 2,784,053
Total assets less current liabilities 6,135,801 5,134,211

Note: The Group has initially applied IFRS 15 and IFRS 9 at January 1, 2018. Under the transition methods chosen,
comparative information is not restated. See note 2(c).

The notes on pages 100 to 216 form part of these financial statements.
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Consolidated Statement of Financial Position

at December 31, 2018
(Expressed in Renminbi (“RMB”))

2018 2017
(Note)
Note RMB’000 RMB’000
Non-current liabilities
Trade and other payables 25 43,975 31,562
Deferred revenue 14,332 4,331
Interest-bearing borrowings 24 1,058,039 300,000
Deferred tax liabilities 28 (b) 17,594 6,821
1,133,940 342,714
NET ASSETS 5,001,861 4,791,497
CAPITAL AND RESERVES
Share capital 29 (c) 246,316 246,316
Reserves 4,072,132 3,842,388
Total equity attributable to equity shareholders
of the Company 4,318,448 4,088,704
Non-controlling interests 683,413 702,793
TOTAL EQUITY 5,001,861 4,791,497

Note: The Group has initially applied IFRS 15 and IFRS 9 at January 1, 2018. Under the transition methods chosen,

comparative information is not restated. See note 2(c).

Approved and authorised for issue by the board of directors on March 22, 2019.

Jiang Yingchun Liu Shibin
Director Authorised non-director

The notes on pages 100 to 216 form part of these financial statements.
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Consolidated Statement of Changes in Equity

for the year ended December 31, 2018
(Expressed in Renminbi (“RMB”))

Attributable to equity shareholders of the Company

PRC Non-
Capital statutory Retained Exchange controling Total
reserve reserve profits reserve Total interests equity
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
note 29(cl)  note 29(c)i note 29(d)(i)
Balance at January 1, 2017 (4472 126,639 1,544,858 16,155 3,911,944 541,917 4,453,861
Changes in equity for 2017:
Proft for the year = = 266,171 = 256,171 147,751 403,922
Qther comprehensive income = = = (12122) (12,122) (10,050) (22,172)
Total comprehensive income - - 266,171 (12122) 244,049 137,701 381,750
Appropriation of reserve - 1,008 (1,068 - = = =
Capital contributions from non-
controling equity owners 202 - - - 202 265,638 25,840
Business combination - - - - - 12,736 12,736
Dividends approved in respect of
the previous year (note 29(b)) - - (67,491) - (67,491) - (67,491)
Dividends declared by subsidiaries
to non-controlling equity
owners - - - - - (16,199) (16,199)
Balance at December 31, 2017 (@,210) 127,707 1,732,470 4,083 4,088,704 702,793 4,791,497

The notes on pages 100 to 216 form part of these financial statements.
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Consolidated Statement of Changes in Equity

for the year ended December 31, 2018
(Expressed in Renminbi (“RMB”))

Attributable to equity shareholders of the Company

PRC Non-
Share Share Capital statutory Retained Exchange controlling Total
Capital premium reserve reserve profits reserve Total interests equity
RMB'000 RMB'000 RMB'000 RMB’000 RMB’000 RMB’000 RMB'000 RMB'000 RMB'000
note 29(c)  note 29(d)(i)  note 29(d)(i)  note 29(d)(iii) note 29(d)(iv)
Balance at
December 31, 2017 (Note) 246,316 1,982,448 (4,270) 121,707 1,732,470 4,083 4,088,704 702,793 4,791,497
Impact on initial application of
IFRS 9 - - - - 23,235 - 2,235 - 23,235
Balance at January 1, 2018 246,316 1,982,448 (4,270) 121,707 1,755,705 4,083 4,111,939 702,793 4,814,732
Changes in equity for 2018:
Proft for the year - - - - 241,992 - 241,992 126,291 368,283
Qther comprehensive income - - - - - 15,504 15,504 6,154 21,658
Total comprehensive income - - - - 241,992 15,504 257,496 132,445 389,941
Appropriation of reserve - - - 30,654 (30,654) - - - -
Capital contributions from
non-controling equity owners - - - - - - - 5428 5428
Dividends approved in respect
of the previous year
(note 29(b)) - - - - (50,987) - (50,987) - (50,987)
Dividends declared by
Subsioliaries to
non-controling equity owners - - - - - - - (157,253) (157,253)
Balance at
December 31, 2018 246,316 1,982,448 (4,270) 158,361 1,916,056 19,587 4,318,448 683,413 5,001,861

Note: The Group has initially applied IFRS 15 and IFRS 9 at January 1, 2018. Under the transition methods chosen,
comparative information is not restated. See note 2(c).

The notes on pages 100 to 216 form part of these financial statements.
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Consolidated Cash Flow Statement

for the year ended December 31, 2018
(Expressed in Renminbi (“RMB”))

2018 2017
(Note)
Note RMB’000 RMB’000
Operating activities
Cash used in from operations 23 (b) (171,701) (568,356)
Tax paid 28 (a)
— PRC income tax paid (130,261) (89,094)
— Other regions tax paid (22,062) (21,454)
Net cash used in operating activities (324,024) (678,904)
Investing activities
Payment for the purchase of property, plant and equipment (152,054) (132,148)
Payment for consignor advances (83,314) (98,216)
Addition of deposit with maturity over three months (7,356) (10,942)
Investments in joint ventures, associates (174,027) (15,000)
Cash consideration paid for acquisition of subsidiaries, net
of cash acquired (17,369) (604,672)
Proceeds from disposal of property, plant and equipment 557 743
Dividends received from associates 142 9,649
Dividends received from available-for-sale equity securities 6 - 2,219
Dividends received from equity securities not
held for trading 6 2,938 -
Interest received 32,495 47,640
Net cash used in investing activities (397,988) (795,727)

Note: The Group has initially applied IFRS 15 and IFRS 9 at January 1, 2018. Under the transition methods chosen,

comparative information is not restated. See note 2(c).

The notes on pages 100 to 216 form part of these financial statements.
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Consolidated Cash Flow Statement

for the year ended December 31, 2018
(Expressed in Renminbi (“RMB”))

2018 2017
(Note)
Note RMB’000 RMB’000
Financing activities

Capital contributions from non-controlling equity
owners of subsidiaries 5,428 25,840
Proceeds from bank loans 23 (c) 2,351,664 2,120,911
Repayment of bank loans 23 () (2,018,827) (919,087)
Proceeds from issue of bond 23 (c) 700,000 300,000
Proceeds from issue of debentures 23 () - 300,000
Repayment of debentures 23 () (300,000) =
Proceeds from borrowings from joint ventures 23 (c) 15,590 -
Proceeds from borrowings from related party 23 () - 100,000
Repayment of borrowings from related party 23 (c) (100,000) -
Proceeds from borrowings from associate 23 (c) 20,000 -
Repayments of borrowings from associate 23 () (18,000) -

Dividends paid by subsidiaries to non-controlling
equity owners (156,946) (13,739)
Dividends paid to equity shareholders of the Company 29 (b) (50,987) (67,491)
Borrowing costs paid 23 (c) (37,401) (25,284)
Net cash generated from financing activities 410,521 1,821,150
Net (decrease)/increase in cash and cash equivalents (311,491) 346,519
Cash and cash equivalents at January 1 23 (a) 1,719,504 1,371,586
Effect of foreign exchange rate changes (208) 1,399
Cash and cash equivalents at December 31 23 (a) 1,407,805 1,719,504

Note: The Group has initially applied IFRS 15 and IFRS 9 at January 1, 2018. Under the transition methods chosen,
comparative information is not restated. See note 2(c).

The notes on pages 100 to 216 form part of these financial statements.
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Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

1 PRINCIPAL ACTIVITIES AND ORGANISATION

Poly Culture Group Corporation Limited was established in the People’s Republic of China (the “PRC”)
on December 14, 2010 as a joint stock company with limited liability. The Group is mainly engaged
in art business and auction, performance and theatre management and cinema investment and
management.

On March 6, 2014, the Company was listed on the Main Board of The Stock Exchange of Hong Kong
Limited (“HKSE”).

2 SIGNIFICANT ACCOUNTING POLICIES

(@) Statement of compliance

These financial statements have been prepared in accordance with all applicable International
Financial Reporting Standards (“IFRSs”), which collective term includes all applicable individual
International Financial Reporting Standards, International Accounting Standards (“IAS”) and
interpretations issued by the International Accounting Standards Board (the “IASB”) and the
applicable disclosure requirements of the Hong Kong Companies Ordinance. These financial
statements also comply with the applicable disclosure provisions of the Rules Governing the
Listing of Securities on HKSE. Significant accounting policies adopted by the Group are disclosed
below.

The IASB has issued certain new and revised IFRSs that are first effective or available for early
adoption for the current accounting period of the Group. Note 2(c) provides information on any
changes in accounting policies resulting from initial application of these developments to the
extent that they are relevant to the Group for the current and prior accounting periods reflected
in these financial statements.

(b) Basis of preparation of the financial statements

The consolidated financial statements for the year ended December 31, 2018 comprise the
Group and the Group’s interest in associates and joint ventures.

The measurement basis used in the preparation of the financial statements is the historical cost
basis except that other equity investments and the available-for-sale equity securities are stated
at their fair value as explained in the accounting policies as set out below (see note 2(h)).

The preparation of financial statements in conformity with IFRSs requires management to make
judgments, estimates and assumptions that affect the application of policies and reported
amounts of assets, liabilities, income and expenses. The estimates and associated assumptions
are based on historical experience and various other factors that are believed to be reasonable
under the circumstances, the results of which form the basis of making the judgments about
carrying values of assets and liabilities that are not readily apparent from other sources. Actual
results may differ from these estimates.

Qoo
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Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(b)

(c)

Basis of preparation of the financial statements (Continued)

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognised in the period in which the estimate is revised if the revision
affects only that period, or in the period of the revision and future periods if the revision affects
both current and future periods.

Judgments made by management in the application of IFRSs that have significant effect on the
financial statements and major sources of estimation uncertainty are discussed in note 3.

Changes in accounting policies

The IASB has issued a number of new IFRSs and amendments to IFRSs that are first effective for
the current accounting period of the Group. Of these, the following developments are relevant to
the Group’s financial statements:

(i) IFRS 9, Financial instruments
(if) IFRS 15, Revenue from contracts with customers
(iif) IFRIC 22, Foreign currency transactions and advance consideration

The Group has not applied any new standard or interpretation that is not yet effective for the
current accounting period, except for the amendments to IFRS 9, Prepayment features with
negative compensation which have been adopted at the same time as IFRS 9.

IFRS 9 replaces IAS 39, Financial instruments: recognition and measurement. It sets out
the requirements for recognising and measuring financial assets, financial liabilities and
some contracts to buy or sell non-financial items.

The Group has applied IFRS 9 retrospectively to items that existed at January 1, 2018 in
accordance with the transition requirements. The Group has recognised the cumulative
effect of initial application as an adjustment to the opening equity at January 1, 2018.
Therefore, comparative information continues to be reported under IAS 39.

o Qof
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Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(c) Changes in accounting policies (Continued)

The following table summarises the impact of transition to IFRS 9 on retained earnings
and reserves and the related tax impact at January 1, 2018.

RMB’000
Retained earnings
Transferred from fair value reserve (recycling) relating to
financial assets now measured at FVPL 30,981
Related tax (7,746)
Net increase in retained earnings at January 1, 2018 23,235

Further details of the nature and effect of the changes to previous accounting policies and
the transition approach are set out below:

a. Classification of financial assets and financial liabilities

IFRS 9 categorises financial assets into three principal classification categories:
measured at amortised cost, at fair value through other comprehensive income
(FVOCI) and at fair value through profit or loss (FVPL). These supersede IAS 39’s
categories of held-to-maturity investments, loans and receivables, available-for-
sale financial assets and financial assets measured at FVPL. The classification of
financial assets under IFRS 9 is based on the business model under which the
financial asset is managed and its contractual cash flow characteristics. Under IFRS 9,
derivatives embedded in contracts where the host is a financial asset in the scope
of the standard are not separated from the host. Instead, the hybrid instrument as
a whole is assessed for classification.

Qo]

POLY CULTURE GROUP CORPORATION LIMITED ANNUAL REPORT 2018



Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(c) Changes in accounting policies (Continued)

a. Classification of financial assets and financial liabilities (Continued)

The following table shows the original measurement categories for each class of
the Group’s financial assets under IAS 39 and reconciles the carrying amounts of

those financial assets determined in accordance with IAS 39 to those determined in

accordance with IFRS 9.

IAS 39 IFRS 9
carrying carrying
amount at amount at
December 31, January 1,
2017  Reclassification Remeasurement 2018
RMB'000 RMB'000 RMB’000 RMB’000
Financial assets carried at
amortised cost
Cash and cash equivalents 1,719,504 - - 1,719,504
Trade receivables 187,949 - - 187,949
Consignor advances 883,727 - - 883,727
Restricted cash 139,494 - - 139,494
Deposits with original maturities over
three months 86,255 - - 86,255
Loans granted under financing
arrangements 2,350,966 - - 2,350,966
Loans to a joint venture 9,000 - - 9,000
Deposits and other receivables 1,008,262 - - 1,008,262
6,385,157 - - 6,385,157
Financial assets carried at FVPL
Equity securities not held for
trading(note (i) - 111,835 30,981 142,816
- 111,835 30,981 142,816
Financial assets classified as
available-for-sale under IAS 39
(note (i) 111,835 (111,835) - -
Notes:
(i) Under IAS 39, equity securities not held for trading were classified as available-for-

sale financial assets. These equity securities are classified as at FVPL under IFRS 9,
unless they are eligible for and designated at FVOCI by the Group.

L Jofs
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Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(c) Changes in accounting policies (Continued)

Qo]

Classification of financial assets and financial liabilities (Continued)

For an explanation of how the Group classifies and measures financial assets and
recognises related gains and losses under IFRS 9, see respective accounting policy
notes in notes 2(l)(i), (0), (p) and (q).

The measurement categories for all financial liabilities remain the same, except
for financial guarantee contracts (see note 2(l)(ii)). The initial application of IFRS 9
has no impact on the carrying amounts of all financial liabilities (including financial
guarantee contracts) at January 1, 2018.

Credit losses

IFRS 9 replaces the “incurred loss” model in IAS 39 with the “expected credit
loss” (ECL) model. The ECL model requires an ongoing measurement of credit risk
associated with a financial asset and therefore recognises ECLs earlier than under
the “incurred loss” accounting model in IAS 39.

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

- financial assets measured at amortised cost (including cash and cash
equivalents, trade receivables, consignor advances, restricted cash, deposits
with original maturities over three months, loans granted under financing
arrangements, loans to an associate, deposits, other receivables and trade
receivables); and

- financial guarantee contracts issued (see note 2(l)(ii)).

For further details on the Group’s accounting policy for accounting for credit losses,
see note 2(l)(i) and (ii).

The Group assessed the ECLs of financial assets measured at amortised cost as at
January 1, 2018. There was no significant change to the loss allowance for these
financial assets of the Group as at January 1, 2018.
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Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(c) Changes in accounting policies (Continued)

C. Transition

Changes in accounting policies resulting from the adoption of IFRS 9 have been
applied retrospectively, except as described below:

— Information relating to comparative periods has not been restated.
Differences in the carrying amounts of financial assets resulting from the
adoption of IFRS 9 are recognised in retained earnings and reserves as at
January 1, 2018. Accordingly, the information presented for 2017 continues
to be reported under IAS 39 and thus may not be comparable with the
current period.

- The following assessments have been made on the basis of the facts and
circumstances that existed at January 1, 2018 (the date of initial application
of IFRS 9 by the Group):

- the determination of the business model within which a financial asset
is held; and

= the designation of certain investments in equity instruments not held
for trading to be classified as at FVOCI (non-recycling).

= If, at the date of initial application, the assessment of whether there has
been a significant increase in credit risk since initial recognition would have
involved undue cost or effort, a lifetime ECL has been recognised for that
financial instrument.

IFRS 15 establishes a comprehensive framework for recognising revenue and some costs
from contracts with customers. IFRS 15 replaces IAS 18, Revenue, which covered revenue
arising from sale of goods and rendering of services, and IAS 11, Construction contracts,
which specified the accounting for construction contracts.

IFRS 15 also introduces additional qualitative and quantitative disclosure requirements
which aim to enable users of the financial statements to understand the nature, amount,
timing and uncertainty of revenue and cash flows arising from contracts with customers.

L Jofs)
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Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(c) Changes in accounting policies (Continued)

Qoo

The Group has elected to use the cumulative effect transition method and has recognised
the cumulative effect of initial application as an adjustment to the opening balance of
equity at January 1, 2018. Therefore, comparative information has not been restated and
continues to be reported under IASs 11 and 18. As allowed by IFRS 15, the Group has
applied the new requirements only to contracts that were not completed before January 1,

The adoption of IFRS 15 did not have a material impact on the consolidated financial

statements except for presentation of contract liabilities.

Further details of the nature and effect of the changes on previous accounting policies are
set out below:

Presentation of contract assets and liabilities

Under IFRS 15, a receivable is recognised only if the Group has an unconditional
right to consideration. If the Group recognises the related revenue (see note
2(w)) before being unconditionally entitled to the consideration for the promised
goods and services in the contract, then the entitlement to consideration is
classified as a contract asset. Similarly, a contract liability, rather than a payable,
is recognised when a customer pays consideration, or is contractually required to
pay consideration and the amount is already due, before the Group recognises the
related revenue. For a single contract with the customer, either a net contract asset
or a net contract liability is presented. For multiple contracts, contract assets and
contract liabilities of unrelated contracts are not presented on a net basis (see note
2(n)).

To reflect these changes in presentation, the Group has made the following
adjustments at January 1, 2018, as a result of the adoption of IFRS 15:

(i) “Receipts in advance” amounting to RMB532,160,000, which was previously
included in Trade and other payables (note 25) are now included under
contract liabilities (note 27).
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Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(c) Changes in accounting policies (Continued)

b. Disclosure of the estimated impact on the amounts reported in respect of the year
ended December 31, 2018 as a result of the adoption of IFRS 15 on January 1,
2018.

The following tables summarise the estimated impact of adoption of IFRS 15 on
the Group’s consolidated financial statements for the year ended December 31,
2018, by comparing the amounts reported under IFRS 15 in these consolidated
financial statements with estimates of the hypothetical amounts that would have
been recognised under IAS 18 and IAS 11 if those superseded standards had
continued to apply to 2018 instead of IFRS 15. These tables show only those line
items impacted by the adoption of IFRS 15:

Difference:
Estimated
Amounts  Hypothetical impact of
reported in amounts adoption of
accordance under IASs18 IFRS 15 on
with IFRS 15 and 11 2018
A) B) (A)-(B)
RMB’000 RMB’000 RMB’000
Line items in the consolidated
statement of financial position
as at December 31, 2018
impacted by the adoption of
IFRS 15:
Trade and other payables 1,668,993 2,166,441 (497,448)
Contract liabilities 497,448 - 497,448

The significant differences arise as a result of the changes in accounting policies
described above.
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Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

2

SIGNIFICANT ACCOUNTING POLICIES (continued)

(c)

(d)

(e)

Changes in accounting policies (Continued)

This interpretation provides guidance on determining “the date of the transaction” for the
purpose of determining the exchange rate to use on initial recognition of the related asset,
expense or income (or part of it) arising from a transaction in which an entity receives or
pays advance consideration in a foreign currency.

The Interpretation clarifies that “the date of the transaction” is the date on initial recognition
of the non-monetary asset or liability arising from the payment or receipt of advance
consideration. If there are multiple payments or receipts in advance of recognising the
related item, the date of the transaction for each payment or receipt should be determined
in this way. The adoption of IFRIC 22 does not have any material impact on the financial
position and the financial result of the Group.

Functional and presentation currency

ltems included in the financial statements of each of the Company and its subsidiaries are
measured using the currency of the primary economic environment in which the entity operates (the
“functional currency”). The consolidated financial statements are presented in Renminbi (“RMB”),
which is the Company’s functional and presentation currency.

Subsidiaries and non-controlling interests

Subsidiaries are entities controlled by the Group. The Group controls an entity when it is
exposed, or has rights, to variable returns from its involvement with the entity and has the ability
to affect those returns through its power over the entity. When assessing whether the Group has
power, only substantive rights (held by the Group and other parties) are considered.

An investment in a subsidiary is consolidated into the consolidated financial statements from
the date that control commences until the date that control ceases. Intra-group balances,
transactions and cash flows and any unrealised profits arising from intra-group transactions are
eliminated in full in preparing the consolidated financial statements. Unrealised losses resulting
from intra-group transactions are eliminated in the same way as unrealised gains but only to the
extent that there is no evidence of impairment.

Non-controlling interests represent the equity in a subsidiary not attributable directly or indirectly
to the Company, and in respect of which the Group has not agreed any additional terms with
the holders of those interests which would result in the Group as a whole having a contractual
obligation in respect of those interests that meets the definition of a financial liability. For each
business combination, the Group can elect to measure any non-controlling interests either at fair
value or at the non-controlling interests’ proportionate share of the subsidiary’s net identifiable
assets.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(e)

(f)

Subsidiaries and non-controlling interests (Continued)

Non-controlling interests are presented in the consolidated statement of financial position within
equity, separately from equity attributable to the equity shareholders of the Company. Non-
controlling interests in the results of the Group are presented on the face of the consolidated
statement of profit or loss and the consolidated statement of profit or loss and other
comprehensive income as an allocation of the total profit or loss and total comprehensive income
for the year between non-controlling interests and the equity shareholders of the Company.
Loans from holders of non-controlling interests and other contractual obligations towards these
holders are presented as financial liabilities in the consolidated statements of financial position in
accordance with notes 2 (r) or (s) depending on the nature of the liability.

Changes in the Group’s interests in a subsidiary that do not result in a loss of control are
accounted for as equity transactions, whereby adjustments are made to the amounts of
controlling and non-controlling interests within consolidated equity to reflect the change in relative
interests, but no adjustments are made to goodwill and no gain or loss is recognised.

When the Group loses control of a subsidiary, it is accounted for as a disposal of the entire
interest in that subsidiary, with a resulting gain or loss being recognised in profit or loss. Any
interest retained in that former subsidiary at the date when control is lost is recognised at fair
value and this amount is regarded as the fair value on initial recognition of a financial asset (see
note 2(h)) or, when appropriate, the cost on initial recognition of an investment in an associate or
joint venture (see note 2(f)).

In the Company’s statement of financial position, an investment in a subsidiary is stated at cost
less impairment losses (see note 2(l)(iii), unless the investment is classified as held for sale (or
included in a disposal group that is classified as held for sale).

Associates and joint ventures

An associate is an entity in which the Group or Company has significant influence, but not control
or joint control, over its management, including participation in the financial and operating policy
decisions.

A joint venture is an arrangement whereby the Group or Company and other parties contractually
agree to share control of the arrangement, and have rights to the net assets of the arrangement.

