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COMPANY OVERVIEW

HC International, Inc. (the “Company”) and its subsidiaries (together the
"Group”) is one of the leading domestic B2B e-commerce operators in the
People’s Republic of China (the “PRC” or “China”). With its professional
information services and advanced internet technologies, it has established a
reliable demand and supply platform for small to medium enterprises (“SMEs"),
and has been providing them with complete business solutions. Through
dedicated efforts and developments over the past 22 years, the Group has
expanded its business scope to cover more than 100 cities nationwide, with
branches in 12 cities and a service team of about 2,807 individuals.

With its professional experience and skills acquired from various industries
over the past 22 years, the Group not only offers complete marketing
solutions for SMEs through Mai-Mai-Tong, an internet technology based
product, and relevant key search, it also offers customers with multi-channel,
all-dimensional online and offline supplementary services through the Group'’s
traditional marketing products, namely, offline activities and “HC Trade
Catalogues” and “HC Yellow Page Directory”. The Group successfully hosted
Feasts for Industry Brands for around 50 industry sectors through the Group's
strong media recourses and customer base, which help SMEs to buildup their
brand names and enhance transactions. Such a complementary and multi-
dimensional structure allows the Group to create a unique development path
amid the rapid expansion of the B2B industry in China.

Through the determined implementation of the “be-professional” and
"be-focused” strategy, the Group has been offering professional and all
dimensional marketing solutions to customers in those traditional industrial
sectors during the past several years. At the same time, the Group has been
actively expanding into the market segment of fast-moving consumer goods
in the field of high added-value service. Based upon the different natures in
our targeted markets, the Group has developed two unique business models
for relationship-based customers and transaction-based customers, separately.
Along with our direct sales, agency sales and telemarketing sales teams,the
Group provides the relationship based customers with one-to-one, in-depth
and professional solutions, and transaction-based customers with efficient,
user-friendly and standardised solutions and business platforms. Through
these services, the Group satisfies its customers’ needs.

The Group is committed in providing professional and innovative services
and products to meet market and users needs, and facilitating transactions.
Customer experience and service quality are our constant focus. Within the
past several years, the Group’s businesses became more focused, product
lines became more precise, and business model and market demands became
more in line.
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REVENUE ANALYSIS $§E&WA 5 #T

Online Trade Market
services catalogues Anti- research
(including and Seminars counterfeiting and analysis
discontinued yellow page and other products (discontinued
operations) directories services and services  operations)
E 48R % HIEHR
(BRI TH%AE& 23K B ROM(ARL
REXK) REHHBE H At R % EmkR#% REXK) #zE
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
AR¥TR AR®TR AR®TR ARHTT AR®BTRT AR%Tx

812,935 35,630 101,879 16,193 = 966,637
693,903 42,924 100,894 - - 837,721
411,462 54,866 82,240 - - 548,568
289,581 82,289 66,486 - 55,376 493,732
166,417 101,437 51,802 - 71,475 391,131

2014
966,637

2012
548,568

84%

75%

@ Online services (including discontinued operations) @ Seminars and other services @ Trade catalogues and yellow
BHERGS (BB IS EET) SHEMEMRS page directories
IEm¥askaEEE
@ Anti-counterfeiting @ Market research and analysis
products and services (discontinued operations)
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Management’s Statement
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FINANCIAL REVIEW

For the financial year ended 31st December 2014, the Group generated a
total revenue of approximately RMB966,637,000 (2013: RMB837,721,000).
This represented an increase of approximately 15.4% in revenue as compared
to that in 2013, mainly due to the continuously steady growth of the Internet
business.

For the Group’s financial performance in different segments, a total revenue
of approximately RMB812,935,000 was achieved from the online services
segment in 2014, and represented an increase of approximately 17.2% from
approximately RMB693,903,000 in 2013. Revenue from the Group’s trade
catalogues and yellow page directories segment decreased from approximately
RMB42,924,000 in 2013 to approximately RMB35,630,000 in 2014 which
represented a decrease of approximately 17.0%. Revenue derived from
seminars and other services segment was approximately RMB101,879,000 in
2014, which represents an increase of approximately 1% from approximately
RMB100,894,000 in 2013. Revenue from anti-counterfeiting products and
services was approximately RMB16,193,000 which was started from 8th
October 2014.

