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FORWARD-LOOKING STATEMENTS

This annual report contains certain statements that are forward-
looking or which use certain forward-looking terminologies.
These forward-looking statements are based on the current
beliefs, assumptions and expectations of the Board of Directors
of the Company regarding the industry and markets in which
it operates. These forward-looking statements are subject to
risks, uncertainties and other factors beyond the Company's
control which may cause actual results or performance to differ
materially from those expressed or implied in such forward-looking
statements.
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CHARACTERISTICS OF GEM OF THE STOCK EXCHANGE OF HONG KONG
LIMITED (THE “STOCK EXCHANGE")

GEM has been positioned as a market designed to accommodate small and mid-sized companies to
which a higher investment risk may be attached than other companies listed on the Main Board of
the Stock Exchange. Prospective investors should be aware of the potential risks of investing in such
companies and should make the decision to invest only after due and careful consideration.

Given that the companies listed on GEM are generally small and mid-sized companies, there is a
risk that securities traded on GEM may be more susceptible to high market volatility than securities
traded on the Main Board and no assurance is given that there will be a liquid market in the securities
traded on GEM.

Hong Kong Exchanges and Clearing Limited and the Stock Exchange of Hong Kong Limited take no
responsibility for the contents of this report, make no representation as to its accuracy or completeness and
expressly disclaim any liability whatsoever for any loss howsoever arising from or in reliance upon the whole
or any part of the contents of this report.

This report, for which the directors (the “Directors”) of China Youzan Limited (the “Company”, together
with its subsidiaries, the “Group” or “We”) collectively and individually accept full responsibility, includes
particulars given in compliance with the Rules Governing the Listing of Securities on GEM of the Stock
Exchange (the “GEM Listing Rules”) for the purpose of giving information with regard to the Company. The
directors, having made all reasonable enquiries, confirm that to the best of their knowledge and belief the
information contained in this report is accurate and complete in all material respects and not misleading or
deceptive, and there are no other matters the omission of which would make this report or any statement
herein misleading.
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CHAIRMAN’S STATEMENT
ITR|ES

Dear Shareholders:

First of all, | would like to thank you all for your understanding
and support of our works. The past year marked a significant
milestone for China Youzan Limited (formerly known as
“China Innovationpay Group Limited”) (“China Youzan”, the
“Company”, together with its subsidiaries, the “Group”).
In facing the global environment with intensifying fierce
competition, we still firmly implemented the acquisitions of
Qima Holdings Ltd. and its subsidiaries (collectively the “Youzan
Group”), and renamed the Company as well as deepening our
business development in the same year.

We found out that in recent years, there is an obvious growing
trend for Chinese merchants to use third-party online and offline
SaaS (Software as a Service) solutions to handle business
related works. With the emergence of WeChat “Mini Program”
and other products that can be used for enterprise intelligent
operation, Chinese merchants begin to use third-party SaaS
services for marketing activities, communicate with customers
and analyze customer consumption behavior, so as to improve
business efficiency, achieve precision marketing and customer
repeated purchase. The business of merchants had already
gradually shifted from focusing on “goods” to “people”,
grasping customer consumption behavior and maximizing the
value of an individual customer has become the primary goal of
merchants.

This trend has driven the shifting of merchants’ demand for a
single traffic platform and portal to the need for high-quality
SaaS service. In light of this, China Youzan started a new
milestone in 2018, and gradually sought for breakthroughs on its
existing business model and basis to meet the operation needs
of merchants. As the pioneer in the decentralized e-commerce
sector, China Youzan has already formed a sound commercial
closed-loop regime. By means of informatization and Internet,
we improved the operation efficiency of merchants, linked
up the online and offline channels, and directed the entire
ecosystem into the refined operation of big data. With the
accumulation of the number of merchants and existing
technologies, China Youzan is able to achieve more intelligent
purchasing, pricing, marketing and customer relationship
maintenance for merchants.
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CHAIRMAN'S STATEMENT
IR|ES

After the completion of the acquisition of Youzan Group in 2018,
the merchant service segment was added into the principal
operation of China Youzan in addition to the original third-party
payment service segment. During the period under review, the
Group’s revenue was approximately HK$684 million, of which,
the revenue from the newly added merchant service segment
was approximately HK$503 million, representing approximately
73.5% of the total revenue of the Group. In the same year, the
revenue from the third-party payment service segment was
approximately HK$154 million, accounting for approximately
22.5% of the total revenue of the Group and representing
an increase of approximately HK$17 million or approximately
12.4% as compared with approximately HK$137 million in
2017 The increase was primarily attributable to the expansion
of the existing third-party payment service and the increase in
business brought by the acquisition of Youzan Group.

At present, the businesses of the Company are developing
in its expected direction. Despite still incurring losses for the
time being, we have laid a solid foundation for our future
development. We expect that the businesses of the Company
will grow significantly in the coming year, and at the same time,
products and services will successively enter into
commercialization stage. Our vision is to become the most
trusted leader in the merchant service sector in China. We
understand that as the pioneer of SaaS service providers
as well as the innovator of the big data retail consumption
ecosystem, our services are bringing fundamental changes to
the business models of merchants.
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CHAIRMAN’S STATEMENT
ITR|ES

In the future, merchant SaaS service in the PRC market
will further move to “vertical” development and extend to
customized services for specific industries. New SaaS service
providers will also emerge in various vertical industry segments.
As a pioneer of merchant SaaS service in China, | believe
China Youzan will continue to lead the entire merchant service
ecosystem in the future.

ACKNOWLEDGEMENT

| would like to express my sincere thanks to all of my China
Youzan colleagues at all positions, past and present, whose
hard works and commitment are the foundation of the Group's
success. During my term, what | was utmost delighted to see
was our Group had completed major strategic tasks one after
another, including the acquisition of Youzan Group. Besides,
| would like to express my gratitude to our shareholders and
other stakeholders for their continuous tremendous support
to the Group. It is their trust and contributions that enable
the Group to stand here today and look into the future. The
Company will reward all of you with relentless efforts and
performance.

Mr. Guan Guisen
Chairman of the Board
Hong Kong, 26 March 2019
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ABOUT CHINA YOUZAN
BERTEEE

China Youzan Limited is a renowned investment holding
company committed to providing innovative and technological
advancement in technology services, payment service for
merchants as well as online and offline e-commerce solutions
which also known as SaaS (Software as a Service). Our Group
consists of the Company, Shenzhen Innovationpay Co., Limited
and its subsidiaries, Country Praise Enterprises Limited (“CPE")
and its subsidiaries (collectively the “CPE Group”) and Youzan
Group.

The Company was listed on the GEM of The Stock Exchange
(stock code: 8083) in 2000. At present, the Group mainly
operates its business across the People's Republic of
China (the "PRC"), employing nearly 2,206 employees.
The Group currently offers online and offline merchants
suites of comprehensive solutions comprising third-party
payments and variety of SaaS products and comprehensive
service through its e-commerce platform, like marketing
and customer engagement tools to facilitate the process of
transactions between merchants and their customers. As at
31 December 2018, the Group's operation consists of four
operating segments, which are (i) merchant service — provision
of e-commerce platform with a variety of SaaS products and
comprehensive services in the PRC through Youzan Group,
which owns Youzan WeiMall, Youzan Retail, Youzan Beauty
and other SaaS products; (ii) third-party payment service; (iii)
Onecomm — provision of third-party payment system solution
and sales of integrated smart point of sales devices; and (iv)
general trading.

As previously disclosed in the circular dated 2 January 2018,
Youzan Group derived its revenue from (i) transaction fee
charged for transactions conducted on its e-commerce
platform based SaaS products; and (i) licence fee, premium
functions, membership and other services charged for various
e-commerce platform based SaaS products and solutions
offering to merchants with aim to enhance their future
transactions. Following the completion of the acquisition in
April 2018, the Group has evolved to providing comprehensive
and all-round e-commerce platform, which mainly includes
e-commerce SaaS, store SaaS, distribution service, advertising
service, value-added service and PaaS cloud service, constitute
the Group's merchant service sector. For details, please refer to
the section below - “(A) MERCHANT SERVICE SEGMENT".
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ABOUT CHINA YOUZAN
BERTEEE

With the expansion and in-depth development of its business,
the Group began to focus on the merchant service segment and
third-party payment service segment since 2018.

(A) MERCHANT SERVICE SEGMENT

The merchant service is to help each and every merchant
who values products and services to privatize customer
assets, expand the internet customer base, and boost
operating efficiency, help merchants achieve all around
success. At the same time, it also satisfies merchants’
needs on customer operation and precision marketing
and provides all-rounded coverage on merchants’
business scenarios to increase potential customers and
reduce existing customer loss. The merchant service
mainly consists of e-commerce SaaS, store SaaS,
distribution service, advertising service, value-added
service and Paa$S cloud service.

o E-commerce SaaS: The e-commerce SaaS provides
merchants with a one-stop solution in building
up online stores for both traditional merchants
and internet merchants. Registered merchants
are accessible to more than 1,000 functions to
manage their online stores. The e-commerce SaaS
mainly consists of “Youzan WeiMall”.

° Store SaaS: The store SaaS provides merchants
with one-stop solutions in improving the
operation efficiency of their physical stores. At
present, the store SaaS is on its initial stage of
commercialization. The store SaaS mainly consists
of “Youzan Retail”, “Youzan Chain”, “Youzan
Beauty” and “Youzan Catering”.

° Distribution Service: The distribution service and
SaaS service are highly mutually beneficial and
win-win and it aims to set up a commercial system
that links merchants on different points of the
distribution chain.
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ABOUT CHINA YOUZAN
BERTEEE

° Advertising Service: The advertising service helps
merchants to enlarge their brand influence and
improve their operation efficiency by offering
various online marketing and advertising channels.
Merchants can make strong connection with their
consumers through direct and indirect marketing
and promoting activities integrated in our
products and therefore privatize the consumers’
membership as long-term profit generating assets
by way of consumers’ repeat purchase.

o Value-added Service: The value-added service
improves the transaction conversion rate
and capital turnover efficiency of merchants
by providing such services as transaction
endorsement and quick payment collection for
Youzan merchants to enhance the trust between
consumers and merchants, for the purpose of
improving the customer base and operational
efficiency of merchants.

o PaaS Cloud Service: Youzan Cloud aims to create
ecological products with more value for merchants
by aggregating third-party development resources
to help merchants realizing business customization
in terms of business process, page templates,
visual components, business logic, and interface
messages based on the existing standardized SaaS
products.

(B) THIRD-PARTY PAYMENT SERVICE

SEGMENT

The third-party payment service aims at helping
merchants to manage their assets and complete their
online and offline transactions by providing various
payment channels. Companies under the Group possess
the “Certificate for Approval for Payment Business”
issued by the People’s Bank of China, which entitle them
to operate the third-party payment business, physical
prepaid cards business and virtual prepaid cards business
in Mainland China. The third-party payment service mainly
consists of the internet payment service, integrated
payment service, cross-border Renminbi payment service
and prepaid card service.
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ABOUT CHINA YOUZAN
BERTEEE

Internet Payment Service: The internet payment
service provides a speedy B2C and B2B mobile
and internet payment gateway service to our
merchants. All Chinese popular payment paths,
such as WeChat Pay, ApplePay, AliPay and China
Unionpay, have been built into the Group's
payment gateway in providing our internet
payment service.

Integrated Payment Service: Integrated payment
service can provide merchants with all-rounded
support such as membership management and
omni-channel, self-marketing services.

Cross-border Renminbi Payment Service: The
cross-border Renminbi payment service provides
merchants with payment services in doing their
businesses of cross-border trading in goods/
services.

Prepaid Card Service: Virtual prepaid card service
is the main contributor to the prepaid card service.
Through the joint confirmed cooperation with
the Group's distributors, the virtual prepaid card
operating platform establishes an online and offline
payment service by a virtual prepaid card product
to support the needs under various payment
handling conditions, help the distributors to
develop and operate their own customers.
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ABOUT CHINA YOUZAN
BERTEEE

BUSINESS PHILOSOPHY OF CHINA YOUZAN

The business philosophy of China Youzan is to help merchants
in the Internet era to privatize customer assets, expand the
Internet customer base, and boost operating efficiency through
products and services, with a view to assisting businesses to
succeed.

To fully implement our business philosophy, we must
understand what merchants need and what problems they
need to solve. The success of merchants’ business requires
a wide variety of support and auxiliary service. Therefore, the
core of our work is to provide the most suitable “solution”
to them. Our products can serve merchants from all aspects.
For example, providing operating systems to improve the
operating efficiency of merchants, and providing training service
to make the employees of merchants competent for their job
responsibilities, etc.

The core thinking of China Youzan is to help merchants
achieving business success while maintaining our own business
growth and eventually achieve a win-win situation. In general,
the success of customers is our real success. China Youzan
hopes to bring sustainable value to shareholders, investors,
employees, customers, suppliers and communities in the short,
medium and long term, and becomes the most trusted leader
in the merchant service sector, the pioneer among SaaS service
providers, and the innovator of big data retail consumption
ecosystem in China.

Success of customers
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ABOUT CHINA YOUZAN
BERTEEE

MERCHANTS CASES [EESN]

Name of

Merchants Industries Merchant Experience

BXRER FRESTEE ARER

GUOLIN Fresh fruit retail Through the multi-outlet LBS functions of “Youzan WeiMall”, the

integration of online and offline commodities, inventory and marketing
are achieved. We retain outlet old customers and expand online new
customers by adopting the models of multi-person grouping and self-
picking up goods

R MEKREE BB BEEME] Z@ELBSHEE ERE LR TEm BEfF 178 8
It EKAZAHERIEBIRNER BEFEZER BREELHEP

China Youzan: We provide a complete online and offline all-rounded business plan for new retail merchants

TEHEE BEHHMTERR RMARHRZZNRLR T2 IULETR

HSTYLE Women's By leveraging on the “coupon sharing” function of “Youzan Mini
clothing retail Program”, rapid business expansion and volume flow aggregation are
achieved. During the two days warm-up period, more than 100,000
customers participated the activity, and the conversion rate was as high as
10.0%.
=& BB BB NMEF] [Mo5] e BERREFXBERRARERS - 5ETE
HMKX 2HEZFEBATEA BEEXFE00% -

China Youzan: We aim to make every merchant have its “Mini Program” in meeting its needs to accelerate its
business expansion through integrated marketing via WeChat public account, Mini Program and WeChat group
TEEE EE—ERxEAcEECH [/NER]  BBMEARR
NEFFMEH B EHNREBRR

BHRE TEKKE

At

AROMA New media By becoming the distribution market supplier of China Youzan, we

YOKA e-commerce vigorously develop sales channels to achieve all-round promotion of
our own brands with monthly turnover of a single product exceeding
RMB6,000,000. On 11 November 2018, through the fourdimensional
interactive store coupons, i.e. outlet coupons, community group purchase,
Youzan marketing and distribution channels, the on day GMV had exceeded
RMB1 million, representing an increase of 2.6 times as compared with the
same period of 2017,

EREER KRR ER BEANRTEEGESHMIGHER ANERHERE BHEBAmMEET
VEE EAEREXEHEBARK600.08L-—FT— \F+—A+—A8"
mAEHEES HHEE FEMSHERDHERE WAL ERE
HGMVR AR —A&EL R_T—tFRHPER2.6(F-

China Youzan: We provide one-stop solutions for new media e-commerce, including online marketing, fans
interaction, distribution channels, warehousing and logistics and other comprehensive product and service
support
TEEE: %ﬁﬁ%Eﬁ%ﬁ—%ﬁﬁ%ﬁ%'@%@tﬁ%‘ﬁﬁﬁﬁ~

DIHRERREYRF R EmREIE
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Merchant Experience

[GEX L

Name of

Merchants Industries
BRER FREATEE
CHANG Tea drinks and
NING beverages retail
RESERVE

BERKXE RREKTE

The most important issue of new retail is system selection. “Youzan
Chain” is able to meet the commercial settings of tea tasting in stores
and online tea purchasing. The powerful data analysis function and clear
member portrait have enabled CHANG NING RESERVE to better meet
customer needs and improve customer stickiness.
NEERBEENRRNERE [FEEHE emEPIEmE #EERY
BERE - BANERSNINE BEHMNEEEGREEERREELRR
BEREER RagP,aiMmt-

China Youzan: We provide chain stores with comprehensive integrated management solutions covering store
profit sharing, capital collection, fans management and flow conversion

FEEE: REHEREMAESE BeRE DHAERE SIRBLEEE2 M- BIEKETERRIR

BOOK COW Mother and

infant products
retail

M5 SEAMTE

In 2018, BOOK COW reached cooperation with “Youzan Retail” to
help achieving online operation in different segments such as store
commodities, orders, members, assets and sourcing channels. Apart
from the basic management functions, the online store marketing and
members value accumulation functions provided by “Youzan Retail” have
also become the essential tools for BOOK COW to solicit and expand new
customers and retain old customers.

—E-NE DN RE[BETE ] EXKEE BT MR ERMER
mRE B8 BE EEREFZERMOHR LKL -BRTERNE
BUge N [BEZE ] MRENAETH SEREDRLXRNFM
RHSIREE KEETHLEIA

China Youzan: We provide integrated online and offline business solutions for store merchants in terms of
commodities, inventory, orders, assets, members and marketing

TEAE: APMERRRERER B AE BE 88 THELAT BEEERRTR

NATURADE Beauty and body

care
R ERER

NATURADE began in-depth development cooperation with China Youzan
since the end of 2017 and launched several “Beauty” applets, among
which, the reservation applet can help improving user experience.
Marketing tools such as flower groups, new invitation groups and
credit points redemption can increase the number of store visits of old
customers and attract new customers around the community peripheral.
The weight-losing program and the third-party weighing device used in
stores can be opened up to facilitate users to inquire relevant data.
RinRR T t+FEMREFEGEETAEREEE EEBEE
Z1PERX A EREL/NEXRACRECRARR: HEE B3R -8
DRBETHIARHREAERERT P IERE WK EEEFFER
BERN RFIEEANE=FEERTR HECHAESHEREE-

China Youzan: We help the merchants of “Youzan Beauty” to solve the core problems of store operation, such as user
reservation and experience, marketing and customer expansion, member management and internal cooperation

TEEE HY[AEXEIAXBARPENRR THEE S8EE AMBHIESFFIELEZOMHE
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PRINCIPAL PLACE OF BUSINESS OF CHINA

&

YOUZAN

I Hong Kong
BB

TEEEBNTEEL MR

b

- 4

Shanghai
=3

.
P B

South China Sea
EhEE

Hangzhou Group Headquarters of China Youzan
BN hEBEEEEED
Beijing Marketing Center of China Youzan
= FEAEMISEHEP L
Beijing R&D Center

LR EAH O

Shanghai Regional Operating Center
st R iEE S H 0
Guangzhou Regional Operating Center
=0 (@i EE H 0
Shenzhen Headquarters of China Youzan Beauty
3l REBEREAS
Hong Kong Hong Kong Office of China Youzan
0 TPEEEEERAE
FEERARAT —F - \FEH 015



ABOUT CHINA YOUZAN
BERTEEE

FINANCIAL HIGHLIGHTS OF 2018

For the year ended 31 December

—E-\FHBREE
BE+-A=t+—HILFE

2018 2017 Changes

—E-NFE —ZT—+F gl

HK$'000 HK$'000 %

Results of the Group KEEXEE FET FAT %

Revenue LERE 684,459 207856 229.3%

Gross profit E A 230,978 26,102 784.9%

Gross profit margin (%) EHZE(%) 33.7% 12.6% 21.1%

Loss before tax BrARIE 1R (893,204) (135,548) (559.0%)

Loss for the year KFEEEE (839,444) (135,094) (521.4%)
Loss per share BREE

- Basic (cents per share) —E AR (FRB) (4.50) (1.67) (169.5%)
Finacial position Bt AR R

Total assets BEE 7,610,631 1,392,495 446.5%

Net assets BEFE 4,423,015 1,232,539 258.9%

During the year ended 31 December 2018 (the “Reporting
Period”), the Group's revenue was approximately
HK$684,459,000 (2017: approximately HK$207.856,000),
a 229.3% increase as compared to last year. The increase
in revenue was mainly attributable to the expansion of the
existing third-party payment service business and the inclusion
of the revenue from merchant service as a new business
segment upon the completion of the acquisition of the 51.0%
equity interest in Youzan Group on 18 April 2018. The Group
recorded a gross profit of approximately HK$230,978,000
(2017 approximately HK$26,102,000), representing an increase
of 784.9% as compared with last year. The increase in gross
profit was mainly attributable to the inclusion of the revenue
from merchant service as a new business segment as well
as the growth in the third-party payment service segment
upon the completion of the acquisition of the 51.0% of Youzan
Group on 18 April 2018. During the Reporting Period, the gross
profit margin of the Group increased from 12.6% of last year
to 33.7% of this year. The increase in gross profit margin was
mainly contributable to the newly added merchant service
segment.

HE-T-N\F+_A=1+—HILLFE ([#
HH)  ANEEE X T /R684,459,0007%8
JT (ZZF—+F : £J207856,000/8 7T ) @ & &
FIEIN229.3% - A X MEZBRRNBRE
REF=ZFIXNEBAREBE-_ZE—\FNH
A+ N\ BEKKESEEES1.0%[ 4 AR
MEBDBECBARBRBEEB 2 AR
AN 5= B $% 13 F F 49230,978,000/8 7L (=&
—+ 1 4926,102,000/8 7T ) * B E F M
784.9% cEFENEBHNE T —/\F
P9 A +/\B TR EE B B & E51.0% 85 A
R MEBIBZERREDFAERE=
ARG D IR - REHRNEE
EFRAEFI126%EMERFEEIZ7% °
FEAEMERFEFENINIGARRGE DS
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During the Reporting Period, the Group recorded a loss for the
year amounted to approximately HK$839,444,000 (2017: loss
of approximately HK$135,094,000). The increase in loss was
mainly due to the increase in selling and distribution expenses,
administrative expenses, intangible assets amortisation and
other operating expenses since the acquisition of Youzan
Group, as well as the granting of Awarded Shares under the
Share Award Scheme. Of the above losses, approximately
HK$56,597.000 (2017: Nil) was from goodwill impairment.

DIVIDENDS

The Board does not recommend the payment of a dividend for
the year ended 31 December 2018 (2017: Nil).

FINANCIAL RESOURCES AND LIQUIDITY

As at 31 December 2018, the Company had cash and
cash equivalents of approximately HK$490,420,000 (2017:
approximately HK$314,270,000).

As at 31 December 2018, the Company had no bank borrowings
(2017: Nil).

CAPITAL COMMITMENTS AND CONTINGENT
LIABILITY

Details of capital commitments of the Group are set out in note
50 to the accompanying consolidated financial statements.
Details of contingent liability of the Group are set out in note 49
to the accompanying financial statements.

PLEDGE OF ASSETS

As at 31 December 2018, unlisted equity securities with
carrying amount of approximately HK$126,390,000 (2017:
approximately HK$108,227.000) were pledged as security for
borrowings of the underlying investee company. The pledge was
subsequently released on 29 January 2019.

HEBHRN ASEHRBSFEBRELY
839,444,000 L (ZE— Lt F :HEHY
135,094,000/ 70 ) ° EIEIE 11Ty = Z R
BEESELURHEERDHEAYX THHA
X BEEESEREMCEREM A
KRR %A SR EDET 8135 SR B AR5 P Bk e b
#ETIB A - 4956,597000/8 0 (ZF—+F -
m)REHERE-

IR
EEQUTEZINBE_T—/\F+A
=t HALEFERFEEARE (ZT—+
FE) e

MRERRARBES
RZZE—N\F+-_A=+—H KARFE&
M IR & ZEWH A490,420,0008 T (ZF
—+ 4 49314,270,00058 7)) ©

RZZE—N\F+ZA=+—8 KA aHE

EARITER (=T —EF &) -
BEXAEERIAEE

REEE A EIEF TP BEN B SRR 5
50 - AE B kA B BB H RN M ERE
Ff3¥49 o

EEKH
RZE—NF+TA=+—8B KM@
B #7126,390,0008 T (ZE —tF : 4
108,2270008 7T) 2 I E MR AFZH DRI
THREHEIEEQRBEEERF - HHREER
ZE-NEF-AZT B8R

TEHEEBERAT —T-N\FFR
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BERTEEE

FOREIGN EXCHANGE EXPOSURE

Since the Group's operations are mainly located in the PRC and
its transactions, monetary assets and liabilities are primarily
denominated in Renminbi, there is minimal exposure to foreign
currency risks. The Group monitors its foreign currency risks and
will consider hedging significant currency exposures should the
need arises.

MATERIAL INVESTMENTS OR CAPITAL
ASSETS

As at 31 December 2018, the Group has no plan for material
investments or acquisition of capital assets. Nevertheless, the
Group is constantly looking for such opportunities to enhance
the shareholders’ value.

INTELLECTUAL PROPERTY

As at 31 December 2018, the Group had 261 (2017: 34)
registered trademarks, all of which have been approved. At the
same time, the Group had 75 software copyrights (2017: 50)
and 17 patents (2017: 6), 15 of which are in the review stage.

EMPLOYEES

As at 31 December 2018, the Group has approximately 2,206
employees (2017: 239). Employees are remunerated according
to their performance and work experience. In addition to
basic salaries and retirement scheme, staff benefits include
performance bonus, employee share options and Share
Award Scheme. The Directors believe that good quality of
its employees is a company asset which affects growth and
improves profitability. The Group recognizes the importance of
staff training and thus regularly provides internal and external
training for its staff to enhance their skills and knowledge.

LITIGATION

As at 31 December 2018, the Group has no material
outstanding litigation.

SMEEE L B

HRAEEZEZFEZURFTE X5

ERBEENABEHEIBRARKEHE  #5

PE LR N - AR B EE R ESMNERRR - WK
ERERETERGERR -

EAREFEFEE

R-E—N\E+=A=+—0 ARELE
EA17% B8 B A1 S 1 A A RO
AT A EE TR @ AR IR B A
o

HEERE
RZE-N\F+_A=+—RH XrEEDZF
M-+ —EHERE(ZE—+tF: =+Wm
) 2HEECEE R NEEER
L+ REESGEERE(ZE—+CF 1 118)
R++EBEHEM(ZZ—tF:XH)  He
THIEENEEERER-

Eé

RZE-—N\F+ZA=+—H KEEH
F#12,206%EE (ZZT—+H45F:2394%) ° 1@
BHMEEIRERE R TIELERME B
ERG e FRAFE 2N BRI EE
FRIBIEA - B THEIRE R BT S - %
RE EERARFANEZELE TR
EXREEEREKRESRNEN CARAZ -
AEBRAEERNI ZEEM - WEHAE
BIRHEAI RINGEI - LAdnsR g R E
o A o

4

G
ROE—\F+-A=+—B FEELE
BEARRIH
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FEEE

MAJOR EVENTS OF LISTED COMPANIES IN

2018

Despatch of circular in relation to Major
Transaction - Acquisition of 51% Equity
Interest in Youzan Group

On 2 January 2018, the Company dispatched the circular
in relation to the Major Transaction — Acquisition of 51%
equity interest in Youzan Group.