L Jofo
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2

SIGNIFICANT ACCOUNTING POLICIES (continued)

(f)

Associates and joint ventures (Continued)

An investment in an associate or a joint venture is accounted for in the consolidated financial
statements under the equity method, unless it is classified as held for sale (or included in a
disposal group that is classified as held for sale). Under the equity method, the investment is
initially recorded at cost, adjusted for any excess of the Group’s share of the acquisition-date
fair values of the investee’s identifiable net assets over the cost of the investment (if any). The
cost of the investment includes purchase price, other costs directly attributable to the acquisition
of the investment, and any direct investment into associate or joint venture that forms part of
the Group’s equity investment. Thereafter, the investment is adjusted for the post acquisition
change in the Group’s share of the investee’s net assets and any impairment loss relating to the
investment (see note 2(h) and note 2(l)). Any acquisition-date excess over cost, the Group’s share
of the post-acquisition, post-tax results of the investees and any impairment losses for the year
are recognised in the consolidated statement of profit or loss, whereas the Group’s share of the
post-acquisition post-tax items of the investees’ other comprehensive income is recognised in
the consolidated statement of profit or loss and other comprehensive income.

When the Group’s share of losses exceeds its interest in the associate or the joint venture, the
Group’s interest is reduced to nil and recognition of further losses is discontinued except to the
extent that the Group has incurred legal or constructive obligations or made payments on behalf
of the investee. For this purpose, the Group’s interest is the carrying amount of the investment
under the equity method together with the any other long-term interests that in substance form
part of the Group’s net investment in the associate or the joint venture.

Unrealised profits and losses resulting from transactions between the Group and its associates
and joint ventures are eliminated to the extent of the Group’s interest in the investee, except
where unrealised losses provide evidence of an impairment of the asset transferred, in which
case they are recognised immediately in profit or loss.

If an investment in an associate becomes an investment in a joint venture or vice versa, retained
interest is not remeasured. Instead, the investment continues to be accounted for under the
equity method.

In all other cases, when the Group ceases to have significant influence over an associate or joint
control over a joint venture, it is accounted for as a disposal of the entire interest in that investee,
with a resulting gain or loss being recognised in profit or loss. Any interest retained in that former
investee at the date when significant influence or joint control is lost is recognised at fair value
and this amount is regarded as the fair value on initial recognition of a financial asset (see note
2(h)).

In the Company’s statement of financial position, investments in associates and joint ventures are
stated at cost less impairment losses (see note 2(l)), unless classified as held for sale (or included
in a disposal group that is classified as held for sale).
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(9)

(h)

Goodwill

Goodwill represents the excess of

(i) the aggregate of the fair value of the consideration transferred, the amount of any non-
controlling interest in the acquiree and the fair value of the Group’s previously held equity
interest in the acquire; over

(if) the net fair value of the acquiree’s identifiable assets and liabilities measured as at the
acquisition date.

When (i) is greater than (i), then this excess is recognised immediately in profit or loss as a gain
on a bargain purchase.

Goodwill is stated at cost less accumulated impairment losses. Goodwill arising on a business
combination is allocated to each cash-generating unit, or groups of cash generating units, that is
expected to benefit from the synergies of the combination and is tested annually for impairment (see
note 2().

On disposal of a cash generating unit during the year, any attributable amount of purchased
goodwill is included in the calculation of the profit or loss on disposal.

Other investments in equity securities

The Group’s policies for investments in equity securities, other than investments in subsidiaries,
associates and joint ventures, are set out below.

Investments in equity securities are recognised/derecognised on the date the Group commits
to purchase/sell the investment. The investments are initially stated at fair value plus directly
attributable transaction costs, except for those investments measured at fair value through
profit or loss (FVPL) for which transaction costs are recognised directly in profit or loss. For an
explanation of how the Group determines fair value of financial instruments, see note 30(f). These
investments are subsequently accounted for as follows, depending on their classification.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(h) Other investments in equity securities (Continued)

Investments other than equity investments

Non-equity investments held by the Group are classified into one of the following
measurement categories:

- amortised cost, if the investment is held for the collection of contractual cash flows
which represent solely payments of principal and interest. Interest income from the
investment is calculated using the effective interest method (see note 2(w) Others (iii)).

— fair value through other comprehensive income (FVOCI) — recycling, if the
contractual cash flows of the investment comprise solely payments of principal
and interest and the investment is held within a business model whose objective
is achieved by both the collection of contractual cash flows and sale. Changes in
fair value are recognised in other comprehensive income, except for the recognition
in profit or loss of expected credit losses, interest income (calculated using the
effective interest method) and foreign exchange gains and losses. When the
investment is derecognised, the amount accumulated in other comprehensive
income is recycled from equity to profit or loss.

- fair value at profit or loss (FVPL) if the investment does not meet the criteria for
being measured at amortised cost or FVOCI (recycling). Changes in the fair value of
the investment (including interest) are recognised in profit or loss.

Equity investments

An investment in equity securities is classified as FVPL unless the equity investment is not
held for trading purposes and on initial recognition of the investment the Group makes
an irrevocable election to designate the investment at FVOCI (non-recycling) such that
subsequent changes in fair value are recognised in other comprehensive income. Such
elections are made on an instrument-by-instrument basis, but may only be made if the
investment meets the definition of equity from the issuer’s perspective. Where such an
election is made, the amount accumulated in other comprehensive income remains in
the fair value reserve (non-recycling) until the investment is disposed of. At the time of
disposal, the amount accumulated in the fair value reserve (non-recycling) is transferred to
retained earnings. It is not recycled through profit or loss. Dividends from an investment in
equity securities, irrespective of whether classified as at FVPL or FVOCI, are recognised in
profit or loss as other income in accordance with the policy set out in note 2(w) Others (ii).
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(h) Other investments in equity securities (Continued)

Investments in securities held for trading were classified as financial assets measured at
FVPL. Any attributable transaction costs were recognised in profit or loss as incurred. At
the end of each reporting period the fair value was remeasured, with any resultant gain or
loss being recognised in profit or loss.

Investments which did not fall into any of the above categories were classified as
available-for-sale financial assets. At the end of each reporting period the fair value was
remeasured, with any resultant gain or loss being recognised in other comprehensive
income and accumulated separately in equity in the fair value reserve (recycling). Dividend
income from equity investments and interest income from debt securities calculated using
the effective interest method were recognised in profit or loss in accordance with the
policies set out in notes 2 (w) Others (ii) and (iii), respectively.

(i) Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation and impairment
losses (see note 2(l)).

The cost of self-constructed items of property, plant and equipment includes the cost of
materials, direct labour, the initial estimate, where relevant, of the costs of dismantling and
removing the items and restoring the site on which they are located, and an appropriate
proportion of production overheads and borrowing costs (see note 2(y)).

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

N
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2

SIGNIFICANT ACCOUNTING POLICIES (continued)

(i)

)

Property, plant and equipment (Continued)

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

- Leasehold improvements are depreciated over the shorter of the unexpired term of lease
and their estimated useful lives

- Land, buildings and structures 30 years
- Equipment 3 - 10 years
— Motor vehicles 3 - 10 years
- Furniture, fixtures and others 3 - 10 years

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

Intangible assets (other than goodwill)

Expenditure on research activities is recognised as an expense in the period in which it is
incurred. Expenditure on development activities is capitalised if the product or process is
technically and commercially feasible and the Group has sufficient resources and the intention
to complete development. The expenditure capitalised includes the costs of materials, direct
labour, and an appropriate proportion of overheads and borrowing costs, where applicable (see
note 2(y)). Capitalised development costs are stated at cost less accumulated amortisation and
impairment losses (see note 2(l)). Other development expenditure is recognised as an expense in
the period in which it is incurred.

Other intangible assets that are acquired by the Group are stated at cost less accumulated
amortisation (where the estimated useful life is finite) and impairment losses (see note 2(1)).
Expenditure on internally generated goodwill and brands is recognised as an expense in the
period in which it is incurred.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

)

(k)

Intangible assets (other than goodwill) (Continued)

Amortisation of intangible assets with finite useful lives is charged to profit or loss on a straight-
line basis over the assets’ estimated useful lives. The following intangible assets with finite useful
lives are amortised from the date they are available for use and their estimated useful lives are as
follows:

- Software 5 years
- Right to use the brands 5 - 10 years

Both the period and method of amortisation are reviewed annually.

Leased assets

An arrangement, comprising a transaction or a series of transactions, is or contains a lease if the
Group determines that the arrangement conveys a right to use a specific asset or assets for an
agreed period of time in return for a payment or a series of payments. Such a determination is
made based on an evaluation of the substance of the arrangement and is regardless of whether
the arrangement takes the legal form of a lease.

Assets that are held by Group under leases which transfer to the Group substantially all
the risks and rewards of ownership are classified as being held under finance leases.
Leases which do not transfer substantially all the risks and rewards of ownership to the
Group are classified as operating leases, with the following exceptions:

- property held under operating leases that would otherwise meet the definition of an
investment property is classified as investment property on a property-by-property
basis and, if classified as investment property, is accounted for as if held under a
finance lease and

- land held for own use under an operating lease, the fair value of which cannot
be measured separately from the fair value of a building situated thereon at the
inception of the lease, is accounted for as being held under a finance lease, unless
the building is also clearly held under an operating lease. For these purposes, the
inception of the lease is the time that the lease was first entered into by the Group,
or taken over from the previous lessee.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(k) Leased assets (Continued)

EEO

Where the Group acquires the use of assets under finance leases, the amounts
representing the fair value of the leased asset, or, if lower, the present value of the
minimum lease payments, of such assets are recognised as property, plant and equipment
and the corresponding liabilities, net of finance charges, are recorded as obligations under
finance leases. Depreciation is provided at rates which write off the cost or valuation of
the assets over the term of the relevant lease or, where it is likely the Group will obtain
ownership of the asset, the life of the asset. Impairment losses are accounted for in
accordance with the accounting policy as set out in note 2(l). Finance charges implicit in
the lease payments are charged to profit or loss over the period of the leases so as to
produce an approximately constant periodic rate of charge on the remaining balance of
the obligations for each accounting period. Contingent rentals are charged to profit or loss
in the accounting period in which they are incurred.

Where the Group has the use of assets held under operating leases, payments made
under the leases are charged to profit or loss in equal instalments over the accounting
periods covered by the lease term, except where an alternative basis is more
representative of the pattern of benefits to be derived from the leased asset. Lease
incentives received are recognised in profit or loss as an integral part of the aggregate net
lease payments made. Contingent rentals are charged to profit or loss in the accounting
period in which they are incurred.

The cost of acquiring land held under an operating lease is amortised on a straight-line
basis over the period of the lease term.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(N Credit losses and Impairment of assets

(A)

Policy applicable from January 1, 2018

The Group recognises a loss allowance for expected credit losses (ECLs) on the
following items:

- financial assets measured at amortised cost (including cash and cash
equivalents, restricted cash, deposits with original maturities over three
months, trade receivables, consignor advances, loans granted under
financing arrangements, loans to an associate and a joint venture, deposits
and other receivables);

- contract assets as defined in IFRS 15 (see note 2(n));

Financial assets measured at fair value, including equity securities measured at
FVPL, is not subject to the ECL assessment.

Measurement of ECLs

ECLs are a probability-weighted estimate of credit losses. Credit losses are
measured as the present value of all expected cash shortfalls (i.e. the difference
between the cash flows due to the Group in accordance with the contract and the
cash flows that the Group expects to receive).

The expected cash shortfalls are discounted using the following discount rates
where the effect of discounting is material:

- fixed-rate financial assets, trade and other receivables and contract assets:
effective interest rate determined at initial recognition or an approximation
thereof;

- variable-rate financial assets: current effective interest rate;

The maximum period considered when estimating ECLs is the maximum contractual
period over which the Group is exposed to credit risk.

In measuring ECLs, the Group takes into account reasonable and supportable
information that is available without undue cost or effort. This includes information
about past events, current conditions and forecasts of future economic conditions.

POLY CULTURE GROUP CORPORATION LIMITED ANNUAL REPORT 2018



Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

2 SIGNIFICANT ACCOUNTING POLICIES (continued)

()] Credit losses and Impairment of assets (Continued)

EEO

(A)

Policy applicable from January 1, 2018 (Continued)

ECLs are measured on either of the following bases:

- 12-month ECLs: these are losses that are expected to result from possible
default events within the 12 months after the reporting date; and

- lifetime ECLs: these are losses that are expected to result from all possible
default events over the expected lives of the items to which the ECL model
applies.

Loss allowances for trade receivables are always measured at an amount equal to
lifetime ECLs. ECLs on these financial assets are estimated using a provision matrix
based on the Group’s historical credit loss experience, adjusted for factors that are
specific to the debtors and an assessment of both the current and forecast general
economic conditions at the reporting date.

For all other financial instruments, the Group recognises a loss allowance equal to
12-month ECLs unless there has been a significant increase in credit risk of the
financial instrument since initial recognition, in which case the loss allowance is
measured at an amount equal to lifetime ECLs.

Significant increases in credit risk

In assessing whether the credit risk of a financial instrument has increased
significantly since initial recognition, the Group compares the risk of default
occurring on the financial instrument assessed at the reporting date with that
assessed at the date of initial recognition. In making this reassessment, the Group
considers that a default event occurs when (i) the borrower is unlikely to pay its
credit obligations to the Group in full, without recourse by the Group to actions
such as realising security (if any is held); or (i) the financial asset is 90 days past
due. The Group considers both quantitative and qualitative information that is
reasonable and supportable, including historical experience and forward-looking
information that is available without undue cost or effort.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(N Credit losses and Impairment of assets (Continued)

(A) Policy applicable from January 1, 2018 (Continued)

Significant increases in credit risk (Continued)
In particular, the following information is taken into account when assessing
whether credit risk has increased significantly since initial recognition:

— failure to make payments of principal or interest on their contractually due
dates;

= an actual or expected significant deterioration in a financial instrument’s
external or internal credit rating (if available);

= an actual or expected significant deterioration in the operating results of the
debtor; and

= existing or forecast changes in the technological, market, economic or legal
environment that have a significant adverse effect on the debtor’s ability to
meet its obligation to the Group.

Depending on the nature of the financial instruments, the assessment of a
significant increase in credit risk is performed on either an individual basis or a
collective basis. When the assessment is performed on a collective basis, the
financial instruments are grouped based on shared credit risk characteristics, such
as past due.

ECLs are remeasured at each reporting date to reflect changes in the financial
instrument’s credit risk since initial recognition. Any change in the ECL amount is
recognised as an impairment gain or loss in profit or loss. The Group recognises
an impairment gain or loss for all financial instruments with a corresponding
adjustment to their carrying amount through a loss allowance account.

EHEO0 =
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

()] Credit losses and Impairment of assets (Continued)

B2 ol

(A)

Policy applicable from January 1, 2018 (Continued)

Basis of calculation of interest income

Interest income recognised in accordance with note 2(w) Others (i) is calculated
based on the gross carrying amount of the financial asset unless the financial
asset is credit-impaired, in which case interest income is calculated based on the
amortised cost (i.e. the gross carrying amount less loss allowance) of the financial
asset.

At each reporting date, the Group assesses whether a financial asset is credit-
impaired. A financial asset is credit-impaired when one or more events that have a
detrimental impact on the estimated future cash flows of the financial asset have
occurred.

Evidence that a financial asset is credit-impaired includes the following observable
events:

= significant financial difficulties of the debtor;

- a breach of contract, such as a default or delinquency in interest or principal
payments;

- it becoming probable that the borrower will enter into bankruptcy or other
financial reorganisation;

- significant changes in the technological, market, economic or legal
environment that have an adverse effect on the debtor; or

- the disappearance of an active market for a security because of financial
difficulties of the issuer.

Werite-off policy

The gross carrying amount of a financial asset or contract asset is written off (either
partially or in full) to the extent that there is no realistic prospect of recovery. This
is generally the case when the Group determines that the debtor does not have
assets or sources of income that could generate sufficient cash flows to repay the
amounts subject to the write-off.

Subsequent recoveries of an asset that was previously written off are recognised as
a reversal of impairment in profit or loss in the period in which the recovery occurs.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(N Credit losses and Impairment of assets (Continued)

(B) Policy applicable prior to January 1, 2018

Prior to January 1, 2018, an “incurred loss” model was used to measure
impairment losses on financial assets not classified as at FVPL (e.g. trade and
other receivables and available-for-sale investments). Under the “incurred loss”
model, an impairment loss was recognised only when there was objective evidence
of impairment. Objective evidence of impairment included:

significant financial difficulties of the debtor;

- a breach of contract, such as a default or delinquency in interest or principal
payments;

- it becoming probable that the debtor will enter bankruptcy or other financial
reorganisation;

- significant changes in the technological, market, economic or legal
environment that have an adverse effect on the debtor; and

- a significant or prolonged decline in the fair value of an investment in an
equity instrument below its cost.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

()] Credit losses and Impairment of assets (Continued)

Policy applicable prior to January 1, 2018 (Continued)

If any such evidence exists, any impairment loss is determined and recognised as
follows:

For trade and other receivables and other financial assets carried at
amortised cost, impairment loss was measured as the difference between
the asset’s carrying amount and the present value of estimated future cash
flows, discounted at the financial asset’s original effective interest rate,
where the effect of discounting was material. This assessment was made
collectively where these financial assets shared similar risk characteristics,
such as similar past due status, and had not been individually assessed as
impaired. Future cash flows for financial assets which were assessed for
impairment collectively were based on historical loss experience for assets
with credit risk characteristics similar to the collective group.

If in a subsequent period the amount of an impairment loss decreased and
the decrease could be linked objectively to an event occurring after the
impairment loss was recognised, the impairment loss was reversed through
profit or loss. A reversal of an impairment loss was only recognised to the
extent that it did not result in the asset’s carrying amount exceeding that
which would have been determined had no impairment loss been recognised
in prior years.

When the recovery of a trade debtor or other financial assets carried
at amortised cost was considered doubtful but not remote, associated
impairment losses were recorded using an allowance account. When the
Group was satisfied that recovery was remote, the amount considered
irrecoverable was written off against the gross carrying amount of those
assets directly. Subsequent recoveries of amounts previously charged to
the allowance account were reversed against the allowance account. Other
changes in the allowance account and subsequent recoveries of amounts
previously written off directly were recognised in profit or loss.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(N Credit losses and Impairment of assets (Continued)

Financial guarantees are contracts that require the issuer (i.e. the guarantor) to make
specified payments to reimburse the beneficiary of the guarantee (the “holder”) for a
loss the holder incurs because a specified debtor fails to make payment when due in
accordance with the terms of a debt instrument.

Financial guarantees issued are initially recognised within “trade and other payables” at
fair value, which is determined by reference to fees charged in an arm’s length transaction
for similar services, when such information is obtainable, or to interest rate differentials,
by comparing the actual rates charged by lenders when the guarantee is made available
with the estimated rates that lenders would have charged, had the guarantees not been
available, where reliable estimates of such information can be made. Where consideration
is received or receivable for the issuance of the guarantee, the consideration is recognised
in accordance with the Group’s policies applicable to that category of asset. Where no
such consideration is received or receivable, an immediate expense is recognised in profit
or loss.

Subsequent to initial recognition, the amount initially recognised as deferred income
is amortised in profit or loss over the term of the guarantee as income from financial
guarantees issued.

(A) Policy applicable from January 1, 2018

The Group monitors the risk that the specified debtor will default on the contract
and recognises a provision when ECLs on the financial guarantees are determined
to be higher than the amount carried in “trade and other payables” in respect of
the guarantees (i.e. the amount initially recognised, less accumulated amortisation).

To determine ECLs, the Group considers changes in the risk of default of the
specified debtor since the issuance of the guarantee. A 12-month ECL is measured
unless the risk that the specified debtor will default has increased significantly
since the guarantee is issued, in which case a lifetime ECL is measured. The same
definition of default and the same assessment of significant increase in credit risk
as described in note 2())(i) apply.

As the Group is required to make payments only in the event of a default by the
specified debtor in accordance with the terms of the instrument that is guaranteed,
an ECL is estimated based on the expected payments to reimburse the holder for
a credit loss that it incurs less any amount that the Group expects to receive from
the holder of the guarantee, the specified debtor or any other party. The amount
is then discounted using the current risk-free rate adjusted for risks specific to the
cash flows.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

()] Credit losses and Impairment of assets (Continued)

(B)

Policy applicable prior to January 1, 2018

Prior to January 1, 2018, a provision would be recognised if and when it became
probable that (i) the holder of the guarantee would call upon the Group under the
guarantee and (ii) the amount of the claim on the Group was expected to exceed
the amount carried in “trade and other payables” in respect of the guarantee.

Internal and external sources of information are reviewed at the end of each reporting

period to identify indications that the following assets may be impaired or, except in the

case of goodwill, an impairment loss previously recognised no longer exists or may have
decreased:

property, plant and equipment;

prepayments;

intangible assets;

goodwill; and

investments in subsidiaries, associates and joint ventures in the Company’s
statement of financial position

If any such indication exists, the asset’s recoverable amount is estimated. In addition,

for goodwill, intangible assets that are not yet available for use and intangible assets that

have indefinite useful lives, the recoverable amount is estimated annually whether or not

there is any indication of impairment.

Calculation of recoverable amount

The recoverable amount of an asset is the greater of its fair value less costs of
disposal and value in use. In assessing value in use, the estimated future cash
flows are discounted to their present value using a pre-tax discount rate that
reflects current market assessments of the time value of money and the risks
specific to the asset. Where an asset does not generate cash inflows largely
independent of those from other assets, the recoverable amount is determined for
the smallest group of assets that generates cash inflows independently (i.e. a cash-
generating unit).
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(N Credit losses and Impairment of assets (Continued)

- Recognition of impairment losses

An impairment loss is recognised in profit or loss if the carrying amount of an asset,
or the cash-generating unit to which it belongs, exceeds its recoverable amount.
Impairment losses recognised in respect of cash-generating units are allocated first
to reduce the carrying amount of any goodwill allocated to the cash-generating unit
(or group of units) and then, to reduce the carrying amount of the other assets in
the unit (or group of units) on a pro rata basis, except that the carrying value of
an asset will not be reduced below its individual fair value less costs of disposal (if
measurable), or value in use (if determinable).

- Reversals of impairment losses

In respect of assets other than goodwill, an impairment loss is reversed if there
has been a favourable change in the estimates used to determine the recoverable
amount. An impairment loss in respect of goodwill is not reversed.

A reversal of an impairment loss is limited to the asset’s carrying amount that
would have been determined had no impairment loss been recognised in prior
years. Reversals of impairment losses are credited to profit or loss in the year in
which the reversals are recognised.

Under the Rules Governing the Listing of Securities on HKSE, the Group is required to
prepare an interim financial report in compliance with IAS 34, Interim financial reporting,
in respect of the first six months of the financial year. At the end of the interim period,
the Group applies the same impairment testing, recognition, and reversal criteria as it
would at the end of the financial year (see notes 2 (I)(i) and 2 (I)(ii)).

Impairment losses recognised in an interim period in respect of goodwill and unquoted
equity securities carried at cost are not reversed in a subsequent period. This is the case
even if no loss, or a smaller loss, would have been recognised had the impairment been
assessed only at the end of the financial year to which the interim period relates.
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2

SIGNIFICANT ACCOUNTING POLICIES (continued)

(m)

(n)

Inventories

Inventories mainly consist of works of art owned by the Art business. Inventories are carried at
the lower of cost and management’s estimate of net realisable value.

Cost is valued on a specific identification basis for works of art.

Net realisable value is the estimated selling price in the ordinary course of business less the
estimated costs necessary to make the sale.

