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FINANCIAL SUMMARY AND OPERATIONAL HIGHLIGHTS

CONDENSED CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

Year ended December 31,

2019 2018 2017 2016 2015
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

 

Revenues 8,347,767 5,038,250 4,095,066 2,556,866 1,606,640
  

Gross profit 3,692,023 2,557,979 2,075,440 1,054,847 580,534
 

Operating profit/(loss) 1,193,907 1,114,951 614,563 33,323 (307,760)
  

Profit/(loss) before income tax 1,179,797 1,077,801 645,730 38,318 (317,142)
  

Profit/(loss) for the year 1,112,134 912,398 562,692 30,360 (354,159)
 

Profit/(loss) attributable to equity holders 

 of the Company 1,095,953 910,636 556,129 36,683 (347,584)
 

Total comprehensive income/(loss)

 for the year 1,167,355 1,342,293 412,562 57,589 (363,730)
 

Total comprehensive income/(loss) 

 attributable to equity holders

 of the Company 1,151,165 1,340,538 405,999 63,912 (357,155)
 

Non-GAAP profit/(loss) attributable to equity

 holders of the Company 1,194,618 900,490 721,817 85,255 (91,959)
 

CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSITION

As of December 31,

2019 2018 2017 2016 2015
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Assets

Non-current assets 14,059,479 13,556,968 5,703,237 5,016,493 5,025,715
Current assets 12,190,525 14,277,638 9,434,131 2,115,212 1,355,375

Total assets 26,250,004 27,834,606 15,137,368 7,131,705 6,381,090

Equity and liabilities

Equity attributable to equity holders

 of the Company 19,396,567 18,403,478 12,621,196 5,166,225 4,375,468
Non-controlling interests 14,244 11,567 41,514 42,057 82,491

Total equity 19,410,811 18,415,045 12,662,710 5,208,282 4,457,959

Non-current liabilities 925,546 2,823,250 710,492 264,957 362,831
Current liabilities 5,913,647 6,596,311 1,764,166 1,658,466 1,560,300

Total liabilities 6,839,193 9,419,561 2,474,658 1,923,423 1,923,131

Total equity and liabilities 26,250,004 27,834,606 15,137,368 7,131,705 6,381,090
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FINANCIAL SUMMARY AND OPERATIONAL HIGHLIGHTS

Year ended December 31, 2019

Revenues

8,347.8 
RMB in Million

Gross profit

3,692.0 
RMB in Million

Profit attributable to 
equity holders of the Company

1,096.0
RMB in Million

Average MAUs

219.7
Million

Non-GAAP profit attributable to 
equity holders of the Company

1,194.6
RMB in Million

Average MPUs

9.8
Million
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CHAIRMAN’S STATEMENT

I hereby present our annual report for the year ended 

December 31, 2019 to our shareholders.

A TUMULTUOUS YEAR – A VOLATILE 
STOCK PRICE

As our shareholder, you are likely aware that 2019 was 

a tumultuous year for our business and our stock price, 

the latter declining sharply in the middle of the year, and 

then recovering toward the year-end. While market-wide 

factors played a part, company-level factors likely 

contributed too, specifically concern surrounding:

• Free-to-read literature apps amassing millions of 

users in short periods of time, and thus challenging 

not only our own literature apps but more broadly 

our pay-to-read model.

• The negative effect of reduced traffic from some 

of our traditional distribution channels, notably 

Tencent’s Mobile QQ  and QQ Browser  apps, 

temporarily outweighing the positive effect of 

increased traffic from newer distribution channels, 

notably the Weixin Reading  app, impacting our 

user base growth.

• The unusually slow broadcast approval process 

for drama series on TV and internet video 

platforms suppressing revenue and earnings for 

our recently-acquired New Classics Media (“NCM”) 

production studio business, and thus provoking 

debate around our rationale for that acquisition.

More broadly, while it is easy to recite that “content is 

king” when content-centric businesses are financially 

outperforming expectations, such businesses do 

periodically underperform expectations due to factors 

such as content release dates not following a regular 

annual pattern, delays from expected to actual 

content release dates, and variability in the popularity 

of individual releases. Consequently, successfully 

investing in content-centric companies requires a 

degree of fortitude and willingness to endure short term 

volatility for long term returns. This need is particularly 

apparent in stock markets such as Hong Kong’s, where 

a scarcity of content-centric businesses means that 

investor attitude toward such companies fluctuates more 

sharply than toward companies operating in industries 

with more violent but better understood cycles, such as 

financial services and real estate.

OUR STRATEGIC EVOLUTION – CHANGE

Given the challenges above, and the fact that we 

operate in a fast-changing industry, we have sought and 

are seeking to enhance our capabilities and elevate our 

strategy in certain areas, while adhering to long-held 

principles and directions in others.

Areas where market changes have prompted us to 

evolve our strategy include:

• Adding our own free-to-read (advertising-funded) 

services, initially in Tencent’s Mobile QQ and QQ 
Browser apps, and then in our stand-alone Feidu 
app.

• Deepening our integration into the Weixin Reading 

app, and nurturing users’ payment habits inside 

Weixin Reading.

• Licensing our IP not only into live action costume 

drama series, where the entire genre has been 

subject to a period of delay in being broadcast, 

but also into modern-day live action drama series 

and animated drama series, which have not been 

subject to such a period.
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CHAIRMAN’S STATEMENT

These changes generally brought more costs than 

revenue in 2019 (for example, marketing cost for our 

Feidu app), but we believe that from 2020 onward they 

will generate platform benefits and, in some cases (such 

as the modern-day live action drama series, animated 

series or Weixin Reading), financial benefits.

OUR STRATEGIC EVOLUTION – 
CONTINUITY

Disruption is a perpetual feature of the China internet 

landscape, and every China internet company is beset 

by a media chorus urging it to focus on the “new new 

thing” – Key Opinion Leader marketing, autonomous 

driving, blockchain lending, and so forth. But while it 

is important that companies respect industry trends, it 

is more important that companies identify and develop 

the features that differentiate them from their peers, 

and China Literature continues seeking to do so. Areas 

where we are doubling down on our existing strategy 

and strengths include:

• Nurturing and extending our literature creation 

platform and consumption community, since we 

believe literature serves a deeply-felt need for 

hundreds of millions of people in China, as well as 

representing a fountainhead for China’s cultural, 

creative and content development.

• Continuing within our literature creation platform 

to support authors who choose to monetize their 

efforts via the pay-to-read model. While many of 

our competitors are focused on advertising-funded 

content as a means of attracting consumers, we 

believe that user-funded content generally exhibits 

greater longevity and higher flexibility to evolve 

into other media formats, as well as providing 

authors with direct validation that their readers 

place financial value on their work.

• Developing NCM’s position as a leading drama 

series and film production studio. Both in the West 

and in China, only a handful of production studios 

are capable of generating consistently high-quality 

drama series; we are proud that NCM is one such 

studio, and intend to utilize China Literature’s 

privileged position as a content library and creator 

to entrench and enhance NCM’s position.

• Deepening our relationship with key distribution 

and content partners. The lengthiness of the 
“related party transactions” section of this report 

speaks to the extent of our interaction with 

Tencent, which we are extending via Mobile QQ, 

QQ Browser , Weixin Reading , Tencent News , 

the Tencent Video service, and Tencent games. 

Beyond Tencent, we are cultivating a range of 

partners, including distribution relationships (app 

stores, handset manufacturers, third-party traffic 

platforms such as Baidu) and content licensors 

(game studios, film studios, podcast services). 

Some observers have commented that these 

content licensors capture substantial profits, often 

exceeding our own profits, on the back of our 

content; we accept this state of affairs given:

– We view win-win relationships, where we and 

our licensors both benefit, as sustainable and 

conducive to future licensing relationships;

– We believe that as more licensors experience 

the benefits of licensing our content, so the 

value of our content will naturally tend to 

elevate over time.
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CHAIRMAN’S STATEMENT

THE PATH LESS TRODDEN – THE ENDURING 
VALUE OF HIGH QUALITY STORY TELLING

China Literature’s reason for existence is facilitating high 

quality, long form, story telling.

Some of our investors have asked whether facilitating 

story telling – especially long form story telling – is still a 

good business in an era when the fastest growing China 

internet companies are those providing 30 second 

videos which typically hinge on a visual gag, video 

game out-take or misbehaving pet.

We are fundamentally positive about the enduring 

demand, and thus business opportunity, for our core 

activities of literature creation, literature aggregation 

and distribution, video series production, and content 

extension. Our confidence is founded on:

• The multi-millennium history of people welcoming 

literature – stretching back 2,500 years to long 

form content such as the Four Books  and  Five 
Classics in China, the Mahabharata in India, and 

the Iliad in Greece.

• The observation that the highest quality long 

form content generally enjoys great longevity 

–  ev idenced by  peop le  s t i l l  read ing  the 

above-mentioned works today.

• Long form content’s ability to inspire adjacent 

content, such as TV series, films, and games.

• The fact that long form and short form content 

appear to happily coexist online elsewhere in 

the world – for example, Netflix coexisting with 

Youtube.

The fact that our fundamental positivity on high quality 

long form content is a minority view may be a long term 

blessing, since incremental attention and capital are 

now flowing to user-generated short form content, which 

should ultimately improve our position as one of the 

relatively few providers of high quality long form content. 

China Literature and the authors on our platform are 

embarked on a steep but ultimately rewarding path, 

of investing to create content that is nutritious rather 

than snack-like, that shapes new tastes as opposed 

to just algorithmically serving existing tastes, and that 

demands our audience’s full attention but repays our 

audience with immersive engagement.

SOME NOTABLE 2019 BUSINESS 
ACHIEVEMENTS

Shifting this discussion from strategy to execution, 

we believe that China Literature’s team, authors, and 

partners delivered several notable achievements during 

the past year.

• As of December 31, 2019, our library featured 8.1 

million writers and 12.2 million works of literature, 

including 11.5 million original literary works written 

by writers on our platform, 400,000 works sourced 

from third-party platforms, and 280,000 e-books.

• According to Baidu’s February 2020 search 

rankings, 25 out of the top 30 online literary works 

were created on our platform.

• 45 of our literary works and 27 of our authors were 

recognized with honors and awards from the State 

Administration of Press, Publication, Radio, Film 

and Television (SAPPRFT) and the China Writers 

Association (CWA) at the national and regional 

level during 2019.
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CHAIRMAN’S STATEMENT

• Six of our literary works – Great Power Heavy 
Industry (大國重工) , A Story of Police Man (朝陽警
事) , Era of the Earth (地球紀元) , Magic Industrial 
Times (魔力工業時代 ) ,  Forty Mil lenniums of 
Cultivation (星域四萬年)  and Legend of Xiao Chuo 
(燕雲台)  – were selected by SAPPRFT and CWA in 

recognition of their contribution to online literature 

during the celebration of the 70th anniversary of 

the founding of the People’s Republic of China.

• Generation Z writers now account for 25% of 

our platinum and phenomenal writers and help 

us to push the boundaries of China’s online 

literature world. For example, the author of Lord 
of the Mysteries (詭秘之主)  creatively combined 

elements of drama and video games to tell his 

story in an unconventional way.

• NCM released top-tier content such as Memories 
of Peking (芝麻胡同) , Awakening of Insects (驚
蟄) , Joy of Life (慶餘年)  and The Best Partner (精
英律師) . Each of these drama series ranked top 

in terms of viewership during their respective 

broadcast time slots.

• Joy of Life (慶餘年) , which was adapted from one 

of our most popular novels, ranked first among 

all TV and web series on Baidu’s and Toutiao’s 

2019 search indices. The success of the drama 

series has rekindled interest in the novel, which 

again topped the rankings on our best-seller list, 

10 years after its original launch, illustrating the 

virtuous feedback cycle from content extensions 

back to the original literary work.

• We released a number of high-quality animated 

series, including Galaxy Devastator (崩壞星河) , 

Cinderella Chef (萌妻食神) , Martial Universe (武
動乾坤) , and new seasons of Battle Through the 
Heavens (斗破蒼穹) . Battle Through the Heavens 
(斗破蒼穹)  Season 3  and its Special Edition 2 

generated 1.3 billion views, bringing that animation 

franchise to over 5.4 billion cumulative video 

views.

• New Soul Land (新斗羅大陸) , a mobile game 

adapted from the same IP and operated by China 

Literature, won a number of high profile awards 

such as the 2019 Golden Gyro “Popular IP Game 
of the Year” (2019 金陀螺 “年度人氣IP 遊戲獎”) and 

the 2019 Golden Grape “Most Remarkable Game” 
(2019 金葡萄 “最受關注遊戲獎”) .

• WebNovel, our foreign language website and 

mobile platform, grew steadily throughout the year, 

generating approximately 36 million visits. As of 

December 31, 2019, WebNovel offered nearly 700 

literary works translated from Chinese and 88,000 

original literary works in English and other local 

languages.

APPRECIATION

Consequently, and on behalf of the board of directors, 

I thank our team, authors, and partners for all our 

achievements during 2019. I appreciate the resilience of 

our investors for owning our stock, especially those who 

remained shareholders through the mid-year turmoil. 

And I express our gratitude to our users – authors, 

readers, viewers, listeners, and many more – who bring 

our literature to life in their imaginations.

Sincerely,

Mr. James Gordon Mitchell

Chairman of the Board and Non-Executive Director

Hong Kong, March 17, 2020
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MANAGEMENT DISCUSSION 
AND ANALYSIS

Year ended December 31, 2019 Compared to Year ended December 31, 2018

Year ended December 31,

2019 2018

RMB’000 RMB’000

Revenues 8,347,767 5,038,250

Cost of revenues (4,655,744) (2,480,271)

Gross profit 3,692,023 2,557,979

Interest income 157,539 200,817

Other gains, net 453,194 338,910

Selling and marketing expenses (2,073,937) (1,293,107)

General and administrative expenses (1,010,282) (726,470)

Net (provision for)/reversal of impairment losses on

 financial assets (24,630) 36,822

Operating profit 1,193,907 1,114,951

Finance costs (172,618) (148,489)

Share of net profit of associates and joint ventures 158,508 111,339

Profit before income tax 1,179,797 1,077,801

Income tax expense (67,663) (165,403)

Profit for the year 1,112,134 912,398

Attributable to:

 Equity holders of the Company 1,095,953 910,636

 Non-controlling interests 16,181 1,762

1,112,134 912,398

Non-GAAP profit for the year 1,210,837 902,535

Attributable to:

 Equity holders of the Company 1,194,618 900,490

 Non-controlling interests 16,219 2,045

1,210,837 902,535
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MANAGEMENT DISCUSSION 
AND ANALYSIS

Revenues. Revenues increased by 65.7% to RMB8,347.8 million for the year ended December 31, 2019 on a 
year-over-year basis. The following table sets forth our revenues by segment for the years ended December 
31, 2019 and 2018:

Year ended December 31,

2019 2018

RMB’000 % RMB’000 %

Online business(1)

On our self-owned platform products 2,425,142 29.1 2,213,089 43.9

On our self-operated channels on

 Tencent products 836,027 10.0 951,774 18.9

On third-party platforms 449,249 5.4 663,063 13.2

Subtotal 3,710,418 44.5 3,827,926 76.0

Intellectual property operations and

 others(2)

Intellectual property operations 4,423,104 53.0 1,003,032 19.9

Others 214,245 2.5 207,292 4.1

Subtotal 4,637,349 55.5 1,210,324 24.0

Total revenues 8,347,767 100.0 5,038,250 100.0

Notes:

(1) Revenues from online business primarily reflect revenues from 
online paid reading, online advertising and distribution of third-
party online games on our platform.

(2) Revenues from intellectual property operations and others 
primarily reflect revenues from production and distribution of 
TV, web and animated series, films, licensing of IP rights for 
adaptation, operation of self-operated online games and sales of 
physical books.

– Revenues from online business decreased by 
3.1% to RMB3,710.4 million for the year ended 
December 31, 2019 on a year-over-year basis, 
accounting for 44.5% of total revenues.

 Revenues from online business on our self-owned 
platform products increased by 9.6% year-over-
year to RMB2,425.1 million in 2019, primarily 
driven by the revenue growth of our paid reading 
business, as well as the initial contribution of 
advertising revenues during the year.

 Revenues from online business on our self-
operated channels on Tencent products 
decreased by 12.2% year-over-year  to 
RMB836.0 million in 2019, primarily due to the 
continued decline in paid reading revenues from 
our self-operated channels on certain Tencent 
products, partially offset by the contribution of 
online advertising revenues generated from the 
free-to-read model that we introduced in 2019 
on these Tencent products.

 Revenues from online business on third-party 
platforms decreased by 32.2% year-over-
year to RMB449.2 million in 2019, primarily 
due to the suspension of cooperation with 
several distribution partners and the decrease 
in revenues from certain third-party platform 
cooperators during 2019.
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MANAGEMENT DISCUSSION 
AND ANALYSIS

The following table summarizes our key operating data for the years ended December 31, 2019 and 2018:

Year ended December 31,

2019 2018

Average MAUs on our self-owned platform

 products and self-operated channels

 on Tencent products

 (average of MAUs for each calendar month) 219.7 million 213.5 million

Average MPUs on our self-owned platform

 products and self-operated channels on

 Tencent products (average of MPUs

 for each calendar month) 9.8 million 10.8 million

Paying Ratio(1) 4.5% 5.1%

Monthly average revenue per paying

 user (“ARPU”)(2) RMB25.3 RMB24.1

Notes:

(1) Paying ratio is calculated as average MPUs divided by average MAUs for a certain period.

(2) Monthly ARPU is calculated as online reading revenues on our self-owned platform products and self-operated channels on Tencent products 
divided by average MPUs during the period, then divided by the number of months during the period.

• Average MAUs on our self-owned platform 
products and self-operated channels increased 
by 2.9% year-over-year from 213.5 million in 
2018 to 219.7 million in 2019, among which 
(i) MAUs on our self-owned platform products 
increased 9.4% year-over-year from 109.2 
million to 119.5 million, driven by user growth 
from our paid reading products, as well as the 
user contribution from our free-to-read product; 
and (ii) MAUs on our self-operated channels on 
Tencent products decreased 3.9% year-over-
year from 104.3 million to 100.2 million, primarily 
due to the user allocation strategy for certain 
Tencent products was changed and less online 
paid reading content was promoted, partially 
offset by the introduction of free-to-read content 
attracting new users in 2019.

• Average MPUs on our self-owned platform 
products and self-operated channels decreased 
by 9.3% year-over-year from 10.8 million in 2018 
to 9.8 million in 2019. The decrease was mainly 
due to the continued decline of paying users 
from our self-operated channels on certain 
Tencent products as more users were allocated 
to read free-to-read content on these channels 
in 2019.

• As a result of the foregoing, the paying ratio 
decreased from 5.1% in 2018 to 4.5% in 2019.

• Monthly ARPU increased by 5.0% year-over-
year from RMB24.1 in 2018 to RMB25.3 in 
2019, mainly because we enhanced the 
depth of our content operations, optimized our 
recommendation system and expanded content 
distribution channels during the year.
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MANAGEMENT DISCUSSION 
AND ANALYSIS

– Revenues from intellectual property operations 
and others increased by 283.1% year-over-
year to RMB4,637.3 million for the year ended 
December 31, 2019.

 Revenues from intellectual property operations 
increased by 341.0% year-over-year to 
RMB4,423.1 million in 2019. The increase was 
primarily due to (i) the full year consolidation of 
NCM’s revenues in 2019 since we acquired its 
business in October 2018, and (ii) an increase 
in revenues from IP-related self-operated online 
games and co-invested drama series, reflecting 
our increasing participation in the IP adaptation 
businesses.

The following table sets forth our cost of revenues by amount and as a percentage of total revenues for the 
year indicated:

Year ended December 31,

2019 2018

% of % of

RMB’000 revenues RMB’000 revenues

Content costs 1,477,077 17.7 1,529,313 30.4

Production costs of TV, web and

 animated series and films 2,134,057 25.6 273,276 5.4

Platform distribution costs 569,497 6.8 219,711 4.4

Cost of inventories 130,157 1.6 162,537 3.2

Amortization of intangible assets 136,496 1.6 111,849 2.2

Others 208,460 2.5 183,585 3.6

Total cost of revenues 4,655,744 55.8 2,480,271 49.2

 Revenues from others increased by 3.4% year-
over-year to RMB214.2 million in 2019.

Cost of revenues.  Cost of revenues increased by 
87.7% year-over-year to RMB4,655.7 million in 2019, 
mainly due to greater production costs of TV, web 
and animated series and films, which increased from 
RMB273.3 million in 2018 to RMB2,134.1 million in 
2019 along with the rapid increase in revenues, as 
well as an increase in platform distribution costs 
primarily due to increased distribution cost for self-
operated online games as revenue increased and 
expansion of online reading channels.
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MANAGEMENT DISCUSSION 
AND ANALYSIS

Gross profit and gross margin.  As a result of the 
foregoing, our gross profit increased by 44.3% year-
over-year to RMB3,692.0 million for the year ended 
December 31, 2019. Gross margin was 44.2% for 
the year ended December 31, 2019, as compared 
with 50.8% for the year ended December 31, 2018. 
The change in the gross margin was mainly due to 
the significant change of our revenue mix in 2019 
compared to 2018.

Interest income. Interest income decreased by 21.6% 
from RMB200.8 million for the year ended December 
31, 2018 to RMB157.5 million for the year ended 
December 31, 2019, reflecting lower interest income 
from bank deposits.

Other gains, net.  We recorded net other gains of 
RMB453.2 million in 2019, compared to RMB338.9 
million in 2018. Our other gains in 2019 primarily 
consisted of (i) a fair value gain of RMB273.0 million 
due to a change in the fair value of consideration 
liabilities related to the acquisition of NCM, and (ii) 
government subsidies of RMB110.1 million.

Selling and marketing expenses. Selling and marketing 
expenses increased by 60.4% year-over-year to 
RMB2,073.9 million for the year ended December 31, 
2019. The increase was primarily due to (i) greater 
marketing expenses to promote our online reading 
content including for free-to-read content, (ii) greater 
marketing expenses to promote our self-operated 
mobile game, and (iii) the full year consolidation of 
selling and marketing expenses from NCM related to 
films and drama series. As a percentage of revenues, 
our selling and marketing expenses decreased to 
24.8% for the year ended December 31, 2019 from 
25.7% for the year ended December 31, 2018.

General and administrative expenses.  General and 
administrative expenses increased by 39.1% year-
over-year to RMB1,010.3 million for the year ended 
December 31, 2019, primarily due to (i) an increase in 
employee benefit expenses resulting from increased 

headcount and salary for our employees, (ii) an 
increase in outsourcing research and development 
expenses, and (iii) the full year consolidation of 
NCM’s business. As a percentage of revenues, our 
general and administrative expenses decreased to 
12.1% for the year ended December 31, 2019 from 
14.4% for the year ended December 31, 2018.

Net (provision for)/reversal of impairment losses on 
financial assets. The impairment loss on financial assets 
was in relation to the provision for doubtful receivables. 
In 2019, we accrued a provision for doubtful receivables 
of RMB24.6 million on a net basis.

Operating profit.  As a result of the foregoing, we had 
an operating profit of RMB1,193.9 million for the 
year ended December 31, 2019, as compared with 
RMB1,115.0 million in the previous year. Operating 
margin was 14.3% for the year ended December 31, 
2019, as compared with 22.1% in the previous year.

Finance costs.  Finance costs increased by 16.2% 
year-over-year to RMB172.6 million for the year ended 
December 31, 2019. The increase was mainly due to 
higher interest expenses incurred during 2019.

Share of net profit of associates and joint ventures. Our 
share of net profit of associates and joint ventures 
increased by 42.4% from RMB111.3 million in 2018 to 
RMB158.5 million in 2019, principally due to greater 
profits generated from our investee companies 
during 2019.

Income tax expense. Income tax expense decreased 
from RMB165.4 million in 2018 to RMB67.7 million in 
2019, mainly due to a higher portion of profits were 
generated from subsidiaries with lower income tax 
rates in 2019.

Profit attributable to equity holders of the Company. 
Profit attributable to equity holders of the Company 
increased by 20.4% from RMB910.6 million in 2018 
to RMB1,096.0 million in 2019.



15

C
hi

na
 L

ite
ra

tu
re

 L
im

ite
d 

 •
  A

nn
ua

l R
ep

or
t 2

01
9

MANAGEMENT DISCUSSION 
AND ANALYSIS

Segment Information:

The following table sets forth a breakdown of our revenues, cost of revenues, gross profit and gross profit 
margin by segment for the years ended December 31, 2019 and 2018:

Year ended December 31, 2019

Online 

business

Intellectual

 property

 operations 

and others Total

RMB’000 RMB’000 RMB’000

Segment revenues 3,710,418 4,637,349 8,347,767

Cost of revenues 1,600,610 3,055,134 4,655,744

Gross profit 2,109,808 1,582,215 3,692,023

Gross margin 56.9% 34.1% 44.2%

Year ended December 31, 2018

Online 

business

Intellectual

 property 

operations 

and others Total

RMB’000 RMB’000 RMB’000

Segment revenues 3,827,926 1,210,324 5,038,250

Cost of revenues 1,700,760 779,511 2,480,271

Gross profit 2,127,166 430,813 2,557,979

Gross margin 55.6% 35.6% 50.8%
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MANAGEMENT DISCUSSION 
AND ANALYSIS

OTHER FINANCIAL INFORMATION

Year ended December 31,

2019 2018

RMB’000 RMB’000

EBITDA(1) 780,209 739,275

Adjusted EBITDA(2) 1,185,873 944,460

Adjusted EBITDA margin(3) 14.2% 18.7%

Interest expense on borrowings 166,521 48,510

Net cash(4) 5,139,316 6,358,344

Capital expenditures(5) 216,587 183,123

Notes:

(1) EBITDA consists of operating profit for the year less interest income and other gains, net and plus depreciation of property, plant and 
equipment and amortization of intangible assets.

(2) Adjusted EBITDA is calculated as EBITDA for the year plus share-based compensation and expenditures related to acquisitions.

(3) Adjusted EBITDA margin is calculated by dividing adjusted EBITDA by revenues.

(4) Net cash is calculated as cash and cash equivalents, term deposits and restricted bank deposits, less total borrowings and other payables 
bearing interests due to a related party.

(5) Capital expenditures consist of expenditures for intangible assets and property, plant and equipment.
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MANAGEMENT DISCUSSION 
AND ANALYSIS

The following table reconciles our operating profit to our EBITDA and adjusted EBITDA for the years 
presented:

Year ended December 31,

2019 2018

RMB’000 RMB’000

Operating profit 1,193,907 1,114,951

Adjustments:

Interest income (157,539) (200,817)

Other gains, net (453,194) (338,910)

Depreciation of property, plant and equipment 22,306 17,874

Amortization of intangible assets 174,729 146,177

EBITDA 780,209 739,275

Adjustments:

Share-based compensation 141,569 152,227

Expenditure related to acquisition 264,095 52,958

Adjusted EBITDA 1,185,873 944,460

Non-GAAP Financial Measure:

To supplement the consolidated financial statements 
of our Group prepared in accordance with IFRS, 
certain non-GAAP financial measures, namely non-
GAAP operating profit, non-GAAP operating margin, 
non-GAAP profit for the year, non-GAAP net margin, 
non-GAAP profit attributable to equity holders of 
the Company, non-GAAP basic EPS and non-GAAP 
diluted EPS as additional financial measures, have 
been presented in this annual results announcement 
for the convenience of readers. These unaudited 
non-GAAP financial measures should be considered 
in addition to, and not as a substitute for, measures 
of our Group’s financial performance prepared in 
accordance with IFRS. In addition, these non-GAAP 
financial measures may be defined differently from 
similar terms used by other companies. In addition, 
non-GAAP adjustments include relevant non-GAAP 

adjustments for the Group’s material associates 
based on available published financials of the 
relevant material associates, or estimates made by 
the Company’s management based on available 
information, certain expectations, assumptions and 
premises.

Our management believes that the presentation of 
these non-GAAP financial measures, when shown in 
conjunction with the corresponding IFRS measures, 
provides useful information to investors and 
management regarding the financial and business 
trends relating to the Company’s financial condition 
and results of operations. Our management also 
believes that the non-GAAP financial measures are 
appropriate for evaluating our Group’s operating 
performances. From time to time, there may be other 
items that our Company may exclude in reviewing its 
financial results.
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MANAGEMENT DISCUSSION 
AND ANALYSIS

The following tables set forth the reconciliations of our Group’s non-GAAP financial measures for the years ended 

December 31, 2019 and 2018 to the nearest measures prepared in accordance with IFRS:

Year ended December 31, 2019

Adjustments

As reported

Share-based 

compensation

Net (gain) 

from 

investment 

and 

acquisition(1)

Amortization 

of intangible 

assets(2) Tax effect Non-GAAP

(RMB’000, unless specified)

Operating profit 1,193,907 141,569 (133,715) 214,041 – 1,415,802

Profit for the year 1,112,134 141,569 (120,162) 214,041 (136,745) 1,210,837

Profit attributable to equity

 holders of the Company 1,095,953 141,569 (120,162) 213,990 (136,732) 1,194,618

EPS (RMB per share)

 – basic 1.10 1.20

 – diluted 1.09 1.19

Operating margin 14.3% 17.0%

Net margin 13.3% 14.5%

Year ended December 31, 2018

Adjustments

As reported

Share-based 

compensation

Net (gain) 

from 

investment 

and 

acquisition(1)

Amortization 

of intangible 

assets(2) Tax effect Non-GAAP

(RMB’000, unless specified)

Operating profit 1,114,951 152,227 (280,857) 89,183 – 1,075,504

Profit for the year 912,398 152,227 (280,857) 89,183 29,584 902,535

Profit attributable to equity

 holders of the Company 910,636 152,227 (280,857) 88,806 29,678 900,490

EPS (RMB per share)
 – basic 1.01 1.00

 – diluted 1.00 0.99

Operating margin 22.1% 21.3%

Net margin 18.1% 17.9%
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MANAGEMENT DISCUSSION 
AND ANALYSIS

Notes:

(1) During the year ended December 31, 2019, this item includes 
fair value gains on financial assets at fair value through profit or 
loss, and net gain related to acquisition of New Classics Media 
of RMB173.0 million. During the year ended December 31, 2018, 
this item includes fair value gains on financial assets at fair value 
through profit or loss, gains on deemed disposal of a subsidiary 
and net gain related to acquisition of New Classics Media of 
RMB54.5 million.

(2) Represents amortization of intangible assets and TV series and 
film rights resulting from acquisitions.

Capital Structure

The Company continued to maintain a healthy and 

sound financial position. Our total assets decreased 

from RMB27,834.6 million as of December 31, 2018 to 

RMB26,250.0 million as of December 31, 2019, while 

our total liabilities decreased from RMB9,419.6 million 

as of December 31, 2018 to RMB6,839.2 million as of 

December 31, 2019. Liabilities-to-assets ratio changed 

from 33.8% at the end of 2018 to 26.1% at the end of 

2019.

As of December 31, 2019, the current ratio (the ratio 

of total current assets to total current liabilities) was 

206.1% (2018: 216.4%).

As of December 31, 2019, our Group has pledged 

receivables of RMB324.2 million as security to certain 

bank borrowings (2018: RMB145.0 million).

Liquidity and Financial Resources

Our Group funds our cash requirements principally from 

capital contributions from shareholders, cash generated 

from our operations, and borrowings from related 

parties and bank loans. As of December 31, 2019, our 

Group had net cash of RMB5,139.3 million, compared 

to RMB6,358.3 million as of December 31, 2018. The 

decrease in net cash in 2019 was mainly due to the earn 

out cash consideration paid for the acquisition of NCM 

based on its 2018 financial performance and the cash 

paid for our business expansion. Our bank balances 

and term deposits are primarily held in USD, RMB and 

HKD. Our Group monitors capital on the basis of the 

gearing ratio, which is calculated as debt divided by 

total equity. As of December 31, 2019:

• Our gearing ratio was 6.7% (2018: 13.4%).

• Our total borrowings were RMB1,303.1 million, 

which were primarily denominated in RMB.

• Our unutilized banking facility was RMB1,644.8 

million.

As of December 31, 2019 and 2018, our Group did not 

have any significant contingent liabilities.

As of December 31, 2019 and 2018, our Group had not 

used any financial instruments for hedging purposes.
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MANAGEMENT DISCUSSION 
AND ANALYSIS

Capital Expenditures and Long-term 
Investments

Our Group’s capital expenditures primarily included 

expenditures for intangible assets, such as copyrights 

of contents and software, and for property, plant and 

equipment, such as computer equipment and leasehold 

improvements. Our capital expenditures and long-term 

investments for the year ended December 31, 2019 totaled 

RMB561.0 million (2018: RMB417.9 million), representing 

a year-over-year increase of RMB143.1 million which was 

primarily driven by our investments in associates and 

joint ventures. Our long-term investments were made 

in accordance with our general strategy of investing in 

or acquiring businesses that are complementary to our 

main business. We plan to fund our planned capital 

expenditures and long-term investments using cash flows 

generated from our operations and the IPO Proceeds.

Foreign Exchange Risk Management

The Group operates internationally and is exposed to 

foreign exchange risk arising from various currency 

exposures, primarily with respect to RMB, HKD and 

USD. Therefore, foreign exchange risk arises when 

future commercial transactions or recognized assets and 

liabilities are denominated in a currency that is not the 

respective functional currency of our Group’s entities. 

Our Group manages foreign exchange risk by performing 

regular reviews of our Group’s net foreign exchange 

exposures and tries to minimize these exposures through 

natural hedges, wherever possible, and may enter into 

forward foreign exchange contracts, when necessary. We 

did not hedge against any fluctuations in foreign currency 

during the years ended December 31, 2019 and 2018.

Employees

As of December 31, 2019, we had approximately 2,000 

full-time employees, most of whom were based in China, 

primarily at our headquarters in Shanghai, with the rest 

based in Beijing, Suzhou and various other cities in China.

Our success depends on our ability to attract, retain and 

motivate qualified personnel. As a part of our retention 

strategy, we offer employees competitive salaries, 

performance-based cash bonuses and other incentives. 

As required under the PRC regulations, we participate 

in a housing fund and various employee social security 

plans that are organized by applicable local municipal and 

provincial governments. We also purchase commercial 

health and accidental insurance for our employees. Bonuses 

are generally discretionary and are based in part on the 

overall performance of our business. We have granted 

and planned to continue to grant share-based incentive 

awards to our employees in the future to incentivize their 

contributions to our growth and development.

Acquisition of New Classics Media and Issue 
of Consideration Shares Under the Specific 
Mandate

On October 31, 2018, the Company acquired 100% of 

the equity interest in NCM which is primarily engaged in 

the production and distribution of TV series, web series 

and films in China. NCM, on a standalone basis, recorded 

RMB3,236.3 million in revenues and RMB548.6 million in 

profit attributable to equity holders of the company in 2019.

Adjustment of Earn Out Consideration under 
the Earn Out Mechanism

Reference is made to the announcements of the 

Company dated August 13, 2018, October 19, 2018 

and October 31, 2018 and the circular of the Company 

dated September 28, 2018 (the “Circular”) in respect of, 

among others, the acquisition of 100% equity interest of 

NCM. Reference is also made to the announcement of 

the Company dated March 18, 2019 in respect of, among 

others, the adjustment under the Earn Out Mechanism for 

the year ended December 31, 2018. Capitalized terms in 

this sub-section shall have the same meaning as those 

defined in the Circular unless otherwise specified.
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MANAGEMENT DISCUSSION 
AND ANALYSIS

Pursuant to the Share Purchase Agreement, as 

downside protection for the Company, the Consideration 

payable to each of the Management Vendors is subject 

to a downward-only adjustment mechanism. If the 

actual Net Profits (defined as the consolidated net profit 

after tax and excludes the Non-GAAP items that were 

disclosed in the Circular) for an earn out year is less 

than the Reference Net Profit benchmark for that earn 

out year, the Earn Out Consideration payable by the 

Company to the relevant Management Vendor for that 

earn out year shall be the Instalment Amount for the 

same earn out year as reduced by such a deduction 

amount as set out in the Circular, and the Reference 

Net Profit benchmark was set at RMB700.0 million for 

the year ended December 31, 2019. The deduction 

amount shall be applied towards the deduction of Earn 

Out Consideration for that earn out year in the manner 

following the order of priority below: (a) first, the portion 

of Earn Out Consideration being settled by issue of 

Consideration Shares in accordance with the payment 

terms; and (b) thereafter, the portion of Earn Out 

Consideration being settled by cash in accordance with 

the payment terms.

The Board hereby announces that the actual Net Profit, 

as defined in the Circular and primarily excluded the 

impact from the government subsidies for the year 

ended December 31, 2019, was RMB537.8 million, 

which is less than the Reference Net Profit benchmark 

for the year ended December 31, 2019 by RMB162.2 

million. Accordingly, the Earn Out Consideration for 2019 

was deducted from RMB2,042.0 million to RMB1,253.6 

million. Earn out Consideration was adjusted under 

the Earn Out Mechanism such that a total number of 

3,444,870 Consideration Shares would be issued (“2019 

Earn Out Issue”) and a total cash consideration of 

RMB1,021.0 million would be paid to the Management 

Vendors in accordance with the terms of the Share 

Purchase Agreement.

Set  out  be low for  i l lus t ra t ive  purposes is  the 

shareholding structure of the Company as of the 

date of this announcement and immediately upon the 

completion of the 2019 Earn Out Issue:

As of the date of

this announcement

Immediately upon the completion of 

the 2019 Earn Out Issue

Number of

Shares

Approximate %

of issued Shares

Number of

Shares

Approximate %

of issued SharesShareholders

Tencent 577,643,604 57.06% 577,643,604 56.87%

Management Vendors

 – Founder SPV 22,955,882 2.27% 25,047,972 2.47%

 – Qu SPV 10,318,073 1.02% 11,258,413 1.11%

 – Executive SPV 4,525,582 0.45% 4,938,022 0.49%

Other Shareholders 396,893,705 39.21% 396,893,705 39.07%

Total 1,012,336,846 100% 1,015,781,716 100%
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DIRECTORS AND SENIOR MANAGEMENT

The biographical details of the Directors and senior 

management of the Company are set out as follows:

DIRECTORS

Executive Directors

Mr. Wu Wenhui

Aged 41, is an Executive Director and the Co-Chief 

Executive Officer appointed on November 6, 2014. 

He is a member of the Remuneration Committee of 

the Company and the chairman of its Strategy and 

Investment Committee, and is also a director of certain 

subsidiaries of the Company.

Mr. Wu joined the Group in October 2004. He is 

responsible for the overall strategic planning and 

business direction of the Company. Mr. Wu was 

formerly a programmer at Founder Technology Group 

Co., Ltd. between July 2000 and October 2001, the 

chief executive officer of qidian.com and subsequently 

the president of Cloudary between October 2004 and 

March 2013, and the chief executive officer of Tencent 

Literature between January 2014 and March 2015. Mr. 

Wu received his bachelor's degree in computer software 

engineering from Peking University.

Mr. Wu currently holds positions in the following 

members of the Group:

• Cloudary HK as a director;

• China Reading HK as a director;

• New Classics Media Holdings Limited as a 

director;

• New Classics Media Hong Kong Limited as a 

director;

• China Reading Co., Ltd. as an executive director;

• Shanghai Yueting as a director and manager;

• Shanghai Yuechao as a director and manager;

• Shanghai Yuewen as a director and manager;

• Shanghai Hongwen as a director and manager;

• Shanghai Xuanting as an executive director;

• Shanghai Qiwen as an executive director;

• Beijing Yuewen Science and Technology Co., Ltd. 

as an executive director and manager;

• Shengyun Information Technology as a director 

and manager;

• Tianjin Xuanting Information Technology Co., Ltd. 

as an executive director;

• Yueting Information Technology (Tianjin) Co., Ltd. 

as an executive director;

• Ningbo Meishan Bonded Port Area Yuebao 

Investment Co., Ltd. as an executive director and 

manager;

• Yuewen Fi lm as an executive director and 

manager;

• New Classics Media Corporation as a director;

• New Classics (Tianjin) Media Technology Co., Ltd. 

as a director; and

• Webnovel Private Limited as a director.
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DIRECTORS AND SENIOR MANAGEMENT

Mr. Liang Xiaodong

Aged 43, is an Executive Director and the Co-Chief 

Executive Officer appointed on November 6, 2014. He 

is a member of the Strategy and Investment Committee 

of the Company, and is also a director of certain 

subsidiaries of the Company.

Mr. Liang joined the Group in March 2009. He is 

responsible for the overall strategic planning and 

business direction of the Company. Mr. Liang was 

an investment director and investment manager at 

Shanghai Shengda Network Development Co., Ltd. 

from September 2002 to July 2007, the chief financial 

officer of Cloudary between March 2009 and December 

2013, the chief executive officer of Cloudary between 

November 2014 and March 2015, and has been a 

partner at TBP Consulting (HK) Limited since January 

2014. Mr. Liang graduated from East China University 

of Science and Technology with a master's degree 

in economics, and received another master's degree 

in business administration from Schulich School of 

Business, York University.

Mr. Liang currently holds positions in the following 

members of the Group:

• Cloudary as a director;

• New Classics Media Holdings Limited as a 

director;

• New Classics Media Hong Kong Limited as a 

director;

• Beijing Hongwen Museum Publishing Planning 

Co., Ltd. as a director and chairman of the board 

of directors;

• Tianjin Huawen Tianxia Book as a director and 

chairman of the board of directors;

• Tianjin Zhongzhi Bowen Book as a director and 

chairman of the board of directors;

• Ningbo Yuewen Wenxing Investment Management 

Co., Ltd. as an executive director;

• Ningbo Xihe Investment Management Co., Ltd. as 

an executive director;

• New Classics Media Corporation as a director;

• New Classics (Tianjin) Media Technology Co., Ltd. 

as a director; and

• Webnovel Private Limited as a director.

Non-executive Directors

Mr. James Gordon Mitchell

Aged 46, is a Non-executive Director and the Chairman 

of the Board since June 2017. He is the chairman of the 

Nomination Committee of the Company and a member 

of its Strategy and Investment Committee. Mr. Mitchell is 

a Senior Executive Vice President and the Chief Strategy 

Officer of Tencent Holdings, where he has worked 

since July 2011. He is also a director of certain other 

listed companies including Yixin Group Limited (listed 

on the Stock Exchange under the stock code: 02858) 

and Frontier Developments Plc (listed on the London 

Stock Exchange under the symbol AIM: FDEV), NIO Inc. 

(NYSE: NIO) and Tencent Music Entertainment Group 

(NYSE: TME), and of several unlisted companies. Prior 

to joining Tencent, Mr. Mitchell was a managing director 

at Goldman Sachs. He is a CFA® Charterholder and 

received a degree from Oxford University.
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DIRECTORS AND SENIOR MANAGEMENT

Mr. Cao Huayi

Aged 55, is a Non-executive Director appointed on May 

17, 2019 and is also a director of certain subsidiaries 

of the Company. He is the founding shareholder of Xinli 

(Tianjin) Media Technology Limited ("Xinli Media"). He 

has been the chairman of Xinli Media since 2007 and 

has served as the general manager of Xinli Media since 

2013. Before the establishment of Xinli Media, Mr. Cao 

Huayi successively served as the general manager 

of Zhongsheng Chunqiu Film and Television Culture 

(Beijing) Co., Ltd. (中聖春秋影視文化（北京) 有限公司) 

and the manager of Beijing Jiying Culture Company (北

京集英文化公司). From 1986 to 1995, Mr. Cao served 

as a literary editor of Beijing Huayi Publishing House (北

京華藝出版社). He graduated from the Department of 

Journalism at Fudan University and received a bachelor's 

degree of arts from Fudan University.

Mr. Cao currently holds positions in the following 

members of the Group:

• New Classics Media Holdings Limited as a 

director;

• New Classics Media Hong Kong Limited as a 

director;

• New Classics International Media Limited as a 

director;

• New Classics Media Corporation as a chairman; 

and

• Xinli (Tianjin) Media Technology Co., Ltd. as a 

chairman.

Ms. Chen Fei

Aged 41, is a Non-executive Director appointed on 

May 17, 2019 and is a member of the Strategy and 

Investment Committee. She served as group HR director 

(general manager level) in Tencent Group since July 25, 

2011, served as general manager of licensing division 

in Tencent Interactive Entertainment Group since March 

1, 2018 and concurrently served as general manager of 

Tencent Pictures under Platform & Content Group since 

October. Prior to joining in Tencent Group, Ms. Chen Fei 

served as HR director of global product and marketing 

system and director of supply chain management 

department under logistics system in ZTE Corporation. 

Litong, one of the registered shareholders of the PRC 

Holdcos, was owned by Ms. Chen as to 25%. She 

has obtained bachelor's degree in economics from 

Wuhan University of Technology and master's degree in 

management from Shanghai Jiao Tong University.

Mr. Cheng Yun Ming Matthew

Aged 49, is a Non-executive Director and a member 

of the Audit Committee of the Board appointed on 

November 22, 2019. He joined the Tencent Group since 

November 2010, and currently serves as the corporate 

vice president of the Tencent Group. Mr. Cheng also 

currently serves as a non-executive director of Fusion 

Bank Limited (富融銀行有限公司) since March 2019. 

Prior to joining the Tencent Group, Mr. Cheng worked at 

Price Waterhouse, an accounting firm currently known 

as PricewaterhouseCoopers, from 1992 to 1997, China 

Everbright Technology Limited (currently known as 

Citychamp Watch & Jewellery Group Limited) (stock 

code: 0256), a company then principally engaged in 

manufacturing of computer peripherals, from 1997 

to 2000 and various companies assuming financial 

management functions. Mr. Cheng is an associate 

member of Hong Kong Institute of Certified Public 

Accountants and a fellow member of the Association 

of Chartered Certified Accountants. He has obtained a 

bachelor's degree in accountancy from the Hong Kong 

Polytechnic (now the Hong Kong Polytechnic University) 

in October 1992.
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DIRECTORS AND SENIOR MANAGEMENT

Mr. Cheng currently holds positions in the following 

members of the Group:

• China Reading HK as a director; and

• Cloudary as a director.

Independent Non-executive Directors

Ms. Yu Chor Woon Carol

Aged 57, is an Independent Non-executive Director 

appointed on October 26, 2017. She is the chairman of 

the Audit Committee, a member of the Remuneration 

Committee and Nomination Committee of the Company. 

Ms. Yu is responsible to provide independent opinion 

and judgment to the Board. She is an independent 

director of China Distance Education Holdings Limited 

(NYSE: DL). She held positions including director, 

company secretary and vice president for finance at 

Hisense Kelon Electrical Holdings Company Limited 

(formerly known as Guangdong Kelon Electrical 

Holdings Company Limited) from December 2000 to 

January 2002, was the president and chief financial 

officer of Sohu.com Inc. between March 2004 and July 

2016, and has been the chief executive officer of Virtues 

Holding Limited since February 2017. Ms. Yu received 

her professional diploma in accountancy from the 

Hong Kong Polytechnic (now known as the Hong Kong 

Polytechnic University).

Ms. Leung Sau Ting Miranda

Aged 52, is an Independent Non-executive Director 

appointed on October 26, 2017. She is the chairman of 

the Remuneration Committee and a member of the Audit 

Committee of the Company. Ms. Leung is responsible 

to provide independent opinion and judgment to 

the Board. She was a trainee at the London office of 

Slaughter and May from September 1990 to September 

1992, an associate in the firm's Hong Kong and London 

offices from September 1992 to September 2001, and 

a partner in the firm between September 2001 and 

November 2016. Ms. Leung was also a director of the 

Lion Academy Trust from September 2015 to June 2019. 

She has been a director of CCBI Metdist Limited since 

November 14, 2018 and a director of Indochina Starfish 

Foundation since July 2019. Ms. Leung qualified as a 

solicitor in England & Wales in December 1992, and as 

a solicitor in Hong Kong in August 1993. She received 

her bachelor's degree in arts from Oxford University.

Mr. Liu Junmin

Aged 70, is an Independent Non-executive Director 

appointed on October 26, 2017. He is a member of 

the Nomination Committee of the Company. Mr. Liu 

is responsible to provide independent opinion and 

judgment to the Board. He is also an independent 

non-executive director of Chinese People Holdings 

Company Limited (listed on the Stock Exchange under 

the stock code: 00681) and China Huarong Asset 

Management Co., Ltd. (listed on the Stock Exchange 

under the stock code: 02799). He taught in Tianjin 

University of Finance and Economics, and served as 

lecturer from September 1982 to December 1992. He 

has been teaching in the Department of Economics of 

Nankai University since December 1992, as associate 

professor from December 1993 to December 1998, and 

as professor since December 1998. Mr. Liu graduated 

from Nankai University with a bachelor's degree in 

economics in July 1982, a master's degree in economics 

in July 1988, and a doctorate degree in economics in 

July 1994.
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SENIOR MANAGEMENT

Mr. Shang Xuesong

Aged 45, joined the Group in September 2004, and is 

the president of the Company. Mr. Shang is primarily 

responsible for the overall operation of the Company. 

He was a faculty member and teaching manager at 

the Shanghai University of International Business and 

Economics from July 1994 to September 2004, the 

general manager of qidian.com operated by Cloudary 

between September 2004 and March 2013, and the 

president of Tencent Literature between January 2014 

and March 2015. Mr. Shang graduated from the East 

China University of Political Science and Law with a 

professional diploma in economic law.

Mr. Shang currently holds positions in the following 

members of the Group:

• Beijing Yuewen Xingyao Television Culture Co., 

Ltd. as an executive director and manager;

• Qisheng Culture Communication as a manager;

• Tianjin Xuanting Information Technology Co., Ltd. 

as a manager;

• Yueting Information Technology (Tianjin) Co., Ltd. 

as a manager;

• Ningbo Meishan Bonded Port Area Yuebao 

Investment Co., Ltd. as a manager; and

• Webnovel Private Limited as a director.

Mr. Lin Tingfeng

Aged 42, joined the Group in September 2004, and 

is a senior vice president of the Company. Mr. Lin is 

primarily responsible for overseeing original content and 

team management. He was a senior vice president at 

qidian.com operated by Cloudary from September 2004 

to March 2013, and a senior vice president at Tencent 

Literature between January 2014 and March 2015. 

Mr. Lin received his bachelor's degree in international 

economics and trade from Shanghai Dianji University.

Mr. Lin currently holds position in the following member 

of the Group:

• Shanghai Xuanting as a manager.

Mr. Zhang Rong

Aged 42, joined the Group in January 2014, and is 

a senior vice president of the Company. Mr. Zhang 

is primari ly responsible for publishing, monthly 

subscriptions and team management. He was a product 

manager and assistant general manager at Tencent 

Technology (Shenzhen) Company Limited from June 

2004 to January 2015, a senior vice president at Tencent 

Literature between January 2014 and March 2015, 

an executive director and manager of Tianjin Ruinuo 

Technology Co., Ltd. from June 2016 to September 

2017, and a manager of Wangwen Xinyue which is a 

subsidiary of the Company. Mr. Zhang received his 

bachelor's degree in economic management from 

Shandong University of Finance and Economics.

Mr. Zhang currently holds position in the following 

member of the Group:

• Tianjin Yuedu Network as a director and manager.
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The Board is pleased to present its report together with 

the audited consolidated financial statements of the 

Group for the Reporting Period.

PRINCIPAL ACTIVITIES

The principal activities of the Group include operating 

online literature platform, providing literary content 

and producing TV series and film. The activities of 

the principal subsidiaries are set out in Note 36 to the 

consolidated financial statements.

RESULTS

The results of the Group for the year ended December 

31, 2019 are set out in the consolidated statement of 

comprehensive income on page 107 of this annual 

report.

FINAL DIVIDEND

The Board has resolved not to recommend the payment 

of a final dividend for the year ended December 31, 

2019 (2018: Nil).

BUSINESS REVIEW

The business review and performance analysis of the 

Group for the Reporting Period is set out in the section 

headed “Chairman’s Statement” from pages 6 to 9 and 
“Management Discussion and Analysis” from pages 10 

to 21 of this annual report.

MAJOR SUPPLIERS AND CUSTOMERS

Major Suppliers

For the year ended December 31, 2019, the Group’s 

five largest suppliers accounted for less than 30% of the 

Group’s total purchases.

Major Customers

The percentages of sales for the year attributable to the 

Group’s customers are as follows:

Sales

–the largest customer

 (individual legal entity) 10.3%

–five largest customers

 (individual legal entities) in aggregate 30.6%

PROPERTY, PLANT AND EQUIPMENT

Details of movements in the property, plant and 

equipment of the Company and the Group during 

the Reporting Period are set out in Note 15 to the 

consolidated financial statements.

SHARE CAPITAL

Details of movements in the share capital of the 

Company during the Reporting Period are set out in 

Note 30 to the consolidated financial statements.

RESERVES

Details of movements in the reserves of the Company 

and the Group during the Reporting Period are set out 

on pages 110 to 111 in the consolidated statement 

of changes in equity and Note 31 and 39 to the 

consolidated financial statements.
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DISTRIBUTABLE RESERVES

As of December 31, 2019, the Company’s reserves 

available for distribution, amounted to approximately 

RMB17,635 mi l l ion (as of  December 31, 2018: 

RMB17,435 million).

DIVIDEND POLICY

The Board has adopted the Dividend Policy to set out 

the criteria based on which the Board may declare and 

pay dividends to the shareholders of the Company. 

Such declaration and payment of dividends shall remain 

to be determined at the absolute discretion of the Board 

and subject to all applicable requirements (including 

without limitation restrictions on dividend declaration 

and payment) under the Companies Law of the Cayman 

Islands and the Articles of Association of the Company.

The Board may from time to time pay to the shareholders 

such interim dividends subject to the Companies Law 

of the Cayman Islands and the Articles of Association of 

the Company. Except in the case of interim dividends, 

any dividends declared by the Company must be 

approved by an ordinary resolution of shareholders at 

an annual general meeting and must not exceed the 

amount recommended by the Board. Dividends may be 

distributed in the form of cash or shares subject to and 

in accordance with the Companies Law of the Cayman 

Islands and the Articles of Association of the Company. 

In proposing any dividend payment, the Board shall 

take into account the following criteria, including:

‧ the Group’s actual and expected results of 

operations and cash flow and financial position;

‧ general business conditions and the Group’s 

business strategies;

‧ distributable profit, retained earnings and/or 

distributable reserves of the Company and the 

members of the Group;

‧ the Group’s expected working capital requirements 

and future expansion plans;

‧ the Group’s indebtedness level and liquidity 

position;

‧ legal, regulatory and other contractual restrictions 

on the Group’s declaration and payment of 

dividends; and

‧ other factors that the Board deems appropriate.

BANK LOANS AND OTHER 
BORROWINGS

Particulars of bank loans and other borrowings of the 

Company and the Group as of December 31, 2019 

are set out in Note 27 to the consolidated financial 

statements.