The gross profit margin of the Group increased by 0.6 percentage points
to approximately 92.5% in 2014 (2013: 91.9%). It was mainly due to the
increase of profit derivating from the online services which have a higher
gross profit.

During the financial year ended 31st December 2014, the Group increased
its operating expenses from approximately RMB603,080,000 in 2013 to
approximately RMB709,974,000 which was mainly due to the increase of
marketing expenses and agency costs.

The Group achieved a profit for the year of approximately RMB183,261,000
in 2014, represented an increase by 20% to RMB 151,534,000. The increase
was mainly due to the steady growth of the Group’s online service and the
well control of cost and expenditure.

During the year of 2014, cash generated from operating activities was
approximately RMB497,630,000, while it was approximately RMB364,698,000
in 2013.

The board (the “Board”) of directors (the “Directors”) of the Company does
not recommend payment of a dividend for the year ended 31st December
2014 (2013: Nil).
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BUSINESS REVIEW

In 2014, facing with sophisticated and fickle global economy and international
business environment; and arduous and onerous domestic affairs, including
credit tightening, Chinese government’s anti-corruption efforts as well as
overall industries reshaping, China economy has experienced a slow-down
and the growth of the gross domestic products (GDP) was reported to be at
7.4%, a whole new low level for the past 24 years. Subsequently, the survival
and development of small and medium enterprises (“SMEs") cannot escape
from being impacted by the macro environment, and such phenomena
became more material towards recent time.

In addition, the B2B e-commerce industry is currently encountering the
challenges of integration and innovation towards forming an ecosystem of
itself, which includes the building of B2B transaction platform, the managing
of safe proliferation of internet financing and its transaction blending effects,
the utilisation of mobile terminals, the adoption of online to offline (“020")
business model and various micro-innovation projects. All of these urging the
B2B e-commerce marketplace to undergo a thorough reformation. Under
such backdrop, the Group underwent, and is currently undergoing, a series
of reformation by actively embracing the changes, and even setting trends
for certain areas. Unfortunately at the same time, we are experiencing certain
degrees of slowdown in our business growth, which we believe it to be
temporary and transitional.

In this year, we are marching towards the 22nd anniversary of the Group.
Also, we witnessed the eleventh year of being listed on Growth Enterprise
Market (“GEM") of the Stock Exchange and successfully transferred to
the Main Board of The Stock Exchange of Hong Kong Limited (the “Stock
Exchange”) in October 2014. In the past 22 years, we did succeed. We
encountered a tough transformation from offline to online under the internet
boom, successfully spanning into the eighth year of operations under the
internet environment indicating a new milestone for us. Now, we are facing
another round of B2B e-Commerce reformation. We need to take the initiative
to undergo changes while upgrading our B2B1.0 onto a more vertical in-
depth platform via merchandise-orientation. We are also strategically planning
for B2B2.0 which is transaction based, along with internet finance and other
B2B related services, to implement product upgrades and innovations, and at
the same time, to enhance the quality of services so that we will eventually
achieve our ultimate goal. In order to achieve a sound balance of the eco-
system of the B2B platform, we voiced out the motto of “servicing the
buyers” since 2013. We also have been providing high quality procurement
service for buyers to facilitate the strike between demand and supply and thus
closing the deals.

8 HC International, Inc. - Annual Report 2014
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We assisted the matching between buyers and sellers through Biao-Wang
Search, Mai-Mai-Tong and Cai-Gou-Tong, and we promulgated the rights to
use safe and free transaction platform by SME through our online transaction
services HuiFuBao, in order to facilitate more deals between buyers and
sellers. Through the joint venture company “Digital China Hui Cong Micro-
Credit Co., Ltd"” and the “Finance Service Platform” cooperated with financial
institutions such as CreditEase, Suyin Financial and Minsheng Bank etc, we
helped to facilitate internet finance microloan service from the financial
institutions for SMEs. Through the utilisation of specialised sector information
and e-commerce services, users are enabled to promptly get hold of industry
information and intelligence and capture business opportunities. We also
promoted the communication and activities within the community of industry
via various offline forums, trade fairs, expositions, Feasts for industry brands,
trade catalogues and yellow pages directories, enhancing the complementary
effect of offline marketing in such a way that the marketing efforts of
e-commerce will be maximised, so as to increase the successful rate of
transactions.