When inventories are sold, the carrying amount of those inventories is recognised as an expense
in the period in which the related revenue is recognised. The amount of any write-down of
inventories to net realisable value and all losses of inventories are recognised as an expense
in the period the write-down or loss occurs. The amount of any reversal of any write-down of
inventories is recognised as a reduction in the amount of inventories recognised as an expense
in the period in which the reversal occurs. Inventories are available for immediate sale. Ultimate
timing of the sale is hard to predict given the unique nature of each art piece and the cyclicality
of the global art market.

The Group take advantage of practical expedient in paragraph 94 of IFRS 15 and recognise the
incremental cost of obtaining a contract as an expense if the amortisation period of the asset is
less than one year.

Contract assets and contract liabilities

A contract asset is recognised when the Group recognises revenue (see note 2(w)) before being
unconditionally entitled to the consideration under the payment terms set out in the contract.
Contract assets are assessed for expected credit losses (ECL) in accordance with the policy
set out in note 2(l)(i) and are reclassified to receivables when the right to the consideration has
become unconditional (see note 2(0)).

A contract liability is recognised when the customer pays consideration before the Group
recognises the related revenue (see note 2(w)). A contract liability would also be recognised if
the Group has an unconditional right to receive consideration before the Group recognises the
related revenue. In such cases, a corresponding receivable would also be recognised (see note
2(0)).

For a single contract with the customer, either a net contract asset or a net contract liability is
presented. For multiple contracts, contract assets and contract liabilities of unrelated contracts
are not presented on a net basis.

When the contract includes a significant financing component, the contract balance includes
interest accrued under the effective interest method (see note 2(w)).

o Refo
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(o)

(p)

(a)

(s)

Trade and other receivables

A receivable is recognised when the Group has an unconditional right to receive consideration.
A right to receive consideration is unconditional if only the passage of time is required before
payment of that consideration is due. If revenue has been recognised before the Group has an
unconditional right to receive consideration, the amount is presented as a contract asset (see
note 2(n)).

Receivables are stated at amortised cost using the effective interest method less allowance for
credit losses (see note 2(I)(i)).

Consignor advances

Consignor advances are recognised initially at fair value less allowance for impairment of doubtful
debts (see note 2(l). It represents financing provided to art collectors prior to their works of art
being auctioned off, secured by works of art.

Cash and cash equivalents

Cash and cash equivalents comprise cash at bank and on hand, demand deposits with
banks and other financial institutions, and short-term, highly liquid investments that are readily
convertible into known amounts of cash and which are subject to an insignificant risk of changes
in value, having been within three months of maturity at acquisition. Bank overdrafts that are
repayable on demand and form an integral part of the Group’s cash management are also
included as a component of cash and cash equivalents for the purpose of the consolidated cash
flow statement. Cash and cash equivalents are assessed for expected credit losses (ECL) in
accordance with the policy set out in note 2(]).

Interest-bearing borrowings

Interest-bearing borrowings are measured initially at fair value less transaction costs. Subsequent
to initial recognition, interest-bearing borrowings are stated at amortised cost using the effective
interest method. Interest expense is recognised in accordance with the Group’s accounting policy
for borrowing costs (see note 2(y)).

Trade and other payables

Trade and other payables are initially recognised at fair value. Except for financial guarantee
liabilities measured in accordance with note 2(l)(ii), trade and other payables are subsequently
stated at amortised cost unless the effect of discounting would be immaterial, in which case they
are stated at cost.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(t) Employee benefits

a0

Salaries, annual bonuses, contributions to defined contribution retirement plans and the
cost of non-monetary benefits are accrued in the year in which the associated services are
rendered by employees. Where payment or settlement is deferred and the effect would be
material, these amounts are stated at their present values.

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

Cash-settled share-based payment transactions

The Company operates a share appreciation rights (“SARs”) plan for the purpose of
providing incentives and rewards to eligible participants who contribute to the success
of the Group’s operations. Employee (including directors) of the Group are entitled to a
future cash payment (rather than an equity instrument) (“cash-settled transactions”), based
on the increase in the entity’s share price from a specified level over a specified period
of time. The Company recognised the services received, and a liability to pay for those
services, as the employees render services.

For cash-settled share-based payments, a liability is recognised for the goods or services
acquired, measured initially at the fair value of the liability. At the end of each reporting
period until the liability is settled, and at the date of settlement, the fair value of the liability
is remeasured, with any change in fair value recognised in profit or loss for the year.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(u)

Income tax

Income tax for the year comprises current tax and movements in deferred tax assets and
liabilities. Current tax and movements in deferred tax assets and liabilities are recognised in
profit or loss except to the extent that they relate to items recognised in other comprehensive
income or directly in equity, in which case the relevant amounts of tax are recognised in other
comprehensive income or directly in equity, respectively.

Current tax is the expected tax payable on the taxable income for the year, using tax rates
enacted or substantively enacted at the end of the reporting period, and any adjustment to tax
payable in respect of previous years.

Deferred tax assets and liabilities arise from deductible and taxable temporary differences
respectively, being the differences between the carrying amounts of assets and liabilities for
financial reporting purposes and their tax bases. Deferred tax assets also arise from unused tax
losses and unused tax credits.

Apart from certain limited exceptions, all deferred tax liabilities, and all deferred tax assets to the
extent that it is probable that future taxable profits will be available against which the asset can
be utilised, are recognised. Future taxable profits that may support the recognition of deferred
tax assets arising from deductible temporary differences include those that will arise from the
reversal of existing taxable temporary differences, provided those differences relate to the same
taxation authority and the same taxable entity, and are expected to reverse either in the same
period as the expected reversal of the deductible temporary difference or in periods into which a
tax loss arising from the deferred tax asset can be carried back or forward. The same criteria are
adopted when determining whether existing taxable temporary differences support the recognition
of deferred tax assets arising from unused tax losses and credits, that is, those differences are
taken into account if they relate to the same taxation authority and the same taxable entity, and
are expected to reverse in a period, or periods, in which the tax loss or credit can be utilised.

The limited exceptions to recognition of deferred tax assets and liabilities are those temporary
differences arising from goodwill not deductible for tax purposes, the initial recognition of assets
or liabilities that affect neither accounting nor taxable profit (provided they are not part of a
business combination), and temporary differences relating to investments in subsidiaries to the
extent that, in the case of taxable differences, the Group controls the timing of the reversal and
it is probable that the differences will not reverse in the foreseeable future, or in the case of
deductible differences, unless it is probable that they will reverse in the future.

The carrying amount of a deferred tax asset is reviewed at the end of each reporting period and
is reduced to the extent that it is no longer probable that sufficient taxable profits will be available
to allow the related tax benefit to be utilised. Any such reduction is reversed to the extent that it
becomes probable that sufficient taxable profits will be available.

i HA
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2

SIGNIFICANT ACCOUNTING POLICIES (continued)

(u)

(v)

Income tax (Continued)

Additional income taxes that arise from the distribution of dividends are recognised when the
liability to pay the related dividends is recognised.

Current tax balances and deferred tax balances, and movements therein, are presented
separately from each other and are not offset. Current tax assets are offset against current tax
liabilities, and deferred tax assets against deferred tax liabilities, if the Company or the Group
has the legally enforceable right to set off current tax assets against current tax liabilities and the
following additional conditions are met:

- in the case of current tax assets and liabilities, the Company or the Group intends either
to settle on a net basis, or to realise the asset and settle the liability simultaneously; or

- in the case of deferred tax assets and liabilities, if they relate to income taxes levied by the
same taxation authority on either:

- the same taxable entity; or

- different taxable entities, which, in each future period in which significant amounts
of deferred tax liabilities or assets are expected to be settled or recovered, intend
to realise the current tax assets and settle the current tax liabilities on a net basis
or realise and settle simultaneously.

Provisions and contingent liabilities

Provisions are recognised when the Group has a legal or constructive obligation arising as a
result of a past event, it is probable that an outflow of economic benefits will be required to settle
the obligation and a reliable estimate can be made. Where the time value of money is material,
provisions are stated at the present value of the expenditure expected to settle the obligation.

Where it is not probable that an outflow of economic benefits will be required, or the amount
cannot be estimated reliably, the obligation is disclosed as a contingent liability, unless the
probability of outflow of economic benefits is remote. Possible obligations, whose existence will
only be confirmed by the occurrence or non-occurrence of one or more future events are also
disclosed as contingent liabilities unless the probability of outflow of economic benefits is remote.

- fof ol
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(w)

Revenue recognition and other income

Income is classified by the Group as revenue when it arises from the sale of goods, the provision
of services or the use by others of the Group’s assets under leases in the ordinary course of the
Group’s business. Revenue is recognised when control over a product or service is transferred
to the customer, or the lessee has the right to use the asset, at the amount of promised
consideration to which the Group is expected to be entitled, excluding those amounts collected
on behalf of third parties. Revenue excludes value added tax or other sales taxes and is after
deduction of any trade discounts. Where the contract contains a financing component which
provides a significant financing benefit to the customer for more than 12 months, 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 with the customer, and interest income is
accrued separately under the effective interest method. Where the contract contains a financing
component which provides a significant financing benefit to the Group, revenue recognised under
that contract includes the interest expense accreted on the contract liability under the effective
interest method. The Group takes advantage of the practical expedient in paragraph 63 of IFRS
15 and does not adjust the consideration for any effects of a significant financing component if
the period of financing is 12 months or less.

Further details of the Group’s revenue and other income recognition policies are as follows:

(i) Revenue from auction service

Auction service revenue is generally recognised upon settlement of consideration with
purchasers and/or sellers and when the related services are provided. Auction service
revenue includes buyer premium and seller side commission which are based on a
percentage of auction sales.

Interest income earned from loans granted under financial arrangement is recognised as it
accrues using the effective interest method.

(ii) Revenue from art business

Revenue from art business is recognised in the period in which the sale is completed, title
to the property passes to the purchaser and services have been rendered. The carrying
value of art business’ inventory sold during the period is recorded as cost of inventories.

(iii) Revenue from investment consultation

Revenue from consultation service is recognised when services have been rendered.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(w) Revenue recognition and other income (Continued)

(i)

(ii)

(iii)

(i)

Revenue from show performance

Income from show performance is recognised when the services have been rendered to
the audiences.

Rendering of theatre management service

Revenue from theatre management is recognised upon the fulfilment of service based
on the service contract terms over a period of time. Contracts are generally signed with
government agencies relating to theatre management services provided by the Group.

Rental income - theatre rental

Rental income receivable under operating leases is recognised in profit or loss in equal
instalments over the periods covered by the lease term, except where an alternative basis
iS more representative of the pattern of benefits to be derived from the use of the leased
asset. Lease incentives granted are recognised in profit or loss as an integral part of the
aggregate net lease payments receivable. Contingent rentals are recognised as income in
the accounting period in which they are earned.

Movie box office takings

Income from box office takings is recognised when the services have been rendered to
the audiences.

Income from gift voucher purchase is recognised when customers exchange for goods or
Services or upon expiry.

Government grants

Government grants are recognised initially when there is reasonable assurance that they
will be received and that the Group will comply with the conditions attaching to them.
Grants that compensate the Group for expenses incurred are recognised as income
in profit or loss on a systematic basis in the same periods in which the expenses are
incurred. Grants that compensate the Group for the cost of an asset are deducted from
the carrying amount of the asset and consequently are effectively recognised in profit or
loss over the useful life of the asset by way of reduced depreciation expense.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(w)

(x)

Revenue recognition and other income (Continued)

(ii) Dividends
Dividend income from unlisted investments is recognised when the shareholder’s right to
receive payment is established.

(iii) Interest income

Interest income is recognised as it accrues under the effective interest method using the
rate that exactly discounts estimated future cash receipts through the expected life of
the financial asset to the gross carrying amount of the financial asset. For financial assets
measured at amortised cost or FVOCI (recycling) that are not credit-impaired, the effective
interest rate is applied to the gross carrying amount of the asset. For credit-impaired
financial assets, the effective interest rate is applied to the amortised cost (i.e. gross
carrying amount net of loss allowance) of the asset (see note 2(I)(i)).

Translation of foreign currencies

Foreign currency transactions during the year are translated at the foreign exchange rates ruling
at the transaction dates. Monetary assets and liabilities denominated in foreign currencies are
translated at the foreign exchange rates ruling at the end of the reporting period. Exchange gains
and losses are recognised in profit or loss.

Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign
currency are translated using the foreign exchange rates ruling at the transaction dates. The
transaction date is the date on which the company initially recognises such non-monetary assets
or liabilities.

The results of operations which have a functional currency other than RMB are translated into
RMB at the exchange rates approximating the foreign exchange rates ruling at the dates of
the transactions. Statement of financial position items are translated into RMB at the closing
foreign exchange rates at the end of the reporting period. The resulting exchange differences are
recognised in other comprehensive income and accumulated separately in equity in the exchange
reserve.

On disposal of a foreign operation, the cumulative amount of the exchange differences relating
to that foreign operation is reclassified from equity to profit or loss when the profit or loss on
disposal is recognised.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(y) Borrowing costs

Borrowing costs that are directly attributable to the acquisition, construction or production of an
asset which necessarily takes a substantial period of time to get ready for its intended use or
sale are capitalised as part of the cost of that asset. Other borrowing costs are expensed in the
period in which they are incurred.

The capitalisation of borrowing costs as part of the cost of a qualifying asset commences when
expenditure for the asset is being incurred, borrowing costs are being incurred and activities that
are necessary to prepare the asset for its intended use or sale are in progress. Capitalisation of
borrowing costs is suspended or ceases when substantially all the activities necessary to prepare
the qualifying asset for its intended use or sale are interrupted or complete.

(z) Related parties

(@) A person, or a close member of that person’s family, is related to the Group if that

person:
(i) has control or joint control over the Group;
(if) has significant influence over the Group; or

(ifi) is a member of the key management personnel of the Group or the Group’s parent.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

(2)

(aa)

Related parties (Continued)

(b) An entity is related to the Group if any of the following conditions applies:

(i) The entity and the Group are members of the same group (which means that each
parent, subsidiary and fellow subsidiary is related to the others).

(i) One entity is an associate or joint venture of the other entity (or an associate or
joint venture of a member of a group of which the other entity is a member).

(ifi) Both entities are joint ventures of the same third party.

(iv) One entity is a joint venture of a third entity and the other entity is an associate of
the third entity.

(V) The entity is a post-employment benefit plan for the benefit of employees of either
the Group or an entity related to the Group.

(vi) The entity is controlled or jointly controlled by a person identified in (a).

(vi) 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).

(vii)  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 Group’s parent.

Close members of the family of a person are those family members who may be expected to
influence, or be influenced by, that person in their dealings with the entity.

Segment reporting

Operating segments, and the amounts of each segment item reported in the financial
statements, are identified from the financial information provided regularly to the Group’s most
senior executive management for the purposes of allocating resources to, and assessing the
performance of, the Group’s various lines of business and geographical locations.

Individually material operating segments are not aggregated for financial reporting purposes
unless the segments have similar economic characteristics and are similar in respect of the nature
of products and services, the nature of production processes, the type or class of customers, the
methods used to distribute the products or provide the services, and the nature of the regulatory
environment. Operating segments which are not individually material may be aggregated if they
share a majority of these criteria.

POLY CULTURE GROUP CORPORATION LIMITED ANNUAL REPORT 2018



Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

3 ACCOUNTING JUDGEMENT AND ESTIMATES

(@) Critical accounting judgements in applying the Group’s accounting policies

In the process of applying the Group’s accounting policies, management has made the following

accounting judgements:

HEO

Valuation of artworks inventory is subjective and the net realisable value fluctuates over
time. Management relies on the valuation opinion of specialists who consider a number
of factors including 1) recent transactions for comparable works of art and 2) supply and
demand and current economic environment. Due to the subjectivity involved in estimating
the realisable value, if the artwork market deteriorates and the overall economic condition
were to deteriorate, actual write-offs would be higher than estimated.

For the work of art held as collateral not included in inventory, if the artwork market
were to deteriorate, actual impairment losses on prepayments for auctioned works of art,
consignor advances and loans granted under financing arrangements would be higher
than estimated.

The Group estimates impairment losses for expected credit losses (ELC) on bad and
doubtful debts. ECLs on financial assets are estimated using a provision matrix based on
the Group’s historical credit loss experience, adjusted for factors that are specific to the
debtors and an assessment of both the current and forecast general economic conditions
at the reporting date.

In considering the impairment losses that may be required for certain of the Group’s
assets which include property, plant and equipment, long-term prepayments, investments
in associates and joint ventures and unquoted equity investment, recoverable amount
of the asset needs to be determined. The recoverable amount is the greater of the fair
value less costs to sell and the value in use. It is difficult to precisely estimate selling price
because quoted market prices for these assets may not be readily available. In determining
the value in use, expected cash flows generated by the asset are discounted to their
present value, which requires significant judgment relating to items such as level of sales
volume, selling price and amount of operating costs. The Group uses all readily available
information in determining an amount that is a reasonable approximation of recoverable
amount, including estimates based on reasonable and supportable assumptions and
projections of items such as sales volume, selling price and amount of operating costs.
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3 ACCOUNTING JUDGEMENT AND ESTIMATES (continued)

(a)

Critical accounting judgements in applying the Group’s accounting policies
(Continued)

Deferred tax assets in respect of unused tax losses and tax credit carried forward and
deductible temporary differences are recognised and measured based on the expected
manner of realisation or settlement of the carrying amount of the assets, using tax rates
enacted or substantively enacted at the end of the reporting period. In determining the
carrying amounts of deferred tax assets, expected taxable profits are estimated which
involves a number of assumptions relating to the operating environment of the Group and
requires a significant level of judgment exercised by the directors. Any changes in such
assumptions and judgments would affect the carrying amounts of deferred tax assets to
be recognised and hence the net profit in future years.

Management reassesses the likelihood of the outcome of these possible obligations at
each end of the reporting period. Where a change in the probability that an outflow of
economic resources will be required to settle the obligation, a provision will be recognised
in the period in which such determination is made.

4 REVENUE AND SEGMENT REPORTING

(a)

Revenue

The Group is principally engaged in art business and auction, performance and theatre
management and cinema investment and management.

Revenue mainly represents commission from auction services, the sales value of artworks and
cultural relic collections, art investment consultation and other services, income from theatre
management, box office income from performances and income from cinema box office.

N
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4 REVENUE AND SEGMENT REPORTING

(@) Revenue (Continued)

Disaggregation of revenue from contracts with customers by major products or service
lines is as follows:

2018 2017
RMB’000 RMB’000
Revenue from contracts with customers within
the scope of IFRS 15
— Revenue from art business and auction 1,151,444 1,301,530
— Revenue from performance and theatre
management 1,655,881 1,370,861
— Revenue from cinema investment and
management 858,972 771,604
— Revenue from other services 28,249 19,575
3,694,546 3,463,570
Revenue from rental services
— Revenue from performance and theatre
management 1,616 1,963
— Revenue from cinema investment and
management 17,623 14,882
3,713,785 3,480,415

Note: The Group has initially applied IFRS 15 using the cumulative effect method. Under this
method, the comparative information is not restated and was prepared in accordance with
IAS 18 and IAS 11 (see note 2(c)(ii)).

Disaggregation of revenue from contracts with customers by the timing of revenue
recognition and by geographic markets is disclosed in notes 5 (a) and 5 (c) respectively.

The Group has applied the practical expedient in paragraph 121 of IFRS 15 and therefore
the information about remaining performance obligations is not disclosed for contracts
that have an original expected duration of one year or less and also for those performance
obligations which are regarded as satisfied as invoiced.

HEO
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4 REVENUE AND SEGMENT REPORTING (continued)

(b)

Segment reporting

The Group manages its businesses by subsidiaries, which are organised by business lines.
In a manner consistent with the way in which information is reported internally to the Group’s
most senior executive management for the purposes of resource allocation and performance
assessment, the Group has presented the following three reportable segments:

— Art business and auction: including auction, buy and sell of antiques, modern and
contemporary calligraphy and painting, ancient calligraphy and painting, oil painting
and sculpture and other cultural relics and artwork. It also provides artwork investment
consultation and other services, earns interest income and revenue from consignor
advances and loans granted under financial arrangements.

- Performance and theatre management: including daily management of theatre,
arrangement of performances, leases of theatres and theatre design consultation services.

- Cinema investment and management: including cinema construction and cinema
operation.

5 SEGMENT REPORTING

(a)

Segment results, assets and liabilities

For the purpose of assessing segment performance and allocating resources between segments,
the Group’s senior executive management monitors the results, assets and liabilities attributable
to each reportable segment on the following bases:

Segment assets include all assets with the exception of interest in associates and joint ventures,
other equity investment/available-for-sale equity securities, deferred tax assets and other
corporate assets. Segment liabilities include all liabilities with the exception of tax payables,
deferred tax liabilities and other corporate liabilities.

Revenue and expenses are allocated to the reportable segments with reference to revenue
generated by those segments and the expenses incurred by those segments.

Segment profit represents revenue less cost of sales, and includes selling and distribution
expenses and administrative expenses directly attributable to the segment. Items that are not
specifically attributable to individual segments, such as unallocated head office and corporate
other net income/(losses), share of profits less losses of associates, share of profits less losses of
joint ventures, changes in fair value of equity securities not held for trading, impairment losses on
non-current assets, depreciation and amortisation, finance income, finance costs and unallocated
head office and corporate expenses are not included in segment profit. In addition to receiving
segment information concerning segment profit, management is also provided with segment
information concerning depreciation, finance income and finance costs.

o Bofo
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5 SEGMENT REPORTING (Continued)

(a)

Segment results, assets and liabilities (Continued)

Information regarding the Group’s reportable segments as provided to the Group’s most senior

executive management for the purposes of resource allocation and assessment of segment

performance for the years ended December 31, 2018 and 2017 is set out below:

Year ended December 31, 2018

Performance Cinema
Art business and theatre  investment and
and auction management management Total
RMB’000 RMB’000 RMB’000 RMB’000
Disaggregated by timing of
revenue recognition
Point in time 911,126 1,657,497 772,184 3,340,807
Over time 240,318 - 104,411 344,729
Revenue from external
customers 1,151,444 1,657,497 876,595 3,685,536
Inter-segment revenue 6,534 - - 6,534
Reportable segment revenue 1,157,978 1,657,497 876,595 3,692,070
Reportable segment profit 388,128 60,150 173,684 621,962
Depreciation and amortisation (12,084) (8,249) (133,553) (153,886)
Finance income 58,366 11,776 621 70,763
Finance costs (90,798) (40) (23,842) (114,680)
Impairment of
- property, plant and equipment - - (20,037) (20,037)
- intangible assets - - (2,412) (2,412)
— goodwill - - (11,488) (11,488)
Reportable segment assets 7,157,463 790,314 1,301,106 9,248,883
Reportable segment liabilities 5,354,619 443,831 1,415,953 7,214,403
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(Expressed in RMB unless otherwise indicated)

5 SEGMENT REPORTING (continued)

(@) Segment results, assets and liabilities (Continued)

Year ended December 31, 2017

Performance Cinema
Art business and theatre investment and
and theatre management management Total
RMB’000 RMB’000 RMB’000 RMB’000
(Note) (Note) (Note) (Note)
Disaggregated by timing of
revenue recognition
Point in time 1,132,153 1,372,824 720,752 3,225,729
Over time 169,377 - 65,734 235,111
Revenue from external
customers 1,301,530 1,372,824 786,486 3,460,840
Inter-segment revenue - - - -
Reportable segment revenue 1,301,530 1,372,824 786,486 3,460,840
Reportable segment profit 496,471 56,389 146,935 699,795
Depreciation and amortisation (12,872) (7,289) (114,045) (134,206)
Finance income 57,082 10,783 950 68,815
Finance costs (68,020) - (27,381) (95,401)
Reportable segment assets 7,492,024 733,653 1,302,238 9,527,915
Reportable segment liabilities 5,592,974 417,159 1,384,521 7,394,654

Note (i): The Group has initially applied IFRS 15 using the cumulative effect method. Under this method,
the comparative information is not restated (see note 2(c)(ii)).