On 26 January 2018, all of the proposed ordinary
resolutions as set out in the notice of the SGM contained
in the circular were duly passed at the SGM.

For details of the transaction and the poll results in
respect of each of the resolutions, please refer to the
Company announcement dated 2 January 2018 and 26
January 2018 respectively.

Completion of the Specific Mandate Placing
It is related to the Major Acquisition announcement of the
Company dated 28 March 2017

The conditions set out in the Specific Mandate Placing
Agreement have been fulfilled and the Specific Mandate
Placing was completed on 16 April 2018 in accordance
with the terms and conditions of the Specific Mandate
Placing Agreement. A total of 386,000,000 Specific
Mandate Placing Shares have been successfully placed
by the Placing Agent to not fewer than six Specific
Mandate Placees at the Specific Mandate Placing Price
of HK$0.5 per Specific Mandate Placing Share pursuant
to the Specific Mandate Placing Agreement. The net
proceeds from the Specific Mandate Placing received
by the Company, after deducting all related costs, fees,
expenses and commission, amount to approximately
HK$187479,500.

For details of the transaction, please refer to the
Company announcement dated 16 April 2018.

“E-N\FLHWRREAREE

TRERIERZ - WBERES
B 251%8% 1

RZZE-NF—-—AZB KR6FHE
BHETERS-WBEERE Z51%
P 2 3B LK o

R-ZZE—NFE—A=-+ 8B #ERE
Az BRI RS BEMSA B
BRTBAEREARRENIARE £
BEIEXBiE-

PR GRERABRZIIEERASLE
R FL2HARRBHLRNAEZT
—\F—AZBE=ZF—N\F—A
Z+ARBzRE-

TR RERESER
BIRAARB AR/ T —tF=H
“TN\REHIBRBER IS

FRREREREMA 2 IGHDE
EKC BRRIBRERESEFEEN-Z
—N\FUA+BIRERFRIEERS
Wk 2 IR AR T X - IRIB R
WEBC & 5% - & $£386,000,0000% 45 5
RERERMNE BEERIBRFRIE
EREETRFRRERERH0.5
BRI E TP RANBERE
AR A BT A REK A B
A-AXkA&% A EYEAE
FIRERESEHEMERBEFENE
187,479,500/ 7T °

BRLAXSHE F2HARRA
MR- \FOA+ RBZAE-

TEHEEBERAT —T-N\FFR
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Completion of the acquisition of Youzan
Group

The conditions set out in the Sale and Purchase
Agreement had been fulfilled and the Acquisition was
completed on 18 April 2018 in accordance with the terms
and conditions of the Sale and Purchase Agreement.

Upon Completion, 5,516,052,632 Consideration
Shares were issued to the Sellers in proportion to their
shareholding in Youzan Group at the issue price of
HK$0.38 (Closing price as at completion date: HK$0.54)
per Consideration Share to satisfy the Consideration of
HK$2,096,100,000.

For details of the transaction, please refer to the
Company announcement dated 18 April 2018.

Adoption of Share Award Scheme

On 31 May 2018 (after trading hours), the Board approved
the adoption of the Share Award Scheme with immediate
effect, pursuant to which all Eligible Persons will be
entitled to participate. The purpose of the Scheme is to
recognise the contributions by certain Eligible Persons
and provide them with incentives in order to retain
them for the continuing operation and development of
the Group, and to attract suitable personnel for further
development of the Group.

For details, please refer to the Company’s announcement
dated 31 May 2018.

Change of Company Name

The resolution for the change of Company name was
approved by the Shareholders at the SGM held on 8 May
2018. The change of Company name became effective on
21 May 2018.

The English name of the Company has been changed
from “China Innovationpay Group Limited” to “China
Youzan Limited” and the Chinese name of the Company
has been changed from "B AT M E B AR A F]" to
"HEBEEBRAR".

ERBBREERE

BEEGHME 2GR EER B
BERON - /\FHA+/\BIR
EEE W GRS AR

RFERKIE » 5,516,052,632% B D
RERFRNEESE 2 RIELHIETT
BH BIIEASRARERK0.38%
JC(FER BT {E : 0.548 L) - LAE
S {E2,096,100,00078 7T ©

EW L5 HLHAAFAANA
—E-\FEAHNBZAK:

RN A R B St &)
RZE-NERA=+—B (XK
BIR) E=gHERMARD EBF
g B AERC Bt FTEARERAL
BEE2E-ABZBNNRFET
BEMALTZERLAEFREME
B ABRBRERERASEZFE
BENBER WRAEEZE—HE
RRSIGEAR-

BRFE #2HARRBHA-T
—N\FRA=+—BZR&E-

NG
BHARGER_E—NFHANE
BITZRRERIAS FEREER
B FRARBBER T NF
RAZ+—HERK-

ARRARZRXEMWE B [China
Innovationpay Group Limited | ® 2k
/A [China Youzan Limited ] » X
HEeHPEAFZNEBEERA
Al ERRIPEBERRAT] -
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Change of Stock Short Names

The English stock short name of the Company has been
changed from “INNOVATIONPAY" to “CHINA YOUZAN"
and the Chinese stock short name has been changed
from "REIBIFT " to "REIBEE" from 9:00 a.m. on
15 June 2018. The stock code of the Company remains
unchanged as “8083".

Effect of the Change of Company Name

The change of Company name would not affect any
rights of the Shareholders or the Group's daily business
operations and its financial position.

Change of Company Logo
The logo of the Company has been changed from “ @2 "
to "@ " effective from 1 June 2018.

Change of Company Website

The website of the Company has been changed from
http://www.innovationpay.com.hk to http://www.
Chinayouzan.com effective from 1 June 2018.

Connected Transaction: Subscription of
Shares in a Non-Wholly Owned Subsidiary
On 16 July 2018, the Company and Franchise Fund
Limited entered into the Subscription Agreement with
Qima Holdings Ltd. (“Qima Holdings”), a non-wholly
owned subsidiary of the Company, in relation to the
subscription of approximately 21,000,000 Qima Holdings
Shares and approximately 7000,000 Qima Holdings
Shares respectively, in the respective consideration of
approximately US$30 million and approximately US$10
million payable in cash upon the completion of the
transaction.

Upon the completion of the transaction, the Company
held approximately 51.48% of the total issued shares of
Qima Holdings, which remained as a non-wholly owned
subsidiary of the Company.

EHRG

ARARIZEXKRHNBEBWE A
[INNOVATIONPAY | % 2 A& [CHINA
YOUZAN | - i X iR fp T8 i [
et EhaFEEE] A
2 ) \FRATHEBLEFNKIER

[8083] °

BURAIEHZEE
FRATEBHBTEFERR ZEM
RN AREE BB EE LHE
BARMR -

RNl
AARERE B @D XA
(@) BE-E—NFEAA—BRAE
2o

FEH R FIH

RNRABHUIE BAhttp://www.
innovationpay.com.hk & 24 A http://
www.Chinayouzan.com* 8 —Z — /A

FRA—BRBER-

BERS RE—HIETENEL
Gil:c) e
RZZE—-—NFLtA+B XQH
X Franchise Fund LimitedfQima
Holdings Ltd. (RARIEZEWBA
7)) ([Qima Holdings | ) &1 37 28 13
& NAB# D RIRE 421,000,000
f%Qima Holdingsh% {7 & #77000,000
f&Qima Holdingsh% 1 + X 18 5 Bl 49
/£30,000,0003 7T & 4710,000,0003
T ARTAR SGREAR ST

RRBEHE - ARQFHAEQmMa
Holdings® 20 & 3 17 i 15 B9 4
51.48% @ WH#E AN NRIFF2ENE
UNGIE
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Change in Use of Proceeds

References are made to the Circular and Completion
Announcement dated 2 January 2018 and 18 April 2018
respectively. The net proceeds from the SM Placing
received by the Company, after deducting all related
costs, fees, expenses and commission, amounted to
approximately HK$187 million, of which HK$110 million
will be used for business of Youzan Group through the
Loan Agreement and approximately HK$775 million will
be used for the third-party payment service business of
the Group. Having considered the reasons mentioned
in the section headed "“Reasons for and benefits of the
Subscription” set out in the announcement dated 16
July 2018, the Directors decided to reallocate all the net
proceeds from the SM Placing to subscribe Qima Holding
Shares under the Subscription.

For details please refer to the Company announcement
dated 16 July 2018.

Grant of Shares Under the Share Award
Scheme and Issue of New Shares Under
General Mandate

(i) Grant of Awarded Shares

On 7 September 2018, the Company granted
551,522,400 Awarded Shares, representing
approximately 4.28% of the total issued Shares as
at 7 September 2018, to 388 Selected Participants
across ten different key business units of the
Group, all of whom are not connected persons
of the Company (the “Grantees”), in accordance
with the Scheme Rules at nil consideration (the
“Grant”).

BEFESREAE
VRSN T —NF—HA=H
FZE-NFHA+N\BHZRBEX
TR NG - EHNBATEREENRA &
A -RAXkA&%E KA EHEAE
FIRERE BB RIEFEAL
187,000,000 7T * E #110,000,000
BT ERERBEARNBEEBEN
¥ 7% 1 4977500,0007% T # A A A
SEE=FINRBEER - KEER
—E-NFtAT A NBZRAEMH
[EfTRESEMIE R kS| —&IAT
MIBH EBRATEF ORI
REREEHEMBRIBFEAREZ
B EIE T 2 Qima Holdingf% 15 °

BRFE F2HAQARARA-F
—N\FLtA+ARBZRE.

RIBR G RETERERORR
B-RERERTHRSD

(i) M 22 R (7

RZE-—NFLAEH &R
AR R ET 8137 RIlm388%E K B
AEBHETRFEEBEN
ZEBEZEA (BFERRAZ
REAL) ([ARXA])EE
551,522, 400R% ZEBIA% 17 -
HER_ZE—NFNLAELHE
BITRMBEAL28% ([#
) e
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Selection criteria

The Grantees were selected by the Board after
taking into account, among other matters,
recommendations from their supervisors, years of
services and their seniority, details of which are as
follows:

- Recommendations from supervisors: Positive
recommendations obtained indicating quality
of the potential participants of the Scheme,
potentials of becoming management and
possession of experience in their respective
professional fields.

- Years of services: Normally one year or
above.

- Seniority: Team leader level or above.

In determining the selection of the Grantees and
their respective number of Awarded Shares, the
Board considered various aforementioned factors
as a whole, instead of a standalone factor.

Vesting conditions

The Awards are subject to the acceptance of
the Grantees and a minimum of two years of
continuous services to the Company or any of its
subsidiaries.

To the best of the Directors’ knowledge,
information and belief and having made all
reasonable enquiries, all of the Grantees are
not connected persons of the Company or its
associates.

BEIRE

ERATHEFELERE (&
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(ii)

Issue of New Shares Under General Mandate
Pursuant to the Share Award Scheme

The Board has approved the allotment and issue of
551,522,400 new Shares to the Trustee at HK$0.63
per Share, being the closing price of the Shares as
at the date immediately preceding 7 September
2018, under the General Mandate in order to
satisfy the Awards granted to the Grantees
pursuant to the Scheme Rules as incentives for
their contributions to the Group.

As approved by the Shareholders at the annual
general meeting held on 4 May 2018, the Company
can allot and issue up to a total of 2,576,201,565
Shares under the General Mandate. Accordingly,
the new shares were allotted and issued by
utilizing part of the General Mandate. After
completion of issue and allotment of the new
shares, the remaining balance of the General
Mandate stood at 2,024,679,165 Shares.

Upon the allotment and issue of the new shares,
Computershare Hong Kong Trustee Limited (“the
Trustee”) held the new shares on trust for the
Grantees, which were transferred to the Grantees
at no cost upon satisfaction of the abovementioned
vesting conditions. Accordingly, no funds were
raised from the issue of the new shares.

The new shares allotted and issued by the
Company to the Trustee represent (i) approximately
4.28% of the total issued share capital of the
Company as at 7 September 2018; and (ii)
approximately 4.10% of the total issued share
capital of the Company as enlarged by such
allotment and issue. The new shares, when
issued and allotted, shall rank pari passu among
themselves and with the fully paid Shares in
issue. Pursuant to the Scheme Rules, the Trustee
shall not exercise any voting rights and powers in
respect of any Shares held under the Trust.

Please refer to the Company’'s announcement
dated 7 September 2018 for further information.
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ABOUT CHINA YOUZAN
BERTEEE

EVENT AFTER REPORTING PERIOD

On 19 November 2018, the Board announced the awarding of
314,376,000 Awarded Shares and subsequently reduced to
304,247200 Awarded Shares (“Second Awards"”) on 24 January
2019. On 1 February 2019, the Company received all approvals
and allotted 304,247200 Awarded Shares to the Trustee on the
same day. The fair value of Awarded Shares for the Second
Awards is HK$0.55 per share. Details of the Second Awards can
be found in the Company’'s announcements dated 19 November
2018, 24 January 2019, 25 January 2019 and 1 February 2019.
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BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT

EERSREEE ZBEFE

EXECUTIVE DIRECTORS

Guan Guisen, Chairman of the Board/executive Director, aged
55, joined the Company on 28 February 2011. Mr. Guan acts
as an executive Director, Chairman of the Company. Mr. Guan
obtained his bachelor degree from China Central University of
Finance and Economics (FF R EI AL K2 ) in 1984 and a master
degree from Graduate School of the PBOC (FF & A RIR1T
ff7EE0) in 1987 Mr. Guan has over twenty years of senior
management experience in finance, property development and
investment in the PRC.

Mr. Guan was a deputy president of Hainan Technology and
Industry Group (/BmEI L&) from 1990 to 1994, a deputy
president of Taihe Holdings Co., Ltd. (K&K AR A A)
from 2001 to 2003, a general manager of Taihe Real Estate Co.,
Ltd. (K& EABBR A ) from 2003 to 2007 and a director
of China Union Pay Data Services Co., Ltd. (SREtEIE AR A
7)) from 2002 to 2005. From August 2008, Mr. Guan became
the chairman of Beijing Dongsen Jinbi Investment Consultancy
Co., Ltd. (ItREASEREEMNAER A ) and a director of
China Union Loyalty Co., Ltd. ( B8R EMER A A) from
August 2008 to October 2014. From April 2010 to March 2011,
Mr. Guan became the chairman of Beijing Shangyin Investment
Consultancy Co., Ltd. (F#R@® (LR REZBRER QA .

Zhu Ning, executive Director/chief executive officer, aged
36, joined the Company in April 2018 and was appointed as
an executive Director and the chief executive officer of the
Company in May 2018. Mr. Zhu is the founder and the chief
executive officer of Youzan Group (comprising Qima Holdings
Ltd. and its subsidiaries) and is responsible for formulation of
the overall development planning and business strategies as
well as the daily management of Youzan Group. He is one of the
pioneer user experience designers in the People’s Republic of
China. Before establishing Youzan Group, Mr. Zhu was a chief
product designer of Alipay and a product designer of Baidu and
has profound experience in the realm of internet, including but
not limited to online payment, e-business, internet communities
and online search services. He graduated from Henan Radio
& Television University with a bachelor degree. He is currently
the executive officer of China Prepay Group Limited (“China
Prepay”), an indirect wholly-owned subsidiary of the Company.
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Cui Yusong, executive Director/chief technology officer, aged
32, joined the Company in April 2018 and was appointed as
an executive Director and the chief technology officer of the
Company in May 2018. Mr. Cui is the co-founder and the
chief technology officer of Youzan Group as well as the chief
executive officer of Youzan Cloud. Mr. Cui is responsible
for technology reserve, artificial intelligence and product
strategic planning as well as management of the research and
development ("R&D") team of Youzan Group. Prior to joining
Youzan Group, Mr. Cui served in a number of R&D or R&D
management positions in Alipay, Alibaba Cloud and Taobao. Mr.
Cui graduated from Shaoxing University with a bachelor degree
in management. He is also the technology officer of China
Prepay, an indirect wholly-owned subsidiary of the Company.

Yu Tao, executive Director/chief financial officer, aged 31, joined
the Company in April 2018 and was appointed as an executive
Director and the chief financial officer of the Company in May
2018. Mr. Yu graduated from Nankai University with a bachelor
degree in management and is a member of each of Chartered
Professional Accountants of Canada and Certified General
Accountants Association of Canada. Mr. Yu joined Youzan Group
in 2014 as the chief financial officer and is responsible for
financial planning and management, business data analysis,
research on users, investment and investor'’s relations of Youzan
Group. Prior to joining Youzan Group, he worked in Ernst &
Young, Shantui Equipment Southern Africa (Pty) Ltd and Alipay.
Mr. Yu is also the financial officer of China Prepay, an indirect
wholly-owned subsidiary of the Company.

Ying Hangyan, executive Director/chief service officer, aged
37 joined the Company in April 2018 and was appointed as an
executive Director and the chief service officer of the Company
in May 2018. Ms. Ying graduated from Beijing Technology and
Business University with a bachelor degree in economics and a
master degree in engineering, majoring in science management
and engineering. Ms. Ying joined Youzan Group in 2014 as chief
service officer and is responsible for the management of client
services and contract compliance of Youzan Group. Ms. Ying
is also the service officer of China Prepay, an indirect wholly-
owned subsidiary of the Company. Prior to joining Youzan
Group, Ms. Ying worked in Lexmark Printers (Shenzhen) Co.,
Ltd (FIBR4TEN# CFYI) B A7), Huarun Sun Hung Kei Real
Estate (Hangzhou) Co. Ltd (EEFNEEFHE (M) BRA
7)) and Tang Shuo Education ([ EIEHE ) .
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Cao Chunmeng, executive Director/President, aged 47 joined
the Company in March 2011 and acted as Vice President of
the Company. Mr. Cao was appointed as executive Director
and Chief Executive Officer of the Company on 11 July 2012.
Mr. Cao held a bachelor's degree in Computer Science from
Shandong University in 1994. And he obtained a master's
degree in business administration from Peking University
in 2006. He worked at Shandong Branch of Industrial and
Commercial Bank of China Limited, acted as General Manager
in Jinan Xiande Technology Limited. (GER &S RHTAR A A)),
Senior Deputy President in Fengyuanxin (China) Limited. (&
Jois (R E) BFRAR]), General Manager in Zongheng Tiandi
(Beijing) Information Technology Limited. (#ti&E X (43 ) &
BT AR A E]) » Vice President in Beikong Easycode (Beijing)
Electric Commerce Ltd. (3tZE 5158 (It R) EFHFEBERAF])
and Vice President of Beijing Shangyin Investment Consultancy
Co., Limited. (B #REE (LRI EFHBEBR 2 A) . From
December 2014, Mr. Cao acts as Director of Haier Consumer
Finance Co., Ltd. (BEEB /AR A F]) . Mr. Cao has over
20 years of financial information technology Internet industry
management experience.

Yan Xiaotian, executive Director, aged 59, joined the Company
in April 2014 and acted as the chief strategy and investment
officer of the Company; and acted as the chairman and legal
representative of Beijing ONECOMM Technology Company
Limited, an indirect subsidiary of the Company since December
2014. Mr. Yan has been appointed as an executive Director and
the chief investment officer of the Company with effect from
24 December 2014. Mr. Yan has obtained a master degree in
economics from Graduate School of the People’s Bank of China
(B ARRITIAICEL) , which was then merged with Tsinghua
University and known as PBC School of Finance, Tsinghua
University since 2012, and is a senior economist. Mr. Yan had
worked consecutively as the president of the head office of
Bank of China Limited, vice president of Guangzhou Branch of
China CITIC Bank Corporation Limited, formerly known as CITIC
Industrial Bank Limited, general manager of CITIC Securities
Co., Ltd. (Guangzhou) and director and executive president of
South China International Leasing Co., Ltd.
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SENIOR MANAGEMENT

Guan Yu, chief marketing officer, joined Youzan Group in
July 2016 and is responsible for the overall market strategy,
business decision-making, business growth, sales channels
establishment, sales strategy formulation and business
objectives advancement. Prior to joining Youzan Group, she was
the general manager of the Internet division of Artron (Culture)
Group and Artron. Net and participated in the preparation and
establishment of the Palace Museum Cultural Relics Protection
Foundation. She graduated from the University of Bath in United
Kingdom with a master degree in economics.

Guo Yahong, chief talent officer, joined Youzan Group in
February 2018 and is responsible for the implementation of the
Company's overall talent strategy planning, strategy execution
of organizational culture, establishment of effective incentive
scheme and smooth communication channels to continuously
adapt to the needs of business changes and empower the
organization. Prior to joining Youzan Group, she worked in Coca-
Cola, Tyco, Barco and Lexmark handling human resources
management works. She graduated from Beijing University
of Posts and Telecommunications, majoring in communication
management.

Huan Fang, chief operating officer, joined Youzan Group
in September 2018 and is responsible for business data
assessment, product commercialization, market investment,
sales channel policy, resources allocation, etc. Prior to joining
Youzan Group, he was the deputy president of Hillhouse Capital
Group, responsible for the investment in high technology,
enterprise services, artificial intelligence and intelligent
manufacturing, leading/participating in over 20 projects with an
investment amount of more than US$1 billion. The typical cases
include Youzan Group, NIO INC, YITU, Horizon Robotics and
other well-known technology companies. He graduated from
Shanghai Jiao Tong University and obtained a bachelor's degree
in energy and power engineering and finance.
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INDEPENDENT NON-EXECUTIVE DIRECTORS

Dr. Fong Chi Wah, aged 56. Dr. Fong has over 25 years of
extensive experience in various sectors of the financial industry
including direct investment, project and structured finance
and capital markets having worked for KPMG, the American
International Group in Asia, and the ING Group in Beijing and
Hong Kong. In his last position within the ING Group, he served
as a Director of the Baring Capital (China) Management Limited
that managed ING Beijing Investment Co., Ltd., a company
listed on the Hong Kong Stock Exchange (“HKSE").

Dr. Fong has been the Chief Financial Officer of Citychamp
Watch & Jewellery Group Limited, a company listed on the
HKSE, since September 2004 and Company Secretary since
February 2007 He has also served as Director of its subsidiary,
Bendura Bank Liechtenstein, since September 2016. He has
served as an Independent Non-executive Director of the
Company since December 2003. Besides, he also served as
a Non-independent Non-executive Director of Cordlife Group
Limited, a company listed on the Singapore Exchange since
January 2019.

Dr. Fong was an Executive Director of the National Fund Limited
listed on the HKSE from November 2005 to August 2018 and
an Independent Non-executive Director of the Real Nutriceutical
Group Limited, also listed on the HKSE from March 2008 to
December 2018.

Dr. Fong holds a Bachelor’'s degree, majoring in Management
Sciences (Economics) from the Lancaster University, United
Kingdom. He also holds three Master's degrees including a
Master of Business Administration from the Warwick University,
United Kingdom, a Master's degree in Investment Management
from the Hong Kong University of Science and Technology,
and a Master's degree in practicing accounting from the
Monash University, Australia. He has a Doctorate in Business
Administration from the Hong Kong Polytechnic University and
is a Juris Doctor from the Chinese University of Hong Kong. He
is a CFA charterholder, a member of the Hong Kong Society of
Financial Analysts, a fellow of the CPA (Australia), a fellow of the
HKICPA, a member of the Institute of Certified Management
Accountants, Australia, and a fellow of the Hong Kong Institute
of Directors.
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Mr. Gu Jiawang, aged 68, has accumulated profound
knowledge and valuable experience in the mass media industry.
Mr. Gu worked as a senior editor, commentator, person in
charge of the editing section and the head of the business
development department of People’s Daily ( ARH#R) . He was
also appointed as the chief executive officer of China Huawen
Investment Holding Company Limited ( #° B ZE 1% & A% A IR
/A &) ) which is held by People’s Daily ( A H#R) the chairman
of Zhongtai Trust and Investment Co., Ltd. (R ZIZ7EREBR
FEAF]), the chairman of Shanghai New Huang Pu (Group)
Co., Ltd. (E/B%&EH (£E) BREEAF]) and the chairman
of Shenzhen Stock Times Media Limited CFEYIE ARt H
FRZA®]) . Mr. Gu graduated from the Philosophy Department
of Nanjing University. He also obtained a postgraduate diploma
after studying two years at the Party School of the Central
Committee of C.PC. Mr. Gu joined the Company in April 2011.

Mr. Xu Yanqing, aged 62, graduated from the Department
of Finance at the Central Institute of Finance (A7 52 Bf Bx & &t
Bt ) (now known as the Central University of Finance and
Economics) with a bachelor degree in economics (major in
international insurance) in 1984. Mr. Xu is a senior economist
and has over 30 years of experience in finance industry. Prior to
his retirement in August 2016, he was the vice general manager
of The People’s Insurance Company of China (Hong Kong)
Ltd between August 2011 and August 2016. Mr. Xu joined the
Company on 4 August 2017

Mr. Deng Tao, aged 64, obtained his bachelor degree at
the Beijing Foreign Studies University and his executive
master of business degree at the China Europe International
Business School. Mr. Deng has more than 25 years of working
experience in human resources management. He commenced
his career of human resources by working in a Chinese joint
venture company established by Hewlett-Packard Company
in 1984 and served in that company for around 11 years. He
then successively served in a number of human resources
managerial positions in different multinational companies
including but not limited to Maersk Line Limited, Allied Signal
Inc., AstraZeneca Plc, Whirlpool Corporation and Google. Mr.
Deng joined the Company on 8 May 2018.
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CHIEF ECONOMIC CONSULTANT

Mr. Xia Bin, a famous economist and financial expert in the
PRC, was acted as the Chief Economic Consultant of the
Company on 8 June 2011. Mr. Xia Bin currently serves as an
honorable director of Research Institute of Finance under
Development Research Centre of the State Council, and Chief
Consultant of China International Futures Co., Ltd. He had acted
as an independent director of China Fortune Land Co., Limited
and Haitong Securities Co., Limited. Mr. Xia was a director of
Research Institute of Finance under Development Research
Centre of the State Council, a number of the Monetary Policy
Committee of the PBOC, served as a vice director of the
Institute of Finance of the People’'s Bank of China, a manager
of trading department of the CSRC, a general manager of
Shenzhen Stock Exchange, a person-in-charge of Department
of Policy Research of the People’s Bank of China and a director
of Regulatory of Non-Banking Financial Organization of the
People’s Bank of China. Mr. Xia Bin's research primarily covers
macro-economic condition; currency policy; financial regulatory
and the development of the capital market in the PRC. Mr. Xia
wrote or edited a lot of books which are very influential to the
capital markets.