DIRECTORS

The Directors during the Reporting Period and up to the 

date of this annual report are:

Executive Directors:

Mr. Wu Wenhui (Co-Chief Executive Officer)
Mr. Liang Xiaodong (Co-Chief Executive Officer)



29

C
hi

na
 L

ite
ra

tu
re

 L
im

ite
d 

 •
  A

nn
ua

l R
ep

or
t 2

01
9

REPORT OF DIRECTORS

Non-executive Directors:

Mr. James Gordon Mitchell (Chairman)
Mr. Cao Huayi (appointed on May 17, 2019)
Ms. Chen Fei (appointed on May 17, 2019)
Mr. Cheng Yun Ming Matthew

 (appointed on November 22, 2019)
Ms. Li Ming (retired on May 17, 2019)
Mr. Yang Xiang Dong (retired on May 17, 2019)
Mr. Lin Haifeng (resigned on November 22, 2019)

Independent Non-executive Directors:

Ms. Yu Chor Woon Carol

Ms. Leung Sau Ting Miranda

Mr. Liu Junmin

In accordance with Article 16.18 of the Articles of 

Association, Mr. Wu Wenhui, Mr. James Gordon 

Mitchell, Ms. Yu Chor Woon Carol and Ms. Leung Sau 

Ting Miranda will retire at the AGM and, being eligible, 

will offer themselves for re-election as Directors at the 

AGM.

In accordance with Article 16.2 and 16.3 of the Articles 

of Association, Mr. Cheng Yun Ming Matthew will be 

eligible and will offer himself for election as a Director at 

the AGM.

Details of the Directors to be re-elected at the AGM 

are set out in the circular to the Shareholders to be 

dispatched before the AGM.

DIRECTORS AND SENIOR 
MANAGEMENT

Biographical details of the Directors and senior 

management of the Company are set out on pages 22 

to 26 of this annual report.

CONFIRMATION OF INDEPENDENCE 
OF INDEPENDENT NON-EXECUTIVE 
DIRECTORS

The Company has received an annual confirmation of 
independence pursuant to Rule 3.13 of the Listing Rules 
from each of the independent non-executive Directors, 
and the Company considers such Directors to be 
independent during the Reporting Period.

DIRECTORS’ SERVICE CONTRACTS 
AND LETTERS OF APPOINTMENT

Each of our executive Directors has entered into a 
service contract with the Company on June 23, 2017 
for an initial term of three years, subject to re-election 
as and when required under the Articles of Association. 
Either party has the right to give not less than three 
months’ written notice to terminate the service contract.

Each of the non-executive Directors has entered into 
an appointment letter with the Company for an initial 
term of three years, subject to re-election as and when 
required under the Articles of Association, until terminated 
in accordance with the terms and conditions of the 
appointment letter or by either party giving to the other 
not less than one month’s prior notice in writing. Mr. 
James Gordon Mitchell, Mr. Cao Huayi, Ms. Chen Fei 
and Mr. Cheng Yun Ming Matthew have entered into the 
appointment letter with the Company on October 19, 2017, 
May 17, 2019, May 17, 2019 and November 22, 2019 
respectively.

Each of the independent non-executive Directors has 
entered into an appointment letter with the Company 
on October 19, 2017 for an initial term of three years, 
subject to re-election as and when required under the 
Articles of Association, until terminated in accordance 
with the terms and conditions of the appointment letter 
or by either party giving to the other not less than three 
months’ prior notice in writing.

None of the Directors has entered into a service contract 
which is not determinable by the Group within one year 
without payment of compensation (other than statutory 
compensation).
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DIRECTORS’ INTERESTS IN 
TRANSACTIONS, ARRANGEMENTS 
OR CONTRACTS OF SIGNIFICANCE

No Director had a material interest, either directly or 

indirectly, in any transaction, arrangement or contract of 

significance to the business of the Group to which the 

Company or any of its subsidiaries or fellow subsidiaries 

was a party during the Reporting Period.

MANAGEMENT CONTRACTS

No contracts concerning the management and 

administration of the whole or any substantial part of the 

business of the Company were entered into or existed 

during the Reporting Period.

DIRECTORS’ RIGHTS TO ACQUIRE 
SHARES OR DEBENTURES

Save as otherwise disclosed in this annual report, at 

no time during the Reporting Period was the Company 

or any of its subsidiaries a party to any arrangement 

that would enable the directors to acquire benefits by 

means of acquisition of shares in, or debentures of, the 

Company or any other body corporate, and none of the 

Directors or any of their spouses or children under the 

age of 18 were granted any right to subscribe for the 

equity or debt securities of the Company or any other 

body corporate or had exercised any such right.

REMUNERATION POLICY

A remuneration committee was set up for reviewing 

the Group’s remuneration policy and structure for all 

remuneration of the Directors and senior management 

of the Group, having regard to the Group’s operating 

results, individual performance of the Directors and 

senior management and comparable market practices.

Details of the emoluments of the Directors, and five 

highest paid individuals during the Reporting Period 

are set out in Note 8 to the consolidated financial 

statements.

RETIREMENT AND EMPLOYEE 
BENEFITS SCHEME

Details of the retirement and employee benefits scheme 

of the Company are set out in Note 8 to the consolidated 

financial statements.

USE OF PROCEEDS

Our shares were listed on the Stock Exchange on 

November 8, 2017 by way of global offering and the 

net proceeds raised during our IPO were approximately 

RMB6,145 mil l ion (equivalent to approximately 

HKD7,235 million). The following table set forth the 

Group’s use of proceeds as at December 31, 2019 and 

intended timetable for use of unutilized net proceeds.
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Intended use of net proceeds

Allocation

of net

 proceeds

Amount of 

net proceeds 

utilized up to 

December 31, 

2019

Balance of 

net proceeds 

unutilized as at 

December 31, 

2019

Intended 

timetable for 

use of the 

unutilized net 

proceeds

(RMB in millions)

(i) Expanding the Group’s online reading

 business and sales and marketing activities

1,843.4 1,015.1 828.3 By/before 

December 31, 

2020

(ii) Expanding the Group’s involvement

 in the development of derivative entertainment

 products adapted from its online literary titles

1,843.4 1,351.5 491.9 By/before 

December 31, 

2020

(iii) Funding our potential investments,

 acquisitions and strategic alliances applicable

1,843.4 1,843.4 – Not

applicable

(iv) Working capital and general corporate purposes 614.5 614.5 – Not

applicable

The remaining balance of the net proceeds was placed with banks. The Group will apply the remaining net 

proceeds in the manner set out in the Prospectus.
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DIRECTORS’ AND CHIEF EXECUTIVE’S INTERESTS AND SHORT POSITION IN 
SHARES, UNDERLYING SHARES AND DEBENTURES

As of December 31, 2019, the interests and short positions of the Directors and the chief executives of the Company 

in the Shares, underlying Shares and debentures of the Company or any of its associated corporations (within the 

meaning of Part XV of the SFO) which have been notified to the Company and the Stock Exchange pursuant to 

Divisions 7 and 8 of Part XV of the SFO (including interests and short positions which they were taken or deemed to 

have taken under such provisions of the SFO), or which were recorded in the register required to be kept, pursuant 

to Section 352 of the SFO, or as otherwise notified to the Company and the Stock Exchange pursuant to the Model 

Code as set out in Appendix 10 of the Listing Rules were as follows:

Interests of Directors and Chief Executives of the Company

Name

Capacity/

Nature of Interest

Number

of Shares

Long/short 

position

Approximate 

Percentage of 

Shareholding

in the 

Company(1)

(%)

Mr. Wu Wenhui(2) Interest in controlled 

corporations

27,100,626 Long position 2.68

Mr. Liang Xiaodong(3) Beneficiary of a trust 1,600,000 Long position 0.16

Interest in controlled 2,400,000 Long position 0.24

corporations

Mr. James Gordon Mitchell Beneficial owner 161,352 Long position 0.02

Mr. Cao Huayi(4) Interest in controlled 

corporations

49,466,635 Long position 4.89

Mr. Cheng Yun Ming Matthew Beneficial owner 3,092 Long position 0.00
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Interests of Directors and Chief Executives in Associated Corporations of the Company

Name
Name of Associated 
Corporations

Capacity/Nature 
of Interest

Number
of Shares

Approximate 
Percentage of 
Shareholding 
in Associated 
Corporations

(%)

Mr. James Gordon Mitchell Tencent Holdings Limited Beneficial owner 7,114,040(5) 0.07
Tencent Music 
Entertainment Group

Beneficial owner 456 0.00

Ms. Chen Fei Tencent Holdings Limited Beneficial owner 103,107(6) 0.00
Shenzhen Litong Industry Beneficial owner 125,000,000 25.00
Investment Fund Co., Ltd. 

Ms. Yu Chor Woon Carol Tencent Holdings Limited Beneficial owner 5,000 0.00

Mr. Cheng Yun Ming Matthew Tencent Holdings Limited Beneficial owner 524,987(7) 0.01

Mr. Wu Wenhui(8) Shanghai Hongwen Interest of  controlled 
corporation

3,462,000 34.62

Mr. Wu Wenhui(8) Shanghai Yuewen Interest of  controlled 
corporation

3,462,000 34.62

Notes:

(1) The calculation is based on the total number of 1,012,336,846 Shares in issue as of December 31, 2019.

(2) Mr. Wu Wenhui holds the entire share capital of Grand Profits Worldwide Limited. Hence, Mr. Wu Wenhui is deemed to be interested in the 
27,100,626 Shares held by Grand Profits Worldwide Limited.

(3) Mr. Liang Xiaodong is entitled to RSUs equivalent to 1,600,000 Shares (subject to vesting conditions), which are held under a trust. He is also 
deemed to be interested in the 2,400,000 shares held by Equal Talent Group Limited in which he holds the entire share capital.

(4) Mr. Cao Huayi is interested in 100% and 43.63% of C-Hero Limited and X-Poem Limited respectively and is therefore deemed to be interested 
in the 41,320,586 Shares and 8,146,049 Shares interested in by C-Hero Limited and X-Poem Limited pursuant to the Share Purchase 
Agreement respectively.

(5) These interests comprise (i) 1,944,895 shares of Tencent, (ii) 88,860 shares underlying Tencent in respect of the awarded shares granted to 
Mr. James Gordon Mitchell under share award schemes of Tencent, and (iii) 5,080,285 shares underlying Tencent in respect of the options 
granted to Mr. James Gordon Mitchell under share option schemes of Tencent. Tencent is the controlling shareholder of the Company and 
thus is an associated corporation of the Company.

(6) These interests comprise (i) 35,934 shares of Tencent, (ii) 25,803 shares underlying Tencent in respect of the awarded shares granted to Ms. Chen 
Fei under share award schemes of Tencent, and (iii) 41,370 shares underlying Tencent in respect of the options granted to Ms. Chen Fei under share 
option schemes of Tencent. Tencent is the controlling shareholder of the Company and thus is an associated corporation of the Company.

(7) These interests comprise (i) 324,335 shares of Tencent, (ii) 22,613 shares underlying Tencent in respect of the awarded shares granted to 
Mr. Cheng Yun Ming Matthew under share award schemes of Tencent, and (iii) 178,039 shares underlying Tencent in respect of the options 
granted to Mr. Cheng Yun Ming Matthew under share option schemes of Tencent. Tencent is the controlling shareholder of the Company and 
thus is an associated corporation of the Company.

(8) Each of Shanghai Hongwen and Shanghai Yuewen are owned as to 34.62% by Ningbo Meishan Yuebao, which in turn is held as to 83.88% by 
Mr. Wu Wenhui. Under the SFO, Shanghai Hongwen and Shanghai Yuewen are associated corporations of the Company.
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Save as disclosed above, as of December 31, 2019, none of the Directors or chief executives of the Company 

has or was deemed to have any interest or short position in the Shares, underlying Shares or debentures of the 

Company or its associated corporations (within the meaning of Part XV of the SFO) that 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 and 

short positions which they were taken or deemed to have taken under such provisions of the SFO), or required to 

be recorded in the register required to be kept by the Company pursuant to Section 352 of the SFO, or as otherwise 

notified to the Company and the Stock Exchange pursuant to the Model Code.

Furthermore, save as disclosed in the foregoing, during the year ended December 31, 2019, none of the Directors 

or chief executives (including their spouses and children under the age of 18) of the Company had any interests in 

or was granted any right to subscribe in any shares, underlying shares, or debentures of the Company or any of its 

associated corporations, or had exercised any such rights.

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

As of December 31, 2019, the following persons (not being a Director or chief executive of the Company) had 

interests or short positions in the Shares or underlying Shares which fall to be disclosed to the Company under the 

provisions of Divisions 2 and 3 of Part XV of the SFO as recorded in the register required to be kept by the Company 

pursuant to section 336 of the SFO:

Name

Capacity/Nature

of Interest

Number

of Shares

Long/short 

position

Approximate 

Percentage of 

Shareholding

in the 

Company(1)

(%)

Tencent Holdings Limited(2) Interest in controlled 

corporations

577,643,604 Long position 57.06

THL A13 Limited(2) Beneficial owner 268,600,500 Long position 26.53

Qinghai Lake Investment Limited(2) Beneficial owner 230,705,634 Long position 22.79

Tencent Mobility Limited(2) Beneficial owner 78,337,470 Long position 7.74

Notes:

(1) The calculation is based on the total number of 1,012,336,846 Shares in issue as of December 31, 2019.

(2) THL A13, Qinghai Lake and Tencent Mobility Limited are wholly-owned subsidiaries of Tencent. Under the SFO, Tencent is deemed to be 
interested in the 577,643,604 Shares directly held by THL A13, Qinghai Lake and Tencent Mobility Limited in aggregate.
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Save as disclosed above, as of December 31, 2019, 

the Directors and the chief executives of the Company 

were not aware of any persons (other than the Directors 

or chief executive of the Company) who had an interest 

or short position in the Shares or underlying Shares of 

the Company which would fall to be disclosed under 

Divisions 2 and 3 of Part XV of the SFO, or which would 

be required to be recorded in the register required to 

be kept by the Company pursuant to Section 336 of the 

SFO.

RESTRICTED STOCK UNIT PLAN

Our Company adopted its RSU Plan as approved by 

the Board resolution passed on December 23, 2014 

and amended by the Board resolution passed on March 

12, 2016. The RSU Plan commenced on December 23, 

2014 and shall continue in effect for a term of ten (10) 

years unless sooner terminated. Certain principal terms 

and details of the RSU Plan are summarized as follows:

Purpose

The purpose of the RSU Plan is to promote the success 

and enhance the value of our Company, by linking 

the personal interests of our employees, directors or 

consultants, by providing such individual employees, 

directors or consultants with an incentive for outstanding 

performance, to generate superior returns to the 

Shareholders. The RSU Plan is further intended to 

provide flexibility in our ability to motivate, attract, and 

retain the services of recipients upon whose judgment, 

interest, and special effort the successful conduct of our 

operation is largely dependent.

Eligible Participants

Those eligible to participate in the RSU Plan include 

employees, all members of the Board or consultants of 

a Group company, as determined by the Administrator. 

The Administrator may, from time to time, select the 

employees, directors and consultants to whom Awards 

may be granted and will determine the nature and 

amount of each Award. No consideration is required 

to be paid by the grantees for the grant of an Award of 

RSUs.

Maximum Numbers of Shares

A total of 40,409,091 Shares have been issued to Link 

Apex Holdings Limited and Peak Income Group Limited 

which are holding the Shares on trust. The Board shall 

have the sole and absolute discretion to increase the 

number of Shares which may be issued pursuant to all 

Awards under the RSU Plan by 1% of the total Shares 

of our Company on a fully diluted basis, subject to 

compliance with all applicable laws and regulations 

(including the Listing Rules).

Administration

We have appointed a trustee to assist the Administrator 

with the administration of the RSU Plan and grant and 

vesting of RSUs. Subject to applicable laws and the 

provisions of the RSU Plan (including any other powers 

given to the Administrator under the RSU Plan).
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Restricted Stock Units

Award of Restricted Stock Units

The Administrator shall have the authority (a) to grant 

an Award of Restricted Stock Units to the employees, 

Directors and consultants, (b) to issue or transfer RSUs 

to grantees, and (c) to establish terms, conditions 

and restrictions applicable to such RSUs including 

the Restricted Period (as defined below), which may 

differ with respect to each grantee, the time or times at 

which RSUs shall be granted or become vested and the 

number of Shares to be covered by each grant.

Upon the expiration of the Restricted Period (as defined 

below) and the attainment of any other vesting criteria 

established by the Administrator, with respect to any 

outstanding RSUs, our Company shall deliver to the 

grantee, or his or her beneficiary, without charge, 

one Share (or other securities or other property, as 

applicable) for each of such outstanding RSU which 

has not then been forfeited and with respect to which 

the Restricted Period (as defined below) has expired 

and any other such vesting criteria are attained; 

provided, however, that the Administrator may, in its 

sole discretion, elect to pay cash or part cash and 

part Shares in lieu of delivering only Shares in respect 

of such RSUs. If a cash payment is made in lieu of 

delivering Shares, the amount of such payment shall 

be equal to the fair market value of the Shares as of the 

date on which the Restricted Period (as defined below) 

lapsed with respect to such RSUs, less an amount equal 

to any taxes required to be withheld.

The grantee generally shall not have the rights and 

privileges of a shareholder as to the Shares covered by 

the RSUs, including the right to vote unless and until 

such RSUs are settled in Shares.

Subject to relevant provisions in the applicable Award 
Agreement and at the discretion of the Administrator, 
cash dividends and stock dividends with respect to the 
RSUs may be set aside our Company for the grantee’s 
account. The cash dividends or stock dividends so 
set aside by the Administrator and attributable to any 

particular RSU shall be distributed to the grantee upon 
the release of settlement of such RSU and, if such 
Award is forfeited, the grantee shall have no right to 
such cash dividends or stock dividends.

Restricted Period

The Restricted Period of RSUs shall commence on the 
date of grant and shall expire from time to time as to that 
part of the RSU indicated in a schedule established by 
the Administrator and contained in the applicable Award 
Agreement.

Details of the RSUs Granted under the RSU 
Plan

The RSUs granted in respect of 18,552,500 underlying 
Shares (excluding the RSUs forfeited) on December 
23, 2014 have a vesting period of five years, one-fifth of 
which will each vest on December 23, 2015, 2016, 2017, 
2018 and 2019 respectively.

The RSUs granted in respect of 5,782,500 underlying 
Shares (excluding the RSUs forfeited) on January 17, 
2017 have a vesting period of five years, one-fifth of 
which will each vest on January 17, 2018, 2019, 2020, 
2021 and 2022 respectively.

The RSUs granted in respect of 7,100,000 underlying 
Shares (excluding the RSUs, forfeited) on September 
4, 2017 have a vesting period of five years, one-fifth of 
which will each vest on September 4, 2018, 2019, 2020, 
2021 and 2022 respectively.

The RSUs granted in respect of 3,900,500 underlying 
Shares (excluding the RSUs, forfeited) on October 29, 
2018 have a vesting period of five years, one-fifth of 
which will each vest on October 29, 2019, 2020, 2021, 
2022 and 2023 respectively.

The RSUs granted in respect of 5,690,000 underlying 
Shares (excluding the RSUs, forfeited) on April 10, July 
10 and November 5, 2019 have a vesting period of five 
years, one-fifth of which will each vest on April 10, July 
10, November 5, 2019, 2020, 2021, 2022 and 2023 
respectively.
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Details of the RSUs granted and vested pursuant to the RSU Plan to our Director are set out below:

Name of Director Date of Grant

Number

of Shares 

underlying the 

RSUs Granted

Number

of Shares 

underlying

the RSUs 

Vested during 

the Year ended 

December 31,

2019 Vesting Period

Liang Xiaodong December 23, 2014 4,000,000 Shares – December 23, 2015 -

December 23, 2019

Movements in the number of RSUs outstanding are as follows:

Number of RSUs

As of January 1, 2019 17,477,000

Granted 5,690,000

Forfeited (1,293,500)

Vested (6,659,400)

Outstanding balance as of December 31, 2019 15,214,100

As of January 1, 2018 20,303,500

Granted 3,909,500

Forfeited (539,000)

Vested (6,197,000)

Outstanding balance as of December 31, 2018 17,477,000

EQUITY-LINKED AGREEMENTS

Other than the RSU Plan, no equity-linked agreements that will or may result in the Company issuing shares, or 

that require the Company to enter into any agreements that will or may result in the Company issuing shares, were 

entered into by the Company during the year or subsisted at the end of the year.
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PURCHASE, SALE OR REDEMPTION OF LISTED SECURITIES OF THE 
COMPANY

For the year ended December 31, 2019, the Company purchased 10,217,400 Shares on the Stock Exchange for 

an aggregate consideration of HKD272,202,316.84 before expenses pursuant to the share buy-back mandate 

approved by our shareholders at the annual general meeting held on May 17, 2019. The bought-back Shares were 

subsequently cancelled. The purchase was effected by the Board for the enhancement of shareholder value in the 

long term. Details of the shares purchases are as follows:

Date for purchase

Purchase consideration

per share

No. of shares 

purchased

Aggregate 

consideration 

paid

Highest

price paid

Lowest

price paid

HKD HKD HKD

June 12, 2019 32.50 32.00 83,600 2,710,790.00

June 13, 2019 32.65 31.85 62,000 1,993,560.00

June 14, 2019 32.50 32.05 75,600 2,440,353.00

June 17, 2019 32.40 31.85 48,200 1,543,200.00

June 18, 2019 32.00 32.00 2,600 83,200.00

June 19, 2019 33.00 32.85 63,400 2,088,600.00

June 20, 2019 33.00 33.00 800 26,400.00

June 25, 2019 33.80 32.65 91,200 3,069,200.00

June 26, 2019 34.00 33.60 48,200 1,635,150.00

June 27, 2019 33.80 33.35 70,000 2,360,410.00

August 13, 2019 26.05 23.75 2,000,000 49,760,620.00

August 14, 2019 24.75 23.85 500,000 12,064,510.00

August 15, 2019 24.45 23.15 476,600 11,437,380.00

August 16, 2019 24.85 24.20 200,000 4,959,560.00

August 19, 2019 25.15 24.20 200,000 4,903,540.00

August 20, 2019 25.30 25.00 155,200 3,920,580.00

August 21, 2019 25.40 25.05 103,000 2,600,920.00

August 22, 2019 25.25 25.05 124,600 3,142,190.00

August 23, 2019 25.65 24.45 200,000 5,076,680.00

August 26, 2019 25.10 24.40 159,400 3,952,790.00

August 27, 2019 24.80 23.55 400,000 9,569,150.00

August 28, 2019 24.45 24.05 93,400 2,264,160.00

August 29, 2019 23.90 23.40 200,000 4,724,120.00

August 30, 2019 24.25 23.95 157,600 3,796,440.00

September 2, 2019 24.35 23.90 84,800 2,059,670.00

September 3, 2019 24.90 24.00 200,000 4,956,040.00

September 4, 2019 25.40 24.65 150,000 3,772,660.00
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Date for purchase

Purchase consideration

per share

No. of shares 

purchased

Aggregate 

consideration 

paid

Highest

price paid

Lowest

price paid

HKD HKD HKD

September 5, 2019 25.60 25.10 150,000 3,813,390.00

September 6, 2019 25.70 25.10 150,000 3,835,520.00

September 9, 2019 25.40 25.20 150,000 3,799,140.00

September 10, 2019 26.40 25.20 66,600 1,687,160.00

September 11, 2019 26.70 26.15 94,200 2,498,240.00

September 12, 2019 26.95 26.40 94,000 2,515,500.00

September 16, 2019 27.25 26.30 120,000 3,231,160.00

September 17, 2019 26.80 25.75 120,000 3,165,110.00

September 18, 2019 26.85 26.20 92,000 2,434,460.00

September 19, 2019 28.00 26.95 100,000 2,722,240.00

September 23, 2019 26.80 26.20 76,000 2,013,505.00

September 24, 2019 26.40 25.95 53,600 1,401,700.00

September 25, 2019 25.90 25.65 100,000 2,575,460.00

September 26, 2019 26.40 26.05 100,000 2,622,390.00

September 27, 2019 27.40 26.20 100,000 2,702,680.00

September 30, 2019 27.00 26.25 73,600 1,953,790.00

October 2, 2019 26.80 26.45 41,800 1,113,050.00

October 3, 2019 26.45 26.05 100,000 2,623,320.00

October 8, 2019 26.80 26.20 77,000 2,041,400.00

October 9, 2019 26.15 25.85 80,000 2,075,000.00

October 10, 2019 26.55 25.70 71,200 1,864,150.00

October 11, 2019 27.00 26.50 100,000 2,670,210.00

October 16, 2019 28.50 27.95 52,000 1,476,940.00

October 29, 2019 31.50 30.55 100,000 3,111,140.00

October 31, 2019 31.10 30.70 82,000 2,528,340.00

November 1, 2019 30.15 29.55 100,000 2,982,240.00

November 5, 2019 31.10 30.25 100,000 3,077,300.00

November 7, 2019 31.60 30.90 99,000 3,104,110.00

November 11, 2019 30.40 29.95 82,400 2,487,530.00

November 12, 2019 31.85 29.85 100,000 3,080,580.00

November 13, 2019 31.40 30.60 100,000 3,101,540.00

November 14, 2019 32.00 30.75 100,000 3,138,450.00

November 15, 2019 32.20 31.40 48,400 1,540,160.60

November 20, 2019 32.40 31.80 96,000 3,081,590.40

November 21, 2019 32.20 31.40 100,000 3,190,490.00
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Date for purchase

Purchase consideration

per share

No. of shares 

purchased

Aggregate 

consideration 

paid

Highest

price paid

Lowest

price paid

HKD HKD HKD

November 26, 2019 31.45 31.00 100,000 3,117,900.24

November 27, 2019 31.30 30.75 100,000 3,088,350.00

November 28, 2019 30.60 30.05 120,000 3,631,740.00

November 29, 2019 30.60 29.65 100,000 3,012,570.00

December 2, 2019 30.40 29.85 100,000 3,010,650.00

December 3, 2019 30.05 29.70 100,000 2,995,770.00

December 4, 2019 30.00 29.20 100,000 2,956,210.00

December 5, 2019 29.75 28.75 100,000 2,918,790.00

December 6, 2019 29.80 29.20 98,400 2,902,996.80

December 9, 2019 30.50 30.00 79,000 2,396,480.80

Total: 10,217,400 272,202,316.84

Save as disclosed above, neither the Company nor any of its subsidiaries has purchased, sold or redeemed any of 

the Company’s shares for the year ended 31 December 2019.

PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the Articles of Association or the laws of the Cayman Islands that 

would oblige the Company to offer new shares on a pro rata basis to existing Shareholders.

DIRECTORS’ INTEREST IN COMPETING BUSINESS

None of the Directors had engaged in or had any interest in any business which competes or is likely to compete, 

either directly or indirectly, with the businesses of the Group during the Reporting Period.



41

C
hi

na
 L

ite
ra

tu
re

 L
im

ite
d 

 •
  A

nn
ua

l R
ep

or
t 2

01
9

REPORT OF DIRECTORS

CONNECTED TRANSACTIONS 
AND CONTINUING CONNECTED 
TRANSACTIONS

The Group has entered into the following connected 

transaction and continuing connected transactions 

during the year ended December 31, 2019:

Connected Transaction

Acquisition of equity interest in OBU

On September 27, 2019, Cloudary HK (a wholly-owned 

subsidiary of the Company) has entered into the 

acquisition agreements with Kapok Tree Investment 

Limited (“Kapok Tree”, a wholly owned subsidiary of 

Tencent), Ookbee Company Limited (“Ookbee”) and/

or Ookbee U Company Limited (“OBU”) (as applicable), 

pursuant to which (i) Kapok Tree has conditionally 

agreed to sell, and Cloudary has conditionally agreed 

to acquire, 10.2443% of total issued shares of OBU; (ii) 

Ookbee has conditionally agreed to sell, and Cloudary 

has conditionally agreed to acquire, 3.1945% of total 

issued shares of OBU; and (iii) Cloudary has agreed to 

subscribe, and OBU has conditionally agreed to issue 

and allot, 6.5612% of total issued shares of OBU (on a 

fully diluted basis), at the aggregate consideration of 

USD10,511,178. Upon completion of the acquisition, 

Cloudary will hold 20% of total issued shares of OBU. 

For further details, please refer to the announcement of 

the Company dated September 27, 2019.

Non-exempt Continuing Connected 
Transactions

The following transactions of the Group constituted 

Continuing Connected Transactions for the Company for 

the year ended December 31, 2019.

1. Promotion Cooperation Framework 
Agreement

On October 21, 2017, Shanghai Yueting (on 

behalf of the Group) entered into the Promotion 

Cooperation Framework Agreement with Tencent 

Computer, a subsidiary of Tencent, (on behalf of 

the Retained Tencent Group), pursuant to which 

the Retained Tencent Group would promote our 

products or services on its platforms (including 

but not limited to provision of promotion services 

and provision of l inks to our products and 

content). In return for these promotion services, 

we would pay certa in promot ion serv ices 

fees in one or more of the following manners, 

including cost-per-time, cost-per-click, cost-

per-download, cost-per-activity, cost-per-sale 

and cost-per-mille, depending on the Retained 

Tencent Group’s platform(s) through which the 

promotion services are provided. The term of the 

Promotion Cooperation Framework Agreement 

shall commence on the Listing Date and expire on 

December 31, 2019.

On March 20, 2018, Shanghai Yueting (on behalf 

of the Group) and Tencent Computer (on behalf 

of the Retained Tencent Group) entered into 

the Revised Promotion Cooperation Framework 

Agreement as a supplemental agreement to the 

Promotion Cooperation Framework Agreement, 

pursuant to which the Retained Tencent Group has 

agreed to provide more promotion services to the 

Group including but not limited: (i) distribution of 

red packets (紅包) and coupons on the platforms 

of the Retained Tencent Group; and (ii) optimization 

of search results on search engines of the Retained 

Tencent Group. On September 27, 2019, a new 

promotion cooperation framework agreement was 

entered into between Shanghai Yueting (on behalf 

of the Group) and Tencent Computer (on behalf of 

the Retained Tencent Group) on terms substantially 

the same as the Promotion Cooperation Framework 

Agreement, as revised and supplemented, and 

its term shall commence from January 1, 2020 to 

December 31, 2022.
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The payment and settlements for the promotion 

service payable by the Retained Tencent Group 

should be calculated on (i) fixed amount of service 

fee; (ii) revenue sharing; or (iii) the mixture of (i) 

and (ii).

For further details of the Promotion Cooperation 

Framework Agreement, please refer to the 

announcements of the Company dated March 20, 

2018 and September 27, 2019.

Tencent Computer and other members of the 

Retained Tencent Group are associates of 

Tencent which is a substantial shareholder of the 

Company, and therefore are connected persons of 

the Company.

The annual cap for the year ended December 

31, 2019 is RMB120.0 million, while the actual 

transaction amount for the year ended December 

31, 2019 is approximately RMB102.2 million.

2. Payment Services Cooperation Framework 
Agreement

On October 21, 2017, Shanghai Yueting (on behalf 

of the Group) entered into the Payment Services 

Cooperation Framework Agreement with Tencent 

Computer (on behalf of the Retained Tencent 

Group), pursuant to which the Retained Tencent 

Group agreed to provide us with payment services 

through its payment channels so as to enable our 

users to conduct online transactions. We shall in 

return pay payment service commissions to the 

Retained Tencent Group. The term of the Payment 

Services Cooperation Framework Agreement shall 

commence on the Listing Date and expire on 

December 31, 2019.

On September 27, 2019, a new payment service 

cooperation framework agreement was entered 

into between Shanghai Yueting (on behalf of the 

Group) and Tencent Computer (on behalf of the 

Retained Tencent Group) on terms substantially 

the same as the Payment Services Cooperation 

Framework Agreement,  and i ts  term shal l 

commence from January 1, 2020 to December 31, 

2022.

Tencent Computer and other members of the 

Retained Tencent Group are associates of 

Tencent which is a substantial shareholder of the 

Company, and therefore are connected persons of 

the Company.

The annual cap for the year ended December 

31, 2019 is RMB26.5 million, while the actual 

transaction amount for the year ended December 

31, 2019 is approximately RMB13.3 million.

3. Cloud Services and Technical Services 
Framework Agreement

On October 21, 2017, Shanghai Yueting (on behalf 

of the Group) entered into with Tencent Computer 

(on behalf of the Retained Tencent Group) the 

Cloud Services and Technical Services Framework 

Agreement, pursuant to which the Retained 

Tencent Group agreed to provide cloud services 

and other technical services to us for service 

fees. Cloud services and other technical services 

include but are not limited to provision of cloud 

services, cloud storage, cloud service related 

technical support and domain name resolution 

services. The precise scope of service, service fee 

calculation, method of payment and other details 

of the service arrangement will be agreed between 

the relevant parties separately. The term of the 

Cloud Services and Technical Services Framework 

Agreement shall commence on the Listing Date 

and expire on December 31, 2019.

On September 27, 2019, a new cloud services 

and technical services framework agreement 

was entered into between Shanghai Yueting (on 

behalf of the Group) and Tencent Computer (on 
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behalf of the Retained Tencent Group) on terms 

substantially the same as the Cloud Services and 

Technical Services Framework Agreement, and 

its term shall commence from January 1, 2020 to 

December 31, 2022.

Tencent Computer and other members of the 

Retained Tencent Group are associates of 

Tencent which is a substantial shareholder of the 

Company, and therefore are connected persons of 

the Company.

The annual cap for the year ended December 

31, 2019 is RMB98.0 million, while the actual 

transaction amount for the year ended December 

31, 2019 is approximately RMB59.6 million.

4. Online Platform Cooperation Framework 
Agreement

On March 18, 2019, Shanghai Yueting (on behalf 

of the Group) and Tencent Computer (on behalf 

of the Retained Tencent Group) entered into 

the Online Platform Cooperation Framework 

Agreement in relation to the Online Platform 

Cooperation CCTs in the distribution of our 

literary works and audio works through our self-

operated channels on Retained Tencent Group 

Platforms. During the term of the Online Platform 

Cooperation Framework Agreement, we are the 

exclusive literary content provider to the Retained 

Tencent Group Platforms. The Retained Tencent 

Group shall provide the end users of the Retained 

Tencent Group Platforms with access to our 

literary works and audio works so that they can 

preview the literary works or enjoy free or paid 

online reading and listening services. We shall 

determine the operation and pricing strategies 

relating to the authorized literary works, provided 

content and audio works. The Retained Tencent 

Group shall provide all necessary assistance 

and shall not distribute our literary works through 

other channels. We shall have access to the data 

of back-end technology platforms of the relevant 

Retained Tencent Group Platforms. Details of 

cooperation such as the scope of authorized 

literary works/audio works and Retained Tencent 

Group Platforms, the form of cooperation and 

authorization of the literary works/audio works and 

the allocation of responsibilities shall be agreed 

by the parties separately. The term of the Online 

Platform Cooperation Framework Agreement 

shall commence on May 17, 2019, being the 

date of the Shareholders approving the Online 

Platform Cooperation Framework Agreement, and 

expire on December 31, 2021. For further details 

of the Online Platform Cooperation Framework 

Agreement, please refer to the announcement of 

the Company dated March 18, 2019.

(i) Annual caps in respect literary 
works

We consider that it would be unsuitable to 

adopt monetary annual caps for the Online 

Platform Cooperation CCTs in relation to the 

literary works contemplated in the Online 

Platform Cooperation Framework Agreement. 

Therefore, the Company has applied for, and 

the Stock Exchange has granted, a waiver 

from strict compliance with the requirements 

of setting monetary annual caps under Rule 

14A.53(1) for the Online Platform Cooperation 

CCTs contemplated under the Onl ine 

Platform Cooperation Framework Agreement. 

Please refer to the announcement of the 

Company dated March 18, 2019 for details 

on the wavier granted and further details of 

the Online Platform Cooperation CCTs.

The revenue arising out of the Online 

Platform Cooperation CCTs shall be split 

between the relevant parties and shall be 

determined in accordance with the following 

formula:
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Net Proceeds of the Literary Work x 

prescribed revenue sharing percentage

Net Proceeds of the Literary Works (defined 

as below) shall refer to the aggregate net 

amount of deposits received from the users 

of the Retained Tencent Group Platforms 

that access the Group’s literary works and 

the revenue of the advertisement generated 

from traffic attributable to these users after 

deduction of the platform commissions and 

certain operating expenses incurred for 

operation of and distribution by the Retained 

Tencent Group Platforms. The platform 

commission and operat ing expenses 

deducted represent the relevant proportion 

of expenses as charged by third party 

platforms (e.g. Apple and Android) when 

the users add value to their accounts using 

these platforms. These expenses represent a 

standard amount charged in respect of each 

third party platform. The amount to be shared 

by the Retained Tencent Group for each of 

the underlying cooperation under the Online 

Platform Cooperation Framework Agreement 

shall not exceed the Net Proceeds of the 

literary works received pursuant to the 

relevant cooperation in the distribution of 

the Group’s literary works through the self-

operated channels of the Group on Tencent 

platforms (the “Net Proceeds of the Literary 

Works”) x 30%.

The prescribed revenue sharing percentage 

will depend on the Retained Tencent Group 

Platform through which the literary works is 

distributed and shall be determined after 

arm’s length negotiation between the relevant 

parties and will in any event not exceed 30%.

For the year ended December 31, 2019, 

7 transactions had been conducted with 

platforms including Mobile QQ, QQ Browser, 
Tencent News, Weixin Reading, Tencent 
comic, Tencent Sports  and Tencent Video 

under the Online Platform Cooperation 

Framework Agreement with the average 

revenue sharing percentage of 24.4%. The 

actual transaction amount of the Online 

Platform Cooperation CCTs is approximately 

RMB185.2 mi l l ion for  the year ended 

December 31, 2019.

Tencent Computer and other members of the 

Retained Tencent Group are associates of 

Tencent which is a substantial shareholder of 

the Company, and therefore are connected 

persons of the Company.

As disclosed above, there are no annual 

caps under the Online Platform Cooperation 

Framework  Agreement  expressed in 

monetary terms, while the actual transaction 

amount for the year ended December 31, 

2019 is approximately RMB185.2 million.

(ii) Annual caps in respect of audio 
works operated by the Group

The distribution fees payable by the Group 

to the Retained Tencent Group in respect 

of the distribution of the audio works which 

are operated by the Group on the Retained 

Tencent Group’s platform under the Online 

Platform Cooperation Framework Agreement 

for the year ended December 31, 2019 shall 

not exceed RMB6.6 million, while the actual 

amount for the year ended December 31, 

2019 is RMB0.0 million.
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5. IP Cooperation Framework Agreement

On March 18, 2019 and September 27, 2019, 

Shanghai Yueting (on behalf of the Group) and 

Tencent Computer (on behalf of the Retained 

Tencent Group) entered into the IP Cooperation 

F ramework  Agreement  re la t ing  to  the  IP 

Cooperation CCTs. Forms of cooperation under 

the IP Cooperation Framework Agreement include 

adaptation by the Retained Tencent Group of our 

literary works into movies, television series, games, 

audio works, animations or comics, and licensing 

by us of the information network transmission 

rights of works (including but not limited to audio 

and comics works) and/or the derivative rights 

of the intellectual property of these works to the 

Retained Tencent Group. The relevant parties 

may agree on the following fee terms pursuant to 

the IP Cooperation CCTs: (a) fixed payment from 

the licensee to the licensor; (b) revenue/profit 

sharing between the parties; and (c) a mix of the 

foregoing two commercial arrangements. The term 

of the IP Cooperation Framework Agreement shall 

commence on May 17, 2019, being the date of 

the Shareholders approving the IP Cooperation 

Framework Agreement, and expire on December 

31, 2021. For further details of the IP Cooperation 

Framework Agreement, please refer to the 

announcements of the Company dated March 18, 

2019 and September 27, 2019.

The annual cap for the revenue of the Company 

derived from the IP Cooperation CCTs under the 

IP Cooperation Framework for the year ended 

December 31, 2019 shall not exceed RMB950.0 

million, while the actual transaction amount for the 

year ended December 31, 2019 is approximately 

RMB581.2 million.

6. Literary, Audio and Comics Work 
Licensing Agreement

On March 20, 2018, Shanghai Yueting (on behalf 

of the Group) entered into the Literary, Audio and 

Comics Work Licensing Agreement with Tencent 

Computer (on behalf of the Retained Tencent 

Group), pursuant to which the Retained Tencent 

Group has agreed to license the information 

network transmission rights of its literary, audio 

and comics work to the Group, and the Group 

shall pay licensing fees to the Retained Tencent 

Group in return. The term of the Literary, Audio 

and Comics Work Licensing Agreement shall 

commence on March 20, 2018 and expire on 

December 31, 2020. For further details of the 

Literary, Audio and Comics Work Licensing 

Agreement, please refer to the announcement of 

the Company dated March 20, 2018.

The licensing fees payable by the Group to the 

Retained Tencent Group shall be calculated on 

(i) fixed amount of licensing fees; (ii) revenue 

sharing; or (iii) mixture of (i) and (ii). Payment 

and settlement terms under the Literary, Audio 

and Comics Work Licensing Agreement shall 

be specified in each of the implementation 

agreements to be entered into under the Literary, 

Audio and Comics Work Licensing Agreement.

The annual cap for the year ended December 

31, 2019 is RMB24.0 million, while the actual 

transaction amount for the year ended December 

31, 2019 is approximately RMB6.4 million.
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7. Advertisement Cooperation Framework 
Agreement

On March 18, 2019, Shanghai Yueting (on behalf 

of the Group) entered into the Advertisement 

Cooperation Framework Agreement with Tencent 

Computer (on behalf of the Retained Tencent 

Group) in relation to the cooperation in placing 

advertisements which are solicited by the Retained 

Tencent Group on the self-owned platforms and 

self-operated channels on Tencent products. The 

Retained Tencent Group shall share its revenue 

with the Group for revenue generated thereunder. 

The term of the Advertisement Cooperation 

Framework Agreement shall commence on May 

17, 2019 and expire on December 31, 2021. For 

further details of the Advertisement Cooperation 

Framework Agreement, please refer to the 

announcement of the Company dated March 18, 

2019.

The annual cap for the aggregate amount of the 

revenue generated under the Advertisement 

Cooperation Framework Agreement for the year 

ended December 31, 2019 is RMB503.0 million, 

while the actual transaction amount for the year 

ended December 31, 2019 is approximately 

RMB313.1 million.

8. Novel Creation and Solicitation 
Cooperation Agreement

On March 20, 2018, Shanghai Yueting (on behalf 

of the Group) entered into the Novel Creation 

and Solicitation Cooperation Agreement with 

Tencent Computer (on behalf of the Retained 

Tencent Group), pursuant to which (i) the Group 

shall create novels based on IP concepts of the 

Retained Tencent Group in accordance with the 

requirements provided by the Retained Tencent 

Group, and the Retained Tencent Group shall pay 

commission to the Group for such novel creation 

services provided by the Group; and (ii) the Group 

shall organize novel writing competition with or 

on behalf of the Retained Tencent Group, and the 

Retained Tencent Group shall undertake the cost 

of such competition and pay commission to the 

Group for the services of organizing such novel 

writing competition by the Group. The term of 

the Novel Creation and Solicitation Cooperation 

Agreement shall commence on March 20, 2018 

and expire on December 31, 2020. For further 

details of the Novel Creation and Solicitation 

Cooperation Agreement, please refer to the 

announcement of the Company dated March 20, 

2018.

Payment and settlement terms under the Novel 

Creation and Solicitation Cooperation Agreement 

shall be specified in each of the implementation 

agreements under the Novel Creation and 

Solicitation Cooperation Agreement.

The annual cap for the year ended December 

31, 2019 is RMB6.0 million, while the actual 

transaction amount for the year ended December 

31, 2019 is RMB0.0 million.

9. Game Cooperation Agreement

On March 20, 2018, Shanghai Yueting (on behalf 

of the Group) entered into the Game Cooperation 

Agreement with Tencent Computer (on behalf 

of the Retained Tencent Group), pursuant to 

which (i) the Group shall have the right to license 

games, which are legally owned by or licensed to 

it, to the Retained Tencent Group for operations 

on the Retained Tencent Group’s platforms on 

a non-exclusive basis, and the Group shall pay 

distribution fees to the Retained Tencent Group 

in return; and (ii) the Retained Tencent Group 

shall have the right to license games, which are 

legally owned by or licensed to it, to the Group 
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for operations on the Group’s platforms on a non-

exclusive basis, and the Retained Tencent Group 

shall pay distribution fees to the Group in return. 

The term of the Game Cooperation Agreement 

shall commence on March 20, 2018 and expire 

on December 31, 2020. For further details of the 

Game Cooperation Agreement, please refer to the 

announcement of the Company dated March 20, 

2018.

The distribution fees payable by the Group 

or the Retained Tencent Group (as the case 

may be) for the distribution of the Group’s or 

the Retained Tencent Group’s games to the 

other’s platforms shall be calculated on (i) 

fixed amount of distribution fees; (ii) revenue 

sharing; or (iii) mixture of (i) and (ii). Payment and 

settlement terms under the Game Cooperation 

Agreement shall be specified in the each of the 

implementation agreements under the Game 

Cooperation Agreement.

The annual cap of (i) the distribution fee payable 

and/or revenue to be shared by the Group to 

the Retained Tencent Group for the year ended 

December 31, 2019 is RMB39.0 million, while 

the actual transaction amount for the year ended 

December 31, 2019 is approximately RMB21.3 

million; and (ii) the distribution fee payable and/

or revenue to be shared by the Retained Tencent 

Group to the Group for the year ended December 

31, 2019 is RMB3.1 million, while the actual 

transaction amount for the year ended December 

31, 2019 is approximately RMB0.0 million.

10. Virtual Currency Purchase Agreement

On March 20, 2018, Shanghai Yueting (on behalf 

of the Group) entered into the Virtual Currency 

Purchase Agreement with Tencent Computer (on 

behalf of the Retained Tencent Group), pursuant 

to which the Retained Tencent Group shall 

purchase virtual currency of the Group, which 

can be consumed on the Group’s platforms to 

purchase the Group’s services and products for 

marketing and promotional purposes. The term 

of the Virtual Currency Purchase Agreement 

shall commence on March 20, 2018 and expire 

on December 31, 2020. For further details of the 

Virtual Currency Purchase Agreement, please 

refer to the announcement of the Company dated 

March 20, 2018.

Payment and settlement terms under the Virtual 

Currency Purchase Agreement shall be specified 

in each of the implementation agreements under 

the Virtual Currency Purchase Agreement.

The annual cap for the year ended December 

31, 2019 is RMB58.0 million, while the actual 

transaction amount for the year ended December 

31, 2019 is approximately RMB2.7 million.

11. Joint Investment Agreement

On March 20, 2018, Shanghai Yueting (on behalf 

of the Group) entered into the Joint Investment 

Agreement with Tencent Computer (on behalf of 

the retained Tencent Group), pursuant to which the 

Group has agreed to cooperate with the Retained 

Tencent Group (i) making joint investments in 

the production and distribution of movies and 

television series; (ii) making joint investments 

in the research and development of games, 

animations, comics and other products; and (iii) 

forming joint ventures or other joint arrangements 

(whether as a joint venture company, partnership 

or in any other form) for the purpose of the above 

joint investments. The term of the Joint Investment 

Agreement shall commence on March 20, 2018 

and expire on December 31, 2020. For further 

details of the Joint Investment Agreement, please 
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refer to the announcement of the Company dated 

March 20, 2018.

Payment and settlement terms under the Joint 

Investment Agreement shall be specified in each 

of the implementation agreements under the Joint 

Investment Agreement.

The annual cap for the year ended December 

31, 2019 is RMB500.0 million, while the actual 

transaction amount for the year ended December 

31, 2019 is approximately RMB3.0 million.

12. Comprehensive Cooperation Agreement

On March 20, 2018, Shanghai Yueting (on behalf 

of the Group) entered into Comprehensive 

Cooperation Agreement with Sogou Technology 

(on behalf of the Sogou Group, a connected 

person) in relation to (i) game cooperation; 

(ii) online platform cooperation; and (iii) audio 

work licensing. The distribution fee payable by 

the Group and the Sogou Group for the game 

cooperation and the licensing fees payable by the 

Sogo Group for the online platform cooperation 

and the audio work licensing fees should be 

calculated on (i) f ixed amount of l icensing 

fees/distribution fees; (ii) revenue sharing; or 

(iii) the mixture of (i) and (ii). The term of the 

Comprehensive Cooperation Agreement shall 

commence on March 20, 2018 and expire on 

December 31, 2020.

On October 19, 2018, Shanghai Yueting (on 

behalf of the Group) and Sogou Technology (on 

behalf of its subsidiaries and entities controlled 

through contractual arrangement) entered into 

the Supplemental Agreement to amend the 

Comprehensive Cooperation Agreement, pursuant 

to which the parties agreed the scope of Sogou 

Group under the Comprehensive Cooperation 

Agreement will be extended to cover the Sogou 

Group, Sogou Technology, its subsidiaries 

and entit ies controlled through contractual 

arrangement.

For  fur ther  deta i ls  o f  the Comprehensive 

Cooperation Agreement, please refer to the 

announcements of the Company dated March 20, 

2018 and October 19, 2018.

The annual cap of (i) distribution fees payable 

or revenue/profit to be shared by the Group 

to the Sogou Group for the distribution of the 

Group’s games on platforms of the Sogou Group 

in respect of the game cooperation for the year 

ended December 31, 2019 is RMB3.9 million, 

while the actual transaction amount for the year 

ended December 31, 2019 is RMB0.0 million; 

(ii) distribution fees payable or revenue/profit to 

be shared by the Sogou Group to the Group for 

the distribution of the Sogou Group’s games on 

platforms of the Group in respect of the game 

cooperation for the year ended December 

31, 2019 is RMB1.7 million, while the actual 

transaction amount for the year ended December 

31, 2019 is approximately RMB0.0 million; (iii) 

licensing fees payable or revenue/profit to be 

shared by the Sogou Group to the Group for the 

licensing of our literary work to the Sogou Group 

in respect of the online platform cooperation for 

the year ended December 31, 2019 is RMB120.0 

million, while the actual transaction amount for the 

year ended December 31, 2019 is approximately 

RMB16.0 million; and (iv) the licensing fee payable 

or revenue/profit to be shared by the Sogou Group 

to the Group for the licensing of audio work for the 

year ended December 31, 2019 is RMB2.0 million, 

while the actual transaction amount for the year 

ended December 31, 2019 is RMB0.0 million.

13. Distribution Framework Agreement

On August 13, 2018, Shanghai Yueting (on behalf 

of the Group) and Tencent Computer (on behalf 

of the Retained Tencent Group) entered into the 

Distribution Framework Agreement, pursuant to 

which the Group has agreed to license information 

network transmission rights and the broadcast 
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rights of the audiovisual works including television 

series, web series, films and animation to the 

Retained Tencent Group and the Retained Tencent 

Group shall pay licensing fees to the Group in 

return. The term of the Distribution Framework 

Agreement shall commence on October 19, 2018 

and expire on December 31, 2020. For further 

details of the Distribution Framework Agreement, 

please refer to the announcement of the Company 

dated August 13, 2018 and the circular of the 

Company dated September 28, 2018.

The licensing fees payable by the Retained 

Tencent Group to the Group shall be calculated 

on (i) fixed amount of licensing fees; (ii) revenue 

sharing; or (iii) the mixture of (i) and (ii).

The annual cap for the year ended December 

31, 2019 is RMB2,100.0 million, while the actual 

transaction amount for the year ended December 

31, 2019 is approximately RMB1,008.4 million.

14. Copyright Purchase Framework 
Agreement

On August 13, 2018, Shanghai Yueting (on behalf 

of the Group) and Tencent Computer (on behalf 

of the Retained Tencent Group) entered into 

the Copyright Purchase Framework Agreement, 

pursuant to which the Retained Tencent Group 

has agreed to license the adaptation rights of 

various work with legal rights attached (including 

game, literary work, etc.), whilst the Group shall 

pay licensing fees to the Retained Tencent Group 

in return. The term of the Copyright Purchase 

Framework Agreement shall commence on August 

13, 2018 and expire on December 31, 2020. 

For further details of the Copyright Purchase 

Framework Agreement, please refer to the 

announcement of the Company dated August 13, 

2018.

The licensing fees payable by the Retained 

Tencent Group to the Group shall be calculated 

on (i) fixed amount of licensing fees; (ii) revenue 

sharing; or (iii) the mixture of (i) and (ii).

The annual cap for the year ended December 

31, 2019 is RMB50.0 million, while the actual 

transaction amount for the year ended December 

31, 2019 is RMB0.0 million.

15. Media Production Consignment Agreement

On August 13, 2018, Shanghai Yueting (on behalf 

of the Group) and Tencent Computer (on behalf 

of the Retained Tencent Group) entered into 

the Media Production Consignment Agreement, 

pursuant to which the Group has agreed to 

produce audiovisual works for the Retained 

Tencent Group and the Retained Tencent Group 

shall pay consideration to the Group for the 

production of these audiovisual works. The term 

of the Media Production Consignment Agreement 

shall commence on August 13, 2018 and expire 

on December 31, 2020. For further details of 

the Media Production Consignment Agreement, 

please refer to the announcement of the Company 

dated August 13, 2018.

The consideration payable by the Retained 

Tencent Group to the Group shall be calculated 

on (i) fixed amount of consideration; (ii) revenue 

sharing; or (iii) the mixture of (i) and (ii).

The annual cap for the year ended December 

31, 2019 is RMB100.0 million, while the actual 

transaction amount for the year ended December 

31, 2019 is RMB0.0 million.
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16. Cooperation Agreement

On October 19, 2018, Shanghai Yueting (on 

behalf of the Group) entered into the Cooperation 

Agreement with Tianwen Kadokawa (on behalf 

of the Kadokawa Group, a connected person), 

pursuant to which the parties have agreed to, 

among other things, cooperate in (i) adaptation of 

literary work; (ii) physical books publication; and 

(iii) production and sales of peripheral products. 

The fees payable by the Kadokawa Group to 

the Group shall be calculated on (i) fixed fee; 

(ii) revenue sharing; or (iii) the mixture of (i) and 

(ii). The term of the Cooperation Agreement shall 

commence on October 19, 2018 and expire on 

December 31, 2020. For further details of the 

Cooperation Agreement, please refer to the 

announcement of the Company dated October 19, 

2018.

The annual cap for the year ended December 

31, 2019 is RMB13.5 million, while the actual 

transaction amount for the year ended December 

31, 2019 is approximately RMB1.2 million.

Annual Review by the Independent Non-
executive Directors and the Auditor

Our independent non-executive Directors have reviewed 

the Continuing Connected Transactions outlined 

above, and confirmed that such Continuing Connected 

Transactions had been entered into:

(a) in the ordinary and usual course of business of our 

Group;

(b) on normal commercial terms or better; and

(c) in accordance with the relevant agreements 

governing them on terms that were fair and 

reasonable and in the interests of our Company 

and our Shareholders as a whole.

Our Auditor has performed the relevant procedures 

regarding the 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 Hong 

Kong Institute of Certified Public Accountants. The 

auditor has issued his unqualified letter containing its 

findings and conclusions in respect of the continuing 

connected transactions disclosed by the Group on 

pages 41 to 50 of this annual report in accordance with 

Rule 14A.56 of the Listing Rules. A copy of the auditor’s 

letter has been provided by the Company to the Stock 

Exchange.