Note (i):  There was no individual customer that represents more than 10 percent of the Group’s revenue
during the year ended December 31, 2018 and 2017.

POLY CULTURE GROUP CORPORATION LIMITED ANNUAL REPORT 2018



Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

5 SEGMENT REPORTING (continued)

(b) Reconciliations of reportable segment revenues, profit or loss, assets and

liabilities
2018 2017
RMB’000 RMB’000
Revenue
Reportable segment revenue 3,692,070 3,460,840
Elimination of inter-segment revenue (6,534) -
Revenue from other services 28,249 19,575
Consolidated revenue 3,713,785 3,480,415
Profit
Reportable segment profit 621,962 699,795
Revenue from other services 28,249 19,575
Unallocated head office and corporate other net
income/(losses) 30,806 (42,595)
Share of profits less losses of associates 51,049 (637)
Share of profits less losses of joint ventures 8,220 6,314
Changes in fair value of equity securities not held
for trading 16,548 -
Impairment losses on non-current assets (33,937) -
Depreciation and amortisation (155,882) (135,200)
Finance income 60,061 62,313
Finance costs (41,567) (14,747)
Unallocated head office and corporate expenses (77,904) (57,244)
Consolidated profit before taxation 507,605 537,574
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(Expressed in RMB unless otherwise indicated)

5 SEGMENT REPORTING (continued)

(b) Reconciliations of reportable segment revenues, profit or loss, assets and
liabilities (Continued)

2018 2017
RMB’000 RMB’000
Assets
Reportable segment assets 9,248,883 9,527,915
Elimination of inter-segment receivables (3,119,411) (2,824,401)
Available-for-sale equity securities - 111,835
Equity securities not held for trading 159,364 -
Interests in associates 242,384 17,307
Interests in joint ventures 516,273 508,053
Deferred tax assets 34,969 34,121
Unallocated head office and corporate assets 3,363,646 2,768,761
Consolidated total assets 10,446,108 10,143,591
Liabilities
Reportable segment liabilities 7,214,403 7,394,654
Elimination of inter-segment payables (3,119,411) (2,824,401)
Current taxation 78,469 94,434
Deferred tax liabilities 17,594 6,821
Unallocated head office and corporate liabilities 1,253,192 680,586
Consolidated total liabilities 5,444,247 5,352,094

N
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(Expressed in RMB unless otherwise indicated)

5 SEGMENT REPORTING (continued)

(c) Geographic information

The Group’s operations are mainly located in the Mainland China, Hong Kong, Macau and

Canada.

Information about the Group’s revenue from its operations from external customers is presented

based on the Company’s operation location of incorporation/establishment. Information about the

Group’s non-current assets other than financial instruments and deferred tax assets is presented

based on the geographical location of the assets.

Revenue from
external customers

Non-current assets

2018 2017 2018 2017
RMB’000 RMB’000 RMB’000 RMB’000
Mainland China 3,402,595 3,120,097 1,763,463 1,541,960
Others 311,190 360,318 11,813 10,389
3,713,785 3,480,415 1,775,276 1,552,349

6 OTHER NET INCOME
2018 2017
RMB’000 RMB’000
Government grants 59,454 59,117
Dividend income from available-for-sale equity securities - 2,219
Dividend income from equity securities not held for trading 2,938 -
Net foreign exchange loss (5,547) (18,435)
Net loss on disposal of property, plant and equipment (332) (511)
Others 8,372 15,839
64,885 58,229
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(Expressed in RMB unless otherwise indicated)

7 PROFIT BEFORE TAXATION

Profit before taxation is arrived at after charging:

(a)

(b)

Finance costs

2018 2017

RMB’000 RMB’000

Interest expenses 42,901 15,328
Less: interest expense capitalised into property, plant and

equipment 1,334 581

41,567 14,747

The borrowing costs have been capitalised at a rate of 4.76% per annum (2017: 4.19%).

Staff costs

2018 2017

RMB’000 RMB’000

Salaries, wages and other benefits 681,712 581,870
Contributions to defined contribution retirement plans (note) 78,639 63,406
Share-based payment arrangement (note 26) 149 -
760,500 645,276

Note:

Pursuant to the relevant labour rules and regulations in the PRC, the Company and its PRC subsidiaries
participated in defined contribution retirement schemes (the “PRC Schemes”) organised by the relevant local
government authorities for its employees. The Group is required to make contributions to the PRC Schemes
at 13% to 20% of average basic salaries of the employees in the cities where the Group operates. The local
government authorities are responsible for the entire pension obligations payable to retired employees.

In addition, the Company and some of its PRC subsidiaries have implemented a supplementary defined
contribution retirement scheme for the staffs on the voluntary basis. Under the scheme, the Company and its
PRC subsidiaries are required to make contributions to the PRC Schemes at 5% of average basic salaries of
the employees in the cities where the Group operates.

The Group has no other material obligation to make payments in respect of pension benefits associated with
these schemes other than the annual contributions and supplementary retirement plan described above.
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7 PROFIT BEFORE TAXATION (continued)

(c) Other items

2018 2017

(Note)

RMB’000 RMB’000

Depreciation (note 12) 153,419 138,676

Amortisation (note 13) 2,463 1,624
Impairment losses/(reversal)

— trade receivables (note 30(a)) 666 (2,234)

— deposits, prepayments and other receivables (56) (4,279)

— property, plant and equipment (note 12) 20,037 -

— intangible assets (note 13) 2,412 -

— goodwill (note 14) 11,488 -

Auditors’ remuneration

— audit and audit-related services 4,200 4,200

— non-audit services - 720

Operating lease charges: minimum lease payments 225,118 201,291

Note: The Group has initially applied IFRS 15 and IFRS 9 at January 1, 2018. Under the transition methods
chosen, comparative information is not restated. See note 2(c).
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8 INCOME TAX IN THE CONSOLIDATED STATEMENT OF PROFIT
OR LOSS

(@) Taxation in the consolidated statement of profit or loss represents:

2018 2017
RMB’000 RMB’000
Current tax - PRC corporate income tax
Provision for the year 112,257 114,828
Under-provision in respect of prior years 4,546 370
116,803 115,198
Current tax — Other regions
Provision for the year 19,555 33,648
Over-provision in respect of prior years - (73)
19,555 SIS
Deferred tax
Origination and reversal of temporary differences 2,964 (15,121)
139,322 133,652

M
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8 INCOME TAX IN THE CONSOLIDATED STATEMENT OF PROFIT
OR LOSS (Continued)

(b) Reconciliation between tax expense and accounting profit at applicable tax

rates:
2018 2017
RMB’000 RMB’000
Profit before taxation 507,605 537,574
Notional tax on profit before taxation, calculated
at the rates applicable to profits in the countries
concerned (note) 116,697 128,237
Tax effect of non-deductible expenses 1,747 2,935
Tax effect of non-taxable income (15,552) (1,974)
Tax effect of unused tax losses not recognised 33,995 14,962
Tax effect of temporary differences not recognised 8,514 (324)
Tax effect of use of tax losses in prior years (10,625) (5,481)
Under-provision in respect of prior years 4,546 297
Actual tax expense 139,322 133,652

Note:

The Company and its PRC subsidiaries are mainly subject to standard PRC corporate income tax rate of
25% (2017: 25%).

Two subsidiaries incorporated in the British Virgin Islands are not subject to any income tax
pursuant to the rules and regulations of their respective countries of incorporation. Three
subsidiaries of the Group are incorporated and carried out business in Hong Kong and are
subject to Hong Kong Profits Tax at 16.5%. One subsidiary of the Group is incorporated and
carried out business in Macau and is subject to Macau Profits Tax at 12%. Taxation for overseas
subsidiaries is charged at the appropriate current rates of taxation ruling in the relevant countries.

i
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DIRECTORS’ AND SUPERVISORS’ EMOLUMENTS

Directors’ emoluments disclosed pursuant to section 383(1) of the Hong Kong Companies Ordinance

and Part 2 of the Companies (Disclosure of Information about Benefits of Directors) Regulation are as

follows:

Year ended December 31, 2018

Directors’ and Salaries, Retirement
supervisors’ allowances and  Discretionary scheme
fees benefits in kind bonuses  contributions Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Executive directors
Mr. Xu Niansha - - - - -
Mr. Zhang Xi - - - - -
Mr. Jiang Yingchun - 509 1,484 105 2,098
Mr. Hu Jiaquan - 504 1,347 105 1,956
Non-executive directors
Mr. Wang Lin (note i) - - - - -
Mr. Wang Keling - - - - -
Mr. Huang Geming (note ii) - - - - -
Independent non-executive
directors

Mr. Li Bogian 121 - - - 121
Mr. Yip Wai Ming 121 - - - 121
Ms. Li Xiaohui 121 - - - 121
Supervisor
Mr. Wang Fugiang - 299 330 83 712
Mr. Chen Yuwen - - - - -
Mr. Hou Hongxiang (note iii) - - - - -

363 1,312 3,161 293 5,129
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(Expressed in RMB unless otherwise indicated)

9 DIRECTORS’ AND SUPERVISORS’ EMOLUMENTS (continued)

Year ended December 31, 2017

Salaries, Retirement
Directors’ and  allowances and Discretionary scheme
supervisors’ fees  benefits in kind bonuses contributions Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Executive directors
Mr. Xu Niansha - - - - -
Mr. Zhang Xi = = = = =
Mr. Jiang Yingchun - 503 1,056 103 1,662
Mr. Hu Jiaquan - 491 362 96 949
Non-executive directors
Mr. Wang Lin - - - - -
Mr. Wang Keling = = = = =
Independent non-executive
directors
Mr. Li Bogian 121 - - - 121
Mr. Yip Wai Ming 121 - - - 121
Ms. Li Xiaohui 121 = = - 121
Supervisor
Mr. Wang Fugiang = 293 320 7 690
Mr. Chen Yuwen - - - - -
Mr. Huang Geming = = = = =
363 1,287 1,738 276 3,664

Notes:

i Mr. Wang Lin tendered his resignation as the non-executive director of the Company with effect from June
28, 2018.

ii: Mr. Huang Geming was appointed as the non-executive director of the Company with effect from June 28,
2018.

iii: Mr. Hou Hongxiang was appointed as the supervisor on June 28, 2018, when the term of office of supervisor
Mr. Huang Geming expired.

No emoluments were paid by the Group to the directors during the year in connection with their
retirement from employment or compensation for loss of office with the Group, or inducement to join.
There was no arrangement under which a director waived or agreed to waive any emoluments during
the year.
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Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

INDIVIDUALS WITH HIGHEST EMOLUMENTS

The number of directors and non-directors included in the five highest paid individuals for the years
ended December 31, 2018 and 2017 are set forth below:

2018 2017

Number of Number of

individuals individuals

Non-directors 5 5

The emoluments of the directors are disclosed in note 9. The aggregate of the emoluments in respect of
the remaining highest paid individuals are as follows:

2018 2017

RMB’000 RMB’000

Salaries and other emoluments 8,119 6,438
Discretionary bonuses 8,130 7,123
Contributions to defined contribution retirement plans 312 372
16,561 13,933

The emoluments of the above individuals with the highest emoluments are within the following bands:

2018 2017

Number of Number of

Individuals individuals

HKD2,000,001 to HKD2,500,000 - 1
HKD2,500,001 to HKD3,000,000 - 1
HKD3,000,001 to HKDS3,500,000 3 1
HKD3,500,001 to HKD4,000,000 1 -
HKD4,000,001 to HKD4,500,000 - 2
HKD5,000,001 to HKD5,500,000 1 -

For the years ended December 31, 2018 and 2017, no emoluments were paid by the Group to the five
highest paid individuals as an inducement to join or upon joining the Group or as compensation for loss
of office.
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11 EARNINGS PER SHARE

(@) Basic earnings per share

The calculation of basic earnings per share is based on profit attributable to ordinary equity
shareholders of the Company of RMB241,992,000 for the year ended December 31, 2018 (2017:
RMB256,171,000) and the weighted average number of ordinary shares in issue during the year,
calculated as follows:

Weighted average number of ordinary shares

2018 2017

No. of shares No. of shares

Ordinary shares issued at January 1 246,316,000 246,316,000

Effect of issuance of shares - =
Weighted average number of ordinary shares

at December 31 246,316,000 246,316,000

(b) Diluted earnings per share

The Company did not have any potential dilutive shares throughout the years of 2018 and 2017.
Accordingly, diluted earnings per share is the same as the basic earnings per share.
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(Expressed in RMB unless otherwise indicated)

PROPERTY, PLANT AND EQUIPMENT

Land, Furniture,
Leasehold  buildings and fixtures and ~ Construction
improvements structures Equipment Motor vehicles others in progress Total
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000

Cost:
At January 1, 2017 524,534 44,016 269,717 42,536 56,726 84,808 1,022,337
Addtions 26,927 - 2,693 6,715 4,505 142,537 183,377
Business combination 86,075 - 26,576 - 4,162 16,392 133,205
Transfer from construction in progress 12,275 - 40,09 - 2,698 (115,068) -
Disposals - - (2,287) (2,573 (441) - (5,251)
At December 31, 2017 709,811 44,016 336,844 46,678 67,650 128,669 1,333,668
Addttions 16,294 - 1,817 5,349 6,996 145,680 175,136
Transfer from construction in progress 126,243 - 86,240 - 2,390 (212,873) -
Disposals (496) - (1,356) (1,600) (1,624) - (5,076)
At December 31, 2018 849,852 44,016 422,545 50,427 75,412 61,476 1,503,728
Accumulated depreciation:
At January 1, 2017 (169,059) (13,700) (122,262) (21,365) (30,956) - (357,332)
Charge for the year (72,579) (1,394) (48,314) (4,017) (7.312) - (133,676)
Business combination (14,274) - (11,743) - (2,293) - (28,310)
Written back on disposals - - 2,226 2,316 43 - 4,955
At December 31, 2017 (255,912) (15,094) (180,083) (23,066) (40,208) - (614,369)
Charge for the year (83,129) (1,394) (65,279) (4,442) (9,175) - (153,419)
Written back on disposals 481 = 1,141 1,363 1,200 = 4,185
At December 31, 2018 (338,560) (16,488) (234,221) (26,145) (48,183) - (663,597)
Impairment:
At January 1, 2017 and December 31, 2017 - - - - - - -
Impairment losses recognised (16,165) - (3,852) - (20) - (20,037)
At December 31, 2018 (16,165) - (3,852) - (20) - (20,037)
Net book value:
At December 31, 2018 495,127 21,528 184,472 24,082 27,209 61,476 820,094
At December 31, 2017 453,899 28,922 156,761 23,612 21,442 128,669 819,306

Note: The Group determines whether there are indicators for impairment of property, plant and equipment at the
end of each reporting period. For the year ended December 31, 2018, there are dispute of lease terms
between three cinemas and the lessor, which lead to these cinemas not under normal operation. The Group
assessed the recoverable amounts of those property, plant and equipment of these subsidiaries and as a
result the carry amount of those of property, plant and equipment was written down to their recoverable
amount of RMB1,715,000. An impairment loss of RMB20,037,000 was recognised as “Administrative
expenses”. The estimates of recoverable amount of leasehold improvement, equipment and furniture, fixture
and others were based on the fair values of the relevant fixed assets less costs of disposal, using market

comparison approach by reference to recent sales price of similar assets within the same industry.

Construction in progress mainly represents cinemas under construction which are not ready for its

intended use at the end of the reporting period.
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13 INTANGIBLE ASSETS

Right to use

Software the brands Total
RMB’000 RMB’000 RMB’000
Cost:
At January 1, 2017 - - -
Additions 4,000 - 4,000
Business combination - 28,775 28,775
At December 31, 2017 4,000 28,775 32,775
Additions 5,430 - 5,430
AtDecember31,2018 0430 28775 38205
Accumulated amortisation and impairment:
At January 1, 2017 - - -
Charge for the year (83) (1,491) (1,524)
I B3y e (1,524)
Charge for the year (435) (2,028) (2,463)
it becemoer el Zove o Wew o sl e
Impairment:
At January 1, 2017 and December 31, 2017 - - -
Impairment losses recognised - (2,412) (2,412)
At December 31, 2018 - (2,412) (2,412)
Net book value:
At December 31, 2018 8,962 22,844 31,806
At December 31, 2017 3,967 27,284 31,251

Note: The Group determines whether there are indicators for impairment of intangible assets at the end of each
reporting period. For the year ended December 31, 2018, there are dispute of lease terms between one
cinema and the lessor, which lead to the cinema not under normal operation. The right to use the brands
and the related goodwill (note 14) were raised from acquisition of Xingxing Entertainment in 2017. The
Group assessed the recoverable amounts of the intangible assets and goodwill were written down to their
recoverable amount of zero. An impairment loss of RMB2,412,000 and RMB11,488,000 (note 14) were
recognised as “Administrative expenses”.

The amortisation charge for the year is included in “Administrative expenses” in the consolidated
statement of profit or loss.
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(Expressed in RMB unless otherwise indicated)

GOODWILL

RMB'000
Cost:
At January 1, 2017, December 31, 2017 and December 31, 2018 173,380
Accumulated impairment losses:
HiE ey 1, 2970, Desermeer &, 2017 Bnel vy U, dener -
Impairment loss (11,488)
At December 31, 2018 (11,488)
Carrying amount:
At December 31, 2018 161,892
At December 31, 2017 173,380

Impairment testing on goodwill

For the purposes of impairment testing, goodwill has been allocated to the cash-generating units (“CGUs”)
of the related segments as follows:

2018 2017
RMB’000 RMB’000

Cinema investment and management:
— XingX Entertainment 161,892 173,380

The recoverable amounts of these CGUs have been determined based on value-in-use calculations.
These calculations use cash flow projections based on financial budgets approved by management
covering a five-year period. Cash flows beyond the five-year period are extrapolated using an estimated
weighted average growth rate of 3%. The growth rates used do not exceed the long-term average
growth rates for the business in which the CGU operates. The cash flows are discounted using discount
rates ranging from 12.3% to 17.0%. The discount rates used are pre-tax and reflect specific risks
relating to the relevant segments. Except for CGU in the case of impairment in accordance with note
18, no impairment loss was recognised during the year ended December 31, 2018.
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15

INVESTMENTS IN SUBSIDIARIES

Company
2018 2017
RMB’000 RMB’000
Unlisted shares, at cost 940,220 885,220
Less: impairment loss - -
940,220 885,220

As at December 31, 2018, the subsidiaries of the Company are listed as follows:

Proportion of ownership interest

Place and date of Group’s
incorporation and  Paid up capital/  effective Held by the Held by a

Name of company operation registered capital interest  Company subsidiary  Principal Activities

Beijing Poly Theatre Management ~ The PRC RMB100,000,000 100% 100% - Theatre operation
Corporation Limited (‘Beiing ~ October 10, 2003 management
Poly Theatre”)

FRRAERERERAR

Beijing Poly Performing Arts The PRC RMB25,000,000 100% = 100%  Theatre performance
Corporation Limited April 24, 2008 and agent services
EREFELERAR

Beijing Poly Forbidden City The PRC RMB2,000,000 51% = 51%  Theatre operation
Theatre Management May 10, 2004 management
Corporation Limited
ERRNERBERERER
A7)

Shanghai Oriental Art The PRC RMB15,000,000 51% = 51%  Art center operation
Center Management March 31, 2004 management
Corporation Limited
FERABHTLERER
A7)

Dongguan Poly Yulan Grand The PRC RMB2,000,000 100% - 100%  Theatre operation
Theatre Management November 24, 2005 management
Corporation Limited
REMRHERABREE
BRAT

Wuhan Qintai Grand The PRC RMB3,000,000 51% - 51%  Theatre operation

Theatre Management
Corporation Limited
REEAARIRERARAT

B EO

June 22, 2007
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INVESTMENTS IN SUBSIDIARIES (continued)

Proportion of ownership interest

Place and date of Group’s
incorporation and  Paid up capital/  effective Held by the Held by a

Name of company operation registered capital interest  Company subsidiary  Principal Activities

Shenzhen Poly Theatre The PRC RMB2,000,000 49% - 49%  Theatre operation
Performance Corporation August 15, 2007 management
Limited (note i)

AMITRABRELEEER
A7l

Henan Poly Art The PRC RMB3,000,000 100% = 100%  Art center operation
Center Management September 12, 2008 management
Corporation Limited
MERNEGTLERER
A7)

Yantai Poly Grand The PRC RMB3,000,000 100% = 100%  Theatre operation
Theatre Management May 19, 2009 management
Corporation Limited
EETRFABIRERER
A7)

Huizhou Poly Culture and The PRC RMB2,000,000 100% - 100%  Art center operation
Arts Center Management May 20, 2009 management
Corporation Limited
BMTRA B L ER
BRAF

Changzhou Poly Grand The PRC RMB2,000,000 51% = 51%  Theatre operation
Theatre Management May 26, 2009 management
Corporation Limited
EMTRFAEIR ERER
Ad]

Chongaing Poly The PRC RMB6,000,000 66.67% - 66.67%  Theatre operation
Theatre Management July 20, 2009 management
Corporation Limited
ERMRNEIRERERAR

Taizhou Poly Grand The PRC RMB2,000,000 51% - 51%  Theatre operation
Theatre Management July 31, 2009 management
Corporation Limited
FNTRNABRERRR
An]

Wenzhou Poly Grand The PRC RMB2,000,000 100% = 100%  Theatre operation
Theatre Management September 9, 2009 management

Corporation Limited

BMNFNARREEARAT
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15

INVESTMENTS IN SUBSIDIARIES (continued)

Proportion of ownership interest

Place and date of Group’s
incorporation and  Paid up capital/  effective Held by the Held by a

Name of company operation registered capital interest  Company subsidiary  Principal Activities

Hefei Poly Grand The PRC RMB2,000,000 100% - 100%  Theatre operation
Theatre Management September 28, 2009 management
Corporation Limited
AERNARIRERERAR

Poly (Beijing) Theatre The PRC RMB3,000,000 100% - 100%  Engineering and
Construction Engineering October 28, 2002 technology
Consulting Corporation management
Limited consulting
A (b 7) Blfe Rk Tieeks
BRAT

Ma’anshan Poly Grand The PRC RMB3,921,600 51% - 51%  Theatre operation
Theatre Management July 22, 2010 management
Corporation Limited
SRITRIASRERER
A7)

Lishui Poly Grand The PRC RMB2,000,000 100% - 100%  Theatre operation
Theatre Management December 29, 2010 management
Corporation Limited
BKRNARIR ERERAR

Qingdao Grand The PRC RMB10,000,000 51% = 51%  Theatre operation
Theatre Management August 27, 2010 management
Corporation Limited
FEAERERAR AR

Hohhot Poly The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management March 14, 2011 management
Corporation Limited
HAEERIBIRERAR
A7)

Poly Advertisement The PRC RMB1,000,000 100% = 100%  Advertisement agency
Corporation Limited May 16, 2001
RABEBRAT

