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DEFINITIONS

In this report, unless the context otherwise requires, the following terms shall have the meanings set out below.

“Acting in Concert Agreement”

“AFR (= 2)”

“AGM”

“Articles of Association”
“Bangni Fiber”
“Board” or “Board of Directors”

“Board of Supervisors”

“Bond(s)

“Bonds Agreement”

“Chief Financial Controller”

“Companies Ordinance”

“Company”, “we”, “us” or “our”

“Controlling Shareholder(s)”

“Creditor's Rights”

“Creditor's Rights Transfer
Agreement”

02

an agreement entered into by Mr. Yu Yougiang, Mr. Yu Yin, Mr. Shen Haiying, Mr. Zhang
Jianming and Puhua Energy and dated 28 April 2014

customers engaged in agricultural businesses and/or rural development activities, and/or
customers residing in rural areas

an annual general meeting of the Company to be held at Conference Room, 3th Floor,
Zuoli Building, No. 399 Deqing Avenue, Wukang Road, Deqging County, Huzhou City,
Zhejiang Province, the PRC on Monday, 29 June 2020 at 3:00 p.m.

the articles of association of the Company

T HBEm M 4B R A | (Zhejiang Bangni Refractory Fiber Co., Ltd.*)
the board of Directors

the board of Supervisors

the convertible bond(s) that may be offered and issued by Jinhui Micro-finance pursuant to
the Bonds Agreement

the collective of (i) the referral services agreement entered into between Jinhui Micro-
finance and Zheli Financial Service; (i) the entrustment agreement entered into between
Jinhui Micro-finance and Zheli Financial Service; and (jii) the convertible bonds subscription
manual published by Jinhui Micro-finance, all dated 15 November 2019, in connection with
the issue and offering of the Bonds

the chief financial controller of the Company

the Companies Ordinance, Chapter 622 of the Laws of Hong Kong, as amended,
supplemented or otherwise modified from time to time

ENFANEERRH AR AR (Zuoli Kechuang Micro-finance Company Limited®), a joint
stock company incorporated in the PRC with limited liability on 18 August 2011 and
converted from our Predecessor Company on 28 April 2014, the H Shares of which are
listed on the Hong Kong Stock Exchange (stock code: 6866)

has the meaning ascribed thereto under the Listing Rules and in case of the Company,
means Zuoli Holdings, Puhua Energy, Mr. Yu Yin, Mr. Yu Yougiang, Deqging Yintian, Mr.
Shen Haiying, Dingsheng Investment and Mr. Zhang Jianming

the creditor's rights against the borrowers under the Credit Rights Transfer Agreement

the agreement entered into between Xing Yao Micro-finance and Xing Yao Construction on
18 October 2019 in relation to the transfer of the creditor’s rights against the borrowers for
their respective outstanding loans. For details, please refer to the announcement of the
Company dated 18 October 2019

ZUOLI KECHUANG MICRO-FINANCE COMPANY LIMITED



“CSRC”

“Deqing Yintian”

“Dingsheng Investment”

“Director(s)”

“Domestic Share(s)”

“Group”

“H Share(s)”

“Hong Kong”

“Hong Kong Stock Exchange”

or “Stock Exchange”

“Jinhui Micro-finance”

“Jinhui Micro-finance

Registered Capital”

“Listing Rules”

“Listing Date”

“Model Code”

“PRC”

“Predecessor Company”

DEFINITIONS (CONTINUED)

the China Securities Regulatory Commission

EEIRRAIEIREEE AR AR (Deging Yintian Equity Investment and Management
Company Limited®)

EERRAEILEEE AR AR (Deging Dingsheng Equity Investment and Management
Company Limited*)

the director(s) of the Company

ordinary share in the capital of the Company, with a nominal value of BMB1.00 each, which
are subscribed for and paid up in RMB by PRC nationals and/or PRC-established entities

the Company and its subsidiaries

overseas listed foreign shares in the share capital of the Company with nominal value of
RMB1.00 each, which are listed on the Hong Kong Stock Exchange

the Hong Kong Special Administrative Region of the PRC

The Stock Exchange of Hong Kong Limited

EEE/NEERER QG (Deging Jinhui Micro-finance Company Limited*), a non-wholly
owned subsidiary of the Company

the registered capital of Jinhui Micro-finance

The Rules Governing the Listing of Securities on the Hong Kong Stock Exchange, as
amended, supplemented or otherwise modified from time to time

18 January 2015, the day on which the H Shares became listed on the Hong Kong Stock
Exchange

the Model Code for Securities Transactions by Directors of Listed Issuers as set out in
Appendix 10 to the Listing Rules

the People’s Republic of China, but for the purpose of this annual report and for
geographical reference only and except where the context requires, references in this
annual report to “China” and the “PRC” do not apply to Taiwan, Macau Special
Administrative Region and Hong Kong

=B ENTIEIEERER AR (Deging Zuoli Kechuang Micro-finance Company

Limited®), a limited liability company established in the PRC on 18 August 2011 and the
predecessor of the Company

ANNUAL REPORT 2019 ()3



DEFINITIONS (CONTINUED)

“Previous Creditor's Rights
Transfer Agreement”

“Promoter(s)”

“Puhua Energy”

“BMB”

“SFO”

“Share(s)”

“Shareholder(s)”

“SME(s)”

“Supervisor(s)”

“Xingyao Micro-finance”