COMPANY SECRETARY

Mr. Fung Kwok Leung, aged 53, holds an Honors Degree
in Accountancy from the Hong Kong Polytechnic University
and is a certified public accountant, a fellow member of the
Association of Chartered Certified Accountants and the Hong
Kong Institute of Certified Public Accountants, a fellow member
and a Certified Tax Advisor of the Taxation Institute of Hong
Kong. He has over 30 years of ample experience in accounting,
audit, taxation, mergers and acquisitions, corporate finance and
corporate aid service and consulting.

In his early years, Mr. Fung worked in international accounting
firms and investment banks. He acted as chief financial officer,
financial controller and company secretary of listed companies.
He also served as an independent non-executive director, non-
executive director and executive director of other companies
listed on the Main Board of Hong Kong. At present, Mr. Fung
does not hold any directorship in any listed companies in Hong
Kong or overseas.
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MANAGEMENT DISCUSSION AND ANALYSIS

IR E R am MO

INDUSTRIAL OVERVIEW

In China, the merchant service and the third-party payment
service are founded on local consumption market. In recent
years, China’s online shopping market have grown very rapidly.
According to the industry report from iResearch, the size of
China’s online shopping market is about RMBS trillion in 2018,
and it is expected to grow at a compound annual growth rate
("CAGR") of 11.6% from 2019 to 2023. The contribution of
consumption and retail sales to the economy will increase year
by year. It is estimated that the scale of China's online shopping
market will reach RMB15 trillion by 2023.
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Market scale of online shopping in China in 2015-2023
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The number of online shopping users in China maintained a
steady growth from 2012 to June 2018. As of June 2018, the
number of online shopping users reached 570 million, accounting
for approximately 70.0% of China’s Internet users, which was
benefited from the further integration of e-commerce and social
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In 2017, the China's average revenue per user (“ARPU")
of online shopping users was RMB11,741, representing an
increase of 15.9% as compared with 2016. The steady growth
of online shopping ARPU from 2012 to 2017 is attributed to
the shift of Chinese online shopping users from pursuing low-
price and homogeneous merchandise in the past to the gradual
purchase of high-quality and personalized merchandise and
services.

ZE—+tFHRENERFAYEES
(TARPU)ERARBN, 7410 8= F
—ANFHEEER5I% : —_E——2 - F
—t FRBARPUN B RIZ RSN P B4
BRAPKZABXKEERE /AR BE2A
ZEFAEE = M E MR &R AR

Online Shopping ARPU in China in 2012-2017
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With the development of the Internet and the gradual saturation
of smartphone penetration, the growth rate of Internet users
and mobile end-users slowed down, and the growth rate
of mobile shopping also slowed down correspondingly. The
mobile online shopping market begins to enter into a maturing
stage, and it is expected that the CAGR from 2019 to 2023
will be lower than those from 2015 to 2018. At the same time,
mobile online shopping has gradually become the mainstream
shopping mode, accounting for 84.2% of online shopping in
2018, and is expected to reach 870% by 2023.

Merchant SaaS Service Market in China

Saa$S industry in China, started in around 2004 to 2005, is left
five to ten years behind the one in the USA. With the increasing
public awareness of the “cloud”, more and more merchants
are accepting SaaS services. At present, with a large amount of
capital inflow, a number of start-up enterprises have emerged in
various SaaS segments, as a result, the SaaS service operation
market in China has developed rapidly in recent years. In
recent years, as the SaaS market in USA gradually matures,
the Chinese market has become the focus of attention in the
development of the global SaaS market, not only is the growth
rate of its market size higher than the global average growth
level, but also the proportion of the global market is expected to
increase from 3.6% in 2014 to 9.4% in 2020.
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Market Scale of Saa$S Industry in China in 2015-2023
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In 2018, the market size of China’s SaaS industry reached
RMB23.21 billion. Benefiting from a number of government
policies and guidelines in promoting and motivating
cloud access for enterprises, as well as the technological
development of upstream “Infrastructure as a Service”
(laaS) and “Platform as a Service” (PaaS) which drive the
development of downstream SaaS, China's SaaS industry
market is expected to grow at a CAGR of 31.3% from 2015 to
2023.

KR« X oy &7

—E— \FHEHSaaSITEMIGREZEINAR
#6232 1BIT ° SR BUN H & ZIEBUR A8
B AR LR AR ERF [ E R
RN ARTS | (laaS)H0 [ F & BNARFS | (PaaS)[E
Rl REE T ifSaaSEMNER B ==
—RHE T =FHHSaaSTTEMHFIA
CAGR 31.3%iE K »

TEHEEBERAT —T-N\FFR

037



MANAGEMENT DISCUSSION AND ANALYSIS

BERE RN

Major Growth Drivers of SaaS Related Industries
Government policies to encourage cloud access for
enterprises: The Chinese government has successively
introduced a number of policy documents to stimulate the
rapid development of the SaaS industry. Of which, in July
2018, the Ministry of Industry and Information Technology and
the National Development and Reform Commission issued
Guidelines on Promoting the Implementation of Cloud Access
for Enterprises (2018-2020) and the Three-year Action Plan on
Expanding and Upgrading Information Consumption (2018-
2020), which call for more policy support, the establishment
of industrial cooperation platform, and clearly set the goal of
increasing 1 million enterprises with access to cloud nationwide
by 2020.

Strong demand for enterprise digital transformation: In
order to adapt to the constantly changing new business and
flexible business model, improve user experience and create
new turnover growth, more and more Chinese enterprises are
carrying out digital transformation and are urgently seeking
for new digital solutions, and cloud computing technologies,
including PaaS, laaS, SaaS, etc. are the cornerstones for
implementing these digital solutions and enabling enterprises to
realize digital transformation.

Increasingly matured technology: In recent two years, the
upstream laaS and PaaS have developed rapidly with their
technology comparable with the international standards, the
business model of which is becoming increasingly matured,
and market competition is relatively sufficient, which lay a
foundation for the development of the downstream SaaS
market.
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Third-party payment service market in China

In recent years, regulating third-party payment in China has
been tightened. Up to the time of renewing the sixth batch of
payment licences, the central bank of China has derisgistered
more than 30 payment licenses, only just over 200 licences
remained.

In 2018, the transaction size of the third-party integrated
payment service was RMB312.4 trillion. The market size
of third-party payment industry is driven by the increase
in the number of users, a large number of capital inflows
and new technologies, in which, users and capital have a
marginal diminishing effect on the industry growth rate as
the development of the industry progresses. Therefore, it is
expected that the annual growth rate of third-party payment
industry will gradually decline from 2019 to 2023, and is
expected to reach RMB611.3 trillion by 2023.
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Since 2018, the growth rate of third-party Internet payment
industry had gradually slowed down, with a year-on-year growth
of 14.8%, accounting for approximately 10.3% of the third-party
payment industry. With the change in user payment habit from
computer terminal to mobile terminal, the proportion of Internet
payment in third-party payment is gradually decreaseing. The
market size of China's third-party Internet payment industry will
grow at a CAGR of 10.5% in the next five years, and is expected
to reach RMB55.0 trillion by 2023.
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Market composition of China’s third-party payment industry in 2018
2018 EIE = AR NTET BB
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BUSINESS OVERVIEW

The vision of China Youzan is to help merchants in the Internet
era to privatize customer assets, expand Internet customer
base, and boost operating efficiency through products and
services, with a view to assisting businesses to succeed
and form a win-win situation. In the past, we found that
Chinese merchants faced some fundamental problems in the
consumer retail market, and the challenges that they faced
include 1) digital management just started; 2) changes in the
new consumption retail sector; 3) increase in business and
customers, and they often had no solution to obtain business
software that is easy to deploy and cost-effective to optimize
store management and customer relations. Therefore, our
product takes the merchant SaaS service as an entry point, with
the goal of helping them to maximize their business value.

After years of building our foundation, China Youzan carried
out significant business deepening and adjustment in 2018 for
better integration of merchant services as well as third-party
payment services to produce significant potential value.
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Product and Service Matrix of China Youzan HEEENERRIRBER
Youzan Software
BEYH
WeiMall Retail Beauty Chain Hotel Education Catering Conference Others
A E35 £ EH i YA R EE b
Youzan Services
BERY
Solutions consultant Delivery Talent Operation Credit Aftersale Distribution Advertising
implementation training improvement guarantee assistance
BRARER XA E yNp:El BERT ERER SR 2 BERK
Youzan Cloud
BET
E-commerce | Retail Service Customer Data Marketing Others
clould cloud cloud cloud cloud cloud
EHE T8 B2 EFE Bz EHE Hit
Third-party Payment Service
E=AXIRE
Internet Payment Service Integrated Payment Service Cross-border Renminbi Payment | Prepaid Card Service
Service
BB A RS FE RS BEARE NS BNRERH
“Youzan WeiMall” [EEMmEHE]

“Youzan WeiMall” is a mobile e-commerce solution for the [BEMEH] EEEREITET 5
entire industry that the Youzan Group have developed for six ~MRETRMBEBREMER ZE  HiRH<E
years, which provides complete online store opening, customer ~ FI#% LRS- BEFEE - BHEREREE D
management, marketing and promotion and operation analytical T L& - FEALR =2 A FHERE mEE Y
tools. After three to five years of basic products improvement, &' [BEMEH] R _F— A \FHEEEFFD
“Youzan WeiMall” officially started commercialization at Youzan BERBIEXAMBE XL -EBEAEEET
Spring Salon in 2016. In the past, the Youzan Group constantly @B B CHERERTT S BEIE NEmM
optimized our merchant solutions, and currently, our product |8 EMERN] EHEEEE — THNEE
“Youzan WeiMall” has more than 1,000 functions.

»H**@

kH

PEEBRERAT —E— \FER 041



MANAGEMENT DISCUSSION AND ANALYSIS

BERE RN

From the perspective of the Gross Merchandise Volume
("GMV"), the GMV data of the Youzan Group has grown
significantly in the past from over RMB4 billion in 2015 to
over RMB10 billion in 2016 and nearly RMB20 billion in 2017
and approaching RMB33 billion in 2018. In light of the huge
consumer market in China, we believe that the Youzan Group
still has a lot of potential for growth in terms of GMV in the
future.

Since the end of 2018, “Youzan WeiMall" has officially entered
the 9.0 era. In the future, it will focus on the six key areas
of entire-network mini programs, store upgrading, industrial
products, community e-commerce, emerging e-commerce and
personalized customization.

“Youzan Mini Program”

Since 2017, “Youzan Mini Program” mainly targeted at WeChat
“Mini Program” merchants, and thereafter, the Youzan Group
began to open mini programs of the entire network, including
Baidu, Alipay and so on. Today, most of the merchants selling
products through WeChat “Mini Program” are customers of
the Youzan Group. From January 2017 to August 2018, the total
GMV of “Youzan Mini Program” has been growing rapidly.
According to internal statistics of the Youzan Group, the WeChat
“official account” articles have accounted for nearly 50.0%
of the “Mini Program” order sources of ordinary merchants.
With the increase of WeChat functions and interfaces, the
dependence of merchants on WeChat “official account” articles
are gradually reducing.

Related Payment and Financing Service

With the popularization of mobile devices and the improvement
of Internet technology, the convenience and rapidity of
mobile payment to enable it to quickly penetrate into more
payment scenarios. Licenced institutions of payment licences
need scenarios to carry out business, while enterprises with
scenarios often lack “admission qualifications certificate”, and
mutual integration and merger have gradually become the
industry consensus.
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With the continuous enrichment of mobile payment scenarios,
the payment product categories are gradually enriched to
meet the needs of payers and payees. Through the business
integration and deepening of China Youzan in 2018, we believe
that the synergistic effect between merchant service business
and third-party payment service business will form the new
core competitiveness for the Group's future development.
Currently, China Youzan has a nationwide Internet payment
licence, and a prepaid card (including small-amount virtual
prepaid cards) issuance and acceptance licence in Beijing,
Shanghai, Zhejiang Province, Guangdong Province and Liaoning
Province, integrating its payment and settlement capability
with its e-commerce platform offering various merchant SaaS
services. We hope that through this business integration and in-
depth development, we can help merchants to manage funds
and settle their businesses in a more legitimate manner, and
help them to operate the prepaid card business.

FINANCIAL REVIEW

During the Reporting Period, the Group's overall operating
condition was good. The Group's revenue was approximately
HK$684 million, representing an increase of about 229.3%
as compared to 2017 The increase in revenue was mainly
attributable to the expansion of the existing third-party
payment service business and the inclusion of the revenue
from merchant service as a new business segment since the
completion of the acquisition of the 51.0% equity interest in
Youzan Group on 18 April 2018.

On the basis of completing the acquisition of the 51.0%
equity interest in Youzan Group on 18 April 2018, the principal
operation of China Youzan includes the merchant service
segment in addition to the original third-party payment service
segment. During the year ended 31 December 2018, the
revenue from the newly added merchant service segment
was approximately HK$503 million, representing approximately
73.5% of the total revenue of the Group.
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During the year ended 31 December 2018, the revenue from
the third-party payment service segment was approximately
HK$154 million, accounting for approximately 22.5% of the
total revenue of the Group and representing an increase of
approximately 12.4% as compared with 2017 The increase was
primarily attributable to the expansion of the existing third-party
payment service and the increase in business brought by the
acquisition of the 51.0% equity interest in Youzan Group.

In 2018, the Group strategically downsized its Onecomm
and general trading businesses. During the year ended
31 December 2018, the revenue from Onecomm was
approximately HK$16,000, representing a decrease of
approximately HK$6,065,000 or approximately 99.7% as
compared with approximately HK$6,081,000 in 2017

During the year ended 31 December 2018, the revenue from
the general trading business was approximately HK$27 million,
accounting for approximately 4.0% of the total revenue of the
Group and representing a decrease of approximately HK$38
million or approximately 58.5% as compared with approximately
HK$65 million in 2017,
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During the year ended 31 December 2018, the Group
recorded a 792.0% vyear-on-year increase in selling and
distribution expenses to approximately HK$212,405,000 (2017:
approximately HK$23,812,000). The increase was mainly due
to greater marketing spending on merchant services and third-
party payment services and the strong growth in sales team.
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During the year ended 31 December 2018, the Group recorded
a 90.0% vyear-on-year increase in administrative expenses
to approximately HK$221,951,000 (2017: approximately
HK$116,801,000). The increase mainly reflected greater staff
costs and office expenses as a result of expanded business
volume.

During the year ended 31 December 2018, the Group
recorded approximately HK$220,820,000 (2017: approximately
HK$41,887,000) of other operating expenses, in which a
3902.9% year-on-year increase was recorded for research and
development expenditure to approximately HK$204,667000
(2017: approximately HK$5,113,000). The increase was
mainly due to the increased investment in the research and
development on merchant services SaaS products and PaaS
cloud service products.

During the year ended 31 December 2018, the Group recorded
a 1197.3% vyear-on-year increase in equity-settled share-
based payment to approximately HK$283,368,000 (2017:
approximately HK$21,843,000). The increase mainly reflected
the adoption of Share Award Scheme.

The Group will continue to develop its existing business while
remaining alert to market trends and demands to enable our
merchant service and third-party payment service to have
competitive advantages. Leveraging on sufficient resources and
talent reserves, the Group will continue to integrate its business
development with the market demand of merchants, and timely
improve its existing products and technologies to keep up with
industry trend.

The Group also presents alternative performance measurement
indicators. Adjusted performance is an alternative performance
measurement indicator which is used to align internal and
external reporting, identify and quantify items that the
management considers to be significant and reflect how the
management assesses period-on-period performance.
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The following table shows the adjusted performance of the THRIIFAEER_ZE-—NFR-_T—+F
Group in 2018 and 2017: ISR
2018 2017
—E-NE —ZT—tF
HK$'000 HK$'000
FHET FATT
Loss from operations KL EE (893,159) (133,794)
— Equity-settled share-based payment — R4S B R D 2 N B 283,368 21,843
— Depreciation of property, plant and —ME - BERREITE
equipment 12,375 4,629
— Amortization of intangible assets — A E 158,619 1,935
— Impairment of intangible assets —4 \ﬂ/ﬁé)ﬂiﬁ - 2,869
— Other (gains)/losses, net —Hth (W) EE FE 48,579 (44,851)
— Investment and other income — & REMKA (21,605) (1,5631)
Adjusted loss before interest, tax, RAZERFE -BRER
depreciation and amortization EBRHEAEE (411,823) (148,900)
Loss for the year RFEEEE (839,444) (135,094)
- Equity-settled share-based payment — R4S B R D X N IR 283,368 21,843
— Amortization of intangible assets — B A 158,619 1,935
— Impairment of goodwill —HERE 56,597 -
— Impairment losses on investments in — R B R E R A A
associates BIBEEE 13,657 21,286
— Impairment losses on amount — B —FE B & A R RIE
due from an associate BIEEE - 3,469
— Impairment losses on amount — R — B IR AR R SR IE
due from a non-controlling shareholder BIBEEE - 752
— Acquisition-related cost — W EERER 4,524 -
— Impairment of intangible assets —EEEERE - 2,869
— Amortization of financial guarantee contract — —BATS¥E(R & [l 85 - (24,606)
— Gain on derecognition of contingent — I ERENRAREZ
consideration payables, net W - FHE - (44,558)
— Gain on disposal of a subsidiary, net —HE—RWBAFZ
Wik JF 58 - (313)
— Adjusted for tax effects on non-GAAP —JERAgERARET
adjustments B 15 755 8 BE (23,710) -
Adjusted non-GAAP loss for the year KRARFEHFER
SRTEAER (346,389) (152,417)

Note: These unaudited non-GAAP financial measures should be  Fff&k:
considered in addition to, not as a substitute for, measures of
the Group's financial performance prepared in accordance with
HKFRS. In addition, these non-GAAP financial measures may be
defined differently from similar terms used by other companies.

Adjusted non-GAAP loss for the year amounted to
approximately HK$346 million, representing a decrease of
approximately HK$493 million or 58.7% as compared with &5
unadjusted figure, which mainly reflects the one-off expenses

and non-cash expenditures during the Reporting Period.

BEREERIHER
BRARBEEBVBREENR
BRAENMITMIEBRETE Lo LLFEIE
BASHENTBHENERTRLEEMA
AP AU AR E AR -

BRPERIB SR 2R

S AR E RS

KABRFTEFBASTENEBROREK
3461ETL BRI AR TR A 48%4.93
IR A58 7%  EERMREAN—
KEEBRIER ST -
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Annual Impairment Test - CGU

The Company has engaged independent professional valuer to
assess the recoverable amounts the Group’s cash generating
units (“CGU") as at 31 December 2018, for the purpose
of annual impairment test in accordance with accounting
standards.

Cash generating unit
HeEXEN

FEREAR-REELEN
ARPEREBILEXRMGEMAF GRS
ELBEM(ReELBEMIR-_F—N\
FH-A=+—BZAEREE KAR
ERSELBEMNFERERNR -

Valuation date

GaiE- Sz

Third-party payment service business (“CGU2")
FE=AXNRBES ([ReEfEMu2])
Merchant service business (“CGU4")

BRRGES (ReELEML])

The recoverable amounts of the CGUs have been determined
on the basis of their value in use using discounted cash flow
method, which is defined as the present value of the future
cash flow expected to be derived from the cash generating
units. When conducting the valuation, the valuer has taken into
account factors including but not limited to expected revenue
of each cash generating units provided by the management,
expected cost and other expenses of each cash generating
units, capital expenditure, operation plan, discount rate

31 December 2018
—N\FE+=-A=+—H
31 December 2018
—N\F+=-A=+—H

REEABEMN A UREI &% & AR
REeMEFHEFEHAEBERET FHE
TEE%HTE&@FEEEiFEﬁTiZ%X

RemE2BE-ETHAER HEME
AREZRAEZE BREATRAAERER
it E)]RIEEEFEE_LE@T’EHH%Z]\ TEHARK
AEEMAS BARFAS BEE R
BERDAEMAIRE BHITEFEREHROT
5 R AR EBIRMR R AR RMGFERE - R

calculated by the valuer, the current conditions of the market fHBIZE - FTAMFTERAMNLZX LT
and the Group and estimated trend in the future provided by an
industry expert, etc. The parameters adopted in the valuation
process were as follows:
Budgeted
revenue CAGR
in the 5-year Terminal Pre-tax
forecast growth rate  discount rate
EEYH
TRy FEH
EEEES
BR=E KEBEIBRE I B ES
CGU2
ReEABA2 59.4% 3.0% 20.5%
CGU4
WEEEEN4 63.6% 3.0% 21.7%

The valuation report showed that the value in use of each cash
generating units as at 31 December 2018 were higher than its
book value.

MERSAREReELEUR —T—N
FH_A=t+—RZEREBESNERT
B

TEHEEBERAT —T-N\FFR
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Besides, management, as at the interim reporting date,
assessed whether there was any indication that the carrying
amounts of CGU 2 and CGU 4 may be impaired. Revenues
from certain customer group of CGU 2 in second quarter of
year 2018 had not met previous forecasts principally due to
the impact of a policy change by the People's Bank of China
prohibiting direct settlement with banks. Management revised
the revenue forecast downward and determined the CGU 2
value in use to be HK$684,167000, and the pre-tax discount
rate used to calculate the value in use was 21.6%. As a result,
an impairment loss of HK$56,597000 was recognized for
CGU 2 in accordance with HKAS 36 “Impairment of Assets”.
The impairment loss was fully charged against the goodwiill
attributable to CGU 2. However, the performance of CGU 2
in the second half of the financial year started to recover due
to the increase in business brought by the acquisition of the
Youzan Group, and the value in use of CGU 2 estimated at
end of reporting period exceeded the carrying amount of CGU
2. No impairment amount of the goodwill provided for CGU
2 in the interim reporting period was reversed by end of the
reporting period as such reversal is not permitted by HK(IFRIC)
Interpretation 10.

FUTURE BUSINESS STRATEGIES

The e-commerce SaaS of China Youzan has been commercialized
and is slowly entering into its maturing stage. To cope with its
market development, we hope to serve a wider range of users,
and expand from single merchant service to the entire industry
ecosystem. This is a brand new challenge for our services, so
China Youzan will embrace these challenges with the tenet of
being efficient, open and win-win.

Currently, the development of consumption and retail industry
is undergoing the stage of transformation from automation to
informatization, and from Internet-based to intelligence-based.
We will treasure the application of technology by merchants,
and assist merchants to actively seeking technical support
on the businesses side so as to reduce costs and increase
efficiency. We will actively explore the value and support of
combining the business, so as to constantly renew our business
model. Looking back to 2018, the new consumption and retail
market had changed from online and offline competition to
hand-in-hand integration. This kind of hand-in-hand integration
is resulted from: i) merchants’ lack of competitive advantage of
single-channel management; or i) merchants’ lack of relevant
information, so that they can only operate their business by
following the market trend. Many merchants go from online to
offline and face a lot of problems in terms of offline business
model and capability. However, offline merchants hope to
be internet-oriented and form connections, and they also
encounter many operational problems.

SN APRERE RS EEETGEER
BEATRBRASELEMNRSE
EBNAZREHMERRERE — T — /\F
FFTERABREELESEMZETRR
Bz WAk ZERLmBA E2REAA
FEARBIT-HERTHEFETEELE
CHEE T E EIRE A METTHRA
FEAYETRSELEN2ZFEFREBES
684,167,000/ 7T * st EF FAEE 2 Al
BRI T 5216% - At - ERBER B
BIZE365: [EERME | MRS EE EMN2ME
R 1B E51856,597.00078 JT ° 3% 8 18 /&5 18
EREURER S ELEM2EEZHE - R
i ReEEEMN2RIMIEE T EFHA
AW EEEEEUKRELANERIER
meEARREGEEEM2RREPRZMH
HEREBEBARSELEM ZRMmE-
R EREPREMIR e ELEU2HR
AEREeETERD RRASEE (E
B HREREZES)REFI0RIT T
A RED -

T

B A & H) B R SaaSE K B L I 1818 B
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ERGAREEMETRERER G HM
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Product innovation, consumption upgrading, physical store
growth and e-commerce development are still the main driving
forces to maintain the vitality and growth of the consumption
and retail market. In light of this, we hope to link up online
stores and physical stores to enable traditional retail embracing
Internet and online retail embracing physical stores, and at the
same time achieve the comprehensive upgrading in business
content, scope and customers of stores. An online connection
will be established when customers shop at the merchant
stores. It will expand the commodity varieties of merchants, and
achieve synchronous sales at online stores and physical stores,
so as to connect commodities, inventory, orders, members,
stored-value and funds for unified management. Finally, we
hope to unify merchants’ stores, so that they can read and
retrieve real-time online data, with full improvement in the
overall operating efficiency. Therefore, promoting e-commerce
SaaS will become one of our future strategic priorities.

Store Saa$S

The past year witnessed a slowdown in online retail growth,
accelerated offline retail competition, and Internet companies
competing for layout setting to get involved in the offline
business. Currently, the Group is actively developing store Saa$,
of which it mainly consists of “Youzan Retail”, “Youzan Chain”,

“Youzan Beauty” and “Youzan Education”.

“Youzan Retail” is a full-channel operating software facing
offline retail stores, and providing new retail solutions of
commodity access, membership access and scene access to
store owners. Currently, “Youzan Retail” has been upgraded to
version 4.0 with over 2,500 functions. As “Youzan Retail” is at
its initial stage and has not been officially commercialized, the
operating data will be publicly disclosed in the future when it is
relatively matured.

“Youzan Chain” is one of our store SaaS services. Currently,
many of our merchants have chain stores. In addition to
nationwide chain stores, there is a large number of regional
chain stores, brand chain stores, and franchise chain stores,
etc. As “Youzan Chain” is at its initial stage and has not been
officially commercialized, the operating data will be publicly
disclosed in the future when it is relatively mature.