Zhangjiagang Poly Grand The PRC RMB3,000,000 51% - 51%  Theatre operation

Theatre Management

Corporation Limited

FxemrrARREE

ARRA

B EO
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INVESTMENTS IN SUBSIDIARIES (continued)

Proportion of ownership interest

Place and date of

(Expressed in RMB unless otherwise indicated)

Group’s

incorporation and  Paid up capital/  effective Held by the Held by a

Name of company operation registered capital interest  Company subsidiary  Principal Activities

Yichun Poly Grand The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management December 22, 2011 management
Corporation Limited
HEMRAASRER
BRAF

Wuxi Grand Theatre The PRC RMB5,000,000 60% - 60%  Theatre operation
Poly Management January 17, 2012 management
Corporation Limited
EHABIRRNERERAR

Yingkou Bayuguan Poly Grand The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management May 16, 2012 management
Corporation Limited
20 miRABRRNARR
BERARAR

Dongguan Poly Culture The PRC RMB2,000,000 100% - 100%  Performance and
Performing Group April 20, 2012 brokerage
Corporation Limited
RERNUEEEFRAR

Kunshan Poly Grand The PRC RMB3,000,000 51% - 51%  Theatre operation
Theatre Management July 19, 2012 management
Corporation Limited
RUTRANABIREEER
A7

Ji'an Poly Grand The PRC RMB2,000,000 100% - 100%  Theatre operation
Theatre Management August 3, 2012 management
Corporation Limited
aRTRFABRERER
A7)

Changshu Poly Grand The PRC RMB2,000,000 100% - 100%  Theatre operation
Theatre Management November 19, 2012 management
Corporation Limited
EANMRNARRERER
A7)

Ningbo Culture Square Poly The PRC RMB3,000,000 51% - 51%  Theatre operation

Grand Theatre Management
Corporation Limited

B EGRNARRERE
BRAT

January 14, 2013

management

L Bs )
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Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

15 INVESTMENTS IN SUBSIDIARIES (continued)

Proportion of ownership interest

Place and date of Group’s
incorporation and  Paid up capital/  effective Held by the Held by a

Name of company operation registered capital interest  Company subsidiary  Principal Activities

Handan Poly Grand The PRC RMB3,000,000 51% = 51%  Theatre operation
Theatre Management January 14, 2013 management
Corporation Limited
HETRFABIREEER
Al

Dalian Poly Theatre Management ~ The PRC RMB3,000,000 100% - 100%  Theatre operation
Gorporation Limited February 16, 2013 management
AERFERERERAR

Shanxi Poly Grand The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management May 31, 2013 management
Corporation Limited
WERTI KB ERERAR

Shanghai Poly Grand The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management August 8, 2013 management
Corporation Limited
FRRFABIRERERAR

Weifang Poly Grand The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management August 30, 2013 management
Corporation Limited
ESTRFABIRERER
A7)

Zhoushan Putuo Poly The PRC RMB3,000,000 100% - 100%  Theatre operation
Grand Theatre Management — November 21, 2013 management
Corporation Limited
Ml ERREFASRER
BRAF

Weihai Poly Grand The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management December 2, 2013 management
Corporation Limited
HETRFNABREEERA
al

Nanjing Poly Grand The PRC RMB3,000,000 100% = 100%  Theatre operation
Theatre Management March 26, 2014 management
Corporation Limited
HRRFABIR ERERAR

Yi Xing Poly Grand The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management April 17, 2014 management

Corporation Limited
EETRIABRERER

N

| Rofol
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(Expressed in RMB unless otherwise indicated)

15 INVESTMENTS IN SUBSIDIARIES (continued)

Proportion of ownership interest

Place and date of Group’s
incorporation and  Paid up capital/  effective Held by the Held by a

Name of company operation registered capital interest  Company subsidiary  Principal Activities

Xiamen Poly The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management June 20, 2014 management
Corporation Limited
EFRFBRERERAR

Shenyang Poly Grand The PRC RMB5,000,000 100% - 100%  Theatre operation
Theatre Management October 27, 2014 management
Corporation Limited
EHRNARRERERAR

Huanggang Poly Grand The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management March 06, 2015 management
Corporation Limited
ERRNAERERERAR

Chongging Nan'an Poly The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management March 27, 2015 management
Corporation Limited
BRTHRFRRNERER
BRAF

Changsha Poly concert The PRC RMB3,000,000 100% - 100%  Theatre operation
hall Management August 27, 2015 management
Corporation Limited
RORHELEERERAA

Zhuhai Chengjian Poly Grand The PRC RMB5,000,000 51% - 51%  Theatre operation
Theatre Management November 27, 2015 management
Corporation Limited
FEHRRTIAE R ERER
A7l

Tangshan Poly Grand The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management April 04, 2016 management
Corporation Limited
BLTRAAERERER
An]

Huaian Poly Grand The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management April 27, 2016 management

Corporation Limited
ELTRFABREREER

A

il O
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(Expressed in RMB unless otherwise indicated)

15

INVESTMENTS IN SUBSIDIARIES (continued)

Proportion of ownership interest

Place and date of Group’s
incorporation and  Paid up capital/  effective Held by the Held by a

Name of company operation registered capital interest  Company subsidiary  Principal Activities

Zhuzhou Poly Grand The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management September 02, 2016 management
Corporation Limited
HHRTIRBIR E R ERAR

Beijing Poly Ticket Development  The PRC RMB19,100,000 51% - 51%  Ticket agency
Corporation Limited. November 23, 2016
FRRANEBERERAA

Suzhou Poly Grand The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management January 11, 2017 management
Corporation Limited
EMRNARIRERERAR

Zhuji Poly Grand The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management January 13, 2017 management
Corporation Limited
FERNAERERERAR

Changsha meixihu Poly Grand The PRC RMB3,000,000 60% - 60%  Theatre operation
Theatre Management April 17, 2017 management
Corporation Limited
ROBEHRFIABRER
BRAF

Qianjiang Poly Grand The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management February 13, 2017 management
Corporation Limited
LRI RERERERAT

Liaocheng Poly Grand The PRC RMB2,000,000 100% - 100%  Theatre operation
Theatre Management June 5, 2017 management
Corporation Limited
WEmRANARIRERER
A7

Guangxi Poly The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management May 3, 2017 management

Corporation Limited
ERRFERERERAR

Qo]
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Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

INVESTMENTS IN SUBSIDIARIES (continued)

Proportion of ownership interest

Place and date of Group’s
incorporation and  Paid up capital/  effective Held by the Held by a

Name of company operation registered capital interest  Company subsidiary  Principal Activities

Tianjin Poly Theatre Management ~ The PRC RMB8,000,000 100% - 100%  Theatre operation
Corporation Limited November 14, 2017 management
RERFERERERAR

Poly Shangyuewan (Shanghai) The PRC RMB15,000,000 51% - 51%  Theatre operation
Theatre Management November 7, 2017 management
Corporation Limited
RAEE (18) Bl ER
BRAF

Cixi Poly Grand The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management October 20, 2017 management
Corporation Limited
BERNABIGERERAR

Bingzhou Poly Grand The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management January 23, 2018 management
Corporation Limited
BMRTIREIR ERERAR

Hengshui Poly Grand The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management April 20, 2018 management
Corporation Limited
EKTRFABIRERER
A7)

Zoucheng Poly The PRC RMB3,000,000 100% - 100%  Theatre operation
Theatre Management May 11, 2018 management
Corporation Limited
PHRNE R ERBRAT

Fuzhou Poly The PRC RMBS5,000,000 100% - 100%  Theatre operation
Theatre Management August 2, 2018 management
Corporation Limited
BNRAEREEERAR

Lianyungang Poly Runke The PRC RMB3,000,000 60% - 60%  Theatre operation
Grand Theatre Management  December 27, 2017 management
Corporation Limited
EZRRFENARRERE
BAR]

Beijing Poly International Auction  The PRC RMB10,000,000 55% 55% - Auction business
Corporation Limited July 14, 2005

IRFNERAERRAR

L Jofs]
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(Expressed in RMB unless otherwise indicated)

15 INVESTMENTS IN SUBSIDIARIES (continued)

Place and date of
incorporation and

Paid up capital/

Proportion of ownership interest

Group’s

effective Held by the Held by a

Name of company operation registered capital interest  Company subsidiary  Principal Activities
Xiamen Poly International Auction  The PRC RMB10,000,000 28.05% - 51%  Auction business
Corporation Limited July 31, 2014
fRH (EP)ERHERR
R7]
Shandong Poly International The PRC RMB10,000,000 28.05% - 51%  Auction business
Augction Corporation Limited January 06, 2015
/A (LR) BRHEERAF
Kangoo overseas Ltd. British Virgin Islands 1 share of US$1 55% - 100%  Auction agency
FRERELAH February 22, 2002 each of overseas art
collection
Shanghai Huayi Poly International ~ The PRC RMB10,000,000 22% - 40%  Auction business
Auction Corporation Limited January 1, 2017
(“Shanghai Huayi") (note i)
RFE (L8) HEBRAR
Yiwu Yitong Logistics The PRC RMB10,000,000 55% - 100%  Cargo transportation
Corporation Limited July 24, 2018 business; art
ERERMARRAR exchange activities
Yiwu Poly Art Development The PRC RMB10,000,000 55% - 100%  Auction business
Corporation Limited July 24, 2018
RANBESEMERARAR
Poly Auction Guangdong The PRC RMB30,000,000 62.05% 62.05% - Auction of moveable
Corporation Limited November 20, 2003 property, real
BRRIAEERAA estate, intangible
assets and artworks
Guangdong Poly The PRC RMB10,000,000 62.05% - 100%  Asset management,
Assets Management December 24, 2010 acquisition,
Corporation Limited disposition,
BRRTEEERARAR restructuring and
related consulting
business services
(except for
financial trust and
management)
Beijing Poly Art Centre The PRC March 16,  RMB300,000,000 100% 100% - Sale of cultural relics
Corporation Limited (‘Poly Art 2007 and artworks
Centre’) L RRFIZ TR LE (except for auction)
NG
Beijing Poly Contemporary The PRC RMB10,000,000 51% - 51%  Artinvestment

Art Corporation Limited
ERFHNEREMARAR

Qo]

January 24, 2014

management and
consulting
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Notes to the Financial Statements

INVESTMENTS IN SUBSIDIARIES (continued)

Proportion of ownership interest

(Expressed in RMB unless otherwise indicated)

Place and date of Group’s
incorporation and  Paid up capital/  effective Held by the Held by a
Name of company operation registered capital interest  Company subsidiary  Principal Activities
Guizhou Poly The PRC RMB2,000,000 51% - 51%  Artinvestment
Culture Development April 10, 2014 management and
Corporation Limited consulting
EMEARRERAT
Winteam Culture & Art Holding British Virgin Islands 50,000 shares of 100% - 100%  Art consulting
Corporation Limited December 12, 2014 US$1 each
B ENERERAR
Poly Art Center North Canada Vancouver 100 shares of CA$1 80% - 80%  Art exhibition
America Limited QOctober 27, 2016 each
RAEMR LI ERT
Hong Kong Poly Art Centre Hong Kong 50,000 shares of 100% = 100%  Sale of cultural relics
Corporation Limited December 30, 2014 US$1 each and artworks
BERNE P LOERAT (except for auction)
Beijing Poly Art The PRC RMB10,000,000 80% 80% - Artinvestment
Investment Management July 29, 2010 management and
Corporation Limited consulting
FRRNEMREERER
A7)
Poly Auction Hong Kong 70,000,000 shares 55% 38.50% 30%  Auction business
(Hong Kong) Limited Qctober 30, 2012 of HK$1 each
RABAHEERAR
Poly Auction Macau Limited Macau MOPO/ 28.05% = 51%  Auction business
RANRFIHHEARAR December 18,2015 MOP20,000,000
Poly Film Investment Corporation  The PRC RMB300,000,000 100% 100% - Entertainment content
Limited (‘Poly Fiim’) August 19, 2002 production,
RAZEREERAA SioEHE, &
distribution; film
screening, snacks
retailing (imited
to branches of
business)
Beijing Poly Wanyuan Cinema The PRC RMB1,500,000 86.67% - 86.67%  Cinema operation

Corporation Limited

ERFNERZHBRAT

November 11, 2008

management

Qo))
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(Expressed in RMB unless otherwise indicated)

15 INVESTMENTS IN SUBSIDIARIES (continued)

Proportion of ownership interest

Place and date of Group’s
incorporation and  Paid up capital/  effective Held by the Held by a
Name of company operation registered capital interest  Company subsidiary  Principal Activities
Poly Boyi Culture Media (Beijing) ~ The PRC RMB960,000 100% - 100%  Photography related
Corporation Limited December 15, 1984 senvices
RABECER 0t7) BR
A7
Guangzhou Poly International The PRC RMB2,000,000 100% - 100%  Cinema operation
Cinema Corporation Limited December 9, 2011 management
EMRANERZHERAR
Shanghai Poly Cinema The PRC RMB2,000,000 100% - 100%  Cinema operation
Corporation Limited August 24, 2012 management
FRRFIFHARAR
Wuxi Poly Cinema The PRC RMB500,000 100% - 100%  Organisation, planning
Corporation Limited August 1, 2012 and Organising
BHRIER AR AR cultural and art
exchange activities;
cinema operation
management
Rizhao Poly Cinema The PRC RMB500,000 100% - 100%  Cinema operation
Corporation Limited November 16, 2012 management
BRMRAFZHBRAT
Shenzhen Poly International The PRC RMB500,000 100% - 100%  Cinema operation
Cinema Corporation Limited May 17, 2013 management
ATRFEEZHERAR
Shanghai Pudong Poly Cinema  The PRC RMB1,000,000 100% - 100%  Cinema operation
Corporation Limited December 6, 2013 management
HERRRFIFHERARA
Guiyang Poly Cinema The PRC RMB1,000,000 100% - 100%  Cinema operation
Corporation Limited April 4, 2014 management
EGRTFZHARAR
Nanjing Poly Cinema The PRC RMB1,000,000 100% - 100%  Cinema operation
Corporation Limited April 10, 2014 management
HRRAEHERAR
Shanghai Jiangchuan Poly The PRC RMB1,000,000 100% = 100%  Cinema operation
Cinema Corporation Limited ~June 5, 2014 management
DBTIRFIZHERAR
Chengdu Poly Cinema The PRC RMB1,000,000 100% - 100%  Cinema operation
Corporation Limited July 30, 2014 management
KEAMRFZ AR AR

Qoo
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Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

INVESTMENTS IN SUBSIDIARIES (continued)

Proportion of ownership interest

Place and date of Group’s
incorporation and  Paid up capital/  effective Held by the Held by a

Name of company operation registered capital interest  Company subsidiary  Principal Activities

Foshan Poly Cinema The PRC RMB1,000,000 100% - 100%  Cinema operation
Gorporation Limited October 23, 2014 management
FILRTIZAARAR

Kunming Poly Cinema The PRC RMB1,000,000 100% - 100%  Cinema operation
Corporation Limited April 24, 2014 management
BARNZHERAR

Suzhou Poly Cinema The PRC RMB1,000,000 100% - 100%  Cinema operation
Corporation Limited January 7, 2015 management
FMRTIZHARAR

Hefei Poly Cinema The PRC RMB1,000,000 100% - 100%  Cinema operation
Corporation Limited July 6, 2015 management
AERNZHER AR

Yixing Poly International The PRC RMB1,000,000 100% - 100%  Cinema operation
Ginema Corporation Limited November 16, 2016 management
HARNEBRZHERAA

Beijing Yongxing Poly The PRC RMB70,000,000 60% - 60%  Cinema operation
Cinema Corporation Limited February 3, 2016 management
FRRAKEZHERAR

Yangzhou Poly Cinema The PRC RMB1,000,000 100% - 100%  Cinema operation
Gorporation Limited April 27, 2016 management
BNRAZHAER AR

Hangzhou Poly Cinema The PRC RMB1,000,000 100% - 100%  Cinema operation
Corporation Limited January 25, 2016 management
MMRNZHER AR

Yangjiang Jiangcheng Poly The PRC RMB1,000,000 100% = 100%  Cinema operation
Ginema Corporation Limited July 04, 2016 management
BImLARRNZHER
A7

Xuzhou Poly Cinema The PRC RMB1,000,000 100% - 100%  Cinema operation
Corporation Limited June 27, 2016 management
EMRNZHER AR

Nanning Poly Cinema The PRC RMB1,000,000 100% = 100%  Cinema operation
Corporation Limited June 20, 2016 management
HERNZHARDA

Kunshan Poly Cinema The PRC RMB1,000,000 100% - 100%  Cinema operation
Corporation Limited January 3, 2017 management
BIRNZHER AR

Foshan XingX Entertainment The PRC RMB30,000,000 100% - 100%  Cinema operation

Corporation Limited
BlLmEE X ERERAR

December 24, 2008 management

Qo)
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(Expressed in RMB unless otherwise indicated)

Corporation Limited

BEEEFNARAR

Qo]

POLY CULTURE GROUP CORPORATION LIMITED

January 25, 2016

ANNUAL REPORT 2018

15 INVESTMENTS IN SUBSIDIARIES (continued)
Proportion of ownership interest
Place and date of Group’s
incorporation and  Paid up capital/  effective Held by the Held by a
Name of company operation registered capital interest  Company subsidiary  Principal Activities
Hubei XingX Hongji Cinema The PRC RMB10,000,000 55% = 55%  Cinema operation
Corporation Limited September 11, 2012 management
(“Hubei XingX’)
AL EERETMBRAR
Dongguan XingX Cinema The PRC RMB22,800,000/ 100% - 100%  Cinema operation
Corporation Limited August 5, 2013 RMB30,000,000 management
REERYMARARA
Yueyang XingX Happy The PRC RMB6,000,000 100% - 100%  Cinema operation
Cinema Management August 30, 2012 management
Corporation Limited
EHEERE TN EERH
BRAT
Nanning XingX Cinema The PRC RMB15,000,000 100% - 100%  Cinema operation
Investment & Management January 27, 2014 management
Corporation Limited
HEEEPNREERER
Al
Taizhou XingX Cinema The PRC RMB2,000,000 100% - 100%  Cinema operation
Corporation Limited February 3, 2015 management
AMEETRBRAR
Fushun XingX Cinema The PRC RMB1,000,000 100% - 100%  Cinema operation
Corporation Limited September 21, 2015 management
BIRERZHAB AT
Shijiazhuang XingX Cinema The PRC RMB3,000,000 100% - 100%  Cinema operation
Corporation Limited October 16, 2015 management
RFHEETHABRAR
Xuzhou XingX Cinema The PRC RMB2,000,000 100% - 100%  Cinema operation
Corporation Limited August 6, 2015 management
BNERZHAB AR
Xinyu XingX Cinema The PRC RMB1,000,000 100% - 100%  Cinema operation
Corporation Limited October 16, 2015 management
MREEFHERA
Tangshan XingX Cinema The PRC RMB3,000,000 100% - 100%  Cinema operation
Corporation Limited February 29, 2016 management
EWEEFHERAR
Baise XingX Cinema The PRC RMB1,000,000 100% - 100%  Cinema operation

management
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Notes to the Financial Statements

INVESTMENTS IN SUBSIDIARIES (continued)

Proportion of ownership interest

Place and date of
incorporation and

Paid up capital/

(Expressed in RMB unless otherwise indicated)

Group’s

effective Held by the

Held by a

Name of company operation registered capital interest  Company subsidiary  Principal Activities

Taiyuan Poly Cinema The PRC RMB1,000,000 100% - 100%  Cinema operation
Corporation Limited June 21, 2017 management
KRRFFHARAR

Changsha Poly Cinema The PRC RMB1,000,000 100% - 100%  Cinema operation
Corporation Limited August 23, 2017 management
RORNZHERAR

Shenyang Poly Cinema The PRC RMB1,000,000 100% - 100%  Cinema operation
Corporation Limited September 29, 2017 management
BERIFZAARAR

Shanghai Sijing Poly Cinema The PRC RMB1,000,000 100% - 100%  Cinema operation
Corporation Limited May 7, 2018 management
FERSRFIZHERAR

Shanghai Tangzhen Poly Cinema  The PRC RMB1,000,000 100% - 100%  Cinema operation
Corporation Limited October 24, 2018 management
FREERNZMERAR

Poly Culture Hong Kong Hong Kong 70,000 shares of 100% 100% - Artbusiness and
Corporation Limited May 12, 2015 HK$1 each cultural related
RAXLBEABR AT activities

Poly Culture North America Canada 100 shares of 100% - 100%  Art business and
Investment Gorporation May 1, 2015 CA$1 each cultural related
Limited (“Poly North America”) activities
R EREBR AR

Shenzhen Poly Art The PRC RMB2,000,000 65% 65% - Consulting and
Plaza Management August 20, 2015 business operation
Corporation Limited management
ARNE MRS ELER
BRAF

Shenzhen Poly The PRC RMB2,000,000 65% 65% - Consulting and

Culture Development
Corporation Limited
AIRFUERBRAR

October 12, 2015

business operation
management

L Jofo
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(Expressed in RMB unless otherwise indicated)

15 INVESTMENTS IN SUBSIDIARIES (continued)

Proportion of ownership interest

Place and date of Group’s
incorporation and  Paid up capital/  effective Held by the Held by a
Name of company operation registered capital interest  Company subsidiary  Principal Activities
Beijing Poly Music The PRC RMB12,000,000 60% 40% 20%  Organising cultural
Art Development August 7, 2015 exchange activities;
Corporation Limited music and dance
GRRTISLEMERER training; musical
Al instruments and
stationery sales;
performance
brokerage
Poly Ronghe Financial Leasing The PRC RMB200,000,000 60% 60% - Financing and leasing
Corporation Limited May 26, 2016 business
(‘Poly Ronghe’)

FNBAREREARAT

The English translation of the company names for entities established in the PRC is for reference only.
The official names of the companies established in the PRC are in Chinese.

Notes:

i The Company agreed with the shareholder who held in total 45% of ownership and voting power of Shenzhen
Poly Theatre Performance Corporation Limited, that shareholder would follow the vote of the Company on
all key decision making including but not limited to financial and operational decisions. Hence, the Company
had control over Shenzhen Poly Theatre Performance Corporation Limited and classified its investment in
Shenzhen Poly Theatre Performance Corporation Limited as investments in subsidiaries.

ii: The Company agreed with the shareholder who held in total 60% of ownership and voting power of Shanghai
Huayi, that shareholder would follow the vote of the Company on all key decision making including but not
limited to financial and operational decisions. Hence, the Company had control over Shanghai Huayi classified
its investment in Shanghai Huayi as investments in subsidiaries.

EHEO
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Notes to the Financial Statements

INVESTMENTS IN SUBSIDIARIES (continued)

(Expressed in RMB unless otherwise indicated)

The following table lists out the information relating to Beijing Poly International Auction Corporation

Limited (“Beijing Auction”), the subsidiary of the Group, which has material non-controlling interest (NCI).

The summarised financial information presented below represents the financial statements of Beijing

Auction before any inter-group elimination with other subsidiaries of the Group.