“Xing Yao Construction”

“Zheli Financial Service”

“Zuoli Holdings”

* For identification purposes only

the creditor’s rights transfer agreement entered into between Xing Yao Micro-finance and
Xing Yao Construction on 27 December 2018, pursuant to which Xing Yao Micro-finance
agreed to sell and transfer, Xing Yao Construction agreed to accept the creditor’s rights at
a consideration of RMB4,326,250 (equivalent to approximately HK$4,975,187.5). For
details, please refer to the announcement of the Company dated 27 December 2018

the promoters that established the Company on 28 April 2014. At the time of our

establishment, our promoters comprised 6 corporate shareholders and 44 individual
shareholders

=B L FELRAMR A7 (Deging Puhua Energy Company Limited*)
Renminbi, the lawful currency for the time being 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

Domestic Share(s) and/or H Share(s)
holder(s) of the Share(s)

small and medium enterprise(s), as defined in the Notice on the Provisions for Classification
Standards of Small and Medium-sized Enterprises (87 EN 3% m /| (b 2 £ AU HE A8 7F 1938 AN)

the supervisor(s) of the Company

N = e (&) B EE/ NEER AR AF (Hangzhou High-tech District (Binjiang)
Xingyao Pu Hui Micro-finance Co., Ltd.*), a non-wholly owned subsidiary of the Company

TN BB R& 2 B A R A &) (Hangzhou Xing Yao Construction Group Co., Ltd*)

ITHES RYE B RIS AR A B (Zhejiang Zheli Financial Information Service Co., Ltd.”), a
limited liability company incorporated in the PRC

1ENIZERREEAFBR A A (Zuol Holdings Group Company Limited®)
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Mr. Yu Yin (Chairman)

Mr. Zheng Xuegen (Vice-Chairman)
Mr. Yang Sheng (Vice-Chairman)
Ms. Hu Fangfang

Non-executive Director

Mr. Pan Zhongmin (formerly known as Pan Zhongming)

Independent non-executive Directors

Mr. Ho Yuk Ming, Hugo
Mr. Jin Xuejun
Ms. Huang Lianxi

SUPERVISORS
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Mr. Yu Yin
Mr. Ho Yuk Ming, Hugo
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Mr. Jin Xuejun
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Mr. Yang Sheng (Chairman)
Mr. Zheng Xuegen
Ms. Hu Fangfang

COMPANY SECRETARY

Ms. Ho Wing Yan (ACIS, ACS(PE)

AUTHORISED REPRESENTATIVES
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CORPORATE INFORMATION (CONTINUED)

PRINCIPAL PLACE OF BUSINESS IN

HONG KONG

33rd Floor, Shui On Centre
6-8 Harbour Road
Wanchai

Hong Kong

COMPANY’S WEBSITE

www.zlkexd.cn

STOCK CODE

6866

AUDITOR

KPMG

Certified Public Accountants

Public Interest Entity Auditor
registered in accordance with the
Financial Reporting Council Ordinance

LEGAL ADVISERS

ONC Lawyers (as to Hong Kong laws)
Dacheng Law Offices (Dacheng Shanghai) (as to PRC laws)

H SHARE REGISTRAR

Computershare Hong Kong Investor Services Limited
Shops 1712-1716

17th Floor, Hopewell Centre

183 Queen’s Road East
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Hong Kong

PRINCIPAL BANKER

Shanghai Pudong Development Bank Co., Ltd.
(Huzhou Deging Sub-branch)

Nos. 720 to 728 Wuyuan Street

Wukang Road, Deqging County

Huzhou Corty, Zhejiang Province

PRC
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FINANCIAL SUMMARY

The following is a summary of assets and liabilities of the Group as at 31 December 2015, 2016, 2017, 2018 and 2019 and
of the results of the Group for each of the years ended 31 December 2015, 2016, 2017, 2018 and 2019.

RESULTS Year ended 31 December
2015 2016 2017 2018
RMB’000 RMB’000 RMB’000 RMB’000
Interest income 212,128 243,360 314,301 337,536
Profit before taxation 196,961 200,869 209,382 191,212
Income tax (50,442) (50,333) (563,530) (48,312)
Profit and total comprehensive income
for the year 146,519 150,536 155,852 142,900
Profit attributable to the equity shareholders
of the Company 146,086 146,147 148,828 136,968
ASSETS AND LIABILITIES
Total assets 1,622,670 2,033,266 2,217,262 2,427,471
Total liabilities 126,977 568,691 597,393 674,454
Total equity 1,395,593 1,464,575 1,619,869 1,753,017

2019
RMB’000
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CHAIRMAN’S STATEMENT

In 2019, the finance market maintained stable and healthy development as a whole. Under the further improved regulatory
system, we insisted on continuously improving our financing capacity and strived to achieve a steady pace of development.

On behalf of the Board, | would like to express my gratitude to our Shareholders and stakeholders who have been following
and supporting the development of the Company and all of our employees who have been striving for the best results for the
Company. On behalf of the Group, | would like to present to you our operating results for 2019.

Over the past year, “intensive and strict supervision” was still the underlying values of the finance market, which has become
a normal mechanism. However, the Company has gone ahead steadily and surely, maintaining a stable performance. In
2019, our loans scale reached RMB4,131.84 million; interest income reached RMB320.35 million; net profit reached
RMB140.79 million; and amounts attributable to equity shareholders of the Company reached RMB131.59 million.