The Auditor of the Company has performed agreed-

upon procedures regarding the continuing connected 

transactions entered into by the Group during the year 

ended December 31, 2019 as set out above and states 

that:
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(a) nothing has come to its attention that causes it to 

believe that the disclosed Continuing Connected 

Transactions have not been approved by the 

Board;

(b) for transactions involving the provision of goods 

or services by the Group, nothing has come 

to its attention that causes it to believe that the 

Continuing Connected Transactions were not, in all 

material respects, in accordance with the pricing 

policies of the Group;

(c) nothing has come to its attention that causes it to 

believe that the transactions were not entered into, 

in all material respects, in accordance with the 

relevant agreements governing such transactions; 

and

(d) nothing has come to its attention that causes 

it to believe that such Continuing Connected 

Transactions have exceeded the annual caps as 

set by the Company.

Certain related party transactions as disclosed in 

Note 37 to the consolidated financial statements 

constituted as connected transactions or continuing 

connected transactions as defined in Chapter 14A of 

the Listing Rules and in compliance with the disclosure 

requirements under Chapter 14A of the Listing Rules.

Save as disclosed in this annual report, during the 

year ended December 31, 2019, the Company had 

no connected transactions or continuing connected 

transactions which fell to be disclosed in accordance 

with the provisions under Chapter 14A of the Listing 

Rules in relation to the disclosure of connected 

transactions and continuing connected transactions.

Contractual Arrangements

Our Company has entered into a series of Contractual 

Arrangements with the WFOEs and the PRC Holdcos, 

pursuant to which our Company obtained effective 

control over, and received all the economic benefits 

generated by, the businesses operated by (i) Shanghai 

Hongwen, Shanghai Yuewen and their respective 

subsidiaries (the “Wen VIE”); and (ii) New Classics 

Media Corporation (the “NCM VIE”). Accordingly, 

through the Contractual Arrangements, our Consolidated 

Affiliated Entities’ results of operations, assets and 

liabilities, and cash flows are consolidated into our 

Company’s financial statements.
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The following simplified diagram illustrates the flow of economic benefits from our Consolidated Affiliated Entities to 

our Group stipulated under the Contractual Arrangements:

100% 100% 100%

100%100%100%

The Company

Xinli (Tianjin)

Management
and

consultation
services

Service
fees

Management
and

consultation
services

Service
fees

Management
and

consultation
services

Service
fees

Shanghai YuetingRegistered
Shareholders(1)

Registered
Shareholders(1) Shanghai Yuechao

Shanghai YuewenShanghai HongwenNew Classics Media Corporation

Registered
Shareholders(1)

Various subsidiaries(2)Various subsidiaries(2)Various subsidiaries(2)

“→” denotes direct legal and beneficial ownership in the equity interest.

“-->” denotes contractual relationship.

“---“ denotes the control by WFOE(s) over the Registered Shareholders and the PRC Holdco(s) through (1) powers of attorney to exercise all 
shareholders’ rights in the PRC Holdco(s), (2) exclusive options to acquire all or part of the equity interests in the PRC Holdco(s) and (3) equity 
pledges over the equity interests in the PRC Holdco(s).
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Notes:

(1) In the case of the Wen VIE, Registered Shareholders refer to the 
registered shareholders of the PRC Holdcos, namely Litong and 
Ningbo Meishan Yuebao. Litong and Ningbo Meishan Yuebao 
hold 65.38% and 34.62% of the equity interests, respectively, in 
each of the PRC Holdcos. Litong is owned by Ms. Chen Fei (陳
菲) as to 25%, Mr. Zhu Jinsong (朱勁松) as to 25%, Ms. Hu Min 
(胡敏) as to 25%, and Ms. Li Huimin (李慧敏) as to 25%, while 
Ningbo Meishan Yuebao is owned by Mr. Wu Wenhui (吳文輝) 
as to 83.88%, Mr. Shang Xuesong (商學松) as to 5.37%, Mr. Lin 
Tingfeng (林庭鋒) as to 5.37%, Mr. Hou Qingchen (侯慶辰) as to 
2.69% and Mr. Luo Li (羅立) as to 2.69%. In the case of the NCM 
VIE, Registered Shareholders refer to the registered shareholders 
of the PRC Holdco, namely Linzhi Tencent, Xishi Investment, 
Mr. Huayi Cao, Ms. Yaqian Qu, and Shiji Kaixuan, holding 
40.0%, 6.7%, 34.0%, 15.3% and 4.1% of the equity interests, 
respectively in the PRC Holdco.

(2) These include certain investment vehicles which do not currently 
carry out any business operations but are intended for potential 
investment in businesses which are subject to foreign investment 
restrictions in accordance with the Catalog.

A brief description of each of the specific agreements 

that comprise the Contractual Arrangements entered 

into by each of the WFOEs and the PRC Holdcos is set 

out as follows:

(a) Exclusive Business Cooperation Agreements

Each of the PRC Holder(s) entered into the 

Exclusive Business Cooperation Agreements 

with each of the WFOE(s) on the Contractual 

Arrangements Date, pursuant to which, in 

exchange for a monthly service fee, the PRC 

Holdco(s) agreed to engage the WFOE(s) as 

each of their exclusive provider of technical 

support, consultation and other services, including 

the use of any relevant software legally owned 

by the WFOE(s); development, maintenance 

and updating of software in respect of the PRC 

Holdco(s)’(s) business; design, installation, 

daily management, maintenance and updating 

of network systems, hardware and database 

design; providing technical support and staff 

training services to relevant employees of the PRC 

Holdco(s); providing assistance in consultancy, 

collection and research of technology and 

market information (excluding market research 

business that wholly foreign owned enterprises 

are prohibited from conducting under PRC laws); 

providing business management consultation; 

providing marketing and promotional services; 

providing customer order management and 

customer services; transfer, leasing and disposal 

of equipment or properties; and other relevant 

services requested by the PRC Holdco(s) from 

time to time to the extent permitted under PRC 

laws. Under the Exclusive Business Cooperation 

Agreements, the service fee shall consist of 100% 

of the total consolidated profit of the PRC Holdcos, 

after the deduction of any accumulated deficit of 

the Consolidated Affiliated Entities in respect of 

the preceding financial year(s), operating costs, 

expenses, taxes and other statutory contributions 

and subject to any necessary adjustment by the 

WFOEs of the scope and amount of service fees 

according to the PRC tax laws and practices.

(b) Exclusive Option Agreements

Under the Exclusive Option Agreements entered 

into among the WFOE(s) and the PRC Holder(s), 

and the Contractual Arrangements Date, the 

WFOE(s) have thus the rights to require the 

Registered Shareholders to transfer any or all 

their equity interests in the PRC Holdco(s) to 

the WFOE(s) and/or a third party designated 

by it, in whole or in part at any time and from 

time to time, for considerations equivalent to 

the respectively outstanding loans owed to the 

Registered Shareholders (or part of the loan 

amounts in proportion to the equity interests being 

transferred). The Exclusive Option Agreements 

shall remain effective unless terminated in the 

event that the entire equity interests held by the 

Registered Shareholders in the PRC Holdco(s) 

have been transferred to the WFOE(s) or their/its 

appointee(s).
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(c) Equity Pledge Agreements

Under the Equity Pledge Agreements entered 

into between the WFOE(s), the Registered 

Shareholders and the PRC Holdco(s) on the 

Contractual Arrangements Date, the Registered 

Shareholders agreed to pledge all their respective 

equity interests in the PRC Holdco(s) that they 

own, including any interest or dividend paid for 

the Shares, to the WFOE(s) as a security interest 

to guarantee the performance of contractual 

obligations and the payment of outstanding debts. 

The pledge in respect of the PRC Holdco(s) takes 

effect upon the completion of registration with the 

relevant administration for industry and commerce 

and shall remain valid until after all the contractual 

obligations of the Registered Shareholders and 

the PRC Holdco(s) under the relevant Contractual 

Arrangements have been fully performed and 

all the outstanding debts of the Registered 

Shareholders and the PRC Holdco(s) under the 

relevant Contractual Arrangements have been fully 

paid.

(d) Powers of Attorney

The Registered Shareholders executed Powers of 

Attorney on the Contractual Arrangements Date, 

pursuant to which the Registered Shareholders 

irrevocably appointed the WFOE(s) and their/its 

designated persons (including but not limited to 

Directors and their successors and liquidators 

replacing the Directors but excluding those non-

independent or who may give rise to conflict of 

interests) as their attorneys-in-fact to exercise 

on their behalf, and agreed and undertook not 

to exercise without such attorneys-in-fact’s 

prior written consent, any and all right that they 

have in respect of their equity interests in the 

PRC Holdco(s). The Powers of Attorney shall 

remain effective for so long as each Registered 

Shareholder holds equity interest in the PRC 

Holdco(s).

Save as disclosed above, there were no other new 

contractual arrangements entered into, renewed 

and/or reproduced between our Group and our 

PRC Holdco(s) and/or Consolidated Affiliated 

Entities during the year ended December 31, 2019. 

There was no material change in the Contractual 

Arrangements and/or the circumstances under 

which they were adopted during the year ended 

December 31, 2019.

For the year ended December 31, 2019, none of 

the Contractual Arrangements had been unwound 

on the basis that none of the restrictions that led 

to the adoption of the Contractual Arrangements 

had been removed. As of December 31, 2019, we 

had not encountered interference or encumbrance 

from any PRC governing bodies in operating our 

businesses through our Consolidated Affiliated 

Entities under the Contractual Arrangements.

The revenue of Shanghai Hongwen, Shanghai 

Yuewen and New Classics Media Corporation 

and their respective subsidiaries amounted to 

RMB7,800 million for the year ended December 

31, 2019, representing an increase by 66.9% from 

RMB4,673 million for the year ended December 

31, 2018. For the year ended December 31, 2019, 

the revenue of Shanghai Hongwen, Shanghai 

Yuewen and New Classics Media Corporation 

and their respective subsidiaries accounted for 

approximately 93.4% of the revenue for the year of 

our Group (2018: 92.8%).

Reasons for Adopting the Contractual 
Arrangements

Pursuant to the Administrative Measures of Foreign 

Investment Admission (Negative List) 2018 Revision (外

商投資准入特別管理措施（負面清單) (2018年版)), foreign 

investments in the businesses of (i) production and 

operation of broadcasting and television programmes 

(including bringing-in of such programmes), film 
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making, film distribution, film bringing-in and theatre 

are prohibited; and (ii) Internet publication, provision of 

audio-visual program services to the public, operation 

of online games and performing agency business are 

restricted. Since foreign investment in such business 

areas in which we currently operate are subject to 

restrictions or prohibitions under the current applicable 

PRC laws and regulations, as advised by our PRC 

legal advisor, we determined that it was not viable 

for our Company to hold our Consolidated Affiliated 

Entities directly through equity ownership. For details 

of the foreign investment restrictions or prohibitions 

relating to the Contractual Arrangements, please refer 

to the sections headed “Contractual Arrangements – 

Qualification Requirements under the FITE Regulations” 

and “Contractual Arrangements – Development in the 

PRC Legislation on Foreign Investment” on pages 195 

to 197 and pages 210 to 215 of the Prospectus and 

on page 63 to 68 of the circular of the Company dated 

September 28, 2018 (the “Circular”).

Our Directors ( including the independent non-

executive Directors) are of the view that the Contractual 

Arrangements and the transactions contemplated 

thereunder are fundamental to our Group’s legal 

structure and business, and that such transactions 

have been and will be entered into in the ordinary 

and usual course of business of our Group, are on 

normal commercial terms and are fair and reasonable 

and in the interest of our Group and our Shareholders 

as a whole. Accordingly, notwithstanding that the 

transactions contemplated under the Contractual 

Arrangements and New Intergroup Agreements 

technically constitute continuing connected transactions 

under Chapter 14A of the Listing Rules, our Directors 

consider that, given that our Group is placed in 

a special situation in relation to the connected 

transactions rules under the Contractual Arrangements, 

it would be unduly burdensome and impracticable, 

and would add unnecessary administrative costs to 

our Company if such transactions are subject to strict 

compliance with the requirements set out under Chapter 

14A of the Listing Rules, including, among others, the 

announcement, circular and independent shareholders’ 

approval requirements.

Risks Relating to the Contractual 
Arrangements

There are certain risks that are associated with the 

Contractual Arrangements, including:

‧ If the PRC government finds that the agreements 

that establish the structure for operating the 

businesses in China do not comply with the 

applicable PRC laws and regulations, or if there 

are regulations or their interpretations change 

in the future, we could be subject to severe 

consequences, including the nullification of the 

Contractual Arrangements and the relinquishment 

of our interest in our Consolidated Affiliated 

Entities.

‧ Our Contractual Arrangements may not be as 

effective in providing operational control as direct 

ownership. Our PRC Holdcos or their shareholders 

may fail to perform their obligations under our 

Contractual Arrangements.

‧ We may lose the ability to use and enjoy assets 

held by our PRC Holdcos that are material to our 

business operations if our PRC Holdcos declare 

bankruptcy or become subject to a dissolution or 

liquidation proceeding.
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‧ The ultimate shareholders of our PRC Holdcos 

may have conflicts of interest with us, which may 

materially and adversely affect our business.

‧ If we exercise the option to acquire equity 

ownership and assets of our PRC Holdcos, the 

ownership or asset transfer may subject us to 

certain limitations and substantial costs.

‧ Substantial uncertainties exist with respect to the 

interpretation and implementation of the Foreign 

Investment Law and how it may impact the viability 

of our current corporate structure, corporate 

governance and business operations.

‧ Our Contractual Arrangements may be subject to 

scrutiny by the PRC tax authorities, and a finding 

that we owe additional taxes could substantially 

reduce our consolidated net income and the value 

of the investment of our Shareholders.

Further details of these risks are set out in the section 

headed “Risk Factors – Risks relating to Our Contractual 

Arrangements” on pages 60 to 66 of the Prospectus.

Our Group has adopted measures to ensure the 

effective operation of our Group’s businesses with the 

implementation of the Contractual Arrangements and 

our compliance with the Contractual Arrangements, 

including:

(a) major issues arising from the implementation and 

compliance with the Contractual Arrangements 

or any regulatory enquiries from government 

authorities will be submitted to our Board, if 

necessary, for review and discussion on an 

occurrence basis;

(b) our Board will review the overall performance 

o f  and  compl iance  w i th  the  Con t rac tua l 

Arrangements at least once a year; and

(c) our Company will engage external legal advisors 

or other professional advisors, if necessary, to 

assist the Board to review the implementation of 

the Contractual Arrangements, review the legal 

compliance of WFOEs and our Consolidated 

Affiliated Entities to deal with specific issues or 

matters arising from the Contractual Arrangements.

Listing Rules Implications and Waivers from 
the Stock Exchange

The transactions contemplated under the Contractual 

Arrangements const i tute continuing connected 

transactions of our Company under the Listing Rules 

upon Listing as four of the parties to the Contractual 

Arrangements, namely Litong, Ningbo Meishan Yuebao, 

Linzhi Tencent and Shiji Kaixuan, are connected 

persons. Litong, Linzhi Tencent and Shiji Kaixuan are 

accounted as subsidiaries of Tencent, and are therefore 

associates of Tencent. Ningbo Meishan Yuebao is 

owned as to 83.88% by Mr. Wu Wenhui, one of our 

Directors, and is therefore an associate of Mr. Wu 

Wenhui.

In relation to the Contractual Arrangements, we have 

applied to the Stock Exchange for, and the Stock 

Exchange has granted, waivers from strict compliance 

with (i) in the case of Wen VIE only, the announcement, 

circular and independent shareholders’ approval 

requirements under Chapter 14A of the Listing Rules 

in respect of the transactions contemplated under the 

Contractual Arrangements pursuant to Rule 14A.105 

of the Listing Rules, (ii) the requirement of setting an 

annual cap for the transactions under the Contractual 

Arrangements under Rule 14A.53 of the Listing 

Rules, and (iii) the requirement of limiting the term of 

the Contractual Arrangements to three years or less 

under Rule 14A.52 of the Listing Rules, for so long as 

our Shares are listed on the Stock Exchange subject 

however to, among others, the following conditions:
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(a) no change without independent non-executive 

Directors’ approval;

(b) no change without independent Shareholders’ 

approval;

(c) the Contractual Arrangements shall continue to 

enable our Group to receive the economic benefits 

derived by the Consolidated Affiliated Entities;

(d) on the basis that the Contractual Arrangements 

prov ide an acceptable f ramework for  the 

relationship between our Company and its 

subsidiaries in which our Company has direct 

shareho ld ing ,  on  the  one  hand,  and the 

Consolidated Affiliated Entities, on the other 

hand, that framework may be renewed and/

or reproduced upon the expiry of the existing 

arrangements or in relation to any existing or new 

wholly foreign owned enterprise or operating 

company (including branch company) engaging 

in the same business as that of our Group which 

our Group might wish to establish when justified 

by business expediency, without obtaining the 

approval of the Shareholders, on substantially 

the same terms and conditions as the existing 

Contractual Arrangements; and

(e) we will disclose details relating to the Contractual 

Arrangements on an on-going basis.

For further details of the waivers granted by the Stock 

Exchange, please refer to the Prospectus and the 

announcement of the Company dated September 24, 

2018 and March 18, 2019.

Annual Review by the Independent
Non-Executive Directors and the Auditor

Our independent non-executive Directors have reviewed 

the Contractual Arrangements and confirmed that:

(a) the transactions carried out during the year ended 

December 31, 2019 had been entered into in 

accordance with the relevant provisions of the 

Contractual Arrangements;

(b) no dividends or other distributions had been 

made by our Consolidated Affiliated Entities to 

the holders of its equity interests which were not 

otherwise subsequently assigned or transferred to 

our Group; and

(c) the terms of any new contracts that had been 

entered into, renewed and/or reproduced between 

our Group and the Consolidated Affiliated Entities 

during the year ended December 31, 2019 are fair 

and reasonable and in the interest of our Group 

and our Shareholders as a whole.

Our Auditor has confirmed in a letter to the Board that 

the transactions carried out pursuant to the Contractual 

Arrangements during the year ended December 31, 

2019 had received the approval of the Board, had 

been entered into in accordance with the relevant 

provisions of the Contractual Arrangements, and that 

no dividends or other distributions had been made by 

our Consolidated Affiliated Entities to the holders of its 

equity interests which were not otherwise subsequently 

assigned or transferred to our Group.
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DONATIONS

During the Reporting Period, the charitable and 

other donations made by the Group amounted to 

approximately RMB300,000.

LEGAL PROCEEDINGS AND 
COMPLIANCE

Legal Proceedings

To the best knowledge of the Board, no litigation or 

claim of material importance is pending or threatened 

against any member of the Group.

Compliance

The PRC government regulates the Internet industry 

extensively, including foreign ownership of, and the 

licensing requirements pertaining to, companies in the 

Internet industry. A number of regulatory authorities, 

such as the Ministry of Commerce, or MOFCOM, the 

Ministry of Culture, or MOC, the Ministry of Industry 

and Information Technology, or MIIT, the General 

Administration of Press and Publication, Radio, Film 

and Television, or GAPPRFT and the Cyberspace 

Administration of China, or CAC, oversee different 

aspects of the Internet industry. These governmental 

authorities together promulgate and enforce laws 

and regulations that cover many aspects of the 

telecommunications, Internet information services, 

Internet publishing industries and online audio-visual 

products services, including entry into such industries, 

scope of permitted business activities, licenses and 

permits for various business activities and foreign 

investments into such industries.

Change of the PRC regulatory environment may have 

adverse impact on our business operation. In particular, 

substantial uncertainties exist with respect to the Foreign 

Investment Law,which was adopted at the Second 

Session of the 13th National People’s Congress on 

March 15, 2019 and shall come into effect as of January 

1, 2020 and how the Foreign Investment Law may 

impact the viability of our current corporate structure, 

corporate governance and business operations. We are 

closely monitoring the status of the enactment of the 

Foreign Investment Law, and will take necessary steps 

to mitigate the risks against us, if any.

For details please refer to the relevant disclosure in the 

section headed “Risk Factors” in the Prospectus.

PERMITTED INDEMNITY PROVISION

Under the Articles of Association, every Director or 

other officers of the Company acting in relation to any 

of the affairs of the Company shall be entitled to be 

indemnified against all actions, costs, charges, losses, 

damages and expenses which he may incur or sustain 

in or about the execution of his duties in his office. The 

Company has arranged appropriate insurance cover in 

respect of legal action against its directors and officers.

IMPORTANT EVENTS AFTER THE 
REPORTING PERIOD

The important events after the Reporting Period are 

disclosed in Note 38 to the consolidated financial 

statements.

AUDIT COMMITTEE

The Audit Committee had, together with the Auditor, 

reviewed the accounting principles and policies 

adopted by the Group and the consolidated financial 

statements during the Reporting Period.
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CORPORATE GOVERNANCE

The Company is committed to maintaining high 

standards of  corporate governance pract ices. 

Information on the corporate governance practices 

adopted by the Company is set out in the Corporate 

Governance Report on pages 60 to 80 of this annual 

report.

SUFFICIENCY OF PUBLIC FLOAT

Based on information publicly available to the Company 

and to the best knowledge of the directors, at least 25% 

of the Company’s total issued shares, the prescribed 

minimum percentage of public float approved by the 

Stock Exchange and permitted under the Listing Rules, 

was held by the public at all times during the Reporting 

Period and as of the date of this annual report.

CLOSURE OF THE REGISTER OF 
MEMBERS

The Company will hold the AGM on June 30, 2020. The 

register of members of the Company will be closed 

from Wednesday, June 24, 2020 to Tuesday, June 30, 

2020, both days inclusive, in order to determine the 

identity of the Shareholders who are entitled to attend 

the AGM, during which period no share transfers will be 

registered. To be eligible to attend the AGM, all properly 

completed transfer forms accompanied by the relevant 

share certificates must be lodged for registration with 

the Company’s branch share registrar in Hong Kong, 

Computershare Hong Kong Investor Services Limited, 

at Shops 1712-1716, 17th Floor, Hopewell Centre, 183 

Queen’s Road East, Wanchai, Hong Kong not later than 

4:30 p.m. on Tuesday, June 23, 2020.

PROFESSIONAL TAX ADVICE 
RECOMMENDED

If the shareholders are unsure about the taxation 

implications of purchasing, holdings, disposing of, 

dealing in, or the exercise of any rights in relation to, the 

Shares, they are advised to consult an expert.

AUDITOR

PricewaterhouseCoopers was appointed as the Auditor 

during the Reporting Period. The accompanying 

financial statements prepared in accordance with IFRSs 

have been audited by PricewaterhouseCoopers.

PricewaterhouseCoopers shall retire at the forthcoming 

annual general meeting and, being eligible, will 

offer itself for re-appointment. A resolution for the re-

appointment of PricewaterhouseCoopers as Auditor will 

be proposed at the AGM.

Sincerely,

James Gordon Mitchell

Chairman of the Board and non-executive director

Hong Kong, March 17, 2020
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The Board is pleased to present the corporate 

governance report of the Company for the year ended 

December 31, 2019 (the “Relevant Period”).

The Board is committed to maintaining high standards 

of corporate governance and recognizes that good 

governance is vital for the long-term success and 

sustainability of the Company’s business, and to 

safeguard the interests of the Shareholders and to 

enhance corporate value and accountability.

CORPORATE GOVERNANCE 
PRACTICES

The Company has adopted the CG Code as set out 

in Appendix 14 to the Listing Rules as its own code of 

corporate governance. Save as disclosed in this annual 

report, the Company has complied with all applicable 

code provisions under the CG Code throughout the 

Relevant Period.

The Company will continue to review and monitor its 

corporate governance practices to ensure compliance 

with the CG Code.

MODEL CODE FOR SECURITIES 
TRANSACTIONS

The Company has adopted the Model Code as set out 

in Appendix 10 to the Listing Rules regarding directors’ 

securities transactions. The Company has also adopted 

its own code of conduct regarding employees’ securities 

transactions on terms no less exacting than the standard 

set out in the Model Code for the compliance by its 

relevant employees who are likely to be in possession 

of unpublished inside information of the Company in 

respect of their dealings in the Company’s securities. 

The Company has made specific enquiries with the 

Directors and the Directors have confirmed they have 

complied with the Model Code for the Relevant Period.

THE BOARD

As at December 31, 2019, the Board comprises 

nine Directors, consists of two executive Directors, 

four non-executive Directors and three independent 

non-executive Directors. The composition of the Board 

ensures a balance of skills and experience appropriate 

for the requirements of the business of the Group and 

the issuance of independent opinion. The biographies 

of the Directors are set out under the section headed 
“Directors and Senior Management” of this annual 

report.

The Directors who held office during the year and up to 

the date of this annual report includes:

Executive Directors:

Mr. Wu Wenhui (Co-Chief Executive Officer)
Mr. Liang Xiaodong (Co-Chief Executive Officer)

Non-executive Directors:

Mr. James Gordon Mitchell (Chairman)
Mr. Cao Huayi (appointed on May 17, 2019)
Ms. Chen Fei (appointed on May 17, 2019)
Mr. Cheng Yun Ming Matthew

 (appointed on November 22, 2019)
Ms. Li Ming (retired on May 17, 2019)
Mr. Yang Xiang Dong (retired on May 17, 2019)
Mr. Lin Haifeng (resigned on November 22, 2019)

Independent Non-executive Directors:

Ms. Yu Chor Woon Carol

Ms. Leung Sau Ting Miranda

Mr. Liu Junmin
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All executive Directors, non-executive Directors and 

independent non-executive Directors have entered 

into service contracts with the Company for a specific 

term of three years. In accordance with the Articles of 

Association, all Directors are subject to retirement by 

rotation at least once every three years and any new 

Director appointed to fill a casual vacancy shall submit 

himself for re-election by the Shareholders at the first 

general meeting of the Company after appointment and 

new Directors appointed as an addition to the Board 

shall submit himself for re-election by the Shareholders 

at the next following annual general meeting of the 

Company after appointment. The Board considers 

a candidate’s experience, skill and knowledge and 

competency and ability to fulfil duty of care and 

diligence and fiduciary duty and/or recommendation by 

the nomination committee of the Company (if any).

In compliance with Rules 3.10 and 3.10A of the Listing 

Rules, the Company has appointed three independent 

non-executive Directors (representing not less than 

one-third of the Board), one of whom possesses 

appropriate professional qualifications in accounting 

or related financial management expertise. Each of 

the three independent non-executive Directors has 

confirmed his independence of the Company and the 

Company considers each of them to be independent 

in accordance with the guidelines of assessing 

independence as set out in Rule 3.13 of the Listing 

Rules.

Pursuant to the Articles of Association, (i) any Director 

appointed as an addition to the existing Board shall 

hold office until the next following annual general 

meeting of the Company and shall be eligible for 

re-election; and (ii) at least one-third or, if the number 

is not a multiple of three, the nearest to one-third of the 

Directors are subject to retirement from office by rotation 

and re-election at the annual general meeting of the 

Company once every three years. Accordingly, Mr. Wu 

Wenhui, Mr. James Gordon Mitchell, Ms. Yu Chor Woon 

Carol and Ms. Leung Sau Ting Miranda shall retire by 

rotation, and Mr. Cheng Yun Ming Matthew will retire at 

the AGM and, being eligible, will offer themselves for 

re-election as Directors at the AGM.

All Directors have given sufficient time and attention 

to the affairs of the Group and, in particular, the 

non-executive and independent non-executive Directors 

have provided the Board with their diversified expertise 

and professional advices. The Board is of the view that 

there is a balanced composition of executive Directors, 

non-executive Directors and independent non-executive 

D i rec to rs  i n  the  Board  and  the  independen t 

non-executive Directors are able to provide sufficient 

checks and balances to safeguard the interests of 

the shareholders of the Company and the Group. The 

participation of the independent non-executive Directors 

in the Board and committee meetings also provides 

independent judgement on the issues relating to 

strategy, policy, performance, accountability, conflict of 

interest and standards of conduct.
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The Board members have timely access to information 

relating to the Group’s business and will be provided 

with further documents and information upon request 

to enable them to make informed decisions. Minutes 

of Board meetings and meetings of Board committees 

are kept by the Company Secretary and are open for 

inspection at any reasonable time on reasonable notice 

by any Director. Minutes of the Board meetings and 

Board Committee meetings are recorded in sufficient 

detail about the matters considered by the Board and 

the Board Committees and the decisions reached, 

including any concerns raised by the Directors/Board 

Committee members. Draft and final versions of the 

minutes of each Board meeting and Board Committee 

meeting are sent to the Directors/Board Committee 

members for comments and records respectively within 

a reasonable time after the date on which the meeting 

is held. Minutes of the Board meetings are open for 

inspection by Directors. All Directors are entitled to 

have access to Board papers and related materials. 

These papers and related materials are in a form and 

quality sufficient to enable the Board to make informed 

decisions on matters placed before it. Queries raised by 

the Directors are given a prompt and full response.

Save as disclosed in the Directors’ biographies set out in 

the section headed “Directors and Senior Management” 

in this annual report, none of the Directors have any 

personal relationship (including financial, business, 

family or other material or relevant relationship) with any 

other Director and chief executive.

As regards the code provision of the CG Code requiring 

directors to disclose the number and nature of offices 

held in public companies or organizations and other 

significant commitments as well as the identity of the 

public companies or organizations and the time involved 

to the issuer, the Directors have agreed to disclose 

their commitments and any subsequent change to the 

Company in a timely manner.

DIRECTORS’ LIABILITY INSURANCE 
AND INDEMNITY

The Company has arranged appropriate and sufficient 

liability insurance in respect of legal action against the 

Directors. The insurance coverage will be reviewed on 

an annual basis.

RESPONSIBILITY OF THE BOARD

The Board is responsible for the overall leadership of 

the Group, oversees the Group’s strategic decisions 

and monitors business and performance and to exercise 

its best judgment and to act in the best interests of 

the Company and its shareholders. The Board has 

delegated the authority and responsibility for day-to-day 

management and operation of the Group to executive 

Directors and the senior management of the Group. To 

oversee particular aspects of the Company’s affairs, the 

Board has established four Board committees including 

the Audit Committee, the Remuneration Committee, the 

Nomination Committee and the Strategy and Investment 

Committee. The Board has delegated to the Board 

Committees responsibilities as set out in their respective 

terms of reference.

All Directors have carried out duties in good faith and 

in compliance with applicable laws and regulations, 

and have acted in the interests of the Company and the 

Shareholders at all times.

BOARD ACTIVITY

The Board holds meetings regularly and meets at other 

times as and when required to review the Group’s overall 

strategies, financial and operational performances, 

approved the annual and interim results of the Group, 

risk management, regulatory compliance and corporate 

governance, and other significant matters. In addition, 

the Board holds general meetings to maintain an 

on-going dialogue with the Shareholders.
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The Board held seven Board meetings in 2019. The attendance of each director at Board, committee meetings, 

annual general meeting and extraordinary general meeting, whether in person or by means of electronic 

communication, is detailed in the table below:

Attendance/No. of Board, Committee Meetings, Annual General Meeting 

and Extraordinary General Meeting

Name of director Board

Audit 

Committee

Nomination 

Committee

Remuneration 

Committee

Strategy and

 Investment 

Committee

Annual

 General 

Meeting

Extraordinary

General

  Meeting

Executive directors

Mr. Wu Wenhui 7/7 N/A N/A 4/4 1/1 1/1 1/1

Mr. Liang Xiaodong 7/7 N/A N/A N/A 1/1 1/1 1/1

Non-executive directors

Mr. James Gordon Mitchell 7/7 N/A 2/2 N/A 1/1 1/1 1/1

Mr. Cao Huayi 

 (appointed on May 17, 2019) 5/7 N/A N/A N/A N/A 0/1 0/1

Ms. Chen Fei 

 (appointed on May 17, 2019) 5/7 N/A N/A N/A 1/1 0/1 0/1

Mr. Cheng Yun Ming Matthew 

 (appointed on November 22, 2019) 0/7 0/2 N/A N/A N/A 0/1 0/1

Ms. Li Ming 

 (retired on May 17, 2019) 1/7 N/A N/A N/A 1/1 0/1 0/1

Mr. Yang Xiang Dong 

 (retired on May 17, 2019) 1/7 1/2 N/A N/A N/A 0/1 0/1

Mr. Lin Haifeng

 (resigned on November 22, 2019) 7/7 1/2 N/A N/A 1/1 1/1 0/1

Independent Non-executive 

 directors

Ms. Yu Chor Woon Carol 7/7 2/2 2/2 4/4 N/A 1/1 0/1

Ms. Leung Sau Ting Miranda 7/7 2/2 N/A 4/4 N/A 1/1 1/1

Mr. Liu Junmin 7/7 N/A 2/2 N/A N/A 1/1 0/1
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The Company adopts the practice of holding Board 

meetings regularly, at least four times a year, and 

at approximately quarterly intervals. The company 

secretary also ensures that all applicable rules and 

regulations in relation to the Board meetings are 

followed. Notices of not less than fourteen days are 

given by the company secretary for all regular Board 

meetings to provide all Directors with an opportunity 

to attend and include matters in the agenda for a 

regular meeting. For other Board and Board Committee 

meetings, reasonable notice is generally given. 

The agenda and accompanying board papers are 

dispatched to the Directors or Board Committee 

members at least three days before the meetings to 

ensure that they have sufficient time to review the 

relevant papers and are adequately prepared for 

the meetings. When Directors or Board Committee 

members are unable to attend a meeting, they will be 

advised of the matters to be discussed and given an 

opportunity to make their views known to the Chairman 

prior to the meeting. When there is potential or actual 

conflict of interests involving a substantial shareholder 

or a director, such director will declare his interest and 

will abstain from voting on such matters. Minutes of 

meetings are kept by the joint company secretary with 

copies circulated to all Directors or Board Committee 

members for information and records.

The directors may also seek independent professional 

advice at the Company’s expense in appropriate 

circumstances.

The company secretary ensures that there is a good and 

timely flow of information to the Board. The company 

secretary is responsible for taking minutes of all Board 

and committee meetings and ensuring that sufficient 

details of the matters considered and decisions reached 

have been recorded. Draft and final versions of the 

minutes of each Board meeting and Board Committee 

meeting are sent to the Directors/Board Committee 

members for comments and records respectively within 

a reasonable time after the date on which the meeting 

is held. Minutes of the Board meetings are kept by 

company secretary and are available for inspection by 

Directors at any time.

INDUCTION AND CONTINUOUS 
PROFESSIONAL DEVELOPMENT

Each newly appointed director is provided with 

necessary induction and information to ensure that he/

she has a proper understanding of the Company’s 

operat ions and businesses as wel l  as h is /her 

responsibilities under relevant statues, laws, rules 

and regulations. The Company also arranges regular 

seminars to provide Directors with updates on the latest 

development and changes in the Listing Rules and other 

relevant legal and regulatory requirements from time 

to time. The Directors are also provided with regular 

updates on the Company’s performance, position and 

prospects to enable the Board as a whole and each 

director to discharge their duties.

Directors are encouraged to participate in continuous 

professional development to develop and refresh their 

knowledge and skills. The company secretary of the 

Company has from time to time updated and provided 

written training materials relating to the roles, functions 

and duties of a director.
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According to the information provided by the Directors, a summary of training received by the Directors throughout 

the Relevant Period is as follows:

Name of Directors

Nature of Continuous 

Professional Development 

Programmes

Executive Directors
Mr. Wu Wenhui A, B and C

Mr. Liang Xiaodong A, B and C

Non-executive Directors
Mr. James Gordon Mitchell A, B and C

Mr. Cao Huayi (appointed on May 17, 2019) A and C

Ms. Chen Fei (appointed on May 17, 2019) A and C

Mr. Cheng Yun Ming Matthew (appointed on November 22, 2019) A and C

Ms. Li Ming (retired on May 17, 2019) A and C

Mr. Yang Xiang Dong (retired on May 17, 2019) A and C

Mr. Lin Haifeng (resigned on November 22, 2019) A and C

Independent Non-executive Directors
Ms. Yu Chor Woon Carol A and C

Ms. Leung Sau Ting Miranda A and C

Mr. Liu Junmin A and C

Notes:

A: Attending seminars and/or meetings and/or forums and/or briefings

B: Giving talks in the seminars and/or meetings and/or forums

C: Reading materials relevant to corporate governance, director’s duties and responsibilities, listing rules and other relevant ordinances
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CHAIRMAN AND CO-CHIEF 
EXECUTIVE OFFICERS

Under code provision A.2.1 of the CG Code, the roles of 

chairman and chief executive officer should be separate 

and performed by different individuals.

The chairman of the Board and the Co-Chief Executive 

Officers are currently two separate positions held by 

Mr. James Gordon Mitchell as the chairman of the 

Board and Mr. Wu Wenhui and Mr. Liang Xiaodong 

as Co-Chief Executive Officers, with clear distinction 

in responsibilities. The chairman of the Board is 

responsible for providing strategic advice and guidance 

on the business development of the Group, while the 

Co-Chief Executive Officers are responsible for the 

day-to-day operations of the Group.

DELEGATION BY THE BOARD

The Board reserves for its decision right for all major 

matters of the Company, including: approval and 

monitoring of all policy matters, overall strategies 

and budgets, internal control and risk management 

systems, material transactions (in particular those that 

may involve conflict of interests), financial information, 

appointment of Directors and other significant financial 

and operat ional  matters.  Directors could have 

recourse to seek independent professional advice 

in performing their duties at the Company’s expense 

and are encouraged to access and to consult with the 

Company’s senior management independently.

The daily management, administration and operation of 

the Group are delegated to the senior management. The 

delegated functions and responsibilities are periodically 

reviewed by the Board. Approval has to be obtained 

from the Board prior to any significant transactions 

entered into by the management.

CORPORATE GOVERNANCE 
FUNCTION

The Board recognizes that corporate governance 

should be the collective responsibility of the Directors 

which includes:

1. to review and monitor the Company’s policies and 

practices on compliance with legal and regulatory 

requirements;

2. to review and monitor the training and continuous 

professional development of Directors and senior 

management;

3. to formulate, review and monitor the code of 

conduct and compliance manual applicable to 

employees and Directors;

4. to formulate and review the Company’s policies 

and practices on corporate governance and make 

recommendations to the Board and report to the 

Board on matters;

5. to review the Company’s compliance with the CG 

Code and disclosure in the corporate governance 

report; and

6. to review and monitor the Company’s compliance 

with the Company’s whistle-blowing policy.
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BOARD COMMITTEES

The Board has established four Board committees, 

namely the Audit Committee, the Remuneration 

Committee, the Nomination Committee and the Strategy 

and Investment Committee, to oversee the relevant 

aspects of the Company’s affairs. The four Board 

committees are provided with sufficient resources 

to discharge their duties. The Audit Committee, 

the Remuneration Committee and the Nomination 

Committee have its written terms of reference, which are 

available on the websites of the Company and the Stock 

Exchange.

Audit Committee

The Audit Committee comprises three members, 

including two independent non-executive Directors 

namely Ms. Yu Chor Woon Carol (Chairman) and Ms. 

Leung Sau Ting Miranda and one non-executive Director 

namely Mr. Cheng Yun Ming Matthew.

The primary duties of the Audit Committee are: (i) to 

make recommendation to the Board on the appointment, 

re-appointment and removal of the external auditor; (ii) 

to approve the remuneration and terms of engagement 

of the external auditor; (iii) to monitor integrity of the 

Company’s financial statements, interim and annual 

reports, and to review significant financial reporting 

judgments contained in such documents; and (iv) to 

oversee the Company’s financial reporting system, risk 

management and internal control systems. At least twice 

a year the Audit Committee meets with the external 

auditor, without the presence of executive directors, to 

discuss any area of concern during the audit or review.

The Audit Committee’s major work during the year 2019 

includes:

1. to review the 2018 annual report, the Environmental, 

Social and Governance Report and annual results 

announcement;

2. to review the 2019 interim report and interim 

results announcement;

3. to review compliance with the CG Code, the 

Listing Rules and relevant laws;

4. to review the relationship with the Auditor by 

reference to the work performed by the Auditor, 

thei r  fees and terms of  engagement,  and 

make recommendations to the Board on the 

appointment, re-appointment and removal of the 

Auditor;

5. to review the financial statements and reports and 

consider any significant or unusual items raised by 

the Company’s staff responsible for the accounting 

and financial reporting function, compliance officer 

or the Auditor before submission to the Board; and

6. to review the adequacy and effectiveness of the 

Company’s financial reporting system, internal 

control system and risk management system and 

associated procedures, including the adequacy of 

the resources, staff qualifications and experience, 

training programmes and budget of the Company’s 

accounting and financial reporting function.

PricewaterhouseCoopers (“PwC”) is the Group’s 

external auditor. The Audit Committee annually reviews 

the relationship of the Company with PwC. Having also 

reviewed the effectiveness of the external audit process 

as well as the independence and objectivity of PwC, 

the Audit Committee is satisfied with this relationship. 

As such, the Audit Committee has recommended their 

re-appointment at the forthcoming AGM.
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Code provision C3.3(e)(i) of the CG Code provides that 

the terms of reference of the Audit Committee shall have 

the terms that the members of the Audit Committee 

should liaise with the Board and senior management 

and the Audit Committee must meet at least twice a year 

with the Auditor. The Company has included such terms 

in relevant terms of reference, and thus complied with 

the Code provision C3.3(e)(i) of the CG Code during the 

Relevant Period.

Terms of Reference of the Audit Committee was revised 

on December 3, 2018 according to the revision of the 

CG Code which took into effect from January 1, 2019.

The Audit Committee held two meetings during the 

Relevant Period and please refer to “Board Activity” for 

details of each member’s attendance of the meetings.

Nomination Committee

The Nomination Committee currently comprises three 

members, including one non-executive Director 

namely Mr. James Gordon Mitchell (Chairman) and two 

independent non-executive Directors namely Ms. Yu 

Chor Woon Carol and Mr. Liu Junmin.

The primary duties of the Nomination Committee are: 

(i) to review the structure, size and composition of 

the Board; (ii) to identify individuals suitably qualified 

to become Board members;  ( i i i )  to assess the 

independence of independent non-executive directors 

of the Company; (iv) to make recommendations to 

the Board on the appointment or re-appointment of 

Directors and succession planning for Directors; and (v) 

to review the Board Diversity Policy of the Company and 

make recommendation to the Board on any revisions to 

the same, as appropriate, to ensure its effectiveness.

The Nomination Committee’s major work during the year 

2019 includes:

1. to review the structure, size and composition 

(including the skills, knowledge and experience) 

of the Board and make recommendations on any 

proposed changes to the Board to complement 

the Company’s corporate strategy;

2. to identi fy individuals suitably quali f ied to 

become Board members and select or make 

recommendations to the Board on the selection of 

individuals nominated for directorships;

3. to assess the independence of independent 

non-executive Directors;

4. to make recommendations to the Board on the 

appointment or re-appointment of Directors and 

the succession planning for Directors, in particular 

the chairman and the chief executive; and

5. to review the Board diversity policy.
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The Nomination Committee assesses the candidate 

or incumbent on criteria such as integrity, experience, 

skill and ability to commit time and effort to carry out 

the duties and responsibilities. The recommendations 

of the Nomination Committee will then be put to the 

Board for decision. The Company recognises the 

benefits of having a diverse Board, and views diversity 

at Board level as a business imperative that will help the 

Company achieve its strategic objectives and maintain 

a competitive advantage. As such, the Board has set 

measurable objectives for the implementation of the 

board diversity policy to ensure that the Board has the 

appropriate balance of skills, experience and diversity of 

perspectives that are required to support the execution 

of its business strategy and maintain the effectiveness 

of the Board. The Board has also implemented the 

nomination policy in relation to reviewing and assessing 

the Board composition, the Nomination Committee 

considers a number of aspects, including but not limited 

to gender, age, cultural and educational background, 

professional qualif ications, perspectives, skil ls, 

knowledge, and industry and regional experience. 

The Nomination Committee is satisfied that the board 

diversity policy and nomination policy are successfully 

implemented. The Nomination Committee held two 

meetings during the Relevant Period and please refer to 
“Board Activity” for details of each member’s attendance 

of the meeting.

The Nomination Committee will continue to monitor 

the implementation of two policies and will review 

periodically to ensure its continued effectiveness.

Board Diversity Policy

The Board has adopted a Board Diversity Policy in 

relation to the nomination and appointment of new 

Directors, which provides that the selection of Board 

candidates shall be based on a range of diversity 

perspectives including but not limited to gender, age, 

cultural and educational background, professional 

qualifications, perspectives, skills, knowledge, and 

industry and regional experience, with reference to the 

Company’s business model and specific needs. The 

ultimate decision will be based on merit and contribution 

that the selected candidates will bring to the Board.

The above measurements were also reviewed and 

adopted when the Nomination Committee reviewed the 

composition of the Board. After assessing the suitability 

of the Directors’ skills and experience to the Company’s 

business, the Nomination Committee confirmed that 

the existing Board was appropriately structured and no 

change was required.

Nomination Policy

The Board has adopted the Nomination Policy to set 

out the approach to guide the Nomination Committee of 

the Company in relation to the selection, appointment 

and re-appointment of the directors of the Company. 

The Nomination Committee of the Company will assess, 

select and recommend candidate(s) for directorships 

to the Board by giving due consideration to criteria in 

which to ensure that the Board has a balance of skills, 

experience, knowledge and diversity of perspectives 

appropriate to the requirements of the Company’s 

business.

The Company will regularly review the Policy which 

ensures that it is transparent and fair, remains relevant to 

the Company’s needs and reflects the current regulatory 

requirements and good corporate governance practice. 

Terms of Reference of the Nomination Committee was 

revised on December 3, 2018 according to the revision 

of the CG Code which took into effect from January 1, 

2019.
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Remuneration Committee

The Remunerat ion Committee comprises three 

members, including two independent non-executive 

Directors namely Ms. Leung Sau Ting Miranda 

(Chairman) and Ms. Yu Chor Woon Carol and one 

executive Director namely Mr. Wu Wenhui.

The primary duties of the Remuneration Committee 

are to make recommendations to the Board on (i) the 

Company’s policy and structure for all Directors’ and 

senior management’s remuneration; (ii) the remuneration 

packages of individual executive directors and senior 

management; and (iii) the remuneration of non-executive 

directors.

The Remuneration Committee’s major work during the 

year 2019 includes:

1. to make recommendations to the Board on 

the Company’s overall policy and structure for 

the remuneration of the Directors and senior 

management and on the establishment of a 

formal and transparent procedure for developing 

remuneration policy;

2. to review and approve the management ’s 

remuneration proposals with reference to the 

corporate goals and objectives determined by the 

Board;

3. to make recommendations to the Board on the 

remuneration packages of individual executive 

Directors and senior management. These include 

benefits in kind, pension rights and compensation 

payments, including any compensation payable for 

loss or termination of their office or appointment;

4. to make recommendations to the Board on the 

remuneration of non-executive Directors;

5. to  consider  sa lar ies paid by comparable 

companies, time commitment and responsibilities 

and employment conditions elsewhere in the 

Group;

6. to review and approve compensation payable to 

executive Directors and senior management for 

any loss or termination of office or appointment to 

ensure that it is consistent with contractual terms 

and is otherwise fair and not excessive;

7. to review and approve compensation arrangements 

relating to dismissal or removal of Directors for 

misconduct to ensure that they are consistent with 

contractual terms and are otherwise reasonable and 

appropriate; and

8. to ensure that no Director or any of his/her 

associates (as defined in the Listing Rules) is 

involved in deciding his/her own remuneration.

In conducting its work in relation to the remuneration 

of directors and senior management team, the 

Remuneration Committee ensured that no individual or 

any of his associates was involved in determining his 

own remuneration. It also ensured that remuneration 

awards were  determined by  re ference to  the 

performance of the individual and the Company and 

were aligned to the market practice and conditions, the 

Company’s goals and strategies. They are designed to 

attract, retain and motivate high performing individuals, 

and reflect the specifics of individual roles. The 

Remuneration Committee held four meetings during the 

Relevant Period and please refer to “Board Activity” for 

details of each member’s attendance of the meetings.
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Strategy and Investment Committee

The Strategy and Investment Committee comprises four members, including two executive Directors namely Mr. Wu 

Wenhui (Chairman) and Mr. Liang Xiaodong, and two non-executive Directors namely Mr. James Gordon Mitchell 

and Ms. Chen Fei.

The principal duties of the Strategy and Investment Committee are to review the execution of business plans and 

performance indicators of the Group and to advise on and review budget proposals. The Strategy and Investment 

Committee held one meeting during the Relevant Period and please refer to “Board Activity” for details of each 

member’s attendance of the meeting.

REMUNERATION OF DIRECTORS AND SENIOR MANAGEMENT

Please refer to Note 8 to the consolidated financial statements for details of remuneration of members of the Board 

for the year ended December 31, 2019.

Details of the remuneration by band of Directors and senior management of the Company, whose biographies are 

set out on pages 22 to 26 of this annual report, for the year ended December 31, 2019 are set out below:

Remuneration band (RMB) Number of individual

0 3

1-5,000,000 8

>5,000,000 1
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DIRECTORS’ RESPONSIBILITIES FOR 
FINANCIAL REPORTING IN RESPECT 
OF FINANCIAL STATEMENTS

The Directors acknowledge their responsibility for 

preparing the financial statements for the year ended 

December 31, 2019 which give a true and fair view of 

the affairs of the Company and the Group and of the 

Group’s results and cash flows.

The management has provided to the Board such 

explanation and information as are necessary to enable 

the Board to carry out an informed assessment of the 

Company’s financial statements, which are put to the 

Board for approval. The Company provides all members 

of the Board with monthly updates on Company’s 

performance, positions and prospects.

The Directors were not  aware of  any mater ia l 

uncertainties relating to events or conditions which 

may cast significant doubt upon the Group’s ability to 

continue as a going concern.

The statement by the Auditor regarding their reporting 

responsibilities on the consolidated financial statements 

of the Company is set out in the Independent Auditor’s 

Report on page 97 to 106 of this annual report.

RISK MANAGEMENT AND INTERNAL 
CONTROL

Adequate and ef fect ive r isk management and 

internal control systems are key to safeguarding the 

achievement of the Company’s strategic objectives. 

Risk management and internal control systems shall 

ensure the effective business operation, accuracy 

and the reliability of the financial reporting, as well as 

the compliance with applicable laws, regulations and 

policies.

The Board acknowledges that it is their responsibility 

to ensure that the Company has established and 

maintained adequate and effective risk management 

and internal control systems. The Board delegates 

its responsibilities to the Audit Committee to review 

the establishment and practices of management with 

respect to risk management and internal control systems 

formally on a half-yearly basis. The Audit Committee 

also reviews the effectiveness of the risk management 

and internal control systems on an annual basis. The 

Board is also responsible for overseeing the key risks 

of the Company, including determining the Company’s 

acceptable level of risk, and proactively considering, 

analyzing and formulating strategies to manage 

company’s significant risks.

Under the supervision and guidance of the Board, the 

Company has adopted a risk management and internal 

control structure, referred to as the “Three Lines of 

Defense” model, to ensure the effectiveness of its risk 

management and internal control systems.

F i r s t  L i n e  o f  D e f e n s e  –  O p e r a t i o n  a n d 
Management

Our First Line of Defense is mainly comprised of 

business and functional departments of the Group. 

It is responsible for the day-to-day operation and 

management as well as the implementation of risk 

management and internal control tasks.
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Second Line of Defense – Risk Management

Our Second Line of Defense is comprised of the risk 

control team of the Risk Control and Internal Audit 

Department of the Group. It is responsible for the 

formulation of policies relating to risk management 

and internal control of the Group, as well as the overall 

planning and establishment of the risk management 

and internal control systems of the Group. It assists the 

First Line of Defense to establish and improve the risk 

management and internal control systems through the 

establishment of the China Literature Internal Control 

Team. And by performing the supervision function, it 

can reasonably ensure the effective implementation of 

risk management and internal control tasks in the First 

Line of Defense.

T h i r d  L i n e  o f  D e f e n s e  –  I n d e p e n d e n t 
Assurance

Our Third Line of Defense is comprised of the internal 

audit team of the risk control and internal audit 

department of the Group (including internal audit and 

anti-corruption functions). Through its internal audit 

functions, the internal audit team is responsible for the 

provision of independent evaluation and verification on 

the effectiveness of the risk management and internal 

control systems of the Group to assist the Board in 

performing risk management duties. The anti-corruption 

function is responsible for investigation work and 

promotional activities on anti-corruption.

The Three L ines of  Defense model  of  the r isk 

management and internal control systems are designed 

to manage rather than eliminate the risk of failure to 

achieve business objectives, and can only provide 

reasonable but not absolute assurance against material 

misstatement or loss.

The Audit Committee oversees the management of 

the design, implementation and monitoring of risk 

management and internal control systems. The senior 

management team also provides all necessary and 

relevant data to the Board, giving the Directors sufficient 

explanation and information they need to discharge their 

responsibilities and make an informed assessment of 

financial and other data put before them for approval. 

The internal audit team of the Company has direct 

reporting lines to the Audit Committee.

Risk Management

The Company is committed to continuously improving its 

risk management system, including structure, process 

and culture, and its risk management ability, to ensure 

long-term growth and sustainable development of the 

Company’s business. The Company has established 

a risk management system which sets out the roles 

and responsibilities of each relevant party as well as 

the relevant risk management policies and processes. 

Various business and functional departments of the 

Company identify and assess on regular basis the risk 

factors that may negatively impact the achievement 

of its objectives, and formulates appropriate response 

measures.

The Company has adopted dynamic risk management 

process including risk identification, risk analysis, risk 

assessment, risk response, risk monitoring, and risk 

reporting in response to identify significant risks of the 

Company in 2019.

The Audit Committee assists the Board in supervising 

the overall risk status of the Company and evaluating 

the change in the nature and severity of the Company’s 

major risks. The Audit Committee considers that the 

management of the Company has taken appropriate 

measures to address and manage the key risks which 

they are responsible for at a level acceptable to the 

Board.
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In 2019, management has identified and determined 

seven significant risks through the risk management 

process detailed above. Comparing with the 2018, 

Acquisition & Investment Management Risk and 

Reputation Risk and Public Outbreak Risk, are the two 

additional risks identified and disclosed as significant 

risks of the Company in 2019. As the Company’s 

business scale, scope and complexity have evolved, so 

does its external environment, management considers 

that the Company is stilling facing the five significant 

risks disclosed in 2018. Due to changes in both internal 

and external environments, “Market Competition and 

Innovation Risk” and “Regulatory and Compliance 

Risk” have been increased while the other risks remain 

stable. Below is a summary of the significant risks 

of the Company along with the applicable response 

strategies. With the growth of business scale, scope, 

complexity and the changing external environment, the 

Company’s risk profile may change and the list below is 

not intended to be exhaustive.