2018 2017

RMB’000 RMB’000

NCI percentage 45% 45%
Current assets 2,231,987 2,459,667
Non-current assets 73,840 81,055
Current liabilities (1,843,780) (1,987,777)
Non-current liabilities (4,729) -
Net assets 457,318 602,945
Carrying amount of NCI 205,793 271,325
Revenue 440,803 410,821
Profit for the year 104,374 111,976
Total comprehensive income 104,374 111,976
Profit allocated to NCI 46,968 50,389
Dividend paid to NCI 112,500 —
Cash flows (used in)/generated from operating activities (185,663) 157,850
Cash flows generated from/(used in) investing activities 119,082 (286,489)
Cash flows (used in)/generated from financing activities (265,765) 223,506

N
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(Expressed in RMB unless otherwise indicated)

16 INTEREST IN ASSOCIATES

The following list contains only the particulars of material associate, all of which are unlisted corporate
entities whose quoted market price is not available:

Proportion of
ownership interest

Particulars
Form of Place of of issued Group’s Held by
business incorporation  and paid up effective the  Heldbya  Principal
Name of associate structure and business capital interest Company  subsidiary  activity
Yixing Chengdong Cultural Incorporated  The PRC RMB10,000,000 50% 5% - Real estate
Tourism Investment development
Development Corporation
Limited. (“Yixing
Chengdong’) (note)
ERRRULIRERE
FEEREMEAT

Note: The Company established Yixing Chengdong with Rongsheng Real Estate Development Co., Ltd. in 2014.

All of the above associates are accounted for using the equity method in the consolidated financial
statements.
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Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

INTEREST IN ASSOCIATES (continued)

Summarised financial information of the material associates, adjusted for any differences in accounting
policies, and reconciled to the carrying amounts in the consolidated financial statements, are disclosed
below:

Yixing Chengdong

2018 2017
RMB’000 RMB’000

Gross amounts of the associates’
Current assets 886,157 1,389,670
Non-current assets 385 596
Current liabilities 775,764 1,411,958
Non-current liabilities - =
Equity 110,778 (21,692)
Revenue 857,753 -
Profit from continuing operations 132,470 (9,455)

Other comprehensive income - -
Total comprehensive income 132,470 (9,455)
Dividend received from the associate - -

Reconciled to the group’s interests in the associates

Gross amounts of net assets of the associate 110,778 (21,692)
Group’s effective interest 50% 50%
Group’s share of net assets of the associate 55,389 (10,846)
Goodwill - -
Carrying amount in the consolidated financial statements 55,389 -

Share of profits less losses of associates in 2018 is RMB51,049,000, which mainly attributes to the
share of profit of Yixing Chengdong.

N
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(Expressed in RMB unless otherwise indicated)

16 INTEREST IN ASSOCIATES (continued)

Aggregate information of associates that are not individually material:

2018 2017
RMB’000 RMB’000
Aggregate carrying amount of individually immaterial

associates in the consolidated financial statements 186,995 17,307

Aggregate amounts of the group’s share of those associates’
Profit from continuing operations (4,340) (637)
Other comprehensive income - -
Total comprehensive income (4,340) (637)

17 INTEREST IN JOINT VENTURES

2018 2017
RMB’000 RMB’000
Unlisted shares, at cost 529,926 529,926
Share of profits, net of dividends (13,653) (21,873)
Total 516,273 508,053
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Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

INTEREST IN JOINT VENTURES (Continued)

The following list contains the particulars of joint ventures, all of which are unlisted corporate entities
whose quoted market price are not available:

Proportion of
ownership interest

Form of Place of Group’s
business incorporation effective Held by the

Name of joint venture structure and operation interest  Company  Principal activities

Shenzhen Hua Xi culture Plaza Investment Incorporated ~ The PRC 50% 50%  Investment holding
Development Corporation Limited
RMIEEBSREERERDA

Guilin Poly Cutture Investment Development Incorporated ~ The PRC 50% 50%  Culture investment and
Corporation Limited consulting services
BRI REERERAR

Anyang Bao Xin Property Corporation Limited Incorporated  The PRC 25% - Real estate development
ZHREEZFERAR and sales

Beijing Eastern Poly Culture and Art Corporation Incorporated  The PRC 64% - Culture consulting
Limited (“Eastern Poly”) (note (i)) services
EREARMXAEHERAR

Wuhan Xije XingX TianDi Cinema Corporation Incorporated ~ The PRC 51% - Cinema operation
Limited (note (ii)) management
REAREERMTHERAT

Xijie XingX (Tianjin) International Cinema Incorporated  The PRC 51% - Cinema operation
Corporation Limited (note (ii)) management
HREE (KF) ERERBRAT

Beijing Xijie XingX International Ginema Incorporated ~ The PRC 51% - Cinema operation
Corporation Limited (note (ii)) management
FRFRERERRZHARAR

Xijie XingX (Fushun) Cinema Corporation Incorporated  The PRC 51% - Cinema operation
Limited (note (i) management
FREE (IR FHARAT

Xijie XingX (Shanghai) Cinema Corporation Incorporated ~ The PRC 51% - Cinema operation
Limited (note (i) management
FHREE (U8 PHARAH

Zhongshan Xijie XingX Cinema Corporation Incorporated ~ The PRC 51% - Cinema operation
Limited (note (ii)) management
L ARERZHABR AR

Changsha Xijie XingX Ginema Corporation Incorporated  The PRC 51% - Cinema operation
Limited (note (i) management
ROFRGEEZHARLT

Nanjing XingX Rongsheng Cinema Corporation Incorporated ~ The PRC 60% - Cinema operation
Limited (note (ii)) management
AREERBEWARAR

Foshan XingX Xije Cinema Corporation Incorporated ~ The PRC 80% - Cinema operation
Limited (note (i) management

BILIEERERHNBRAA

The English translation of the company names for entities established in the PRC is for reference only.

POLY CULTURE GROUP CORPORATION LIMITED ANNUAL REPORT 2018

The official names of the companies established in the PRC are in Chinese.



Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

17 INTEREST IN JOINT VENTURES (continued)

Notes:

i On March 28, 2017, Poly Art Centre, wholly-owned subsidiary of the Group, entered into an equity transfer
agreement, pursuant to which Poly Art Centre acquired 30% interest in Eastern Poly from Beijing Eastern
Pacific Investment Management Corporation Limited and Beijing Taihedafang Investment and Development
Corporation Limited at the consideration of RMB3.4 million. Upon completion of the above transaction, Poly
Art Centre hold 64% equity interest in Eastern Poly. Pursuant to the articles of incorporation, Poly Art Centre
exercise joint control over Eastern Poly.

ii The joint venture was acquired through the acquisition of XingX Entertainment. In accordance with

agreements between the investors, the investors exercise joint control over the entities.

Summarised financial information of joint ventures, adjusted for any differences in accounting policies,
and a reconciliation to the carrying amount in the consolidated financial statements, are disclosed

below:
2018 2017
RMB’000 RMB’000
Profit from continuing operations 19,899 15,793
Total comprehensive income for the year 19,899 15,793

HEO
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Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

December 31, January 1, December 31,
2018 2018 2017
Notes RMB’000 RMB’000 RMB’000
Current
Financial assets measured at
amortised cost
— Loans granted under financing
arrangements (i)
— Within 1 year or on demand 1,569,685 1,699,113 1,699,113
— Loans to an associate 41,247 - -
— Loans to a joint venture 12,000 9,000 9,000
1,622,932 1,708,113 1,708,113
Non-current
Available-for-sale equity securities: - = 111,835
Financial assets measured at
amortised cost
— Loans granted under financing
arrangements (i)
— After 1 year but within 2 years 565,971 651,853 651,853
Financial assets measured at FVPL
— Equity securities not held for trading (i) 159,364 142,816 -
725,335 794,669 763,688
2,348,267 2,502,782 2,471,801

(i) In 2016, The Company entered into a Capital Increase Agreement with Poly Finance Company Limited (“Poly
Finance”), a related party, to acquire 5% of Poly Finance equity interest by cash injection. Unlisted equity
securities were reclassified to financial assets measured at FVPL upon the initial application of IFRS 9 at

January 1, 2018 (see note 2(c)(i)).

(i) Poly North America and Poly Ronghe granted term loans to third parties secured by works of art which bear

interest from 6.8% to 15% per annum.
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19 INVENTORIES

(@) Inventories in the statement of financial position comprise:

2018 2017

RMB’000 RMB’000

Antiques, works of art 1,564,367 1,430,111
Calligraphy, painting and sculptures 459,386 449,933
Small value items for resale 8,033 9,450
Low value materials 3,258 565
Drama rights 12,517 8,796
Film production 53,556 67,000
2,101,117 1,965,855

(b) The analysis of the amount of inventories recognised as an expense and
included in profit or loss is as follows:

2018 2017
RMB’000 RMB’000
Carrying amount of inventories sold 158,074 329,878
20 TRADE RECEIVABLES

2018 2017
RMB’000 RMB’000

Trade receivables for sale of goods and rendering of

services, net of credit loss allowance, due from

— related parties 3,088 2,949
— third parties 325,594 185,000
Financial assets measured at amortised cost 328,682 187,949

All trade receivables (net of credit loss allowance) of the Group are expected to be recovered within one
year.

B fe
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Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

TRADE RECEIVABLES (continued)

Ageing analysis

As of the end of the reporting period, the ageing analysis of trade receivables of the Group, based on

the invoice date and net of allowance for doubtful debts, is as follows:

2018 2017

RMB’000 RMB’000

Within 1 month 78,770 85,525
1 to 3 months 18,777 26,294
3 to 6 months 36,312 4,825
6 to 12 months 94,078 26,054
Over 1 year 100,745 45,251
328,682 187,949

Trade receivables are generally due immediately without credit or within a credit period of two months.

Further details on the Group’s credit policy are set out in note 30(a).

CONSIGNOR ADVANCES

Consignor advances are provided by the Group to certain collectors and art dealers with interest.

Advance is generally provided based on a percentage of auction reserve price.

As at December 31, 2018, 10.9% of the consignor advances was due from the largest debtor related to

art business and auction (2017: 19.9%).

Interest income from consignor advances is included in “Finance income”.

BHEO =
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(Expressed in RMB unless otherwise indicated)

22 DEPOSITS, PREPAYMENTS AND OTHER RECEIVABLES

2018 2017
RMB’000 RMB’000
Prepayments for auctioned artwork 774,458 704,704
Receivables for auctioned artwork 55,012 23,574
Rental deposits 24,631 23,666
Guarantee deposits 53,419 54,580
Interest receivables from consignor advances on auction artwork 89,437 76,319
Advances to staff for business related activities 13,445 15,915
Investment deposit 30,000 30,000
Investment in film production 89,125 21,100
Others 71,705 60,009
Financial assets measured at amortised cost 1,201,232 1,009,867
Prepayments for purchase of inventories 104,020 26,394
Prepayments for performance 31,596 25,724
Others 18,969 19,659
154,585 71,777
1,355,817 1,081,644
Less: allowance for doubtful debts (note) 1,543 1,605
Deposits, prepayments and other receivables, net of loss
allowance 1,354,274 1,080,039
Note: The movement in the allowance for doubtful debts during the year is as follows:
2018 2017
RMB’000 RMB’000
At January 1 1,605 2,933
Impairment loss recognised 103 263
Business combination - 2,951
Reversal of impairment loss (159) (4,542)
Uncollectible amounts written off (6) -
At December 31 1,543 1,605

- Rofol
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(Expressed in RMB unless otherwise indicated)

23 CASH AND CASH EQUIVALENTS AND OTHER CASH FLOW
INFORMATION

(@) Cash and cash equivalents comprise:

Cash and cash equivalents in the statements of financial position and cash flow statement

comprise:
2018 2017
RMB’000 RMB’000
Cash at bank and on hand 1,407,805 1,719,504

EOEH =
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(Expressed in RMB unless otherwise indicated)

23 CASH AND CASH EQUIVALENTS AND OTHER CASH FLOW
INFORMATION (continued)

(b) Reconciliation of profit before taxation to cash generated from operations:

2018 2017
Note RMB’000 RMB’000
Profit before taxation 507,605 537,574
Adjustments for:
Depreciation and amortisation 7(c) 155,882 135,200
Net loss on disposal of property, plant and equipment 6 332 511
Impairment loss/(reversal) on trade receivables 7(c) 666 (2,234)
Impairment loss/(reversal) on deposits, prepayments and
other receivables 7(c) (56) (4,279)
Impairment loss on property, plant and equipment 7(c) 20,037 -
Impairment loss of goodwill 7(c) 11,488 =
Impairment loss of Intangible assets 7(c) 2,412 -
Interest earned from consignor advances (46,891) (63,218)
Net foreign exchange loss/(gain) 69 (675)
Finance costs 7(a) 41,567 14,747
Amortisation of deferred revenue (17,139) (37,151)
Share of profits less losses of associates (51,049) 637
Share of profits less losses of joint ventures (8,220) (6,314)
Dividend income from available-for-sale equity securities 6 - (2,219)
Dividend income from equity securities not held for trading 6 (2,938) -
Changes in fair value of equity securities not held for
trading 6 (16,548) -
Changes in working capital:
Increase in inventories (135,262) (149,849)
Decrease/(increase) in trade receivables 141,400 (25,059)
Decrease/(increase) in loans granted under financing
arrangements 218,561 (1,399,555)
Increase in deposits, prepayments and other receivables (595,554) (289,936)
Decrease in long-term prepayments 226 226
Decrease in restricted cash 128,216 6,561
Increase in contract liabilities 497,448 -
(Decrease)/increase in trade and other payables (1,023,953) 706,677
Cash used in operations (171,701) (568,356)

o Ro e

POLY CULTURE GROUP CORPORATION LIMITED ANNUAL REPORT 2018



Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

23 CASH AND CASH EQUIVALENTS AND OTHER CASH FLOW
INFORMATION (continued)

(c) Reconciliation of liabilities arising from financing activities:

Borrowings
Borrowings from  Borrowings
from joint related from Interest
Bank loans ventures Bonds  Debentures party  associate payable Total

RMB'000  RMB'000  RMB'000  RMB'000  RMB’000  RMB'000  RMB'000  RMB'000
(Note 24)  (Note24)  (Note24)  (Note24)  (Note24)  (Note 24)  (Note 25)

At January 1, 2018 1,756,533 61,200 300,000 300,000 100,000 25106 2,942,839

Changes from financing cash

flows:
Proceeds from bank loans 2,351,664 - - - - - - 2,351,664
Repayment of hank loans (2,018,827) - - - - - - (2,018827)
Proceeds from issue of bond - - 700,000 - - - - 700,000
Repayment of issue of debentures - - - (300,000) - - - (300,000)
Repayment of borrowings from

related party - - - - (100,000) - - (100,000)
Proceeds from borrowings from

joint ventures - 15,590 - - - - - 15,590
Proceeds from borrowings from

assoclate - - - - - 20,000 - 20,000
Repayment of borrowings from

associate - - - - - (18,000) - (18,000)
Borrowing costs paid - - - - - - (37,401) (37,401)
Total changes from financing

cash flows 332,837 15,590 700,000 (300,000 (100,000) 2,000 (37,401) 613,026
Other changes:
Effect of foreign exchange rate

changes (749) - - - - - - (749)
Cost of sales - - - - - - (255) (255)
Interest expenses (note 7(a)) - - - - - - 41,567 41,567
Capitalised borrowing costs (note

7(a) - - - - - - 1,334 1,334
Total other changes (749) - - - - - 42,646 41,807
At December 31, 2018 2,088,621 76,790 1,000,000 - - 2,000 30,351 3,197,762

HOA
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(Expressed in RMB unless otherwise indicated)

23 CASH AND CASH EQUIVALENTS AND OTHER CASH FLOW
INFORMATION (Continued)

(c) Reconciliation of liabilities arising from financing activities: (Continued)

Borrowings Borrowings
from joint from related Interest
Bank loans  ventures Bonds Debentures party payable Total

RMB'000  RMB'000 RMB'000  RMB'000  RMB'000  RMB'000  RMB'000
(Note 24)  (Note 24)  (Note 24)  (Note 24)  (Note 24)  (Note 25)

At January 1, 2017 574,737 = = = = 8,951 583,688

Changes from financing cash flows:

Proceeds from bank loans 2,120,911 - - - - - 2,120,911

Repayment of hank loans (919,087) - - - - - (919,087)
Proceeds from issue of bond - - 300,000 - - - 300,000
Proceeds from issue of debentures - - - 300,000 - - 300,000
Proceeds from borrowings from related party - - - - 100,000 - 100,000
Borrowing costs paid - - - - - (25,284) (25,284)
[otel changes tom frericng esniioys ISR 20050 S 7. 00000 300,000 " 100,000 (26,264 1,876,540
Other changes:

Effect of foreign exchange rate changes (20,028) - - - - - (20,028)
Business combination - 61,200 - - - 2,159 63,359
Cost of sales - - - - - 23,371 23,371

Interest expenses (note 7(a)) - - - - - 15,328 15,328
Capitalised borrowing costs (note 7(a)) - - - - - 581 531

Toielotherchanges ... (008 8120 R T o srs

At December 31, 2017 1,756,533 61,200 300,000 300,000 100,000 25106 2,542,839

oM
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24 INTEREST-BEARING BORROWINGS

(a)

The analysis of the carrying amount of interest-bearing borrowings of the
Group is as follows:

2018 2017
RMB’000 RMB’000
Current Interest-bearing borrowings
Bank loans
— Unsecured 2,030,582 1,756,533
Borrowings from joint ventures (note (i) 76,790 61,200
Borrowings from associates(note (i) 2,000 =
Debentures (note (iii)) - 300,000
Borrowings from related party (note (iv)) - 100,000
2,109,372 2,217,733
Non-current Interest-bearing borrowings
Bonds (note (v)) 1,000,000 300,000
Bank loans
— Unsecured 58,039 -
1,058,039 300,000
3,167,411 2,517,733

All of the interest-bearing borrowings are carried at amortised cost. None of the non-current

interest-bearing borrowings is expected to be settled within one year.

Notes:

(i

(i

(i)

(iv)

The borrowings from joint ventures bear interest at 2.40% and 3.20% per annum, are unsecured and
repayable in 2019.

The borrowings from associates bear interest at variable-rate between 0% and 8% per annum, are
unsecured and repayable in 2019.

On September 15, 2017, the Company issued short-term debentures with an aggregate principal
amount of RMB300 million with a term of 365 days (the maturity date being September 15, 2018),
nominal value per unit of RMB100 and coupon rate of 4.84% per annum. The Company repaid all the
short-term debentures in 2018.

On December 27, 2017, the Group entered into a receivables factoring agreement with Poly
Financial Leasing Co.,Ltd. (“Poly Leasing”) and transferred certain receivables to Poly Leasing. The
Group retained substantially all risks and rewards of the transferred receivables, and accordingly,
it continues to recognise the full carrying amounts of transferred receivables and the associated
liabilities which were the borrowings from related party. As at December 31, 2017, the carrying
amounts of the transferred receivables not derecognised and the borrowings from related party were
RMB112,166,667 and RMB100,000,000 respectively. The term of borrowings from related party is 10
months, bearing interest at 6% per annum. The Group repaid all such borrowings to Poly Leasing in
2018.

On September 7, 2018 and December 5, 2018, the Company issued corporate bonds with an

aggregate principal amount of RMB400 million and RMB300 million with a term of three years,
nominal value per unit of RMB100 and coupon rate of 4.92% and 4.70% per annum respectively.

L Refs)
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(Expressed in RMB unless otherwise indicated)

24 INTEREST-BEARING BORROWINGS (continued)

(b) The interest rates per annum on interest-bearing borrowings are as follows:

2018 2017
% %
Fixed-rate borrowings
— Bank loans 4.57 - 5.67 3.92 -4.79
— Borrowings from joint ventures 2.40-3.20 2.40 - 3.20
— Bonds 4.70-4.92 4.80
— Debentures - 4.84
— Borrowings from related party - 6.00
Variable-rate borrowings
— Bank loans 1-month
HIBOR +1.75%
- one-year
benchmark 3-month USD
lending rate LIBOR+1.10%
with floating — one-year
rate upwards benchmark
by 25% lending rate
— Borrowings from associates 0%-8% =

(c) At December 31, 2018, the interest-bearing borrowings were repayable as

follows:
2018 2017
RMB’000 RMB’000
Within 1 year or on demand 2,109,372 2,217,733
After 1 year but within 2 years 358,039 -
After 2 years but within 3 years 700,000 300,000
3,167,411 2,617,733

Qoo
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TRADE AND OTHER PAYABLES

Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

December 31, January 1, December 31,
2018 2018 2017
RMB’000 RMB’000 RMB’000
Current
Trade payables to
— related parties 75,827 76,427 76,427
— third parties 245,678 219,499 219,499
321,505 295,926 295,926
Interest payables
— related parties 8,497 8,815 8,815
— third parties 21,854 16,291 16,291
Payables for staff related costs 49,876 37,351 37,351
Payables for other taxes and surcharges 72,046 63,797 41,723
Dividends payable 307 - -
Other accruals and payables
— related parties 10,531 7,178 7,178
— third parties 1,114,854 1,707,344 1,707,344
Financial liabilities measured at amortised cost 1,599,470 2,136,702 2,114,628
Receipts in advance
— related parties 20,000 20,000 21,664
— third parties 5,548 8,351 560,921
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 25548 260851 982,985
1,625,018 2,165,053 2,697,213
Non-current
Payable for purchase of equipment
— related parties 1,603 2,693 2,693
— third parties 42,372 28,869 28,869
43,975 31,562 31,562

As at December 31, 2018, all current trade and other payables of the Group are expected to be settled

within one year or are repayable on demand.

iOR
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26

27

SHARE-BASED PAYMENT ARRANGEMENTS

The Company’s “H Share Appreciation Rights Incentive Plan and the Initial Grant” (“the Scheme”) was
approved by the 2018 first extraordinary general meeting of the Company on December 21, 2018.
Pursuant to the Scheme, 4,926,320 units of SARs were granted to 77 employees of the Group at the
exercise price of HK$9.82 per unit on December 21, 2018, with valid period of 10 years since granted.
No shares will be issued under the Scheme. Upon exercise of the SARs, a recipient will receive an
amount of cash equal to the difference between the market share price of the relevant H Share and
the exercise price. Upon the satisfaction of certain performance conditions, the total numbers of
SARs exercisable will not exceed 34%, 67% and 100%, respectively, of the total SARs granted to the
respective eligible participants, since the first trading day after the second, third and fourth anniversary
from the grant date. The exercise price, expected period, expected volatility of the share price, expected
dividend yield, the risk free rate and market price are used as the key inputs into the model for the SARs
with reference to the Scheme’s provisions and the Company’s H Share’s historical trading information.
The fair value of the liability for SARs as at December 31, 2018 was RMB149,000 (December 31, 2017:
Nil).

CONTRACT LIABILITIES

December 31, January 1, December 31,
2018 2018 2017
Note RMB’000 RMB’000 RMB’000
Receipts in advance

- Billings in advance of theatre and
cinema performance (i) 281,170 279,630 -
— Bills in advance of art business (i) 138,709 158,953 -
Others 77,569 93,577 -
497,448 532,160 -

Notes:

(i) The Group has initially applied IFRS 15 using the cumulative effect method and adjusted the opening balance
at January 1, 2018.

(i) Upon the adoption of IFRS 15, amounts previously included as “Receipts in advance” under “Trade and other
payables” (note 25) were reclassified to contract liabilities (see note 2(c(ii)).