In 2019, under the main focus of stable development and risk control, the Company realized stable and orderly development
on the basis of consolidating its original business and by adjusting the loan structure and optimizing customer quality. We will
deepen the concept of innovative product design, fully taping the depth of the market, and provide customers with
convenient and flexible financing services based on the principle of small amount and dispersion through efficient and rapid
means to ensure the healthy and sustainable development of our core business.

COVID-19, which broke out in January 2020, has made an impact on social and economic development, which may affect
the Group to a certain extent. The degree of impact will depend on the actual development situation of the COVID-19
epidemic. We will continue to monitor and actively respond to such situation.

Upholding the stability of micro-finance business, our core business, we will continue to accelerate the pace of transformation
and upgrading in 2020, to achieve scientific, innovative and sustainable development of the Company.

EANBNEERRAERAA

(Zuoli Kechuang Micro-finance Company Limited*)
YuYin

Chairman

20 March 2020

* For identification purpose only
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MANAGEMENT DISCUSSION AND ANALYSIS

INDUSTRY OVERVIEW

We carried out our microfinance business in the PRC, and our business is mainly conducted in Deging County, Huzhou City
and Binjiang District, Hangzhou City, the PRC, where the main market share comes from Deging County. Deqing has
experienced robust economic development and growth in recent years, and is placed among the national top one hundred
counties in terms of comprehensive strength in economic, social condition, environmental and government management
aspects (424 E HEEH). Deqging has been designated as a “technological outstanding county (FH%3882)”, a “financial
innovation demonstration county (£ &l BIFT R ) as well as the “financial back-office base in Yangtze River Delta (K=
& @i B )" by the Zhejiang provincial government of the PRC. A number of new high-technology, bio-pharmaceutical
and innovative enterprises have either selected Deqing as their headquarters or conducted business in Deqing, which has
helped to promote the development of the local financial services industry.

Competition within the microfinance industry in Zhejiang remains intense. As of 31 December 2019, the number of
microfinance companies in Zhejiang reached 324 in total. The average registered capital per microfinance company
amounted to RMBO0.17 billion. The average loan balance per microfinance company amounted to RMBO0.19 billion.

As of 31 December 2019, apart from the Group, there were three other microfinance companies in Deqging. The accumulated
aggregate amount of loans granted by the Group and the three microfinance companies for the year ended 31 December
2019 reached RMB5.64 billion (2018: RMB5.8 billion), out of which the accumulated aggregate amount of loans granted by
the Group accounted for approximately 73.3% (2018: 78.8%). As of 31 December 2019, the balance of loans of the Group
and these three microfinance companies reached RMB3.57 billion (2018: RMB3.3 billion), out of which the balance of loans
of the Group accounted for approximately 69.5% (2018: 72.6%)).

BUSINESS OVERVIEW

As at 31 December 2019, we were the largest licensed microfinance company in Zhejiang in terms of registered capital,
according to the Financial Work Office of the People’s Government of Zhejiang Province. We have been providing financing
solutions and loan services to customers with flexible terms through quick and comprehensive loan assessment and
approval processes.

Our customer base primarily consists of customers engaged in AFR (= &), the SMEs, micro enterprises and online retailers
engaging in the businesses of lifestyle products, agricultural products, cultural supplies and industrial products, etc.

Due to the increase in the size of our loan portfolio and strong demand for financing of our customers, our gross loan

balance (excluding accrued interest) increased from RMB2,396.4 million as at 31 December 2018 to RMB2,482.7 million as
at 31 December 2019.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

The following table sets out our registered capital, gross loans and advances to customers and leverage ratio as at the dates
indicated:

As at As at
31 December 31 December
2019 2018
Registered capital (RMB’000) 1,180,000 1,180,000
Gross loans and advances to customers
(excluding accrued interest, RMB’000) 2,482,713 2,396,383
Leverage ratio®" 2.10 2.038
Note:
(1) Represents the gross loans and advances to customers (excluding accrued interest) divided by registered capital.

For the years ended 31 December 2018 and 2019, our average interest rates for loans were 14.8% and 12.8%, respectively.
Our average loan interest rate decreased slightly during the aforesaid period, mainly due to the decrease in the average
interest rate of the loans granted by other companies in the industry under the influence of external economic environment,
and we properly adopted lower interest rates for some loans to keep industry competitiveness. At the same time, we
continued to focus on serving customers with stronger repayment ability in 2019, to which we charged relatively lower
interest rates in order to effectively control the credit risk.

The following table sets out the number of our loans and advances by size as at the dates indicated:

As at As at

31 December 31 December

2019 2018

Up to RMB500,000 1,857 4,074
Over RMB500,000 to RMB1 million (inclusive) 81 133
Over RMB1 million to RMBS5 million (inclusive) 378 364
Over RMB5 million 114 95
Total number of loans and advances to customers 2,430 4,666

As at 31 December 2018 and 2019, among our loan contracts, the higher proportion of loans with amount up to RMB1
million was mainly due to our main targets of service, including the SMEs and micro enterprises, individuals in the agricultural,
industrial and service sectors in Huzhou City and Hangzhou City and online retailers engaging in the businesses of lifestyle
products, agricultural products, cultural supplies and industrial products, etc., the loan amount granted to whom are
generally lower. Among our loan contracts, the higher proportion of loans with amount up to RMB1 million decreased from
90.2% to 79.8%, mainly because the balance of internet loans as of 31 December 2019 decreased as compared to that of
31 December 2018, and the amount of internet loans was up to RMBO0.5 million.