Market Competition and Innovation Risk

The Company faces competition in every aspect of our 

business, and particularly from other companies that 

provide online platform services for literary creation, 

consumption and distribution. We compete primarily 

with other online literature websites and mobile apps 

in China, with internet companies which offer internet 

media services, with social network service providers, 

with content providers that focus exclusively on a 

specific genre of content also featured by us, including 

our popular media accounts and physical book 

publishing companies, and with movie and television 

companies. The competition above may significantly 

increase the market price for literary content, which 

cause us to lose our existing or potential writers and 

readers, or our revenue from box office falls below 

expectation. Moreover, with the deep intervention of We 

media in the online literature industry, as well as user’s 

increasing for innovation in products and services, how 

to attract new users and maintain our market share also 

pose major challenges to the Company.

The Company focuses on the experience of writers 

and readers by keeping track of the development of 

writers in a timely manner, capturing changes of reading 

experience, pooling resources together to enhance the 

technological capabilities of products and improve the 

environment for technological innovations continuously, 

developing products to meet the expectation of market 

users constantly, encouraging writers to output more IPs 

which meet the expectations and interests of the readers 

through innovations of management, converting literary 

content into movies and TV series, animated pictures, 

audio products and games, and reinforcing cooperation 

with business partners to consolidate the Company’s 

leading position in the industry.

Regulatory and Compliance Risk

Regulatory authorities in numerous jurisdictions have 

been developing more comprehensive and stringent 

regulations to regulate the internet industry and the 

movie and television industry, including obtaining and 

maintaining necessary licenses, approvals and permits 

relevant to applicable business. As the Company is 

continuously expanding its businesses in the PRC 

and overseas to more countries and jurisdictions, it is 

required to keep up and comply with the new applicable 

laws and regulations in dif ferent countries and 

jurisdictions, including but not limited to laws regulation 

relating to data protection, internet information and 

cyber security, IP and etc. In addition, the recent 

uncertainty over the development of regulations at 

home and abroad may have distinct impact on the 

development of different industries and regions.
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The Company has set  up several  professional 

depar tments  and teams,  as  we l l  as  engaged 

external professional consultants to work closely with 

management of business groups to keep track on any 

changes in any relevant laws and regulations, so as to 

take appropriate responding actions or measures to 

ensure the Company is in compliance with applicable 

laws and regulations. In addition, the Company also 

exchanges view and information with relevant regulatory 

authorities on the market trends and the development of 

Internet industry.

Intellectual Property Protection Risk

Piracy is long-standing problem in China, particularly in 

the content industry. Many websites and mobile apps 

in China attract user traffic by making pirated content 

available for free and derive advertising revenues from 

such pirated content. Piracy in online literature and 

movie and television products undermines the paid 

reading model of the Company, affects the viewership of 

movie and television products, and may adversely and 

significantly affect core competency and success of the 

Company.

The Company formulated and kept optimizing control 

measures to reduce the risk possibility of piracy through 

anti-piracy technology, providing an interactive platform 

for writers and users and increasing content distribution 

channel. In addition, the Company has set up a number 

of professional departments and teams which are able 

to identify cases of infringement and collect evidence 

with other business departments of the Company in a 

timely manner for commencing litigation in the relevant 

jurisdictions on claims for the losses incurred and 

imposing punishment on unauthorized third parties.

Public Outbreak Risk

The Company’s business could be adversely affected 

by public outbreak, such as natural disasters, accident 

disasters, social security incidents, or public health 

emergency, including but not limited to COVID-19. The 

occurrence of an outbreak of public emergency could 

severely disrupt our business operations, even result 

in failure of normal operation, and adversely affect our 

business performance due to the damaged business 

environment.

In response to the COVID-19 outbreak, the Company 

has activated the emergency response mechanisms 

in the business contingency plans, including the 

establ ishment  o f  emergency work ing groups, 

formulation and release of emergency policies, and start 

emergency process. The outbreak of COVID-19 caused 

a certain impact on the Company’s ToB business. The 

Company has immediately established an epidemic 

prevention and control working group to keep track of 

the epidemic situation in time, as well as assess risks, 

and quickly adjust business plan to minimize the impact. 

Each business segment has responded proactively and 

deployed timely to ensure the continued operation of 

customer service. The Company has great concerns on 

employee safety. On top of meeting the basic regulatory 

requirements, the Company has implemented additional 

measures and announced policies in a timely manner to 

further protect the safety of all employees.
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Acquisition & Investment Management Risk

The Company strengthens the market competitiveness 

and improves profitability through acquiring or investing 

in other companies. With the expansion of investment 

scale in diverse fields, it is important for the Company 

to adopt robust procedures in the formulation of 

investment strategies and strong treasury management, 

both at the investment evaluation stage as well as the 

post-investment stage. Failure to promptly manage 

investment r isks could hinder the realization of 

investment strategies and lead to probable financial loss 

of the Company.

The Company takes the acquisition & investment 

management r isks seriously, and has, amongst 

other things, established a Strategy and Investment 

Committee under the Board, dedicated an investment 

team to identify investment opportunities, appointed 

finance, legal and other relevant professional teams to 

manage relevant risks and put in place the investment 

risk evaluation and approval process. The Company 

also set up a designated professional team that 

regularly reviews the Company’s treasury position 

and, continuously expands its financing channels and 

capabilities to meet the needs from the Company’s 

business operations as well as acquisitions. The 

Company has also designated finance, legal and other 

relevant professional teams to support and monitor the 

performance of the investee companies. These teams 

periodically analyze and review relevant operating 

and financial information of the investee companies 

to ensure that they continue to satisfy the Company’s 

investment strategies. In addition, the Company has 

invested resources in internal audit and internal control 

to empower investee companies, and to continuously 

support the management of its controlling subsidiaries in 

establishing more sound risk management and internal 

control systems.

Information Security Risk

The Company needs to collect, process and keep user 

sensitive information and relevant business data during 

business operations. The Company is fully aware that 

any loss or leakage of sensitive information could have 

a negative impact on affected users and the Company’s 

reputation, even lead to potential legal action against 

the Company.

The Company is obliged to protect sensitive user 

information and as such, the Company strives to 

provide the highest level of protection to such data. 

In this regard, the Company has formulated policies 

and control measures to protect user data. Information 

security is ensured through effective management 

systems, encryption, access restrictions and process 

protocols. Meanwhile, the Company performs review 

periodically and engages independent specialists to 

review the Company’s data protection practices and 

provides training programs to employees to enhance 

their awareness of information security.

Crisis Management and Reputation Risk

Online literature business and the movie and TV industry 

are highly dependent on market recognition and 

reputation of writers and artists. If the brand name of the 

Company is damaged for any reason or if the Company 

is unable to respond to negative information effectively 

(for example, the image and reputation of writers, 

artists or cooperative partners are adversely affected), 

the reputation of products and the brand image of the 

Company may be harmed, and in turn, the business 

and financial conditions and operating results of the 

Company will be affected.
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The Company has set up a professional public relations 

department for crisis and public relations management 

to continuously improve its crisis management and 

public relations capabilities, with established emergency 

response and public relations management mechanisms 

and agencies are required to monitor the reputation 

of artists. The public relations department is attentive 

and continuously collects public opinions, analyses 

the relevant market information to enable management 

timely respond comprehensive and genuine information 

to the general public according to the Company’s policy 

and procedures; and protect the Company’s reputation.

Internal Control

Management of the Company is responsible for the 

design, implementation and maintenance of the 

effectiveness of internal control systems. The Board and 

the Audit Committee are responsible for monitoring and 

overseeing the performance of management over the 

internal control systems to ensure it is appropriate and 

effective.

The Company’s internal control systems clearly define 

roles and responsibilities of each party as well as 

authorizations and approvals required for key actions of 

the Company. Policies and procedures are put in place 

for the key business processes. This information is also 

clearly conveyed to employees in practice and plays an 

important role in internal control systems. All employees 

must strictly follow the policies which cover, amongst 

other things, financial, legal and operational issues that 

set the control standards for the management of each 

business process.

Management Self-assessment

In order to further strengthen the accountability of 

the management team in the internal control systems 

of the Company and to assist in determining the 

effectiveness of such internal control systems, the 

management team of each business division conducts 

self-assessment and confirms the internal control status 

of the business division for which it is responsible. 

The internal audit team assists the management in 

preparing a self-assessment questionnaire according 

to the COSO (Committee of Sponsoring Organizations 

of the Treadway Commission) Framework, and guides 

the management of each business group to carry out 

the self-assessment. The internal audit team is also 

responsible for collecting and summarizing the results 

of self-assessment. The Chief Executive Officer and 

the President of the Company reviews this summarized 

self-assessment of each business division, assesses 

the general effectiveness of the internal control systems 

of the Company, and submits the written confirmation 

thereof on behalf of the management of the Company to 

the Audit Committee and the Board.

In addition, the internal audit team supervises the 

establishment of the risk management and internal 

control systems set up by the management, monitors 

that the management has implemented appropriate 

measures, assesses objectively the effectiveness of 

risk management and internal control systems of the 

Company and reports to the Audit Committee at least on 

an annual basis.
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Effectiveness of Risk Management and Internal Control

The Audit Committee, on behalf of the Board, continuously reviews the risk management and internal control 

systems. The review process comprises, among other things, meetings with various business and functional 

management teams, internal audit team, legal, personnel and the external auditors, reviewing the relevant work 

reports and information of key performance indicators, and discussing the major risks with the senior management 

of the Company. The Board is of the view that throughout the year ended December 31, 2019, the risk management 

and internal control systems of the Company are effective and adequate.

In addition, the Board believes that the Company’s accounting and financial reporting functions have been 

performed by staff with the appropriate qualifications and experience and that such staff receives appropriate and 

sufficient training and development. Based on the work report from the Audit Committee, the Board also believes 

that the Company’s internal audit function is adequate with sufficient resources and budget. The relevant staff has 

appropriate qualifications and experience, and receives sufficient training and development.

AUDITOR’S REMUNERATION

The remuneration for the audit and non-audit services provided by the Auditor to the Group during the year ended 

December 31, 2019 was approximately as follows:

Type of Services

Amount 

(RMB’000)

Audit and audit related services 9,074

Non-audit services* 1,058

Total 10,132

Note:

* The amount of non-audit services comprises risk management, internal control review and tax advisory service.
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JOINT COMPANY SECRETARIES

Mr. Zhao Jincheng (“Mr. Zhao”), the joint company 

secretary of the Company, is responsible for advising 

the Board on corporate governance matters and 

ensuring that the Board policies and procedures, as 

well as the applicable laws, rules and regulations are 

followed.

In order to uphold good corporate governance and 

ensure compliance with the Listing Rules and applicable 

Hong Kong laws, the Company also engages Ms. Lai Siu 

Kuen (“Ms. Lai”), a director of listing corporate services 

department of Trident Corporate Services (Asia) Limited, 

as the other joint company secretary to assist Mr. Zhao 

to discharge his duties as a company secretary of the 

Company. Ms. Lai has closely communicated with Mr. 

Zhao during the year ended December 31, 2019.

For the year ended December 31, 2019, Mr. Zhao and 

Ms. Lai have undertaken not less than 15 hours of 

relevant professional training respectively in compliance 

with Rule 3.29 of the Listing Rules.

COMMUNICATION WITH 
SHAREHOLDERS AND INVESTOR 
RELATIONS

The Company considers that effective communication 

with the Shareholders is essential for enhancing investor 

relations and understanding of the Group’s business, 

performance and strategies. The Company also 

recognizes the importance of timely and non-selective 

disclosure of information, which will enable Shareholders 

and investors to make the informed investment 

decisions.

The annual general meeting of the Company provides 

opportunity for the Shareholders to communicate directly 

with the Directors. The chairman of the Company 

and the chairmen of the Board Committees of the 

Company will attend the AGM to answer Shareholders’ 

questions. The Auditor will also attend the AGM to 

answer questions about the conduct of the audit, the 

preparation and content of the auditor’s report, the 

accounting policies and auditor independence.

To promote effective communication, the Company 

adopts a Shareholders ’  communicat ion pol icy 

which aims at establishing a two-way relationship 

and communication between the Company and the 

Shareholders and maintains a website of the Company 

at http://ir.yuewen.com/, where up-to-date information on 

the Company’s business operations and developments, 

financial information, corporate governance practices 

and other information are available for public access.

SHAREHOLDERS’ RIGHTS

To safeguard Shareholders’ interests and rights, a 

separate resolution will be proposed for each issue at 

general meetings, including the election of individual 

Directors.

All resolutions put forward at general meetings will be 

voted by poll pursuant to the Listing Rules and poll 

results will be posted on the websites of the Company 

and the Stock Exchange in a timely manner after each 

general meeting.
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Convening of Extraordinary General Meeting 
and Putting Forward Proposals

Shareho lders  may  pu t  fo rward  proposa ls  fo r 

consideration at a general meeting of the Company 

according to the Articles of Association. Any one or 

more members holding as of the date of deposit of 

the requisition not less than one-tenth of the paid-up 

capital of the Company carrying the right of voting at 

general meetings of the Company shall at all times 

have the right, by written requisition to the Board or any 

one of the joint company secretaries of the Company, 

to require an extraordinary general meeting of the 

Company to be called by the Board for the transaction 

of any business specified in such requisition; and 

such meeting shall be held within two months after the 

deposit of such requisition. If within 21 days of such 

deposit the Board fails to proceed to convene such 

meeting, the requisitionist(s) himself (themselves) may 

do so in the same manner, and all reasonable expenses 

incurred by the requisitionist(s) as a result of the failure 

of the Board shall be reimbursed to the requisitionist(s) 

by the Company.

As regards proposing a person for election as a 

Director, the procedures are available on the website of 

the Company.

Enquiries to the Board

Shareholders who intend to put forward their enquiries 

about the Company to the Board could send their 

enquiries to the headquarters of the Company at Block 6, 

No. 690 Bi Bo Road, Pudong XinQu, Shanghai, People’s 

Republic of China (email address: ir@yuewen.com).

MEMORANDUM AND ARTICLES OF 
ASSOCIATION

There were no significant changes in the constitutional 

documents of the Company during the Relevant Period.
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OVERVIEW

This report provides information on the Group’s 

environmental,  social  and governance (“ESG”) 

performance for the year of 2019. It should be read 

in conjunction with this annual report, in particular the 

Corporate Governance Report contained in this annual 

report, as well as the sections headed “Corporate 

Governance”, etc. on the Company website.

SCOPE OF THIS REPORT

This report aims to represent our management measures 

and practices in terms of product responsibilities, 

environmental protection, employee care, supply chain 

management, operations in compliance and community 

investment in 2019. We will focus on ESG issues that are 

of interest to stakeholders.

On 31 October 2018, the Group acquired all the equity 

interests of New Classics Media Holdings Limited (“New 

Classics Media”) (新麗傳媒控股有限公司 ), which, 

together with its subsidiaries, is primarily engaged in 

the production and distribution of TV serials, Internet TV 

serials and films in China. This report includes the ESG 

information of New Classics Media, compared with the 

ESG Report 2018 issued on 9 April 2019.

This report is prepared in accordance with the 
“Environmental, Social and Governance Reporting 

Guide” in Appendix 27 to the Rules Governing the 

Listing of Securities on The Stock Exchange of Hong 

Kong Limited. It has complied with all the “comply or 

explain” provisions and has included explanations for 

disclosure provisions which are not applicable to us.

REPORTING PRINCIPLES

This report follows the Reporting Principles in the ESG 
Reporting Guide.

“Materiality”: Significant stakeholders are identified, and 

stakeholder communication and materiality assessment 

are included in the preparation of the Report as 

evidence for the determination of material ESG issues.

“Quantitative”: All the data in this report come from 

relevant statistical reports and official corporate 

documents. Meanwhile, relevant standards and 

methodologies used in calculating emissions/energy 

consumption are reported.

“Consistency”: The methodology used for statistics 

disclosure of key performance indicators (KPIs) in this 

report is consistent with that used for ESG Report 2018.

ESG STRATEGIES

As a leading online literature platform, we are fully 

aware that the improvement of environmental and 

social performance can have a material impact on the 

sustainability of our operations. We have integrated the 

ESG related risks and opportunities into our corporate 

operation strategy as guidance on daily business 

operations.
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We have established the ESG management system 

consisting of the board of directors (the “Board”), the 

senior management and the working groups. To support 

the Company’s commitment to fulfilling corporate social 

responsibility, the Board oversees, evaluates, prioritises 

and manages material ESG issues, regularly reviews 

relevant issues and approves annual reports. The senior 

management reports relevant risks and opportunities 

to the Board, and provides confirmation of the 

effectiveness of the ESG system. And the working group 

is responsible for implementing the strategies of the 

Board, conducting related management and reporting 

work and reporting to the senior management on the 

progress of the work.

After discussions with the management and combined 

with the stakeholder communication result and the 

actual operations, we confirm the following ESG issues 

that have material impact on us and will discuss our 

actions on a case-by-case basis in this report:

1. Product responsibilities

• Provide quality and healthy works

• Promote protection of intellectual property 

(“IP”) rights

• Cultivate excellent creators

• Protect users’ rights, interests and privacy

2. Workplace

• Focus on occupational health and safety

• Create favourable working environment

• Provide training and development opportunities

3. Anti-corruption

• Uphold operations in compliance with laws 

and regulations and abide by business 

ethics

4. Supply chain management

• Regulate procurement activities to reduce 

environmental and social risks in the supply 

chain

5. Community investment

• Engage in public welfare activities to improve 

positive social benefits

6. Environmental protection

• Pract ice green operat ion, protect the 

environment and conserve resources

We embrace the principle of sustainability, provide 

employees with favourable working environment, 

contribute to the society, and uphold development 

principle of integrity and regulatory compliance. We 

have established internal response mechanism to 

assess our ESG performances as our key business 

performance indicators.
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STAKEHOLDER COMMUNICATION

Our key stakeholders include shareholders and investors, regulators, industry associations, partners, customers, 
employees, suppliers and community. We emphasize on stakeholder communication and have multiple effective 
communication channels to understand their expectations and needs on its ESG performance, which serve as 
important reference when developing our ESG strategy.

Stakeholders Issues concerned Major communication channels
   

Shareholders and investors
Abidance by business ethics 

Investment returns

Corporate announcements
Official website

Regular meetings 
Investors’ meetings

Regulators
Creation of a positive culture atmosphere

Abidance by business ethics
Compliance marketing and advertisement

Policy consulting 
Regulator training

Official visits
Information disclosure

Industry associations
Protection of intellectual rights 

Creation of a positive culture atmosphere

Seminars
On-site investigation

Industry activities

Partners
Protection of intellectual rights 

Provision of quality and healthy works

Daily communication
Online platforms

Regular meetings

Customers
Provision of quality and healthy works 

Enhanced protection of 
customers’ privacy

Customer service hotline
Online customer service

Customer satisfaction survey
Social media

Employees

Safeguarding of employees’ 
rights and interests 

Protection of employees’ health 
Emphasis on employees’ progress

Employee training
Annual meeting

Performance evaluation
Team building

Suppliers
Standardized purchase management 

Abidance by business ethics

Regular meetings
Tendering process

Strategy cooperation
On-site investigation

Community

Creation of a positive culture atmosphere 
Engagement in community 

public welfare activities 
Environmental protection

Social media
Public welfare activities

Our ESG strategy requires the participation of all of our product platforms and employees, and support from 
the industry and society. We will continue to place more emphasis on the role of ESG strategy in the Company’s 
development, encourage all stakeholders to participate and supervise the implementation of our ESG strategy.
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MATERIALITY  ASSESSMENT

We learn the degree of concern of stakeholders on various ESG issues through the above communication channels, 

and conclude the results of the materiality assessment through the following materiality assessment procedures:

• Identify issues: Based on the requirements of the compliance guidelines and the operating situation, we have 

identified 16 ESG issues;

• Determine the level of materiality: We confirm the materiality of each issue by collecting opinions from 

stakeholders online, and form a materiality assessment matrix;

• Verify the results of the assessment: The materiality assessment results are finally confirmed through 

management evaluation and review.

Very important

Im
portance to E

xternal S
takeholders

Importance to China Literature Limited

Provision of quality end healthy works
protection of intellectual

rights

Protection of 
employees’ health

Abidance by business ethics

Enhanced protection of 
customers’ privacy

Compliance marketing 
and advertisement Safeguarding of 

employees’ rights and 
interests

Engagement in 
community public 
welfare activities

Creation of a positive 
culture atmosphere Emphasis on 

employees’ progress

Water resource 
management

Standardized purchase
management

Energy management

Tackle climate change

Waste management
Exhaust gas emission

management

Very important
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1. PRODUCT RESPONSIBILITIES

We comply with the Copyright Law of the People’s 
Republic of China, Regulation on Internet Information 
Service, Law of the People’s Republic of China on the 
Protection of Consumer Rights, Advertising Law of the 
People’s Republic of China, Interim Measures for the 
Administration of Internet Advertising, Cybersecurity 
Law of the People’s Republic of China  and other 

applicable laws and regulations on IP rights, content 

review, compliance marketing, advertising management, 

consumer rights and interests protection and privacy 

protection, and fully implement product responsibilities 

and legal obligations of the Company.

PROVIDE QUALITY WORKS

The information and content of our product lines are 

subject to the scrutiny of our content review team 

following relevant review standards and procedures, 

so as to remain qualified, healthy and positive, prevent 

and eliminate the publication of unhealthy information 

including information that violates national laws, 

regulations or morality, vulgar information, or information 

that plagiarizes or infringes on copyright. In addition, 

we ensure the authenticity of all content published 

through advertising, marketing, etc., and prevent 

misrepresentation and excessive rendering, and strictly 

abide by relevant laws and regulations.

The content review team regularly participates in the 

online literature editing business training and continuing 

education by the Cyberspace Administration of China 

and the Administration of Press and Publication to 

improve the content management level and strictly 

control the quality of the platform works. At the same 

time, the team has been paying attention to the changes 

in the requirements of the regulatory authorities, strictly 

implementing the content regulatory requirements such 

as “Guiding Opinions on Promotion of Internet Literature 

Healthy Development (《關於推動網路文學健康發展的指

導意見》)”, actively responding to the “Clean Internet (淨

網)” and “Secure Internet (清朗)” programs, creating a 

healthy network environment. We require writers to have 

a strong sense of social responsibility and create works 

in line with mainstream socialism values, so we have 

informed writers of such requirements through relevant 

writing instructions.

We carry out content review through both manual review 

and auto control. We implement the editor-in-chief 

responsibility policy, appointing the editor-in-chief as the 

person responsible for content scrutiny review. For all 

of our websites, our editors must edit and preview some 

chapters before putting the works on the websites, 

and strictly control the quality of the works. Unhealthy 

and malicious information is automatically blocked and 

filtered by our automatic key words filtering, counter-

meaningless post attack filtering, off-topic posts 

prevention system filtering, etc. In 2019, we launched 

China Literature Smart Risk Control System to enhance 

the generalization capability of the system in identifying 

illegitimate content through natural language processing 

technologies such as text semantic analysis and intent 

recognition.

In order to provide healthy reading content to 

adolescents, we launched the teenager mode, under 

which the search and recommendation features were 

optimised. High-quality books which are suitable for 

young readers were selected, some purchase functions 

were restricted, and modules related with games and 

some advertisements were blocked under teenager 

mode.

In 2019, in a variety of assessments by the General 

Administration of Press and Publication, China Writers’ 

Association and its local branches, the Publicity 

Department of the CPC Central Committee, and the 

Administration of Press and Publication, 45 of our works 

won important awards and supports.
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In addition, New Classics Media continues to explore 

policy orientation and social development, and uphold 

the mainstream values in the political, economic and 

social dimensions. While creating realistic works to 

portray the real life, it has strived to provide quality 

works through innovative approaches. Sticking to 

the people-centred ideal and realism, New Classics 

Media advocates works of “ordinary people, strong 

enthusiasm, positive attitude” to ensure that the 

production, investment, and publishment of works are 

on a healthy track.

New Classics Media has formulated clear and effective 

process and mechanism in the screening of TV drama 

and film scripts, and acts upon regulatory requirements 

in the course of the script preparation, rough clipping 

and review. New Classics Media is preparing for the 

film “The Patriot Yue Fei (精忠岳飛)”, creating a patriotic 
“China-style Blockbuster”.

PROMOTE PROTECTION OF IP RIGHTS

As a copyrighted digital reading platform and original 

online literature incubator that pioneers the industry, we 

stress the importance of the protection of IP rights.

We have established a dedicated IP team that is 

responsible for the internal management of copyright 

and combating copyright infringement. We have also 

established a litigation and right protection team to 

combat piracy and infringement of copyrights, so as to 

prevent interests of the Company and writers from being 

violated.

We have  adopted  an  “ In tegra ted  Copyr igh t ” 

management  mode  to  en fo rce  ou r  copy r igh t 

development and protection, which enables us to 

manage the otherwise fragmented work such as 

copyright achievement and license in systematic 

data-processing way, thus improving online literature 

copyright management efficiency and providing online 

writers and partners with timely and professional legal 

support and comprehensive copyright services. Through 

monitoring in real-time of piracy, sending complaints 

letters and so on, we wipe out infringement and piracy 

in a simple and fast manner.

We actively participate in public affairs and events 

related to copyrights protection, including participating 

in copyrights protection seminars and contributing 

to establishment of industry standards, to call up the 

society’s attention to IP rights protection. In 2019, we 

launched a special campaign for the legalisation of 

online literature in cooperation with associations of 

writers, and called on the whole society to pay attention 

to and jointly advocate the legalisation of online 

literature.

New Classics Media also clarified the protection 

measures and usage guidelines of IP rights such as 

trademark rights and copyrights, and issued a legal 

statement on its official website, prohibiting any usage 

of relevant content and works of New Classics Media 

in any form without its written permission. Its legal 

department also scrutinizes copyright documents to 

ensure that the works are free of infringement risks. New 

Classics Media also carries out anti-piracy measures 

before, during, and after the release of works through 

automatic monitoring, manual intervention, and resource 

reporting, and protects copyrights of films and TV serials 

using technical methods such as blocking pirated links, 

feature codes and keywords.
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CULTIVATE EXCELLENT CREATORS

We have established robust and comprehensive training 

system for veteran, intermediate and novice writers. 

In terms of online training, we established community 

platform for China Literature’s writers to enhance 

communication between writers and editors. We 

empower writers for their growth by solving their pain 

point via a community ecosystem built on beneficial 

interaction; in terms of off-line training, we have arranged 

various writer trainings and continued to organize the 

writers to participate in trainings hosted by national 

and provincial and municipal writers’ associations, Lu 

Xun Literature Institute, the Central Committee of the 

Communist Youth League and other authorities, such 

as the Realistic Topic Writing Training Program by 

the Writers’ Association, “Youth and Dream in Internet 

Literature, Mission for the New Generation (網著青春夢

想 接力時代使命)” Thematic Training in Jinggangshan 

National Youth Education Centre for Modern History.

In 2019, we organized “Writers’ Journey: Struggling 

and F igh t ing  in  H is to ry  (砥礪奮進  閱行萬里 ) ” 

Realistic Literature Training Journey. Under the topic 

of celebrating the 70th anniversary of PRC, writers 

attended seminars, visited old revolution bases, 

and collected writing materials. In addition, in the 

assessment by China Writers’ Association and its local 

branches, the Publicity Department of the CPC Central 

Committee and other institutions, 27 of our writers won 

key awards.

Composers are the most important resources for 

New Classics Media. New Classics Media not only 

cooperates with art masters, but also invests in young 

directors and scriptwriters, in an effort to produce 

various artistic works, forming a diversified art style.

RESPOND TO USERS’ FEEDBACKS

We place great emphasis on every complaint and 

suggestion from our users. To better respond, we have 

set up a set of complaint handling mechanism where 

front-line employee is responsible for understanding 

the situation and preliminary handling, second-line 

employee is responsible for identifying and resolving 

the issue, and call-back employee is responsible for 

customer satisfaction survey and follow-ups. For major 

grievances, we engage relevant departments of the 

Company to conduct investigation and make a summary 

based on the result for the purpose of improving 

internal procedures and deterring similar incidents from 

occurring.

We also welcome users to provide feedbacks on bad 

information and work with us to maintain the healthy 

and positive content of our major websites. Users can 

report bad information through the complaints hotline, 

the complaints page and the complaints portal of the 

function pages. We will respond to the users’ complaints 

in a timely manner, review and properly resolve all of 

them, moreover, reply on the resolving results will be 

sent to the users via SMS or system push.

While quickly responding to users’ demands, we 

conduct targeted training for the senior management, 

middle-level and front-line employees in daily work, 

summarize users’ feedback in a t imely manner, 

continuously raise employees’ awareness of company 

policies through training, improve employees’ business 

skills, and ensure efficient communication and proper 

solution of various issues in operation.
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PROTECT USERS’ PRIVACY

To protect the privacy of users’ personal information 

is one of basic principles. We have incorporated 

applicable legal and regulatory requirements on privacy 

protection into our internal compliance policies. We do 

our utmost to protect the users’ personal information 

through reasonable and effective information security 

technology and management process. In all aspects 

of product or service development, we integrate legal, 

product, design and other factors into the concept 

of privacy protection, implement hierarchical internal 

control, and protect user’s information of all aspects 

in the process of information collection, transmission, 

storage, demonstration and retrieval.

To ensure that our users understand how we protect 

their personal information, we publish our privacy 

protection policies in a concise and clear language 

on our product websites and in-app products. We are 

also very concerned about the information protection of 

underage users and call on guardians and schools to 

make the right guidance and work with us to create a 

safe and healthy online environment for minors.

In 2019, to effectively fulfi l the latest regulatory 

requirements for data security of the Cyberspace 

Administration of China, we clarified requirements on 

protecting users’ personal privacy and sensitive data 

in relevant systems, implemented encryption process 

to encrypt users’ information in all network interaction 

scenarios, and standardized and optimized the user 

account cancellation process by virtue of self-service or 

customer service to safeguard personal information and 

important data.

2. WORKPLACE

OCCUPATIONAL HEALTH AND SAFETY

In strict compliance with all applicable laws and 

regulations on safety and health including Law of the 
People’s Republic of China on Prevention and Control 
of Occupational Diseases , we encourage healthy 

work style, strive to provide a comfortable working 

environment for our employees and ensure their mental 

and physical health and safety. In 2019, there was no 

work-related fatalities among our employees.

There are well-established security and fire prevention 

systems at workplace. In addition, we make efforts to 

ameliorate working environment and conduct regular 

disinfection and cleaning.

We arrange annual medical checkups for employees 

and organize a range of fitness sessions such as 

traditional Chinese health therapy, neck and shoulder 

massage and psychological stress relief, etc.. In 2019, 

we held special health activities such as “Shanghai 

Eminent Doctors (滬上名醫)” and “Lose Weight (閱文人

瘦)”. Such activities enriched our corporate culture and 

strengthened employees’ awareness of healthy life and 

work style. What’s more, we equipped the Company with 

AED medical equipment to rescue patients with sudden 

cardiac death, trained special personnel to operate it, 

and made it accessible for the public.

In addition to the set safety policies during filming, New 

Classics Media set up safety officers for fire prevention, 

public security and filming safety, and assigned on-site 

professional medical staff. At the same time, New 

Classics Media educated crew members on safety 

before filming, strengthened the awareness of “ensuring 

safety for production and ensuring safety in production”, 

required relevant personnel to sign safety commitments, 

and purchased personal accident insurance for crew 

members.
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RECRUITMENT

Our employment practice complies with the Labor Law 

of the People’s Republic of China, the Labor Contract 

Law of the People’s Republic of China, Provisions on 

Prohibition of Child Labor and other applicable laws 

and regulations (including but not limited to those 

which prohibit child and forced labor). We verify the 

education background, job experience and professional 

background of the candidates to ensure that we 

hire suitable candidate in accordance with the job 

requirements. We uphold the principle of equality during 

the recruitment process and do not discriminate on the 

grounds of gender, age, nationality, ethnicity, religious 

belief, sexual orientation or family status, etc.

In 2019, we were rated “Employer with the Greatest 

Smart Creation Spirit (最具智造精神僱主)” by zhaopin.

com, “Super Employer of the China Internet Talent 

Officer Summit (中國互聯網人才官峰會超級僱主)” by 

lagou.com and “Outstanding HR Management Employer 

(人力資源管理傑出獎)” by 51job.com.

COMPENSATION

We offer competitive compensation benefits to attract 

and retain talent. The bonus is performance-based and 

ensured to reward employees with high performance.

BENEFITS

We hope that employees can strike a good work-life 

balance, and maintain a leave scheme that allows them 

to enjoy statutory leaves and holidays including annual 

leave, marriage leave, funeral leave, maternity leave, 

paternity leave, sick leave, etc. Employees are also 

entitled to extra annual leave that accrues based on 

length of service.

Besides, we offer commercial health and accident 

insurance to employees apart from basic social 

insurance.

We show our care for the well-being of our employees 

by various means. For example, we offer various welfare 

subsidies, festival gifts or bonus; celebrate special 

occasions of our employees (e.g. wedding, childbirth, 

birthday, etc.); carry out employee activities (e.g. 

festival activities, tabloid sports activities, team building 

activities and family day activities); set up various 

associations (e.g. basketball association, football 

association, badminton association, photographic 

association, fitness club, etc.); provide annual medical 

checkups for parents of employees that serve for 

more than 3 years, and so forth. New Classics Media 

organizes sport activities from time to time, such as 

badminton club activities, dragon boat challenge and 

camping challenge, to enrich employees’ life.

WORKING HOURS

We adopt standard working hour system which provides 

that an employee should work 8 hours per day. 

Employees must be compensated or given days-off for 

overtime work after internal approval.

PROMOTION

Advocating the principle of “Progressive promotion 

based on employee application depending on practice 

areas”, employees may apply for promotion, if they 

satisfy the requirements. The promotion review process 

is fair, open and transparent and our employees will 

receive feedbacks and opinions. To cater to different 

development needs, we set up management and 

expertise career channels with robust career path.

EMPLOYEE DEPARTURE

We handle employee departure (whether by resignation 

or dismissal) strictly in accordance with labor contracts 

and applicable laws and regulations. We arrange an 

exit interview with each of the departing employees 

to understand the reasons for his/her departure and 

welcome any suggestions for improvement of the 

Company.
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EMPLOYEE TRAINING

Improvement  o f  employee competency is  key 

to safeguarding the achievement of enterprise 

development. We put premium on employee training and 

have invested adequate resources and energy to create 

various internal and external training opportunities. 

Employees are encouraged to involve in these trainings 

taking their actual needs into consideration.

We established China Literature Academy which 

upholds the slogan of “Learning to be a better self”. We 

engage a wide array of external experts on one hand 

and build in-house trainer team on the other hand, so as 

to offer different work and life training programs catering 

to needs of employees at each stage of career:

Induction: to acquaint employees with rules, regulations 

and corporate culture of the Company, we provide 

induction for every new employee. In particular, we 

adopt mentorship for fresh graduates, enabling them 

to quickly adapt to the Company’s culture and working 

environment with the help of the experienced employees 

and managers assigned as career mentor.

Specialized training: according to the professional 

capacity of each employee, we set up the “Full-time 

Master Club (全職高手俱樂部)” to organize professional 

t rainings and attach importance on the career 

development of professionals. In 2019, we founded 

the “Full-time Master Club” committee for specialized 

training development plan and innovation.

General training: to enhance employee competency in 

an all-round manner, we arrange “Du Lala’s Promotion 

Plan (杜拉拉升職「計」)”, a workplace skillset training to 

help them obtain the general skills that facilitate their job 

performing.

Management training: we arrange management 

training to enhance employees’ management skills. In 

2019, we rolled out one course for “Reserve Leader 

Class (儲將班)”, “Primary-level Leader Class (少將班)”, 

and “Middle-level Leader Class (中將班)”, respectively. 
“Middle-level Leader Voyage (中將遠航 )” Project 

focused on “Nine Tactics of Civil Leader (文將九訣)” 

leadership model, incorporated courses such as visits 

to benchmark enterprises and action learning design, 

and pointed out the guiding light of management’s 

leadership.

New Classics Media also conducts diversified training 

programs based on the industry’s unique market 

competition and knowledge development model, 

including new employee training to introduce the 

organizational structure and corporate culture to new 

employees; inviting the professional leader of each 

business sector to conduct internal training, sharing 

experience in project planning, production, and 

distribution; external training of personal skills such as 

enforcement, leadership, and communication skills for 

employees at different ranks; arranging outstanding 

personnel to attend professional qualification training of 

industry associations, etc.

3. ANTI-CORRUPTION

We implement the strictest laws and ethical standard 

throughout the operation and comply with Anti-Unfair 

Competition Law of the People’s Republic of China, 

Company Law of the People’s Republic of China and 

other applicable laws and regulations combating 

bribery, extortion, fraud and money laundering, and 

adopt an attitude of zero tolerance in relation to 

corruption in any form.
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We forge a risk control framework and set three lines 

of defence. If any fraud, corruption or bribery or other 

illegal conducts, which are regarded as red lines, 

are spotted, the employee found and proven to have 

committed such activity shall be subject to immediate 

dismissal. In the event that the activity violates any 

relevant laws or regulations and meets the standard 

of case filing, the employee shall be transferred to 

the judicial department. We also maintain a high 

level of integrity and professional ethics during the 

cooperation with our suppliers, and entered into the 

Statement against Commercial Bribery with them. We 

will immediately terminate the cooperation with them in 

case of any breach. We also communicate with other 

companies in the internal audit and control summits of 

Internet companies, promote the general development 

of the industry, and participated in the industry’s 

anti-corruption and co-governance.

We provide multiple whistleblowing channels and how 

we should deal with such concerns. We also encourage 

employees to lodge reports on any suspected breach of 

the red line and secure the complete confidentiality of 

reported content and the identity of the whistleblowers. 

When a report is received or any activity in breach of 

the red line is detected, the risk control and internal 

audit department will conduct independent investigation 

immediately. After completing the investigation, the 

result will be reported to the internal audit committee for 

resolution.

We incorporate the anti-fraudulent propaganda into the 

training for new employees, and continue to carry out 

special risk control trainings covering various business 

units, to raise employees’ awareness of anti-fraud and 

risk control.

In 2019, we conducted special training for procurement 

employees, emphasized red line policies, and educated 

senior management in this regard. During the reporting 

period, we have conducted 8 anti-corruption training 

programmes in total, with a total of 371 people trained.

4. SUPPLY CHAIN MANAGEMENT

We attach supreme attention to managing environmental 

and social  r isks of  our supply chain.  We have 

formulated relevant policies which provide that our 

procurement employees must adhere to the principle 

of being fair, equal and open and follow the 8 Don’ts1 

code of conduct. For external suppliers, we actively 

disseminate the values of honesty, integrity, respect and 

responsibility among them. We focus on whether they 

operate in conformity with laws and regulations, and 

have formulated supplier code of conduct which require 

the suppliers to:

• Comply with laws and regulations on anti-trust, fair 

trade, anti-corruption, environmental protection, 

etc. of the territory they operate in;

• Comply  w i th  bus iness  prac t ices ,  upho ld 

integrity and honesty, protect IP rights, respect 

confidentiality, and commit no commercial bribery;

• Deliver on the commitment for human rights and 

work equality, prohibit use of child and forced 

labor, and provide free of harassment and 

discrimination working environment;

• Provide safe and healthy working environment and 

abide by all applicable laws and regulations on 

safety and health.

1 Don’t leak Company’s secrets or commercial secrets; don’t make comments or opinions that may cause adverse impact on the Company; 
don’t designate vendors; don’t be compensated from procurement activities; don’t accept invitation to meals or entertainments in relation to 
procurement; don’t take profits and commissions from vendors; don’t reimburse expenses from suppliers that shall be personally borne; don’t 
make requests irrelevant to work.
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We normally ask for price quotations from at least 

three vendors. Other factors including service quality 

and technical capabilities of the vendors will be taken 

into consideration when selecting vendors. Suppliers 

are subject to background check on registration 

record at the industrial and commercial bureau, legal 

conformity, authorization, etc. before being approved. 

Relevant documents will be recorded when conducting 

purchasing activities.

To ensure service quality of suppliers, we collect 

opinions from departments that use or maintain 

purchased services and evaluate suppliers’ performance 

in terms of delivery time, product quality, service 

quality, etc. as meaning reference for procurement. 

For suppliers with unsatisfactory performance, we may 

discuss with them on the remedial steps to help them 

improve their service quality. Suppliers that practise 

bribery, breach confidentiality, or fail to be honest will 

be disqualified and put on the blacklist of the Company.

5. COMMUNITY INVESTMENT

We are committed to creating social benefits and giving 

back to the society in different ways in the course of 

business development. Leveraging on the advantages 

of our platform in cultural communication, we set up 

the Public Welfare Committee to plan the direction of 

public welfare projects, project scale and resources, to 

maximize the value we create for society.

In 2019, we organized the following events:

(a) “China Literature Listening (閱文聽書)”

In January 2019, we launched “China Literature 

Listening” jointly with China Siyuan Foundation for 

Poverty Alleviation and other institutions. On the 

day in question, if a user listens to any chapter in 

certain audio books through the event page, the 

organizer will make corresponding donations to 

Yangfanbook through Tencent Gongyi (騰訊公

益). The event aims at making up the shortage of 

extracurricular books for children in remote and 

impoverished areas, giving them access to various 

books, and creating new chance for charity works 

with “Ear economy”.

(b) Donation of TV serials dubbed into 
languages of various ethnic groups

In June 2019, responding to the call of the State 

Administration of Radio and Television, New 

Classics Media provided quality TV serials to 

Xinjiang, Tibet, Tibetan areas in Sichuan and 

Qinghai, Yanbian Prefecture of Jilin and other 

regions for free, aiming at promoting the translation 

of TV serials into languages of various ethnic 

groups and enriching their spiritual and cultural 

life. Such event has benefited over 10 million 

people.
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(c) “Show Kindness, Promote Reading (點滴
溫暖，閱在其中)” Donation

In August 2019, we organized employees and 

launched “Show Kindness, Promote Reading” 

donation. We received over 1,000 pieces of 

supplies for living in cold weather, including 

clothing, stationeries, books, etc., and sent them 

to 225 Tibetan children in the Central Primary 

School and the Kindergarten in Xuemuda Village, 

Shangrangtang Town, Sichuan.

(d) “Writers’ Journey: Struggling and Fighting 
in History” – “Journey of Realistic 
Literature” book donation

On the 70th anniversary of the founding of the 

People’s Republic of China, in order to improve 

the cultural literacy, writing skills and ideological 

and political understanding of online literature 

writers, we organized a series events of “Journey 

of Realistic Literature” under the guidance of 

the Shanghai Press and Publication Bureau. 

Through the combination of seminars, learning 

of revolution history, and charitable donations, 

we emphasized writers’ responsibility of “staying 

true to the mission, composing quality realistic 

stories with positive attitude” by organizing field 

visits to understand and promote “red culture”. 

In September 2019, we donated 2,200 books of 

popular science and tutoring to the 26th Chinese 

Workers’ and Peasants’ Red Army Primary School 

in Yan’an.

(e) “Charity Fair of Early Education Toys (早
教玩具公益市集)” – “China Reach (慧育
中國)”

In  September  2019,  New Class ics Media 

organized artist to participate in “China Reach 

– Charity Fair of Early Education Toys” program 

by China Development Research Foundation, 

in which our artist volunteered as caring shop 

owner to raise early education toys for children in 

impoverished mountain areas, safeguarding their 

valuable childhood.

(f) China Literature’s Charity Day “Caring for 
Children of the Stars (守護星星的孩子)”

On 8 November, the “China Literature Welfare 

Day”, we simultaneously launched charity events 

under the topic of “Caring for Children of the 

Stars” in Beijing and Shanghai office. We raised 

RMB18,696 through activities such as “Charity 

Fair”, “Charity Gallery”, “Handwork DIY”, etc. 

The fund was donated to the School for the 

Mentally Retarded of Shanghai Pudong New 

Area to support special education with our actual 

endeavours, closely caring for children and 

passing on positive attitude.
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6. ENVIRONMENTAL PROTECTION 

GREEN OPERATION

We recognize the importance of environmental 

protection and conservation of resources for our 

sustainable development. To fulfill this concept, we 

strictly comply with all applicable environmental 

protection laws and regulations including Environmental 
Protection Law of the People’s Republic of China , 

incorporate office resources and practice energy 

conservation and filming site environmental protection 

i n to  t he  managemen t  regu la t i ons ,  and  have 

implemented a number of energy- saving, water-saving 

and emission reduction measures to enhance energy 

efficiency, save energy and water, as well as reduce 

emissions to the extent possible:

• Promote awareness of garbage classification and 

install classified garbage bins;

• Prioritize on purchasing and using energy-saving 

office facilities;

• Adopt environmental friendly vehicles and improve 

vehicles’ maintenance and management;

• Regular maintenance on water consuming 

equipment and avoid leakage;

• Put up energy and water saving signs to improve 

employee environmental awareness.

In 2019, we replaced all old fluorescent lamps in our 

offices in our Shanghai headquarters with LED tubes, 

and it was expected that 38,000 kWh could be saved 

annually.

New Classics Media also attaches great importance to 

the environmental protection and waste management 

on the filming site, protects plants and vegetation, and 

cleans up domestic garbage and waste on time.
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ENVIRONMENTAL KEY PERFORMANCE INDICATORS (“KPI”)

Below are the environmental KPI of the Company. Unless otherwise specified, such KPIs cover our office buildings 

in Beijing, Shanghai, Suzhou, Wuhan, Langfang and Hong Kong. Except for the newly included office of New 

Classics Media in Beijing, the scope of disclosure is consistent with 2018. As a result of the combination of New 

Classics Media, our greenhouse gas emissions, energy consumption and water usage have increased to a certain 

extent in 2019.

(a) Emissions

2019 2018 2017

Total GHG emissions (Scopes 1 and 2) (tonnes) 1,915.13 1,550.54 1,294.79

Direct GHG emissions (Scope 1) (tonnes) 166.39 104.41 129.63

 Including: Petrol (tonnes) 166.39 104.41 129.63

Energy indirect GHG emissions (Scope 2) (tonnes) 1,748.75 1,446.13 1,165.16

 Including: Electricity purchased (tonnes) 1,748.75 1,446.13 1,165.16

Total GHG emissions per employee (tonnes per employee) 0.97 1.00 0.87

Total GHG emissions per floor area (tonnes per square metre) 0.03 0.03 0.07

Total non-hazardous waste (tonnes) 121.87 96.79 107.97

Total non-hazardous waste per employee 

 (tonnes per employee) 0.06 0.06 0.07

Note:

1. The emissions arising from our operation is limited, mainly includes domestic wastewater. Domestic wastewater has no material impact 
as it is discharged into municipal pipelines, so KPI A1.1 (types of direct emissions and respective emissions data) is not disclosed in 
this report.

2. Due to the business nature, our significant GHG emissions are direct GHG emissions derived from petrol consumption (Scope 1) of 
vehicles for business and shipping purposes and energy indirect GHG emissions derived from purchased electricity consumption 
(Scope 2).

3. The GHG inventory includes carbon dioxide. GHG emissions data is presented in carbon dioxide equivalent and is based on the 
“Guidelines of the Greenhouse Gas Emissions Accounting and Reporting for the Public Building Operation Enterprises” issued by the 
National Development and Reform Commission of China.

4. The hazardous waste arising from our operation is limited, mainly includes waste toner cartridge and waste ink cartridge from printing 
equipment at office buildings. Waste toner cartridge and waste ink cartridge have no material impact as they are collected and 
disposed of by printing suppliers, so KPI A1.3 total hazardous waste produced is not disclosed in this report.

5. Non-hazardous waste arising from our operation mainly includes domestic waste, disposed devices and waste books. Domestic waste 
is centrally disposed by the property management company. Disposed devices are recorded and handled by the administration 
department for recycling or disposing. Waste books are recycled and reused. To further reduce non-hazardous waste, we adopt the 
paperless office platform to reduce paper photocopy and printing, and encourage practices of printing on both sides and reuse of 
waste paper, so as to avoid unnecessary paper waste.
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(b) Use of Resources

2019 2018 2017

Total energy consumption (MWh) 2,960.77 2,330.53 2,120.66

Direct energy consumption (MWh) 680.54 427.03 530.20
 Including: Petrol (MWh) 680.54 427.03 530.20
Indirect energy consumption (MWh) 2,280.23 1,903.50 1,590.46
 Including: Electricity purchased (MWh) 2,280.23 1,903.50 1,590.46
Total energy consumption per employee 
 (MWh per employee) 1.49 1.50 1.42
Total energy consumption per floor area 
 (MWh per square metre) 0.05 0.04 0.12
Running water consumption (tonnes) 22,094.64 20,980.32 17,712.72
Running water consumption per employee 
 (tonnes per employee) 16.96 20.43 13.00

Note:

1. Total energy consumption is worked out by the data of electricity and petrol with reference to the Annex I Fossil Fuel Coefficients in the 
“Guidelines of the Greenhouse Gas Emissions Accounting and Reporting for the Public Building Operation Enterprises” issued by the 
National Development and Reform Commission of China.

2. Our water resources come from municipal water supply. Water fees in Suzhou office buildings, Wuhan office buildings, the Beijing 
National Convention Center office building and the Beijing Pangu Building are borne by the property management companies, so 
data on running water consumption and running water consumption per employee reported here only cover other office buildings in 
Shanghai, Hong Kong, Langfang and Beijing.

3. KPI A2.5 total packaging material used for finished products is not applicable to us, as we do not use packaging materials during 
operation.

4. As we do not use other environmental and natural resources during operation, the aspect of A3 environmental and natural resources 
and A3.1 description of the significant impacts of activities on the environment and natural resources and the actions taken to manage 
them are not applicable to us, so they are not disclosed in this report.

OUTLOOK

In the future, we will continue to improve our ESG system and fully consider its impact on sustainability in all aspects 

of business development. We will, as always, provide and create high-quality content for our customers, work 

together with our employees, share value with our partners, assume social responsibilities, give back to stakeholders 

with actions, and relentlessly promote the sustainable development of the Group and the industry.
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INDEPENDENT AUDITOR’S REPORT

To the Shareholders of China Literature Limited

(incorporated in the Cayman Islands with limited liability)

OPINION

What we have audited

The consolidated financial statements of China Literature Limited (the “Company”) and its subsidiaries (the 
“Group”) set out on pages 107 to 230, which comprise:

• the consolidated statement of financial position as at December 31, 2019;

• the consolidated statement of comprehensive income for the year then ended;

• the consolidated statement of changes in equity for the year then ended;

• the consolidated statement of cash flows for the year then ended; and

• the notes to the consolidated financial statements, which include a summary of significant accounting 
policies.

Our opinion

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, 2019, and of its consolidated financial performance and its 
consolidated cash flows for the year then ended in accordance with International Financial Reporting 
Standards (“IFRSs”) and have been properly prepared in compliance with the disclosure requirements of the 
Hong Kong Companies Ordinance.

BASIS FOR OPINION

We conducted our audit in accordance with International Standards on Auditing (“ISAs”). 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 believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 
opinion.
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Independence

We are independent of the Group in accordance with the International Ethics Standards Board for 
Accountants’ Code of Ethics for Professional Accountants (“IESBA Code”), and we have fulfilled our other 
ethical responsibilities in accordance with the IESBA Code.

KEY AUDIT MATTERS

Key audit matters are those matters that, in our professional judgment, 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.

Key audit matters identified in our audit are summarised as follows:

• Impairment assessment of goodwill

• Fair value measurement of financial assets at fair value through profit or loss – investments in redeemable 
shares of associates

• Fair value measurement of financial liabilities at fair value through profit or loss – contingent consideration 
payable

• Impairment assessment of television series and film rights and adaptation rights and scripts
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Key Audit Matter How our audit addressed the Key Audit Matter

Impairment assessment of goodwill We assessed the competency, capability and 
objectivity of the independent external valuer 
engaged by the Group for performing the goodwill 
impa i rmen t  assessmen ts  by  assess ing  i t s 
qualifications, relevant experience and relationship 
with the Group.

We assessed the appropriateness of using VIU 
calculations as valuation model for the impairment 
assessments of goodwill. The VIU calculations use 
cash flow projections based on business plans 
approved by management. We assessed the 
key assumptions adopted in the VIU calculations 
including annual growth rates and gross margin by 
comparing these assumptions against the historical 
results of the CGUs, the approved budgets of the 
CGUs and the Group’s business plan. We also 
assessed certain key valuation assumptions including 
discount rate with the involvement of our internal 
valuation experts. We also evaluated management’s 
sensitivity analysis on the key assumptions to which 
the valuation models are the most sensitive.

We  i ndependen t l y  t es ted  t he  accu racy  o f 
mathematical calculation applied in the valuation 
models.

Based on the above procedures we have performed, 
we found management’s impairment assessments of 
goodwill are supported by the available evidence.

Refer to Notes 2.9,  2.11, 4(a) and 17 to the 
consolidated financial statements

As at December 31, 2019, goodwill of the Group was 
amounting to RMB10,653.3 million, which were arisen 
from business acquisitions in the previous years, 
were allocated to two cash-generating units (“CGUs”), 
namely (i) Online Business and (ii) Acquired TV and 
Film Business.

The Group has engaged an independent external 
valuer for performing the goodwill impairment 
assessments. Based on the results of the impairment 
assessments, no impairment loss on the goodwill was 
recognised as at December 31, 2019.

Value-in-use (“VIU”) calculations were used to 
determine the appropriate recoverable amounts 
of the CGUs. We focused on this area due to the 
magnitude of the carrying amounts of the goodwill as 
at December 31, 2019, and the fact that significant 
judgements were required by management when 
selecting key assumptions to be adopted in the 
valuation models.
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Key Audit Matter How our audit addressed the Key Audit Matter

Fair value measurement of financial assets at 
fair value through profit or loss – investments in 
redeemable shares of associates

We assessed the competency, capability and 
objectivity of the independent external valuer 
engaged by the Group for performing the fair value 
valuation of investments in redeemable shares of 
associates by assessing its qualifications, relevant 
experience and relationship with the Group.

We involved our internal valuation experts to discuss 
with management and the valuer and assess the 
appropriateness of valuation methodology and 
assumptions used. We tested the valuation of 
investments in redeemable shares of associates as 
at December 31, 2019 by evaluating the underlying 
assumptions including IPO probabil i ty of the 
associates, etc., based on our industry knowledge as 
well as the recent equity transactions completed by 
the associates.

We  i ndependen t l y  t es ted  t he  accu racy  o f 
mathematical calculation applied in the valuation 
models.

Based on the above procedures we have performed, 
we found the va luat ion methodology o f  the 
investments in redeemable shares of associates 
is acceptable and the assumptions made by 
management are supported by the avai lable 
evidence.

Refer to Notes 2.12, 3.3, 4(g) and 20 to the 
consolidated financial statements

As at December 31, 2019, the Group had financial 
assets at fair value through profit or loss, of which 
investments in redeemable shares of associates of 
approximately RMB429.8 million were measured 
based on significant unobservable inputs and 
classified as “Level 3 financial instruments”.

The Group has engaged an independent external 
valuer for performing the fair value valuation of 
investments in redeemable shares of associates as at 
December 31, 2019.