Contract liabilities primarily arises from relates to the considerations received from customers before
the Group satisfying performance obligations. It would be recognised as revenue upon the rendering of
services. The contract liability balance as at January 1, 2018 was mainly recognised as revenue during
the year.
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28 INCOME TAX IN THE CONSOLIDATED STATEMENT OF
FINANCIAL POSITION

(a)

(b)

Current taxation in the statement of financial position represents:

2018 2017

RMB’000 RMB’000

Tax payable at January 1 94,434 56,209
Provision for the year (note 8(a)) 131,812 148,476
Under-provision in respect of prior years (note 8(a)) 4,546 297
Income tax paid (152,323) (110,548)
Tax payable at December 31 78,469 94,434

Deferred tax assets and liabilities recognised:

The components of deferred tax (liabilities)/assets recognised in the consolidated
statement of financial position and the movements during the year are as follows:

Exchange Changes in

difference on fair value

translation though profit

Credit loss: Accrued of financial  Right to use or loss
allowance  Tax losses expense Others  statements the brands (Note) Total
Deferred tax arising from: RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
At January 1, 2017 1,768 9914 407 7816 191 - - 20,09
(Charged)/credited to profit or loss (651) 3,629 (302 11972 - 3 - 16,121
Charged to reserves - - - - ) - - (723)
Business combination - - - - - (7,194) - (7,194)
At December 31, 2017 1217 13,543 105 19,788 (632) 6,821) - 21,300
Impact on inital application of IFRS 9 - - - - - - (7,746) (1746)
At January 1, 2018 1217 13,543 108 19,788 (532) 6,821) (1,746) 19,554
Crecitecl{charged) to proft or loss " (2,616) 18 2,389 - 1,110 4.181) (2,964)
Charged to reserves - - - - 18 - - 18
At December 31, 2018 1334 10,927 218 /Al %3 (5,711) (11,883 17375

Note: Upon the initial application of IFRS 9, the Group has recognised deferred tax liabilities on the
changes in fair value though profit or loss under the ECL model (see note 2(c)(i)).

Qoo
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28 INCOME TAX IN THE CONSOLIDATED STATEMENT OF
FINANCIAL POSITION (continued)

(b) Deferred tax assets and liabilities recognised: (Continued)

2018 2017
RMB’000 RMB’000
Net deferred tax asset recognised in the
consolidated statement of financial position 34,969 34,121
Net deferred tax liabilities recognised in the
consolidated statement of financial position (17,594) (6,821)
17,375 27,300

(c) Deferred tax assets not recognised

In accordance with the accounting policy set out in note 2(u), the Group has not recognised
deferred tax assets in respect of unused tax losses of RMB235,155,000 as at December 31,
2018 (2017: RMB149,706,000), as it is not probable that future taxable profits against which
the losses or the temporary differences can be utilised will be available in the relevant tax
jurisdictions and entities. As of December 31, 2018, the unused tax losses of RMB8,856,000,
RMB46,822,000, RMB24,409,000, RMB32,860,000 and RMB122,208,000 will expire at the end
of the year 2019, 2020, 2021, 2022 and 2023, respectively.

Qoo
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29 CAPITAL, RESERVES AND DIVIDENDS

(a)

Movements in components of equity

The reconciliation between the opening and closing balances of each component of the Group’s
consolidated equity is set out in the consolidated statement of changes in equity. Details of the
changes in the Company’s individual components of equity between the beginning and the end
of the year are set out below:

Share Share  PRC statutory Retained
capital premium reserve profits Total
Note RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
Balance at January 1, 2017 246,316 1,982,448 126,639 841,062 3,196,465
Changes in equity for 2017:
Total comprehensive income for the year - - - 10,680 10,680
Appropriation of reserve - - 1,068 (1,068) -
Dividends approved in respect of the previous year 29 (b) - - - (67,491) (67,491)
Balance at December 31, 2017 (note) 246,316 1,982,448 127,707 783,183 3,139,654
Impact on initial application of IFRS 9 - - - 23,235 23,235
Balance at January 1, 2018 246,316 1,982,448 127,707 806,418 3,162,889
Changes in equity for 2018:
Total comprehensive income for the year - - - 306,543 306,543
Appropriation of reserve - - 30,654 (30,654) -
Dividends approved in respect of the previous year 29 (b) - - - (50,987) (50,987)
Balance at December 31, 2018 246,316 1,982,448 158,361 1,031,320 3,418 445

Note: The Group, including the Company, has initially applied IFRS 15 and IFRS 9 at January 1, 2018.
Under the transition methods chosen, comparative information is not restated. See note 2(c).
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29 CAPITAL, RESERVES AND DIVIDENDS (continued)

(b) Dividends

2018 2017
RMB’000 RMB’000
Final dividend proposed after the end of the
reporting period of RMB0.172 per ordinary share
(2017: RMBO0.207 per ordinary share) 42,366 50,987

The final dividend proposed after the end of the reporting period has not been recognised
as a liability at the end of the reporting period.

2018 2017
RMB’000 RMB’000
Dividend in respect of the previous financial year,
approved and paid during the year, of
RMBO0.207 per ordinary share
(2017: RMBO0.274 per ordinary share) 50,987 67,491
(c) Share capital
2018 2017
No, of shares No, of shares
’000 RMB’000 ’000 RMB’000
Ordinary shares, issued
and fully paid:
At January 1/
December 31 246,316 246,316 246,316 246,316

(d) Nature and purpose of reserves

Capital reserve mainly represents contributions from equity shareholders, and the
difference between the considerations of acquisition or disposal of equity interests from/to
non-controlling equity owners and the carrying amount of the proportionate net assets.

The share premium represents the difference between the par value of the shares of the
Company and proceeds received from the issuance of the shares of the Company.

Qo]
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29 CAPITAL, RESERVES AND DIVIDENDS (continued)

(d)

(e)

(f)

Nature and purpose of reserves (Continued)

The subsidiaries in the PRC are required to appropriate 10% of its after-tax profit to the
general reserve fund as determined in accordance with the PRC accounting rules and
regulations. The transfer to this reserve must be made before distribution of a dividend to
equity shareholders. This reserve fund can be utilised in setting off accumulated losses or
increasing capital of the Company and is non-distributable other than in liquidation.

Exchange reserve comprises all foreign exchange differences arising from the translation
of the financial statements of operations that have functional currency other than the RMB
which are dealt with in accordance with the accounting policies as set out in note 2(x).

Distributability of reserves

Under the Company Law of the PRC and the Company’s Articles of Association, net profit after
tax as reported in the statutory financial statements prepared in accordance with the accounting
rules and regulations of the PRC can only be distributed as dividends after allowances have been
made for the following:

(i) Making up prior years’ cumulative losses, if any;
(if) Allocations to the statutory reserve as set out in note 29(d)(iii) above; and
(ifi) Allocations to the discretionary common reserve if approved by the shareholders.

After the listing of the Company’s shares on HKSE, in accordance with the Articles of Association
of the Company, the net profit after tax of the Company for the purpose of dividends payment
will be the lower of (i) the net profit determined in accordance with the accounting rules and
regulations of the PRC; and (ii) the net profit determined in accordance with IFRSs.

Capital management

The Group’s primary objectives when managing capital are to safeguard the Group’s ability to
continue as a going concern, so that it can continue to provide returns for equity shareholders
and benefits for other stakeholders, by pricing products and services commensurately with the
level of risk and by securing access to financing at a reasonable costs.

The Group actively and regularly reviews and manages its capital structure to maintain a balance
between the higher equity shareholder returns that might be possible with higher levels of borrowings
and the advantages and security afforded by a sound capital position, and makes adjustments to
the capital structure in light of changes in economic conditions.

The Group monitors its capital structure on the basis of liability-to-asset ratio, which is calculated
as total liabilities divided by total assets. The liability-to-asset ratio of the Group as at December
31, 2018 was 52.12% (2017: 52.77%).

There were no changes in the Group’s approach to capital management during the years ended
December 31, 2018 and 2017. Neither the Company nor any of its subsidiaries are subject to

externally imposed capital requirements.
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30 FINANCIAL RISK MANAGEMENT AND FAIR VALUES OF
FINANCIAL INSTRUMENTS

Exposure to credit, liquidity, interest rate and currency risks arises in the normal course of the Group’s

business.

The Group’s exposure to these risks and the financial risk management policies and practices used by

the Group to manage these risks are described below:

(a)

Credit risk

Credit risk refers to the risk that a counterparty will default on its contractual obligations
resulting in a financial loss to the Group. The Group’s credit risk is primarily attributable to trade
receivables, consignor advances, prepayments for auctioned works of art and loans granted
under financing arrangements. The Group’s exposure to credit risk arising from cash and cash
equivalents is limited because the counterparties are banks and financial institutions for which
the Group considers to have low credit risk. Management has a credit policy in place and the
exposure to these credit risks are monitored on an ongoing basis.

Except for the financial guarantees given by the Company as set out in note 32(a), the Group
and the Company does not provide any other guarantees which would expose the Group or
the Company to credit risk. The maximum exposure to credit risk in respect of these financial
guarantees at the end of the reporting period is disclosed in note 32(a).

Trade receivables mainly contains trade receivables from performance and theatre
management, cinema investment and management and art business and auction.

The Group’s exposure to credit risk is influenced mainly by the individual characteristics
of each customer rather than the industry or country in which the customers operate
and therefore significant concentrations of credit risk primarily arise when the Group has
significant exposure to individual customers. At the end of the reporting period, 6% (2017:
11%) and 19% (2017: 26%) of the total trade receivables was due from the Group’s
largest customer and the five largest customers respectively.

Individual credit evaluations are performed on all customers requiring credit over a certain
amount. These evaluations focus on the customer’s past history of making payments when
due and current ability to pay, and take into account information specific to the customer
as well as pertaining to the economic environment in which the customer operates. Trade
receivables are generally due within 0-60 days from the date of billing. Normally, for trade
receivables from performance and theatre management and cinema investment and
management, the Group does not obtain collateral from customers. For trade receivables
from art business and auction, the Group obtains collateral from customers.

The Group measures loss allowances for trade receivables at an amount equal to lifetime
ECLs, which is calculated using a provision matrix according to different segments.
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30 FINANCIAL RISK MANAGEMENT AND FAIR VALUES OF
FINANCIAL INSTRUMENTS (continued)

(@) Credit risk (Continued)

(@)

The following table provides information about the Group’s exposure to credit risk
and ECLs for trade receivables from performance and theatre management and
cinema investment and management as at December 31, 2018:

Gross
Expected carrying Loss
loss rate amount allowance
% RMB’000 RMB’000
Less than 1 year 0.4%-1% 68,092 (2,435)
1-2 years 8%-20% 6,271 (1,243)
2-3 years 14%-40% 916 (365)
3-4 years 30%-78% 204 (63)
4-5 years 61%-92% 225 (140)
More than 5 years 85%-99% 737 (641)
76,445 (4,887)

Expected loss rates are based on actual loss experience over the past 5 years.
These rates are adjusted to reflect differences between economic conditions during
the period over which the historic data has been collected, current conditions and
the Group’s view of economic conditions over the expected lives of the receivables.

For trade receivables from art business and auction, normally, the Group obtains
collateral from customers. The Group considers that the credit risk arising
from these receivables is significantly mitigated by the value of art works held
as collateral. The fair value of the art works was approached by using market
comparison approach by reference to recent auction price of similar art works.

o Qofs)
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30 FINANCIAL RISK MANAGEMENT AND FAIR VALUES OF
FINANCIAL INSTRUMENTS (continued)

(@) Credit risk (Continued)

Comparative information under IAS 39

Prior to January 1, 2018, an impairment loss was recognised only when there was
objective evidence of impairment (see note 2(|)(i) — policy applicable prior to January 1,
2018). At December 31, 2017, trade receivables of RMB72,674,000 were determined to
be impaired. The aging analysis of trade debtors that were not considered to be impaired
was as follows:

2017

RMB’000

Meinerpeet due aorimeelee et
1 to 3 months past due 7,008
3 to 12 months past due -
More than 12 months past due 29,459
Amounts pastdvue 36,467
115,275

Receivables that were past due but not impaired relate to a wide range of customers
for whom there was no recent history of default and have a good track record with the
Group. Based on past experience, management believes that no impairment allowance
is necessary in respect of these balances as there has not been a significant change in
credit quality and the balances are still considered fully recoverable.

Movement in the loss allowance account in respect of trade receivables during the year is

as follows:
2018 2017
RMB’000 RMB’000
Balance at December 31, 2017 under IAS 39 4,220
Impact on initial application of IFRS 9 (note 2(c)(i)) -
Balance at January 1 4,220 6,411
Impairment loss recognised 1,825 1,790
Impairment losses due to changes in exchange rate 1 -
Business combination - 43
Reversal of impairment loss (1,159) (4,024)
At December 31 4,887 4,220
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30 FINANCIAL RISK MANAGEMENT AND FAIR VALUES OF
FINANCIAL INSTRUMENTS (continued)

(a)

(b)

Credit risk (Continued)

Prepayments for auctioned works of art, consignor advances and loans granted under
financing arrangements (collectively “the receivables” hereinafter) are fully secured by
works of art which are held by the Group as collateral. The maximum exposure to credit
risk in respect of the receivables at the end of the reporting period, without taking into
account the collateral, are disclosed in note 18, 21 and 22. The Group considers that the
credit risk arising from the receivables is significantly mitigated by works of art held as
collateral, with reference to the estimated market value of works of art at December 31,
2018 and December 31, 2017.

Further quantitative disclosures in respect of the Group’s exposure to credit risk arising
from trade receivables, prepayments for auctioned works of art, consignor advances,
deposits, and loans granted under financing arrangements are set out in notes 18, 20, 21
and 22, respectively.

Liquidity risk

The Group’s objective is to ensure continuity of sufficient funding and flexibility by utilising a
variety of bank and other borrowings with debt maturities spreading over a range of periods,
thereby ensuring that the Group’s outstanding borrowing obligation is not exposed to excessive
repayment risk in any one year.

The Company is responsible for the Group’s overall cash management and the raising of
borrowings to cover expected cash demands. The Group’s policy is to regularly monitor current
and expected liquidity requirements to ensure that it maintains sufficient reserves of cash
and adequate committed lines of funding from major financial institutions to meet its liquidity
requirements in the short and longer term.
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30 FINANCIAL RISK MANAGEMENT AND FAIR VALUES OF
FINANCIAL INSTRUMENTS (continued)

(b)

Liquidity risk (Continued)

The following tables show the remaining contractual maturities at the end of the reporting

period of the Group’s and the Company’s non-derivative financial liabilities, which are based on

contractual undiscounted cash flows (including interest payments computed using contractual

rates or, if floating, based on rates current at the end of the reporting period) and the earliest

date the Group can be required to pay:

2018 Contractual undiscounted cash outflow

More than More than Carrying

Within 1 year 1 year but less 2 years but less More than amount at

or on demand than 2 years than 5 years 5 years Total 31 Dec

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Bank loans (note 24) 2,067,782 61,061 - - 2,128,843 2,088,621

Borrowings from joint ventures

(note 24) 78,086 - - - 78,086 76,790

Borrowings from associates (note 24) 2,075 - - - 2,075 2,000

Bonds (note 24) - 317,319 794,135 - 1,111,454 1,000,000
Trade and other payables measured

at amortised costs (note 25) 1,599,470 17,789 26,186 - 1,643,445 1,643,445

3,747,413 396,169 820,321 - 4,963,903 4,810,856

2017 Contractual undiscounted cash outflow

More than More than Carying

Within 1 year or -~ 1 yearbut less 2 years but less More than amount at

on demand than 2 years than 5 years 5 years Total 31 Dec

RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000

Bank loans (note 24) 1,781,430 - - - 1,781,430 1,756,533

Borrowings from joint ventures

(note 24) 62,275 - - - 62,275 61,200

Bonds (note 24) - - 343,200 - 343,200 300,000

Debentures (note 24) 310,263 - - - 310,263 300,000

Borrowings from related party (note 24) 106,934 - - - 106,934 100,000
Trade and other payables measured

at amortised costs (note 29) 2,114,628 12,672 18,890 - 2,146,190 2,146,190

4,374,530 12,672 362,090 - 4,749,092 4,663,923
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30 FINANCIAL RISK MANAGEMENT AND FAIR VALUES OF
FINANCIAL INSTRUMENTS (continued)

(c)

Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in market interest rates. The Group’s interest rate risk arises
primarily from borrowings. Borrowings issued at variable rates and at fixed rates expose the
Group to cash flow interest rate risk and fair value interest rate risk respectively.

The following table details the profile of the Group’s and the Company’s net borrowings
(interest-bearing financial liabilities less interest-bearing financial assets) at the end of the
reporting period. The detailed interest rates of the Group’s borrowings are disclosed in

note 24.
Group
2018 2017
RMB’000 RMB’000
Floating rate financial assets:
Other financial assets 174,172 313,129
Fixed rate borrowings:
Bank loans (1,048,000) (688,000)
Borrowings from joint ventures (76,790) (61,200)
Bonds (1,000,000) (300,000)
Debentures - (800,000)
Borrowings from related party - (100,000)
Floating rate borrowings:
Bank loans (1,040,621) (1,068,533)
Borrowings from associates (2,000) -
Total borrowings (3,167,411) (2,517,733)
Net borrowings (2,993,239) (2,204,604)
Fixed rate borrowings as a percentage of total
borrowings 67.08% 57.56%
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30 FINANCIAL RISK MANAGEMENT AND FAIR VALUES OF
FINANCIAL INSTRUMENTS (continued)

(c) Interest rate risk (Continued)

At December 31, 2018, it is estimated that a general increase of 100 basis points in
interest rates of net floating borrowings, with all other variables held constant, the Group’s
profit after tax and retained profits would have decreased by RMB6,954,000 (2017:
RMB5,936,000). Other components of consolidated equity would not be affected by the
general increase/decrease in interest rates.

The sensitivity analysis above has been determined assuming that the change in interest
rates had occurred at the end of the reporting period and had been applied to the
exposure to interest rate risk for non-derivative financial instruments in existence at the
end of the reporting period. The impact on the Group’s profit after tax (and retained
profits) and other components of consolidated equity is estimated as an annualised impact
on interest expense or income of such a change in interest rates.

(d) Currency risk

The Group is exposed to currency risk primarily through sales and purchases which give rise to

receivables, payables and cash at bank and in hand that are denominated in a foreign currency, i.e.

a currency other than the functional currency of the operations to which the transactions relate.
The currencies giving rise to this risk are primarily United States Dollars (“USD”), Hong Kong
dollars (“HKD”) and Canada Dollars (“CAD”).

2 Qoo

In respect of cash at bank and in hand, receivables and payables denominated in
foreign currencies, the Group considers that the net exposure to foreign currency risk is
insignificant. The Group did not hedge its foreign currency exposure.

RMB is not a freely convertible currency and the PRC government may at its discretion
restrict access to foreign currencies for current account transactions in the future.
Changes in the foreign exchange control system may prevent the Group from satisfying
sufficient foreign currency demands and the Group may not be able to pay dividends in
foreign currencies to its equity shareholders.

The following table details the Group’s exposure at the end of the reporting period to
currency risk arising from recognised assets or liabilities denominated in a currency
other than the functional currency of the entity to which they relate. For presentation
purposes, the amounts of the exposure are shown in RMB, translated using the spot rate
at the statement of financial position date. Differences resulting from the translation of
the financial statements of foreign operations into the Group’s presentation currency are
excluded.
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30 FINANCIAL RISK MANAGEMENT AND FAIR VALUES OF
FINANCIAL INSTRUMENTS (continued)

(d) Currency risk (Continued)
(ii) Exposure to currency risk (Continued)
Group

Exposure to foreign currencies
(expressed in RMB)

2018 2017
RMB’000 RMB’000
Other financial assets
—in USD 246,200 337,818
Cash and cash equivalents
—in USD 34,230 16,915
—in HKD 8,541 5,997
—in CAD 650 412
Trade and other receivables
—in USD 487 -
—in HKD 191,453 87,747
—in CAD 353 1,654
Trade and other payables
—in HKD (241,244) (86,157)
—in USD (17,707) (1,307)
—in CAD - (85,002)
Bank loans
—in USD (61,769) (297,306)
Net exposure 161,194 80,771
(iiij)  Sensitivity analysis
Group
2018 2017
RMB’000 RMB’000
HKD (1,403) 2,160
USD 7,451 2,088
CAD 40 (1,233)
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30 FINANCIAL RISK MANAGEMENT AND FAIR VALUES OF
FINANCIAL INSTRUMENTS (continued)

(d) Currency risk (Continued)

A 5% weakening of RMB against the above currency as at December 31, 2018 would
have had the equal but opposite effect on the above currency to the amounts shown
above, on the basis that all other variables remain constant.

The sensitivity analysis has been determined assuming that the change in foreign
exchange rates had occurred at the end of the reporting period and had been applied to
the Group’s exposure to currency risk for financial instruments in existence at that date,
and that all other variables, in particular interest rates, remain constant.

The stated changes represent management’s assessment of reasonably possible changes
in foreign exchange rates over the period until the next reporting period. The analysis is
performed on the same basis for 2017.

(e) Fair value measurement

2 Qo]

Fair value hierarchy

The following table presents the fair value of the Group’s financial instruments measured
at the end of the reporting period on a recurring basis, categorised into the three-level
fair value hierarchy as defined in IFRS 183, Fair value measurement. The level into which a
fair value measurement is classified is determined with reference to the observability and
significance of the inputs used in the valuation technique as follows:

o Level 1 valuations: Fair value measured using only Level 1 inputs i.e. unadjusted
quoted prices in active markets for identical assets or liabilities at the measurement
date

o Level 2 valuations: Fair value measured using Level 2 inputs i.e. observable

inputs which fail to meet Level 1, and not using significant unobservable inputs.
Unobservable inputs are inputs for which market data are not available.

° Level 3 valuations: Fair value measured using significant unobservable inputs

The fair value of unlisted equity instruments is determined based on our share of the fair
value of the individual asset and liability of the investee, which are mainly monetary assets
and monetary liabilities.

During the years ended December 31, 2017 and 2018, all unlisted equity securities are
belong to Level 3, there were no transfers between Level 1 and Level 2, or transfers into
or out of Level 3. The group’s policy is to recognise transfers between levels of fair value
hierarchy as at the end of the reporting period in which they occur.
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30 FINANCIAL RISK MANAGEMENT AND FAIR VALUES OF

31

FINANCIAL INSTRUMENTS (continued)

(f) Fair value of financial assets and liabilities carried at other than fair value

The carrying amounts of the Group’s financial assets and liabilities carried at amortised cost were

not materially different from their fair values as at December 31, 2017 and 2018.

COMMITMENTS

(a) Commitments for the acquisition of property, plant and equipment, purchase of performances,

leasehold improvements for cinema investment and management outstanding at December 31,

2018 not provided for in the financial statements were as follows:

2018 2017

RMB’000 RMB’000

Contracted for 59,226 120,401
Authorised but not contracted for 805,875 938,933
865,101 1,059,334

(b) At December 31, 2018, the total future minimum lease payments under non-cancellable operating

leases are payable as follows:

2018 2017

RMB’000 RMB’000

Within 1 year 200,654 181,358
After 1 year but within 5 years 613,715 497,247
After 5 years 993,610 898,711
1,807,979 1,577,316

The Group leases certain buildings through non-cancellable operating leases. Typically, leases are

negotiated and rentals are fixed for lease term.
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32 CONTINGENT ASSETS AND LIABILITIES

(a)

(b)

(c)

Financial guarantees issued

As at the end of the reporting period, the Company issued financial guarantees to banks and
other financial institutions in respect of the Interest-bearing borrowings granted to the Company’s
subsidiaries as follows:

2018 2017
RMB’000 RMB’000

Financial guarantees to banks and
other financial institutions for subsidiaries 1,818,621 1,723,222

As at the end of the reporting period, the directors do not consider it probable that a claim will
be made against the Company under any of the guarantees.