EmAIF RBAR BEREERALER
HRIDARMEHE MTEMHRETE 18
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The headquarter of “Youzan Beauty” is in Shenzhen, with
targeted customers being the industries of beauty and body
care, fitness and health care, pet hospitals, technological beauty
service, medical plastic surgery, etc. As “Youzan Beauty” is at
its initial stage and has not been officially commercialized, the
operating data will be publicly disclosed in the future when it is
relatively mature.

“Youzan Education” is a brand-new store SaaS service,
targeting at offline education institutes and various training
institutions. As “Youzan Education” is at its initial stage and has
not been officially commercialized, the operating data will be
publicly disclosed in the future when it is relatively mature.

PaaS Cloud Service

Our “Youzan Cloud” belongs to PaaS service. In facing
the different operation requirements of a large number of
merchants, we have all along been committed to meeting the
prominent characteristics of various industries, the emerging
innovative business models and the business plans for different
scenarios. However, we understand that even if we have a
strong technical system, it will also be difficult for us to meet
a large number of personalized requirements of merchants.
Therefore, through open capabilities, social development
resources can be gathered to help merchants realizing service
customization of business processes, page templates, visual
components, business logics and interface messages on the
standard products of “Youzan WeiMall” and “Youzan Retail”.
After accumulating the technologies, data and the number of
merchants of e-commerce SaaS and store SaaS, we share
part of the technologies and develop them for the third-party.
Open platform refers to the “Youzan ecological platform” that
creates more value for merchants by connecting with external
third-parties. By opening API interface based on the existing
systems of China Youzan and connecting with trusted third-party
developers in different regions, the platform provides merchants
with e-commerce enterprise resource planning (“ERP"),
marketing plugins, hardware, store goods purchase and sales
and inventory as well as other tools, with its functions covering
order processing, warehousing and logistics, online marketing,
store cashier, store goods purchase and sales and inventory,
member management, order conversion, brand communication,
customer services, etc.
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In 2018, the number of third-party developers on Youzan
open platform increased rapidly from less than 30,000 at the
beginning of the year to more than 50,000, with a growth rate
of over 67.0%. As the business scale of merchants continues
to expand, their demand for customization is also increasing.
Merchants can create “self-use applications” through Youzan
open platform to achieve personalized customization, in which
it has become a good business solution for merchants. In
2018, on the Youzan open platform, the proportion of “self-use
applications” that are independently developed by merchants
has reached 83.0%.

In 2019, we will endeavor to upgrade the open platform to
“Youzan Cloud” to create a more diversified open ecosystem.
“Youzan Cloud” service will combine all the following functions:

—NFERERNFEE=THEEH
EEEEE%IJTiUE%{. RERBREREZ@E
IBRERIRIBO70% - FEERFXNWBEMRBRA
BriEA - EHEHE KR FZ NEIE - A K
BBAERNFeaZ EREER] ER
EEEES - KSR R E R —BREFVER
FE- T )\F FERARTEL BX
BEFRENERLER]I(GLE&EDT
83.0%

E—NF - BAIKIB KRBT 2ET
RETBEE] UITEBZTOMBER-
[(BEEZ | RBEESATANEE:

Cloud services Current status Functions

E R AR Ih&e

E-commerce cloud In operation Realize personalized customization of core operation on the basis
of “Youzan WeiMall”

EBHE P EIBEEMEN] ER - BREOLE N EEEE H

Retail cloud To be opened soon Online flow transfer to physical stores, supply and marketing
coordination, intelligent IoT and other offline business
customization

ZEE BV 5 i R ESIMEIERPE  HEHE B2 oTRINEZ T K LM E

Marketing cloud To be opened soon

other tools

BT B B bX

Service cloud To be opened soon

REZTIEHBES
Provide comprehensive human and software services such as

Provide a variety of precision marketing, interactive games and

HoEEEREETA

agency operation, warehouse distribution, customer service,

design and so on
REE RERE

Customer cloud

B 5 A
To be opened soon

2 RE-FPR®% &

Explore consumer behavior data, shape customer portraits and

Rt HE AN ME LR A IR

build a growth system to achieve accessibility and repeated

CEIRGENE

Omni-directional data sedimentation, data integration, big data

calculation and multi-angle statement analysis for digital operation

purchase

EFE B 5 PTREEETREE PEEFER BEAREBR
B

Data cloud To be opened soon
to achieve digitalized operation

BEE B 5

E VR <

EHMNEELR BEITE KREEAE ZAENOMERER BER
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The Directors present this report together with the audited
financial statements of China Youzan Limited and our
subsidiaries for the year ended 31 December 2018.

THE COMPANY

The Company was incorporated in Bermuda on 17 August
1999 as an exempted company with limited liability under the
Companies Act 1981 of Bermuda (as amended). Its shares have
been listed on the GEM of the Stock Exchange of Hong Kong
Limited since 14 April 2000.

PRINCIPLE ACTIVITIES

Our Company is an investment holding company. The Group's
operation consists of four operating segments, which are (i)
merchant service — provision of e-commerce platform with a
variety of SaaS products and comprehensive services in the
PRC through Youzan Group, which owns Youzan \WeiMall, Youzan
Retail, Youzan Beauty and other SaaS products; (i) third-party
payment services; (iiij Onecomm - provision of third-party
payment system solution and sales of integrated smart point of
sales devices; and (iv) general trading.

An analysis of our Group's revenue, segment result and assets
for the year ended 31 December 2018 are set out in note 8 and
11 respectively to the accompanying financial statements.

CUSTOMERS & SUPPLIERS

For the year ended 31 December 2018, the percentage of
revenue attributable to the Group's five largest customers was
less than 30.0%.

For the year ended 31 December 2018, the five largest
suppliers of our Group accounted for approximately 38.9%,
while the largest supplier accounted for approximately 13.2% of
our Group's total purchases.

As far as the Directors are aware, none of the Directors, their
associates, or any shareholders (which, to the knowledge of
the Directors, owned more than 5.0% of the Company'’s share
capital) had a beneficial interest in the five largest customers
and suppliers of our Group.
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RESULTS AND APPROPRIATIONS

Details of our Group's results for the year ended 31 December
2018 are set out on pages 154 to 155 of this annual report.

DIVIDEND

The Directors did not recommend the payment of any dividend
(2017: Nil).

SHARE CAPITAL

Details of movements in share capital of the Company are set
out in note 43 to the accompanying financial statements.

SUFFICIENCY OF PUBLIC FLOAT

As at the date of this report, based on information that is
publicly available to the Company and within the knowledge
of the directors, the directors confirm that the Company
maintained a sufficient public float as required under the GEM
Listing Rules.

CONVERTIBLE BONDS

As at 31 December 2018, there were no outstanding convertible
bonds.

WARRANTS

On 6 February 2015 (after trading hours), the Company and
Greater China Select Fund (the “Subscriber”) entered into the
Subscription Agreement. Following obtaining the Shareholders’
approval of the Warrant Subscription and issue of the Warrant
Shares at the SGM dated 29 June 2015, all conditions set out in
the Subscription Agreement have been fulfilled and completion
of the Warrant Subscription took place on 6 July 2015. Warrants
of an aggregate amount of HK$381.6 million have been issued
to the Subscriber at the Issue Price of HK$0.002 per Warrant.
The Warrants entitle the Subscriber to subscribe a maximum
of 530,000,000 Warrant Shares at the initial Subscription Price
of HK$0.72 per Warrant Share for a period of five (5) years
commencing from the date of issue of the Warrants.

As at this report date, there were still outstanding 520,000,000
Wiarrant Shares with an aggregate fair value of HK$374,400,000
to be subscribed.
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SHARE OPTION AND SHARE AWARD
SCHEME

Details of Share Option Scheme and Share Award Scheme
of the Company are set out in note 47 to the accompanying
financial statements.

RESERVES AND RETAINED LOSS

Movements in reserves of the Company during the year are
set out in note 45 to the accompanying financial statements.
Movements in retained profits and other reserves of our Group
during the year are set out in the consolidated statement of
changes in equity on page 158 of this annual report.

As at 31 December 2018, the Company had no reserves
available for distribution to its shareholders. However, the
Company’'s share premium account, in the amount of
approximately HK$5,052,467,000 may be distributed in the form
of fully paid bonus shares.

PURCHASE, SALE OR REDEMPTION OF
SHARES

The Company has not redeemed any of its shares during the
year. Neither the Company nor any of its subsidiaries has
purchased or sold any of the Company’s shares during the year.

PRE-EMPTIVE RIGHT

There is no provision for pre-emptive rights under the
Company's Byelaws and the laws in Bermuda in relation to the
issue of new shares by the Company

SUBSIDIARIES AND ASSOCIATES

Particulars of the Company’'s subsidiaries and associates are
set out in notes 21 and 22 respectively to the accompanying
financial statements.
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EMPLOYEE BENEFITS

Details of our Group's Share Option Schemes and Share Award
Scheme are set out in note 47 to the accompanying financial
statements.

RELATED PARTY TRANSACTIONS

Details of related party transactions are set out in note 52 to the
accompanying financial statements.

CONTINUING CONNECTED TRANSACTIONS

As mentioned in the CCTs Announcements dated 2 January
2018, upon completion of the Sale and Purchase Agreement,
Whitecrow Investment Ltd. and its ultimate shareholder
became a substantial shareholder of the Company, while
Qima Holdings Ltd. (“Qima Holdings”) became a non wholly-
owned subsidiary of the Company which is owned as to 51%
by the Company and 12.8% by Whitecrow Investment Ltd.
and its ultimate shareholder. Therefore, Qima Holdings and
its subsidiaries, including Hangzhou Youzan Technology Co.,
Ltd. (“Hangzhou Youzan”), became connected subsidiaries
and connected persons of the Company under Rule 20.07(5)
of the GEM Listing Rules. At the same time, Hangzhou
Qima, a company owned as to 54.41% by Mr. Zhu Ning, the
ultimate shareholder of Whitecrow Investment Ltd., became a
connected person of the Company under Rule 20.07(4) of the
GEM Listing Rules by virtue of it being an associate of Mr. Zhu
Ning.

As such, the transactions which were entered into between
the Group with each of Qima Holdings, Hangzhou Youzan
and Hangzhou Qima upon or after completion of the Sale
and Purchase Agreement constituted continuing connected
transactions for the Company under Chapter 20 of the GEM
Listing Rules.

BEEF
AR E R SRR AT 8 K i 1) SRR S BRI B
TR B B B 75 ¥R P 7E47 ©

BEALXS
BB A 132 5 ) S IS BUR B P 81 75 93K P o
52 -

HERERS

BB A—T - \F-—AZARBERER
SNERTIL RE B Wi T & - Whitecrow
Investment Ltd. [z H & 4 B R K A 2N A 7]
2 FERLE - fQima Holdings Ltd. ([Qima
Holdings N X R A RR 22 EMBE R
Bl A QR AL %A & Whitecrow
Investment Ltd. X HE & &R E#EEF12.8% ©
Bt - R IBGEM 1 #3 B 520.07(5) & -
Qima Holdings & K[t &2 & (B&EMINE
EREAERAR([NEE]) IKABAR
Al BEMB AR REEANT - BR - BIE
GEM_E 1 48 81 5520.07(4)1& - S M #E 85 (MR
Whitecrow Investment Ltd. 2 S 4% IR 2k 28
SEERBLL A %2 RE)) BRAKREL A 2B
BN MKARARZBEALT-

it - RIBGEM LR RIFE20E AR S
(A% E 5 5l #2Qima Holdings * /N B &
KN B B 1 SE IS 5 2 1R RT A )
BB ARBZHERERS

TEHEEBERAT —T-N\FFR

055



DIRECTORS’ REPORT
EEEWRES

Third Party Payment Service Framework
Agreement

Date: 8 April 2017

Parties: Beijing Gaohuitong Commercial Management
Co., Ltd. (“Beijing Gaohuitong”); and
Hangzhou Youzan

Conditions precedent

The commencement of the Third Party Payment Services
Framework Agreement is conditional upon (i) completion
of the Acquisition; (ii) the obtaining of the approval from
the Independent Shareholders by the Company in relation
to the transactions contemplated under the Third Party
Payment Services Framework Agreement and the related
transactions contemplated thereunder in accordance
with the GEM Listing Rules; and (iii) the obtaining of the
approval from the board of directors of Youzan Group in
relation to the Third Party Payment Services Framework
Agreement and the related transactions contemplated
thereunder within 60 days from the signing of the Third
Party Payment Services Framework Agreement or any
other duration as agreed between Beijing Gaohuitong and
Hangzhou Youzan.

Term

The Third Party Payment Services Framework Agreement
is of a term commencing from the date on which the
above conditions precedent are fulfilled and ending on 31
December 2019 (both days inclusive).
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Scope of services

Beijing Gaohuitong shall provide the following types of
third party payment services to Hangzhou Youzan subject
to the terms and conditions of the Third Party Payment
Services Framework Agreement:

offline integrated payment transactions services,
including but not limited to, point of sales based
business handling services for bank cards for
offline transactions;

online payment services for “WeiMall”, including
but not limited to express checkout, Wechat Pay

and Alipay services;

cross-border RMB payment settlement services
for “WeiMall” overseas merchants;

physical and virtual prepaid cards services for
merchants of Youzan Group; and

other payment related services.

Pricing policy and payment terms

The provision of the relevant payment services under
the Third Party Payment Services Framework Agreement
shall only commence upon fulfillment of the conditions
precedent as stated above.
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The service fee under the Third Party Payment Services
Framework Agreement is determined principally by arm’s
length commercial negotiations between the parties
with reference to (i) the upstream channel costs and
operating costs incurred in relation to the provision of the
similar payment services by Beijing Gaohuitong and (ii)
the quotation arrangement of similar payment services
by Beijing Gaohuitong to independent third parties. In
any event, the service fee charged under the Third Party
Payment Services Framework Agreement shall not (i)
be less favourable than those available to independent
third parties for similar quotation arrangement of similar
payment services provided by Beijing Gaohuitong; or (ii)
be lower than the upstream channel costs and operating
costs incurred in relation to the provision of similar
payment services by Beijing Gaohuitong plus a markup of
20%.

Proposed annual caps

The proposed annual caps in respect of the transactions
contemplated under the Third Party Payment Services
Framework Agreement for each of the three years ending
31 December 2019 is RMB50,000,000, RMB110,000,000
and RMB160,000,000 respectively.

Basis of the proposed annual caps

The proposed annual caps for the continuing connected
transactions contemplated under the Third Party Payment
Services Framework Agreement have been determined
based on, among others, Youzan Group's estimate of its
business growth for the three years ending 31 December
2019, in particular the expected gross merchandise
volume of Youzan Group derived from the expected
number of active registered merchants and expected
transaction amount of the active registered merchants;
and the Company's current estimation of the price for the
provision of major relevant payment services under the
Third Party Payment Services Framework Agreement.
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Internal control and pricing policy

In order to ensure that the service fee charged under
the Third Party Payment Services Framework Agreement
shall not (i) be less favourable than those available
to independent third parties for similar quotation
arrangement of similar payment services provided by
Beijing Gaohuitong or (ii) be lower than the upstream
channel costs and operating costs incurred in relation
to the provision of similar payment services by Beijing
Gaohuitong plus a markup of 20%, the Company has
adopted the following measures:

the Company will supervise the continuing
connected transactions in accordance with
the procedures set forth in the Company's
internal control manual on continuing connected
transactions. Designated personnel of the
operation department of the Company will conduct
regular checks to review and assess whether
relevant transactions are conducted in accordance
with the terms of the Third Party Payment Services
Framework Agreement and monitor the changes in
the relevant upstream channel costs. The Company
will notify such changes in the upstream channel
costs to Hangzhou Youzan as soon as practicable
and the relevant service fees will be adjusted
accordingly on a monthly basis;

the Company’s external auditors will carry out
procedures in accordance with Rule 20.54 of the
GEM Listing Rules on the pricing and the annual
caps of the continuing connected transactions;
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3. the Company's Audit Committee will review
at least twice a year the analysis reports
and the improvement measures prepared by
the Company's management based on the
implementation of the continuing connected
transactions by the Company; and

4. the independent non-executive Directors will
conduct an annual review of the implementation
and enforcement of the continuing connected
transactions.

Reasons for and benefits of entering into the Third Party
Payment Services Framework Agreement

As mentioned in the paragraph headed “Continuing
connected transactions” in the Announcement, it is
expected that upon completion of the Acquisition, Youzan
Group’s "WeiMall” and its other ancillary and specialised
e-commerce platforms will integrate with the Group's
third-party payment services infrastructure, where the
Group's third-party payment services will be used on all
online stores opened with “WeiMall” as the platform’s
sole authorised payment service provider.
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Entering into the Third Party Payment Services
Framework Agreement could immediately contribute
positively and increase the transaction volume using the
Group's third party payment services. The Group believes
that entering into the Third Party Payment Services
Framework Agreement complements the Group's
development strategy regarding its third party payment
services as it will expand the number of merchants and
consumers using the Group’s payment gateway and the
processing transaction volume via the Group's payment
system.

The Directors (other than the independent non-executive
Directors) are of the view that the Third Party Payment
Services Framework Agreement has been entered into
after arm’s length negotiations on normal commercial
terms and the terms thereof are fair and reasonable and
in the interests of the Company and its shareholders as a
whole.

Loan Agreement

Major terms

Date: 8 April 2017 (as supplemented by the
supplemental loan agreement dated
29 November 2017)

Lender: The Company

Borrower: Qima Holdings

Loan amount: Not exceeding HK$200,000,000 at

any time, inclusive of the principal
loan amount and interest
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Interest rate:

Repayment
terms:

Conditions

precedent:

Qima Holdings shall pay interest on
any outstanding principal of the loan
at the interest rate of 2% per annum
above the Prime Rate from time to
time, which shall be calculated and
charged on a monthly basis.

Qima Holdings shall fully repay
any outstanding principal and any
accrued but unpaid interest and any
other monies due under the Loan
Agreement on the expiry of the term
of the Loan Agreement.

The commencement of the Loan
Agreement is conditional upon (i)
completion of the Acquisition; (ii)
the obtaining of the approval from
the Independent Shareholders by
the Company in relation to the
transactions contemplated under
the Loan Agreement and the
related transactions contemplated
thereunder in accordance with the
GEM Listing Rules; and (iii) the
obtaining of the approval from the
board of directors of Youzan in relation
to the Loan Agreement and the
related transactions contemplated
thereunder.
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Reasons for and benefits of entering into the Loan
Agreement

The Directors expect that the synergetic effect generated
by the Acquisition shall bring new business to the
Enlarged Group. Therefore, the Directors intended that
the proceeds from the loan shall be used to support the
business plan and development of Youzan Group upon
completion of the Acquisition, which in turn is expected
to benefit the Enlarged Group as a whole.

The Directors (other than the independent non-executive
Directors) are of the view that the Loan Agreement has
been entered into after arm’s length negotiations on
normal commercial terms and the terms thereof are fair
and reasonable and in the interests of the Company and
its shareholders as a whole.

Proposed annual cap amounts for the Loan Agreement
No transactions were conducted in the past between the
Company and Youzan Group in relation to the provision of
loan and financing.

The proposed annual caps in respect of the transactions
contemplated under the Loan Agreement for each
of the three years ending 31 December 2020 is
HK$160,000,000, HK$200,000,000 and HK$200,000,000
respectively.

The abovementioned annual caps are determined with
reference to, among others, the current business plan of
Youzan Group.
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Annual cap for

Transaction
amount during

the financial the financial

year ended year ended

31 December 31 December

Payer Receiver 2018 2018
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Third Party Payment Services Hangzhou Beijing RMB RMB
Framework Agreement Youzan Gaohuitong 110,000,000 47292,299
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110,000,0007T 47292,2997T

Maximum

Annual cap for amount during

the financial the financial

year ended year ended

31 December 31 December

2018 2018

including including

principal principal

Lender Borrower and interest and interest
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EEAE
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Qima Holdings HK$160,000,000 HK$79,329,613
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The Independent Non-executive Directors have reviewed
the abovementioned continuing connected transactions
and have confirmed that such transactions were entered
into:

(i) in the ordinary and usual course of business of the
Group;

(ii) on normal commercial terms and on terms no less
favourable to the Group than terms available from
independent third parties; and

(i) in accordance with the relevant agreement
governing them on terms that are fair and
reasonable and in the interests of the shareholders
as a whole.

The Company's auditor was engaged to report on the
Group's continuing connected transactions in accordance
with Hong Kong Standard on Assurance Engagements
3000 (Revised) “Assurance Engagements Other Than
Audits or Reviews of Historical Financial Information”
and with reference to Practice Note 740 “Auditor’s Letter
on Continuing Connected Transactions under the Hong
Kong Listing Rules” issued by the Hong Kong Institute
of Certified Public Accountants. The Company’s auditor
has issued their unmodified assurance report containing
their findings and conclusions in respect of the continuing
connected transactions disclosed by the Group in this
annual report in accordance with Rule 20.54 of the GEM
Listing Rules.
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The auditor's assurance report confirms that, in
respect of the above-mentioned continuing connected
transactions:

a. nothing has come to the auditor’'s attention that
causes the auditor to believe that the above-
mentioned continuing connected transactions have
not been approved by the Company’s Board of
Directors.

b. nothing has come to the auditor’'s attention that
causes the auditor to believe that the above-
mentioned continuing connected transactions
were not entered into, in all material respects,
in accordance with the relevant agreements
governing such transactions.

C. nothing has come to the auditor’'s attention that
causes the auditor to believe that the transactions
were not, in all material respects, in accordance
with the pricing policies of the Group.

d. with respect to the aggregate amount of each
of the abovementioned continuing connected
transactions, nothing has come to the auditors’
attention that causes the auditor to believe
that the abovementioned continuing connected
transactions have exceeded the annual cap
disclosed in the circular of the Company dated 2
January 2018.

The Company confirms that it has complied with the
reporting, announcement and independent shareholders’
approval requirements under the GEM Listing Rules
during the Reporting Period.
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PERMITTED INDEMNITY PROVISIONS

Pursuant to Article 178 of the Bye Law of the Company, the
Directors, Managing Directors, alternate Director, Auditors,
Secretary and other officers for the time being of the Company
and the trustees (if any) for the time being acting in relation
to any of the affairs of the Company, and their respective
executors or administrators, shall be indemnified and secured
harmless out of the assets of the Company from and against
all actions, costs, charges, losses, damages and expenses
which they or any of them, their or any of their executors or
administrators, shall or may incur or sustain by reason of any
act done, concurred in or omitted in or about the execution
of their duty or supposed duty in their respective offices or
trusts, except such (if any) as they shall incur or sustain through
their own willful neglect or default, fraud and dishonesty
respectively, and none of them shall be answerable for the
acts, receipts, neglects or defaults of any other of them, or
for joining in any receipt for the sake of conformity, or for any
bankers or other persons with whom any moneys or effects of
the Company shall be lodged or deposited for safe custody, or
for the insufficiency or deficiency of any security upon which
any moneys of the Company shall be placed out or invested, or
for any other loss, misfortune or damage which may happen in
the execution of their respective offices or trusts, or in relation
thereto, except as the same shall happen by or through their
own wilful neglect or default, fraud and dishonesty respectively.

Such provision was in force during the year. In addition, the
Company has also maintained Directors and officer liability
insurance during the year.
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DIRECTORS

The Directors who held office during the year and up to the date
of this report were:

Executive Directors
Mr. Guan Guisen
Mr. Cao Chunmeng
Mr. Yan Xiaotian
Mr. Zhu Ning (Appointed on 4 May 2018)
Mr. Cui Yusong
(Appointed on 4 May 2018)
Mr. Yu Tao
(Appointed on 4 May 2018)
Ms. Ying Hangyan
(Appointed on 8 May 2018)

Independent non-executive Directors
Dr. Fong Chi Wah

Mr. Wang Zhongmin (Resigned on 8 March 2018)
Mr. Gu Jiawang

Mr. Xu Yanging

Mr. Deng Tao (Appointed on 8 May 2018)

DIRECTORS’ SERVICE CONTRACT

Mr. Guan Guisen, the executive director, has entered into a
service agreement with the Company for a term of three years
commencing from 28 February 2017

Mr. Cao Chunmeng, the executive director, has entered into a
service agreement with the Company for a term of three years
commencing from 11 July 2018.

Mr. Yan Xiaotian, the executive director, has entered into a
service agreement with the Company for a term of three years
commencing from 24 December 2017

Mr. Zhu Ning, the executive director, has entered into a
service agreement with the Company for a term of three years
commencing from 4 May 2018.

Mr. Cui Yusong, the executive director, has entered into a
service agreement with the Company for a term of three years
commencing from 4 May 2018.
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Mr. Yu Tao, the executive director, has entered into a service
agreement with the Company for a term of three years
commencing from 4 May 2018.

Ms. Ying Hangyan, the executive director, has entered into a
service agreement with the Company for a term of three years
commencing from 8 May 2018.

Dr. Fong Chi Wah, the independent non-executive director, has
entered the service agreement with the Company for a term of
three years commencing from 19 December 2018.

Dr. Fong Chi Wah has served on the Board for more than 10
years but he has never held any executive or management
position in our Group nor has he throughout such period been
under the employment of any member of our Group. Dr. Fong
has demonstrated his ability to provide an independent view
to the Company’'s matters. The Directors noted the positive
contributions Dr. Fong made to the development of the
Company. Dr. Fong Chi Wah has given the confirmation of his
independence pursuant to Rule 5.09 of GEM Listing Rules to
the Company.

The nomination committee of the Company has assessed and is
satisfied of the independence of Dr. Fong. The Board considers
that the long services of Dr. Fong would not affect his exercises
of independent judgments, notwithstanding his years of service
as an independent Non-executive Director of the Company, the
Board is of the view that Dr. Fong is able to continue to fulfill his
roles as required.

Mr. Gu Jiawang, the independent non-executive director, has
entered into a service agreement with the Company for a term
of three years commencing from 28 April 2017
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Mr. Xu Yanging, the independent non-executive director, has
entered the service agreement with the Company for a term of
one year commencing from 4 August 2018 subject to rotation
and re-election at annual general meetings of the Company
in accordance with the bye-laws of the Company. Pursuant to
Article 102(A) of the bye-laws of the Company, Mr. Xu will hold
office until the next annual general meeting of the Company and
shall then be eligible for re-election thereat.

Mr. Deng Tao, the independent non-executive director, has
entered into a service agreement with the Company for a term
of three years commencing from 8 May 2018.