We focused on this area due to the high degree of 
judgement required in determining the respective 
fair values of investments in redeemable shares of 
associates, which do not have direct open market 
quoted values, with respect to the adoption of 
applicable valuation methodology (e.g. market 
approach) and the application of appropriate 
assumptions (e.g. IPO probability of the associates) 
in the valuation.
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INDEPENDENT AUDITOR’S REPORT

Key Audit Matter How our audit addressed the Key Audit Matter

Fair value measurement of financial liabilities 
at fair value through profit or loss – contingent 
consideration payable

We assessed the competency, capability and 
objectivity of the independent external valuer 
engaged by the Group for performing the fair value 
valuation of contingent consideration payable by 
assessing its qualifications, relevant experience and 
relationship with the Group.

We involved our internal valuation experts to discuss 
with management and the valuer and assess the 
appropriateness of valuation methodology and 
assumptions used (e.g. growth rate and volatility of 
the net profit of New Classics Media) by comparing 
these assumptions against the historical results, 
the approved budget and the business plan of New 
Classics Media.

We also independently assessed the reasonableness 
of the valuation result by comparing it with the result 
calculated using on our in-house valuation model.

Based on the above procedures we have performed, 
we found the valuation methodology of the contingent 
consideration payable is acceptable and the 
assumptions made by management are supported by 
the available evidence.

Refer  to  Notes  3 .3 ,  4 (d) ,  19  and 34  to  the 
consolidated financial statements

As at December 31, 2019, the financial liability at 
fair value through profit or loss in relation to the 
contingent consideration payable for acquiring 
New Classics Media Holdings Limited (referred to 
as the “New Classics Media”) was amounting to 
approximately RMB1,656.1 million. During the year 
ended December 31, 2019, the change in the fair 
value amounting to RMB273.0 million was charged 
to “other gain, net” in the consolidated statement of 
comprehensive income.

The Group has engaged an independent external 
valuer for performing the fair value valuation of 
contingent consideration payable as at December 31, 
2019.

We focused on this area due to the high degree of 
judgement required in determining the fair value of 
the contingent consideration payable using Monte 
Carlo Simulation Method. This valuation method 
required the use of certain key assumptions including 
growth rate and volatility of the net profit of New 
Classics Media.
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INDEPENDENT AUDITOR’S REPORT

Key Audit Matter How our audit addressed the Key Audit Matter

Impairment assessment of television series and 
film rights and adaptation rights and scripts

We assessed whether the accounting policies of the 
Group in respect of impairment of television series 
and film rights and adaptation rights and scripts were 
reasonable by comparing with relevant accounting 
standards and benchmarking with industry practice.

We tested, on a sample basis, management’s 
recoverability assessment of the television series and 
film rights and adaptation rights and scripts, based 
on the significance of the balance of each television 
series and film right and each adaptation right and 
script.

For each selected sample of adaptation rights and 
scripts and television series and film rights under 
production, we (i) examined the related agreements 
of the purchased adaption rights and scripts to check 
their stipulated period of validity; (ii) discussed with 
management to understand their future production 
and distribution plans; and (i i i) assessed the 
reasonableness of key assumptions used in the 
cash flow forecast for impairment assessment by 
comparing the estimated selling price and related 
costs of the television series and film rights to the 
available price of the television series, film box office 
receipts, production and distribution costs of similar 
television series and films released and the pre-order 
price offered by the customers if available.

Refer  to Notes 2.10,  4(b) ,  23 and 24 to the 
consolidated financial statements

As  a t  December  31 ,  2019 ,  the  Group he ld 
significant amounts of television series and film 
rights and adaptation rights and scripts (recorded in 
“inventories” of consolidated statement of financial 
position) amounting to RMB1,107.7 million and 
RMB509.8 million, respectively. Television series 
and film rights includes television series and film 
rights under production and completed products 
of approximately RMB655.7 million and RMB452.0 
million, respectively. Impairment provisions of 
RMB177.6 million and RMB0.9 million in respect of 
television series and film rights and adaptation rights 
and scripts had been recognised during the year 
ended December 31, 2019 against these carrying 
amounts, respectively.

We focused on this area due to the fact that 
management applied significant judgements in 
assessing the impairment of these television series 
and film rights and adaptation rights and scripts. In 
making such assessment, management considered 
all possible factors that may affect the future 
production and distribution plans of television series 
and film rights and adaptation rights and scripts, the 
available selling price or pre-order price of television 
series and film rights, discount rate and the current 
market environment, and exercised judgement in 
developing its expectation for the future cash flows 
from these television series and film rights and 
adaptation rights and scripts.
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INDEPENDENT AUDITOR’S REPORT

Key Audit Matter How our audit addressed the Key Audit Matter

For each selected sample of television series 
completed, we examined the license agreements 
entered into by the Group with respective TV stations 
and online platforms to validate the estimated selling 
price of television series. For each selected sample 
of television series completed with no associated 
license agreements entered into, we compared the 
estimated selling price of these television series to 
the available price of similar television series. For 
each selected sample of film rights completed but yet 
to be released, we compared the estimated selling 
price of these film rights to film box office receipts of 
similar films released and actual box office receipts if 
available.

We also assessed the reasonableness of the discount 
rate used in the cash flow forecast for impairment 
assessment and tested the accuracy of mathematical 
calculation of the impairment assessment.

Based on the above procedures we have performed, 
we found the assumptions adopted and judgment 
app l ied  by  management  in  the  impa i rment 
assessments of television series and film rights and 
adaptation rights and scripts were supported by the 
available evidence.
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INDEPENDENT AUDITOR’S REPORT

OTHER INFORMATION

The directors of the Company are responsible for the other information. The other information comprises all of 
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 DIRECTORS AND THOSE CHARGED WITH 
GOVERNANCE FOR THE CONSOLIDATED FINANCIAL STATEMENTS

The directors of the Company are responsible for the preparation of the consolidated financial statements 
that give a true and fair view in accordance with IFRSs 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.

Those charged with governance are responsible for overseeing the Group’s financial reporting process.
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INDEPENDENT AUDITOR’S REPORT

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. We report our opinion solely to you, as a body, and for no other purpose. We do not 
assume responsibility towards or accept liability to any other person for the contents of this report. Reasonable 
assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with 
ISAs will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and 
are considered material if, individually or in the aggregate, they could reasonably be expected to influence the 
economic decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment 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.
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INDEPENDENT AUDITOR’S REPORT

• 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.

We communicate with those charged with governance 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 those charged with governance with a statement that we have complied with relevant ethical 
requirements regarding independence, and to communicate with them all relationships and other matters that 
may reasonably be thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, 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 Cheuk Chi Shing.

PricewaterhouseCoopers

Certified Public Accountants

Hong Kong, March 17, 2020
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
For the year ended December 31, 2019

Year ended December 31,

2019 2018

Note RMB’000 RMB’000
 

Revenues 6 8,347,767 5,038,250

Cost of revenues 7 (4,655,744) (2,480,271)
 

Gross profit 3,692,023 2,557,979

Interest income 11 157,539 200,817

Other gains, net 9 453,194 338,910

Selling and marketing expenses 7 (2,073,937) (1,293,107)

General and administrative expenses 7 (1,010,282) (726,470)

Net (provision for)/reversal of impairment losses on financial assets (24,630) 36,822
 

Operating profit 1,193,907 1,114,951

Finance costs 10 (172,618) (148,489)

Share of net profit of associates and joint ventures 18 158,508 111,339
 

Profit before income tax 1,179,797 1,077,801

Income tax expense 12 (67,663) (165,403)
 

Profit for the year 1,112,134 912,398
 

Other comprehensive income/(loss):

Items that may be subsequently reclassified to profit or loss
Share of other comprehensive loss of associates and joint ventures 18 (10,502) (181)

Currency translation differences 65,723 430,076
 

Total comprehensive income for the year 1,167,355 1,342,293
 

Profit attributable to:

– Equity holders of the Company 1,095,953 910,636

– Non-controlling interests 16,181 1,762
 

1,112,134 912,398
 

Total comprehensive income attributable to:

– Equity holders of the Company 1,151,165 1,340,538

– Non-controlling interests 16,190 1,755
 

1,167,355 1,342,293
 

Earnings per share (expressed in RMB per share)

– Basic earnings per share 13(a) 1.10 1.01
 

– Diluted earnings per share 13(b) 1.09 1.00
 

The notes on pages 114 to 230 are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION
As of December 31, 2019

As of December 31,

2019 2018

Note RMB’000 RMB’000
 

ASSETS

Non-current assets

Property, plant and equipment 15 41,521 47,696

Right-of-use assets 16 92,630 –

Intangible assets 17 12,168,799 12,141,157

Investments in associates and joint ventures 18 963,551 680,918

Financial assets at fair value through profit or loss 20 457,185 444,137

Deferred income tax assets 21 190,769 95,559

Prepayments, deposits and other assets 22 145,024 147,501
 

14,059,479 13,556,968
 

Current assets

Inventories 23 606,037 129,693

Television series and film rights 24 1,107,671 2,857,056

Trade and notes receivables 25 3,366,078 1,830,396

Prepayments, deposits and other assets 22 668,351 609,900

Financial assets at fair value through profit or loss 20 – 26,804

Restricted bank deposits 26 94,787 –

Term deposits 26 415,752 481,561

Cash and cash equivalents 26 5,931,849 8,342,228
 

12,190,525 14,277,638
 

Total assets 26,250,004 27,834,606
 

EQUITY

Capital and reserves attributable to equity holders of the Company

Share capital 30 642 649

Shares held for RSU scheme 30 (19) (21)

Share premium 30 16,161,809 16,456,555

Other reserves 31 1,135,387 898,150

Retained earnings 2,098,748 1,048,145
 

19,396,567 18,403,478
Non-controlling interests 14,244 11,567

 

Total equity 19,410,811 18,415,045
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION
As of December 31, 2019

As of December 31,

2019 2018

Note RMB’000 RMB’000
 

LIABILITIES

Non-current liabilities

Borrowings 27 – 380,000

Lease liabilities 16 34,371 –

Deferred income tax liabilities 21 322,631 449,808

Deferred revenue 6 33,462 39,277

Financial liabilities at fair value through profit or loss 19 535,082 1,954,165
 

925,546 2,823,250
 

Current liabilities

Borrowings 27 1,303,072 1,385,445

Lease liabilities 16 55,558 –

Trade payables 28 1,020,676 1,131,067

Other payables and accruals 29 1,489,689 1,818,151

Deferred revenue 6 717,708 1,005,319

Current income tax liabilities 205,413 65,375

Financial liabilities at fair value through profit or loss 19 1,121,531 1,190,954
 

5,913,647 6,596,311
 

Total liabilities 6,839,193 9,419,561
 

Total equity and liabilities 26,250,004 27,834,606
 

The notes on pages 114 to 230 are an integral part of these consolidated financial statements.

The consolidated financial statements on pages 107 to 230 were approved by the Board of Directors on March 17, 

2020 and were signed on its behalf:

Director Director



110

C
hi

na
 L

ite
ra

tu
re

 L
im

ite
d 

 •
  A

nn
ua

l R
ep

or
t 2

01
9

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
For the year ended December 31, 2019

Attributable to equity holders of the Company
 

Share 

capital

Share 

premium

Shares held 

for RSU 

scheme

Other 

reserves

Retained 

earnings Sub-total

Non-

controlling 

interests Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
        

As of January 1, 2019 649 16,456,555 (21) 898,150 1,048,145 18,403,478 11,567 18,415,045

Comprehensive income

Profit for the year – – – – 1,095,953 1,095,953 16,181 1,112,134

Other comprehensive income

– Share of other comprehensive 

  loss of associates and joint 

  ventures (Note 18) – – – (10,502) – (10,502) – (10,502)

– Currency translation differences – – – 65,714 – 65,714 9 65,723
        

Total comprehensive income 

 for the year – – – 55,212 1,095,953 1,151,165 16,190 1,167,355
        

Transaction with owners

Share-based compensation 

 expenses (Note 32) – – – 141,569 – 141,569 – 141,569

Liquidation of a non-wholly 

 owned subsidiary – – – – – – (1,641) (1,641)

Repurchase and cancellation of 

 shares (7) (245,828) – – – (245,835) – (245,835)

Transfer of vested RSUs – (48,918) 2 – – (48,916) – (48,916)

Dividends paid – – – – – – (7,981) (7,981)

Capital injection – – – – – – 6,200 6,200

Acquisition of non-controlling 

 interests (Note 31) – – – (4,894) – (4,894) (10,091) (14,985)

Profit appropriations to statutory 

 reserves (Note 31) – – – 45,350 (45,350) – – –
        

Transactions with owners in their 

 capacity for the year (7) (294,746) 2 182,025 (45,350) (158,076) (13,513) (171,589)
        

As of December 31, 2019 642 16,161,809 (19) 1,135,387 2,098,748 19,396,567 14,244 19,410,811
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
For the year ended December 31, 2019

Attributable to equity holders of the Company
 

Share 

capital

Share 

premium

Shares held 

for RSU 

scheme

Other 

reserves

Retained 

earnings Sub-total

Non-

controlling 

interests Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
        

As of January 1, 2018 569 12,143,464 (23) 309,232 167,954 12,621,196 41,514 12,662,710

Comprehensive income

Profit for the year – – – – 910,636 910,636 1,762 912,398

Other comprehensive income
– Share of other comprehensive 

  loss of an associate (Note 18) – – – (181) – (181) – (181)

– Currency translation differences – – – 430,083 – 430,083 (7) 430,076

Total comprehensive income 

 for the year – – – 429,902 910,636 1,340,538 1,755 1,342,293

Transaction with owners

Share-based compensation 

 expenses (Note 32) – – – 152,227 – 152,227 – 152,227

Issue of ordinary shares as 

 consideration for a business 

 combination, net of transaction 

 costs and tax (Note 34) 80 4,375,333 – – – 4,375,413 – 4,375,413

Non-controlling interests arising 

 on business combination 

 (Note 34) – – – – – – (1,770) (1,770)

Transfer of vested RSUs, sale and 

 repurchase of vested RSUs – (62,242) 2 – – (62,240) – (62,240)

Acquisition of non-controlling 

 interests (Note 31) – – – (23,656) – (23,656) 3,781 (19,875)

Deemed disposal of a non-wholly 

 owned subsidiary – – – – – – (33,713) (33,713)

Profit appropriations to statutory 

 reserves (Note 31) – – – 30,445 (30,445) – – –

Transactions with owners in their 

 capacity for the year 80 4,313,091 2 159,016 (30,445) 4,441,744 (31,702) 4,410,042

As of December 31, 2018 649 16,456,555 (21) 898,150 1,048,145 18,403,478 11,567 18,415,045

The notes on pages 114 to 230 are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS
For the year ended December 31, 2019

Year ended December 31,

2019 2018

Note RMB’000 RMB’000
 

Cash flows from operating activities

Cash generated from operations 35 942,045 1,047,598

Income tax paid (159,541) (129,920)
 

Net cash flows generated from operating activities 782,504 917,678
 

Cash flows from investing activities

Payments for business combinations, net of cash acquired 34 – (518,477)

Placements of term deposits with initial term of over three months (1,251,054) (8,000)

Receipts from maturity of term deposit with initial term of 

 over three months 1,320,525 639,620

Proceeds from liquidation of an associate 67,916 –
Investments in associates and joint ventures (286,132) (163,226)

Purchase of property, plant and equipment (15,437) (28,978)

Purchase of intangible assets (201,150) (154,145)

Proceeds from disposals of property, plant and equipment 562 254

Net cash outflow arising from deemed disposal of a subsidiary – (101,094)

Interest received 193,756 183,802

Settlement of contingent consideration payable (1,192,777) –

Payments for acquisition of financial assets at fair value 

 through profit or loss (58,287) (71,589)

Settlement of forward foreign currency contract 36,911 –

Dividends received 90,196 45,205
 

Net cash flows used in investing activities (1,294,971) (176,628)
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CONSOLIDATED STATEMENT OF CASH FLOWS
For the year ended December 31, 2019

Year ended December 31,

2019 2018

RMB’000 RMB’000
 

Cash flows from financing activities

Proceeds from borrowings 1,157,722 22,373

Repayments of borrowings (1,620,095) (95,000)

Placements of restricted bank deposits (95,656) –
Proceeds from loan payable due to a related party 300,000 –

Repayments of loan payable due to a related party (1,000,000) –

Proceeds from film investors 26,383 12,300

Repayments to financial investors in TV programs and film production (191,073) (50,000)

Finance costs paid (174,848) (46,249)

Proceeds from capital injection to a subsidiary 

 by non-controlling interests 2,450 –

Dividends paid to non-controlling interests in a subsidiary (7,981) –

Payment for guarantee fee – (3,073)

Payment for acquisition of non-controlling interests (14,985) (19,875)

Payments for repurchase of ordinary shares (245,835) –

Principal elements of lease payments (65,849) –
 

Net cash flows used in financing activities (1,929,767) (179,524)
 

Net (decrease)/increase in cash and cash equivalents (2,442,234) 561,526

Cash and cash equivalents at the beginning of the year 8,342,228 7,502,430

Exchange gains on cash and cash equivalents 31,855 278,272
 

Cash and cash equivalents at the end of the year 5,931,849 8,342,228
 

The notes on pages 114 to 230 are an integral part of these consolidated financial statements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

1 GENERAL INFORMATION

China Literature Limited (the “Company”) was incorporated in the Cayman Islands on April 22, 2013 as an 

exempted company with limited liability under the Companies Law (2010 Revision) of the Cayman Islands. 

The registered office is at Maples Corporate Services Limited, PO Box 309, Ugland House, Grand Cayman, 

KY1-1104, Cayman Islands. The Company’s shares have been listed on the Main Board of The Stock 

Exchange of Hong Kong Limited since November 8, 2017.

The Company is an investment holding company. The Company and its subsidiaries, including structured 

entities (collectively, the “Group”), are principally engaged in the provision of reading services (either free or 

paid), copyright commercialization (either by self-operation or collaboration with others), writer cultivation and 

brokerage, operation of text work reading and related open platform, which are all based on text work, and 

the realization of these activities through technology methods and digital media including but not limited to 

personal computers, Internet and mobile network in the People’s Republic of China (the “PRC”). On October 

31, 2018, the Group acquired 100% equity interest of New Classics Media Holdings Limited (or referred to as 

the “New Classics Media” and previously known as “Qiandao Lake Holdings Limited”). New Classics Media 

and its subsidiaries are principally engaged in production and distribution of television series, web series and 

films in the PRC, which has further expanded the Group’s intellectual property operation business, in particular 

for the production and distribution of film and TV programs.

The ultimate holding company of the Company is Tencent Holdings Limited (“Tencent”), which is incorporated 

in the Cayman Islands with limited liability and the shares of Tencent have been listed on the Main Board of 

The Stock Exchange of Hong Kong Limited.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

1 GENERAL INFORMATION (CONTINUED)

The PRC regulations restrict foreign ownership of companies that provide Internet-based business  and TV and 

film production and distribution business, which include activities and services operated by the Group. The 

Group operates the online business and TV and film business through a series of contractual arrangements 

(collectively, “Structure Contracts”). For example, Structure Contracts were entered into among Shanghai 

Yuechao Networking Technology Co., Ltd. (“Yuechao”), a wholly foreign owned enterprise incorporated in the 

PRC owned by the Group, Shanghai Yuewen Information Technology Co., Ltd. (“Shanghai Yuewen”), a limited 

liability company established in the PRC by certain management of the Group, and certain management. 

Under the Structure Contracts, the Company is able to effectively control, recognize and receive substantially 

all the economic benefit of the business and operations of Shanghai Yuewen and its subsidiaries. In summary, 

the Structure Contracts provide the Company through Shanghai Yuewen with, among other things:

• the right to receive the cash received by Shanghai Yuewen from its operations which is surplus to 

its requirements, having regard to its forecast working capital needs, capital expenditure, and other 

short-term anticipated expenditure through various commercial arrangements;

• the right to ensure that Yuechao owns the valuable assets of the business through the assignment to 

Yuechao of the principal present and future intellectual property rights of Shanghai Yuewen without 

making any payment; and

• the power to control the management and financial and operating policies of Shanghai Yuewen.

As a result, Shanghai Yuewen is accounted for as a controlled structured entity of the Company. Similar 

Structure Contracts were also executed for other PRC operating companies of the Group similar to Shanghai 

Yuewen. All these PRC operating companies are treated as controlled structured entities of the Company and 

their financial statements have also been consolidated by the Company.

The Financial Information is presented in Renminbi (“RMB”), unless otherwise stated.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these consolidated financial statements are set 

out below. These policies have been consistently applied to all the years presented, unless otherwise stated.

2.1 Basis of preparation

2.1.1 Compliance with IFRS

The consolidated financial statements of the Group has been prepared in accordance with 

International Financial Reporting Standards (“IFRS”).

2.1.2 Historical cost convention

The financial statements have been prepared on a historical cost basis, as modified by the 

revaluation of financial assets and financial liabilities (including derivative instruments  and 

contingent consideration payables) at fair value through profit or loss, which are carried at fair 

value.

2.1.3 New and amended standards adopted by the Group

The following standards and amendments have been adopted by the Group for the first time for the 

financial year beginning on January 1, 2019:

IFRS 16 Leases

Amendments to IFRS 9 Prepayment Features with Negative Compensation

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

Amendments to IAS 19 Plan Amendment, Curtailment or Settlement

IFRSs (amendment) Annual Improvements to IFRS Standards 2015 – 2017 Cycle

Interpretation 23 Uncertainty over Income Tax Treatments

The Group had to change its accounting policies as a result of adopting IFRS 16. The Group has 

adopted IFRS 16 from January 1, 2019, but has not restated comparatives for the 2018 reporting 

period, as permitted under the specific transitional provisions in the standard. This is disclosed 

in Note 2.2. Most of the other amendments listed above did not have any impact on the amounts 

recognized in prior periods and are not expected to significantly affect the current or future periods.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.1 Basis of preparation (Continued)

2.1.4 New standards and interpretations not yet adopted

The following new standards and interpretations have not come into effect for the year beginning 

January 1, 2019, and have not been early adopted by the Group in preparing the consolidated 

financial statements. These standards are not expected to have a material impact on the entity in 

the current or future reporting periods and on foreseeable future transactions.

Effective for annual 

periods beginning 

on or after

Amendments to IAS 1 and IAS 8 Definition of material January 1, 2020

Amendments to IFRS 3 Definition of a business January 1, 2020

IFRS 17 Insurance contracts January 1, 2020

2.2 Changes in accounting policies

This note explains the impact of the adoption of IFRS 16 Leases on the Group’s financial statements.

As indicated in Note 2.1 above, the Group has adopted IFRS 16 Leases  from January 1, 2019, but 

has not restated comparatives for the 2018 reporting period, as permitted under the specific transition 

provisions in the standard. The reclassifications and the adjustments arising from the new leasing rules 

are therefore recognized in the opening consolidated statement of financial position on January 1, 2019. 

The new accounting policies are disclosed in Note 2.27.

On adoption of IFRS 16, the Group recognized lease liabilities in relation to leases which had previously 

been classified as ’operating leases’ under the principles of IAS 17 Leases . These liabilities were 

measured at the present value of the remaining lease payments, discounted using the lessee’s 

incremental borrowing rate as of January 1, 2019. The weighted average lessee’s incremental borrowing 

rate applied to the lease liabilities on January 1, 2019 was 4.70%.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.2 Changes in accounting policies (Continued)

(i) Practical expedients applied

In applying IFRS 16 for the first time, the Group has used the following practical expedients 

permitted by the standard:

• the use of a single discount rate to a portfolio of leases with reasonably similar characteristics;

• reliance on previous assessments on whether leases are onerous;

• the accounting for operating leases with a remaining lease term of less than 12 months as of 

January 1, 2019 as short-term leases;

• the exclusion of initial direct costs for the measurement of the right-of-use asset at the date of 

initial application; and

• the use of hindsight in determining the lease term where the contract contains options to 

extend or terminate the lease.

The Group has also elected not to reassess whether a contract is, or contains a lease at the date 

of initial application. Instead, for contracts entered into before the transition date the Group relied 

on its assessment made applying IAS 17 and IFRIC Interpretation 4 Determining whether an 
Arrangement contains a Lease.

(ii) Measurement of lease liabilities

As of 

January 1, 2019

RMB’000

Operating lease commitments disclosed as of December 31, 2018 148,826

Discounted using the lessee’s incremental borrowing rate of at the date of 

 initial application 137,880

Less: short-term leases recognized on a straight-line basis as expense (2,226)

Less: low-value leases recognized on a straight-line basis as expense (218)

Lease liability recognized as of January 1, 2019 135,436

Of which are:

 Current lease liabilities 63,382

 Non-current lease liabilities 72,054
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.2 Changes in accounting policies (Continued)

(iii) Measurement of right-of-use assets

The right-of-use assets were measured on a simplified transition approach without restating 

comparative amounts, and were measured at the amount equal to the lease liability, adjusted by 

the amount of any prepaid or accrued lease payments relating to that lease recognized in the 

consolidated statement of financial position as of December 31, 2018. There were no onerous lease 

contracts that would have required an adjustment to the right-of-use assets at the date of initial 

application.

(iv) Adjustments recognized in the consolidated statement of financial position on 
January 1, 2019

The change in accounting policy affected the following items in the consolidated statement of 

financial position on January 1, 2019:

• right-of-use assets – increase by RMB139,098,000

• lease liabilities – increase by RMB135,436,000

• prepayments – decrease by RMB5,338,000

• other payables and accruals – decrease by RMB1,676,000

Since the Group applied the simplified transition approach, there has been no impact on retained 

earnings on January 1, 2019.



120

C
hi

na
 L

ite
ra

tu
re

 L
im

ite
d 

 •
  A

nn
ua

l R
ep

or
t 2

01
9

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.3 Principles of consolidation and equity accounting

2.3.1 Subsidiaries

Subsidiaries are all entities (including structured entities) over which the Group has control. The 

Group controls an entity when the Group is exposed to, or has rights to, variable returns from its 

involvement with the entity and has the ability to affect those returns through its power to direct 

the activities of the entity. Subsidiaries are fully consolidated from the date on which control is 

transferred to the Group. They are deconsolidated from the date that control ceases.

The acquisition method of accounting is used to account for business combinations by the Group 

(refer to Note 2.4).

Intercompany transactions, balances and unrealized gains on transactions between group 

companies are eliminated. Unrealized losses are also eliminated unless the transaction provides 

evidence of an impairment of the transferred asset. Accounting policies of subsidiaries have been 

changed where necessary to ensure consistency with the policies adopted by the Group.

Non-controlling interests in the results and equity of subsidiaries are shown separately in the 

consolidated statement of comprehensive income, statement of financial position and statement of 

changes in equity respectively.

2.3.2 Associates

Associates are all entities in which the Group has significant influence but not control or joint 

control, over the management, including participation in the financial and operating decisions. 

Investments in associates are accounted for using the equity method of accounting (refer to Note 

2.3.4 below), after initially being recognized at cost.

2.3.3 Joint arrangements

Under IFRS 11 Joint Arrangements investments in joint arrangements are classified as either joint 

operations or joint ventures. The classification depends on the contractual rights and obligations 

of each investor, rather than the legal structure of the joint arrangement. The Group has both joint 

operations and joint ventures.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.3 Principles of consolidation and equity accounting (Continued)

2.3.3 Joint arrangements (Continued)

Joint operations

The Group recognizes its direct right to the assets, liabilities, revenues and expenses of joint 

operations and its share of any jointly held or incurred assets, liabilities, revenues and expenses. 

These have been incorporated in the financial statements under the appropriate headings.

Joint ventures

Interests in joint ventures are accounted for using the equity method (see Note 2.3.4 below), after 

initially being recognized at cost in the consolidated statement of financial position. The Group’s 

investments in joint ventures include goodwill identified on acquisition. Upon the acquisition of 

the ownership interest in a joint venture, any difference between the cost of the joint venture and 

the Group’s share of the net fair value of the joint venture’s identifiable assets and liabilities is 

accounted for as goodwill.

2.3.4 Equity method

Under the equity method of accounting, the investments are initially recognized at cost and 

adjusted thereafter to recognize the Group’s share of the post-acquisition profits or losses of the 

investee in profit or loss, and the Group’s share of movements in other comprehensive income of 

the investee in other comprehensive income. Dividends received or receivable from associates and 

joint ventures are recognized as a reduction in the carrying amount of the investment.

When the Group’s share of losses in an equity-accounted investment equals or exceeds its interest 

in the entity, including any other unsecured long-term receivables, the group does not recognize 

further losses, unless it has incurred obligations or made payments on behalf of the other entity.

Unrealized gains on transactions between the Group and its joint ventures are eliminated to the 

extent of the Group’s interest in the joint ventures. Unrealized losses are also eliminated unless 

the transaction provides evidence of an impairment of the asset transferred. Accounting policies 

of the joint ventures have been changed where necessary to ensure consistency with the policies 

adopted by the Group.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.3 Principles of consolidation and equity accounting (Continued)

2.3.5  Changes in ownership interests

The Group treats transactions with non-controlling interests that do not result in a loss of control 

as transactions with equity owners of the Group. A change in ownership interest results in an 

adjustment between the carrying amounts of the controlling and non-controlling interests to reflect 

their relative interests in the subsidiary. Any difference between the amount of the adjustment 

to non-controlling interests and any consideration paid or received is recognized in a separate 

reserve within equity attributable to owners of the Group.

When the Group ceases to consolidate or equity account for an investment because of a loss of 

control, joint control or significant influence, any retained interest in the entity is remeasured to its 

fair value with the change in carrying amount recognized in profit or loss. This fair value becomes 

the initial carrying amount for the purposes of subsequently accounting for the retained interest 

as an associate, joint venture or financial asset. In addition, any amounts previously recognized in 

other comprehensive income in respect of that entity are accounted for as if the Group had directly 

disposed of the related assets or liabilities. This may mean that amounts previously recognized in 

other comprehensive income are reclassified to profit or loss or transferred to another category of 

equity as specified/permitted by applicable IFRSs.

If the ownership interest in a joint venture or an associate is reduced but joint control or significant 

influence is retained, only a proportionate share of the amounts previously recognized in other 

comprehensive income are reclassified to profit or loss where appropriate.

2.4 Business combinations

The acquisition method of accounting is used to account for all business combinations, regardless of 

whether equity instruments or other assets are acquired. The consideration transferred for the acquisition 

of a subsidiary comprises the:

(i) fair values of the assets transferred;

(ii) liabilities incurred to the former owners of the acquired business;

(iii) equity interests issued by the Group;

(iv) fair value of any asset or liability resulting from a contingent consideration arrangement; and

(v) fair value of any pre-existing equity interest in the subsidiary.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.4 Business combinations (Continued)

Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination 

are, with limited exceptions, measured initially at their fair values at the acquisition date. The Group 

recognizes any non-controlling interest in the acquired entity on an acquisition-by-acquisition basis either 

at fair value or at the non-controlling interest’s proportionate share of the acquired entity’s net identifiable 

assets.

Acquisition-related costs are expensed as incurred.

The excess of the

(i) consideration transferred;

(ii) amount of any non-controlling interest in the acquired entity; and

(iii) acquisition-date fair value of any previous equity interest in the acquired entity.

Over the fair value of the net identifiable assets acquired is recorded as goodwill. If those amounts 

are less than the fair value of the net identifiable assets of the business acquired, the difference is 

recognized directly in profit or loss as a bargain purchase.

Contingent consideration is classified either as equity or as a financial liability. Amounts classified as a 

financial liability are subsequently remeasured to fair value with changes in fair value recognized in profit 

or loss.

If the business combination is achieved in stages, the acquisition date carrying value of the acquirer’s 

previously held equity interest in the acquiree is remeasured to fair value at the acquisition date. Any 

gains or losses arising from such remeasurement are recognized in profit or loss.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.5 Separate financial statements

Investments in subsidiaries are accounted for at cost less impairment. Cost includes direct attributable 

costs of investment. The results of subsidiaries are accounted for by the Company on the basis of 

dividend received and receivable.

Impairment testing of the investments in subsidiaries is required upon receiving a dividend from these 

investments if the dividend exceeds the total comprehensive income of the subsidiary in the period the 

dividend is declared or if the carrying amount of the investment in the separate financial statements 

exceeds the carrying amount in the consolidated financial statements of the investee’s net assets 

including goodwill.

2.6 Segment reporting

Operating segments are reported in a manner consistent with the internal reporting provided to the chief 

operating decision maker, who are responsible for allocating resources and assessing performance of 

the operating segments and making strategic decisions. The chief operating decision-makers mainly 

include the executive directors.

2.7 Foreign currency translation

(a) Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are measured using 

the currency of the primary economic environment in which the entity operates (the “functional 

currency”). The functional currency of the Company is United States Dollars (“USD”). The 

Company’s primary subsidiaries were incorporated in the PRC and these subsidiaries considered 

RMB as their functional currency. As the major operations of the Group are within the PRC, the 

Group determined to present its consolidated financial statements in RMB (unless otherwise 

stated).



125

C
hi

na
 L

ite
ra

tu
re

 L
im

ite
d 

 •
  A

nn
ua

l R
ep

or
t 2

01
9

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.7 Foreign currency translation (Continued)

(b) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates 

prevailing at the dates of the transactions. Foreign exchange gains and losses resulting from the 

settlement of such transactions and from the translation at year-end exchange rates of monetary 

assets and liabilities denominated in foreign currencies are recognized in the consolidated 

statement of comprehensive income.

Non-monetary items that are measured at fair value in foreign currency are translated using 

the exchange rates at the date when the fair value was determined. Translation differences on 

assets and liabilities carried at fair value are reported as part of the fair value gain or loss. For 

example, translation differences on non-monetary financial assets and liabilities such as equity 

instruments held at fair value through profit or loss are recognized in the consolidated statement 

of comprehensive income as part of the fair value gain or loss and translation differences on 

non-monetary financial assets, such as equity instruments classified at fair value through other 

comprehensive income (FVOCI), are included in other comprehensive income.

(c) Group companies

The results and financial position of all group entities (none of which has the currency of a 

hyperinflationary economy) that have a functional currency different from the presentation currency 

of RMB are translated into the presentation currency as follows:

(i) Assets and liabilities for each statement of financial position presented are translated at the 

closing rate at the date of that statement of financial position;

(ii) Income and expenses for each consolidated statement of comprehensive income are 

translated at average exchange rates (unless this average is not a reasonable approximation 

of the cumulative effect of the rates prevailing on the transaction dates, in which case income 

and expenses are translated at the rate on the dates of the transactions); and

(iii) All resulting currency translation differences are recognized as a separate component of 

other comprehensive income or loss.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.7 Foreign currency translation (Continued)

(c) Group companies (Continued)

On consolidation, exchange differences arising from the translation of the net investment in foreign 

operations, and of borrowings and other financial instruments designated as hedges of such 

investments, are recognized in other comprehensive income or loss.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated as 

assets and liabilities of the foreign entity and translated at the closing rate. Currency translation 

differences arising are recognized in other comprehensive income or loss.

2.8 Property, plant and equipment

All property, plant and equipment are stated at historical costs less accumulated depreciation and 

accumulated impairment charge. Historical cost includes expenditure that is directly attributable to the 

acquisition of the items.

Subsequent costs are included in the asset’s carrying amount or recognized as a separate asset, as 

appropriate, only when it is probable that future economic benefits associated with the item will flow 

to the Group and the cost of the item can be measured reliably. The carrying amount of the replaced 

part is derecognized. All other repairs and maintenance are charged to the consolidated statement of 

comprehensive income during the financial period in which they are incurred.

Depreciation is calculated on the straight-line method to allocate their cost or revalued amounts, net 

of their residual values, over their estimated useful lives or, in the case of leasehold improvements and 

certain leased plant and equipment, the shorter lease term as follows:

Computer equipment 3 to 5 years

Leasehold improvements the shorter of their useful lives and the lease terms

Furniture and fixtures 2 to 5 years

Motor vehicles 4 to 5 years
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.8 Property, plant and equipment (Continued)

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at the end of each 

reporting period.

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s carrying 

amount is greater than its estimated recoverable amount (Note 2.11).

Gains and losses on disposals are determined by comparing proceeds with carrying amount and are 

recognized in “other gains, net” in the consolidated statement of comprehensive income.

Construction in progress represents leasehold improvements and office equipment under construction. 

Construction in progress is stated at cost less accumulated impairment losses, if any. Cost includes 

the costs of construction and acquisition, and capitalized costs attributable to the construction during 

the period of construction. No provision for depreciation is made on construction in progress until such 

time as the relevant assets are completed and ready for intended use. When the assets concerned 

are available for use, the costs are transferred to property, plant and equipment and depreciated in 

accordance with the policy as set out above.

2.9 Intangible assets

(a) Goodwill

Goodwill arises on the acquisition of subsidiaries and represents the excess of the consideration 

transferred over the Group’s interest in net fair value of the net identifiable assets, liabilities 

and contingent liabilities of the acquiree and the fair value of the non-controlling interests in the 

acquiree.

For the purpose of impairment testing, goodwill acquired in a business combination is allocated 

to each of the cash-generating units (“CGUs”), or groups of CGUs, that is expected to benefit 

from the synergies of the combination. Each unit or group of units to which the goodwill is 

allocated represents the lowest level within the entity at which the goodwill is monitored for internal 

management purposes.

Goodwill impairment reviews are undertaken annually or more frequently if events or changes in 

circumstances indicate a potential impairment. The carrying value of goodwill is compared to the 

recoverable amount, which is the higher of value in use and the fair value less costs to sell. Any 

impairment is recognized immediately as an expense and is not subsequently reversed.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.9 Intangible assets (Continued)

(b) Acquired trademarks

Separately acquired trademarks are shown at historical cost. Trademarks acquired in a business 

combination are recognized at fair value at the acquisition date. Trademarks with a finite useful life 

are carried at cost less accumulated amortization. Amortization is calculated using the straight-line 

method to allocate the cost of trademarks and over their estimated useful lives of no more than 20 

years. The useful lives of the trademarks are the periods over which the trademarks are expected 

to be available for use by the Group, and the management of the Group also takes into account of 

past experience when estimating the useful lives.

The trademark that acquired in the acquisition of New Classics Media has indefinite useful life. This 

trademark will not be amortized until their useful lives are determined to be finite. Instead they will 

be tested for impairment annually and whenever there is an indication that it may be impaired.

(c) Copyrights of contents

Copyrights of contents purchased from writers are initially recognized and measured at costs. 

Copyrights of contents acquired in a business combination are recognized initially at fair value 

at the acquisition date. Copyrights of contents are amortized on a straight-line basis over their 

estimated useful economic lives of 3 to 10 years.

(d) Other intangible assets acquired in a business combination

Other intangible assets acquired in a business combination, mainly including writers’ contracts, 

distribution channel relationships, customers relationships and non-compete agreements, are 

recognized initially at fair value at the acquisition date and subsequently carried at the amount 

initially recognized less accumulated amortization and impairment losses, if any. Amortization is 

calculated using the straight-line method to allocate the costs of acquired intangible assets over 

the following estimated useful lives:

Writers’ contracts 5 to 6 years

Distribution channel relationships 2 to 12 years

Customer relationships 5 years

Non-compete agreements 4 years
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.9 Intangible assets (Continued)

(e) Other intangible assets

Other intangible assets mainly include software and domain names. They are initially recognized 

and measured at cost or estimated fair value of intangible assets acquired through business 

combinations. Other intangible assets are amortized over their estimated useful lives (generally 3 to 

10 years) using the straight-line method.

2.10 Television series and film rights

2.10.1 Adaptation rights and scripts

Cost includes all direct costs associated with the purchase of adaptation rights and payments on 

scripts.

2.10.2 Television series and film rights under production

Television series and film rights under production are carried at cost, less any identified impairment 

loss.

Cost includes all direct costs associated with the production of television series and films rights, 

including production costs, costs of services, direct labour costs, facilities and raw materials 

consumed in the creation of television series and films as well as rental of camera, equipment and 

other facilities. For the co-produced television series and films under joint operation agreement, the 

related production costs is recognized in relation to its interests in a joint operation.

Television series and film rights under production are transferred to “television series and film rights 

completed” upon completion of production.

2.10.3 Television series and film rights completed

Television series and film rights completed are stated at cost, less accumulated amortisation and 

identified impairment losses, if any.

These television series and film rights are expensed in accordance with the expected consumption 

pattern by usage through various channels, such as television release, theatrical release or internet 

release, and other licensing arrangements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.10 Television series and film rights (Continued)

2.10.4 Impairment of television series and film rights

Impairment assessment of the television series and film rights is assessed on an annual basis 

or whenever events or changes in circumstances indicate that the carrying amount is below 

the recoverable amount, where relevant, an impairment loss is recognized to reduce the asset 

to its recoverable amount. Such impairment loss is recognized in the consolidated statement 

of comprehensive income. The recoverable amounts of the television series and film rights are 

determined and reviewed on a title-by-title basis and are based on their fair value that include 

unobservable inputs and assumptions derived from the Group.

2.11 Impairment of non-financial assets

Goodwill and intangible assets that have an indefinite useful life are not subject to amortization and 

are tested annually for impairment, or more frequently if events or changes in circumstances indicate 

that they might be impaired. Other assets are tested for impairment whenever events or changes 

in circumstances indicate that the carrying amount may not be recoverable. An impairment loss is 

recognized for the amount by which the asset’s carrying amount exceeds its recoverable amount. The 

recoverable amount is the higher of an asset’s fair value less costs of disposal and value in use. For the 

purposes of assessing impairment, assets are grouped at the lowest levels for which there are separately 

identifiable cash inflows which are largely independent of the cash inflows from other assets or groups 

of assets (CGU). Non-financial assets other than goodwill that suffered an impairment are reviewed for 

possible reversal of the impairment at the end of each reporting period.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.12 Investments and other financial assets

2.12.1 Classification

The Group classifies its financial assets in the following measurement categories:

• those to be measured subsequently at fair value (either through other comprehensive income 

or through profit or loss); and

• those to be measured at amortized cost.

The classification depends on the entity’s business model for managing the financial assets and the 

contractual terms of the cash flows.

For assets measured at fair value, gains and losses will either be recorded in profit or loss or other 

comprehensive income. For investments in equity instruments that are not held for trading, this will 

depend on whether the group has made an irrevocable election at the time of initial recognition to 

account for the equity investment at FVOCI.

The Group reclassifies debt investments when and only when its business model for managing 

those assets changes.

2.12.2 Recognition and derecognition

Regular way purchases and sales of financial assets are recognized on trade-date, the date on 

which the Group commits to purchase or sell the asset. Financial assets are derecognized when 

the rights to receive cash flows from the financial assets have expired or have been transferred and 

the Group has transferred substantially all the risks and rewards of ownership.

2.12.3 Measurement

At initial recognition, the Group measures a financial asset at its fair value plus, in the case of a 

financial asset not at fair value through profit or loss (“FVPL”), transaction costs that are directly 

attributable to the acquisition of the financial asset. Transaction costs of financial assets carried at 

FVPL are expensed in profit or loss.

Financial assets with embedded derivatives are considered in their entirety when determining 

whether their cash flows are solely payment of principal and interest.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.12 Investments and other financial assets (Continued)

2.12.3 Measurement (Continued)

Debt instruments

Subsequent measurement of debt instruments depends on the Group’s business model for 

managing the asset and the cash flow characteristics of the asset. There are three measurement 

categories into which the Group classifies its debt instruments:

• Amortized cost: Assets that are held for collection of contractual cash flows where those 

cash flows represent solely payments of principal and interest are measured at amortized 

cost. Interest income from these financial assets is recognized in finance income using the 

effective interest rate method. Any gain or loss arising on derecognition is recognized directly 

in profit or loss and presented in “other gains, net” together with foreign exchange gains and 

losses. Impairment losses are presented as separate line item in the consolidated statement 

of comprehensive income.

• FVOCI: Assets that are held for collection of contractual cash flows and for selling the 

financial assets, where the assets’ cash flows represent solely payments of principal and 

interest, are measured at FVOCI. Movements in the carrying amount are taken through other 

comprehensive income, except for the recognition of impairment gains or losses, interest 

income and foreign exchange gains and losses which are recognized in profit or loss. When 

the financial asset is derecognized, the cumulative gain or loss previously recognized in other 

comprehensive income is reclassified from equity to profit or loss and recognized in “other 

gains, net”. Interest income from these financial assets is recognized in finance income using 

the effective interest rate method. Foreign exchange gains and losses are presented “other 

gains, net” and impairment expenses are presented as separate line item in the consolidated 

statement of comprehensive income.

• FVPL: Assets that do not meet the criteria for amortized cost or FVOCI are measured at FVPL. 

A gain or loss on a debt investment that is subsequently measured at FVPL is recognized in 

profit or loss and presented net within “other gains, net” in the period in which it arises.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.12 Investments and other financial assets (Continued)

2.12.3 Measurement (Continued)

Equity instruments

The Group subsequently measures all equity investments at fair value. Where the Group’s 

management has elected to present fair value gains and losses on equity investments in other 

comprehensive income, there is no subsequent reclassification of fair value gains and losses 

to profit or loss following the derecognition of the investment. Dividends from such investments 

continue to be recognized in profit or loss as “other gains, net” when the group’s right to receive 

payments is established.

2.12.4 Impairment

Changes in the fair value of financial assets at FVPL are recognized in “other gains, net” in the 

consolidated statement of comprehensive income as applicable. Impairment losses (and reversal 

of impairment losses) on equity investments measured at FVOCI are not reported separately from 

other changes in fair value.

The Group assesses on a forward looking basis the expected credit losses associated with its debt 

instruments carried at amortized cost and FVOCI. The impairment methodology applied depends 

on whether there has been a significant increase in credit risk.

For trade receivables, the Group applies the simplified approach permitted by IFRS 9, which 

requires expected lifetime losses to be recognized from initial recognition of the receivables, see 

Note 25 for further details.

Impairment on deposits and other receivables is measured as either 12-month expected credit 

losses or lifetime expected credit losses, depending on whether there has been a significant 

increase in credit risk since initial recognition. If a significant increase in credit risk of a deposit or 

receivable has occurred since initial recognition, the impairment is measured as lifetime expected 

credit losses.

2.13 Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the consolidated statement of 

financial position where the Group has a legally enforceable right to offset the recognized amounts, and 

there is an intention to settle on a net basis or realize the asset and settle the liability simultaneously.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.14 Inventories

Inventories mainly consist of adaptation rights and scripts, paper and books and side-line merchandise 

for sale. Paper and books are stated at the lower of cost, using the weighted average method, or net 

realisable value. The inventory held with the distributors is on a consignment basis and is carried as 

such until sold or returned. Net realisable value is the estimated selling price in the ordinary course of 

business, less applicable variable selling expenses.

2.15 Trade and notes receivables

Trade and notes receivables are amounts due from customers or agents for services performed or 

inventories sold in the ordinary course of business. If collection of trade and notes receivables is 

expected in one year or less (or in the normal operating cycle of the business if longer), they are 

classified as current assets. Otherwise, they are presented as non-current assets.

Trade and notes receivables are recognized initially at fair value and subsequently measured at 

amortized cost using the effective interest method, less provision for impairment.

2.16 Cash and cash equivalents

Cash and cash equivalents include cash on hand, deposits held at call with banks and other short-term 

highly liquid investments with original maturities of three months or less.

2.17 Share capital

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new shares 

or share options are shown in equity as a deduction, net of tax, from the proceeds.

2.18 Trade payables

Trade payables are obligations to pay for goods or services that have been acquired in the ordinary 

course of business from suppliers. Trade payables are classified as current liabilities if payment is 

due within one year or less (or in the normal operating cycle of the business if longer). If not, they are 

presented as non-current liabilities.

Trade payables are recognized initially at fair value and subsequently measured at amortized cost using 

the effective interest method.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.19 Option liability

Put option is the financial instrument granted by the Group that the counterparty may have the right to 

request the Group to purchase the equity instrument that held by the counterparty for cash or other 

financial assets when certain conditions are met. If the Group does not have the unconditional right to 

avoid delivering cash or another financial assets under the put option, it is reclassified from equity and 

has to recognize a financial liability at the present value of the estimated future cash outflows under 

the put option. Subsequently, if the Group revises its estimates of payments, the Group will adjust the 

carrying amount of the financial liability to reflect actual and revised estimated cash outflows. The Group 

will recalculate the carrying amount by computing the present value of revised estimated future cash 

outflows at the financial instrument’s original effective interest rate and the adjustments will be recognized 

as income or expenses in the consolidated statement of comprehensive income. If the put option expires 

without delivery, the carrying amount of the liability is reclassified to equity. The put option liabilities are 

classified as current liabilities unless the put option can only be exercised 12 months after the end of the 

reporting period.

2.20 Borrowings

Borrowings are initially recognized at fair value, net of transaction costs incurred. Borrowings are 

subsequently measured at amortized cost. Any difference between the proceeds (net of transaction 

costs) and the redemption amount is recognized in profit or loss over the period of the borrowings 

using the effective interest method. Fees paid on the establishment of loan facilities are recognized as 

transaction costs of the loan to the extent that it is probable that some or all of the facility will be drawn 

down. In this case, the fee is deferred until the draw down occurs. To the extent there is no evidence that 

it is probable that some or all of the facility will be drawn down, the fee is capitalized as a prepayment for 

liquidity services and amortized over the period of the facility to which it relates.

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer 

settlement of the liability for at least 12 months after the end of the reporting period.

General and specific borrowing costs that are directly attributable to the acquisition, construction or 

production of a qualifying asset are capitalized during the period of time that is required to complete 

and prepare the asset for its intended use or sale. Qualifying assets are assets that necessarily take a 

substantial period of time to get ready for their intended use or sale. During the year ended December 

31, 2019, no borrowing costs were capitalized by the Group (2018: Nil).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.21 Current and deferred income tax

The income tax expense or credit for the period is the tax payable on the current period’s taxable income 

based on the applicable income tax rate for each jurisdiction adjusted by changes in deferred tax assets 

and liabilities attributable to temporary differences and to unused tax losses.

(a) Current income tax

The current income tax charge is calculated on the basis of the tax laws enacted or substantively 

enacted at the end of the reporting period in the countries where the Company’s subsidiaries and 

associates operate and generate taxable income. Management periodically evaluates positions 

taken in tax returns with respect to situations in which applicable tax regulation is subject to 

interpretation. It establishes provisions where appropriate on the basis of amounts expected to be 

paid to the tax authorities.

(b) Deferred income tax

Deferred income tax is provided in full, using the liability method, on temporary differences arising 

between the tax bases of assets and liabilities and their carrying amounts in the consolidated 

financial statements. However, deferred tax liabilities are not recognized if they arise from the 

initial recognition of goodwill. Deferred income tax is also not accounted for if it arises from initial 

recognition of an asset or liability in a transaction other than a business combination that at the 

time of the transaction affects neither accounting nor taxable profit or loss. Deferred income tax is 

determined using tax rates (and laws) that have been enacted or substantially enacted by the end 

of the reporting period and are expected to apply when the related deferred income tax asset is 

realized or the deferred income tax liability is settled.

Deferred tax assets are recognized only if it is probable that future taxable amounts will be 

available to utilize those temporary differences and losses.

Deferred tax liabilities and assets are not recognized for temporary differences between the 

carrying amount and tax bases of investments in foreign operations where the Company is able to 

control the timing of the reversal of the temporary differences and it is probable that the differences 

will not reverse in the foreseeable future.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.21 Current and deferred income tax (Continued)

(b) Deferred income tax (Continued)

Deferred tax assets and liabilities are offset where there is a legally enforceable right to offset 

current tax assets and liabilities and where the deferred tax balances relate to the same taxation 

authority. Current tax assets and tax liabilities are offset where the entity has a legally enforceable 

right to offset and intends either to settle on a net basis, or to realize the asset and settle the liability 

simultaneously.

Current and deferred tax is recognized in profit or loss, except to the extent that it relates to 

items recognized in other comprehensive income or directly in equity. In this case, the tax is also 

recognized in other comprehensive income or directly in equity, respectively.

Investment allowances and similar tax incentives

Companies within the Group may be entitled to claim special tax deductions for investments in 

qualifying assets or in relation to qualifying expenditure. The Group accounts for such allowances 

as tax credits, which means that the allowance reduces income tax payable and current tax 

expense. A deferred tax asset is recognized for unclaimed tax credits that are carried forward as 

deferred tax assets.

(c) Uncertain tax positions

In determining the amount of current and deferred income tax, the Group takes into account the 

impact of uncertain tax positions and whether additional taxes, interest or penalties may be due. 

This assessment relies on estimates and assumptions and may involve a series of judgments 

about future events. New information may become available that causes the Group to change 

its judgment regarding the adequacy of existing tax liabilities. Such changes to tax liabilities will 

impact tax expense in the period that such a determination is made.

2.22 Employee benefits

(a) Employee leave entitlements

Employee entitlements to annual leave are recognized when they accrue to employees. A provision 

is made for the estimated liability for annual leave as a result of services rendered by employees 

up to the end of the reporting period. Employee entitlements to sick and maternity leave are not 

recognized until the time of leave.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.22 Employee benefits (Continued)

(b) Pension obligations

The Group contributes on a monthly basis to various defined contribution plans organized by the 

relevant governmental authorities. The Group’s liability in respect of these plans is limited to the 

contributions payable in each period. Contributions to these plans are expensed as incurred. 

Assets of the plans are held and managed by government authorities and are separated from those 

of the Group.

(c) Share-based compensation benefits of Tencent

Tencent operates a number of share-based compensation plans (including share option schemes 

and share award schemes), under which Tencent including the Group receives services from 

employees as consideration for equity instruments (including share options and awarded shares) 

of the Group. The fair value of the employee services received in exchange for the grant of equity 

instruments of Tencent is recognized as an expense over the vesting period, which is the period 

over which all of the specified vesting conditions are to be satisfied, and credited to contribution 

from shareholder under equity.

For grant of share options, the total amount to be expensed is determined by reference to the 

fair value of the options granted by using option-pricing models – Black-Scholes valuation model 

(the “BS Model”) and “Enhanced FAS 123” binomial model (the “Binomial Model”), which include 

the impact of market performance conditions (such as the Tencent’s share price) but exclude the 

impact of service condition and non-market performance conditions. For grant of award shares, 

the total amount to be expensed is determined by reference to the market price of the Company’s 

shares at the grant date.

Non-market performance and services conditions are included in assumptions about the number of 

options that are expected to become vested.

At each reporting period end, the Group revise their estimates of the number of options and 

awarded shares that are expected to ultimately vest. They recognize the impact of the revision of 

original estimates, if any, in the consolidated statement of comprehensive income of the Group, 

with a corresponding adjustment made to contribution from shareholder over the remaining vesting 

period.

If the terms of an equity-settled award are modified, at a minimum an expense is recognized as 

if the terms had not been modified. An additional expense is recognized for any modification that 

increases the total fair value of the share-based payment arrangement, or is otherwise beneficial to 

the employee, as measured at the date of modification.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.22 Employee benefits (Continued)

(d) Share-based compensation benefits of the Group

The Group operates an equity-settled, share-based compensation plan, under which the entity 

receives services from employees as consideration for equity instruments of the Group. The fair 

value of the employee services received in exchange for the grant of restricted shares units (“RSUs”) 

is recognized as an expense. The total amount to be expensed is determined by reference to the 

fair value of the RSUs granted:

• including any market performance conditions (for example, an entity’s share price);

• excluding the impact of any service and non-market performance vesting conditions (for 

example, profitability, sales growth targets and remaining as an employee of the entity over a 

specified time period); and

• including the impact of any non-vesting conditions (for example, the requirement for 

employees to serve).