10 ZUOLI KECHUANG MICRO-FINANCE COMPANY LIMITED



MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

LOANS AND ADVANCES TO CUSTOMERS BY SECURITY

The following table sets out our loans and advances to customers by security as at the dates indicated:

As at As at
31 December 2019 31 December 2018

RMB’000 RMB’000 %
Unsecured loans!" 53,584 2.2
Guaranteed loans 2,282,460 95.3
Collateralized loans 54,899 2.3
Pledged loans 5,440 0.2
Sub-total 2,396,383 100.0
Accrued interest 18,868
Gross loans and advances to customers 2,415,251
Note:
1) Our unsecured loans are generally of small amounts, with short terms, and granted to customers who have good credit history upon assessing the risks

involved in the loans during our credit evaluation process.

The following table sets out the maturity profile of the original term of our loans and advances to customers as at the dates
indicated:

As at As at
31 December 2019 31 December 2018

RMB’000 RMB’000 %
Within three months 14,377 0.6
Three to six months 323,555 13.5
Six months to one year 2,029,895 84.7
More than one year 28,556 1.2
Sub-total 2,396,383 100.0
Accrued interest 18,868
Gross loans and advances to customers 2,415,251
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

The following table sets out our loans and advances to customers by exposure size as at the dates indicated:

As at As at
31 December 2019 31 December 2018

RMB’000 RMB’000 %
Up to RMB500,000 175,767 7.4
Over RMB500,000 to RMB1 million (inclusive) 120,486 5.0
Over RMB1 million to RMB5 million (inclusive) 1,054,540 44.0
Over RMB5 million 1,045,590 43.6
Sub-total 2,396,383 100.0
Accrued interest 18,868
Gross loans and advances to customers 2,415,251

The following table sets out our loans and advances to customers analysed by methods for assessing allowances for
impairment losses as at the dates indicated:

As at 31 December 2019
Lifetime ECLs Lifetime ECLs
12-month non credit- credit-
ECLs impaired impaired Total
RMB’000 RMB’000 RMB’000 RMB’000

Gross loans and advances to customers
Less: Allowances for impairment losses

Net loans and advances to customers

As at 31 December 2018
Lifetime ECLs Lifetime ECLs

12-month non credit- credit-
ECLs impaired impaired Total
RMB’000 RMB’000 RMB’000 RMB’000
Gross loans and advances to customers 2,314,865 28,024 72,362 2,415,251
Less: Allowances for impairment losses (68,298) (7,817) (57,054) (133,169)
Net loans and advances to customers 2,246,567 20,207 15,308 2,282,082
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

The following table sets out our key operating data as at the dates indicated:

As at As at
31 December 31 December
2019 2018
Impaired loan ratio'" 3.0%
Balance of impaired loans (R\MB’000) 72,362
Gross loans and advances to customers (RMB’000) 2,415,251
Allowance coverage ratio® 184%
Allowances for impairment losses® (RMB’000) 133,169
Balance of impaired loans (R\MB’000) 72,362
Provision for impairment losses ratio® 5.5%
Balance of overdue loans (RMB’000) 76,138
Gross loans and advances to customers (RMB’000) 2,415,251
Overdue loan ratio® 3.2%
Notes:
(1) Represents the balance of impaired loans divided by the gross loans and advances to customers. Impaired loan ratio indicates the quality of our loan
portfolio.
2) Represents the allowances for impairment losses on all loans divided by the balance of impaired loans. Allowance coverage ratio indicates the level of
provisions we set aside to cover probable loss in our loan portfolio.
) Allowances for impairment losses reflect our management’s estimate of the probable losses in our loan portfolio.
(4) Represents the allowances for impairment losses divided by the gross loans and advances to customers. Provision for impairment losses ratio measures
the cumulative level of provisions.
5) Represents the balance of overdue loans divided by the gross loans and advances to customers.

Total impaired loans

QOur balance of impaired loans increased from RMB72.4 million as of 31 December 2018 to RMB107.2 million as of 31
December 2019, which was mainly due to the increase of loan balance and the deterioration of the operating environment of

some of our loan customers as at 31 December 2019.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Total overdue loans

The following table sets out a breakdown of our overdue loans by security as at the dates indicated:

As at As at

31 December 31 December

2019 2018

RMB’000 RMB’000

Unsecured loans 19,046
Guaranteed loans 45,292
Collateralized loans 11,800
Total overdue loans 76,138

We had overdue loans of RMB76.1 million and RMB71.0 million as at 31 December 2018 and 31 December 2019,
respectively, accounting for 3.2% and 2.8% of our gross loan balance as at the respective dates. As at 20 March 2020,
RMB1.8 million out of the overdue loans as of 31 December 2019 was recovered.

FINANCIAL OVERVIEW

Net interest income

We generate interest income from loans and advances we provide to customers and from our cash at banks. Our net
interest income is net of interest and commission expenses. We incur interest and commission expenses on bank and other
borrowings, which are principally used to expand our business and meet working capital requirements, as well as bank
charges.