Save as disclosed above, none of the Directors being proposed
for re-election at the forthcoming AGM has an unexpired service
contract with the Company which is not determinable by our
Group within one year without payment of compensation (other
than statutory compensation).

DIRECTORS’ INTERESTS IN CONTRACTS

No director had a material interest, whether directly or
indirectly, in any contract of significance to the business of the
Company to which the Company, its holding company or any of
its subsidiaries or fellow subsidiaries was a party at the end of
the year or at any time during the year.
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DIRECTORS’ INTEREST IN SHARES EENROER

As at the date of this report, the interests or short positions of ~ AZAN¥ & HH - & F AR 7] gk K A A5 K
the Directors in the Shares, underlying shares and debentures &R (F % R E 5 KB KRIIEXVED) 2 ik
of the Company or any associated corporation (within the 7 HERG REZEZES - T?Eﬁ(ﬂ*ﬁ?ﬁé“%&
meaning of Part XV of the SFO) which (i) were required to be BB (&HIEXVERE7 8D BEME AR
notified to the Company and the Stock Exchange pursuant to NI FTZ #EmSOAR (BIERIER %“&Hﬂ
Divisions 7 and 8 of Part XV of the SFO (including interests or & 1&HIH BIE X I ESAR BFFH 2 K
short positions which they were taken or deemed to have under K& ) ; Sk(i)IR1RE 7 I BB 15171 553521547
such provisions of the SFO); or (i) were required, pursuant to  EEL ARG ERLM 2 EEIOAR 3
Section 352 of the SFO, to be entered in the register referred (i) R#EGEM 43 BI5E5.46E5.67(% A=
to therein; or (iii) were required, pursuant to Rules 5.46 t0 5.67 H#ETTEFRXFHZHTERMEG AR T R EAZ
of the GEM Listing Rules relating to securities transactions FTZ#EmSBURBAT

by Directors to be notified to the Company and the Stock

Exchange, were as follows:

Long Position in Shares
RRBZER

Interest in underlying Total interest %
Directors Interest in shares shares in shares Shareholding
= Rz i REERG 25 Rz BEs RERDLL
Mr. Guan Guisen (Note 1) 711,592,000 - 711,592,000 5.18%
BERLE (MaT1)
Mr. Cao Chunmeng 67420,000 36,000,000 103,420,000 0.75%
R INote 2)
(Pi5E2)
Mr. Yan Xiaotian 21,640,000 25,000,000 46,640,000 0.34%
BEELE (Note 2)
(PitzE2)
Dr. Fong ChiWah 1,000,000 3,000,000 4,000,000 0.03%
HEEET (Note 2)
(PizE2)
Mr. Gu Jiawang 1,000,000 3,000,000 4,000,000 0.03%
ARELE (Note 2)
(Pi5E2)
Mr. Zhu Ning 1,440,601,703
REXE (Note 3)
(Pi5E3)
- 1,803,771,804 13.12%
363,170,101
(Note 4)
(Pi3Ea)
Mr. Yu Tao 363,170,101 - 363,170,101 2.64%
MELE (Note 4)
(Pi5Ea)
Mr. Cui Yusong 241,885,127 - 241,885,127 1.76%
EEMEAE (Note 5)
(Pizts)
Ms. Ying Hangyan 363,170,101 - 363,170,101 2.64%
e S+ (Note 4)
(Pi3Ea)
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Note 1: The shares are held by Mighty Advantage Enterprises Limited
(“Mighty Advantage”). Mighty Advantage is incorporated in
the British Virgin Islands and is beneficially owned by Mr. Guan
Guisen.

Note 2: The Company granted the share options under New Share
Option Scheme on 11 June 2015.The share options is valid
until 10 June 2020 and has an exercise price of HK$1.25.

Note 3: The shares are held by Whitecrow Investment Ltd.
("Whitecrow"”). Whitecrow is a company incorporated in
the British Virgin Islands with limited liability and is 100%
beneficially owned by Mr. Zhu Ning.

Note 4. The shares are held by Youzan Teamwork Inc. (“Youzan
Teamwork”). Youzan Teamwork is a company incorporated in
the British Virgin Islands with limited liability and is owned as
to 40% by Mr. Zhu Ning, 10% by Mr. Yu Tao and 10% by Ms.
Ying Hangyan.

Note 5: The shares are held by V5.Cui Investment Ltd. (“V5.Cui”).
V5.Cui is a company incorporated in the British Virgin Islands
with limited liability and is 100% beneficially owned by Mr. Cui
Yusong.

Save as disclosed above, as at the date of this report, none
of the Directors of the Company had any interests or short
positions in any Shares, underlying shares or debentures of
the Company or any of its associated corporations (within the
meaning of Part XV of the SFO), which (i) were 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 under
such provisions of the SFO); or (i) were required, pursuant to
Section 352 of the SFO, to be entered into the register referred
to therein; or (iii) were required, pursuant to Rules 5.46 to 5.67
of the GEM Listing Rules relating to securities transactions
by Directors to be notified to the Company and the Stock
Exchange.

BEET @ 2 R% 1) B Mighty Advantage Enterprises
Limited ([Mighty Advantage | )55 -
Mighty Advantage /% 3 & & 2 5% & 7 i

R R EREEERTER L AF -

ARRR-ZE—RERA+—AREHNE
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JC°
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MEE3 © 3% S A% 1D FIWhitecrow Investment Ltd.
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BRZBEEHAMRIZABRAR T HEK

BEAI00%BEEHHEA -

Z% % B% {7 i Youzan Teamwork Inc.
(I'Youzan Teamwork ] )# B  Youzan
Teamwork BB EZHSAMKI 28
AR BRELEREEI0%Z RIDE
o AEEEREEI0% 2 RN #EE R IE
M 2Z T EE10% 2 RN -

Bi5E4

BeE5 : % S A B V5.Cui Investment Ltd.

([V5.Cui 1)FFHE  V5.Cui/mpd 58 BE 2 Bf
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100% Em=H#A
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RO REBEEET BEOWRBEEAFAREE
B EXVEBET R8N BB A E AN 7 K B
Rz EmAR (BIEREESKEBEK
BB BIGESCEIIES R BT A 2 e A
B ¢ ()R IEFF KRG FE352{5H T
BRRAZAGET & o 2 S SR A ¢ Bkl
BIEGEM MR BIFE5.46 256718 EBES
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RiE (FHERPERE) ATFREN
BEREFERR

BT XAREE SN RARE BH - BAD
IR 5 3 % B 15 01 336 B BT B
A BEL AL (FAREER
EETHABRIN RAR AR KI5
B0 R A AE S AR o

INTERESTS DISCLOSABLE UNDERTHE SFO
AND SUBSTANTIAL SHAREHOLDERS

Save as disclosed below, as at the date of this report, there was
no other person (other than a director or chief executive officer
of the Company) who had any interests and short positions in
the shares and underlying shares of the Company as recorded
in the register required to be kept under Section 336 of the

SFO.
Long Position in Shares
RBRGBzH#E
Interest in
underlying Total interest %
Name of Shareholders Interest in shares shares in shares Shareholding
RREB RRBz#ER REBRG 2 E R RRBzERER REBDL
Mr. Guan Guisen 711,592,000 - 711,592,000 5.18%
BERTE (Note 1)
(BEE1)
Mr. Zhu Ning 1,440,601,703
RELE (Note 2)
(PEE2)
- 1,803,771,804 13.12%
363,170,101
(Note 3)
(PEE3)

Note 1. The shares are held by Mighty Advantage Enterprises Limited — Fst1 : #Z %5 B Mighty Advantage Enterprises

Note 2:

Note 3:

(“Mighty Advantage”). Mighty Advantage is a company
incorporated in the British Virgin Islands with limited liability
and is 100% beneficially owned by Mr. Guan Guisen.

The shares are held by Whitecrow Investment Ltd.
("Whitecrow"”). Whitecrow is a company incorporated in
the British Virgin Islands with limited liability and is 100%
beneficially owned by Mr. Zhu Ning.

The shares are held by Youzan Teamwork Inc. (“Youzan
Teamwork”). Youzan Teamwork is a company incorporated in
the British Virgin Islands with limited liability and is owned as
to 40% by Mr. Zhu Ning.

P&E2

B 5E3 -

Limited ([Mighty Advantage | )# % °
Mighty Advantage /% 5 & & 2 5% & 5 i
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WA

#% % I 19 © Whitecrow Investment Ltd.
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Z % M%7 i Youzan Teamwork Inc.
(I'Youzan Teamwork J)# & ° Youzan
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MANAGEMENT CONTRACTS

No contract concerning the management and administration
of the whole or any substantial part of the business of the
Company was entered into or existed during the year.

CODE OF BEST PRACTICE

In the opinion of the Directors, the Company has complied
with the standards of good practice concerning the general
management responsibilities of the Board of Directors as set
out in Chapter 5 of the GEM Listing Rules throughout the year
ended 31 December 2018.

FIVEYEAR FINANCIAL SUMMARY

A summary of the consolidated statement of comprehensive
income and consolidated statement of financial position of our
Group is set out on pages 343 and 344 of this annual report.

AUDITORS

At the last annual general meeting of the Company, RSM Hong
Kong was re-appointed as the auditor of the Company. On
22 November 2018, the auditor of the Company changed its
Chinese practicing name to "R ES TR E 5T

The consolidated financial statement have been audited by RSM
Hong Kong who retire and, being eligible, offer themselves for
re-appointment.

The Company will propose a resolution in relation to the
re-appointment of RSM Hong Kong at the forthcoming annual
general meeting.

By Order of the Board

Mr. Guan Guisen
Chairman

Hong Kong, 26 March 2019
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Pursuant to the Rule 18.44 of the Rules Governing the Listing
of Securities on the GEM of the Stock Exchange (the “GEM
Listing Rules”), the Board of Directors of China Youzan (the
“Board”) is pleased to present the corporate governance
report for the year ended 31 December 2018. The Hong Kong
Governance Code is available at www.hkex.com.hk. This
report highlights the key corporate governance practices of the
Company.

The Board continues to monitor and review the Company's
corporate governance and makes necessary changes at an
appropriate time.

CORPORATE GOVERNANCE PRACTICES

The Company is committed to maintaining high standards
of corporate governance to protect the interests of the
shareholders of the Company. The Company's corporate
governance practices are based on principles and code
provisions as set out in the Corporate Governance Code
("Code”) in Appendix 15 to the GEM Listing Rules. The
Company has complied with the Code for the year ended 31
December 2018.

DIRECTORS’ SECURITIES TRANSACTIONS

The Group adopted the required standard of dealings set out
in rules 5.48 to 5.67 of the GEM Listing Rules as the code of
conduct regarding directors’ securities transactions in securities
of the Company. Upon the Company's specific enquiry, each
director had confirmed that during the year ended 31 December
2018, they had fully complied with the required standard of
dealings and there was no event of non-compliance.
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BOARD OF DIRECTORS

The Board's fundamental responsibility is to exercise its best
judgment and to act in the best interests of the Company and
its shareholders. The Board is responsible for overseeing the
management’'s efforts to promote the Company's success
while operating in an effective and responsible manner. The
Board is able to delegate and confer on any executive Director
any of its powers, authorities and discretions for such time and
on such terms as it thinks fit.

The Board may at any time appoint any person who is willing
to act as a Director, either to fill a vacancy or as an addition to
the existing Board. The total number of Directors shall not be
less than two nor should it exceed fifteen. Newly-appointed
Directors retire at the Annual General Meeting ("AGM")
following appointment and shall be eligible for election. The
Board may appoint any Director to hold any employment
or executive office and may revoke or terminate any such
appointment. Shareholders may, by ordinary resolution, appoint
a person as a Director or remove any Director before the
expiration of his or her period of office.

The Board regularly formulates our Group’s overall business
strategies and monitors management’s execution of such
strategies.

By discharging its responsibilities, the Board has defined the
business and governance issues for which it needs to be
responsible, and these matters reserved for the Board have
been separately defined, and are reviewed periodically, to
ensure that our Group maintains the proper level of corporate
governance and to ensure they are up to date. In this regard,
the Board:

° determines our Group’s mission, provides its strategic
direction and is responsible for the approval of strategic
plans;

o approves the annual business plan and budget proposed

by management;
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retains full and effective control over our Group and
monitors management with regard to the implementation
of the approved annual budget and business plan;

appoints the Chief Executive Officer, who reports to the
Board, and ensures that succession is planned;

approves our Group's financial statements, interim and
annual reports;

determines our Group's communication policy;
determines director selection, orientation and evaluation;
ensures that our Group has appropriate risk management,
internal control, internal audit and regulatory compliance;

procedures in place and that it communicates adequately
with shareholders and stakeholders;

establishes Board sub-committees with clear terms of
reference and responsibilities as appropriate;

defines levels of delegation in respect of specific matters,
with required authority to Board sub-committees and
management;

monitors non-financial aspects pertaining to the business
of our Group;

considers and, if appropriate, declares the payment of
dividends to shareholders; and

regularly evaluates our Group's performance and
effectiveness.
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To better serve the long-term interests of our stakeholders,
the Board dedicates certain matters which require particular
time, attention and expertise to be devoted to its committee.
The Board has determined that these matters are better
dealt with by the committees as they require independent
oversight and specialists input. As such, the Board has
established four committees to assist the Board: Audit
Committee, Risk Committee, Nomination Committee and
Remuneration Committee. Each of the committees has
terms of reference which clearly specifies its powers and
authorities. All committees report back to the Board and make
recommendations to the Board if necessary.

Biographical Details of Directors and Senior
Management

As at 31 December 2018, the Board comprised seven Executive
Directors and four Independent Non-executive Directors. Details
of biographical details of directors and senior management
are set out on page 26 to 32 of this annual report. The Board
complies with the minimum requirements of the GEM Listing
Rules relating to the appointment of at least three independent
non-executive Directors and one of them has the appropriate
professional qualifications required under Rule 5.05 of the GEM
Listing Rules.

Board Meetings

The Board has adopted good corporate governance practices
and procedures, formal notice of at least 14 days will be given
in respect of a regular meeting. For special board meeting,
reasonable notice will be given. Directors participated, either
in person or through other electronic means of communication
in the Board meetings. The Board meets regularly at least
four times every year. The directors participated in person or
through electronic means of communication. All notices of
board meetings were given to all directors, who were given an
opportunity to include matters in the agenda for discussion. The
finalized agenda and accompanying board papers were sent to
all directors at least 3 days prior to the meeting.

All directors are kept informed on a timely basis of major
changes that may affect the Group’s businesses, including
relevant rules and regulations. Directors can also seek
independent professional advice in performing their duties at
the Company's expense, if necessary. The Company Secretary
records the proceedings of each board meeting in detail by
keeping detailed minutes, including all decisions by the Board
together with concerns raised and dissenting views expressed
(if any). All minutes are open for inspection at any reasonable
time on request by any director.

ARMNENERTLEERRENAZR &5
ERETARABERM EIENREEM
BHNEEERGCHZESRE -ESERA
M#%E%gﬁiwﬂﬁﬁﬁﬁﬁ WHE
EeREFABE Bt E=2CE KM
M§AE%%%$@‘%V§AE [2. B &
B REZEBSRIMES moX§AE
AR EEE AR T RN R AT
BZEeRESEeERMNANESSIREHERE
BE(MMBE)-

EERSREEE2EREFE

RZFB-N\F+_A=1T—H EFEKE
BREEEARTEESRARBLIFRTES-
EENEREEEBZEEFBHENAFRE
26E328 - EFZENACEMLEMRABRAZ
IR =ZBBIFPATETZHRERE B
1 — AEBGEM_EMRAIFESE.0516EE 2 &
AHEEXERE

EEEeR
%?AE%@E’XE%&% == ﬁ%ﬁ&k? E
ED#ZJ—_E_E é\g\uigTTFﬂ 15148

%’;%Hj 15/3%%2%%23% AlgrEaIRH
RAGKTERS BEFAHSGNEBEMBET
BANTAZNEFE SR -EFEEFRD
BRNRAEREZ EFERFLFENEB
EF BT E2E - BHESTE SR &
=HeREEA i%’é‘ﬁff%‘\%mﬁ? 55

FRIAGZHE RN EHZELIAH
ERXHREZENRL= %w “'Xiﬁf%
$,0

PMEERTSEREMNTRETERAEEERK
MEBEAZE BB BRI LRGINER -
EENANFBERSRBLEXER  UE
THESRE E%E$QE7¥<TJ§° NI
ERFREFEERNERFELFANEZ
i BEMAESS ﬁi&%%%ﬁﬂ’]
BRERENEZ (WNE) - EAES A EEM

AENKEEHMASRLHE-

078

CHINA YOUZAN LIMITED ANNUAL REPORT 2018



CORPORATE GOVERNANCE REPORT

EEARRE

The attendance of each director at Board, committee meetings ‘EFHFESFE ZEGERLRRASF
and annual general meeting (“AGM"), whether in person or A& ([KRRBAFARE]) (TwHRIFHINAE
by means of electronic communication, is detailed in the table FBEFAFRX)NBEADFHR TR

below:

Annual Special
Audit Nomination Remuneration General General
Committee Committee Committee Meeting Meeting
ERZES REZEE ¥HZEES RRBEFAE RREHIAE
Mr. Guan Guisen 12/12 N/A 2/2 2/2 il 3/3
HERTE TEH
Mr. Cao Chunmeng 12/12 N/A 2/2 2/2 ”n 33
BRBLE NER
Mr. Yan Xiaotian 1212 N/A N/A N/A n 33
BEMLE MER TEA NEA
Mr. Zhu Ning 6/6 N/A 0/0 0/0 N/A 2/2
(Appointed on 4 May 2018) AEA TEA
RESLE
(RZE-N\F
TAMAEERAE)
Mr. Cui Yusong 6/6 N/A N/A N/A N/A 2/2
(Appointed on 4 May 2018) TER TER TER TER
EXRELE
(RZE-N\F
AAMAEZRE)
Mr. Yu Tao 6/6 N/A N/A N/A N/A 2/2
(Appointed on 4 May 2018) NEA TER TER TERA
METE
(R=T-N\F
AAMBEZM)
Ms. Ying Hangyan 4/4 N/A N/A N/A N/A il
{Appointed on 8 May 2018) TEA TEA TiEA TEA
Ef g &+
(RZE-NF
AANBEZT)
Dr. Fong ChiWah 12/12 a4 2/2 2/2 1”1 33
HEEET
Mr. Gu Jiawang 1212 4/4 212 212 n 313
ARLE
Mr. Xu Yanging 12/12 212 2/2 2/2 " 33
REFELE
Mr. Deng Tao 4/4 2/2 0/0 0/0 N/A 17
BEtE Siki
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At the Board meetings, the Board discussed on a wide range
of matters, including the Group’s overall strategies, financial
and operational performances, approved the annual, interim and
quarterly results of the Group, the appointment of directors,
business prospects, regulatory compliance and corporate
governance, and other significant matters. The company
secretary, in consultation with the Chairman and the senior
management team, prepares the agendas for each meeting
and all directors are given the opportunity to include matters for
discussion in the agenda. The company secretary also ensures
that all applicable rules and regulations in relation to the Board
meetings are followed. The company secretary sends notice
of the Board meeting to each of the directors at least fourteen
days in advance of each regular Board meeting. The company
secretary also sends the agendas, board papers and relevant
information relating to the Group to each of the directors at
least three days in advance of each regular Board meeting
and committee meeting, and keeps the directors updated on
the Group's financial performance and latest developments. If
any director raises any queries, steps will be taken to respond
to such queries as promptly and fully as possible. If there is
potential or actual conflict of interests involving a substantial
shareholder or a director, such director would declare his
interest and will abstain from voting on such matters. The
directors may approach the Company’s senior management
team when necessary. The directors may also seek independent
professional advice at the Company’s expense in appropriate
circumstances.
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Chairman and Chief Executive Officer

The roles of Chairman and Chief Executive Officer are separate
and not performed by the same individual to avoid power
being concentrated in any one individual. The Chairman of
the Company is primarily responsible for the leadership and
effective running of the Board and ensuring that all key and
appropriate issues are discussed by the Board in a timely and
constructive manner, whereas the Chief Executive Officer is
primarily responsible for the running of the Group’s business
and implementation of the Group's strategies in achieving the
overall commercial objectives.

The Chairman also encourages all directors, including the
independent non-executive directors, to actively participate in all
board and committee meetings.

Appointment and Re-Election of Directors

All directors are appointed for a specific term. All the executive
directors and independent non-executive directors of the
Company are engaged on a service contract of appointment
with the Company for a term as stated in pages 68 to 70 of this
report. Besides, the procedures and process of appointment,
reelection and removal of directors are laid down in the
Company's Bye-laws. According to Bye-laws, all directors of
the Company are subject to retirement by rotation at least
once every three years and are eligible for re-election at annual
general meetings of the Company. Any new director appointed
by the Board to fill a casual vacancy shall submit himself for
reelection by shareholders at the first general meeting and any
new director appointed by the Board as an addition to the Board
shall submit himself/herself for re-election by shareholders at
the next following annual general meeting.
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Confirmation of Independence

The Company has received from each of the independent
nonexecutive directors an annual confirmation of independence
pursuant to Rule 5.09 of the GEM Listing Rules and considers
that all the independent non-executive directors to be
independent.

Directors’ Training

All directors should keep abreast of the responsibilities as
a director, and of the conduct and business activities of the
Company. The Company is responsible for arranging and funding
suitable training for its directors. Accordingly, the Company
has put in place training and development programme for
the directors including: an on-going training and professional
development programme for directors. The Company regularly
organizes the seminars for the directors. In addition, individual
Directors also participated in other courses relating to the roles,
functions and duties of a listed company director or further
enhancement of their professional development by way of
online aids or reading relevant materials.

All executive and independent non-executive Directors had
provided the Company Secretary with their training records for
the year under review.

Directors’ Code of Ethics

The directors observe a code of ethics (the “Code of Ethics”)
which is formulated and adopted to enhance the standard of
corporate governance and corporate behavior. The principles
on which the Code of Ethics relies are those that concern
transparency, integrity, accountability and corporate social
responsibility taking into account the relevant provisions and
requirements by the governing authorities.
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REMUNERATION COMMITTEE

The Remuneration Committee was established on 30 June
2005. The Remuneration Committee is with the responsibility
of approving the remuneration policy for all Directors and senior
executives. The Remuneration Committee members include all
directors as follows:

Executive Directors
Mr. Guan Guisen
Mr. Zhu Ning

Independent non-executive Directors
Dr. Fong Chi Wah

Mr. Gu Jiawang

Mr. Deng Tao (Chairman)

All Remuneration Committee members met at the end of the
year for the determination of the remuneration packages of
Directors and senior management of the Group. In addition,
the Remuneration Committee members also meet as and
when required to consider remuneration related matters. The
works carried out by the Remuneration Committee are set
out below: (a) to make recommendations to the Board on the
Company's policy and structure of remuneration of Directors
and the senior management and on the establishment of a
formal and transparent procedure for developing policy on
such remuneration; (b) to determine the specific remuneration
packages of all executive Directors and the senior management,
including benefits in kind, provident/retirement benefits and
compensation payments, including any compensation payable
for loss or termination of their office or appointment, and
make recommendations to the Board of the remuneration
of independent non-executive Directors; (c) to review and
approve performance-based remuneration by reference to
corporate goals and objectives resolved by the Board from time
to time; (d) to review and approve the compensation payable
to executive Directors, senior management in connection
with any loss or termination of their office or appointment to
ensure that such compensation is determined in accordance
with relevant contractual terms and that such compensation
is otherwise fair and not excessive for the Company; and (e)
to review and approve compensation arrangements relating
to dismissal or removal of Directors for misconduct to ensure
that such arrangements are determined in accordance with
relevant contractual terms and that any compensation payment
is otherwise reasonable and appropriate.
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NOMINATION COMMITTEE

The Nomination Committee was established on 30 June
2005. The Nomination Committee made recommendations
to the Board on the appointment of Directors and the senior
management personnel with reference to certain guidelines
as endorsed by the Nomination Committee members. The
Nomination Committee members include all directors as
follows:

Mr. Guan Guisen

Mr. Zhu Ning

Dr. Fong Chi Wah

Mr. Gu Jiawang

Mr. Deng Tao (Chairman)

The nomination committee is responsible in reviewing and
monitoring the structure, size, composition and diversity
of the Board in light of the group’s strategy, identifying
qualified individuals to be new Board members, assessing the
independence of independent non-executive directors, and
reviewing and monitoring the implementation of the board
diversity policies of the Group.

AUDIT COMMITTEE

Under its terms of reference for audit committee passed
under a directors’ resolution dated 30 June 2005, is required,
amongst other things, to oversee the relationship with the
external auditors, to review the Group's preliminary results,
interim results and annual financial statements and to monitor
compliance with statutory and listing requirements, to
engage independent legal or other advisers as it determines
is necessary and to perform any investigations. The Audit
Committee members include all directors as follows:

Dr. Fong Chi Wah (Chairman)
Mr. Gu Jiawang
Mr. Deng Tao

The audit committee is responsible for meeting with the
external auditor regularly to discuss any area of concern during
the audit, reviewing financial data and information, overseeing
the financial reporting system and internal control procedures.
The primary duties of the Committee are to review and
supervise the financial reporting process and internal control
systems of the Group.
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Financial Statements

The Audit Committee held meetings to discuss the Group's
quarterly results, interim results, preliminary results
announcement and Annual Report. The Audit Committee
reviews and discusses the management’s reports and
representations with a view to ensuring that the Group's
consolidated financial statements are prepared in accordance
with Hong Kong Accounting Standards and Hong Kong Financial
Reporting Standards and compliance with the GEM Listing
Rules and other legal requirements.

The Audit Committee has reviewed the Company’s financial
statements for the year ended 31 December 2018 and has
provided advice and comments thereon.

The Audit Committee also makes recommendations to the
Board on the appointment and retention of the external
auditors.

External Auditor

The Group engaged RSM Hong Kong to provide services in
connection with the audit of the Company’'s consolidated
financial statements and other professional services.
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Auditors’ Remuneration BEMH e

During the year under review, the remuneration paid/payable to ~ BIEEF A - BAS /MR AR EZ BRA0 28 FA 3

the Company's auditors, RSM Hong Kong, is set out as follows: &&TEIEZAHBE AT -
Fees
paid/payable
B ENEA
HK$'000
Services rendered =48 R 7% FHETT
Audit services % 2L BR 75 2,480
Non-audit services IERZBAR TS 14
TOTAL B 2,494
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DIRECTOR’S AND INDEPENDENT AUDITORS'
RESPONSIBILITY FORTHE FINANCIAL
STATEMENTS

The Directors are responsible for the preparation of the financial
statements which give a true and fair view of the state of
affairs of the Company and its subsidiaries, in accordance with
accounting principle generally accepted in Hong Kong. The
Directors’ responsibilities in the preparation of the financial
statements and the auditors’ responsibilities are set out in the
Independent Auditor’s Report in this annual report.