Non-market performance and service conditions are included in assumptions about the number of 

RSUs that are expected to vest. The total expense is recognized over the vesting period, which is 

the period over which all of the specified vesting conditions are to be satisfied.

In addition, in some circumstances employees may provide services in advance of the grant date 

and therefore the grant date fair value is estimated for the purposes of recognising the expense 

during the period between service commencement date and grant date.

Where there is any modification of terms and conditions which increases the fair value of the equity 

instruments granted, the Group includes the incremental fair value granted in the measurement 

of the amount recognized for the services received over the remainder of the vesting period. The 

incremental fair value is the difference between the fair value of the modified equity instrument 

and that of the original equity instrument, both estimated as of the date of the modification. An 

expense based on the incremental fair value is recognized over the period from the modification 

date to the date when the modified equity instruments vest in addition to any amount in respect of 

the original instrument, which should continue to be recognized over the remainder of the original 

vesting period. Furthermore, if the entity modifies the terms or conditions of the equity instruments 

granted in a manner that reduces the total fair value of the share-based payment arrangement, or 

is not otherwise beneficial to the employee, the entity shall nevertheless continue to account for the 

services received as consideration for the equity instruments granted as if that modification had not 

occurred (other than a cancellation of some or all the equity instruments granted).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.22 Employee benefits (Continued)

(d) Share-based compensation benefits of the Group (Continued)

At the end of each reporting period, the Group revises its estimates of the number of RSUs that are 

expected to vest based on the non-marketing performance and service conditions. It recognizes 

the impact of the revision to original estimates, if any, in profit or loss, with a corresponding 

adjustment to equity.

2.23 Provisions

Provisions are recognized when the Group has a present legal or constructive obligation as a result of 

past events; it is probable that an outflow of resources will be required to settle the obligation; and the 

amount has been reliably estimated. Provisions are not recognized for further operating losses.

Where there are a number of similar obligations, the likelihood that an outflow will be required in 

settlement is determined by considering the class of obligations as a whole. A provision is recognized 

even if the likelihood of an outflow with respect to any one item included in the same class of obligations 

may be small.

Provisions are measured at the present value of the expenditures expected to be required to settle the 

obligation using a pre-tax rate that reflects current market assessments of the time value of money and 

the risks specific to the obligation. The increase in the provision due to passage of time is recognized as 

interest expense.

2.24 Revenue recognition

Revenue is recognized when or as the control of the goods or services is transferred to a customer. 

Depending on the terms of the contract and the laws that apply to the contract, control of the goods 

and services may be transferred over time or at a point in time. Control of the goods and services is 

transferred over time if the Group’s performance:

• provides all of the benefits received and consumed simultaneously by the customer;

• creates and enhances an asset that the customer controls as the Group performs; or

• does not create an asset with an alternative use to the Group and the Group has an enforceable 

right to payment for performance completed to date.



141

C
hi

na
 L

ite
ra

tu
re

 L
im

ite
d 

 •
  A

nn
ua

l R
ep

or
t 2

01
9

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.24 Revenue recognition (Continued)

If control of the goods and services transfers over time, revenue is recognized over the period of the 

contract by reference to the progress towards complete satisfaction of that performance obligation. 

Otherwise, revenue is recognized at a point in time when the customer obtains control of the goods and 

services.

Contracts with customers may include multiple performance obligations. For such arrangements, the 

Group allocates revenue to each performance obligation based on its relative standalone selling price. 

The Group generally determines standalone selling prices based on the prices charged to customers. If 

the standalone selling price is not directly observable, it is estimated using expected cost plus a margin 

or adjusted market assessment approach, depending on the availability of observable information. 

Assumptions and estimations have been made in estimating the relative selling price of each distinct 

performance obligation, and changes in judgements on these assumptions and estimates may impact 

the revenue recognition.

When either party to a contract has performed, the Group presents the contract in the statement of 

financial position as a contract asset or a contract liability, depending on the relationship between the 

entity’s performance and the customer’s payment.

A contract asset is the Group’s right to consideration in exchange for goods and services that the Group 

has transferred to a customer. A receivable is recorded when the Group has an unconditional right to 

consideration. A right to consideration is unconditional if only the passage of time is required before 

payment of that consideration is due.

If a customer pays consideration or the Group has a right to an amount of consideration that is 

unconditional, before the Group transfers a good or service to the customer, the Group presents the 

contract liability when the payment is made or a receivable is recorded (whichever is earlier). A contract 

liability is the Group’s obligation to transfer goods or services to a customer for which the Group has 

received consideration (or an amount of consideration is due) from the customer.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.24 Revenue recognition (Continued)

2.24.1 The accounting policy for the Group’s principal revenue sources

(a) Online paid reading

The Group generates revenue from the sale of online premium literature content to the users 

primarily through its products, its self-operated channels on Tencent products and third-party 

platforms.

With respect to the online paid reading revenue that derived from the Group’s products and 

self-operated channels, the Group is determined to be the primary obligor and accordingly, 

the Group records revenue on a gross basis, and the platform distribution charges by 

Tencent are recorded as cost of revenues. The users generally purchase the content by 

chapter or by book and cannot cancel the purchase once made. The users can pay for their 

purchases either through the online payment channels, tokens issued by related parties or 

through credits directly deposited into their respective accounts which they can make directly 

on the Group’s self-owned platforms or related parties’ platforms that including the channels 

operated by the Group. The purchased content usually has no expiry period unless otherwise 

stated. The revenue from purchase of online content are recognized at the time of purchase 

by the users as the Group does not have further obligation after providing the content to the 

user upon purchase and all other criteria for revenue recognition is met.

With respect to the online paid reading revenue that derived from third-party platforms, the 

Group evaluated and determined it is not the primary obligor in the service rendered to the 

end users and accordingly, the Group records its revenue based on the portion of the sharing 

of revenues that derived from the platforms.



143

C
hi

na
 L

ite
ra

tu
re

 L
im

ite
d 

 •
  A

nn
ua

l R
ep

or
t 2

01
9

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.24 Revenue recognition (Continued)

2.24.1 The accounting policy for the Group’s principal revenue sources (Continued)

(b) Intellectual property operations

Intellectual property operations revenues consist primarily of license of television series and 

film rights and film distribution in movie theatres (collectively referred to as “revenue from the 

licensing and distribution of film and television properties”), copyrights licensing and in-house 

online games operations.

– License of television series and film rights

The Group generates revenue from license of television series and film rights to TV 

stations and online platforms. Revenue from license of television series and film rights is 

recognized when or as the control of the asset is transferred to the customer. Control of 

the asset is transferred to the customers, which is the TV stations and online platforms, 

when an agreement has been signed with a customer, and broadcast license and 

master tapes and materials have been delivered in accordance with the terms of the 

contracts, and the customers can obtain substantially all of the remaining benefits from 

the asset. Revenue is recognized at a point in time when the customer obtains control of 

the asset.

In determining the transaction price, an amount of consideration can vary because 

of refunds, if the consideration is variable, the Group estimates the amount of 

consideration to which it will be entitled in exchange for such licenses. The estimated 

amount of variable consideration will be included in the transaction price only to the 

extent that it is highly probable that a significant reversal in the amount of cumulative 

revenue recognized will not occur when the uncertainty associated with the variable 

consideration is subsequently resolved.

At the end of each reporting period, the Group updates the estimated transaction price 

(including updating its assessment of whether an estimate of variable consideration is 

constrained) to represent faithfully the circumstances present at the end of the reporting 

period and the changes in circumstances during the reporting period.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.24 Revenue recognition (Continued)

2.24.1 The accounting policy for the Group’s principal revenue sources (Continued)

(b) Intellectual property operations (Continued)

– Film distribution in movie theatres

The Group generates revenue from film distribution in the movie theatres. Revenue from 

film distribution represents the Group’s share of box office sales from films exhibited in 

movie theatres, after the payment of taxes and other charges by movie theatres and 

associates of movie theatres. Control of the asset is transferred to the customer, which 

is the associates of movie theatres, when (i) an agreement has been signed with a 

customer; (ii) master tapes and materials have been delivered in accordance with the 

terms of the contracts; and (iii) it is probable that the Group will collect the consideration 

to which it will be entitled in exchange for the goods or services that will be transferred 

to the customer.

However, films is an intellectual property exhibited in movie theatres over a period 

of time, therefore revenue from distribution is a usage-based royalty. The Group 

recognizes revenue generated from a usage-based royalty only when (or as) the later of 

the following events occurs:

(i) the usage occurs; and

(ii) the performance obligation to which some or all of the usage-based royalty has 

been satisfied.

For film distribution in movie theatres for which the control of the asset is transferred 

at a point in time to the customer, since the usage occurs later than the performance 

obligation is satisfied, revenue is recognized over the period when the films are 

exhibited in movie theatres.

Payments made by the Group to the audiences through online ticket platform for ticket 

discount are assessed and accounted for the same as those paid directly to the Group’s 

customer, which are recorded as net of revenue.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.24 Revenue recognition (Continued)

2.24.1 The accounting policy for the Group’s principal revenue sources (Continued)

(b) Intellectual property operations (Continued)

– Copyrights licensing

The Group generates revenues from sub-licensing copyrights of literary works obtained 

from writers to online game companies, television producers, movie studios, and 

traditional offline book publishers for agreed periods. The revenue from sub-licensing 

agreements is recognized when all the following criteria are met: persuasive evidence 

of an arrangement exists; the content has been delivered or is available for immediate 

and unconditional delivery and the Group has no further obligations; the price to the 

customer is fixed or determinable; and collectability is probable. Depending on the 

terms of the respective agreements, revenue is recognized either upfront upon the 

beginning of the sub-licensing agreement to the extent of the fixed and non-refundable 

amount received upfront with no future obligations or over the period of the sub-licensing 

agreement under which the Group need to provide continuous services. Any amount of 

revenue which is contingent upon future events (for example future revenue generated 

by using the copyright) is recognized when the contingency is resolved.

– In-house online games operations

The Group provides game operation services through its own web-based platforms and 

third party web-based platforms. The Group’s games are free-to-play and players can 

pay for virtual items to enhance the in-game experience. Upon the sale of virtual items, 

the Group typically has an implied obligation to provide the service which enables the 

virtual items to be displayed and used in the respective games. As such, the proceeds 

from the sales of virtual items are initially recorded in deferred revenue and are 

recognized as revenue subsequently only when the services have been rendered. The 

Group concluded the Group takes the primary responsibilities in rendering services and 

accordingly, the Group records revenue on a gross basis and platform distribution costs 

are recorded as costs of revenue.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.24 Revenue recognition (Continued)

2.24.1 The accounting policy for the Group’s principal revenue sources (Continued)

(c) Other revenues

The Group’s other revenues are primarily derived from sales of physical books and game 

publishing. The Group recognizes revenue when the effective control of the physical books 

are transferred, or when the respective services are rendered to the customers.

2.24.2 Principal versus agent considerations

In accordance with the principal versus agent considerations prescribed by IFRS 15, the Group 

determines whether it acts as the principal or agent in each of its revenue streams. The principal is 

the entity that has promised to provide goods or services to its customers. An agent arranges for 

goods or services to be provided by the principal to its end customer. An agent normally receives 

a commission or fee for these activities.

The Group evaluates whether it is appropriate to record the gross amount of sales and related 

costs or the net amount earned as revenues. Generally, when the Group is primarily obligated in a 

transaction and has latitude in establishing prices and selecting suppliers, or has several but not 

all of these indicators, revenue is recorded at the gross sale amount. The Group generally records 

the net amounts as revenues earned if it is not primarily obligated and does not have latitude in 

establishing prices. Such amounts earned are determined using fixed fees, a percentage of seller 

revenues, or some combination thereof.

2.24.3 Incentives

For the online paid reading users loyalty programme (“VIP customers programme”) operated by the 

Group on its self-owned platform products, the loyalty programme revenue is allocated between the 

fair value of the VIP customers programme and that of other components of the sale. The amount 

allocated to the VIP customers programme is deferred, and is recognized as revenue when the 

Group has fulfilled its obligations to supply the discounted reading service under the terms of the 

VIP customers programme. Contract liabilities are recognized until the incentives are redeemed.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.25 Interest income

Interest income is recognized on a time proportion basis, taking into account of the principal outstanding 

and the effective interest rate over the period to maturity, when it is determined that such income will 

accrue to the Group.

2.26 Government grants/subsidies

Grants/subsidies from government are recognized at their fair value where there is a reasonable 

assurance that the grants/subsidies will be received and the Group will comply with all attached 

conditions.

Under these circumstances, the grants/subsidies are recognized as income or matched with the 

associated costs which the grants/subsidies are intended to compensate.

2.27 Leases

As explained in Note 2.2 above, the Group has changed its accounting policy for leases where the 

Group is the lessee. The new policy is described below and the impact of the change in Note 2.2.

Leases in which a significant portion of the risks and rewards of ownership are not transferred to the 

Group as lessee are classified as operating leases (Note 16). Payments made under operating leases (net 

of any incentives received from the lessor) were charged to profit or loss on a straight-line basis over the 

period of the lease.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.27 Leases (Continued)

From January 1, 2019, leases are recognized as a right-of-use asset and a corresponding liability at the 

date at which the leased asset is available for use by the Group.

Assets and liabilities arising from a lease are initially measured on a present value basis. Lease liabilities 

include the net present value of the following lease payments:

• fixed payments (including in-substance fixed payments), less any lease incentives receivable;

• amounts expected to be payable by the group under residual value guarantees;

• the exercise price of a purchase option if the group is reasonably certain to exercise that option; 

and

• payments of penalties for terminating the lease, if the lease term reflects the group exercising that 

option.

Lease payments to be made under reasonably certain extension options are also included in the 

measurement of the liability.

The lease payments are discounted using the interest rate implicit in the lease. If that rate cannot 

be readily determined, which is generally the case for leases in the group, the lessee’s incremental 

borrowing rate is used, being the rate that the individual lessee would have to pay to borrow the funds 

necessary to obtain an asset of similar value to the right-of-use asset in a similar economic environment 

with similar terms, security and conditions.

To determine the incremental borrowing rate, the Group:

• where possible, uses recent third-party financing received by the individual lessee as a starting 

point, adjusted to reflect changes in financing conditions since third party financing was received;

• uses a build-up approach that starts with a risk-free interest rate adjusted for credit risk for leases 

held by the Group, which does not have recent third party financing; and

• makes adjustments specific to the lease, eg term, country, currency and security.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.27 Leases (Continued)

Lease payments are allocated between principal and finance cost. The finance cost is charged to profit 

or loss over the lease period so as to produce a constant periodic rate of interest on the remaining 

balance of the liability for each period.

Right-of-use assets are measured at cost comprising the following:

• the amount of the initial measurement of lease liability;

• any lease payments made at or before the commencement date less any lease incentives received;

• any initial direct costs; and

• restoration costs.

Right-of-use assets are generally depreciated over the shorter of the asset’s useful life and the lease 

term on a straight-line basis. If the Group is reasonably certain to exercise a purchase option, the 

right-of-use asset is depreciated over the underlying asset’s useful life. While the Group revalues its land 

and buildings that are presented within property, plant and equipment, it has chosen not to do so for the 

right-of-use buildings held by the Group.

Payments associated with short-term leases of equipment and vehicles and all leases of low-value assets 

are recognized on a straight-line basis as an expense in profit or loss. Short-term leases are leases with 

a lease term of 12 months or less. Low-value assets are small items of furnitures.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2.28 Research and development expenses

Research expenditure is recognized as an expense as incurred.

Costs incurred on development projects (relating to the design and testing of new or improved products) 

are capitalized as intangible assets when recognition criteria are fulfilled and tests for impairment are 

performed annually. Other development expenditures that do not meet those criteria are recognized as 

expenses as incurred. Development costs previously recognized as expenses are not recognized as 

assets in subsequent periods. Capitalized development costs are amortized from the point at which the 

assets are ready for use on a straight-line basis over their estimated useful lives.

2.29 Dividends distribution

Dividends distribution to the Company’s shareholders is recognized as a liability in the Group’s and the 

Company’s financial information in the period in which the dividends are approved by the Company’s 

shareholders or directors, where appropriate.

3 FINANCIAL RISK MANAGEMENT

3.1 Financial risk factors

The Group’s activities expose it to a variety of financial risks: market risk (including foreign exchange 

risk, cash flow and fair value interest rate risk), price risk, credit risk and liquidity risk. The Group’s overall 

risk management programme focuses on the unpredictability of financial markets and seeks to minimize 

potential adverse effects on the Group’s financial performance. Risk management is carried out by the 

senior management of the Group.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

3 FINANCIAL RISK MANAGEMENT (CONTINUED)

3.1 Financial risk factors (Continued)

(a) Market risk

(i) Foreign exchange risk

The Group operates internationally and is exposed to foreign exchange risk arising from 

various currency exposures, primarily with respect to RMB, Hong Kong Dollars (“HKD”), 

USD and Singapore Dollars (“SGD”). Foreign exchange risk arises when future commercial 

transactions or recognized assets and liabilities are denominated in a currency that is not 

the respective functional currency of the Group’s entities. The functional currency of the 

Company and majority of its overseas subsidiaries is USD whereas the functional currency of 

the subsidiaries which operate in the PRC is RMB.

The Group manages its foreign exchange risk by performing regular reviews of the Group’s 

net foreign exchange exposures and tries to minimize these exposures through natural 

hedges, wherever possible, and may enter into forward foreign exchange contracts, when 

necessary.

As of December 31, 2019, the Group’s major monetary assets and liabilities that exposed to 

foreign exchange risk are listed below:

USD RMB HKD SGD

RMB’000 RMB’000 RMB’000 RMB’000

As of December 31, 2019

Monetary assets, current 73,782 610,162 245,155 1,022

Monetary liabilities, current 25,011 815 10,908 234

As of December 31, 2018

Monetary assets, current 66,680 1,277,564 58,117 –

Monetary liabilities, current 14,248 2,329 515 –

The aggregate net foreign exchange loss was recognized in consolidated statement of 

comprehensive income and included in “finance costs”.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

3 FINANCIAL RISK MANAGEMENT (CONTINUED)

3.1 Financial risk factors (Continued)

(a) Market risk (Continued)

(i) Foreign exchange risk (Continued)

As the HKD is pegged to USD, the Group considers the risk of movements in exchange rates 

between HKD and the USD to be insignificant.

For the PRC subsidiaries whose functional currencies are RMB, if USD had strengthened/

weakened by 10% against RMB with all other variables held constant, the post-tax profit for 

the year ended December 31, 2019 would have been approximately RMB141,000 higher/

lower (2018: RMB4,282,000), mainly as a result of net foreign exchange gains/losses on 

translation of net monetary assets denominated in USD. For group companies outside of 

the PRC whose functional currencies are USD, if RMB had strengthened/weakened by 10% 

against USD with all other variables held constant, the post-tax profit for the year ended 

December 31, 2019 would have been approximately RMB89,208,000 higher/lower (2018: 

RMB115,156,000) mainly as a result of net foreign exchange gains/losses on translation of net 

monetary assets denominated in RMB.

(ii) Cash flow and fair value interest rate risk

The Group’s income and operating cash flows are substantially independent of changes in 

market interest rates and the Group has no significant interest-bearing assets except for cash 

and cash equivalents and term deposits, details of which have been disclosed in Note 26.

The Group’s exposure to changes in interest rates is also attributable to its borrowings, details 

of which have been disclosed in Note 27. Borrowings carried at floating rates expose the 

Group to cash flow interest-rate risk whereas those carried at fixed rates expose the Group to 

fair value interest-rate risk.

As of December 31, 2019, if the interest rates had been 50 basis point higher/lower and all 

other variables were held constant, the Group’s post-tax profit for the year ended December 

31, 2019 would have been approximately nil lower/higher (2018: RMB130,000), mainly 

attributable to the Group’s exposure to interest rates on its variable rate non-current bank 

borrowings.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

3 FINANCIAL RISK MANAGEMENT (CONTINUED)

3.1 Financial risk factors (Continued)

(a) Market risk (Continued)

(iii) Price risk

The Group is exposed to price risk in respect of the long-term equity investments measured 

at fair value through profit or loss held by the Group. The Group is not exposed to commodity 

price risk. To manage its price risk arising from the investments, the Group diversifies its 

portfolio. Each investments managed by senior management on a case by case basis.

(b) Credit risk

The Group is exposed to credit risk primarily in relation to its cash and deposits (including 

term deposits) placed with banks and financial institutions, trade receivables, as well as other 

receivables. The carrying amounts of each class of the above financial assets represent the 

Group’s maximum exposure to credit risk in relation to financial assets.

(i) Credit risk of cash and deposits

Credit risk is managed on a Group basis. To manage this risk, the Group only makes 

transactions with state-owned banks and financial institutions in the PRC and reputable 

international banks and financial institutions outside of the PRC. There has been no recent 

history of default in relation to these banks and financial institutions. The expected credit 

losses are immaterial.

(ii) Credit risk of trade receivables

To manage this risk, the Group has policies in place to ensure that revenues of on credit 

terms are made to counterparties with an appropriate credit history and the management 

performs ongoing credit evaluations of its counterparties.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

3 FINANCIAL RISK MANAGEMENT (CONTINUED)

3.1 Financial risk factors (Continued)

(b) Credit risk (Continued)

(ii) Credit risk of trade receivables (Continued)

For the Group’s online paid reading business, trade receivables at the end of each reporting 

period were mainly due from certain content distribution partners (including Tencent’s 

platforms) in Mainland China. If the strategic relationship with content distribution partners 

is terminated or scaled back; or if content distribution partners alter the co-operative 

arrangements; or if they experience financial difficulties in paying the Group, the Group’s 

corresponding trade receivables might be adversely affected in terms of recoverability. To 

manage this risk, the Group maintains frequent communications with content distribution 

partners to ensure effective credit control. In view of the history of cooperation with content 

distribution partners and the sound collection history of receivables due from them, the 

directors of the Company believe that the expected credit loss inherent in the Group’s 

outstanding trade receivable balances due from content distribution partners (except for the 

impaired receivables) is low.

For trade receivables of the physical books business, which are mainly from agencies, the 

credit quality of each agent is assessed, which takes into account its financial position, 

past experience and other factors. Based on historical experience, majority of the trade 

receivables of the physical books business were settled within credit term, hence the 

expected credit loss is close to zero.

For trade receivables due from TV stations, online platforms and film distributors, if the 

strategic relationship with TV stations, online platforms and film distributors, as well as due 

from related parties, is terminated or scaled-back; or if TV stations, online platforms and film 

distributors alter the co-operative arrangements; or if they experience financial difficulties in 

paying the Group, the Group’s corresponding trade receivables might be adversely affected 

in terms of recoverability. To manage this risk, the Group maintains frequent communications 

with TV stations, online platforms and film distributors to ensure effective credit control. In 

view of the history of cooperation major TV stations, online platforms and film distributors 

and the sound collection history of receivables due from them, the directors of the Company 

believe that the expected credit loss inherent in the Group’s outstanding trade receivable 

balances due from TV stations, online platforms and film distributors (except for the impaired 

receivables) is low.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

3 FINANCIAL RISK MANAGEMENT (CONTINUED)

3.1 Financial risk factors (Continued)

(b) Credit risk (Continued)

(ii) Credit risk of trade receivables (Continued)

The Group considers the probability of default upon initial recognition of asset and whether 

there has been a significant increase in credit risk on an ongoing basis throughout each of 

the years. To assess whether there is a significant increase in credit risk, the Group compares 

the risk of a default occurring on the asset as of the year end with the risk of default as of the 

date of initial recognition. It considers available reasonable and supportive forwarding-looking 

information. Especially the following indicators are incorporated:

• internal credit rating;

• external credit rating (as far as available);

• actual or expected significant adverse changes in business, financial or economic 

conditions that are expected to cause a significant change to the customer’s ability to 

meet its obligations; and

• actual or expected significant changes in the operating results of customers.

The Group applies the simplified approach to provide for expected credit losses prescribed 

by IFRS 9, which permits the use of the lifetime expected loss provision for all trade 

receivables.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

3 FINANCIAL RISK MANAGEMENT (CONTINUED)

3.1 Financial risk factors (Continued)

(b) Credit risk (Continued)

(ii) Credit risk of trade receivables (Continued)

Movements on the Group’s allowance for impairment of trade receivables are as follows:

As of December 31,

2019 2018

RMB’000 RMB’000

At the beginning of the year 19,072 20,484

Provision for doubtful receivables 55,685 15,550

Receivables written off during the year as uncollectable (98) (505)

Collection of amounts previously in dispute (8,427) (16,457)

At the end of the year 66,232 19,072
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

3 FINANCIAL RISK MANAGEMENT (CONTINUED)

3.1 Financial risk factors (Continued)

(b) Credit risk (Continued)

(iii) Credit risk of other receivables

Other receivables at the end of each of the years are mainly comprised of rental deposits, 

staff advances and other receivables. The Group considers the probability of default upon 

initial recognition of asset and whether there has been significant increase in credit risk on an 

ongoing basis throughout each of the years. To assess whether there is a significant increase 

in credit risk the Group compares risk of a default occurring on the assets as of the reporting 

date with the risk of default as of the date of initial recognition. Especially the following 

indicators are incorporated:

• actual or expected significant adverse changes in business, financial or economic 

conditions that are expected to cause a significant change to the borrower’s ability to 

meet its obligations;

• actual or expected significant changes in the operating results of the borrower; and

• significant changes in the expected performance and behavior of the borrower, 

including changes in the payment status of borrower.

Management considers other receivables to be low credit risk when they have a low risk of 

default and the debtor has a strong capacity to meet its contractual cash flow obligations 

in the near term, and the loss allowance recognized is therefore limited to 12 months 

expected losses. In view of insignificant risk of default and credit risk since initial recognition, 

management believes that the expected credit loss under the 12 months expected losses 

method is immaterial.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

3 FINANCIAL RISK MANAGEMENT (CONTINUED)

3.1 Financial risk factors (Continued)

(c) Liquidity risk

The Group aims to maintain sufficient cash and cash equivalents. Due to the dynamic nature of the 

underlying businesses, the Group maintains flexibility in funding by maintaining adequate cash and 

cash equivalents.

The table below analyses the Group’s financial liabilities into relevant maturity grouping based 

on the remaining period at the end of each reporting period to the contractual maturity date. The 

amounts disclosed in the table are the contractual undiscounted cash flows.

Less than 

1 year

Between 

1 and 

2 year

Between 

2 and 

5 year

Over 

5 years Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

As of December 31, 2019

Trade payables 1,020,676 – – – 1,020,676

Other payables and accruals 

 (excluding staff costs and 

 welfare accruals, special 

 funds payable and other 

 tax payable) 1,211,449 – – – 1,211,449

Borrowings 1,303,072 – – – 1,303,072

Financial liabilities at fair value 

 through profit or loss (Note 19) 1,021,006 354,180 – – 1,375,186

Lease liabilities (Note 16) 62,330 27,186 18,269 391 108,176

Total: 4,618,533 381,366 18,269 391 5,018,559

As of December 31, 2018

Trade payables 1,131,067 – – – 1,131,067

Other payables and accruals 

 (excluding staff costs and 

 welfare accruals, special 

 funds payable and other 

 tax payable) 1,777,281 5,079 – – 1,782,360

Borrowings 1,385,445 380,000 – – 1,765,445

Financial liabilities at fair value 

 through profit or loss (Note 19) 1,190,954 942,176 450,863 – 2,583,993

Total: 5,484,747 1,327,255 450,863 – 7,262,865
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

3 FINANCIAL RISK MANAGEMENT (CONTINUED)

3.2 Capital risk management

The Group’s objectives on managing capital are to safeguard the Group’s ability to continue as a going 

concern and support the sustainable growth of the Group in order to provide returns for shareholders 

and benefits for other stakeholders and to maintain an optimal capital structure to enhance equity 

holders’ value in the long term.

In order to maintain or adjust the capital structure, the Group may adjust the amount of dividends paid to 

shareholders, issue new shares or sell assets to reduce debt.

The Group monitors capital on basis of the gearing ratio. This ratio is calculated as net debt divided by 

total capital. Net debt calculated as total borrowings less cash and cash equivalents, term deposits and 

restricted bank deposits. Total capital is calculated as “equity” as shown in the consolidated statement of 

financial position plus net debts. As of December 31, 2019, the Group has a net cash position.

3.3 Fair value estimation

The table below analyses the Group’s financial instruments carried at fair value as of December 31, 

2019 and 2018 by level of the inputs to valuation techniques used to measure fair value. Such inputs are 

categorized into three levels within a fair value hierarchy as follows:

• Quoted prices (unadjusted) in active markets for identical assets or liabilities (level 1);

• Inputs other than quoted prices included within level 1 that are observable for the asset or liability, 

either directly (that is, as prices) or indirectly (that is, derived from prices) (level 2); and

• Inputs for the asset or liability that are not based on observable market data (that is, unobservable 

inputs) (level 3).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

3 FINANCIAL RISK MANAGEMENT (CONTINUED)

3.3 Fair value estimation (Continued)

The following table presents the Group’s assets and liabilities that are measured at fair value as of 

December 31, 2019:

Level 1 Level 2 Level 3 Total

RMB’000 RMB’000 RMB’000 RMB’000

As of December 31, 2019

Assets

FVPL 15,343 – 441,842 457,185

Liabilities

Consideration payable related to 

 the acquisition of Cloudary 

 Corporation’s non-controlling interests – – 500 500

Contingent consideration payable 

 related to the acquisition of 100% 

 equity interest of New Classics Media 

 (current and non-current portion) – – 1,656,113 1,656,113

The following table presents the Group’s assets and liabilities that are measured at fair value as of 

December 31, 2018:

Level 1 Level 2 Level 3 Total

RMB’000 RMB’000 RMB’000 RMB’000

As of December 31, 2018

Assets

FVPL – 26,804 444,137 470,941

Liabilities

Consideration payable related to 

 the acquisition of Cloudary 

 Corporation’s non-controlling interests – – 500 500

Contingent consideration payable 

 related to the acquisition of 100% 

 equity interest of New Classics Media 

 (current and non-current portion) – – 3,144,619 3,144,619
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

3 FINANCIAL RISK MANAGEMENT (CONTINUED)

3.3 Fair value estimation (Continued)

The fair value of financial instruments traded in active markets is determined based on quoted market 

prices at each of the reporting dates. A market is regarded as active if quoted prices are readily and 

regularly available from an exchange, dealer, broker, industry group, pricing service, or regulatory 

agency, and those prices represent actual and regularly occurring market transactions on an arm’s 

length basis. The quoted market price used for financial assets held by the Group is the current bid 

price. These instruments are included in level 1.

The fair value of financial instruments that are not traded in an active market is determined by using 

valuation techniques. These valuation techniques maximize the use of observable market data where it is 

available and rely as little as possible on entity specific estimates. If all significant inputs required to fair 

value an instrument are observable, the instrument is included in level 2.

If one or more of the significant inputs are not based on observable market data, the instrument is 

included in level 3.

Specific valuation techniques used to value financial instruments include:

• Dealer quotes for similar instruments;

• The fair value of forward foreign exchange contracts is determined using forward exchange rates 

at the end of the reporting period, with the resulting value discounted back to present value; and

• Other techniques, such as discounted cash flow analysis, are used to determine fair value for 

financial instruments.

There were no changes in valuation techniques during the years ended December 31, 2019 and 2018.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

3 FINANCIAL RISK MANAGEMENT (CONTINUED)

3.3 Fair value estimation (Continued)

The changes in level 3 instruments for the years ended December 31, 2019 and 2018 are presented in 

the following table:

Financial assets Financial liabilities

2019 2018 2019 2018

RMB’000 RMB’000 RMB’000 RMB’000

Opening balance 444,137 267,000 3,145,119 500

Additions 44,192 71,589 – 3,301,627

Changes in fair value (23,138) 105,600 (273,003) (108,938)

Settlement of contingent consideration 

 payable – – (1,192,777) –

Conversion of an associate’s preferred 

 shares to ordinary shares (23,000) – – –

Currency translation differences (349) (52) (22,726) (48,070)

Closing balance 441,842 444,137 1,656,613 3,145,119

Include unrealized (losses)/gains 

 recognized in profit or loss attributable 

 to balances held at the end of the 

 reporting period (23,138) 105,600 273,003 108,938
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

3 FINANCIAL RISK MANAGEMENT (CONTINUED)

3.3 Fair value estimation (Continued)

Valuation inputs and relationships to fair value

The Group has engaged independent external valuers for performing the fair value valuation of 

investments in redeemable shares of associates and contingent consideration payables as of December 

31, 2019.

The following table summarises the quantitative information about the significant unobservable inputs 

used in recurring level 3 fair value measurements.

Description

Fair value

As of December 31,

Significant 

Unobservable 

inputs

Range of inputs

As of December 31,

Relationship of unobservable 

inputs to fair value

2019 2018 2019 2018

RMB’000 RMB’000 RMB’000 RMB’000

Asset

Investments in redeemable shares 

 of associates

398,000 372,600 IPO probability 40%-45% 40% The higher the IPO 

 probability, the 

 higher the fair value.

Liabilities

Consideration payable related to the 

 acquisition of Cloudary 

 Corporation’s non-controlling interests

500 500 Note a

Contingent consideration payable 

 related to the acquisition of 100% 

 equity interest of New Classics Media

1,656,113 3,144,619 Note b Growth rate: 

35% 

Expected 

volatility: 25%

Growth rate: 

50%

Expected 

volatility: 15%

The higher the growth rate, the 

 higher the fair value. 

The higher the expected volatility, 

 the lower the fair value.

Notes

(a) The significant unobservable input of consideration payable related to the acquisition of Cloudary Corporation’s non-controlling 
interests is the estimated financial performances of the underlying acquired non-controlling interest. The Group determined the 
fair value of these considerations payable based on the estimated financial performance and the predetermined formula that 
set out in the respective share purchase agreement.

(b) The significant unobservable inputs of contingent consideration payable related to the acquisition of 100% equity interest of 
New Classics Media include the growth rate and volatility of net profit of New Classics Media used for reflecting the associated 
risk of the payment to arrive the present value of consideration.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

3 FINANCIAL RISK MANAGEMENT (CONTINUED)

3.3 Fair value estimation (Continued)

Sensitivity analysis

For the fair value of the Group’s level 3 instruments, namely the investment in redeemable shares of 

associates and derivative financial assets, reasonably possible changes at December 31, 2019 and 2018 

to one of the significant unobservable inputs, holding other inputs constant, would have the following 

effects.

As of December 31,

2019 2018

Changes in fair value (in RMB’000)

Increase Decrease Increase Decrease

Investments in redeemable 

 shares of associates

 – IPO probability (5% movement) 8,800 (3,300) 26,900 (28,900)

Contingent consideration payable 

 related to the acquisition of 100% 

 equity interest of 

 New Classics Media

 – Growth rate (5% movement) 64,981 (66,125) 149,884 (171,215)

 – Expected volatility (5% movement) (33,714) 25,320 (90,052) 92,269

The Group determines the fair value of the Group’s financial instrument carried at fair value in level 2 and 

level 3 at each of the reporting dates.

The carrying amounts of the Group’s other financial assets including cash and cash equivalents, 

current term deposit, restricted bank deposits, trade and notes receivables, other receivables, and the 

Group’s financial liabilities, including trade payables, other payables and accruals approximate to their 

fair values due to their short maturities. The carrying amounts of the Group’s short-term and long-term 

borrowings approximate to their fair value as the interest rates they bear reflect the current market yield 

for comparable borrowings.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

4 CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

Estimates and judgments are continually evaluated and are based on historical experience and other factors, 

including expectations of future events that are believed to be reasonable under the circumstances.

Management of the Group makes estimates and assumptions concerning the future. The resulting accounting 

estimates will, by definition, seldom equal the related actual results. The estimates and assumptions that have 

significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next 

financial year are addressed below:

(a) Recoverability of non-financial assets

The Group tests annually whether goodwill has suffered any impairment. Other non-financial assets 

are reviewed for impairment whenever events or changes in circumstances indicate that the carrying 

amount may not be recoverable. The recoverable amounts have been determined based on value-in-use 

calculations or fair value less costs to sell. These calculations require the use of judgments and 

estimates.

Judgement is required to determine key assumptions adopted in the valuation models for impairment 

review purpose. Changing the assumptions selected by management in assessing impairment could 

materially affect the result of the impairment test and as a result affect the Group’s financial condition and 

results of operations. If there is a significant adverse change in the key assumptions applied, it may be 

necessary to take additional impairment charge to the consolidated statement of comprehensive income.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

4 CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (CONTINUED)

(b) Impairment of television series and film rights

The management of the Group assesses any impairment on television series and film rights whenever 

events or changes in circumstances indicate the carrying amount may not be recoverable. The 

management mainly considers the following factors in assessing whether there is any indication that the 

television series and film rights may be impaired:

• During the period, an asset’s market value has declined significantly more than would be expected 

as a result of the passage of time or normal use; and

• Management’s own forecasts of future net cash inflows or operating profits may show a significant 

decline from previous budgets and forecasts.

The assessment was made on a television series-by-television series and film-by-film basis. The 

recoverable amount of the television series and film rights was determined by considering the current 

market environment to project cash flows expected to be received. If the recoverable amount is lower 

than the carrying amount, the carrying amount of the television series and film rights will be written down 

to its recoverable amount.

The key assumptions made by the management used in the cash flow forecasts mainly include license 

agreements entered or to be entered into by the Group, historical trend of similar film released and 

discount rate. Discount rate adopted when calculating discounted cash flows, which reflects market 

assessments of time value and the specific risks relating to the industry that the Group operates. The 

Group’s estimation of recoverable amount of television series and film rights reflects the management’s 

best estimate of future cash flows expected to be generated from the television series and film rights.

(c) Business combination

Business combinations are accounted for under acquisition method. The determination and allocation 

of fair values to the identifiable assets acquired and liabilities assumed is based on various assumptions 

and valuation methodologies requiring considerable management judgment. The most significant 

variables in these valuations are discount rates, terminal values, the number of years on which to base 

the cash flow projections, as well as the assumptions and estimates used based on the risk inherent in 

the related activity’s current business model and industry comparisons. Terminal values are based on the 

expected life of assets and forecasted life cycle and forecasted cash flows over that period. Although the 

Group believes that the assumptions applied in the determination are reasonable based on information 

available at the date of acquisition, actual results may differ from the forecasted amounts and the 

difference could be material.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

4 CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (CONTINUED)

(d) Contingent consideration payable

With respect to the valuation of the contingent consideration payable that arising from the Group’s 

acquisition of New Classics Media, the Group uses its judgement to select an appropriate method and 

make assumptions, including the growth rate and volatility of net profit of New Classics Media, which are 

mainly based on market conditions existing at the end of each reporting period. Changes in assumption 

used could materially affect the fair value of these balances and as a result affect the Group’s financial 

condition and results of operation.

(e) Useful lives and amortization charges of intangible assets

The Group’s management determines the estimated useful lives and related amortization charges for 

the Group’s intangible assets with reference to the estimated periods that the Group intends to derive 

future economic benefits from the use of these assets. Management will revise the amortization charges 

where useful lives are different to that of previously estimated, or it will write-off or write-down technically 

obsolete or non-strategic assets that have been abandoned or sold. Actual economic lives may differ 

from estimated useful lives. Periodic review could result in a change in depreciable lives and therefore 

amortization expense in future periods.

(f) Income taxes

The Group is subject to income taxes in the PRC and other jurisdictions. Judgment is required in 

determining the provision for income taxes in each of these jurisdictions. There are transactions and 

calculations during the ordinary course of business for which the ultimate tax determination is uncertain. 

Where the final tax outcome of these matters is different from the amounts that were initially recorded, 

such differences will impact the income tax and deferred income tax provisions in the period in which 

such determination is made.

Deferred income tax assets relating to certain temporary differences and tax losses are recognized 

when management considers it is probable that future taxable profits will be available against which the 

temporary differences or tax losses can be utilised. When the expectation is different from the original 

estimate, such differences will impact the recognition of deferred income tax assets and taxation charges 

in the period in which such estimate is changed.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

4 CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (CONTINUED)

(g) Fair value measurement of FVPL and other financial assets

The fair value assessment of FVPL and other financial assets that are measured at level 3 fair value 

hierarchy requires significant estimates, which include estimating the future cash flows, determining 

appropriate discount rates and other assumptions. Changes in these assumptions and estimates could 

materially affect the respective fair value of these investments. The Group monitors its investments for 

impairment by considering factors including, but not limited to, current economic and market conditions, 

recent fund raising transactions undertaken by the investees, the operating performance of the investees 

including current earnings trends and other company-specific information.

5 SEGMENT INFORMATION

The chief operating decision-makers mainly include executive directors of the Group. They review the Group’s 

internal reporting in order to assess performance, allocate resources, and determine the operating segments 

based on these reports.

As of December 31, 2019 and 2018, the chief executive officers of the Group have identified the following 

reportable segments:

• Online business (including online paid reading, online advertising and game publishing); and

• Intellectual property operations and others (including licensing and distribution of film and television 

properties, copyrights licensing, sales of physical books, in-house online games operations, etc.).

As of December 31, 2019 and 2018, the chief operating decision-makers assess the performance of the 

operating segments mainly based on segment revenue and gross profit of each operating segment. The 

selling and marketing expenses and general and administrative expenses are common costs incurred for 

these operating segments as a whole and therefore, they are not included in the measure of the segments’ 

performance which is used by the chief operating decision-makers as a basis for the purpose of resource 

allocation and assessment of segment performance. Interest income, net impairment loss on financial assets, 

other gains, net, finance costs, share of profit of investments accounted for using equity method and income 

tax expense are also not allocated to individual operating segment.

There were no material inter-segment sales during the years ended December 31, 2019 and 2018. The 

revenues from external customers reported to the chief operating decision-makers are measured in a manner 

consistent with that applied in the consolidated statement of comprehensive income.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

5 SEGMENT INFORMATION (CONTINUED)

Other information, together with the segment information, provided to the chief operating decision-makers, is 
measured in a manner consistent with that applied in these consolidated financial statements. There were no 
segment assets and segment liabilities information provided to the chief operating decision-makers.

The Company is domiciled in the Cayman Islands while the Group mainly operates its business in the PRC and 
earns substantially all of the revenues from external customers attributed to the PRC. The revenue is mainly 
generated in China.

The segment information provided to the chief operating decision-makers for the reportable segments for the 
years ended December 31, 2019 and 2018 is as follows:

Year ended December 31, 2019

Online 

business

Intellectual 

property 

operations 

and others Total

RMB’000 RMB’000 RMB’000

Segment revenues 3,710,418 4,637,349 8,347,767

Cost of revenues 1,600,610 3,055,134 4,655,744

Gross profit 2,109,808 1,582,215 3,692,023

Year ended December 31, 2018

Online 

business

Intellectual 

property 

operations 

and others Total

RMB’000 RMB’000 RMB’000

Segment revenues 3,827,926 1,210,324 5,038,250

Cost of revenues 1,700,760 779,511 2,480,271

Gross profit 2,127,166 430,813 2,557,979

The reconciliation of gross profit to profit before income tax of individual period during the year ended 2019 
and 2018 is shown in the consolidated statement of comprehensive income.

For the year ended December 31, 2019, the Group’s customer base is diversified and includes only Tencent 
with whom transactions have exceeded 10% of the Group’s revenues. There is no concentration risk as no 
revenue from a single external customer was more than 10% of the Group’s total revenue for the year ended 
December 31, 2018.

As of December 31, 2019 and 2018, substantially all of the non-current assets other than financial instruments 
and deferred tax assets of the Group were located in the PRC.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

6 REVENUES

6.1 Disaggregation of revenue from contracts with customers

The Group derives revenue from the transfer of goods and services over time and at a point in time in the 

following major lines:

Year ended December 31, 2019

Online business

Intellectual property 

operations and others

On 

self-owned 

platform 

products

On 

self-operated 

channels 

on Tencent 

products

On third-party 

platforms

Intellectual 

property 

operations Others Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Timing of revenue recognition:

 – At a point in time 2,171,729 667,580 449,249 3,491,699 196,978 6,977,235

 – Over time 253,413 168,447 – 931,405 17,267 1,370,532

2,425,142 836,027 449,249 4,423,104 214,245 8,347,767

Online business

Intellectual property 

operations and others

Year ended December 31, 2018

On self-owned 

platform 

products

On 

self-operated 

channels

 on Tencent

 products

On third-party 

platforms

Intellectual 

property 

operations Others Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Timing of revenue recognition:

 – At a point in time 1,958,865 881,275 663,063 871,615 206,585 4,581,403

 – Over time 254,224 70,499 – 131,417 707 456,847

2,213,089 951,774 663,063 1,003,032 207,292 5,038,250
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

6 REVENUES (CONTINUED)

6.2 Liabilities related to contracts with customers

The Group has recognized the following liabilities related to contracts with customers:

As of December 31,

2019 2018

RMB’000 RMB’000

Deferred revenue

 Online business 300,091 208,748

 Intellectual property operations and others 451,079 835,848

751,170 1,044,596

(a) Significant changes in deferred revenue

Deferred revenue mainly comprises contract liabilities in relation to 1) service fees prepaid by 

customers in the form of pre-paid tokens or cards, and subscription, for which the related services 

had not been rendered as of December 31, 2019 and 2018; 2) the balance of deferred copyrights 

licensing income to be amortized over remaining sub-licensing period, and the portion to be 

recognized over one year after the end of each reporting period will be classified as non-current 

liabilities in the consolidated statement of financial position; and 3) the prepayments received from 

customers, including TV stations, online platforms and advertising customers, for which master 

tapes have not been delivered as broadcasting license have not been obtained for these television 

series or films, and advertising services have not been provided.

(b) Revenue recognized in relation to deferred revenue

The following table shows how much of the revenue recognized in the current reporting period 

relates to carried-forward deferred revenue:

Year ended December 31,

2019 2018

RMB’000 RMB’000

Revenue recognized that was included in the 

 deferred revenue balance at the beginning of the year:

  Online business 208,748 300,615

  Intellectual property operations and others 574,245 110,994

782,993 411,609
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

7 EXPENSES BY NATURE

Year ended December 31,

2019 2018

RMB’000 RMB’000

Production costs of television series and film rights 1,901,068 210,704

Promotion and advertising expenses (Note a) 1,537,689 851,836

Content costs (Note b) 1,477,077 1,529,313

Employee benefits expenses (Note 8) 866,936 671,938

Platform distribution costs (Note c) 569,497 219,711

Payment handling costs 329,693 283,125

Impairment loss on television series and film rights (Note 24) 177,636 300

Amortization of intangible assets (Note 17) 174,729 146,177

Game development outsourcing costs 88,728 8,765

Professional service fees 87,494 73,110

Cost of physical inventories sold (Note 23) 69,894 98,764

Depreciation of right-of-use assets (Note 16) 61,451 –

Provision for physical inventory obsolescence (Note 23) 60,263 63,773

Bandwidth and server custody fees 58,073 55,287

Animation product costs 55,353 62,272

Travelling, entertainment and general office expenses 54,346 45,132

Depreciation of property, plant and equipment (Note 15) 22,306 17,874

Write-down of prepayments to directors, actors and writers 20,000 –

Auditors’ remuneration

 – Audit services 9,074 7,854

 – Non-audit services 1,058 1,039

Logistic expenses 7,817 9,155

Expense relating to short-term leases (Note 16) 4,728 –

Operating lease rentals – 58,494

Others 105,053 85,225

7,739,963 4,499,848
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

7 EXPENSES BY NATURE (CONTINUED)

Notes:

(a) Promotion and advertising expenses also include incremental costs of obtaining sales contracts: 1) pre and post installation promotion 
expenses that the Group paid to mobile devices manufacturers for its operations of unbranded white-label products, and 2) the Group 
paid to various official accounts on social networking app for the operations of the Group’s online reading content. These expenses are 
recorded as “selling and marketing expenses” in the consolidated statement of comprehensive income.

(b) Content costs mainly consist of 1) other than the initial acquisition of the copyright from writers, the Group also pays a certain 
percentage of the revenues earned on such content posted through its self-owned, self-operated and third party platforms. In addition, 
some writers share certain percentage of the revenue earned on virtual gift purchases pursuant to their royalty arrangements, 2) the 
direct costs associated with the adaptation rights and scripts that sold by the Group, and 3) the impairment loss on adaptation rights 
and scripts. These content costs are recorded as “cost of revenues” in the consolidated statement of comprehensive income.

(c) Platform distribution costs include online reading platform distribution costs and online game platform distribution costs.

(d) Research and development expenses (being included in the Group’s general and administrative expenses) for the year ended 
December 31, 2019 was approximately RMB481,795,000 (2018: RMB343,734,000), which mainly consisted of employee benefits 
expenses.

8 EMPLOYEE BENEFITS EXPENSES

Year ended December 31,

2019 2018

RMB’000 RMB’000

Wages, salaries and bonuses 460,875 370,185

Other social security costs, housing benefits 

 and other employee benefits 110,345 96,189

Pension costs – defined contribution plans 54,147 36,670

Share-based compensation expenses (Note 32) 141,569 152,227

Other compensation costs (Note a) 100,000 16,667

866,936 671,938

Notes:

(a) Other compensation costs represent the post-combination service expense that remunerates employees or former owners of New 
Classics Media for future services.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

8 EMPLOYEE BENEFITS EXPENSES (CONTINUED)

(a) Five highest paid individual

The five individuals whose emoluments were the highest in the Group include one director during the 
year ended December 31, 2019 (2018: nil), and their emoluments are reflected in the analysis shown in 
Note 8(b). The emoluments payable to the five (2018: five) individuals during the year ended December 
31, 2019, are as follows:

Year ended December 31,

2019 2018
RMB’000 RMB’000

Salaries and wages 5,219 5,121
Discretionary bonuses 2,617 2,446
Other social security costs, housing benefits and other 
 employee benefits 326 272
Pension costs – defined contribution plans 243 215
Share-based compensation expenses 19,180 37,773
Other compensation costs 93,251 10,992

120,836 56,819

The emoluments fell within the following bands:

Number of individuals
Year ended December 31,

2019 2018
RMB’000 RMB’000

Emoluments bands:
HKD20,000,001 to HKD80,000,000 2* –
HKD10,000,001 to HKD20,000,000 1 5*
HKD5,000,001 to HKD10,000,000 2 –
HKD4,000,001 to HKD5,000,000 – –
HKD3,000,001 to HKD4,000,000 – –
HKD2,000,001 to HKD3,000,000 – –
HKD1,000,001 to HKD2,000,000 – –

5 5

* Including two employees (2018: one employee) of a subsidiary of the Group and his/her emolument amounts are mainly 

comprised of charges related to the contingent compensation arrangement, and details of the arrangements are set out in Note 

34.

During the years ended December 31, 2019 and 2018, no director or the five highest paid individuals 
received any emoluments from the Group as an inducement to join or leave the Group or as 
compensation for loss of office.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

8 EMPLOYEE BENEFITS EXPENSES (CONTINUED)

(b) Benefits and interests of directors

(i) Directors’ and the chief executive’s emoluments

The remuneration of each director for the year ended December 31, 2019 are set out as follows:

Director’s 

fee

Salaries, 

wages

Discretionary 

bonuses

Pension 

costs-defined 

contribution 

plan

Other social 

security costs, 

housing 

benefits 

and other 

employee 

benefits

Share-based 

compensation 

expenses

Other 

compensation 

costs Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Executive directors

 – Wu Wenhui(1) – 3,014 1,395 51 80 – – 4,540

 – Liang Xiaodong(1) – – 1,000 – – 2,755 – 3,755

Non-executive directors

 – James Gordon Mitchell(2) – – – – – – – –

 – Cao Huayi(3) – 606 51 52 74 – 65,954 66,737

 – Chen Fei(3) – – – – – – – –

 – Cheng Yun Ming Matthew(4) – – – – – – – –

 – Li Ming(5) – – – – – – – –

 – Yang Xiang Dong(6) – – – – – – – –

 – Lin Haifeng(7) – – – – – – – –

Independent non-executive 

 directors

 – Yu Chor Woon Carol(8) 448 – 179 – – – – 627

 – Leung Sau Ting Miranda(8) 448 – 179 – – – – 627

 – Liu Junmin(8) 448 – 179 – – – – 627

1,344 3,620 2,983 103 154 2,755 65,954 76,913
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

8 EMPLOYEE BENEFITS EXPENSES (CONTINUED)

(b) Benefits and interests of directors (Continued)

(i) Directors’ and the chief executive’s emoluments (Continued)

The remuneration of each director for the year ended December 31, 2018 are set out as follows:

Director’s 
fee 

Salaries, 
wages

Discretionary
bonuses

Pension 
costs-defined 

contribution 
plan

Other social 
security costs, 

housing 
benefits 

and other 
employee 

benefits

Share-based 
compensation 

expenses Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Executive directors
 – Wu Wenhui(1) – 2,719 1,445 51 73 – 4,288
 – Liang Xiaodong(1) – – 1,000 – – 5,874 6,874
Non-executive directors
 – James Gordon Mitchell(2) – – – – – – –
 – Li Ming(5) – – – – – – –
 – Yang Xiang Dong(6) – – – – – – –
 – Lin Haifeng(7) – – – – – – –
Independent non-executive
 directors
 – Yu Chor Woon Carol(8) 438 – 219 – – – 657
 – Leung Sau Ting Miranda(8) 438 – 438 – – – 876
 – Liu Junmin(8) 438 – 219 – – – 657

1,314 2,719 3,321 51 73 5,874 13,352

Notes:

(1) Appointed as a director of the Company on November 6, 2014.

(2) Appointed as a director of the Company on June 29, 2017.

(3) Appointed as a director of the Company on May 17, 2019.

(4) Appointed as a director of the Company on November 22, 2019.

(5) Appointed as a director of the Company on October 18, 2017 and retired on May 17, 2019.

(6) Appointed as a director of the Company on May 9, 2016 and retired on May 17, 2019.

(7) Appointed as a director of the Company on November 6, 2014 and resigned on November 22, 2019.

(8) Appointed as a director of the Company on October 18, 2017.



177

C
hi

na
 L

ite
ra

tu
re

 L
im

ite
d 

 •
  A

nn
ua

l R
ep

or
t 2

01
9

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

8 EMPLOYEE BENEFITS EXPENSES (CONTINUED)

(b) Benefits and interests of directors (Continued)

(ii) Directors’ termination benefits

No director’s termination benefit subsisted at the end of the year or at any time during the year.

(iii) Consideration provided to third parties for making available directors’ services

No consideration provided to third parties for making available directors’ services subsisted at the 

end of the year or at any time during the year.

(iv) Information about loans, quasi-loans and other dealings in favour of directors, 
controlled bodies corporate by and connected entities with such directors

No loans, quasi-loans and other dealings in favour of directors, controlled bodies corporate by and 

connected entities with such directors subsisted at the end of the year or at any time during the 

year.