The following table sets out the breakdown of our net interest income by source for the years indicated:

2019 2018
RMB’000 RMB’000

Interest income from

Loans and advances to customers 336,799
Bank deposits 737
Total interest income 337,536
Interest and commission expenses from

Borrowings from banks (9,606)
Borrowings from non-bank institutions (33,264)
Lease liabilities _
Bank charges (598)
Total interest and commission expenses (43,468)
Net interest income 294,068
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Our interest income from loans and advances to customers is primarily affected by the size of our loan portfolio and the
average interest rates that we charge on loans and advances to our customers. Our balance of loans increased during the
reporting period, generally in line with the size of our capital base, which is in turn affected by the size of our net assets and
financing. As at 31 December 2018 and 2019, our loan balance (excluding accrued interest) were RMB2,396.4 million and
RMB2,482.7 million, respectively, and our average interest rates for loans were 14.8% and 12.8% for the years ended 31
December 2018 and 2019, respectively. Our average loan interest rates decreased slightly during the aforesaid period ,
mainly due to the decrease in the average interest rates of the loans granted by other companies in the industry under the
influence of the external economic environment in the PRC, and we properly adopted lower interest rates for some loans to
keep industry competitiveness. At the same time, we continued to focus on serving customers with stronger repayment
ability in 2019, to which we charged relatively lower interest rates in order to effectively control the credit risk.

Our interest and commission expenses, comprising interests on borrowings from banks and non-bank institutions, lease
liabilities as well as bank charges, were RMB43.5 million and RMB49.6 million for the years ended 31 December 2018 and
2019, respectively. We incurred interest expenses primarily on the interest payment on bank borrowings and non-bank
institutions borrowings, including other borrowings from third parties, convertible bonds and borrowings from Euro zone,
which were principally applied to expand our loan business.

Our balance of bank borrowings (excluding accrued interest) as at 31 December 2018 and 2019 amounted to RMB180
million and RMB150 million, respectively. Our balance of borrowings from non-bank institutions (excluding accrued interest)
amounted to RMB393.9 million and RMB558.1 million as at 31 December 2018 and 2019, respectively.

For the years ended 31 December 2018 and 2019, our net interest income were RMB294.1 million and RMB270.8 million,
respectively.

Other net income

Qur other net income for the years ended 31 December 2018 and 2019 were RMB13.4 million and RMB14.2 million,
respectively.

Impairment losses

Impairment losses include provisions we make in relation to loans and advances to customers and interests receivables. We
review our loans and advances and interests receivables periodically to assess whether any impairment losses exist and the
amount of impairment losses if there is any indication of impairment losses. Our management reviews the methodology and
assumptions used in estimating future cash flows regularly to reduce any difference between estimated loss and the actual
loss.

For the years ended 31 December 2018 and 2019, our impairment losses were RMB47.4 million and RMB36.7 million,
respectively.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Administrative expenses

Our administrative expenses mainly include: () tax and surcharge; (i) staff costs, such as salaries, bonuses and allowances
paid to employees, contributions to pension plan, social insurance and other benefits; (iii) office expenditures and travel
expenses; (iv) operating lease charges; (v) depreciation and amortization expenses; (vi) consulting and professional service
fees; and (vii) other expenses, including business development expenses, advertising expenses and other miscellaneous
expenses, such as stamp duty, conference fees and labor protection fees. The table below sets out the components of our
administrative expenses by nature for the periods indicated:

2019 2018

RMB’000 RMB’000

Tax and surcharge 1,729 1,674
Staff costs 22,903 24,066
Office expenditures and travel expenses 7,421 7,851
Operating lease charges 43 2,079
Depreciation and amortization expenses 8,608 6,652
Consulting and professional service fees 9,034 12,034
Business development expenses 3,659 3,867
Advertising expenses 2,710 4,317
Others 3,654 6,278
Total administrative expenses 59,761 68,818

Our staff costs accounted for approximately 35.0% and 38.3% of the total administrative expenses for the years ended 31
December 2018 and 2019, respectively. Our staff costs slightly decreased from RMB24.1 million for the year ended 31
December 2018 to RMB22.9 million for the year ended 31 December 2019, which was mainly attributable to the slightly
decrease in the number of non-business personnel in 2019 compared to previous year.

Our depreciation and amortisation expenses increased from RMB6.7 milion for the year ended 31 December 2018 to
RMB8.6 million for the year ended 31 December 2019, which was mainly attributable to the depreciation of additional right-
of-use assets according to HKFRS 16 Lease.

Income tax

Qur income taxes for the years ended 31 December 2018 and 2019 were RMB48.3 milion and RMB47.7 million,
respectively, and our effective tax rates were 25.3% and 25.3%, respectively.

Profit and total comprehensive income for the year

We had profit for the year of RMB142.9 million and RMB140.8 million for the years ended 31 December 2018 and 2019,
respectively.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Liquidity and capital resources

Our working capital and other capital requirements are mainly financed by equity investments from the shareholders of the
Company (the “Shareholders”), interest-bearing borrowings and cash flows from operations. Our working capital and capital
requirements are primarily related to extending loans and other working capital requirements. We monitor our cash flows and
cash balance on a regular basis and strive to maintain an optimal liquidity level that can meet our working capital needs while
supporting a healthy level of business scale and expansion. Other than the bank borrowings obtained from commercial
banks, we may also consider conducting financing on the platform of )T % #2257 s (Zhejiang Equity Exchange Centre*)
and financing on the platform of A7/ T & & & ZEx 5 0 (Zhejiang Financial Assets Exchange Centre®), foreign borrowings or
other investments plans or choices. However, as at the date of this report, we did not have any specific intention or formulate
any specific plan on material external debt financing in the short term.