INTERNAL CONTROL

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, of
meetings with management of business groups, internal audit
department, internal control department, legal, and the external
auditor, reviewing the relevant work reports and information of
key performance indicators, the management self-assessment
on internal control and discussing the major risks with the
senior management of the Company.

Risk Management Report

Risk management is an integral part of our business planning,
implementation and review process. Apart from traditional
management of operational risks such as safety and plant
integrity, the Group's risk management universe encompasses
a broader scope of risks that include risks associated with
strategies, policies, financial, human resources, intellectual
properties, techniques and network management.

Our risk management report provides the Company with
a structured approach that is anticipatory and effective,
summarizes the risk management status for the year ended 31
December 2018, and conducts planning for risk management
work scope for 2019. Planning include but not limited to (i)
establishing a sound internal risk management system of the
Company; (i) establishing a sound internal control system and
supervisory system; (iii) conducting all-rounded business risk
predictions regularly; and (iv) reinforcing the requirement of risk
management personnel.
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Principal Risks

The Group's business operations and financial conditions may
be affected by risks and uncertainties pertaining to the Group's
businesses, which mainly include the operational risks, financial
risks, market risks and regulatory risks.

Operational risks are those relating to the Group's internal
processes, including but not limited to potential misconduct
of employees and fraud, which may bring significant adverse
impact on the Group's business operations and reputation.
Failures of information technology systems will result in
interruption of the operation of the Group and potential leakage
of confidential information. Operational risks may also result
from emergencies and unexpected events such as natural
hazards. In view of such risks, relevant operation policies and
procedures have been adopted and are in place to ensure
that the daily operation of the Group is in compliance with the
relevant requirements of laws and regulations. Internal reporting
procedures have been established and when any suspected
case of employee misconduct and/or fraud arises, any staff can
report directly to the management. The staff handbook has also
stipulated that employee misconduct and fraud are prohibited.
The Group places considerable value on data security and
data privacy. The computer systems are secured with access
controls, while maintenance and update are conducted regularly
by the information technology services providers.

Financial risks include liquidity risk in the Group's normal
course of business. Liquidity risk refers to the Group's ability in
maintaining sufficient fund to meet the liquidity requirements.
To ensure the Group maintains sufficient capital and credit lines
to meet its liquidity requirements, the cash flows projection
of the Group is reviewed on a regular basis. For the business
of the Group, the financial resources are regularly reviewed
to ensure that the financial reserve of the Group can meet
the liquid capital requirements under the relevant rules and
regulations.
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Market risks relate to the change in macroeconomic conditions
and fluctuation of market variables such as gross domestic
product, exchange rates, equity prices and property prices in
China. These risks may generally affect market and merchants'’
demands, which may lead to adverse impact on the Group's
revenue. The Group would from time to time fine-tune the
Group's business strategies, policies and procedures according
to the market situation.

Regulatory risks may arise from potential default of the Group in
compliance with the relevant laws and regulations which have
a significant impact on the Group's business and any future
changes in the relevant laws and regulations. Non-compliance
with the relevant laws and regulations may bring various
consequences to the Group.

The Board is of the view that for the year ended 31 December
2018, 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 of the appropriate qualifications and experience and that
such staff receives appropriate and sufficient training and
development. Based on the work of the Audit Committee,
the Board also believes that sufficient resources have been
obtained for the Company’s internal audit function and that its
staff qualifications and experience, training programmes and
budgets are sufficient.

COMPANY SECRETARY

The company secretary of the Company assists the Board by
ensuring good information flow within the Board and that Board
policy and procedures are followed. The company secretary is
also responsible for advising the Board on governance matters.

As an employee of the Company, Mr. Fung Kwok Leung, the
company secretary of the Company, has undertaken not less
than 15 hours of relevant professional training to update his
skills and knowledge in 2018.
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INVESTOR RELATIONS AND
SHAREHOLDERS' RIGHTS

The Board is committed to providing clear and full information
about the Company’s performance to shareholders through
the publication of quarterly reports and annual report. In
addition to dispatching circulars, notices and financial reports
to shareholders, additional information is also available to
shareholders on the websites of the Stock Exchange and
the Company, which is updated regularly. The annual general
meeting provides a useful forum for shareholders to raise
comments and exchange views with the Board. Shareholders
are encouraged to attend annual general meetings for which the
Company gives at least 21 days’ notice. The Chairman, Directors
and external auditors are available to answer questions on
the Company’s businesses at the meeting. The Company
values feedback from shareholders on its effort to promote
transparencies and foster investor relationships.
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The Board of Directors of China Youzan is pleased to issue
the Sustainability Report of the Company and its subsidiaries
(hereinafter referred to as the “Group” or “We") for the year
ended 31 December 2018 (hereinafter referred to as the
“Sustainability Report”). This report describes the Group's
system construction and work performance in environmental
and social sustainable development in 2018.

REPORTING FRAMEWORK

This Sustainability Report has been prepared according to
the core option of the Global Reporting Initiative (“GRI") G4
Guidelines, and the “Environmental, Social and Governance
Reporting Guide” (“"ESG Reporting Guide"”) as set out in
Appendix 20 to the GEM Listing Rules of the Stock Exchange of
Hong Kong Limited (the “Stock Exchange”). The Company has
complied with the “comply or explain” provisions set out in the
ESG Reporting Guide.

During the period, the Board of Directors has supervised our
strategies, policies and reports on sustainable development,
monitored continuous compliance, and sought to improve
operation of the Group through improving efficiency of business
operation and resource utilization and taking environmental
protection measures for realizing its sustainable development,
thus improving the Group's performance on sustainable
development. The corporate governance practices of the Group
are contained in the Corporate Governance Report on page 75
to 89 of the 2018 annual report.
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This Sustainability Report includes forward-looking statements,
based on a number of assumptions and expectations as at the
issuing date of this Report. Such assumptions and expectations
shall not be deemed to be reliable unless they are approved
by internal review procedures. Relevant statements include
known and unknown risks and uncertainty, which means that
the actual results may be different from these expectations,
predictions and conclusions in this Report. The Group does not
provide any guarantee on the accuracy of these statements,
and makes it clear that, if any of the statements do not come
true or are confirmed as incorrect, the Group shall not bear
any responsibilities on amendment or update of such forward-
looking statements.

REPORTING PERIOD

This Sustainability Report describes the environmental, social
and governance activities, challenges and measures taken
by the Group during the year ended 31 December 2018 (the
"Reporting Period”).

COMMENTS AND SUGGESTIONS

We welcome any comments and suggestions you may have
on this Sustainability Report, or on our CSR reporting in
general. You may submit your feedback via the website of the
Company. Comments and suggestions regarding the Group's
CSR performance are also always welcome and can be sent
to the Investor Relations Department of the Company at
investor@youzan.com.

AEFBEERBE RS AE MR - BRAR
MTHERARERHM2BNE TERRIE
H o HF R MIEHANETAMENERF
B hEREATE-FHERLE %E%ﬂ&
AAERETEEERER  BREERS

A BE B AN S & PTIETR AN - ?E/EU&%EH%EP)?T
] o AN & B RO 2 YERE 1B AR A AR AT R
& RSB AR - i AR 3 R A
REEIWEE ST  NEBEM L%
FRIR M 2 (B E B AR EMEE-

wEHE
THABREEREHAAEEANBE-T
—NEFZA=t—RAILFE ((HEH)

WEMRE e MERFEAED  BLE
FNEREX B 35 7

ERRER

BMENEEEZRA B A FER
REBEIHMOLELEE T TIEER
RHEHBERNEZ WHEEMNLEME
EXXREEANERRER BAOERE
investor@youzan.comZs 2 A% & & B &
o

TEHEEBERAT —T-N\FFR

091



SUSTAINABILITY REPORT
AFERERE

OUR CONCEPT OF SUSTAINABLE
DEVELOPMENT

In September 2015, the “2030 Agenda for Sustainable
Development”, an agreement reached by 193 nation
members, had been passed at the “United Nations Summit
for Sustainable Development”, which laid out 17 goals and
contained 169 framework documents with specific objectives,
aiming at realizing three long-term targets which are beneficial
to human beings: eradicating extreme poverty, fighting against
inequality and injustice and tackling climate change by 2030.
As a leading merchant SaaS service provider in China, we
believe bearing social responsibilities and achieving sustainable
development are our inevitable goals and the upmost principles
that we must uphold when making decisions. While striving
to improve operation results, we are trying our best endeavor
to maintain sustainable economic, social and environmental
development and to strike a balance of interests between all
stakeholders, in order to generate value to the society and take
part in the framework of the United Nations to realize the long-
term goals.
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Relevant Sustainable Development Goals of the United Nations

HENBSETHERRER

Related Sections of

This Sustainability

Report

WA EHEERBENEBRED

1 Eradicate poverty  End poverty in all its forms B8  Community investment
everywhere

1 HBRER et ER— U EANER B8 ttEEE

5 Gender Equality Achieve gender equality and B1 Employment
empower all women

5 MRITFE ERMMTE ERMERLXERS Bl (EE

HHEEE

We understand that, the Company’s sustaining success
depends on sustainable development of business, premium
services provided by diligent and innovative employees for
clients and business partners, and valuable contributions of
certain stakeholders of the Group. We endeavour to meet
relevant local and international standards related to the Group's
operation. We manage our businesses positively adhering to
environmental protection and responsibilities to the society,
which is in line with the adopted policies. The Company has
consolidated and identified six different kinds of stakeholders
involved in main businesses of the Group into corresponding
categories, including shareholders and investors, government
and regulatory authorities, employees, customers, suppliers and
communities.

STAKEHOLDER ENGAGEMENT

A wide range of stakeholders was engaged on an ongoing
basis to better understand their expectations and views on our
sustainable development issues.

The trust from stakeholders and their participation are the basis
for the sustainable development of a company. The Group
emphasizes on the management of stakeholder relationship,
continuously improves the communication mechanism, actively
communicates with shareholders and investors, government
and regulatory authorities, employees, customers, suppliers and
communities and other internal and external stakeholder groups
through various channels to understand their expectations
and suggestions, and takes these as the basis to continuously
improve its sustainable development strategies to strive to
deepen the trust and cooperation to achieve a sustainable future
of economic growth, environmental friendliness and social
development.

TR R R REKINA R R R
BERMENDEAFNET RAEFPLEE
BHEHEBERBIEAKEZETHNE
ELARER - BPIBNTEEAEEEL
BRI RS R BERAR 2 - TP DAIRMR )
SBHERE T ABRERER  HEMAR
PBRR B RAa MBI RAREETRR
BN ETRF D E D HE - 2R BIEERER M
REE BNMEEHE BT FF #E
7 M At [

FhES R
BTETHEHEHRMNTHERRFE
HRE R E R BT SRR T 0
EETEE

FNENGETESARLEFEERNE
R-EEERHNEFEREE FETEY
AT ZRERGERRRIEEE BT

EEHRE BT XP ftERAHEER
SNEREF R AR FSIBBIN - T MR PR HIEE K
B WA RKBERBETENREERSE
B R & BREREETREFERE BT
BERKEER RERF HEERNAR
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Expectation and

Communication

Stakeholders Requirement Related Response Channel
BHE B RFR FE A B PE BIERE
Shareholders and | Financial Performance Improves profitability General Meetings
Investors P REEMNEEN REREZ
BREKREE Protection of Interests Convenes general Annual and interim
IR meetings reports
Transparency BRABREAE FE NP HRE
TEBRE Daily information Circulars/announcements/
Risk control disclosure notices/publications
[ ez 12E ) HEEERE /N LN i
Optimizes internal control | Investor relations enquiry
and risk management | I E & BIEEH
B A E e T2
Government Operate in compliance Law-abiding operations Annual and interim
and Regulatory with the laws KEEREE reports
Authorities B SFE Tax payment on time and | FE L HEIHRE
BRREEHKE Tax payment in in full Circulars/announcements/
accordance with the bl Sk ) notices/publications
laws Actively implements BEkNEBE A
WA TR related policies Ongoing direct
Support local BiREEHBIE engagements
development Proactively undertakes REFEESH
X ERE social responsibilities
FEFEELSERME
Employees Career development Improves the career Intranet
BT platform promotion mechanism | A B4
BEZETSE TEBES A Annual appraisal
Remuneration and Competitive salary and FETZ
benefits benefits protection Team building activities
i ER g A EHRFNNHERBNR | BXEEEE
Healthy and safe working s
environment Implements health and
fEREREZEMNIIERE safety management
system
BRERRLEEEER
Equal communication and
complaint mechanism
55 7 3 B R SR A
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Expectation and

Communication

Stakeholders Requirement Related Response Channel
BHE HE KRR HEERE BERE
Customers Product quality and cost All-round services Group website
TF performance 27517 BR 7% SE AL
EnEE2HEEL Network security and Day-to-day
Customer service quality well-defined authority communication through
BEFPREmE WL HERERE frontline staff
Customer information Law-abiding marketing BBAKREINHEEER
security A1 Customer hotline
BEFRERELR B RBERE
Customer rights
protection
KPR IRE
Suppliers Integrity cooperation Establishes supply chain Ongoing direct
HIE® BIEEE responsibility engagements
Win-win cooperation ITE R TS ERE BEAEESH
BEHR Promotes daily
Business ethics and credit communication
standing e H&EEBR

[SESEEENEE

Carries out project
cooperation

FERIEBSE

Performance of
obligations under any
contract in accordance
with laws

HEBITAR

The Community
#HE

Care for the poor
Support social welfare
TREAERE

Protect the nature
REBRIRIE

Promote social progress
REMLEEN

Participate in targeted
poverty alleviation
SEBEKE
Participate in charity
works
REEBEFE
Adhere to green
operations

BiaeEsS

Ongoing direct
engagements

FREEERS2 N
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Materiality Assessment of Sustainable AFERREEE TN
Development Issues

The Group entrusted an independent third-party consultant to ~ SENX —ZT— \FELELE =7 ERKE
carry out materiality assessment of sustainable development FEAFEFEZEEZHN(EIE U2
issues in 2018 to fully assess the sustainable development MERMEENEEEBERZF/EEN AR
issues that were crucial to the Group's business development ¥ )#& & & B0 8 A FE R # - 1E M 15
and were of the utmost concern to stakeholders, which helped BI&EERE T —FEN A FHEZERBE A
the Group determine the sustainable development objectives MM ERIHEE R - NIEIR @ &R T7 80 H
for the coming year and the focus of the disclosure of this EHFFK-

report in order to actively respond to the expectations and

requirements of all parties.

A1 Emissions A2 Use of Resources A3 Environment and natural
resources
A1 BERRY) A2 ERfEH A3 RERRAER
B1 Employment B2 Health and safety B3 Development and training
B1 &EfE B2 BEREZ S B3 & KiF
B4 Labor standard B5 Supply chain management B6 Product responsibility
B4 4 T8 B5 fHAEHEE IR B6 Em&AT
B7 Anti-corruption B8 Community investment
B7 k&S B8 i@k &E
A ENVIRONMENTAL SUSTAINABILITY A RENTEFEM
A1 Emissions A1 BB
Global warming and climate change have become EHELEEREZ#CEXN RS
major environmental issues to the world. The REMEERERIRIERE -
Group adheres to the strategy of sustainable REEFEE FRBFEE
development strategy during the operation. With & B BB - DARE B2 IR OB #E AN
the aim to minimize energy consumption and RERAERER—EREHIR
carbon emissions, the Group has been exploring BROBEXENEL A
operational model that have less harmful effects BERRINEREETE SR
on the environment, recognizing the importance EIRIE R B ASE EAE
of good environmental management, and striving BHEgEE-

to protect the environment in order to fulfill the
Group's commitment on social responsibility.
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The Group regularly follows the latest national
and regional environmental protection laws and
regulations, thereby focusing on strengthening
environmental protection measures in order to
comply with related local laws and regulations and
fully implement environmental policies. The Group
complies with applicable laws and regulations,
including “Environmental Protection Law of the
People’s Republic of China”, “Law of the People's
Republic of China on the Prevention and Control
of Atmosphere Pollution”, “Water Pollution
Prevention and Control Law of the People’s
Republic of China”, and “Law of the People's
Republic of China on the Prevention and Control of
Environmental Pollution by Solid Wastes”, etc.

In relation to the environmental aspect, this report
is mainly aimed at the environmental impact
and related measures of the Group's offices in
the PRC during daily operation. The Group has
formulated relevant rules and regulations for the
effective control and orderly management of the
greenhouse gases and harmless waste generated
during operation.

During the Reporting Period, the Group did not
have any violations of relevant local environmental
laws and regulations in relation to exhaust gas and
greenhouse gas (“GHG"), emissions, water and
land discharge, and the generation of hazardous
and non-hazardous waste that have a significant
impact on the Group.

7N 5% 8 E H 18 Mt &R T B M
e R REEEREAM A&
S8 b R AR R A A AR A
EREREREEER  WALLR
RIE BE M 198 IR R R E B
H i A EE T EAERE
BB (hEARKMBER
BREE)  (PEARKNE
RFIGRPDAE) ~(FEAR
KRB AOFREAE) M (F
FEARKMBEERREYSRIR
BhaE) 5

RRREERE ARELR
HEAEEURTENOBAE
EERELBIETHRENY
ENAREER XHIE T AR
RREEGIEMBRIE REE
SREAZVERERBNE

RS HRE AEBEWRAE
Mt zER AR ERE N
WK REHOBSAREE
MEEERMEL HWAKH
BEAFENEWHBRRIA
REMZERE M
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Exhaust Gas and GHG Emissions

AT 1.1 Exhaust Gas Emission

Due to our business nature, the Group

Al 1

JER R i = S RE

AT 11 EERBHEIL
EREBNLE

does not generate significant amount AEEMWEZB
of exhaust gas emissions directly BRIt TeH%
during its operations. EEXXREERE
e
Emissions of Vehicle Exhaust Unit Emissions in 2018
BHRERHER By —E-NFHHE
NOx Emissions Kilogram Not Applicable
RELWINOX)BEN 2 = TEA
SOx Emissions Kilogram Not Applicable
ZEEIR (SO E Fr TiE A
Particles Emissions Kilogram Not Applicable
AR HER 2 Tr TiE A
Total Kilogram Not Applicable
N Fi TEA

During the Reporting Period, the
Group has adopted electric vehicles
to replace traditional vehicles. As
such, there is no significant amount of
NOx, SOx and particles generated by
traditional fuels.

BEHAR NE
BERAEDE
R E 7=
HTgXEEN
H 1E SRR L P EE
TEHREY:
— & R
o

098

CHINA YOUZAN LIMITED ANNUAL REPORT 2018



SUSTAINABILITY REPORT

A EERERE

AT1.12 GHG Emissions

The principal GHG emissions of the
Group are energy indirect emissions
generated from purchased electricity
(Scope 2) and direct greenhouse gas
emissions from gasoline and diesel
generated through transportation and
natural gas generated through heating
(Scope 1). The Group actively adopts
electricity conservation and energy
saving measures as well as other
measures to reduce GHG emissions,
including:

° Adopt measures actively for
environmental protection,
energy conservation, and water
saving. Relevant measures
are described under “Energy
Consumption” in Section A2;

o Replace traditional vehicles with
electric vehicles; and

o Reduce the number of business
trips through utilizing electronic
communication such as video

AT 128 =B

AEENEER
= RS BEURIR
RINEE 13K
MEEREE R =
REBHEM (&
TONERBE
5 PTOE FE B JT0m
AN 5E LA K 0%
SHEXAREK
WEEZRERE
HEmr (gl —) o
AN SRL I i
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EREBHN B
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EEETE

CO: Emissions Unit Emissions in 2018
| mEER By —E-\FHHE
Emissions From Electricity Consumption Tonne Approximate 1.0
RAEEEN _SLREENEE 58 #91.0
Emissions From Processing Scrap Paper Tonne Approximate 11.7
BREERELN _S(LRBENESE T8 .7
Emissions From Processing Sewage Tonne Approximate 7.2
BRIB)SKELN SRR EE U7 #4172
Total Tonne Approximate 19.9
A&t Mg #919.9

Note 1: GHG emissions data is presented

in terms of carbon dioxide
equivalent and are based on, but
not limited to, “The Greenhouse
Gas Protocol: A Corporate
Accounting and Reporting
Standards” issued by the World
Resources Institute and the
World Business Council for
Sustainable Development, the
latest released emission factors
of China's regional power grid
basis., “How to prepare an ESG
Report — Appendix II: Reporting
Guidance on Environmental KPIs"”
issued by the Hong Kong Stock
Exchange, and the latest release
of greenhouse gas reporting
emission factors from the UK
Government's Department of
Environment, Food and Rural
Affairs (DERFA).
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A1.1.3 Domestic Sewage

The Group also discharges domestic
sewage during daily operation,
which is discharged into the urban
sewage pipe network after being
purified by the underground sewage
treatment facilities. As the waste
water discharged by the Group will
be disposed through the municipal
sewage pipe network to the regional
water purification plant, the water
consumption amount of the Group
is considered as the discharge of
sewage. The data on the discharge
of sewage will be described in the
section “Water Consumption” in
Section A2.

Al 14 Waste Management

The Group adheres to the waste
management principles and strives to
properly manage and dispose wastes
produced by our business activities.
Our waste management practice
has been compiled with laws and
regulations relating to environmental
protection. The non-hazardous wastes
generated by the Group's operations
are mainly consisting of domestic
waste. After collected and sorted by
the Group, such wastes will eventually
be collected and processed by general
waste service providers. Recyclable
wastes (such as paper) will be
recycled for reuse.

A11.3 4£F5K

AEBTERAFEE
EIRIZ R IR HE L
AEIF K BERR
B A & BE KA M
TrEKEEREE
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mi5KEH -/
A S B HE A
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We regularly monitor the amount
of domestic waste discharge and
have implemented a number of
reduction measures. The Group's
offices have also provided suitable
facilities and encouraged our staffs
to sort and recycle the wastes to
achieve the objectives in mitigating
wastes, reusing and recycling in its
operations. The Group maintains high
standard in waste reduction, educates
its employees the significance
of sustainable development and
provides relevant support in order to
enhance their skills and knowledge in
sustainable development.

BMEEHER
AR B R B R
E-UHITEZHE
A P8 e e
AEEETHQ
ERHEER
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A1.1.5 Digitalized Office

The Group is committed to
establishing a digitalized office. The
office makes full use of the online
system, while general business
notices and data transmissions
are conducted through the online
system. We encourage our staff to
minimize printing and copying to
the largest extent to reduce paper
usage, while double-side printing is
also encouraged. The use of used
envelopes and the reuse of used
paper, cartons and folders are also
encouraged during daily operation. The
office is responsible for supervising
the amount of paper usage and the
waste paper is collected and disposed
by the administrative department
and the office. On the other hand,
reusable paper products, such as
briefcases, envelopes, etc. are
collected and recycled while the use
of disposable paper products, such
as paper cups and paper towels, are
encouraged to minimize to the largest
extent. In addition, the Group also
places “Green Message” reminders
on office equipment to further
enhance employees’ environmental
awareness.
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A1.1.6 Green Procurement

The Group targets waste
management from the source by
procuring durable products and
encouraging recycling. Computer
equipment is indispensable for our
provision of merchant SaaS service,
and the Group therefore has to
purchase durable models, which
are maintained and managed by the
IT department and upgrade both
hardware and software in timely basis.
New computers are purchased only
when necessary.

Use of Resources

With the aims to actively promote the effective
use of resources, the Group monitors the potential
impact of business operations on the environment
at real time and promotes green office and
operating environment by adopting four basic
principles, i.e. reduce, reuse, recycle and replace,
thus minimizing the impact of the Group and its
subsidiaries on the environment.

As stated in aspect A1, the Group has formulated
policies and procedures related to environmental
management to manage the use of water,
electricity and oil by monitoring monthly usage
statistics, focusing on management of key
energy-consuming equipment, and regulating the
operation procedure of equipment, in order to use
the energy more efficient.
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The Group strictly complies with the “Water Law

of the People’s Republic of China”,

"Electric Power

Law of the People’'s Republic of China”, “Law
of the People’s Republic of China on Conserving
Energy”, and other relevant laws and regulations.
During the Reporting Period, the Group was not
aware of any material noncompliance of the above
laws and regulations.

A2.1 Energy Consumption
The major energy consumption of the Group
during its daily operation is electricity and
natural gas consumption in the operation,
and petrol and diesel consumption via
transportation.

The Group has formulated rules and
regulations to achieve the goal of electricity
saving and effective consumption. The
relevant specific measures are as follows:

Select energy-efficient equipment
and electrical appliances for use in
production and office areas, and
gradually replace obsolete equipment
with energy-saving certified
alternatives;

Employees should turn off all electrical
appliances that come with them when
they leave office;

Turn off all the unnecessary lights, air
conditioners, computers and other
office equipment in office areas,
conference rooms and corridors when
they are not in use to avoid any waste;

AEBBRET (FEARK
MEIAOE) ~ (PEARKME
BENE) ~ (hEARKMELE
HBERIE) AR EMERER
FOER -EREHRAN AEE
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Forbid the running of idle equipment, . BB

unreasonable electric wiring 8 . i T AR B A

distribution, etc.; BArIEBER
%

Strictly regulate the use of air
conditioners. During the summer,
office air conditioning temperature
should be adjusted to around 20

. BRI =
AR N
REERFES

#20 K& - 1t

degrees Celsius; During the winter, REERIZER
the maximum set temperature should #2268 EKE - A
be around 26 degrees Celsius to avoid WEREE N
the waste of power; and P54
o Enhance the maintenance and . PIE:EI A 0F
overhaul of equipment, maintain EigE BEE
the best condition of all electronic THRERERE
equipment for effective use of B R RS - B i
electricity. ERES-
Energy Consumption Unit Consumption in 2018
BRERHMEE B —E-N\FHEE
Total Electricity Consumption Kilowatt per Approximate 1,164,000
Hour
BEEE T FLBF #71,164,000
Total Gasoline Consumption Tonne Not Applicable
UHERERE U N iE A
Total Energy Consumption of Standard Coal Tonne Not Applicable
e EEHERERERAS 7 T E A
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A2.2 Water Consumption

The water consumption of the Group mainly
comes from the office water consumption
and dormitories consumption. We encourage
all employees and customers to develop
the habit of conserving water consciously.
Pantry and washrooms are posted with
environmental messages to remind
employees for water conservation, which
results in further enhancing our employees’
awareness in water conservation. Apart from
education, we also regularly assess utility
services, water seepage or leaking pipelines
must be replaced and repaired on a timely
basis.