(v) Directors’ material interests in transactions, arrangements or contracts

No significant transactions, arrangements and contracts in relation to the Group’s business to which 

the Company was a party and in which a director of the Company had a material interest, whether 

directly or indirectly, subsisted at the end of the year or at any time during the year.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

9 OTHER GAINS, NET

Year ended December 31,

2019 2018

RMB’000 RMB’000
 

Fair value gain on financial liabilities at fair value through 

 profit or loss (Note 34(b)) 273,003 108,938

Subsidies and tax rebates 110,107 44,793

Gain on copyright infringements 80,545 6,683

Gain on disposal of certain portion of film rights 10,647 –

Fair value (loss)/gain on financial assets at fair value through 

 profit or loss (Note 20) (11,782) 94,810

Impairment provision for investment in an associate (Note 18) (17,400) (7,170)

Gain on disposals of subsidiaries (Note a) – 127,911

Expenditure related to acquisition (Note b) – (37,755)

Others, net 8,074 700
 

453,194 338,910

Notes:

(a) In April 2018, a number of new third party investors injected additional capital of RMB150,085,000 to the Group’s subsidiary Shenzhen 
Lazy Online Technology Co., Ltd. (“Lazy Online”). The transaction was completed in April 2018 and after that, the Group would no 
longer be able to exercise control over Lazy Online. Upon the deemed disposal, the carrying amount of the original equity interest of 
Lazy Online owned by the Group was amounting to approximately RMB35,089,000, while the fair value of the remaining equity interest 
of Lazy Online owned by the Group immediately after the aforementioned capital injection was amounting to RMB163,000,000 and 
recognized as “investments in joint venture” (Note 18) in the consolidated statement of financial position. Accordingly, a disposal gain 
of approximately RMB127,911,000 was recognized for the year ended December 31, 2018.

(b) Expenditure related to acquisition also included audit fee of approximately RMB5,076,000 that occurred in connection with the 
acquisition of New Classics Media.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

10 FINANCE COSTS

Year ended December 31,

2019 2018

RMB’000 RMB’000
 

Interest expenses on borrowings 166,521 48,510

Interest expenses on lease liabilities 4,801 –

Foreign exchange loss, net 747 96,557

Guarantee expense 549 3,422

172,618 148,489
 

11 INTEREST INCOME

Year ended December 31,

2019 2018

RMB’000 RMB’000
 

Interest income on bank deposits 157,539 200,817

12 INCOME TAX EXPENSE

(i) Cayman Islands corporate income tax

Under the current laws of Cayman Islands, the Company is not subject to tax on income or capital 

gain. In addition, upon payments of dividends by the Company to its shareholders, no Cayman Islands 

withholding tax will be imposed.

(ii) Hong Kong profits tax

Entities incorporated in Hong Kong are subject to Hong Kong profits tax at a rate of 16.5%. The operation 

in Hong Kong has incurred net accumulated operating losses for income tax purposes and no income 

tax provisions are recorded for the periods presented.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

12 INCOME TAX EXPENSE (CONTINUED)

(iii) PRC corporate income tax (“CIT”)

CIT provision was made on the estimated assessable profits of entities within the Group incorporated in 

the PRC and was calculated in accordance with the relevant regulations of the PRC after considering the 

available tax benefits from refunds and allowances. The general PRC CIT rate is 25% for the year ended 

December 31, 2019.

Certain subsidiaries of the Group in the PRC were approved as High and New Technology Enterprise, 

and accordingly, they were subject to a reduced preferential CIT rate of 15% for the years ended 

December 31, 2019 and 2018 according to the applicable CIT Law.

A subsidiary of the Group in the PRC was approved as Software Enterprise (being software enterprise 

qualified for a doublelayered certification), and accordingly, it was subject to a reduced preferential CIT 

rate of 12.5% for the year ended December 31, 2018, according to the applicable CIT Law.

According to the relevant tax circulars issued by the PRC tax authorities, a subsidiary of the Group is 

entitled to certain tax concessions and it is exempt from CIT during the year from its incorporation to 

December 31, 2020.

The amount of income tax charged to the consolidated statement of comprehensive income represents:

Year ended December 31,

2019 2018

RMB’000 RMB’000
 

Current tax

Deferred income tax (Note 21) 290,050 147,566

Income tax expense (222,387) 17,837

67,663 165,403
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

12 INCOME TAX EXPENSE (CONTINUED)

(iii) PRC corporate income tax (“CIT”) (Continued)

The tax on the Group’s profit before income tax differs from the theoretical amount that would arise using 

the tax rate of 25% for the year ended December 31, 2019 (2018: 25%), being the tax rate of the major 

subsidiaries of the Group. The difference is analyzed as follows:

Year ended December 31,

2019 2018

RMB’000 RMB’000
 

Profit before income tax 1,179,797 1,077,801

Share of profit of investments accounted for using equity method (158,508) (111,339)

Tax calculated at a tax rate of 25% 255,322 241,616

Effects of preferential tax rates applicable to different 

 subsidiaries of the Group (126,363) (78,338)

Effects of unrecognized deferred income tax assets 32,027 17,920

Non-deductible expenses less non-taxable income (46,955) 14,320

Research and development tax credit (46,368) (30,115)

Income tax expense 67,663 165,403
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

13 EARNINGS PER SHARE

(a) Basic earnings per share for the years ended December 31, 2019 and 2018 are calculated by dividing 

the profit attributable to the Company’s equity holder by the weighted average number of ordinary shares 

in issue during the periods.

Year ended December 31,

2019 2018
 

Net profit attributable to the equity holders of the Company (RMB’000) 1,095,953 910,636

Weighted average number of ordinary shares in issue (thousand) 998,066 898,583

Basic earnings per share (expressed in RMB per share) 1.10 1.01

(b) Diluted earnings or loss per share is calculated by adjusting the weighted average number of ordinary 

shares outstanding to assume conversion of all dilutive potential ordinary shares.

For the years ended December 31, 2019 and 2018, the Company has the dilutive potential ordinary 

shares of RSUs granted to employees. For the RSUs, a calculation is done to determine the number of 

shares that could have been acquired at fair value (determined as the average annual market share 

price of the Company’s shares) based on the monetary value of the subscription rights attached to the 

outstanding RSUs. The RSUs are assumed to have been fully vested and released from restrictions with 

no impact on earnings.

Year ended December 31,

2019 2018
 

Profit attributable to the equity holders of the Company (RMB’000) 1,095,953 910,636

Impact of a joint venture’s and an associate’s potential 

 ordinary shares (RMB’000) (326) (1,550)

Net profit used to determine diluted earnings per share (RMB’000) 1,095,627 909,086

Weighted average number of ordinary shares in issue (thousand) 998,066 898,583

Effect of deemed issuance of ordinary shares in connection 

 with the acquisition of New Classics Media (thousand) (Note 34) 3,445 –

Adjustments for share-based compensation – RSUs (thousand) 6,409 12,177

Weighted average number of ordinary shares for diluted earnings 

 per share (thousand) 1,007,920 910,760

Diluted earnings per share (expressed in RMB per share) 1.09 1.00
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

14 DIVIDENDS

No dividends have been paid or declared by the Company during the year ended December 31, 2019 (2018: 

Nil).

15 PROPERTY, PLANT AND EQUIPMENT

Computer 

equipment

Leasehold 

improvements

Furniture 

and fixtures

Motor 

vehicles

Construction 

in progress Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
      

At December 31, 2019

Opening net book amount as of January 1, 2019 19,090 22,143 3,841 2,622 – 47,696

Additions 10,311 2,351 327 1,227 2,407 16,623

Disposals (343) – (5) (8) – (356)

Liquidation of subsidiaries (136) – (2) – – (138)

Depreciation (7,493) (11,715) (1,266) (1,832) – (22,306)

Currency translation differences 12 (11) 1 – – 2
      

Closing net book amount as of 

 December 31, 2019 21,441 12,768 2,896 2,009 2,407 41,521
      

Computer 

equipment

Leasehold 

improvements

Furniture 

and fixtures

Motor 

vehicles

Construction 

in progress Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
      

At December 31, 2018

Opening net book amount as of January 1, 2018 17,356 13,464 2,868 2,355 7 36,050

Additions 9,587 14,723 2,116 279 1,982 28,687

Disposals (618) (121) (158) – – (897)

Transfer from construction in progress – 1,989 – – (1,989) –

Deemed disposal of a subsidiary (Note 9) (983) (156) (20) – – (1,159)

Business combination (Note 34) 788 1,064 378 659 – 2,889

Depreciation (7,040) (8,820) (1,343) (671) – (17,874)

Closing net book amount as of 

 December 31, 2018 19,090 22,143 3,841 2,622 – 47,696

During the year ended December 31, 2019, depreciation expense of approximately RMB781,000 (2018: 

RMB695,000), RMB2,688,000 (2018: RMB2,031,000) and RMB18,837,000 (2018: RMB15,148,000) were 

charged to “cost of revenues”, “selling and marketing expenses” and “general and administrative expenses”, 

respectively.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

16 LEASES

This note provides information for leases where the Group is a lessee.

(a) Amounts recognized in the consolidated statement of financial position

The consolidated statement of financial position shows the following amounts relating to leases:

As of 

December 31, 

2019

As of 

January 1, 

2019

RMB’000 RMB’000
 

Right-of-use assets

Properties 92,234 138,933

Vehicle 352 –

Equipment 44 165
 

92,630 139,098
 

Lease liabilities

Current 55,558 63,382

Non-current 34,371 72,054
 

89,929 135,436
 

Additions to the right-of-use assets during the year ended December 31, 2019 were RMB14,392,000.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

16 LEASES (CONTINUED)

(b) Amounts recognized in the consolidated statement of comprehensive income

The consolidated statement of comprehensive income shows the following amounts relating to leases:

Year ended 

December 31, 

2019

RMB’000
 

Depreciation charge of right-of-use assets

Properties (61,171)

Vehicle (155)

Equipment (125)
 

(61,451)
 

Interest expense (included in finance costs) 4,801

Expense relating to short-term leases 

 (included in general and administrative expenses) 4,728

9,529
 

For the year ended December 31, 2019, the total cash outflow for leases was approximately 

RMB70,650,000.

(c) The Group’s leasing activities and how these are accounted for

The Group leases various properties, equipment and vehicle. Rental contracts are typically made for 

fixed periods of 13 months to 8 years.

Lease terms are negotiated on an individual basis and contain a wide range of different terms and 

conditions. The lease agreements do not impose any covenants other than the security interests in the 

leased assets that are held by the lessor. Leased assets may not be used as security for borrowing 

purposes.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

17 INTANGIBLE ASSETS

Goodwill

Non-

compete 

agreements Trademarks

Copyrights 

of contents

Writers’ 

contracts

Distribution 

channel 

relationships

Customers 

relationships Software

Domain 

names Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

At December 31, 2019

Opening net book amount as 

 of January 1, 2019 10,653,325 23,383 1,132,893 273,251 51,333 800 21 3,615 2,536 12,141,157

Additions – – – 198,334 – – – 3,003 – 201,337

Amortization – (6,100) (27,196) (122,771) (14,667) (800) (21) (2,949) (225) (174,729)

Liquidation of a subsidiary – – – (3) – – – – – (3)

Currency translation differences – – – 1,036 – – – 1 – 1,037          

Closing net book amount as 

 of December 31, 2019 10,653,325 17,283 1,105,697 349,847 36,666 – – 3,670 2,311 12,168,799          

Goodwill

Non-

compete 

agreements Trademarks

Copyrights 

of contents

Writers’ 

contracts

Distribution 

channel 

relationships

Customers 

relationships Software

Domain 

names Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

At December 31, 2018

Opening net book amount as 

 of January 1, 2018 3,720,323 – 466,814 226,566 65,999 4,841 595 12,773 3,186 4,501,097

Additions – – – 144,492 – – – 9,031 – 153,523

Deemed disposal of 

 a subsidiary (Note 9) – – (25,000) (143) – (327) – (15,518) – (40,988)

Business combination (Note 34) 6,933,002 24,400 716,300 – – – – – – 7,673,702

Amortization – (1,017) (25,221) (97,664) (14,666) (3,714) (574) (2,671) (650) (146,177)          

Closing net book amount as 

 of December 31, 2018 10,653,325 23,383 1,132,893 273,251 51,333 800 21 3,615 2,536 12,141,157          

During the year ended December 31, 2019, amortization expense of approximately RMB136,496,000 (2018: 

RMB111,849,000), RMB2,315,000 (2018: RMB1,374,000) and RMB35,918,000 (2018: RMB32,954,000) were 

charged to “cost of revenues”, “selling and marketing expenses” and “general and administrative expenses”, 

respectively.

As of December 31, 2019, the goodwill balance mainly arose from the acquisition of 100% equity interests in 

Cloudary Corporation (“Cloudary”) in 2014, the acquisition of the entities operating online literature business 

through the brand of “Chuangshi” (“Chuangshi”) in 2014 and the acquisition of 100% equity interests in New 

Classics Media in 2018 (or referred to as “acquired TV and film business” hereafter).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

17 INTANGIBLE ASSETS (CONTINUED)

Impairment tests for goodwill

As of December 31, 2019, goodwill is allocated to the Group’s CGUs identified as follows:

 

As of 

December 31, 

2019

RMB’000
 

Online business 3,720,323

Acquired TV and film business 6,933,002
 

10,653,325
 

Impairment review on the goodwill of the Group has been conducted by the management as of December 

31, 2019 and 2018 according to IAS 36 “Impairment of assets”. For the purposes of impairment review, 

the recoverable amount of goodwill is determined based on the higher amount of the fair value less cost of 

disposal (“FVLCD”) and value-in-use calculations.

As of December 31, 2019 and 2018, the recoverable amount of goodwill was determined based on 

value-in-use calculations. The value-in-use calculations use cash flow projections based on business plan 

for the purpose of impairment reviews covering a ten-year period and a six-year period, respectively. The 

accuracy and reliability of the information is reasonably assured by the appropriate budgeting, forecast and 

control process established by the Group. The management leveraged their extensive experiences in the 

industries and provided forecast based on past performance and their expectation of future business plans 

and market developments.

The Group has engaged independent external valuers for performing the goodwill impairment assessments. 

Based on the results of the impairment assessments, no impairment loss on the goodwill was recognized as of 

December 31, 2019 and 2018.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

17 INTANGIBLE ASSETS (CONTINUED)

Impairment tests for goodwill (Continued)

The following table sets out the key assumptions for those CGUs that have significant goodwill allocated to 

them:

  

2019 Online business

Acquired TV and 

film business
  

Gross margin (%) From 50.8% to 59.1% From 37.1% to 48.8%

Annual growth rate (%) From 10.3% to 19.1% From 3.8% to 29.1%

Pre-tax discount rate (%) 21.6% 18.8%
  

  

2018 Online business

Acquired TV and 

film business
  

Gross margin (%) From 57.0% to 59.2% From 45.5% to 46.0%

Annual growth rate (%) From 9.5% to 19.5% From 3.8% to 77.7%

Pre-tax discount rate (%) 20.1% 17.9%
  

The budgeted gross margins used in the goodwill impairment testing, were determined by the management 

based on past performance and its expectation for market development. The expected revenue growth rate 

and gross profit rates are following the business plan approved by the Company. Discount rates reflect market 

assessments of the time value and the specific risks relating to the industry. The management of the Group 

has not identified that a reasonable possible change in any of the key assumptions that could cause the 

carrying amount to exceed the recoverable amount.

Impairment review on the trademarks with indefinite useful life arose from the acquisition of New Classics 

Media has been conducted by the management as of December 31, 2019 and 2018 according to IAS 36 
“Impairment of assets”. For the purposes of impairment assessment, the recoverable amount of the trademarks 

with indefinite life is determined based on the higher amount of the FVLCD and value-in-use calculations. 

Given there is no active market for the Group’s trademarks with indefinite life, the recoverable amounts of these 

trademarks are determined based on the value-in-use calculations. The value-in-use calculations use cash 

flow projections based on business plan for a six-year period. As of December 31, 2019, key assumptions for 

the trademarks with indefinite life used for value-in-use calculations include average annual revenue growth 

rate of 3.8% to 29.1% (2018: 3.8% to 77.7%) and royalty saving rate of 2% (2018: 2%). As of December 31, 

2019, the discount rate used of 18.8% (2018: 17.9%) is pre-tax and reflects market assessments of the time 

value and the specific risks relating to the industry.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

18 INVESTMENTS IN ASSOCIATES AND JOINT VENTURES

As of December 31,

2019 2018
RMB’000 RMB’000

 

Investments in associates (a) 469,943 307,794
Investments in joint ventures (b) 493,608 373,124

963,551 680,918

(a) Investments in associates

As of December 31,

2019 2018
RMB’000 RMB’000

 

At the beginning of the year 307,794 184,396
Additions (Note a) 224,066 123,776
Impairment provision (Note b) (17,400) (7,170)
Share of net profit of associates 23,422 8,443
Share of other comprehensive loss of associates (41) (181)
Liquidation of associates (Note c) (70,666) –
Currency translation differences 2,768 (1,470)

At the end of the year 469,943 307,794

Note:

(a) During the year ended December 31, 2019, the Group’s additions to investments in associates mainly comprised the following:

(i) a new investment in a media and entertainment company in the PRC of approximately RMB100,000,000. As of 
December 31, 2019, the Group’s equity interest in this associate was approximately 11%;

(ii) a new investment in an interactive movie and television content company in the PRC of approximately RMB45,000,000. 
As of December 31, 2019, the Group’s equity interest in this associate was approximately 8.8%; and

(iii) a new investment in an online reading company in Thailand of approximately RMB41,945,000 (refer to Note 20 (a) 
below).

 During the year ended December 31, 2018, the Group’s additions to investments in associates mainly comprised the following:

(i) a new investment of approximately RMB99,556,000 in Munpia Co., Ltd., which is an online reading company in South 
Korea (see below for further details); and

(ii) a new investment in an animation production company in the PRC of approximately RMB20,000,000. As of December 
31, 2018, the Group’s equity interest in this associate was approximately 10%.

(b) During the year ended December 31, 2019, the Group made an impairment provision of approximately RMB17,400,000 against 
the carrying amount of the investment in Shannan Guangqi Studio Co., Ltd., which was based on the assessed recoverable 
amount.

During the year ended December 31, 2018, the Group made an impairment provision of approximately RMB7,170,000 against 
the carrying amount of the investment in Shanghai Chuwan Information Technology Co., Ltd., which was based on the assessed 
recoverable amount.

(c) In January 2019, one of the Group’s associate Ningbo Yuewen Yuandongli Culture Industry Investment LLP was liquidated. A 
net proceed of approximately RMB67,916,000 has been received due to the liquidation.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

18 INVESTMENTS IN ASSOCIATES AND JOINT VENTURES (CONTINUED)

(a) Investments in associates (Continued)

Set out below is the major associate of the Group as of December 31, 2019, which, in the opinion of the 

directors, is material to the Group. The Group’s major associate (“Munpia Co., Ltd.” or referred to as 
“Munpia” hereafter) as listed below has ordinary shares which held directly by the Group; the country of 

incorporation or registration is also its principal place of business (i.e. South Korea). The investment in 

ordinary shares of Munpia is accounted for as “investment in associates” while investment in preferred 

shares of Munpia is accounted for as “FVPL” (Note 20).

Percentage of 

ownership interest 

attributable to the 

Group

Name

Date of 

incorporation

Particulars 

of issued 

shares 

held 

(RMB’000)

Place of 

incorporation

December 31,

Principal activities2019 2018
 

Munpia December 27, 

2012

668 South Korea 25% 23% Online reading 

service
 

Summarized financial information of the Group’s major associate

Set out below is the summarised financial information for Munpia which is accounted for using the equity 

method.

As of 

December 31, 

2019

As of 

December 31, 

2018

RMB’000 RMB’000

Current assets 171,728 152,074

Non-current assets 33,877 9,566

Current liabilities 14,049 29,560

Non-current liabilities 4,913 48,349

Revenue 169,750 37,561

Profit for the year/period 23,975 10,052
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

18 INVESTMENTS IN ASSOCIATES AND JOINT VENTURES (CONTINUED)

(a) Investments in associates (Continued)

Summarized financial information of the Group’s major associate (Continued)

The Group determined that it does not have a controlling financial interest in above investee, but rather 

possesses significant influence. The associate as listed above is private company and there is no quoted 

market price available for its shares.

Reconciliation of summarized financial information

Reconciliation of summarized financial information presented to the carrying amount of its interest in the 

associate.

As of 

December 31, 

2019

As of 

December 31, 

2018

RMB’000 RMB’000
 

Net assets at the beginning of the year 101,712 –

Acquisition of an associate – 74,458

Conversion of preferred shares to ordinary shares 62,106 –

Profit for the year/period 23,975 10,052

Other comprehensive loss (1,150) (779)
 

Net assets at the end of the year/period 186,643 83,731

Interest in an associate 25% 23%

Goodwill 83,715 83,715

Currency translation differences 3,272 (1,470)
 

Carrying value 134,058 101,712
 

As of December 31, 2019, the aggregate carrying amount of interests in individually immaterial 

associates that are accounted for using the equity method was approximately RMB335,885,000 (2018: 

RMB206,082,000).

There are no contingent liabilities relating to the Group’s interest in the associates.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

18 INVESTMENTS IN ASSOCIATES AND JOINT VENTURES (CONTINUED)

(b) Investments in joint ventures

As of December 31,

2019 2018

RMB’000 RMB’000
 

At the beginning of the year 373,124 157,918

Additions (Note a) 85,187 163,000

Dividend from a joint venture (90,000) (45,205)

Disposals – (5,485)

Share of net profit of joint ventures 135,086 102,896

Share of other comprehensive loss of joint ventures (10,461) –

Currency translation differences 672 –

At the end of the year 493,608 373,124

Note:

(a) During the year ended December 31, 2019, the Group’s additions to investments in joint ventures mainly comprised the 
following:

(i) a new investment in an intellectual property development company in the PRC of approximately RMB50,000,000. As of 
December 31, 2019, the Group’s equity interest in this investee company was approximately 45%; and

(ii) a new investment in a software development and promotion company in Hong Kong of approximately RMB35,187,000. 
As of December 31, 2019, the Group’s equity interest in this investee company was approximately 51%.

During the year ended December 31, 2018, the Group’s addition to investments in a joint venture refers to its deemed disposal 

of Lazy Online (see Note 9).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

18 INVESTMENTS IN ASSOCIATES AND JOINT VENTURES (CONTINUED)

(b) Investments in joint ventures (Continued)

Set out below are the major joint ventures of the Group as of December 31, 2019. The joint ventures as 

listed below have share capital consisting solely of ordinary shares, which held directly by the Group; the 

country of incorporation or registration is also its principal place of business.

Percentage of 

ownership interest 

attributable to the 

Group

Name

Date of 

incorporation

Particulars 

of issued 

shares 

held 

(RMB’000)

Place of 

incorporation

As of December 31,

Principal activities2019 2018

Beijing Jinjiang Networking Technology 

 Co., Ltd. (“Jinjiang”)

March 13, 2006 5,550 PRC 50% 50% Online reading service

Lazy Online March 27, 2012 12,309 PRC 40%* 41%* Online audio streaming 

 service

*Note: As of December 31, 2019 and 2018, the Group owned 40% and 41% legal ownership interest of Lazy Online, respectively, after 
the deemed disposal of Lazy Online, while the Group used the equity method to account for the investment in Lazy Online by 
using the percentage of effective equity interest ownership (with Lazy Online’s own preferred shares being accounted for as 
financial liabilities at fair value through profit or loss and excluded from the equity interest ownership) during the years ended 
December 31, 2019 and 2018.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

18 INVESTMENTS IN ASSOCIATES AND JOINT VENTURES (CONTINUED)

(b) Investments in joint ventures (Continued)

Summarized financial information of the Group’s major joint ventures

Set out below is the summarized financial information for Jinjiang and Lazy Online, which are accounted 

for using the equity method.

Jinjiang Lazy Online

December 31, December 31,

2019 2018 2019 2018

RMB’000 RMB’000 RMB’000 RMB’000
  

Current assets 627,864 504,749 334,036 246,027

Non-current assets 1,220 623 129,115 133,023

Current liabilities 173,777 165,010 49,236 50,924

Non-current liabilities – 62 300,770 195,363

Revenue 830,724 806,363 332,313 164,495

Profit/(loss) for the year/period 295,007 196,904 (19,618) 7,427
  

Reconciliation of summarized financial information

Reconciliation of summarized financial information presented to the carrying amount of its interest in the 

joint venture.

Jinjiang Lazy Online

December 31, December 31,

2019 2018 2019 2018

RMB’000 RMB’000 RMB’000 RMB’000
  

Net assets at the beginning of the year 340,300 233,806 132,763 –

Addition of a joint venture from deemed 

 disposal of a subsidiary – – – 125,336

Profit/(loss) for the year/period 295,007 196,904 (19,618) 7,427

Dividends (180,000) (90,410) – –
  

Net assets at the end of the year 455,307 340,300 113,145 132,763
  

Interest in joint ventures 50% 50% 52% 52%

Goodwill 2,447 2,447 97,761 97,761
  

Carrying value 230,101 172,597 156,670 166,866
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

18 INVESTMENTS IN ASSOCIATES AND JOINT VENTURES (CONTINUED)

 
(b) Investments in joint ventures (Continued)

Reconciliation of summarized financial information (CONTINUED)

As of December 31, 2019, the carrying amount of interest in individually immaterial joint ventures that are 

accounted for using the equity method were approximately RMB106,837,000 (2018: RMB33,661,000).

There are no contingent liabilities relating to the Group’s interest in the joint ventures.

(c) Joint operations

The Group participated in a number of TV series and film production and distribution projects with other 

parties and the Group also has joint operations with content distribution platforms for intellectual property 

monetization operations. The principal place of business of the joint operations are in the PRC.

19 FINANCIAL INSTRUMENTS BY CATEGORY

As of December 31,

2019 2018

RMB’000 RMB’000
 

Assets as per consolidated statement of financial position

FVPL (Note 20) 457,185 470,941

Financial assets at amortized cost:

 – Trade and notes receivables (Note 25) 3,366,078 1,830,396

 – Deposits and other assets (current and non-current portions) (Note 22) 169,493 217,315

 – Term deposits (Note 26) 415,752 481,561

 – Cash and cash equivalents (Note 26) 5,931,849 8,342,228

 – Restricted bank deposits (Note 26) 94,787 –

10,435,144 11,342,441
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

19 FINANCIAL INSTRUMENTS BY CATEGORY (CONTINUED)

As of December 31,

2019 2018

RMB’000 RMB’000
 

Liabilities as per consolidated statement of financial position

Financial liabilities at fair value through profit or loss:

 – Consideration payable related to the acquisition of Cloudary’s 

  non-controlling interests 500 500

 – Contingent consideration payable related to the acquisition of 100% 

  equity interest of New Classics Media (current and non-current 

  portions) 1,656,113 3,144,619

Financial liabilities at amortized cost:

 – Trade payables (Note 28) 1,020,676 1,131,067

 – Lease liabilities (current and non-current portions) (Note 16) 89,929 –

 – Other payables and accruals (excluding staff costs and welfare 

  accruals, special funds payable and other tax payable) (Note 29) 1,110,054 1,661,726

 – Borrowings (current and non-current portions) (Note 27) 1,303,072 1,765,445

5,180,344 7,703,357

20 FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

(a) Classification of financial assets at fair value through profit or loss

The Group classifies the following financial assets at fair value through profit or loss:

• debt instruments that do not qualify for measurement at either amortized cost or at FVOCI;

• equity investments that are held for trading; and

• equity investments for which the entity has not elected to recognize fair value gains or losses 

through other comprehensive income.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

20 FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS (CONTINUED)

(a) Classification of financial assets at fair value through profit or loss (Continued)

Financial assets mandatorily measured at FVPL include the following:

As of December 31,

2019 2018

RMB’000 RMB’000
 

Included in non-current assets:

 Investment in redeemable shares of associates (Note a) 429,842 444,137

 Investments in unlisted entities 12,000 –

 Investment in a listed entity 15,343 –

457,185 444,137

Included in current assets:

 Derivative financial assets (Note b) – 26,804

457,185 470,941

Movement of FVPL is analysed as follows:

As of December 31,

2019 2018

RMB’000 RMB’000
 

At the beginning of the year 470,941 –

Adjustment on adoption of IFRS 9 – 304,594

Additions 58,287 71,589

Business combination (Note 34) – 8,992

Changes in fair value (Note 9) (11,782) 94,810

Conversion of an associate’s preferred shares to ordinary shares (23,000) –

Disposals – (8,992)

Settlement of forward foreign currency contract (36,911) –

Currency translation differences (350) (52)

At the end of the year 457,185 470,941



198

C
hi

na
 L

ite
ra

tu
re

 L
im

ite
d 

 •
  A

nn
ua

l R
ep

or
t 2

01
9

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

20 FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS (CONTINUED)

(a) Classification of financial assets at fair value through profit or loss (Continued)

Notes:

(a) In 2015, the Group made investment in some convertible redeemable preferred shares or redeemable ordinary shares with preference 
rights of a private company that engaged in provision of audio online publishing service, and the investment was initially acquired in 
exchange of licensing certain copyrights of the Group to the investee for a certain period of time. Both of the investment and copyrights 
licensed are initially measured at fair value. In 2017, the Group made investment in redeemable shares of associate was arising from 
the Group’s transfer of the equity interest in the Group’s previous subsidiary Shanghai Foch Film Culture Investment Co., Ltd. (“Foch”).

In 2018, the Group entered into a share subscription and capital injection agreement with an investee company, which is principally 
engaged in the animation productions, to subscribe for its redeemable ordinary shares at a total consideration of approximately 
RMB48,537,000, which represented approximately 30.34% equity interest of the investee on an outstanding and fully converted basis.

In 2018, the Group entered into a share subscription agreement with an investee company, which is principally engaged in online 
reading business in South Korea, to subscribe for its preferred shares at a total consideration of approximately USD3,351,000 (equivalent 
to approximately RMB23,000,000), which represented approximately 4.42% equity interest of the investee on an outstanding and fully 
converted basis. On April 4, 2019, the Group fully converted its preferred shares into ordinary shares on a 1:1 basis. As of December 
31, 2019, the Group held 25.22% equity interest of the investee company.

In 2019, the Group entered into a share subscription agreement with an investee company, which is principally engaged in online 
reading business in Thailand, to subscribe for its ordinary shares and preferred shares at a total consideration of approximately 
USD5,947,000 and USD4,564,000, respectively, (equivalent to approximately RMB41,945,000 and RMB32,193,000, respectively), 
which represented approximately 13.4% and 6.6% equity interest of the investee on an outstanding and fully converted basis. The 
investment in ordinary shares of the above mentioned investee is accounted for as “investment in associates” while investment in its 
preferred shares is accounted for as “FVPL”.

These aforementioned investments held by the Group contain embedded derivatives that are not closely related to the host contract. 
After considering the Group’s investment objectives and intentions, the Group accounts for such investments as financial assets at fair 
value through profit or loss.

As of December 31, 2019, the Group used the market approach to determine the fair value of investment in redeemable shares of the 
associate that engaged in provision of audio online publishing service and key assumption used was the IPO probability of 45% as of 
December 31, 2019 (2018: 40%).

As of December 31, 2019, the Group used the market approach to determine the fair value of the investment in redeemable shares of 
Foch and key assumption used was the IPO probability of 40% as of December 31, 2019 (2018: 40%).

With respects to the Group’s new investments in 2019, the management assessed and concluded that there has no significant changes 
in the fair value of those investments from the respective investment date to the end of reporting period.

(b) As of December 31, 2018, derivative financial assets of approximately RMB26,804,000 were recognized as the Group has entered 
into a forward foreign currency contract with Bank of Communication, Tokyo Branch, for the purpose of managing its exchange rate 
exposure, other than for hedge purpose. The derivative financial assets, which measured at fair value through profit or loss, have been 
settled on March 19, 2019. During the year ended December 31, 2019, fair value gain amounting to approximately RMB10,107,000 
(2018: fair value loss amounting to approximately RMB10,790,000) was recognized in the consolidated statement of comprehensive 
income.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

20 FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS (CONTINUED)

(b) Amounts recognized in profit or loss

During the year, the following gains were recognized in profit or loss:

Year ended December 31,

2019 2018

RMB’000 RMB’000
 

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

 – Fair value (loss)/gain of investment in redeemable shares of 

  associates (23,138) 105,600

 – Fair value gain/(loss) of derivative financial assets 10,107 (10,790)

 – Fair value gain of investment in a listed entity 1,249 –
 

21 DEFERRED INCOME TAXES

Deferred income taxes are calculated in full on temporary differences under the liability method using the tax 

rates which are expected to apply at the time of reversal of the temporary differences.

The following amounts, determined after appropriate offsetting, are shown in the consolidated statement of 

financial position:

As of December 31,

2019 2018

RMB’000 RMB’000
 

Deferred tax assets:

 – to be recovered after more than 12 months 8,519 8,403

 – to be recovered within 12 months 182,250 87,156

190,769 95,559

Deferred tax liabilities:

 – to be recovered after more than 12 months (317,003) (390,639)

 – to be recovered within 12 months (5,628) (59,169)

(322,631) (449,808)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

21 DEFERRED INCOME TAXES (CONTINUED)

The movements in deferred income tax assets and liabilities during the year, without taking into consideration 

the offsetting of balances within the same jurisdiction, is as follows:

Provision for 

inventory 

obsolescence Tax losses

Provision 

for intangible 

assets 

impairment

Provision 

for doubtful 

receivables 

and other 

temporary 

differences

Intangible 

assets 

acquired 

in business 

combination Leases Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

As of January 1, 2018 3,186 559 – (41,465) (135,861) – (173,581)

Recognized in the profit or loss – 3,494 65 (43,774) 22,378 – (17,837)

Deemed disposal of a subsidiary – – – – 6,331 – 6,331

Business combinations (Note 34) – 6,925 7,685 47,091 (230,863) – (169,162)

As of December 31, 2018 3,186 10,978 7,750 (38,148) (338,015) – (354,249)

Recognized in the profit or loss 7,497 62,449 33,261 65,338 53,690 152 222,387
       

As of December 31, 2019 10,683 73,427 41,011 27,190 (284,325) 152 (131,862)
       

Deferred income tax assets are recognized for tax losses carried forwards and deductible temporary 

differences to the extent that realization of the related tax benefits through the future taxable profits is probable. 

As of December 31, 2019, the Group did not recognize deferred income tax assets in respect of losses and 

deductible temporary differences of approximately RMB216,200,000 (December 31, 2018: RMB163,158,000). 

These tax losses will expire from 2020 to 2024.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

22 PREPAYMENTS, DEPOSITS AND OTHER ASSETS

As of December 31,

2019 2018

RMB’000 RMB’000
 

Non-current:

Prepayment to directors, actors and writers (Note a) 131,778 135,046

Deposits and prepayments 13,246 12,455

145,024 147,501

Current:

Prepayments to vendors and online writers 140,522 108,766

Prepayment for production of television series and films 139,920 134,830

Receivable from co-producers and others on production of television 

 series and films 137,434 121,793

Recoverable value-added tax 76,320 84,347

Deferred license fees and related costs 48,406 4,964

Amounts due from related parties (Note 37) 28,034 30,986

Prepayment to directors, actors and writers (Note a) 22,264 20,150

Rental and other deposits 18,259 13,447

Staff advances 9,850 8,007

Interests receivable 9,530 45,747

Prepaid corporate income tax 9,529 –

Royalty advances 7,612 9,883

Prepayment for an overseas licensed film right 6,417 4,654

Others 14,254 22,326

668,351 609,900

Note:

(a) As of December 31, 2019, the balance represented the prepayments made to directors, actors and writers in connection with the 
Group’s productions of television series and film rights.

The directors of the Company considered that the carrying amounts of “prepayments, deposits and other 

assets” (excluding prepayments) approximated to their respective fair values as of December 31, 2019 and 

2018. Prepayments, deposits and other assets were neither past due nor impaired. Their recoverability was 

assessed with reference to the credit status of the recipients.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

23 INVENTORIES

As of December 31,

2019 2018

RMB’000 RMB’000
 

Adaptation rights and scripts (Note 24) 509,753 –

Raw materials 9,308 13,185

Work in progress 12,806 19,542

Inventories in warehouse 81,073 87,432

Inventories held with distributors on consignment 88,415 109,231

Others 7,026 9,335

708,381 238,725

Less: provision for inventory obsolescence (102,344) (109,032)

606,037 129,693

Inventories mainly consist of adaptation rights and scripts, paper and books and side-line merchandise for 

sale. Inventories are stated at the lower of cost or net realisable value. During the year ended December 31, 

2019, the cost of inventories, including provision for inventory obsolescence, recognized as expense and 

included in “cost of revenues” amounted to approximately RMB447,040,000 (2018: RMB162,537,000).

24 TELEVISION SERIES AND FILM RIGHTS

As of December 31,

2019 2018

RMB’000 RMB’000
 

Television series and film rights

 – under production 655,723 1,416,202

 – completed 451,948 731,363

 – adaptation rights and scripts – 709,491

1,107,671 2,857,056
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

24 TELEVISION SERIES AND FILM RIGHTS (CONTINUED)

Adaptation rights 

and scripts

Under 

production Completed Total

RMB’000 RMB’000 RMB’000 RMB’000
    

As of January 1, 2019 709,491 1,416,202 731,363 2,857,056

Transfer to inventories (Note a) (709,491) – – (709,491)

Additions – 1,017,759 1,475 1,019,234

Transfer from under production to completed – (1,853,167) 1,853,167 –

Transfer from adaptation rights and 

 scripts (recorded in “inventories”) to under production – 74,929 – 74,929

Recognized in cost of revenue (Note b) – – (2,134,057) (2,134,057)
    

As of December 31, 2019 (Note c) – 655,723 451,948 1,107,671
    

Adaptation rights 

and scripts

Under 

production Completed Total

      RMB’000 RMB’000 RMB’000 RMB’000

As of January 1, 2018 – – – –

Additions 104,935 426,340 149,757 681,032

Business combination (Note 34) 679,382 1,730,833 39,085 2,449,300

Transfer from under production to completed – (815,497) 815,497 –

Transfer from adaptation rights and scripts to under production (74,526) 74,526 – –

Recognized in cost of revenue (Note b) (300) – (272,976) (273,276)

As of December 31, 2018 (Note c) 709,491 1,416,202 731,363 2,857,056

Notes:

(a) Prior to 2019, the adaptation rights and scripts (the “Rights”) were recorded in “Television series and film rights” for the purpose of 
production. In order to evolve business strategy, the Group has started to sell some of the Rights to customers. Hence, management 
considers it is more appropriate to reclassify the Rights from “Television series and film rights” to “Inventories”.

(b) During the year ended December 31, 2019, impairment loss of approximately RMB177,636,000 was provided for the Group’s 
completed television series and film rights (2018: RMB300,000 for the Group’s adaptation rights and scripts).

(c) The balance of television series and film rights under production represented costs associated with the production of television series 
and films including remuneration for the directors, casts and production crew, costumes, insurance, makeup and hairdressing, as well 
as rental of camera and lighting equipment and etc. Television series and film rights under production were transferred to television 
series and film rights completed upon completion of production.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

25 TRADE AND NOTES RECEIVABLES

As of December 31,

2019 2018

RMB’000 RMB’000
 

Trade receivables 3,431,613 1,849,268

Notes receivable 697 200

3,432,310 1,849,468

Less: allowance for impairment of trade receivables (66,232) (19,072)

3,366,078 1,830,396

Beginning from January 1, 2018, the Group applies the simplified approach permitted by IFRS 9, which 

requires expected lifetime losses to be recognized from initial recognition of the assets. The provision matrix 

is determined based on historical observed default rates over the expected life of the contract assets and 

trade receivables with similar credit risk characteristics and is adjusted for forward-looking estimates. At every 

reporting date the historical observed default rates are updated and changes in the forward-looking estimates 

are analysed.

The directors of the Company considered that the carrying amounts of the trade and notes receivables 

balances approximated to their fair value as of December 31, 2019 and 2018.

The Group usually allows a credit period of 30 to 120 days to its customers. Ageing analysis of trade and notes 

receivables (net of allowance for doubtful debts) based on recognition date is as follows:

As of December 31,

2019 2018

RMB’000 RMB’000
 

Trade and notes receivables

 – Up to 3 months 2,648,932 978,853

 – 3 to 6 months 146,655 688,166

 – 6 months to 1 year 308,289 95,986

 –1 to 2 years 239,494 29,608

 – Over 2 years 22,708 37,783

3,366,078 1,830,396

The carrying amounts of the trade receivables include approximately RMB324,230,000 receivables which are 

pledged for certain bank borrowings (see Note 27).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

26 CASH AND CASH EQUIVALENTS, TERM DEPOSITS AND RESTRICTED 
BANK DEPOSITS

As of December 31,

2019 2018

RMB’000 RMB’000
 

Bank balances, term deposits and restricted bank deposits 6,442,388 8,823,789

Less:Term deposits with initial term of over three months and less 

   than one year 415,752 481,561

     Restricted bank deposits (Note a) 94,787 –

Cash and cash equivalents 5,931,849 8,342,228

Maximum exposure to credit risk 6,442,388 8,823,789

Note:

(a) As of December 31, 2019, restricted deposits amounting to approximately RMB94,787,000 were pledged as securities for a bank 
borrowing.

Bank balances and term deposits are denominated in the following currencies:

As of December 31,

2019 2018

RMB’000 RMB’000
 

USD 2,694,001 4,195,517

RMB 3,500,584 4,573,871

HKD 246,930 54,401

SGD 873 –

6,442,388 8,823,789

Term deposits with initial terms of over three months were neither past due nor impaired. The directors of the 

Company considered that the carrying amount of the term deposits with initial terms of over three months 

approximated to their fair value as of December 31, 2019.

The effective interest rates of the term deposits with initial terms of over three months of the Group for the year 

ended December 31, 2019 are 3.05% (2018: 2.63%).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

27 BORROWINGS

As of December 31,

2019 2018

RMB’000 RMB’000
 

Non-current

Unsecured

Bank borrowings (Note a) – 200,000

Other borrowings (Note b) – 180,000

Total non-current borrowings – 380,000

Current

Unsecured

Bank borrowings (Note a) 1,102,517 1,269,550

Secured

Bank borrowings (Note c) 200,555 115,895

Total current borrowings 1,303,072 1,385,445

Total borrowings 1,303,072 1,765,445

Notes:

(a) As of December 31, 2019, the Group’s unsecured long-term bank borrowings consist of RMB200,000,000 variable rate borrowings 
bearing floating interest rates of People’s Bank of China’s loan prime rate plus 0.95% per annum. These long-term bank borrowings 
were guaranteed by Mr. Cao Huayi (chief executive officer of New Classics Media) (or referred to as “Mr. Cao”). As of December 31, 
2019, the borrowing balance of RMB200,000,000 were reclassified to current liabilities as the borrowings will be repayable within 12 
months after December 31, 2019.

As of December 31, 2018, the Group’s unsecured long-term bank borrowings consist of RMB300,000,000 variable rate borrowings 
bearing floating interest rates of People’s Bank of China’s loan prime rate plus 0.95% per annum. These long-term bank borrowings 
were guaranteed by Mr. Cao. As of December 31, 2018, the borrowing balance of RMB100,000,000 were reclassified to current 
liabilities as the borrowings would be repayable within 12 months after December 31, 2018 and had been repaid during the year ended 
December 31, 2019.

As of December 31, 2018, the Group’s unsecured long-term bank borrowings consist of RMB66,000,000 fixed rate borrowings bearing 
interest rates of 5.225% per annum. These long-term bank borrowings of RMB66,000,000 were guaranteed by Mr. Cao and/or a few 
subsidiaries of the Group. As of December 31, 2018, the borrowing balance of approximately RMB66,000,000 was reclassified to 
current liabilities as the borrowings would be repayable within 12 months after December 31, 2018, and had been repaid during the 
year ended December 31, 2019.

As of December 31, 2019, the Group’s unsecured short-term bank borrowings consist of RMB630,000,000 fixed rate borrowings, 
bearing interests of 3.6% to 3.915% per annum, and approximately RMB272,517,000 variable rate borrowings bearing interest rates 
ranging from 5.046% to 5.220%, among which approximately RMB272,517,000 were guaranteed by Mr. Cao and/or other subsidiaries 
of the Group.

As of December 31, 2018, the Group’s unsecured short-term bank borrowings consist of RMB139,000,000 fixed rate borrowings 
bearing interest rates of 5.22% per annum and RMB964,550,000 variable rate borrowings bearing interest rates ranging from 4.275% 
to 5.4375%. The short-term bank borrowings of RMB628,550,000 were guaranteed by Mr. Cao and/or other subsidiaries of the Group. 
These borrowings have been repaid during the year ended December 31, 2019.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

27 BORROWINGS (CONTINUED)

Notes:

(b) As of December 31, 2018, the unsecured long-term other borrowing of RMB180,000,000 was borrowed from a third party trust 
company, bearing a fixed interest rate of 9% per annum and was guaranteed by Mr. Cao and a subsidiary of the Group. This borrowing 
had been repaid in April 2019.

(c) As of December 31, 2019, the Group’s secured short-term bank borrowings consist of approximately RMB200,555,000 borrowings 
bearing floating interest rates of People’s Bank of China’s loan prime rate plus 0.883% to 0.933% per annum. These short-term bank 
borrowings of approximately RMB80,555,000 were secured by USD9,000,000 and RMB32,000,000 restricted bank deposits. The 
other short-term bank borrowings of RMB120,000,000 were guaranteed by Mr. Cao and/or other subsidiaries of the Group, and were 
secured by certain receivables (see Note 25).

As of December 31, 2018, the Group’s secured long-term bank borrowings consist of approximately RMB115,895,000 borrowings 
bearing floating interest rates of People’s Bank of China’s loan prime rate plus 0.475% per annum. These long-term bank borrowings 
were guaranteed by Mr. Cao and/or a subsidiary of the Group, and were secured by receivables of RMB145,000,000. As of December 
31, 2018, the borrowing balance of approximately RMB115,895,000 was reclassified to current liabilities as the borrowings would be 
repayable within 12 months after December 31, 2018, and had been repaid during the year ended December 31, 2019.

As of December 31, 2019 and 2018, the carrying amount of the Group’s borrowings approximated to their fair 

value.

The maturity of borrowings is as follows:

As of December 31,

2019 2018

RMB’000 RMB’000
 

Within 1 year 1,303,072 1,385,445

Between 1 and 2 years – 380,000

1,303,072 1,765,445

28 TRADE PAYABLES

Ageing analysis of the trade payables based on recognition date at the end of each reporting period are as 

follows:

As of December 31,

2019 2018

RMB’000 RMB’000
 

– Up to 3 months 775,350 705,318

– 3 to 6 months 115,631 259,006

– 6 months to 1 year 46,293 39,328

– 1 to 2 years 43,990 79,383

– Over 2 years 39,412 48,032

1,020,676 1,131,067
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

29 OTHER PAYABLES AND ACCRUALS

As of December 31,

2019 2018

RMB’000 RMB’000
 

Payables of proceeds from license and distribution of TV programs 

 and film rights as distributor (Note a) 610,102 279,781

Staff costs and welfare accruals 226,972 110,269

Advertising and marketing expense accruals 150,718 123,761

Other tax payable 138,554 42,808

Payables to financial investors in TV programs and film production 122,566 275,876

Payments received from co-producer (Note b) 82,282 103,847

Outsourcing game development fee payable 28,733 –

Professional service fee payable 17,790 50,808

Special funds payable 14,109 3,348

Payables due to a non-controlling shareholder 12,689 –

Payables related to transfer of intangible asset 9,723 9,083

Interests payable 1,677 5,203

Sales rebate accruals 1,441 1,072

Logistic fee payable 1,076 1,681

Loan and interest payable due to a related party (Note 37) – 729,583

Payables related to investments – 2,750

Others 71,257 78,281

1,489,689 1,818,151

Notes:

(a) These payables are related to the proceeds generated from television series and film rights that are collected by the Group as a 
distribution agent.

(b) It represents payments received from co-producers for the co-produced television series and films under joint operation agreements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

30 SHARE CAPITAL, SHARE PREMIUM AND SHARES HELD FOR RSU SCHEME

Number of 

ordinary 

shares

Share 

capital

Share 

premium

Shares held 

for RSU 

scheme Total

RMB’000 RMB’000 RMB’000 RMB’000

As of January 1, 2018 906,417,239 569 12,143,464 (23) 12,144,010

Issuance of ordinary shares (Note a) 116,137,007 80 4,375,333 – 4,375,413

Transfer of vested RSUs, sale and 

 repurchase of vested RSUs – – (62,242) 2 (62,240)

As of December 31, 2018 1,022,554,246 649 16,456,555 (21) 16,457,183

Transfer of vested RSUs – – (48,918) 2 (48,916)

Repurchase and cancellation of shares 

 (Note b) (10,217,400) (7) (245,828) – (245,835)
     

As of December 31, 2019 1,012,336,846 642 16,161,809 (19) 16,162,432
     

Notes:

(a) On October 31, 2018, 116,137,007 new shares have been issued by the Group as part of the consideration paid for the acquisition of 
New Classics Media.

(b) During the year ended December 31, 2019, the Group repurchased a total of 10,217,400 ordinary shares that listed on The Stock 
Exchange of Hong Kong Limited. The total amount paid to repurchase these ordinary shares was approximately HKD273,031,000 
(approximately RMB245,835,000). As of December 31, 2019, all these above mentioned repurchased ordinary shares had been 
cancelled and deducted from the share capital and share premium within shareholders’ equity.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

31 OTHER RESERVES

Contribution 

from holding 

company

Currency 

translation 

differences

Put option

 on non-

controlling 

interests

Shares-

based 

compensation 

reserve

Statutory 

surplus 

reserve

Capital 

reserve Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

As of January 1, 2019 34,127 296,835 10,964 500,588 86,573 (30,937) 898,150

Currency translation differences – 65,714 – – – – 65,714

Share-based compensation expenses (Note 32) – – – 141,569 – – 141,569

Profit appropriations to statutory reserves (Note a) – – – – 45,350 – 45,350

Acquisition of non-controlling interests (Note b) – – – – – (4,894) (4,894)

Share of other comprehensive loss of associates 

 and joint ventures – (10,502) – – – – (10,502)
       

As of December 31, 2019 34,127 352,047 10,964 642,157 131,923 (35,831) 1,135,387
       

As of January 1, 2018 34,127 (133,067) 10,964 348,361 56,128 (7,281) 309,232

Currency translation differences – 430,083 – – – – 430,083

Share-based compensation expenses (Note 32) – – – 152,227 – – 152,227

Profit appropriations to statutory reserves (Note a) – – – – 30,445 – 30,445

Acquisition of non-controlling interests (Note b) – – – – – (23,656) (23,656)

Share of other comprehensive income of an associate – (181) – – – – (181)

As of December 31, 2018 34,127 296,835 10,964 500,588 86,573 (30,937) 898,150
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

31 OTHER RESERVES (CONTINUED)

Notes:

(a) In accordance with the Companies Laws of the PRC and the stipulated provisions of the articles of association of subsidiaries with 
limited liabilities in the PRC, appropriation of net profits (after offsetting accumulated losses from prior years) should be made by 
these companies to their respective Statutory Surplus Reserve Funds and the Discretionary Reserve Funds before distributions are 
made to the owners. The percentage of appropriation to Statutory Surplus Reserve Fund is 10%. The amount to be transferred to 
the Discretionary Reserve Fund is determined by the equity owners of these companies. When the balance of the Statutory Surplus 
Reserve Fund reaches 50% of the registered capital, such transfer needs not to be made. Both the Statutory Surplus Reserve Fund 
and Discretionary Reserves Fund can be capitalized as capital of an enterprise, provided that the remaining Statutory Surplus Reserve 
Fund shall not be less than 25% of the registered capital.

In addition, in accordance with the Law of the PRC on Enterprises with Foreign Investments and the stipulated provisions of the articles 
of association of wholly owned foreign subsidiaries in the PRC, appropriation from net profits (after offsetting accumulated losses 
brought forward from prior years) should be made by these companies to their respective Reserve Fund. The percentage of net profit 
to be appropriated to the Reserve Fund is not less than 10% of the net profit. When the balance of the Reserve Fund reaches 50% of 
the registered capital, such transfer needs not be made.

With approvals obtained from respective boards of directors of these companies, the Reserve Fund can be used to offset accumulated 
deficit or to increase capital.

(b) During the year ended December 31, 2019, the Group has acquired non-controlling interests in the Group’s non-wholly owned 
subsidiary, New Classics Energy Co., Ltd., and the aggregate net excess of considerations over the carrying amounts of acquired net 
non-controlling interests, being approximately RMB1,349,000, was recognized directly in equity.

During the year ended December 31, 2019, the Group has acquired non-controlling interests in the Group’s non-wholly owned 
subsidiary, Ningbo Yuewen Wenxing Investment Management Co., Ltd., and the aggregate net excess of carrying amounts of acquired 
net non-controlling interests over the considerations, being approximately RMB755,000, was recognized directly in equity.

During the year ended December 31, 2019, the Group has acquired non-controlling interests in the Group’s non-wholly owned 
subsidiary, Gravity, LLC, and the aggregate net excess of considerations over the carrying amounts of acquired net non-controlling 
interests, being approximately RMB4,300,000, was recognized directly in equity.

During the year ended December 31, 2018, the Group has acquired non-controlling interests in the Group’s non-wholly owned 
subsidiary, Tianjin Shengda Tianfang Tingshu Information Technology Co., Ltd, and the aggregate net excess of considerations over 
the carrying amounts of acquired net non-controlling interests, being approximately RMB23,656,000, was recognized directly in equity.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

32 SHARE-BASED PAYMENTS

(a) Share-based compensation plans of Tencent

Tencent operates a number of share-based compensation plans covering certain employees of the 

Group.

Movements in the number of RSUs outstanding that granted to the employees of the Group is as follows:

Number of 

RSUs

As of January 1, 2018 10,000

Vested (10,000)

As of December 31, 2018 –

(b) Share-based compensation plan of the Group

The Company has adopted a share award scheme on December 23, 2014 to the extent of 25,000,000 

new ordinary shares of the Company for the purposes of attracting and retaining the best available 

personnel, to provide additional incentives to employees, directors and consultants and to promote the 

success of the Group’s business (the “2014 Equity Incentive Plan”).

Pursuant to the RSUs agreements under 2014 Equity Incentive Plan, subject to grantee’s continued 

service to the Group through the applicable vesting date, the RSUs shall become vested with respect to 

20% of the RSUs on each of the first five anniversaries of the grant date.

On March 12, 2016, the Company adopted amended and restated 2014 Equity Incentive Plan. According 

to the amended and restated 2014 Equity Incentive Plan, subject to grantee’s continued service to the 

Group through the applicable vesting date, all RSUs vested and to be vested shall be settled on a date 

as soon as practicable after the RSUs vest and the completion of a defined initial public offering of the 

Company.