As at 31 December 2019, our balance of interest-bearing borrowings was approximately RMB716.0 million (31 December
2018: RMB580.1 million).

WORKING CAPITAL MANAGEMENT

Cash flows

The following table sets out a selected summary of our cash flow statement for the years indicated:

2019 2018

RMB’000 RMB’000

Cash and cash equivalents as at 1 January 41,707 37,235
Net cash generated from/(used in) operating activities 92,675 (9,383)
Net cash (used in)/generated from investing activities (7,835) 12,139
Net cash (used in)/generated from financing activities (71,156) 1,718
Net increase in cash and cash equivalents 13,684 4,474
Effect of the change of exchange rate (81) )
Cash and cash equivalents as at 31 December 55,310 41,707

Net cash generated from operating activities
Our cash generated from operating activities primarily consisted of interest income from loans granted to customers. Our
cash used in operating activities primarily consisted of loans and advances to customers and various taxes.

We account equity investments from the Shareholders and interest-bearing borrowings as cash generated from financing
activities, while we utilize such cash for granting new loans to customers and classify it as cash used in operating activities.
Due to the loan granting nature of our business and the accounting treatment that deployment of cash for granting loans is
accounted for as operating cash outflows, we typically experience net cash outflows from operating activities when we
expand our loan portfolio, which is generally in line with the industry norm.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Net cash generated from operating activities for the year ended 31 December 2019 was RMB92.7 million. Our net cash
generated from operating activities reflect: (i) our profit before tax of RMB188.5 million, adjusted for non-cash and non-
operating items, primarily including impairment losses of RMB36.7 million, depreciation and amortization of RMB8.6 million,
interest expenses of RMB49.4 million, investment income of RMBO0.6 million, foreign exchange losses of RMB1.4 million; (i)
the effect of changes in working capital, primarily including the increase in loans and advances to customers of RMB116.7
million, the decrease in interest receivables and other assets of RMB2.3 million, and the decrease in accruals and other
payables of RMB17.2 million; and (jii) income tax paid of RMB59.8 million.

Net cash used in investing activities

For the year ended 31 December 2019, our net cash used in investing activities was RMB7.8 million. Our net cash used in
investing activities mainly consisted of: payment for the purchase of fixed assets and intangible assets of RMB8.6 million,
which was partially offset by income received from the wealth management products of RMB0.6 million and income received
from the disposal of fixed assets of RMBO0.2 million.

Net cash used in financing activities

For the year ended 31 December 2019, our net cash used in financing activities was RMB71.2 million. Our cash used in
financing activities mainly consisted of: (i) repayment of financing from interest-bearing borrowings amounting to RMB950.9
million, (i) payment of interest on borrowings of RMB38.3 million, (i) payment of shareholder bonus of RMB155.2 million,
and (iv) payment of lease of RMB2.8 million. Our cash generated from financing activities mainly represents financing from
interest-bearing borrowings received of RMB1,076.0 million.

Cash management

As our business primarily relies on our available cash, we normally set aside a sufficient amount of cash for meeting general
working capital needs, such as administrative expenses and payment of interests on borrowings from banks and other non-
bank institutions, and use the remaining parts for granting loans to our customers. As at 31 December 2018 and 2019, total
cash and cash equivalents amounted to RMB41.7 million and RMB55.3 million, respectively.

Cash and cash equivalents

Cash and cash equivalents are primarily our cash at banks. The following table sets out our cash and cash equivalents as at
the dates indicated:

As at As at

31 December 31 December

2019 2018

RMB’000 RMB’000

Cash in hand 2 3
Cash at banks 54,906 41,176
Other currencies cash 402 528
Cash and cash equivalents 55,310 41,707
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Loans and advances to customers

Our loans and advances to customers reflect the total balance of our loan portfolio. The following table sets out our loans
and advances to customers by customer types as at the dates indicated:

As at As at

31 December 31 December

2019 2018

RMB’000 RMB’000

Corporate loans 759,910
Retail loans 1,561,718
Internet loans 74,755
Sub-total 2,396,383
Accrued interest 18,868
Gross loans and advances to customers 2,415,251

Less: Allowances for impairment losses (133,169)
Net loans and advances to customers 2,282,082

We focus on providing short-term loans to minimise our risk exposure and, as a result, a substantial majority of our loans and
advances to customers have a term of less than one year.

The following table sets out the maturity profile of the original term of our loans and advances to customers as of the dates
indicated:

As at As at

31 December 31 December

2019 2018

RMB’000 RMB’000

Within three months 14,377
Three to six months 323,555
Six months to one year 2,029,895
More than one year 28,556
Sub-total 2,396,383
Accrued interest 18,868
Gross loans and advances to customers 2,415,251
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

We had overdue loans of RMB76.1 million and RMB71.0 million as at 31 December 2018 and 2019, respectively, accounting
for approximately 3.2% and 2.8% of our gross loans and advances to customers as at the same dates.