During the Reporting Period, the water
consumption (i.e. wastewater discharge) of

A2.2 KEHFE
REERAKEZEZ N
NEREIBEMERE
AKX B MEEFE 8
ITHEFPEKBEEL
RAKHBE KEE—
HINRETKEE - Z0K
A Kok FEH A A RIR
MECIREEIMYA
K-RARE-—FRS
BTIREKEFZ BT
SEEHE KMEEE
B RNRARE & H
WRKSKERIEZE
Mo SBNETTHEE o

R R & B - AN E
FKkE (B5KEEE)

the Group and its intensity were as follows: MEZER:
Water Consumption Unit Consumption in 2018
KIFHFEE By —E-\FHEE
Total Water Consumption Cubic Meter Approximate 16,900
BREIKE AV #716,900
Intensity (Water consumption per capita) Cubic Meter Approximate 7.7
7E (ABFEKE) AV #77
PEEBRARAT —T—)\FER 107
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A2.3 Packaging Material
Due to our business nature, the Group
does not produce any final products nor
does it have any industrial facilities. Thus, it
does not consume any significant amount
of packaging materials during its daily
operations.

The Environment and Natural
Resources

The Group focuses on the business impact
of the Group on the environment and natural
resources and pursues the best practice with the
environmental protection. In addition to complying
with relevant environmental laws and regulations
and international standards to properly preserve
the natural environment, the Group has integrated
the concept of environmental protection into its
internal management and daily operation with the
aim of achieving environmental sustainability.

A3.1 Working Environment

The Group is committed to providing
employees with a comfortable and green
working environment to enhance work
efficiency. The Group strives to maintain
office discipline and environmental hygiene
and to keep the personal office area and
public areas clean and tidy. Our staff will
monitor the condition of the living and
working environment from time to time to
set up emergency plans in advance, and
adopt prevention and control measures to
identify problems and risks. We will deal
with the identified problems and potential
risks in time to maintain a sound working
environment.
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On the other hand, the Group regularly
monitors and measures indoor air quality
in the workplace. The Group maintains
indoor air quality and filters pollutants and
dust by using air purification equipment in
the workplace and cleaning air conditioning
system regularly.

B SOCIAL SUSTAINABILITY

B1

Employment

“Youzan Taste”

The mission of the Group is to become the most
trusted leader in the field of merchant services
and keep being an organization of "ENJOY".
When employees join an enterprise, they will be
gradually influenced and changed by the corporate
environment. Appropriate corporate culture will
make employees and the enterprise complements
each other, while inappropriate corporate culture
will not only stagnate employees and business
development, but also put an enterprise at certain
risks without changing it in time. The Group
currently has more than 2,000 employees and it
is of great significance to establish and maintain a
“Youzan culture” suitable for the Group's business
and development. Corporate culture is closely
related to the founder or the management of an
enterprise at the very beginning. However, in the
long run, we will find out that an enterprise will
survive and develop through reflection. Corporate
culture will keep changing with its business nature,
the social and competitive environment that the
enterprise is facing. “Youzan Taste” is relatively
abstract when compared with specific business
strategies, but the more abstract the concept is,
the more it should be implemented in every detail.
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“Youzan Taste” is a group of people with common
temperament. We hope our staff will “be happy,
grow together and enjoy it, ENJOY" in the
organization.

Experience: To experience and enjoy.

New: Be open to new people, new things,
new ideas and new challenges.

Joy: Try to enjoy what work and life bring
to us.

Opportunity: Cherish every opportunity.

You: Rely on yourself and do your best.

The Group requires every employee of China
Youzan to be “smart enough, resilient and
aggressive”. They know each other, understand
each other, and achieve mutually. They are partners,
friends, and family. They both pursue their goals
and appreciate the scenery along the way. Our
staffs need to pay more attention to creating long-
term value and pursuing sustained growth. We
hope our employees can do the followings:

Professional: Be skilled, understand business, be
good at innovation, and constantly ask yourself to
be more professional.

Ownership: Think of everything as your own, full
of commitment, courage to take responsibility, and
timely replenishment.

Service: Think from the customer’s point of view,
win word of mouth with service, and win trust with
service.
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Execution: Direct communication in case of % YE#L 17 (Execution) : 18 EII S
problems, conclusions are implemented efficiently, HEEERR BERESIH
and the process is fully synchronized and 17 EBER T DR - HIE-

coordinated.

Result: Continue to create and capture value and Bk AE R (Result) : B AIET

pay for results. BREE REREE-

B1.1 Overview of Human Resources B1.1 A &R
The Group values and cultivates employees, SEEASTREENE
and constantly attracts outstanding talents BEEE ERASHE
from external sources based on our ERB AEERAD
advanced management philosophy and EIRIR S AE R M) LAY
positive corporation culture. The Group TEXEAERSIES
strives to provide a platform for its staff ATMBE - BSHRET
to fully exert their abilities and realize RE—EBxHEES
their value. The Group has formulated a B BEREENHES-
set of human resources management SEEHFT—EAS
policy and procedures to provide excellent BREEHREREF -
working conditions, and a healthy and safe RHRHNITIERERER
workplace for them to work and develop EEZ 28 IIESMH-
their strengths. The Group actively complies EEIHRALE R
with the Labor Law of the PRC, the Labor Frf - REBEBREREST
Contract Law of the PRC, Regulation on (PEARLNMEL
Work-related Injury Insurance and other laws EY (P EARKANE
and regulations. The Group has accordingly ZEERE) (THER
formulated a series of relevant personnel RAEBY FEIEERER -
management policy to provide employees AEBBREHIET —F
with a healthy, positive and motivative FIMERAASZE BB -
working atmosphere and guide employees RETRHERE BX
to actively integrate personal pursuits into MAEHTERE: 3]
the long-term development of the Group. BB THGREEAEK

MAIAEBRRRER
Z e

During the Reporting Period, the Group did RS B £ B
not aware of any material non-compliance REBEMERBHAA
of laws and regulations in respect of human NEIREEFIAERR A
resources. BEREHe

TEEBERAT —T-\FFER m
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B12 Team Profile B12 EEIEX

The Group upholds multiculturalism, which
helps enhancing communication and
creativity among employees. The Group
strictly complies with national and local
government regulations by adopting a fair,
equitable and open recruitment process
and developing relevant system files to
eliminate discrimination in the recruitment
process. Employees faces no discrimination
regardless of race, gender, colour, age,
family background, ethnic tradition, religion,
physical fitness and nationality and thus
allowing them to enjoy fair treatment in
every aspect including recruitment, salary,
training and promotion. In the Group,
male and female staff received the same
remuneration with the same job duties. The
Group endeavors to attract professionals
with diverse backgrounds to join us.

As at 31 December 2018, the Group had a
total of 2,206 employees.
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By gender, the Group's male employees
accounted for approximately 63.2% of total
labor force and female employees accounted
for approximately 36.8%. By age, the Group's
employees aged below 30 accounted for
approximately 81.1%; employees aged 31
to 50 accounted for approximately 18.8%;
and employees aged above 50 accounted for
approximately 0.1%. The Group believes in
equality of opportunity and treatment between
male and female employees because it is just
and fair and promotes good business and
better performance. The Group recognizes that
equality at work between male and female
employees means (i) discrimination is not
existed in the recruitment process to get the
best candidates for the appropriate vacancies;
and (ii) equality of opportunity in providing
assignments based on candidate's merit and
choice rather than sex-typed preconceived
notions.

Distribution by gender

mE I MR o E:
EEEHEEIEY
63.2% Mz 8 T1h
#936.8% & B T F#k
DS B30T E
T154981.1% * 31E50
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Bic /e 7 FE AR R 1R 38 A Y
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Distribution by age
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Distribution by positions

EEETE

Distribution by education background

Lo abaatii BRESf

17.1%
28.3%

5.6%
12.2% 59.5%

45.8%

. Manf:-lg_eme_nt and Te;hnical Selling_and Bachelor . Bachelor or above Bachelor or below
g ation #il maketing e ARBLE AMUT

By positions, the Group’'s service
employees accounted for approximately
17.1%, technical employees accounted
for approximately 45.8%, management
and administrative employees accounted
for approximately 5.6% and selling and
marketing employees accounted for
approximately 31.5% of total labor force.
By education background, the Group's
employees with a bachelor’'s degree
accounted for approximately 59.5%, those
with a bachelor’'s degree or above accounted
for approximately 12.2% and those with
bachelor's degree or below account for
approximately 28.3%.

BB IR E-
SERBMEE THEL
17.1% - B ilg 1% 8 THh
4)45.8% BB RITH
BT{H#56% MmiHE
MHEE TIH#31.5%
RETE2FEH>E &
BEIAMEBRMGL
59.5%  AEIEF A F
H4912.2%  ANELEFE
AT ME#928.3% °
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The cornerstone of an enterprise lies in TEMNERERAL
talents. As the pioneer of e-commerce SEEFRERNEEER
platform with merchant SaaS service, SaaSHR 75 1Y 5 58 - B 45
the Group insists on taking products and NERMENAESE -
technologies as the leading role and pays tbESEEE MERE
more attention to innovation and vitality than FrESE N B AE
traditional industries. Therefore, technical BERMEASGLEEE
talents accounted nearly 46.0% of the ¥i146.0% c BE TH 8L
Group's total workforce. Employees of the B R E B AR
Group include both front-line technicians in AB TR E R ERE
the Internet industry and fresh graduates ¥MFENE-BES
who have just graduated from colleges. The BEBEEATHIER
simple, efficient and straightforward working EAEm A LE T A
atmosphere and communication methods MR ITEREESRE
create a harmonious working environment MEMERE B & B
and high-quality technical team, which is AFEER THHE
conducive to the sustainable development T & A BK £ 6 B 2 8%
of the Group as well as the personal growth [&

and career development of employees.

During the Reporting Period, the Group WEHAN - AEEL
has fully complied with relevant rules 2 & <F B A AR A
and regulations in the PRC, including the FESR B8 (PR
Company Law of the PRC, the Contract RNEVE) (P EER
Law of the PRC, the Labor Contract Law E) (P ELEEHE R
of the PRC and the Regulations on Labor EY (B BHREER
Inspection and Security, as well as the BBy - AR EBERE
statutory requirements in Hong Kong, BIETE - B (R FHE
including the Companies Ordinance By (HBEMHIE622
(Chapter 622 of the Laws of Hong Kong), ) (EFIMAESE
the Mandatory Provident Fund Schemes EHEBY (BB EDIE
Ordinance (Chapter 57 of the Laws of Hong 57E) (ZEIEK
Kong), the Minimum Wages Ordinance, the By~ KEAEEFLE G
Personal Data Privacy Ordinance and other By B EEAMAERER
relevant rules and regulations. During the Al-EBMRN AEHE
Reporting Period, the Group was not aware W8 B HERERERT
of any material non-compliance with laws BrEBRERBRS X
and regulations relating to employment and BERBINIEIR -

labor practices.

TEEBERAT —T-\FFER 15
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B13 Recruitment and Depature Management B13 JHRELRAE KRB &

The Group has continuously established
and improved its recruitment system. In the
requirement process, we have standardized
the hiring procedures and recruitment
principles, adhering to the hiring principles of
morality, knowledge, ability and experience
applicable to the job positions. In such ways
to continuously attract talents by upholding
principles of justice, fairness, equality and
openness.

The Group specifies the basis and
procedures for staff promotion, transfer
and demotion management, and regulates
departure process to protect the interests of
both employees and the Group.

The Group has implemented a fair and
open assessment system to evaluate
employees’ working performance and
internal assessment results, so as to
create opportunities for their promotion and
development to explore their potential at
work. To achieve optimal allocation of human
resources, offer more career development
opportunities and platforms for employees
and meet the Group's requirements for
sustainable development, the Group has
built a talent pool and customizes trainings
and leadership programs for key trainees.
Higher performers will be given priority for
promotion.
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B14 Working Hours and Holidays
The Group has formulated the Operational
Guidelines on Attendance Management,
which stipulates employees’ working hours
to the standard of 40 hours per week, and
clearly sets attendance requirements and
publishes the statistical methods of data.
In case of overtime work, the employee
concerned can apply for a leave of absence.

The Group’'s employees are entitled to
national holidays, company holidays, annual
leaves, funeral leaves, marital leaves,
maternity leaves, sick leaves and other paid

holidays.

B1.5 Remuneration and Benefits

In order to standardize the benefit
management, build a sound benefit system,
enhance team stability and cohesion,
and stimulate the Group's sustainable
development, the Group has established
the Operational Guidelines on Employee
Benefits. The Group provides its employees
"5 Insurances and 1 Pension”, paid holidays,
annual leaves, communication allowance,
meal allowance, accident insurance, body
check, and holiday allowance. In addition,
the Company also adopted measures,
such as distributing gifts and benefits and
lengthening holidays, to further enhance the
benefits system and its staff satisfaction.

The Group organizes salary surveying
annually based on Operational Guidelines
on Salary Management and the Group's
development strategy to raise suggestions
to the Company's salary level and structural
adjustment, as well as to gather statistics.
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B1.6 Incentives and Praises B16 HEHEIXE

The Company has formulated a sound staff
incentive mechanism. At the end of each
year, the Company would assess its staff
for their performance to select outstanding
teams, managers and employees, who
would receive commendations and bonuses
in recognition of their contribution to the
Company and of their efforts in jointly
reaching the Company’s goals. Throughout
the year, the Company would also offer
immediate promotion to staff with excellent
daily performance and give commendation
to teams/staff from time to time in
recognition of their handling of emergencies
or as an award for their early fulfillment of
targets, thereby encouraging other staff
to contribute to the Company. In addition,
the Company has adopted comprehensive
incentive measures in light of its various
businesses to fully mobilize the enthusiasm
of the staff and ensure the Company's
sustainable development.

During the Reporting Period, the Company
granted 551,522,400 awarded shares to 388
selected participants from 10 different major
business units of the Group under the share
award scheme at nil consideration. This
move aims to recognize the contributions
of outstanding employees and retain
them to serve for the Group's continuous
operation and development as well as to
attract suitable personnel for the further
development of the Group.
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B1.7 Employee Activities

To release employee’s work pressure and
enrich their pastime, during the Reporting
Period, the Company organized various
activities, including strategic communication
meetings, Chinese New Year activities,
sports competitions and marathons, which
offers its staff a platform to showcase their
talents and enhance communication among
themselves and between different centers
and departments, and strengthen its staff's
sense of belonging and team cohesion.

Health and Safety

The Group has always placed emphasis on
occupational safety and has set up an occupational
health and safety management system to provide
a safe working environment for office employees.
The operation of the Group belongs to general
office operation and does not involve high risk
or high hazard work. However, the Company
identifies potential safety risk in the workplace
and establishes various safety practices. All staff
must adhere to the safety guidelines. The Group
provides its staff with relevant health and safety
training such as fire safety and first aid knowledge
training. In addition to the international labor
standards and laws, the Group has created internal
guidelines and systems specific to its industry to
make sure that the employees would discharge
their duties effectively.

During the Reporting Period, the Group has
complied with relevant rules and regulations in
the PRC, including the Law of the PRC on Work
Safety and Occupational Disease Prevention and
Control Law of the PRC, as well as the legislative
requirements in Hong Kong, including the
Occupational Safety and Health Ordinance.

During the Reporting Period, the Group was not
aware of any non-compliance with the health and
safety laws and regulations.
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Development and Training

The staff development and training of the Group
is arranged and coordinated by its training
institution “Qima University” (285 K2 ) | which
was established on 1 September 2018, which
covers the entire career planning of China Youzan
employees. At the same time, we set up the
official WeChat public account “Qima University”
with nearly 2,000 followers. “Qima University” has
set up three major scopes of basic management,
including project management, efficient
communication and role recognition courses for
talented managers. More than 100 people were
trained in 2018.

In addition, “Qima University” has established a
system of Youzan speech club in Beijing, Shanghai,
Guangzhou, Shenzhen and Hangzhou, with 49
sessions of activities in total and more than 300
participants, initiated a leadership sharing program
with 3 sessions of activities in total and about
155 participants, and invited foreign teachers to
organize a total of 12 sessions of English training
courses and one English corner activity with nearly
100 participants.

In 2019, China Youzan will train 100 core members
and 300 basic managers for the Group at the
core direction of "organizations empowerment”
and “individual initiation” through the “Qima
University”. With a systematic planning approach,
the “Qima University” will continue to focus on
employee development in the future in the aspects
of culture, leadership, management capability and
soft qualities. It will develop a series of courses in
psychology, consciousness and skills by integrating
the staff culture of “be happy, grow together and
enjoy it, Enjoy!” of China Youzan. The courses
include the core culture “Enjoy” course and
experience activities, 9 courses and experience in
respect of consciousness and thinking, 10 general
ability courses, 5 management ability courses and
12 leadership courses.
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In 2019, the “Qima University” will also hold
“micro-class competition”, speech contest,
"TEDx" meeting, and cooperate with internal
and external cooperative institutions to build a
series of platforms to make internal employees of
China Youzan become sharers. At the same time,
it will establish a mentor mechanism to allow
new employees of China Youzan to integrate into
the Group and grow quickly during the induction
training period.

Labor Standards

We have regularly supervised the information
related to employment to avoid violation of the
labour laws and regulations. We strictly forbid any
child labour and forced labour and prohibit the
arrangement of underage workers for restricted
work. All employees must conform to the legal
working age and the human resources department
will request the job applicants to present effective
identity certificates in the recruitment and perform
background check according to the materials
provided as appropriate. Meanwhile, the Group
enters into the labor contracts with all employees
under mutual agreement.

During the Reporting Period, the Group has
complied with the Employment of Children
Regulations (Chapter 57B of the Laws of Hong
Kong) under the Employment Ordinance (Chapter
57 of the Laws of Hong Kong), the Convention
on the Abolition of Forced Labor with respect to
Employment of Workers, the Labor Law of the
PRC on the Employment of Adolescents under
the Age of 16 and their Legal Rights and Interests
and Provisions on the Prohibition of Child Labor in
the PRC. The Group was not aware of any material
non-compliance with laws and regulations relating
to employment and labor practices.
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B6

Supply Chain Management

Given that the Group does not engage in
production and consumption of raw materials,
it is unnecessary to categorize the region of
suppliers and record the number of suppliers. Our
procurements are mainly office supplies. While
purchasing products, impacts on environment
will be considered during procurement process
and products made from renewable materials are
preferred.

Product Responsibility

China Youzan has built a complete merchant
service system centering on customer life cycle to
help merchants succeed. We provide services for
merchants by nine stages of “providing solutions
and suggestions”, “following up and filing”,
“using instructions”, “operation suggestions”,
“daily Q&A", “focusing on growth”, “delivery
and implementation”, “device initialization” and
“after-sales follow-up”. In terms of rights and
interests, after ordering the relevant products
and services of China Youzan, merchants can
enjoy the basic services provided by the 7*12
hours online customer service staff to help
them solving daily use problems. We also launch
“companion service” for merchants with the
demand for operation improvement. In addition
to basic services, merchants who order this
service, they will receive ten benefits through
rapid service channel, including “store planning
guidance”, “training on store opening”, “store
tutorial class”, “Youzan College courses”, “store
decoration”, “priority docking for customer service
consultancy”, "“store diagnosis”, “guidance on
getting through systems”,:distribution system
establishment guidance” and “member system

U

establishment guidance ".

During the Reporting Period, the basic services of
China Youzan were offered to a total of 1,116,000
merchants throughout the year.
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In addition, to ensure the stability of the merchant FH RIREPEEEHKR
service of China Youzan, we undertake to BRRREN JMAREESE
compensate merchants according to the service EEHEEm R [ AEME
downtime if the core service of “Youzan WeiMall” WL RBEE W ER
came to a standstill as a result of the Group's REK BMERBRBEE
hardware problems and affects the business of ERERHENR - REHA-
merchants. During the Reporting Period, the core FEEERZLDEARRBEER
system stability of China Youzan was 99.96%. 99.96% °
B6.1 Consumer Protection Services B6.1 HEERIERE
In order to improve the products, services RIERTBREEMNE
and management standard of China Youzan, o RIEFEEAKFE
enhance product quality and meet service hNoR 2= S £ Fm 2 AR
demand, and ensure a timely, accurate and BHEK BREFPHE
reasonable solution to customer complaints, e Ry W58
so as to achieve the goal of continuous R R - B 5 B MU#
improvement of the Company's products AR Em MR H B
and services, the Group formulated the H-SEHEINEEE
“consumer protection services” and built REERE REREHE
a “consumer protection services” team BERERE] B
to assist buyers and sellers to solve the HENE EE B RR
problems such as trading, logistics and SR BRRERESE
refund rights. Through the cooperation of ME -BAPK BE
merchants, consumers, distributors and E-NDHEBLATREE
China Youzan, we build a safe and secure ZHHIE KRABRE
mobile social shopping environment, so EROHBEHRZEY
as to improve consumer experience and RIB-EMEABEE
customer repeated purchase rate. ERNEFPEEX
In 2018, the “consumer protection services” —E-NEHEEBEE
team of China Youzan comprised a total of DEEERERT] B
38 members, including 14 for transaction HIBA HAP X FRE
security, 4 for consumer online service, 14N BEBEFE RSB
13 for consumer hotline service and 7 for AN-BEBERGERG
service operation. During the Reporting 1IBARRFBEZTAC
Period, the accumulative service reached WEHN R R7585.4
854,000 times, the completion rate of after BR ERITBETHEE
sales orders was 99.7%, the one-stop 99.7% - FA 8 — IR g R
resolution rate of problems was 90.1%, and #90.1%  HEEME
consumer satisfaction reached 96.7%. [E#96.7% °
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B6.2 “Youzan Guarantee” B6.2 [HEER]

The current weak social ecological credit
system in China leads to a low stranger
purchase conversion rate, which is usually
about 20.0% to 40.0% for fans, but less
than 1.0% for non-fans. Some consumers
dare not to consume because they are
worried about the quality of goods and after
sales rights protection. To create a safe
and secure mobile shopping environment,
China Youzan launched “Youzan Guarantee”
service on 13 March 2018 to help buyers
and sellers establish a safe and secure
shopping environment from the four
aspects of “brand endorsement with Youzan
Guarantee”, “double guarantee by insurance
companies”, “online customer service
tools” and "aftersale problems assistance”,
so as to help merchants improve purchase
conversion rate in an effective way.

During the Reporting Period, “Youzan
Guarantee” secured over 30,000,000 orders
for merchants, therefore, the consumption
conversion rate increased by approximately
2.0%.

Protection of Intellectual Property Rights
The Group has formulated relevant
trademark management system in
accordance with the Trademark Law of
the PRC to avoid any form of intellectual
property rights theft or infringement
by illegal persons or groups. The Group
also encourages all staff and customers
to participate in China Youzan's brand
protection and contribute to the intellectual
property rights protection of China Youzan.
All staff and customers are encouraged to
collect evidence to assist the Group's legal
division and other relevant departments in
the handling of intellectual property rights
infringement.
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In accordance with the Labor Law of the
PRC, the Group's labor contracts stipulate
that its staff are obliged to keep confidential
the Group's business secrets, which, in
accordance with the Law of the PRC against
Unfair Competition refer to matters that
are not known by the general public, can
bring economic benefits to the Group, are
of practicality, and include technical secrets
and operational information protected by
the Group's confidentiality measures. These
secrets include but are not limited to the
followings:

Technical information: Technical
information generally includes
technical solutions, engineering
solutions, circuit designs,
manufacturing methods, prescriptions,
crafting processes, technical
indicators, computer software,
databases, test results, drawings,
samples, models, molds, operating
manuals, technical documentation,
business correspondence involving
trade secrets and so forth;

Operational information: Operational
information generally includes
customer lists, marketing plans,
procurement information, pricing
policies, non-public financial
information, trading contracts,
purchase pipelines, production and
marketing strategies, bidding and
tender content and so forth;
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o Matters to be kept confidential in
accordance with the provisions
of laws (such as the confidential
information of the other contracting
parties) and the terms of relevant
agreements (such as technology
agreements).

During the Reporting Period, the Group
has complied with relevant laws governing
the confidentiality of data and intellectual
property, including but not limited to Hong
Kong Intellectual Property Law, Patent Law
of the PRC, and Trademark Law of the PRC
and Copyright Law of the PRC.

During the Reporting Period, the Group
was not aware of any non-compliance with
relevant laws and regulations related to the
Group's privacy.