As such, the Group modified the terms of conditions of its granted RSUs that are not beneficial to its 

employees. This should not be taken into account when considering the estimate of the number of equity 

instruments expected to vest and the Group continues to account for the RSUs without any original 

grants changes.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

32 SHARE-BASED PAYMENTS (CONTINUED)

(b) Share-based compensation plan of the Group (Continued)

On January 17, 2017, the shareholders of the Company approved additional 15,409,901 new ordinary 

share to be further reserved for the purpose of the Company’s employee incentive plan. The aggregate 

number of shares reserved under 2014 Equity Incentive Plan shall be amounted to 40,409,091 shares.

On October 29, 2018, 3,909,500 RSUs have been granted to certain directors and employees of the 

Group under the amended and restated 2014 Equity Incentive Plan. Each RSUs is settled by transfer of 

one ordinary share of the Company to the grantee upon on a date as soon as practicable after the RSUs 

vest.

On April 10, 2019, July 11, 2019 and November 5, 2019, 235,000, 158,000 and 5,297,000 RSUs have 

been granted to certain directors and employees of the Group under the amended and restated 

2014 Equity Incentive Plan, respectively. Each RSUs is settled by transfer of one ordinary share of the 

Company to the grantee upon on a date as soon as practicable after the RSUs vest.

Movements in the number of RSUs outstanding is as follows:

Number of 

RSUs
 

As of January 1, 2019 17,477,000

Granted 5,690,000

Forfeited (1,293,500)

Vested (6,659,400)

Outstanding balance as of December 31, 2019 15,214,100
 

As of January 1, 2018 20,303,500

Granted 3,909,500

Forfeited (539,000)

Vested (6,197,000)

Outstanding balance as of December 31, 2018 17,477,000

The fair value of each RSUs was calculated based on the market price of the Company’s shares at the 

respective grant date.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

32 SHARE-BASED PAYMENTS (CONTINUED)

(c) Expected Retention Rate

The Group has to estimate the expected yearly percentage of grantees that will stay within the Group 

at the end of the vesting periods of the share options (the “Expected Retention Rate”) in order to 

determine the amount of share-based compensation expenses charged to the consolidated statement 

of comprehensive income. As of December 31, 2019, the Expected Retention Rate was assessed to be 

100%.

(d) Shares held for RSU scheme

The Company has set up two structured entities (“RSUs Scheme Trusts”), namely Link Apex Holdings 

Limited and Peak Income Group Limited, which are solely for the purpose of administering and holding 

the Company’s shares for the RSU scheme. Pursuant to a resolution passed by the Board of Directors of 

the Company on October 10, 2017, the Company issued 40,409,091 ordinary shares to the RSU scheme 

Trusts at a par value of USD0.0001 each, being the ordinary shares underlying the Company’s RSUs 

Scheme. In addition, the Company has entered into a trust deed with an independent trustee (the “RSU 

Trustee”) on October 10, 2017, pursuant to which the RSU Trustee shall act as the administrator of the 

Company’s RSUs Scheme.

The Company has the power to direct the relevant activities of the RSUs Scheme Trusts and it has the 

ability to use its power over the RSUs Scheme Trusts to affect its exposure to returns. Therefore, the 

assets and liabilities of the RSUs Scheme Trusts are included in the Group’s consolidated statement 

of financial position and the ordinary shares held for the Company’s RSU scheme were regarded as 

treasury shares and presented as a deduction in equity as “Shares held for RSU scheme”.

33 CONTINGENCIES

The Group did not have any other material contingent liabilities as of December 31, 2019 (2018: Nil).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

34 BUSINESS COMBINATION

(a) Acquisition of New Classics Media

On October 31, 2018, the Group entered into a share purchase agreement with selling shareholders 

(including a subsidiary of Tencent) to acquire 100% equity interest of New Classics Media, which 

is principally engaged in production and distribution of television series, web series and films. The 

acquisition has significantly increased the Group’s market share in the TV and film industry and 

complements the Group’s existing divisions.

Pursuant to the share purchase agreement, the aggregate nominal consideration for the acquisition of 

New Classics Media is approximately RMB15,500,000,000 and will be subject to the earn-out mechanism 

that set out in the share purchase agreement. The consideration will be settled by a combination of 

cash and new shares based on the terms and subject to the conditions set forth in the share purchase 

agreement. “Monte Carlo Simulation Method” was used to in this exercise to measure the value of 

the contingent consideration. The future net profit of New Classics Media was simulated in numerous 

scenarios based on the assumptions of growth rate and volatility of net profit of New Classics Media. 

For each scenario, the consideration to be paid in the form of cash and shares would be determined 

in accordance with the earn-out mechanism that set out in the share purchase agreement. Such 

consideration was then discounted at a rate that reflects the associated risk of the payment to arrive the 

present value of consideration in a scenario. The value of contingent consideration was obtained by the 

average of the present value of considerations in these scenarios.

In addition, out of the total aforementioned nominal consideration of RMB15,500,000,000, 

RMB500,000,000 is a contingent payment. According to IFRS, a contingent payment arrangement 

in which the payments are automatically forfeited if employment terminates is remuneration for 

post-combination services. Since the share purchase agreement specifically sets out that if any of 

a specific group of selling shareholders (as defined in the share purchase agreement) ceases or 

terminates his/her employment relationship(s) with the Group before March 31, 2023, they will give up 

their respective amount of the total RMB500,000,000 contingent payment. As such, RMB500,000,000 

will not be included as the consideration for the acquisition, but a transaction that remunerates 

employees or former owners of the acquiree for future services, it will be considered as remuneration 

for post-combination services. For the year ended December 31, 2019, the post-combination service 

expense amounting to approximately RMB100,000,000 (for the period from November 1, 2018 to 

December 31, 2018: RMB16,667,000) was charged to “general and administrative expenses” in the 

consolidated statement of comprehensive income.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

34 BUSINESS COMBINATION (CONTINUED)

(a) Acquisition of New Classics Media (Continued)

Details of the purchase consideration, the net assets acquired and goodwill are as follows:

RMB’000

Purchase consideration

 Cash paid 1,531,508

 Ordinary shares issued (Note a) 4,375,413

 Contingent consideration (Note b) 3,301,627

Total purchase consideration 9,208,548

Notes:

(a) The fair value of the 116,137,007 shares issued as part of the consideration paid for New Classics Media was based on the 
published share price on October 31, 2018 of HK$42.35 per share.

(b) As of October 31, 2018, financial liabilities at fair value through profit or loss of approximately RMB3,301,627,000 in relation 
to aforementioned contingent consideration were recognised in the consolidated statement of financial position, which was 
based on the valuation performed by an independent external valuation firm that engaged by the Group. As of December 31, 
2019, the remeasurement of the fair value of contingent consideration payable was also based on the valuation performed by 
the independent external valuation firm, which took into account the updated assumptions at the end of the reporting period. 
For year ended December 31, 2019, fair value gain of approximately RMB273,003,000 was charged to “other gains, net” and 
the currency translation difference of approximately RMB22,726,000 was charged to “other comprehensive income” in the 
consolidated statement of comprehensive income.

The goodwill of approximately RMB6,933,002,000 arising from the acquisition is attributable to the 

acquired market shares and business cooperations to be derived from combining with the operations of 

the Group. None of the goodwill recognized is expected to be deductible for income tax purposes. The 

following table summarizes the consideration paid for the acquisition, the fair value of assets acquired, 

liabilities assumed and the non-controlling interest at the acquisition date.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

34 BUSINESS COMBINATION (CONTINUED)

(a) Acquisition of New Classics Media (Continued)

October 31, 

2018

RMB’000

Consideration 9,208,548

Recognized amounts of identifiable assets acquired and liabilities assumed:

Property, plant and equipment 2,889

Intangible assets (Note a) 740,700

Television series and film rights (Note b) 2,449,300

Investments in a joint venture 6,624

Deferred income tax assets 61,701

Prepayments, deposits and other assets 528,430

Trade and notes receivables 1,526,740

Cash and cash equivalents 1,005,582

Financial assets at fair value through profit or loss 8,992

Trade payables (277,252)

Other payables and accruals (1,479,116)

Borrowings (1,363,072)

Deferred revenue (693,677)

Current income tax liabilities (13,202)

Deferred income tax liabilities (230,863)

Total identifiable net assets 2,273,776

Non-controlling interests 1,770

Goodwill 6,933,002

9,208,548



218

C
hi

na
 L

ite
ra

tu
re

 L
im

ite
d 

 •
  A

nn
ua

l R
ep

or
t 2

01
9

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

34 BUSINESS COMBINATION (CONTINUED)

(a) Acquisition of New Classics Media (Continued)

Notes:

(a) The identified intangible assets for the acquisition primarily consists of trademark of approximately RMB716,300,000 and non-compete 
agreement of approximately RMB24,400,000. They are initially recognised and measured at fair value. The recognition of trademark as 
part of the acquisition arose mainly from the cost savings by owing the trademark rather than licensing it. The fair value of trademark 
was developed through the application of the valuation technique which has taken into account the estimated royalty income 
contributed by the trademark. The recognition of non-compete agreement as part of the Acquisition arouse mainly from the avoidance 
of potential damage caused by the competition. The fair value of the non-compete agreement was developed through the application 
of the valuation technique which has taken into account of the difference in projected cash flows New Classics Media in the scenarios 
with and without the non-compete agreement in place and the estimated probability of competition.

(b) Television series and film rights represent the total amount for adaptation rights and scripts, television series and film rights under 
production and television series and film rights completed of approximately RMB2,449,300,000. The recognition of television series and 
film rights as part of the proposed acquisition arose mainly from the revaluation of television series and film rights which are expected 
to bring economic benefit to the Target Group in the ordinary course of business. The fair value of television series and film rights was 
developed through the application of the valuation technique which has taken into account the estimated selling price of television 
series and films right adjusted by relevant costs and a profit commensurate with the amount of investment in the assets and the degree 
of risk.

(c) The acquired business contributed revenues of approximately RMB275,286,000 and net profit of approximately RMB23,236,000 to 
the Group for the period from October 31 to December 31, 2018. If the acquisition had occurred on January 1, 2018, consolidated 
pro-forma revenue and profit for the year ended December 31, 2018 would have been approximately RMB6,634,121,000 and 
RMB1,187,653,000, respectively. These amounts have been calculated using the subsidiary’s results and adjusting them for:

• differences in the accounting policies between the Group and the subsidiary; and

• the additional amortisation that would have been charged assuming the fair value adjustments to intangible assets and 
television series and film rights had applied from January 1, 2018, together with the consequential tax effects.

(b) Purchase consideration – cash outflow

RMB’000

Outflow of cash to acquire subsidiary, net of cash acquired

Cash consideration 1,531,508

Less: Balance of cash acquired (1,013,031)

Net outflow of cash – investing activities 518,477

For the year ended December 31, 2018, acquisition-related costs of RMB37,755,000 that were not 

directly attributable to the issue of shares are included in “other gains, net” in profit or loss and in 

operating cash flows in the consolidated statement of cash flows.



219

C
hi

na
 L

ite
ra

tu
re

 L
im

ite
d 

 •
  A

nn
ua

l R
ep

or
t 2

01
9

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

35 CASH FLOW INFORMATION

(a) Cash generated from operating activities

Year ended December 31,

2019 2018

RMB’000 RMB’000
 

Profit for the year 1,112,134 912,398

Adjustments for:

Income tax expense 67,663 165,403

Compensation charges for post-combination services 100,000 16,667

Share-based compensation expenses 141,569 152,227

Depreciation of property, plant and equipment 22,306 17,874

Amortization of intangible assets 174,729 146,177

(Gain)/loss on disposals of property, plant and equipment (206) 643

Provision for/(reversal of) impairment losses on financial assets 24,630 (36,822)

Provision for inventory obsolescence 61,186 63,773

Impairment of investment in an associate 17,400 7,170

Impairment loss of television series and film rights 177,636 300

Share of net profit of investments accounted for using equity method (158,508) (111,339)

Gain on liquidation or disposal of subsidiaries (7,464) (127,911)

Interest income on bank deposits (157,539) (200,817)

Fair value loss/(gain) on financial assets at fair value through profit or loss 11,782 (94,810)

Fair value gain on financial liabilities at fair value through profit or loss (273,003) (108,938)

Interest expense 166,521 48,510

Guarantee expense 549 3,422

Foreign exchange losses, net 747 96,557

Depreciation charge of right-of-use assets 61,451 –

Dividend income (196) –

Changes in operating assets and liabilities:

Trade and notes receivables (1,552,617) 487,375

Inventories (537,530) 33,572

Television series and film rights 1,571,749 (408,056)

Prepayments, deposits and other assets (129,398) 46,748

Investments in TV drama participation – 25,128

Trade payables (204,611) 193,712

Deferred revenue (293,426) (96,487)

Other payables and accruals 544,491 (184,878)
 

Net cash provided by operating activities 942,045 1,047,598
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

35 CASH FLOW INFORMATION (CONTINUED)

(b) Non-cash investing and financing activities

During the years ended December 31, 2019 and 2018, there are no material non-cash investing and 

financing transactions other than the acquisition of New Classics Media as described in Note 34.

(c) Net debt reconciliation

The reconciliation of liabilities arising from financing activities is as follows:

Borrowings 

(non-current)

Borrowings 

(current)

Interest 

payable

Leases 

(current 

and non-

current)

Payables 

to financial 

investors in 

TV programs 

and film 

production

Loan payable 

due to a 

related party

Consideration 

payable related 

to the 

acquisition 

of Cloudary’s 

non-controlling 

interests 

(current) Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
        

As of January 1, 2019 380,000 1,385,445 5,203 135,436 275,876 700,000 500 2,882,460

Cash flows (180,000) (282,373) (174,848) (65,849) (164,690) (700,000) – (1,567,760)

Other non-cash movements (200,000) 200,000 171,322 20,342 11,380 – – 203,044
       

As of December 31, 2019 – 1,303,072 1,677 89,929 122,566 – 500 1,517,744
        

As of January 1, 2018 475,000 – 620 – – – 500 476,120

Cash flows – (72,627) (46,249) – (37,700) – – (156,576)

Business combination 

 (Note 34) 380,000 983,072 9,124 – 297,577 700,000 – 2,369,773

Other non-cash movements (475,000) 475,000 41,708 – 15,999 – – 57,707

As of December 31, 2018 380,000 1,385,445 5,203 – 275,876 700,000 500 2,747,024
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

36 SUBSIDIARIES AND CONTROLLED STRUCTURED ENTITIES

Particulars of the principal subsidiaries of the Group as of the date of these consolidated financial statements 

and as of December 31, 2019 are set out below:

Company name

Place of 

incorporation

Date of 

incorporation

Registered 

capital

Percentage of 

attributable 

equity interest Principal activities

Shanghai Yuewen Information Technology Co., Ltd.  

(“上海閱文信息技術有限公司”)

PRC April 2, 2014 RMB10,000,000 100.00% Online reading business, intellectual 

property operations and online advertising

Shanghai Xuanting Entertainment Information  

Technology Co., Ltd. 

(“上海玄霆娛樂信息科技有限公司”)

PRC August 26, 2004 RMB108,000,000 100.00% Online reading business

Tianjin Zhongzhi Bowen Book Co., Ltd.  

(“天津中智博文圖書有限公司”)

PRC March 1, 2010 RMB11,626,440 89.55% Physical book business

Xiaoxiang College (Tianjin) Culture Development Co., Ltd.  

(“瀟湘書院（天津）文化發展有限公司”)

PRC June 8, 2010 RMB10,000,000 100.00% Online reading business

Tianjin Huawen Tianxia Book Co., Ltd.  

(“天津華文天下圖書有限公司”)

PRC June 23, 2009 RMB10,204,100 100.00% Physical book business

Shengyun Information Technology (Tianjin) Co., Ltd.  

(“盛雲信息技術（天津）有限公司”)

PRC June 13, 2013 USD30,000,000 100.00% Intellectual property management

Beijing Hongxiu Tianxiang Technology Development Co., Ltd.  

(“北京紅袖添香科技發展有限公司”)

PRC March 20, 2006 RMB10,000,000 100.00% Online reading business

Beijing Wangwen Xinyue Technology Co., Ltd.  

(“北京網文欣閱科技有限公司”)

PRC March 12, 2010 RMB10,000,000 100.00% Online reading business

Shanghai Hongwen Networking Technology Co., Ltd.  

(“上海宏文網絡科技有限公司”)

PRC October 22, 2008 RMB10,000,000 100.00% Online reading business, intellectual 

property operations and online advertising

New Classics Television Entertainment Investment  

Company Limited  

(“新麗電視文化投資有限公司”)

PRC September 24, 

2008

RMB50,000,000 100.00% Television series and film production

New Classics Movie (Zhejiang) Company Limited  

(“新麗電影（浙江）有限公司”)

PRC January 4, 2010 RMB10,000,000 100.00% Television series and film production

Note:

(a) The English names of the subsidiaries represent the best effort by the Company’s management to translate their Chinese names, as 
these subsidiaries do not have official English names.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

37 RELATED PARTY TRANSACTIONS

Parties are considered to be related if one party has the ability, directly or indirectly, control the other party or 

exercise significant influence over the other party in making financial and operation decisions. Parties are also 

considered to be related if they are subject to common control. Members of key management and their close 

family member of the Group are also considered as related parties.

Names of the major related parties Nature of relationship

Tencent Holdings Limited Ultimate holding company

Shenzhen Tencent Computer Systems Company Limited Fellow subsidiary

Shenzhen Shiji Kaixuan Technology Company Limited Fellow subsidiary

Tencent Technology (Shenzhen) Company Limited Fellow subsidiary

Tencent Cloud Computing (Beijing) Company Limited Fellow subsidiary

Tencent Technology (Beijing) Company Limited Fellow subsidiary

Shanghai Tencent Penguin Film Culture Co., Ltd. Fellow subsidiary

Tencent Film Culture Co., Ltd. Fellow subsidiary

Beijing BIZCOM Technology Company Limited Fellow subsidiary

Shenzhen Tencent Animation and Comics Co., Ltd. Fellow subsidiary

Tencent Mobility Limited Fellow subsidiary 

Kapok Tree Investment Limited Fellow subsidiary

Beijing Jinjiang Networking Technology Co., Ltd. Joint venture of the Group

Cangqiong Interactive Entertainment (Tianjin) Culture Co., Ltd. Joint venture of the Group

Tianjin Wenmeng Interactive Entertainment Co., Ltd. Joint venture of the Group

Shenzhen Lazy Online Technology Co., Ltd. Joint venture of the Group

Khorgas Fanrenxianjie Media Co., Ltd. Joint venture of the Group

Ningbo Yuewen Yuandongli Culture Industry Investment LLP Associate of the Group

Hangzhou Wawayu Animation Design Co., Ltd. Associate of the Group

Shanghai Foch Film Culture Investment Co., Ltd. Associate of the Group

Chongqing Caiseqianbi Animation Design Co., Ltd. Associate of the Group

Shanghai Yuedong Film Culture Co., Ltd. Associate of the Group

Shanghai Kaca Entertainment Co., Ltd. Associate of the Group

JD.com, Inc. Associate of the ultimate holding company

Sogou, Inc. Associate of the ultimate holding company

Guangzhou Tianwen Kadokawa Animation and Comics Co., Ltd. Associate of the ultimate holding company

Khorgas Linmon Pictures Media Co., Ltd. Associate of the ultimate holding company

Tianjin Maoyan Weiying Media Co., Ltd. Associate of the ultimate holding company
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

37 RELATED PARTY TRANSACTIONS (CONTINUED)

The following transactions were carried out with related parties:

(a) Copyrights licensing, provision of advertising and management services and sales of 
physical books

Year ended December 31,

2019 2018

RMB’000 RMB’000
 

Fellow subsidiaries 1,905,567 279,318

Associates of the ultimate holding company (Note) 36,525 133,924

Associates of the Group 9,615 25,912

Joint ventures of the Group 57,550 45,336

2,009,257 484,490

(b) Receipts of services, purchase of animation works and other purchase

Year ended December 31,

2019 2018

RMB’000 RMB’000
 

Fellow subsidiaries 309,884 297,361

Associates of the ultimate holding company 47,002 1,394

Associates of the Group 22,368 66,803

Joint ventures of the Group 4,375 7,752

383,629 373,310

(c) Interest expense

Year ended December 31,

2019 2018

RMB’000 RMB’000
 

Fellow subsidiaries 74,581 11,861

The Group’s pricing policies on the transactions with related parties are based on mutually agreed terms.

Note:

For the related party transactions disclosed in Note 37, the associates of the ultimate holding company represented the companies 
that are associates of the Company’s ultimate holding company Tencent but not the associate of the Group, whose related parties 
transactions are disclosed separately.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

37 RELATED PARTY TRANSACTIONS (CONTINUED)

(d) Acquisition of New Classics Media

As disclosed in Note 34, the Group acquired 100% equity interest of New Classics Media, out of which 
23,065,815 series A preferred shares of New Classics Media was purchased from Tencent Mobility 
Limited, a fellow subsidiary of the Group, in October 2018. The total consideration paid to the fellow 
subsidiary was amounting to approximately RMB2,951,332,000 in the form of the newly issuance ordinary 
shares of the Company.

(e) Acquisition of equity interest in Ookbee U Company Limited (“OBU”)

In September 2019, Cloudary Holdings Limited (“Cloudary HK”), a wholly-owned subsidiary of the Group, 
has entered into an acquisition agreement with Kapok Tree Investment Limited (“Kapok Tree”), a wholly-
owned subsidiary of Tencent, pursuant to which Cloudary HK acquired 10.2443% ordinary shares of 
OBU from Kapok Tree with a total consideration of approximately USD3,947,000.

(f) Loan facility provided by a fellow subsidiary

In November 2019, one of the Group’s subsidiary, Yueting Information Technology (Shanghai) Co., Ltd. 
(“Shanghai Yueting”), entered into a two-year loan facility agreement with a subsidiary of Tencent, where 
a loan facility up to RMB400 million was made available to Shanghai Yueting. As of December 31, 2019, 
the Group has not utilized any loan facility provided by the fellow subsidiary.

(g) Balances with related parties

As of December 31,

2019 2018
RMB’000 RMB’000

 

Trade receivables
Fellow subsidiaries (Note) 1,375,305 758,817
Associates of the ultimate holding company 14,912 60,786
Associates of the Group 9,891 25,053
Joint ventures of the Group 8,330 6,420

1,408,438 851,076

Prepayments, deposits and other receivables
Fellow subsidiaries 20,342 24,853
Associates of the ultimate holding company 6,061 20
Associate of the Group 1,631 6,113

28,034 30,986

Note:

Trade receivables from fellow subsidiaries are mainly arising from the collection of payments from the Group’s customers on behalf of 
the Group and license of television series.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

37 RELATED PARTY TRANSACTIONS (CONTINUED)

(g) Balances with related parties (Continued)

Other receivables due from related parties are unsecured, interest-free and repayable on demand. No 

provisions are made against receivables from related parties.

As of December 31,

2019 2018

RMB’000 RMB’000
 

Trade payables
Fellow subsidiaries 20,832 55,401

Associates of the ultimate holding company 321 12

Associates of the Group 1,669 1,871

Joint ventures of the Group 947 1,779

23,769 59,063

As of December 31,

2019 2018

RMB’000 RMB’000
 

Other payables and accruals
Fellow subsidiaries (Note) 213,502 1,138,827

Associates of the ultimate holding company 1,205 900

Associates of the Group – 3,391

214,707 1,143,118

Note:

Except for the unsecured loan payable of RMB700,000,000 due to a fellow subsidiary, which bears a fixed interest rate of 10.0% per 
annum in 2018 and has been repaid in 2019, the payables due to related parties are unsecured, interest-free and are repayable on 
demand.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

37 RELATED PARTY TRANSACTIONS (CONTINUED)

(h) Key management personnel compensations

Year ended December 31,

2019 2018

RMB’000 RMB’000
 

Salaries, wages and bonuses 12,649 12,267

Other social security costs, housing benefits and other 

 employee benefits 333 303

Pension costs – defined contribution plans 204 212

Share-based compensation expenses 3,789 8,077

16,975 20,859

38 SUBSEQUENT EVENT

An outbreak of the wide spread of the Novel Coronavirus (the “Coronavirus Outbreak”) has been emerged 

since early of January 2020 and has been subsequently declared as a Public Health Emergency of 

International Concern by the World Health Organisation on January 30, 2020. As of the date of these 

consolidated financial statements, the management of the Group has not identified any significant adverse 

impact on the Group’s financial performance as a result of the Coronavirus Outbreak.

Furthermore, with respect to the Coronavirus Outbreak’s impacts on our future business operations, the 

management of the Group has identified the following factors which might have possible impact on the Group: 

1) For the TV and film production, no TV and film productions were scheduled to begin until March 2020 

but whether the production activities can be fully resumed will be subject to the latest development of the 

Coronavirus Outbreak, and 2) Movie theatres are closed in many cities in China and no films can be exhibited 

during this period. At this point in time the duration of the Coronavirus Outbreak is still uncertain and we wish 

to highlight that a prolonged coronavirus pandemic may possibly have an adverse impact on the Group’s 2020 

financial results.

The Group will closely monitor the latest development of the Coronavirus Outbreak so as to adopt positive 

counter-measures to overcome any challenges arising and to assess the related impact to the Group on a 

continuous basis.

Except for the non-adjusting subsequent event as described above, there is no other significant event 

occurred subsequently during the period from December 31, 2019 to the approval date of these consolidated 

financial statements by the Board of Directors on March 17, 2020.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

39 FINANCIAL POSITION AND RESERVE MOVEMENT OF THE COMPANY

(a) Financial position of the Company

As of December 31,

2019 2018

RMB’000 RMB’000
 

Non-current assets

Investments in subsidiaries 14,407,931 14,334,243

Prepayments, deposits and other assets 1,701 1,672

Right-of-use assets 907 –

14,410,539 14,335,915

Current assets

Property, plant and equipment 514 808

Prepayments, deposits and other assets 2,617,202 2,986,351

Term deposits 161,240 473,561

Cash and cash equivalents 2,487,302 3,130,390

5,266,258 6,591,110

Total assets 19,676,797 20,927,025

EQUITY

Capital and reserves attributable to 

 equity holders of the Company

Share capital 642 649

Shares held for RSU scheme (19) (21)

Share premium 16,405,198 16,699,944

Other reserves 747,563 589,499

Retained earnings 482,638 145,695

Total equity 17,636,022 17,435,766
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

39 FINANCIAL POSITION AND RESERVE MOVEMENT OF THE COMPANY 
(CONTINUED)

(a) Financial position of the Company (Continued)

As of December 31,

2019 2018

RMB’000 RMB’000
 

LIABILITIES

Non-current liabilities

Lease liabilities 188 –

Financial liabilities at fair value through profit or loss 535,082 1,954,165

Current liabilities

Lease liabilities 672 –

Other payables and accruals 383,802 346,640

Financial liabilities at fair value through profit or loss 1,121,031 1,190,454

Total liabilities 2,040,775 3,491,259

Total equity and liabilities 19,676,797 20,927,025

The statement of financial position of the Company was approved by the Board of Directors on March 17, 

2020 and was signed on its behalf.

Director Director
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

39 FINANCIAL POSITION AND RESERVE MOVEMENT OF THE COMPANY 
(CONTINUED)

(b) Reserve movement of the Company

Other 

reserves

Retained 

earnings

RMB’000 RMB’000
  

As of January 1, 2019 589,499 145,695

Comprehensive income

Profit for the year – 336,943

Other comprehensive income

– Currency translation differences 16,495 –
  

Total comprehensive income for the year 16,495 336,943
  

Transaction with owners

Share-based compensation expenses (Note 32) 141,569 –

Total transactions with owners recognized directly 

 in equity for the year 141,569 –
  

As of December 31, 2019 747,563 482,638
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2019

39 FINANCIAL POSITION AND RESERVE MOVEMENT OF THE COMPANY 
(CONTINUED)

(b) Reserve movement of the Company (Continued)

Other 

reserves

Retained 

earnings

RMB’000 RMB’000

As of January 1, 2018 556,462 43,732

Comprehensive income

Profit for the year – 101,963

Other comprehensive income

– Currency translation differences (119,190) –

Total comprehensive (loss)/income for the year (119,190) 101,963

Transaction with owners

Share-based compensation expenses (Note 32) 152,227 –

Total transactions with owners recognized directly 

 in equity for the year 152,227 –

As of December 31, 2018 589,499 145,695
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DEFINITIONS

“Adaptation Rights” : the rights for adaptation of the Literary Work into movies and television 

series by real characters, animated movies, games, reality products 

developed by the adapted products and trademarks of the Literary 

Work (including sub-licensing rights thereof);

“Administrator” : the committee appointed to administer the RSU Plan composed of 

members of the Board, and if no such committee is appointed, it shall 

mean the Board;

“Advertisement Cooperation 

 Agreement”
: an agreement entered into among Shanghai Yuewen, Tencent 

Computer and Tenpay on January 4, 2018 in relation to the 

advertisement services provided by Tencent Computer and Tenpay to 

Shanghai Yuewen;

“AGM” : the forthcoming annual general meeting of the Company to be held on 

May 25, 2020;

“Articles of Association” : the amended and restated articles of association of the Company, 

conditionally adopted on October 18, 2017 with effect from the Listing 

Date, and as amended from time to time;

“Audit Committee” : the audit committee of the Company;

“Auditor” : PricewaterhouseCoopers, the external auditor of the Company;

“Advertisement Cooperation 

 Framework Agreement”
: an agreement entered into on March 18, 2019 between Shanghai 

Yueting (on behalf of the Group) and Tencent Computer (on behalf 

of the Retained Tencent Group) in relation to, among other things, 

cooperation on audio and comics work;

“Award(s)” : the restricted stock unit(s) granted under the RSU Plan;

“Award Agreement(s)” : the agreements evidencing the grant of the Awards;

“Beijing Hongxiu” : Beijing Hongxiu Tianxiang Technology Development Co., Ltd. (北京

紅袖添香科技發展有限公司), a company established in the PRC on 

March 20, 2006 and one of our Consolidated Affiliated Entities;

“Board” : the board of Directors of the Company;
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DEFINITIONS

“Board Committees” : the Audit Committee, the Remuneration Committee, the Nomination 

Committee and the Strategy and Investment Committee of the Board 

of the Company;

“C-Hero Limited” : a company incorporated with limited liability in the British Virgin 

Islands, whose registered office is at Craigmuir Chambers, Road 

Town, Tortola, VG 1110, British Virgin Islands;

“Cang Qiong Entertainment” : Cang Qiong Entertainment (Tianjin) Culture Communications Co., 

Ltd. (蒼穹互娛（天津) 文化傳播有限公司), a company established 

in the PRC, an associate of Tencent and a connected person of the 

Company;

“Catalog” : the Guidance Catalog of Industries for Foreign Investment;

“CG Code” : the Corporate Governance Code and Corporate Governance Report;

“China Reading HK” : China Reading (Hong Kong) Limited (中國閱讀（香港）有限公司), a 

limited liability company incorporated in Hong Kong on April 24, 2013, 

and our directly wholly-owned subsidiary;

“Cloud Services and 

 Technical Services 

 Framework Agreement”

: the framework agreement entered into between Shanghai Yueting (on 

behalf of the Group) and Tencent Computer (on behalf of the Retained 

Tencent Group) on October 21, 2017, pursuant to which the Retained 

Tencent Group agreed to provide cloud services and other technical 

services to the Company for service fees;

“Cloudary” : Cloudary Corporation (formerly known as Shanda Literature 

Corporation), an exempted company with limited liability incorporated 

under the laws of the Cayman Islands on February 25, 2011, and our 

directly wholly-owned subsidiary;

“Cloudary HK” : Cloudary Holdings Limited (閱文文學有限公司, formerly known as 

Shanda Literature Limited), a limited liability company incorporated in 

Hong Kong on September 28, 2007, and our indirectly wholly-owned 

subsidiary;

“Co-Chief Executive Officer(s)” : the co-chief executive officer(s) of the Company;
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DEFINITIONS

“Company”, “our Company”, 

 “the Company” or 

 “China Literature”

: China Literature Limited (閱文集團) (formerly known as China Reading 

Limited), an exempted company incorporated in the Cayman Islands 

with limited liability on April 22, 2013 with its Shares listed on the Main 

Board of the Stock Exchange on the Listing Date under the stock code 

772;

“Comprehensive Cooperation 

 Agreement”
: an agreement entered into on March 20, 2018 between Shanghai 

Yueting (on behalf of the Group) and Sogou Technology (on behalf of 

the Sogou Group) in relation to, among other things, cooperation on 

game, literary and audio work;

“connected person(s)” : has the meaning ascribed to it under the Listing Rules;

“Consolidated Affiliated 

 Entities”
: the entities we control through the Contractual Arrangements, namely 

the PRC Holdcos and their respective subsidiaries;

“Cooperation Agreement” : the cooperation agreement on adaptation, publication and peripheral 

products entered into between Shanghai Yueting (on behalf of the 

Group) and Tianwen Kadokawa (on behalf of the Kadokawa Group) on 

October 19, 2018 in relation to cooperation on adaptation, publication 

and peripheral products;

“Cooperation Agreement on 

 the Copyright”
: an agreement entered into between Shanghai Yueting and New 

Classics Media Corporation on May 18, 2018 in relation to cooperation 

on copyrights and joint investment;

“Copyright Purchase 

 Framework Agreement”
: the framework agreement entered into between Shanghai Yueting (on 

behalf of the Group) and Tencent Computer (on behalf of the Retained 

Tencent Group) on August 13, 2018, in relation to, among other things, 

cooperation on license of adaptation rights by the Retained Tencent 

Group to the Group;

“Continuing Connected 

 Transactions”
: the continuing connected transactions of the Group during the year 

ended 31 December 2018;

“Contractual Arrangements” : the series of contractual arrangements entered into by, among others, 

our Company, the WFOEs and the PRC Holdcos, namely Wen VIE and 

NCM VIE;

“Contractual Arrangements 

 Date”
: in the case of the Wen VIE, June 27, 2017; and in the case of the NCM 

VIE, August 13, 2018;
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DEFINITIONS

“Controlling Shareholders” : has the meaning ascribed to it under the Listing Rules and unless the 

context otherwise requires, refers to Tencent, THL A13, Qinghai Lake 

and Tencent Mobility;

“Ding Dong-D Limited” : a company incorporated with limited liability in the British Virgin 

Islands, whose registered office is at Craigmuir Chambers, Road 

Town, Tortola, VG 1110, British Virgin Islands;

“Director(s)” : the director(s) of our Company;

“Distribution Framework 

 Agreement”
: the framework agreement entered into between Shanghai Yueting (on 

behalf of the Group) and Tencent Computer (on behalf of the Retained 

Tencent Group) dated August 13, 2018, in relation to, among other 

things, cooperation on distribution of television series, web series and 

films on the platforms of the Retained Tencent Group;

“Equity Pledge Agreements” : the equity pledge agreements entered into between the WFOEs, the 

Registered Shareholders and the PRC Holdco(s) on the Contractual 

Arrangements Date, where the Registered Shareholder(s) agreed to 

pledge all their respective equity interests in the PRC Holdco(s) that 

they owned, including any interest or dividend paid for the Shares, 

to the WFOE(s)as a security interest to guarantee the performance of 

contractual obligations and the payment of outstanding debts;

“Exclusive Business 

 Cooperation Agreements”
: the exclusive business cooperation agreements that each of the PRC 

Holdco(s) entered into with each of the WFOE(s) on the Contractual 

Arrangements Date, pursuant to which, in exchange for a monthly 

service fee, the PRC Holdco(s) agreed to engage the WFOE(s) as 

each of their/its exclusive provider of technical support, consultation 

and other services;

“Exclusive Option Agreements” : the exclusive option agreements entered into among the WFOE(s), the 

PRC Holder(s) and the Registered Shareholders on the Contractual 

Arrangements Date, pursuant to which, the WFOE(s) have the rights to 

require the Registered Shareholders to transfer any or all their equity 

interests in the PRC Holdco(s) to the WFOE(s) and/or a third party 

designated by it, in whole or in part at any time and from time to time, 

for considerations equivalent to the respectively outstanding loans 

owed to the Registered Shareholders (or part of the loan amounts in 

proportion to the equity interests being transferred; and in the case of 

the NCM VIE, the lowest price as permitted by PRC laws);
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DEFINITIONS

“Game Cooperation 

 Agreement”
: an agreement entered into on March 20, 2018 between Shanghai 

Yueting (on behalf of the Group) and Tencent Computer (on behalf 

of the Retained Tencent Group) in relation to, among other things, 

cooperation on game distribution to each other’s platforms;

“Group”, “our Group”, “the 

 Group”, “we”, “us”, or “our”
: the Company, its subsidiaries and its consolidated affiliated entities 

from time to time or, where the context so requires, in respect of the 

period prior to our Company becoming the holding company of its 

present subsidiaries, such subsidiaries as if they were subsidiaries of 

our Company at the relevant time;

“Hong Kong” : the Hong Kong Special Administrative Region of the People’s Republic 

of China;

“HKD” : the lawful currency of Hong Kong;

“IEG” : interactive entertainment group;

“IP” : intellectual property;

“IP Cooperation CCTs” : the cooperation between Shanghai Yueting and Tencent Computer 

under the IP Cooperation Framework Agreement;

“IP Cooperation Framework 

 Agreement”
: the framework agreement entered into between Shanghai Yueting (on 

behalf of the Group) and Tencent Computer (on behalf of the Retained 

Tencent Group) entered into on March 18, 2019 and September 27, 

2019, relating to the cooperation in the content adaptation of the 

Company’s literary works, distribution of the works (including but not 

limited to audio works and comics and excluding films, television 

series and animation) and/or the derivative rights of the intellectual 

property of these works;

“IP License Agreement” : an agreement entered into between Shanghai Yuewen and Cang 

Qiong Entertainment on February 6, 2018 in relation to the license of 

certain Adaptation Rights with respect to the Literary Work;

“IPO” : initial public offering;

“IPO Proceeds” : the total net proceeds of HKD7,235 million from the Company’s global 

offering on November 8, 2017, after deducting professional fees, 

underwriting commissions and other related listing expenses;
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DEFINITIONS

“Joint Filming Agreement I” : an agreement entered into between Yuewen Film and Xinli TV on 

January 4, 2018 in relation to their joint investment and filming of the 

TV Series;

“Joint Filming Agreement II” : an agreement entered into between Yuewen Film and Tencent 

Pictures on February 6, 2018 in relation to their joint investment and 

filming of the TV Series;

“Joint Investment Agreement” : an agreement entered into on March 20, 2018 between Shanghai 

Yueting (on behalf of the Group) and Tencent Computer (on behalf 

of the Retained Tencent Group) in relation to, among other things, 

cooperation on joint investment;

“Kadokawa Group” : Tianwen Kadokawa and its associates and other present and future 

entities controlled through contractual arrangements;

“Linzhi Tencent” : Linzhi Tencent Technology Company Ltd. (林芝騰訊科技有限公司), an 

indirect subsidiary of Tencent established in the PRC on October 26, 

2015, the equity interest of which is ultimately held by PRC nationals;

“Listing Date” : November 8, 2017, the date on which the Shares are listed and on 

which dealings in the Shares are first permitted to take place on the 

Stock Exchange;

“Listing Rules” : the Rules Governing the Listing of Securities on The Stock Exchange 

of Hong Kong Limited, as amended, supplemented or otherwise 

modified from time to time;

“Literary Work” : an original literary work, being the subject matter in relation to the 

license granted by Shanghai Yuewen to Cang Qiong Entertainment 

pursuant to the IP License Agreement;

“Litong” : Shenzhen Litong Industry Investment Fund Company Limited (深圳

市利通產業投資基金有限公司), a company established in the PRC on 

August 5, 2013, which is a shareholder of each of the PRC Holdcos 

and a subsidiary of Tencent;

“Main Board” : the stock exchange (excluding the option market) operated by the 

Stock Exchange which is independent from and operates in parallel 

with the Growth Enterprise Market of the Stock Exchange;
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DEFINITIONS

“MAUs” : monthly active users who access our platform or through our products 

or our self-operated channels on Tencent products at least once 

during the calendar month in question;

“Media Production 

 Consignment Agreement”
: the framework agreement entered into between Shanghai Yueting (on 

behalf of the Group) and Tencent Computer (on behalf of the Retained 

Tencent Group) dated August 13, 2018, in relation to, among other 

things, production of television series, web series and films by the 

Group for the Retained Tencent Group;

“Model Code” : the Model Code for Securities Transactions by Directors of Listed 

Issuers;

“MPUs” : monthly paying users, meaning the number of accounts that purchase 

our content or virtual items on a special mobile app, WAP or website 

at least once during the calendar month in question;

“New Classics Media” or 

 “NCM”
: New Classics Media Holdings Limited, previously known as “Qiandao 

Lake Holdings Limited”, a company established in Cayman Island on 

18 May 2018. Its subsidiaries are principally engaged in production 

and distribution of television series;

“New Classics Media 

 Corporation”
: New Classics Media Corporation (新麗傳媒集團有限公司), a company 

established in the PRC on February 7, 2007, having its registered 

address at C1-018-A, Hengdian Film and Television Industry 

Experimental Zone, Zhejiang;

“New Intergroup Agreements” 

 and each a “New Intergroup 

 Agreement”

: the transactions contemplated under the Contractual Arrangements 

and any new transactions, contracts and agreements or renewal of 

existing transactions, contracts and agreements to be entered into, 

among others, by any of our PRC Holdcos and any member of our 

Group;

“Ningbo Meishan Yuebao” : Ningbo Meishan Bonded Port Area Yuebao Investment Co., Ltd. (寧波

梅山保稅港區閱寶投資有限公司), a company established in the PRC 

on April 25, 2017 and a shareholder of each of the PRC Holdcos;

“Novel Creation and Solicitation 

 Cooperation Agreement”
: an agreement entered into on March 20, 2018 between Shanghai 

Yueting (on behalf of the Group) and Tencent Computer (on behalf 

of the Retained Tencent Group) in relation to, among other things, 

cooperation on novel creation and solicitation;
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DEFINITIONS

“Online Platform Cooperation 

 CCTs”
: the cooperation entered into between Shanghai Yueting (on behalf of 

the Group) and Tencent Computer (on behalf of the Retained Tencent 

Group) under the Online Platform Cooperation Framework Agreement;

“Online Platform Cooperation 

 Framework Agreement”
: the framework agreement entered into between Shanghai Yueting 

(on behalf of of the Group) and Tencent Computer (on behalf of 

the Retained Tencent Group) on March 18, 2019, relating to the 

cooperation in the distribution of our literary works and audio works 

through our self-operated channels on Tencent platforms;

“Payment Services Cooperation 

 Framework Agreement”
: the framework agreement entered into between Shanghai Yueting (on 

behalf of the Group) and Tencent Computer (on behalf of the Retained 

Tencent Group) on October 21, 2017, pursuant to which the Retained 

Tencent Group agreed to provide us with payment services through 

its payment channels so as to enable our users to conduct online 

transactions;

“Powers of Attorney” : the powers of attorney executed by the Registered Shareholders on 

the Contractual Arrangements Date, pursuant to which the Registered 

Shareholders irrevocably appointed the WFOE(s) and their designated 

persons as their attorneys-in-fact to exercise on their behalf, and 

agreed and undertook not to exercise without such attorneys-in-fact’s 

prior written consent, any and all right that they have in respect of their 

equity interests in the PRC Holdco(s);

the “PRC” or “China” : the People’s Republic of China;

“PRC Holdcos” : in the case of the Wen VIE, Shanghai Hongwen and Shanghai Yuewen; 

and in the case of the NCM VIE, New Classics Media Corporation;

“Promotion Cooperation 

 Framework Agreement”
: the framework agreement established between Shanghai Yueting (on 

behalf of the Group) and Tencent Computer (on behalf of the Retained 

Tencent Group) on October 21, 2017, pursuant to which the Retained 

Tencent Group would promote our products or services on its 

platforms (including but not limited to provision of promotion services 

and provision of links to our products and content);

“Prospectus” : the prospectus of the Company dated October 26, 2017 issued in 

connection with the Hong Kong Public Offering;
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DEFINITIONS

“Qinghai Lake” : Qinghai Lake Investment Limited, one of our Controlling Shareholders, 

a limited liability company incorporated under the laws of the British 

Virgin Islands on July 1, 2014 as an investment vehicle and a wholly-

owned subsidiary of Tencent;

“Qisheng Culture 

 Communication”
: Qisheng Culture Communication (Tianjin) Co., Ltd. (奇盛文化傳播（天

津) 有限公司), a company established in the PRC on July 3, 2014, and 

our indirectly wholly-owned subsidiary;

“Registered Shareholders” : in the case of the Wen VIE, the registered shareholders of the PRC 

Holdcos, namely Litong and Ningbo Meishan Yuebao, which own 

each of the PRC Holdcos as to 65.38% and 34.62%, respectively; and 

in the case of the NCM VIE, the registered shareholders of the PRC 

Holdco, namely Linzhi Tencent, Xishi Investment, Mr. Huayi Cao, Ms. 

Yaqian Qu, and Shiji Kaixuan, which own the PRC Holdco as to 40.0%, 

6.7%, 34.0%, 15.3% and 4.1%;

“Relevant Period” or 

 “Reporting Period”
: the year ended December 31, 2019;

“Restricted Period” : the restricted period of RSUs which commences on the date of grant 

and shall expire from time to time as to that part of the RSU indicated 

in a schedule established by the Administrator and contained in the 

applicable Award Agreement;

“Retained Tencent Group” : Tencent and its subsidiaries, excluding our Group;

“Retained Tencent Group

 Platforms”
: the self-operated channels on Tencent platforms that distribute our 

literary works through under the Online Platform Cooperation CCTs;

“RMB” : the lawful currency of the PRC;

“RSU(s)” : restricted stock unit(s);

“RSU Plan” : the scheme adopted by the Company to grant RSUs to the Directors, 

senior management and employees and those of our subsidiaries 

which took effect as of December 23, 2014;
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DEFINITIONS

“SFO” : the Securities and Futures Ordinance;

“Shanghai Hongwen” : Shanghai Hongwen Networking Technology Co., Ltd. (上海宏文網絡科

技有限公司), a company established in the PRC on October 22, 2008, 

and one of the PRC Holdcos;

“Shanghai Qiwen” : Shanghai Qiwen Information Technology Co., Ltd. (上海啟聞信息技術

有限公司), a company established in the PRC on April 16, 2013 and 

one of our Consolidated Affiliated Entities;

“Shanghai Xuanting” : Shanghai Xuanting Entertainment Information Technology Co., Ltd. (上

海玄霆娛樂信息科技有限公司), a company established in the PRC on 

August 26, 2004 and one of our Consolidated Affiliated Entities;

“Shanghai Yuechao” : Shanghai Yuechao Network Technology Co., Ltd. (上海閱潮網絡科技

有限公司), a company established in the PRC on February 26, 2013, 

and our indirectly wholly-owned subsidiary;

“Shanghai Yuehuo” : Shanghai Yuehuo Information Technology Co., Ltd. (上海閱活信息科技

有限公司), a company established in the PRC on November 11, 2016 

and one of our Consolidated Affiliated Entities;

“Shanghai Yueting” : Yueting Information Technology (Shanghai) Co., Ltd. (閱霆信息技術（上

海) 有限公司, previously known as Shengting Information Technology 

(Shanghai) Co., Ltd.), a company established in the PRC on May 27, 

2008, and our indirectly wholly-owned subsidiary;

“Shanghai Yuewen” : Shanghai Yuewen Information Technology Co., Ltd. (上海閱文信息技

術有限公司), a company established in the PRC on April 2, 2014, and 

one of our PRC Holdcos;

“Share(s)” : ordinary share(s) in the share capital of our Company with a par value 

of USD0.0001 each;

“Share Purchase Agreement” : the share purchase agreement entered the Founder into among the 

Company, Tencent Mobility, C-Hero Limited, Ms. Yaqian Qu, Ding 

Dong-D Limited and X-Poem Limited dated August 13, 2018, in 

relation to, among other things, the purchase of 100% equity interests 

of the NCM Holdings by the Company from the Vendors;

“Shareholders” : holder(s) of our Share(s);
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DEFINITIONS

“Shengyun Information 

 Technology”
: Shengyun Information Technology (Tianjin) Co., Ltd. (盛雲信息技術（天

津) 有限公司), a company established in the PRC on June 13, 2013, 

and our indirectly wholly-owned subsidiary;

“Shenzhen Lazy Online” : Shenzhen Lazy Online Technology Co., Ltd. (深圳市懶人在線科技有限

公司), a company established in the PRC on March 27, 2012 and one 

of our Consolidated Affiliated Entities;

“Shiji Kaixuan” : Shenzhen Shiji Kaixuan Technology Limited (深圳市世紀凱旋科技有

限公司), an indirect subsidiary of Tencent incorporated with limited 

liability in PRC in January 13, 2004, the equity interest of which is held 

by PRC nationals;

“Sogou” : Sogou Inc., a company incorporated in the Cayman Islands, whose 

American Depositary Shares are listed on the New York Stock 

Exchange under the symbol “SOGO”, an associate of Tencent and a 

connected person of the Company;

“Sogou Group” : certain subsidiaries or variable interest entities of Sogou, including 

Sogou Technology, Beijing Sogou Information Service Co., Ltd. (北

京搜狗信息服務有限公司), Beijing Sogou Network Technology Co., 

Ltd. (北京搜狗網絡技術有限公司), Tianjin Sogou Network Technology 

Co., Ltd. (天津搜狗網絡技術有限公司), Chengdu Easypay Technology 

Co., Ltd. (成都吉易付科技有限公司), Beijing Shi Ji Si Su Technology 

Co., Ltd. (北京世紀思速科技有限公司) and Shenzhen Shi Ji Guang Su 

Information Technology Co., Ltd. (深圳市世紀光速信息技術有限公司);

“Sogou Technology” : Beijing Sogou Technology Development Co., Ltd. (北京搜狗科技發展

有限公司), a company established in the PRC and an indirect wholly-

owned subsidiary of Sogou;

“Stock Exchange” : The Stock Exchange of Hong Kong Limited;

“subsidiary(ies)” : has the meaning ascribed thereto in section 15 of the Companies 

Ordinance (Chapter 622 of the Laws of Hong Kong), as amended, 

supplemented or otherwise modified from time to time;

“Suzhou Jingwei” : Suzhou Jingwei Network Information Technology Co., Ltd. (蘇州經緯

網絡信息科技有限公司), a company established in the PRC on July 25, 

2007 and one of our Consolidated Affiliated Entities;
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DEFINITIONS

“Tencent” : Tencent Holdings Limited, one of our Controlling Shareholders, a 

limited liability company organized and existing under the laws of the 

Cayman Islands and the shares of which are listed on the Main Board 

(stock code: 700);

“Tencent Computer” : Shenzhen Tencent Computer Systems Company Limited (深圳市

騰訊計算機系統有限公司), a company established in the PRC on 

November 11, 1998 and a wholly-owned subsidiary of Tencent;

“Tencent Group” : Tencent and its subsidiaries from time to time, including our Group;

“Tencent Mobility” : Tencent Mobility Limited, a company incorporated with limited liability 

in Hong Kong, a wholly owned subsidiary of Tencent and a connected 

person of the Company;

“Tencent Pictures” : Shanghai Tencent Pictures and Culture Communication Co., Ltd. (上

海騰訊影業文化傳播有限公司), a company established in the PRC, a 

subsidiary and associate of Tencent and a connected person of the 

Company;

“Tenpay” : Tenpay Payment Technology Co., Ltd. (財付通支付科技有限公司), 

a company established in the PRC and a subsidiary of Tencent 

Computer;

“THL A13” : THL A13 Limited, one of our Controlling Shareholders, a limited liability 

company incorporated under the laws of the British Virgin Islands 

as an investment vehicle on February 1, 2013 and a wholly-owned 

subsidiary of Tencent;

“Tianjin Huawen Tianxia Book” : Tianjin Huawen Tianxia Book Co., Ltd. (天津華文天下圖書有限公司), 

a company established in the PRC on June 23, 2009 and one of our 

Consolidated Affiliated Entities;

“Tianjin Under Banyan” : Tianjin Under Banyan Information Technology Co., Ltd. (天津榕樹下信

息技術有限公司), a company established in the PRC on November 17, 

2009 and one of our Consolidated Affiliated Entities;

“Tianjin Zhongzhi Bowen Book” : Tianjin Zhongzhi Bowen Book Co., Ltd. (天津中智博文圖書有限公司), 

a company established in the PRC on March 1, 2010 and one of our 

Consolidated Affiliated Entities;
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DEFINITIONS

“Tianwen Kadokawa” : Guangzhou Tianwen Kadokawa Animation & Comics Co., Ltd., a 

company established in Guangzhou, PRC, which is owned over 30% 

by Tencent and therefore is an associate of Tencent and a connected 

person of the Company;

“USD” : the lawful currency of the United States;

“Virtual Currency Purchase 

 Agreement”
: an agreement entered into on March 20, 2018 between Shanghai 

Yueting (on behalf of the Group) and Tencent Computer (on behalf 

of the Retained Tencent Group) in relation to, among other things, 

purchase of virtual currency of the Group by the Retained Tencent 

Group;

“Wangwen Xinyue” : Beijing Wangwen Xinyue Technology Co., Ltd. (北京網文欣閱科技有限

公司), a company established in the PRC on March 12, 2010 and one 

of our Consolidated Affiliated Entities;

“WFOE(s)” : in the case of the Wen VIE, Shanghai Yueting and Shanghai Yuechao, 

and in the case of the NCM VIE, Xinli (Tianjin);

“Xiaoxiang College” : Xiaoxiang College (Tianjin) Culture Development Co., Ltd. (瀟湘書院

（天津) 文化發展有限公司), a company established in the PRC on June 

8, 2010 and one of our Consolidated Affiliated Entities;

“Xinli (Tianjin)” : Xinli (Tianjin) Media Technology Co., Ltd. (新麗（天津）傳媒科技有限

公司), a company incorporated with limited liability in PRC and an 

indirect wholly owned subsidiary of New classics Media;

“Xinli TV” : Xinli TV Culture Investment Co., Ltd. (新麗電視文化投資有限公司), a 

company established in the PRC with limited liability;

“Xishi Investment” : Shanghai Xishi Investment Management Enterprise (Limited 

Partnership) (上海喜詩投資管理企業（有限合夥)), a limited partnership 

established in PRC on March 10, 2011, the limited partnership 

interest of which were held by the Mr. Huayi Cao and the individual 

shareholders of the X-Poem Limited who are PRC nationals;
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DEFINITIONS

“X-Poem Limited” : a company incorporated with limited liability in the British Virgin 

Islands, whose registered office is at Craigmuir Chambers, Road 

Town, Tortola, VG 1110, British Virgin Islands;

“Yuewen Film” : Shanghai Yuewen Film and Television Culture Communication Co., 

Ltd. (上海閱文影視文化傳播有限公司 ), one of the Consolidated 

Affiliated Entities of the Company, and a company established in the 

PRC with limited liability.

Notes:

For ease of reference, the names of the PRC established companies or entities have been included in this annual report in both the Chinese and 
English languages, and in the event of any inconsistency, the Chinese version shall prevail.
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