The following table sets out our loans and advances to customers by security as at the dates indicated:

As at As at

31 December 31 December

2019 2018

RMB’000 RMB’000

Unsecured loans! 53,584

Guaranteed loans 2,282,460

Collateralized loans 54,899

Pledged loans 5,440

Sub-total 2,396,383

Accrued interest 18,868

Gross loans and advances to customers 2,415,251
Note:

(1) Our unsecured loans are generally of small amounts, with short terms, and granted to customers who have good credit history upon assessing the risks

involved in the loans during our credit evaluation process.

The majority of our loans were guaranteed loans, which accounted for approximately 95.3% and 96.8% of our gross loans
and advances to customers (excluding accrued interest) as at 31 December 2018 and 2019, respectively.

OTHER ASSETS

The following table sets out the breakdown of other assets by nature as at the dates indicated:

As at As at

31 December 31 December

2019 2018

RMB’000 RMB’000

Prepayment 1,282
others 556
Total other assets 1,838

20 ZUOLI KECHUANG MICRO-FINANCE COMPANY LIMITED



MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Accruals and other payables

The following table sets out a breakdown of our accruals and other payables by nature as at the dates indicated:

As at As at

31 December 31 December

2019 2018

RMB’000 RMB’000

Staff costs payable 5,788 5,657
Value-added tax payable 1,933 1,826
Tax and surcharges and other taxation payable 117 674
Dividends payable to non-controlling interests - 6,400
Other payables 14,775 36,061
Total accruals and other payables 22,613 50,618

Our accruals and other payables decreased by RMB28.0 million during the aforesaid period, which was mainly attributable to
the dividends payable to non-controlling interests of Xingyao Micro-finance, a non-wholly owned subsidiary of the Company
paid in 2019.

Current taxation

Our current taxation, representing our income tax payable, were RMB43.8 million and RMB41.2 million as at 31 December
2018 and 2019, respectively.

Operating lease commitments

As at 31 December 2018, the total future minimum lease payments under non-cancellable operating leases of properties are

payable as follows:

31 December

2018

RMB’000

Within one year 2,800
After one year but within five years 1,400
Total 4,200

The Group is the lessee in respect of certain properties which were previously classified as operating leases under HKAS 17.
The Group has initially applied HKFRS 16 using the modified retrospective approach. Under this approach, the Group
adjusted the opening balances as at 1 January 2019 to recognise lease liabilities relating to these leases. From 1 January
2019 onwards, future lease payments are recognised as lease liabilities in the statement of financial position in accordance
with such policies.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Capital commitments

As at 31 December 2019, we did not have any capital commitments (2018: nil).

Key financial indicators

The following tables set out certain key financial ratios as at the dates indicated:

For the For the

year ended year ended

31 December 31 December

2019 2018

Return on weighted average equity (%) 8.0 8.6

Average return on assets (%)" 5.7 6.2

Note:

(1) Represents profit for the year divided by average balance of total assets as at the beginning of the year and the end of the year.

QOur return on weighted average equity and average return on assets decreased slightly mainly due to the increase in
weighted average net assets and average total assets for the year ended 31 December 2019 as compared to the year
ended 31 December 2018.

Gearing Ratio

As at As at
31 December 31 December
2019 2018
Gearing ratio (%)™ 40.4 32.6
Note:
(1) Represents the interest-bearing borrowings less cash and cash equivalents, divided by total equity attributable to equity Shareholders as at the end of
the year.

As of 31 December 2019, our gearing ratio increased, which was mainly due to the fact that the interest-bearing borrowings
as of 31 December 2019 increased as compared to 31 December 2018 and the scale of interest-bearing borrowings was in
line with the loans scale of the Company.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Related party transactions

For the year ended 31 December 2019, Mr. Yu Yin, an executive Director and the chairman of the Board, and other related
parties had guaranteed some of our interest-bearing borrowings. As at 31 December 2019, the amount of guarantee
provided by Mr. Yu Yin and other related parties amounted to RMB659.4 million. Such related party transactions constituted
continuing connected transactions under Chapter 14A of the Listing Rules. As the guarantees were provided on normal
commercial terms where no security over the assets of the Group was granted to Mr. Yu Yin and other related parties, the
captioned provision of guarantees was fully exempted from Shareholders’ approval, annual review and all disclosure
requirements.

For the year ended 31 December 2019, the Company leased a property from Zuoli Holdings with a depreciation expenses
on right-of-use assets and interest expense of RMB2.2 million. Puhua Energy is a Controlling Shareholder and thus a
connected person of the Company under the Listing Rules. Zuoli Holdings, being the holding company of Puhua Energy, is
an associate of Puhua Energy and thus also a connected person of the Company under the Listing Rules. Such related party
transaction constituted the continuing connected transactions under Chapter 14A of the Listing Rules.

Since one or more of the applicable percentage ratios (as set out in Rule 14.07 of the Listing Rules) calculated with reference
to the annual caps under the lease exceed 0.1% but are less than 5%, the transaction contemplated under the lease is
subject to the reporting, announcement and annual review requirements but exempt from the circular and independent
Shareholders’ approval requirements under Chapter 14A of the Listing Rules. The Company had duly announced the said
transaction on 7 July 2017 and 10 July 2017.

The independent non-executive Directors have reviewed all the above continuing connected transactions and confirmed that
these transactions have been entered into in the ordinary and usual course of business of the Group, on normal commercial
terms or better and conducted in accordance with the relevant agreements governing them on terms which are fair and
reasonable and in the interests of the Shareholders as a whole.