B6.4 Advertising

The Group strictly complies with the PRC
Advertising Law for all marketing activities
and advertising placement.
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B6.5 Privacy

The Group's daily operation often involves
the use of customers’ private information.
Therefore, it is an extremely important
task for the Group to protect the privacy of
customers. The Group strictly adheres to
the guidelines of the Internet Security Law
of the People’s Republic of China and takes
adequate measures to prevent the leakage
of customer information. In addition, the
Group has also formulated corresponding
“merchant data confidentiality clauses” and
“privacy policy”, which stipulate that:

1. How we collect and use the personal
information of customers;

2. How we use Cookie and other similar
technologies;

3. How we share, transfer and publicly
disclose the personal information of
customers;

4. How we protect the personal

information of customers;

5. How customers exercise their
personal information rights;

B6.5 EF,
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8. How to update policy; and

9. How to contact us.

We have also set up a personal information
protection department. If customers have
any questions, comments or suggestions
regarding the content of privacy policy, or
find out that their personal information may
be leaked, customers can contact us by
email at privacy@youzan.com. In general, we
will investigate and respond to customers’
requests within 15 days. In the event
that customers are not satisfied with our
response, especially if they believe that our
approach of personal information handling
has damaged their legitimate rights and
interests, they can seek solution by filing
a lawsuit in the court with jurisdiction in
the place where the defendant is domicile.
During the Reporting Period, the Group was
not aware of any non-compliance with the
customer privacy laws and regulations.
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Anti-corruption

The Group does not tolerate any form of improper
behaviors which will affect its business activities.
The Group dedicates in upholding the principle of
honesty, responsibility and fairness, and regards
it as the core value to maintain the Group's
normal operations. Employees must comply with
the Group’s code of conduct for Staff, which
lists out the sanction for anyone who violates
the integrity code. Furthermore, in order to
control the risk associated with integrity work,
the Group has established a whistle-blowing
mechanism named “Youzan Integrity”, which
stipulates that all departments should always
monitor whether any employee is having any form
of illegal behaviors. The process of investigation
must be demonstrated in terms of objective and
independent, and sanctions will be implemented
once the employee is committed to the violation
of guidelines. The corresponding sanctions include
warnings, demerit on employment records and
demotions. The Group believes that this kind
of regulation can help in strengthening the
management and supervision to the Company
and its subsidiaries, promoting the construction
of integrity, and improving the efficiency of
administrative management.
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In respect of internal auditing, the Group prohibits
any forms of unfair behavior that would interfere
the audit work. To maintain the independence and
objectivity of auditing, the integrity and validity of
internal control and risk management, the accuracy
and comprehensiveness of financial information,
efficiency and effectiveness of business
activities, the Group has formulated relevant
work code of conduct and code of business
conduct to strengthen the internal management
and supervision of the Group and protect the
Company's legal rights and interests, as well as
improve its internal economic supervision and
inspection mechanism, and maintain the validity
of cooperation between the risk control center
and the audited entity. The guideline can also help
to improve the efficiency on auditing, ensure the
safety of the Group's assets and the legitimacy,
authenticity and effectiveness of economic
activities, guarantee the healthy and orderly
development of business activities, regulate
internal control work, and clarify the responsibilities
and permissions of internal control institutions and
staffs. During the Reporting Period, the Group was
not aware of any material circumstances involving
bribery, extortion, fraud or money laundering
that does not comply with relevant laws and
regulations. Relevant laws and regulations include
but not limited to Hong Kong's Prevention of
Bribery Ordinance and the Mainland’'s Corruption
Ordinance of the PRC.
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Community Investment

The Group is dedicated to building a harmonious,
safe and prosperous relationship between
enterprise and the community. The Group sees
contribution to the society as a responsibility,
as its value and as a display of positivity. The
Group has formulated the Donation Management
System, standardizing the act of donating and
integrating it into the Group's daily management.
The Group actively fulfills its responsibilities as
a corporate citizen in the community. Part of the
contributions made by the Group thereto in respect
of philanthropy is as follows:

The Group generally supports the sustainable
development of community welfare through three
channels:

B8.1 Open stores for Public Welfare

The Group has been inviting public welfare
organizations to open stores free of charge,
and provide the Group's products and
services free of charge, for the purpose
of assisting public welfare organizations
to expand their fund-raising channels, and
allowing more citizens pay attention to and
participate in public welfare undertakings.
Through the mobile e-commerce services of
China Youzan, public welfare organizations
carry forward their good deeds and collect
donations in areas such as poverty alleviation
and environmental protection. Through the
functions of product release, customer
management, transaction management
and data analysis provided by China Youzan,
and by using WeChat, MicroBlog and APP
as the interface, better public welfare
communication and operation can be
realized in the social network.

B8

HERE
AEEBNBRESHNE L
PRERNDFETRBR-
SEELBELERETHE
2 EEENZE AREE
FRENER AKEHIEA
BREESE $BREBITAR
gt MAXREENEEER
B -KBEBRETES K
EERARRBEELROEL:
Hep NEBEREZ T HEAE
MR BRI

AEE—RF R EEE S
HE AR TRERE

B8.1 Rz
AEB-—EHEAR
B RBERE WER
REAAEENE DR
R BEERBEA
mHEBIEERRE
YEEZMRE IR
BHANRmEHE - RNmAs
BBPEEENBRHE
PR KB ER -
IRIBREZEE 5015
ET BEER-AR
PRAERENELRE
Hh BEFEE -R5ET
B-BEROWENE
LABRAE - #8018 RAPPA
BO EAXPKRER
BN ASERENE
Eo

o B

/

TEHEEBERAT —T-N\FFR

131



SUSTAINABILITY REPORT
EEETE

The Group has a set of clear rules and
regulations for public welfare organizations
that apply for free shop opening, which
stipulate that applicants must have one of
the following registration certificates issued
by the Ministry of Civil Affairs of China: (i)
Legal Person Registration Certificate of the
Foundation; (ii) Registration Certificate of
Private Non-enterprise Entities; or (iii) Legal
Person Registration Certificate of Social
Organizations. Applicants shall also clearly
indicate the public welfare nature of their
social activities.

The public store opening project of China
Youzan was launched on 28 July 2016. It
mainly covers public welfare organizations
of poverty alleviation, students aid, disability
assistance, environmental protection, etc.,
which has earned good market reputation
for China Youzan. By the end of 2018, a total
of 177 public welfare organizations were
involved in the project, with 49 organizations
in 2018, including:

Serve for China

Serve for China, a national non-profit
organization approved by the Ministry of Civil
Affairs, aims to nurture outstanding rural
entrepreneurs and public service providers
to create a sustainable impact for the rural
area.
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In 2018, Serve for China directly served
12,000 poor villagers through the Group's
platform, generating a sales volume of
nearly RMB6 million from industrial poverty
alleviation projects. In the future, the Group
will continue to provide substantial technical
support to China’s rural poverty alleviation
projects and contribute to rural industry
development and the improvement of rural

people’s livelihood.

Quality Product Commune

Quality Product Commune is affiliated
to Beijing Zhonghe Nongdao Agricultural
Technology Co., Ltd. (LRI ZBEEERHE
AR /A 7)) established by China Foundation
for Poverty Alleviation. It's an e-commerce
poverty alleviation brand which was officially
launched in 2015, and is committed to
upstream agricultural products cultivation,
brand operation and market integration.

In 2018, a total of 25,420 parcels containing
agricultural products were sent from
the Group’s WeiMall via Quality Product
Commune, making the farmers in the
production areas advanced a big step out of

poverty.
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Hanfuer Foundation

Established in 2013, Hanfuer Foundation
mainly carries out job skills training and
social integration activities for people with
intellectual disabilities and autism. In 2018, a
total of 2,352 “Hanfuer Messengers” drew
more people’s attention to the works of
people with mental disorders through the
platform of China Youzan.

Home for Premature Babies

In 2018, the Group cooperated with a
number of charity organizations to deliver
quality and affordable goods to 1,248
families who have just given birth to
premature babies, so that their children can
grow up healthily and happily.

Terraces Guardian

The Terraces Guardian project, which is
launched by the People’'s Government
of Yuanyang County, Yunnan Province,
China, the Poverty Alleviation Office of
Yuanyang County of China, the World
Cultural Heritage Millennium Hani Terrace
Management Committee, Longrun Group,
Youzan Technology and Youzang We-media
Business Alliance of the Group and other
organizations, aims to get farmers in
Yuanyang County, Yunnan Province, China,
out of poverty.
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Yuanyang, with the meaning of the first T ERE—(AED
place to see the sun rise, is the place where KIGFREEH T - W5 JE
Hani people have lived for generations. BREREERL BF
Since the Sui and Tang dynasties, they have [E R FZR I B REEAL
cultivated terraced fields to grow red rice K- EZESEH1,3008%
for more than 1,300 years. Hani Terrace in FoT—=ZF HF
Yuanyang County, Yunnan Province, China J7EMAEERE L
was included into the world heritage list AR B EmE Tl &
at the 37th World Heritage Conference B e JE B H 51 At
in 2013. The scale of the terrace is huge, REERE -HHRE
with about 190,000 mu in Yuanyang County RANETEGHEARR
alone. Yuanyang County is a national-grade B #19.08 8 > TTl5 &
poverty-stricken county with more than 90.0% A M AH B R
90.0% agricultural population. Terraced red BEAD RERHKE
rice grows only once a year, 60 days longer PR % o i AT K —F {2
than white rice. Although it is one of the six R—F tk—HHBXK
famous rice varieties in Yunnan Province of % H R60K o B A Z H
China, however, it cannot be cosumed all or EMAEAKRBARZ
shipped out, hence there is no considerable — ERETTEXEDT
economic income. Young people choose HE-EE2E B
to leave hometown and go out to work, KBTI o FFEE A ER
but the more troublesome issue is that BANEITI mEME
the millennium Hani Terrace needs to be WEBERTERERS
continued, and the Hani people need the HEZLEETE KBE
market and impetus to keep growing red HRARTERFEREAL
rice. It has been rigorously calculated that KE) 8 B8 K B 1 o IR
every 1,000 kilograms of red rice sold can HOBE - &8 11,0000
help one household to get out of poverty. FTAIK - ghAl LAE Bh —
FRFPEBBE-
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B8.3 Environmental Protection Projects

The Group has been working with
environmental protection and public welfare
organizations to provide a range of products
and services to enable them to implement
environmental protection and public welfare
projects more effectively. The services we
provide include:

1. Free use of store tools;
2. Paid marketing software is provided
free of charge;

3. Free mobile e-commerce operation
VIP learning card;

4, Free offline training and certification
for operation personnel; and

5. Directional and closedHoop communication
and learning between Beijing and
Hangzhou.
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Aspects Summary Details
BT AR 15
Aspect Al: General Disclosure For more details,
EBEA1 : — R EE please refer to pages
Emission 96-104
BE Relating to air and greenhouse gas emissions, EREZFHIE F2H
discharges into water and land, and generation of FI6E 1048
hazardous and non-hazardous waste:
BRERIORERBER - FK R L5  BERE
EREEVMHNEEEZH:
a) The policies; and
R K
b)  Compliance with relevant laws and regulations
that have a significant impact on the issuer
BTHBTAREARXENHEBEZRREZRNE
e
Aspect A2: General Disclosure For more details,
[EMEA2 : — M= please refer to pages
Use of Resources 104-108
BIREA Policies on the efficient use of resources, including EREZHIE BF2H
energy, water and other raw materials F104E1088
ERERER (BERIR  KREMERME)BREE
Aspect A3: General disclosure For more details,
[ETAS : — R EE please refer to pages
The Environment and 108-109
Natural Resources Policies on minimizing the issuer’s significant impact EREZFHE F2H
RIERRKAER on the environment and natural resources %108£ 1098
BRBEITAHRBERRAERENERZENER
TEERERAT —T—)\FFR 137




SUSTAINABILITY REPORT

AFERERE

Aspects Summary Details
=] AR 15
Aspect B1: General Disclosure For more details,
E®EB1 : — R EE please refer to pages
Employment 109-119
=4 Following information on: EREZFHIE F2H
BRANTRENER: £109F 1198
a) The policies; and
R K
b)  Compliance with relevant laws and regulations
that have a significant impact on the issuer
BTHBTARERTENHEBERRER
Aspect B2: General Disclosure For more details,
JEHEB2 : — A EE please refer to page
Health and Safety 119
R Information on: EHREZFE H2H8
BRANTRENER: 1198
a) The policies; and
R &
b) Compliance with relevant laws and regulations
that have a significant impact on the issuer
BTHETAGERTENEBER LR
Aspect B3: General Disclosure For more details,
BMB3 : — = please refer to pages
Development and 120-121
Training Policies on improving employees’ knowledge and skills | B E Z %15 B2 H
BE RIS for discharging duties at work. Description of training | 812021218
activities
BRARTTHE B BT TVER B &Y R85 S R B VUK - f
& &
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SUSTAINABILITY REPORT

A EERERE

Aspects Summary Details
BT AR 15
Aspect B4: General Disclosure For more details,
[EEBS : — R EE please refer to page
Labor Standards 121
25 T 2R Relating to preventing child and forced labor: EREZFHIE F2H
BRAD IEZE Taoa 55 TH) - F1218
a) The policies; and
R K
b)  Compliance with relevant laws and regulations
that have a significant impact on the issuer
BTHBTAREAXENHEBERRERNE
e
Aspect Bb: General Disclosure For more details,
[EHBS : — M= please refer to page
Supply Chain 122
Management Policies on managing environmental and social risks of | B E %1% ' 52X H
fHrEsE R the supply chain F1228
B IR AR SR R IR IR St g R B I R
Aspect B6: General Disclosure For more details,
[ETB6 : — R EE please refer to pages

Product Responsibility
EmEE

Relating to health and safety, advertising, labelling

and privacy matters relating to products and services
provided and methods of redress:
FHMRHERMBRBNREE LY BE RHLL
& FEH ALK A

a) The policies; and
R K

b)  Compliance with relevant laws and regulations
that have a significant impact on the issuer
BIHETABEAZENHBERLERNE
£

122-128
FHEEZHIB B2H
$122% 1288

TEHEEBERAT —T-N\FFR
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SUSTAINABILITY REPORT
AFERERE

Aspects Summary Details

Em AE A

Aspect B7: General Disclosure For more details,

EHEB7 : — R EE please refer to pages

Anti-corruption 129-130

RES Relating to bribery, extortion, fraud and money EREZFHIE F2H
laundering: %129% 1308

BRI LA 913 BRFF RO BER

a) The policies; and
B &

b)  Compliance with relevant laws and regulations
that have a significant impact on the issuer
BTHETAREAZENHBERERNE
4

Aspect B8: General Disclosure For more details,
JEEBS : — = please refer to pages
Community 131-136

Investment Policies on community engagement to understand the | B E 215 B2 H
HEREE needs of the communities where the issuer operates | 131 £ 136 &

and to ensure its activities take into consideration the
communities’ interests

BN EBERTHETASERELERTEMNE
REFBEHGE BT EFEHOBER
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INDEPENDENT AUDITOR’S REPORT
BZBERES

TO THE SHAREHOLDERS OF

CHINA YOUZAN LIMITED

(FORMERLY KNOWN AS “CHINA INNOVATIONPAY GROUP LIMITED ")
(Incorporated in Bermuda with limited liability)

OPINION

We have audited the consolidated financial statements of China
Youzan Limited (formerly known as “China Innovationpay Group
Limited”) (the “Company”) and its subsidiaries (the “Group”)
set out on pages 154 to 342, which comprise the consolidated
statement of financial position as at 31 December 2018, and the
consolidated statement of profit or loss and the consolidated
statement of profit or loss and other comprehensive income,
consolidated statement of changes in equity and consolidated
statement of cash flows for the year then ended, and notes to
the consolidated financial statements, including a summary of
significant accounting policies.

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

RSM

B-FERERRAF

(G [ EBIFT = (T E B ERAA])
(REFRZEZMA L R A])

Ex )

=z
=

BESCEGTEEEGRAR (AIHE[F
BaF<NEEERAR]) ([E27])
REMBAR ([EXE]) SNFI14ESE
BB ZHEAUBHRE EFREANR_-F
—N\F+ZA=+t—HZHEEUBHRRE
EBEZALFEZHFABRRER HE1E
mREMEERAR FERERESRK
RERDREMR  NREE M BREM
d(BRERGTHEME)

BEERA REEEEFAMAG ([HE
SR AE]) B2 BB YRS EL
([BRPBRELER]) HEMEHRRE
Enfikil ERER-_ZF-N\F+=
A=+ —BZHEaMBRRN AREERE
ZALFEZEAMBRARMRAEDR
2 BHERBEEBRAMEHI 2 HEREHZ
SR

TEEBERAT —T-N\FFER
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INDEPENDENT AUDITOR’S REPORT
B ZHERES

BASIS FOR OPINION

We conducted our audit in accordance with Hong Kong
Standards on Auditing ("HKSAs") issued by the HKICPA. Our
responsibilities under those standards are further described in
the Auditor’s Responsibilities for the Audit of the Consolidated
Financial Statements section of our report. We are independent
of the Group in accordance with the HKICPA's Code of Ethics
for Professional Accountants (the “Code”), and we have
fulfilled our other ethical responsibilities in accordance with the
Code. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

MATERIAL UNCERTAINTY RELATED TO
GOING CONCERN

We draw attention to note 2 in the consolidated financial
statements, which indicates that the Group incurred a net loss
of HK$839,444,000 and recorded an operating cash outflow
of HK$1,298,149,000 during the reporting period. As further
explained in note 2 to the consolidated financial statements,
these conditions indicate that a material uncertainty exists that
may cast significant doubt on the Group's ability to continue as
a going concern. Our opinion is not modified in respect of this
matter.

RREAE
BEECREEBSMASROANE LS
SRR ([FBETER ] ETTER -BF
RN FERTHEESERNREZEE R
BRRAMBRERBEAENE T —ETE
—FHL - REFLGHTMAENEXSE
stEp@EsT R ([7R))  BF®BUN B
SE YO ERTRETEMBRAE:
BERE BEMESNEZEERRK
HEMAET 2B RREER-

EFEKEHENEXNTHBAR
EERFREIERMLEMBBRERMF2 - EF
BN MG EEEELFER
839,444,000 L R #5&& E IR & M M
1,298,149,000/8 7T © & LN 4R & B 765 0 5= B
22— ZERRNBREFEEAT
AR HoH BEEBBELEREN
BREREME BT eREBRBTEZE
ﬁo
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INDEPENDENT AUDITOR’S REPORT
BUZHERES

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. The key audit matters we identified are:

1. Impairment assessment of Cash Generating Units
("CGUs")

2. Adoption of HKFRS 15 Revenue from Contracts with
Customers

3. Provision and contingent liabilities related to the
withholding tax obligation

REEXER
AREZFEEREESNERAE  FX
ARG A M RERTRAEZNTEH-F
ENBERERERAMBERE MU ER
RBREBNERE MAERESFRERE
RER -BFBANARESZSTHEE:

1 REEAEM((REELEE)Z
AR

2. RMNEBEMHHESEERRER
Fa#z W

3. HEHBREHAHIBRENAREE

TEEBERAT —T-N\FFER
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INDEPENDENT AUDITOR’S REPORT
B ZHERES

KEY AUDIT MATTERS (Contd)
KEY AUDIT MATTER

RREREE

1. Impairment assessment of Cash Generating Units
("“CGUs")
1. ReELSEM (ReEEARM]) ZMER G

Refer to note 19 to the consolidated financial statements
BR2HGAET B RERMTE9

As at 31 December 2018, goodwill with total carrying
amount of approximately HK$2,456 million was allocated
to the third party payment services CGU (“CGU 2") and
the merchant service CGU (“CGU 4"). These CGUs are
tested for impairment at least annually or whenever there
is an impairment indicator by comparing the carrying
amount including goodwill with the recoverable amount
of the CGU.

RZFE-N\FTA=+—H #ZEHELN24568 8%
TZEEEPEEE=ZAXMRBREELENL ([RE
EFEM2]) RERREReEAEM ([ReEEBM
4])  ZEReELBEUE L EFHE HRBETREFE
TRERAS  BERKReEFSEUNEREE (2EHE)
AR El S REEITELE

CGU 2 was tested for impairment at the interim reporting
date as actual revenues for the interim period did not
meet previous forecasts which indicated a possible
impairment of goodwill allocated to that unit. An
impairment loss of HK$56,597000 was recognised on
goodwill during the interim period to reduce the carrying
amount of CGU 2 to its recoverable amount.
ReEEBEM2RNPHmE ARETREANS REZF
HABR A B RS I AT & AT TE R I READ IEE % &
iz B e e DI RME - NP BRI E st BRI E
JE51856,5970008 7T - AR & EA B2 2 REEHIRZE
HAl el & 58 e

BREXRSEER A

HOW OUR AUDIT ADDRESSED THE KEY
AUDIT MATTER
BEEZEMNIEERARERSE

Our procedures in relation to management'’s
impairment assessments included:

BEEREEB ORENGEREFEE:

- Evaluation of independent external
valuers’ and industry specialist’s
competence, capabilities and
objectivity;

—  AHEBMINBEEMRITEERCZE
e REERME

- Assessing the integrity of the
valuation models;

-  HEBERE BN

- Challenging the reasonableness of key
assumptions based on our knowledge
of the business and industry and
the research report of the industry
specialist; and

— RESFHEBRITENREBART
¥EFRMMARBE ERFERBZE
Bt &

- Assessing the appropriateness of
the discount rates used with the
assistance of our internal valuation
specialists.

- GEABEHEEZEROHE T FHHERE
FRERA 2 BRI R m & @t -
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INDEPENDENT AUDITOR’S REPORT
BUZHERES

KEY AUDIT MATTERS (Contd)
KEY AUDIT MATTER

RREREE

1. Impairment assessment of Cash Generating Units
("CGUs") (Cont'd)
1. REEABRG([ReELHM]) 2RERNE (&)

The results of the Group's CGU 2 and CGU 4 impairment
assessments concluded that there were no further
impairment loss on goodwill for both CGUs at 31
December 2018.

RZZE-N\F+ZA=1+—H' BEXERESELEN?2
MEeELEBMAREN HERBTMERSEAEMI
BE-IHEREEE-

The impairment assessments were based on value
in use models which were dependent upon certain
key assumptions that require significant management
judgement and estimation.

BEMGEREREEREE  ZIER 25 THRRERERIUR
REEEERNEIREHE RIGF -

k2 SENE))

HOW OUR AUDIT ADDRESSED THE KEY
AUDIT MATTER
EEZETNREARERSEE

Our procedures in relation to management'’s
impairment assessments included: (Cont'd)

EEREREONEFERFRE: (4)

TEEBERAT —T-N\FFER

145



INDEPENDENT AUDITOR’S REPORT
B ZHERES

KEY AUDIT MATTERS (Contd)
KEY AUDIT MATTER

FRREREE

2. Adoption of HKFRS 15 Revenue from Contracts
with Customers ("HKFRS 15")

2. BN EBEBMBHREZEZ1HRKEEF G2 W
(I BEEGBHRRENFE155])

Refer to notes 3(a) and 4(r) to the consolidated financial
statements

B2 BER A BB R M EE3(a) K4l

The Group has initially adopted HKFRS 15 during the
reporting period. The new revenue recognition standard
establishes a comprehensive framework for determining
whether, how much and when revenue is recognised.

EXREERNHREHEE RRAE B BREER 1555
MRS ERERRY —AEE RS RANE BREER

R SR B E2R -

During the reporting period, the Group acquired Qima
Holdings Ltd. and its subsidiaries (“Youzan Group”),
which has been principally engaging in provision of
Software as a Service (“SaaS") and related services. The
application and adoption of the standard is complex for
technology and software companies.

RIRERR - EE£EUKEQIma Holdings Ltd. R EKIB A
A ([BESEH]) HAXrENERMEEMRIRS ([SaaS])
N AARAARTS o FE A R BR AN g 5T E RIS Bl R B A |l
S BERE-

As such, adoption of HKFRS 15 is an area of focus in the
audit.
Eit - SR E BB E L F 1R AET 2B

BREXRSEER A

HOW OUR AUDIT ADDRESSED THE KEY
AUDIT MATTER

EEZESNEEARELRER

Our procedures to address the adoption of
HKFRS 15 included:
EERRBERNE BN BRELERNF 1SR
B eiE:

- Evaluating the design and operation
of the internal controls of the Group
surrounding the implementation of
and recording adjustments arising
from the adoption of HKFRS 15;

- IR AT B 7% ¥ 5 2 A 28 155% BT 5
BB RGEAE T E5E2
N BRI il aR 5T KB

- Obtaining an understanding from
management of the Group’s revenue
recognition policies and practices on
adoption of HKFRS 15;

- RERETHRNIRMNE B BmERE
AIE165% 0 BEEEOKSERBRE
NAB B

- Evaluating whether the Group's
revenue recognition policies and
practices complied with the standard
in particular in relation to:

- h BRE Y R KB

TEME (FhR)EUATEIEER

E

R

° the capitalisation of contract
costs;

. BHRIKAZ B

° the identification of significant

financing components;

. BRIEAREEXELD

° the identification of performance
obligations; and
. BRIBHELE: &

° principal or agent considerations.

. ITRIREZEERFE-
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INDEPENDENT AUDITOR’S REPORT
BUZHERES

KEY AUDIT MATTERS (Contd)
KEY AUDIT MATTER

FRREREE

2. Adoption of HKFRS 15 Revenue from Contracts
with Customers ("HKFRS 15") (Cont'd)

2. BN EBEBMBHREZEZ1HRKEEF G2 W
(B BHRKREASE155%]) (&)

k2 SENE))

HOW OUR AUDIT ADDRESSED THE KEY
AUDIT MATTER
EEZETNREARELRER

Our procedures to address the adoption of
HKFRS 15 included: (Cont'd)
EEREERMNB B BREERFE15% 2
BreiE: (&)

- Obtaining a sample of existing
contracts for each major revenue
stream and assessing whether the
Group’s revenue recognition policies
and practices under HKFRS 15 had
been properly applied to those
contracts;

- HEFZRRMERRBEHEAL
il BERERBBMBmEERSE
155k 18 N 2 W R BUER REPIZ R

ERERAEZEFAH:

- Obtaining a schedule of transition
adjustments at the date of initial
application of HKFRS 15 and testing
the completeness and accuracy of
those adjustments to supporting
documentation on a sample basis;

- REREREEM GRS ERE155%
2 AEIEEGRIE R 2 FI5k - W
RARAZERERI X2 2B R
ERENE

- Assessing the adequacy of the
disclosures in the financial statements
in respect of the changes to the
Group's accounting policies and
practices on adoption of HKFRS 15
and in respect of revenues arising
from contracts with customers.

- A B TS Rk N B B SR B R B TS R
RERE155RE ERESTHELZ
BEBLRRETFAaNZKNEZBKE
EBRRE -

TEEBERAT —T-N\FFER
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INDEPENDENT AUDITOR’S REPORT
B ZHERES

KEY AUDIT MATTERS (Contd)
KEY AUDIT MATTER

RREREE

3. Provision and contingent liabilities related to the
withholding tax obligation

3. HBHIHEHAMIBEENAAREE

Refer to notes 28 and 49 to the consolidated financial
statements

B2 A M B RR M E28%49

The Group acquired 51% equity interest of Youzan
Group on 18 April 2018. The directors have assessed
the Group’s compliance with the PRC tax laws and
regulations relevant to the acquisition, as fully described
in note 49 to the financial statements, based on the
advice of an independent PRC legal counsel and the
Group's tax advisors.

EEER_ZE- \FHATN\AKEEEEE Z51%K
- BEFCRBBEVHEEEAERL E5ENBERMZ
BER -FHME EEEBEWEREPENERERE
SPES (R B 16 SRk T s 497kt ) -

Significant judgment is required by management in
determining the amount of provision for withholding tax
and whether contingent liability disclosures are required
and adequate for potential penalties related to non-
compliance with relevant PRC tax laws and regul