Contingent liabilities

As an investment consultant of artwork trust plan for certain subsidiaries, the Group is obliged
to fund the difference if the expected proceeds from the sale of trust assets were insufficient to
cover the trust principal, trust fee, beneficiary’s expected net gain and relevant tax expenses at
the expiring date of the trust plan.

As at the end of each reporting period, maximum exposure in respect of trust plan assuming nil
proceeds at expiring date is as follows:

2018 2017
RMB’000 RMB’000
Trust related 154,000 328,108

Contingent liability in respect of legal claim

A number of outstanding litigation matters against the Group had arisen in the normal course of
its business as at December 31, 2018. After consulting the legal professional advice, the Group’s
management believes that such litigation will not have a significant financial impact on the Group.
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33 MATERIAL RELATED PARTY TRANSACTIONS

In addition to the related party information disclosed elsewhere in the financial statements, the Group
entered into the following significant related party transactions during the years ended December 31,
2018 and 2017:

(@) Key management personnel remuneration

Key management personnel are those persons holding positions with authority and responsibility
for planning, directing and controlling the activities of the Group, directly or indirectly, including
the Company’s directors.

Remuneration for key management personnel of the Group, including amounts paid to the
Company’s directors as disclosed in note 9, and certain of the highest paid employees as
disclosed in note 10, is as follows:

2018 2017

RMB’000 RMB’000

Short-term employee benefits 10,356 8,947
Post-employment benefits 650 786
11,006 9,733

Total remuneration was included in “staff costs” (see note 7(b)).
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33 MATERIAL RELATED PARTY TRANSACTIONS (continued)

(b)

Name and relationship with related parties

During the years ended December 31, 2018 and 2017, transactions with the following parties are

considered as related party transactions:

Name of party

Relationship

China Poly Group Corporation
HREIRFIEERT (‘Poly Group”)

Poly Group's affiliates (note (i)
PERNSERANERR

Shenyang Shengjing Poly Culture Art Center Management
Corporation Limited (“Shengjing Poly”)
EGRRRAEHR LERBRAR

Cixi Poly Jinchen Culture development Co., Ltd. (“Cixi Poly”)
BERIBRCERERAA

Poly Culture Industry Investment Fund Co., Ltd. (“Poly Investment Fund”)
RIS EXESERARAR]

Beijing Eastern Poly Culture and Art Corporation Limited (“Eastern Poly”)
ERRARME AR A

Beijing Xijie XingX International Cinema Corporation Limited (“Joint ventures”)

IRFREERRTNARAT

Xijie XingX (Tianjin) International Cinema Corporation Limited (“Joint ventures”)
FHREE (R ERZHERLA

Xijie XingX (Fushun) Cinema Corporation Limited (“Joint ventures”)
FREE (@R ZHAERAT

Xijie XingX (Shanghai) Cinema Corporation Limited (“Joint ventures”)
FHREE (U8 PHARAH

Zhongshan Xijie XingX Cinema Corporation Limited “Joint ventures”)

PURREEZHERRT

Wuhan Xijie XingX Tiandi Cinema Corporation Limited (“Joint ventures”)
REAREERMTNERAT

Parent and ultimate holding company

Under common control

Associate of the Group

Associate of the Group

Associate of the Group

Joint venture of the Group

Joint venture of the Group

Joint venture of the Group

Joint venture of the Group

Joint venture of the Group

Joint venture of the Group

Joint venture of the Group

2 Qoo
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33 MATERIAL RELATED PARTY TRANSACTIONS (continued)

(c)

Significant transactions with related parties

The Group is part of a large group of companies under Poly Group and has significant

transactions and relationships with Poly Group and its affiliates.

The principal transactions which were carried out in the ordinary course of business are as

follows:
2018 2017

RMB’000 RMB’000
Sales to
Poly Group and its affiliates 5,276 5,595
Service provided to
Poly Group and its affiliates 5,708 930
Receiving Service from (note (iii))
Poly Group and its affiliates 256,890 223,632
Receiving Service from
Associates 469 -
Rental from
Poly Group and its affiliates 31,402 29,581
Rental from
Eastern Poly 333 -
Interest income from
Poly Group and its affiliates 3,656 4,481
Interest income from
Eastern Poly 485 -
Property management services (note (iv))
Poly Group and its affiliates 4,905 8,378
Borrowing from (note (v))
Poly Group and its affiliates 150,000 250,000
Borrowings from
Poly Investment Fund 20,000 -

2 Qo7
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33 MATERIAL RELATED PARTY TRANSACTIONS (continued)

(c) Significant transactions with related parties (Continued)

2018 2017

RMB’000 RMB’000
Borrowings from (note (vi))
Joint ventures 15,590 61,200
Borrowing costs to
Poly Group and its affiliates 11,273 3,925
Borrowing costs to
Joint ventures 2,002 1,434
Borrowing costs to
Poly Investment Fund 82 -
Borrowing costs to
Shengjing Poly - 218
Repayment of loans
Poly Group and its affiliates 250,000 -
Repayment of loans (note (vii))
Poly Investment Fund 18,000 -
Repayment of loans
Shengjing Poly - 7,000
Loans to
Joint ventures 41,247 -
Loans to (note (viii))
Eastern Poly 3,000 7,000
Interest expenses(note (ix))
Poly Group and its affiliates 97 37
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33 MATERIAL RELATED PARTY TRANSACTIONS (continued)

(c) Significant transactions with related parties (Continued)

Notes:

(i) Poly Group’s affiliates refer to the entities which are under common control by the same ultimate
holding company with the Group, and are not the parent or associates of the Group.

(i) The Directors are of the opinion that these related party transactions are arising in the Group’s normal
course of business.

(i) Receiving service mainly refers to the box office income distributed to Chongging Poly Wanhe Cinema
Circuit Corporation Limited (“Poly Wanhe Cinema Circuit”). Pursuant to the Cinema Box Office Income
Sharing Framework Agreement signed between the Group and Poly Wanhe Cinema Circuit, Poly
Wanhe Cinema Circuit provided new film prints to the Group, and the Group then arranged movie
screening in the cinemas. Both parties agree to split the net cinema box office income generated
from the movie screening based on the pre-agreed sharing percentage. In turn, Poly Wanhe Cinema
Circuit may then further share the revenue generated from such split with movie distributors and
producers pursuant to separate agreements among themselves.

(iv) Property management services are for the purpose of office premises, cinema operation, theatre
operation, auction business operation and ancillary service.

(v) Borrowings from Poly Group and its affiliates refers to the loans, which was recognised in interest-
bearing borrowings, of RMB150 million from Poly Finance.

(vi) Borrowings from Joint ventures refers to the loans, which was recognised in interest-bearing
borrowings.

(vii) Repayment of loans to Poly Investment Fund refers to the entrusted loan, which was recognised in
trade and other payables.

(vii) Loans to Eastern Poly refers to the entrusted loan, which was recognised in current other financial
assets.

(ix) Interest expenses refers to the finance lease interests which is paid by Poly Film to Poly Financial
Leasing Corporation Limited.

BHOO =
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(Expressed in RMB unless otherwise indicated)

33 MATERIAL RELATED PARTY TRANSACTIONS (continued)

(d) Outstanding balances, including commitment, with related parties

Details of the outstanding balances with related parties are as follows:

2018 2017

RMB’000 RMB’000
Cash and cash equivalents (note)
Poly Group and its affiliates 329,622 73,962
Deposits with original maturities over three months (note)
Poly Group and its affiliates 51,584 56,108
Trade receivables (note 20)
Poly Group and its affiliates 3,088 2,949
Deposits, prepayments and other receivables
Poly Group and its affiliates 49,765 50,009
Deposits, prepayments and other receivables
Joint ventures 3,821 -
Deposits, prepayments and other receivables
Associates 380 =
Loans to
Joint ventures 12,000 9,000
Loans to
Associates 41,247 -
Trade and other payables
Poly Group and its affiliates 96,158 116,777
Trade and other payables
Associates 20,300 -
Contract liabilities
Poly Group and its affiliates 730 -
Interest-bearing borrowings
Poly Group and its affiliates 150,000 250,000
Interest-bearing borrowings (note 24(a))
Joint ventures 76,790 61,200
Interest-bearing borrowings (note 24(a))
Associates 2,000 -

HEO

POLY CULTURE GROUP CORPORATION LIMITED ANNUAL REPORT 2018



Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

33 MATERIAL RELATED PARTY TRANSACTIONS (continued)

(d) Outstanding balances, including commitment, with related parties (Continued)
Note:

The Board announces that on June 28, 2018, the Company and Poly Finance entered into the Financial
Services Agreement, pursuant to which Poly Finance agreed to provide deposit services, credit lending
services, settlement services and miscellaneous financial services to the Group pursuant to the terms and
conditions under the Financial Services Agreement. The maximum daily deposit balance for deposit services
is RMBO0.9 billion and the maximum daily lending balance for credit lending services is RMBO0.6 billion. The
interest rates of Poly Finance are ranged from 1.035% to 4.06% according to the period of bank deposits.

(e) Applicability of the Listing Rules relating to connected transactions

The related party transactions in respect of note 33(c) above constitute connected transactions
or continuing connected transactions as defined in Chapter 14A of the Listing Rules. The
disclosures required by Chapter 14A of the Listing Rules are provided in the Report from the
Board of Directors.

M
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34 COMPANY-LEVEL STATEMENT OF FINANCIAL POSITION AT

DECEMBER 31, 2018

(Expressed in RMB)

2018 2017
Note RMB’000 RMB’000
Non-current assets
Property, plant and equipment 1,798 1,974
Investments in subsidiaries 15 940,220 885,220
Interest in associates 126,423 15,352
Interest in joint ventures 26,163 26,244
Other financial assets 157,412 109,883
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 1,252,016 NN
Current assets
Trade receivables 6,926 3,587
Deposits, prepayments and other receivables 2,927,687 2,706,510
Other financial assets 41,247 -
Current tax assets - 4,141
Restricted cash - _
Cash and cash equivalents 393,926 57,702
3,369,786 2,771,940
Current liabilities
Interest-bearing borrowings 100,000 300,000
Trade and other payables 84,188 70,959
Contract Liabilities - -
Current taxation 7,287 -
191,475 370,959

POLY CULTURE GROUP CORPORATION LIMITED ANNUAL REPORT 2018



Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

34 COMPANY-LEVEL STATEMENT OF FINANCIAL POSITION AT
DECEMBER 31, 2018 (continued)

(Expressed in RMB)

Note 2018 2017
RMB’000 RMB’000
Net currentassets =~~~ 8wssn1 2,400,981
Total assets less current liabilities 4,430,327 3,439,654
Non-current liabilities
Deferred tax liabilities 11,882 -
Deferred revenue - -
Interest-bearing borrowings 1,000,000 300,000
1,011,882 300,000
NET ASSETS 3,418,445 3,139,654
CAPITAL AND RESERVES 29
Share capital 246,316 246,316
Reserves 3,172,129 2,893,338
TOTAL EQUITY 3,418,445 3,139,654

Approved and authorised for issue by the board of directors on March 22, 2019.

Jiang Yingchun Liu Shibin
Director Authorised non-director
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35

36

37

38

NON-ADJUSTING EVENTS AFTER THE REPORTING PERIOD

After the end of the reporting period, the directors proposed a final dividend. Further details are
disclosed in note 29(b)(i).

On March 22, 2019, the Company and Digital Domain Holdings Limited (“Digital Domain”) entered
into the Shares Subscription Agreement, pursuant to which the Company has conditionally agreed
to subscribe for 5,323,600,000 shares of Digital Domain at the Subscription Price of HK$0.104 per
Subscription Share. Upon the completion of the Subscription, the Company will directly hold 16.61% of
the total number of enlarged issued shares of Digital Domain.

COMPARATIVE FIGURES

The Group has initially applied IFRS 15 and IFRS 9 at January 1, 2018. Under the transition methods
chosen, comparative information is not restated. Further details of the changes in accounting policies
are disclosed in note 2(c).

IMMEDIATE AND ULTIMATE HOLDING COMPANY

At December 31, 2018, the directors of the Company consider its parent and ultimate holding company
to be Poly Group Corporation Limited, which is a state-owned enterprise established in the PRC. The
parent company does not produce financial statements available for public use.

POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS AND
INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE FOR THE
YEAR ENDED DECEMBER 31, 2018

Up to the date of issue of these financial statements, the IASB has issued a number of amendments,
new standards and interpretations which are not yet effective for the year ended December 31, 2018
and which have not been adopted in these financial statements. These include the following which may
be relevant to the Group.

Effective for

accounting

periods beginning

on or after

IFRS 16, Leases January 1, 2019
IFRIC 23, Uncertainty over income tax treatments January 1, 2019
Annual Improvements to IFRSs 2015-2017 Cycle January 1, 2019
Amendments to IAS 28, Long-term interest in associates and joint ventures January 1, 2019

POLY CULTURE GROUP CORPORATION LIMITED ANNUAL REPORT 2018



38

Notes to the Financial Statements

(Expressed in RMB unless otherwise indicated)

POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS AND
INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE FOR THE
YEAR ENDED DECEMBER 31, 2018 (continued)

The Group is in the process of making an assessment of what the impact of these amendments, new
standards and interpretations is expected to be in the period of initial application. So far the Group
has identified some aspects of the IFRS 16 which may have a significant impact on the consolidated
financial statements. Further details of the expected impacts are discussed below. While the assessment
has been substantially completed for IFRS 16, the actual impact upon the initial adoption of this
standard may differ as the assessment completed to date is based on the information currently available
to the Group, and further impacts may be identified before the standard is initially applied in the Group’s
interim financial report for the six months ending June 30, 2019. The Group may also change its
accounting policy elections, including the transition options, until the standard is initially applied in that
financial report.

IFRS 16, Leases

As disclosed in note 2(k), currently the Group classifies leases into finance leases and operating leases
and accounts for the lease arrangements differently, depending on the classification of the lease. The
Group enters into some leases as the lessor and others as the lessee.

IFRS 16 is not expected to impact significantly on the way that lessors account for their rights and
obligations under a lease. However, once IFRS 16 is adopted, lessees will no longer distinguish between
finance leases and operating leases. Instead, subject to practical expedients, lessees will account for all
leases in a similar way to current finance lease accounting, i.e. at the commencement date of the lease
the lessee will recognise and measure a lease liability at the present value of the minimum future lease
payments and will recognise a corresponding “right-of-use” asset. After initial recognition of this asset
and liability, the lessee will recognise interest expense accrued on the outstanding balance of the lease
liability, and the depreciation of the right-of-use asset, instead of the current policy of recognising rental
expenses incurred under operating leases on a systematic basis over the lease term. As a practical
expedient, the lessee can elect not to apply this accounting model to short-term leases (i.e. where the
lease term is 12 months or less) and to leases of low-value assets, in which case the rental expenses
would continue to be recognised on a systematic basis over the lease term.

IFRS 16 will primarily affect the Group’s accounting as a lessee of leases for properties, plant and
equipment which are currently classified as operating leases. The application of the new accounting
model is expected to lead to an increase in both assets and liabilities and to impact on the timing of the
expense recognition in the statement of profit or loss over the period of the lease.

IFRS 16 is effective for annual periods beginning on or after January 1, 2019. As allowed by IFRS 16,
the Group plans to use the practical expedient to grandfather the previous assessment of which existing
arrangements are, or contain, leases. The Group will therefore apply the new definition of a lease in
IFRS 16 only to contracts that are entered into on or after the date of initial application. In addition, the
Group plans to elect the practical expedient for not applying the new accounting model to short-term
leases and leases of low-value assets.
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POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS AND
INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE FOR THE
YEAR ENDED DECEMBER 31, 2018 (continued)

IFRS 16, Leases (Continued)

The Group plans to elect to use the modified retrospective approach for the adoption of IFRS 16 and
will recognise the cumulative effect of initial application as an adjustment to the opening balance of
equity at January 1, 2019 and will not restate the comparative information. As disclosed in note 31(b),
at December 31, 2018 the Group’s future minimum lease payments under non-cancellable operating
leases amount to RMB1,807,979,000, the majority of which is payable either between 1 and 5 years
after the reporting date or in more than 5 years. Upon the initial adoption of IFRS 16, certain of the
lease commitments will be recognised as the opening balances of lease liabilities and the corresponding
right-of-use assets as at January 1, 2019, after taking account the effects of discounting.

Other than the recognition of lease liabilities and right-of-use assets, the Group expects that the
transition adjustments to be made upon the initial adoption of IFRS 16 will not be material. However,
the expected changes in accounting policies as described above could have a material impact on the
Group’s financial statement from 2019 onwards.

BEO
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“Art Education Company*

“Articles”

“Board” or “Board of Directors”

“Board of Supervisors”

“Hong Kong Companies Ordinance”

» o«

“Company”, “Poly Culture” or “we”,

“ » oo« »

us’, "our

“Connected Person(s)”

“Connected Transaction(s)”

“Continuing Connected Transaction(s)”

“Controlling Shareholder(s)”

“Corporate Governance Code”

“Directors”

“Domestic Shares”

“Global Offering”

“Group”

Definitions

Poly Art Education Investment Company Limited

the Articles of Association of the Company

the board of directors of the Company

the board of supervisors of the Company

the old Companies Ordinance (Chapter 32 of the Laws of Hong
Kong) and new Companies Ordinance (Chapter 622 of the
Laws of Hong Kong) as amended, supplemented or otherwise
modified from time to time

Poly Culture Group Corporation Limited (£ |31t &£ B KD
AFR/AF]) and except where the context indicates otherwise,
all of its Subsidiaries and with respect to the period before
our Company became the holding company of its present
subsidiaries, the businesses operated by its present subsidiaries
or (as the case may be) their predecessors

has the meaning ascribed to it under the Listing Rules

has the meaning ascribed to it under the Listing Rules

has the meaning ascribed to it under the Listing Rules

has the meaning ascribed to it under the Listing Rules
Corporate Governance Code and Corporate Governance
Report on Corporate Governance in Appendix 14 to the Rules
Governing the Listing of Securities on The Stock Exchange of
Hong Kong Limited

the directors of the Company

ordinary shares in our capital, with a nominal value of RMB1.00
each, which are subscribed for and paid up in Renminbi

the Hong Kong Public Offering and the International Offering

the Company and its Subsidiaries
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Definitions

“H Shares”

“HK$” or “Hong Kong dollars” or “HK

dollars” or “HKD”

“International Accounting Standards”

“Latest Practicable Date”
“Listing Date”

“Listing Rules”

“Listing”

“Main Board”

“Poly Art Centre”

“Poly Art Investment”
“Poly Auction Beijing”

“Poly Auction Guangdong”
“Poly Auction Hong Kong”
“Poly Film”

“Poly Leasing”

Poly Energy

“Poly Finance”

BEO

overseas listed foreign shares in our ordinary share capital, with
a nominal value of RMB1.00 each

Hong Kong dollars, the lawful currency of Hong Kong

International Accounting Standards and its notes

April 15, 2019, being the latest practicable date for the
inclusion of certain information in this report prior to its
publication

March 6, 2014

the Rules Governing the Listing of Securities on the Stock
Exchange

listing of the H Shares on the Stock Exchange

The stock market operated by the Stock Exchange (excluding
the option market), which is independent of and operating in
parallel with the GEM

Beijing Poly Art Centre Co., Ltd. bR FIZATH LB BR A E)

Beijing Poly Art Investment Management Co., Ltd. (1t F{RF|&
MR EEEBRAR)

Beijing Poly International Auction Co., Ltd. (At R FIEEIAE A
R A A))

Poly Auction Guangdong Co., Ltd. (BERFIHZ AR A F)
Poly Auction Hong Kong Co., Ltd. (RFEEHAEERR A7)
Poly Film Investment Co., Ltd. ((RFIFZEREGRA R)

Poly Financial Leasing Company Limited ({# |8t &HE
BRAF)

Poly Energy Holdings Limited (fRF&ERIZAZ AR A 7))

Poly Finance Company Limited (R8T 8GR A7)
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“Poly Group”

“Poly Investment”

“Poly Property”

“Poly Development”

“Poly Ronghe”

“Poly Southern”

“Poly Theatre Management”

“Poly Wanhe Cinema Circuit”

“PRC” or “China” or “People’s
Republic of China”

“Prospectus”

“Reporting Period”

Definitions

China Poly Group Corporation, a state-owned company
incorporated in the PRC and our Controlling Shareholder, and
(when the context requires) including its subsidiaries

Poly Investment Holdings Company Limited (1% K& & i A
R 2 7)) a limited liability company incorporated in the PRC on
August 13, 2013

Poly Property Group Co., Limited, a company incorporated in
Hong Kong, with limited liability whose shares are listed on The
Stock Exchange of Hong Kong Limited under the stock code
0119

Poly Developments and Holdings Group Co., Ltd.

Poly Ronghe Financial Leasing Company ({#F| @K@l & &
BBRAR]), a non wholly-owned subsidiary of the Company,
with 80% of its equity interest held by the Company and

its associates and 20% of its equity interest held by an
independent third party

Poly Southern Group Co., Ltd. (RFIFEHS BB R A7), a state-
owned company incorporated in the PRC, a wholly-owned
subsidiary of Poly Group and a Substantial Shareholder of our
Company

Beijing Poly Theatre Management Co., Ltd. (1t FAR I BIfz & 12
BRAR)

Chonggaing Poly Wanhe Cinema Circuit Co., Ltd. (EERFE
MEZTFEREMTAR]), a company incorporated on July 26,
2005 in the PRC and a then subsidiary of the Company before
being disposed to Poly Group in 2013; where applicable, it also
refers to the cinema circuit managed by Chongqging Poly Wanhe
Cinema Circuit Co.,Ltd

the People’s Republic of China which, for the purposes of this
report, excluding Hong Kong, Macau Special Administrative

Region and Taiwan

the prospectus published by the Company on February 24,
2014

the period from January 1, 2018 to December 31, 2018

2 o
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Definitions

“‘RMB” or “Renminbi”

“SASAC”

“SFO”

“Share(s)”

“Shareholder(s)”
“Stock Exchange”

“Subsidiary(ies)”

“Supervisor(s)”

“U.S.” or “United States”

“US$” or “U.S. dollars” or “USD”

2 Q2o

the lawful currency of the PRC

State-Owned Assets Supervision and Administration
Commission of the State Council of the PRC

the Securities and Futures Ordinance (Chapter 571 of the
Laws of Hong Kong) as amended, supplemented or otherwise
modified from time to time

share(s) in the share capital of the Company, with a nominal
value of RMB1.00 each, comprising the Domestic Shares and
the H Shares

holder(s) of the Share(s)

The Stock Exchange of Hong Kong Limited

has the meaning as defined in Section 2 of the Companies
Ordinance

supervisor(s) of the Company

the United States of America, its territories, possessions and all
areas subject to its jurisdiction

United States dollars, the lawful currency of the United States
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