On 18 October 2019, Xingyao Micro-finance entered into the Creditor's Rights Transfer Agreement with Xing Yao
Construction, pursuant to which Xingyao Micro-finance agreed to sell and transfer, and Xing Yao Construction agreed to
accept the Creditor’'s Rights against borrowers at a consideration of RMB10,789,320 (equivalent to approximately
HK$11,976,145.2). The entering into of the Creditor's Rights Transfer Agreement allows Xingyao Micro-finance the chance
to recoup the corresponding loans (including the incurred interests) in full by reducing the default risks exposure to those
borrowers.

Xing Yao Construction is a substantial shareholder of Xingyao Micro-finance, a 60%-owned subsidiary of the Company, and
thus a connected person of the Company at the subsidiary level according to Rule 14A.07(1) of the Listing Rules. Therefore,
the transaction under the Creditor’s Rights Transfer Agreement constitutes a connected transaction under Chapter 14A of
the Listing Rules.

Pursuant to Rule 14A.81 of the Listing Rules, as the Previous Creditor’s Rights Transfer Agreement and the Creditor’s Rights
Transfer Agreement were entered into by Xing Yao Micro-finance and Xing Yao Construction and are of a similar nature, the
transactions contemplated under the Previous Creditor’s Rights Transfer Agreement and the Creditor’s Rights Transfer
Agreement should be aggregated.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Since one or more of the applicable percentage ratios (set out in Rule 14.07 of the Listing Rules) in respect of the transaction
contemplated under the Creditor’s Rights Transfer Agreement, when aggregated, is more than 0.1% but are less than 5%,
the transaction contemplated under the Creditor’s Rights Transfer Agreement is subject to the reporting and announcement
requirements but exempt from independent Shareholders’ approval requirement under Chapter 14A of the Listing Rules. The
Company has duly announced the said transaction on 18 October 2019.

Save as disclosed above, during the year ended 31 December 2019, there was no other connected transaction of the
Company that required for the reporting, annual reviews, announcement and independent Shareholders’ approval under
Chapter 14A of the Listing Rules. The Company confirmed that it has complied with the disclosure requirements in
accordance with Chapter 14A of the Listing Rules.

INDEBTEDNESS

The following table sets forth our outstanding borrowings as at the dates indicated:

As at As at

31 December 31 December
2019 2018
RMB’000 RMB’000

Interest-bearing borrowings 715,972 580,079

Our interest-bearing borrowings were the borrowings and interests required for our business operations.

OFF-BALANCE SHEET ARRANGEMENTS

As at 31 December 2019, we did not have any off-balance sheet arrangements (2018: nil).

EMPLOYMENT AND EMOLUMENTS

As at 31 December 2019, the Company had approximately 128 employees (2018: 141). Employees’ remuneration has been
paid in accordance with relevant policies in the PRC. Appropriate salaries and bonuses were paid, which are commensurate
with the actual practices of the Company. Other corresponding benefits include pension, unemployment insurance and
housing allowance, etc.

SIGNIFICANT INVESTMENT

Save and except for the wealth management products issued by banks in the PRC, the Group had no significant investments
during the year ended 31 December 2019.

MATERIAL ACQUISITION AND DISPOSAL OF SUBSIDIARIES, ASSOCIATES
AND JOINT VENTURES

The Group had no material acquisition or disposal of subsidiaries, associates or joint ventures during the year ended 31
December 2019.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

CHARGE ON THE GROUP’S ASSETS

As at 31 December 2019, the Group has pledged 60% of the equity interest of Xingyao Micro-finance held by the Company
as a guarantee for the financing of Jinhui Micro-finance and pledged 44% of the equity interest of Jinhui Micro-finance held
by the Company as a guarantee for the financing of the Company and Jinhui Micro-finance (2018: pledged 60% of the equity
interest of Xingyao Micro-finance held by the Company as a guarantee for the financing of Jinhui Micro-finance).

FUTURE PLANS FOR MATERIAL INVESTMENTS AND EXPECTED SOURCES
OF FUNDING

Other than the bank borrowings we obtain from commercial banks, we may also consider conducting financing on the
platform of JTTA%HERZ 52 (Zhejiang Equity Exchange Centre*) and financing on the platform of ST & @& E 22 5 /0
(Zhejiang Financial Assets Exchange Centre*), foreign borrowings or other investments plans or choices. However, as at the
date of this report, we did not have any specific intention or formulate any specific plan on material external debt financing in

the short term.

FOREIGN CURRENCY RISK

Foreign exchange risk arises when business transaction or recognised assets or liabilities are denominated in a currency that
is not the entity’s functional currency.

The Group operates in the PRC. Save as the exposure to foreign exchange risk mainly arising from bank deposits in EUR
and foreign borrowings denominated in EUR, the Group was not exposed to foreign exchange risk arising from any other
currency risk. The management will continue to monitor the exposure to foreign exchange and adopt prudent measures to
minimize exchange risk.

CONTINGENT LIABILITIES

As at 31 December 2019, the Group did not have any significant contingent liabilities (2018: nil).

PROSPECTS

With the establishment of China Micro-credit Companies Association (FFEI/NEEE XA B17HE) and promulgation of the
Classification Standards of Financial Enterprises ({& @i 32| FUZ2EETE DY), the role played by micro-finance companies
in the PRC is being increasingly recognized by the relevant authorities. General Secretary Xi Jinpi