In 2014, approximately 84.1% of the revenue of the Group is generated
from online services, and of approximately 10.5% is from seminars and other
services, only approximately 3.7% is from the early business of traditional
printed media while approximately 1.7% is from the newly acquired digital
identity management anti-counterfeiting products and services.

(1) Products
Online Products
The Group provides its online services mainly through the platform
of “hc360.com”, on which business information is collected and
disseminated with an aim to facilitate the location and matching of
buyers and sellers. The online platform is further divided by industries
(such as household appliances, machineries and home decoration, etc.)
to assist users by providing information and updates of the relevant
industries.

The Group currently derives revenues from its online services through
receiving subscription fee from users subscribing for fee-charging
services provided on the platform.

Principal online services provided by the Group includes, among others,
Mai-Mai-Tong and Biao-Wang search, etc..
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Mai-Mai-Tong

Mai-Mai-Tong, is the principal B2B product of the Group. Users
subscribing for Mai-Mai-Tong have access to a range of services (free
or fee-charging), which varies based on the category of memberships
subscribed. Currently, Mai-Mai-Tong offers free subscription and fee-
paying membership (with subscription fee varies based on services
attached). After registering for Mai-Mai-Tong, users may establish its
online storefront on the Group’s online platform, on which they may
disseminate information subject to vetting of the Group for promotion
of its products and services. Users may join industry portals on the
platform, and may view messages disseminated by counterparties on the
platform. Other functions (free or fee-charging) provided to Mai-Mai-
Tong users include precise search, Biao-Wang search, Cai-Gou-Tong,
demand quick match, integrated e-commerce services (such as industry
news access, online trade meeting and smart shop backend). The Group
also engages third parties institutions to provide identity certification to
fee-paying enterprises members of Mai-Mai-Tong. Services of Mai-Mai-
Tong may be offered to users alone or together with other value-added
services (for example, Biao-Wang search) as a package.

In 2014, we conducted a significant product optimisation and upgrade
on Mai Mai Tong and upgraded the product database on the new
version of Mai Mai Tong. As a result, the product can be able to meet
the requirements of the parameters of the range of products in the
deepening vertical industries and facilitate the transactions between
the buyers and the sellers in a precious manner in order to raise the
chances of securing successful transactions. The product upgrade was
well received by the users. The Stock Keeping Unit (“SKU") number of
hc360.com reached 0.24 billion at the end of 2014.

The Group currently derives revenue from Mai-Mai-Tong by charging
subscription fee from users on a pre-paid basis periodically.

Search Products

Search product, operated under the brand “Biao-Wang”, is one of the
key value-added services provided to fee-paying Mai-Mai-Tong users. It
provides keyword search result services to users through improving and
prioritizing users’ page links/products’ ranking and providing scrolling
display on the Group’s platform upon search of specify keywords.

The Group currently derives revenue from its search products by
charging services fee on a periodical basis per keyword. Such fixed
fees are determined based on the ranking and display position on the
Group's platform, and are being charged on a pre-paid basis upon
entering into service contract with users, without regard to number of
hits.

HC International, Inc. - Annual Report 2014
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Online Transaction Products

HuiFuBao (Z%), an online transaction service, is a newly developed
B2B core transaction facilitated product of the Group. In light of
the increasing demand of SMEs for transaction safety, speed and
convenience, online transaction becoming the future of the B2B market.
Based on its own strategies and business characteristics, and at the
aim of fully satisfy customers requests, the Group has developed the
first ever online transaction service tailored to the B2B market, which
facilitates high value payment and addresses customers’ concern about
the safety issue.

HuiFuBao is a product provided to Mai-Mai-Tong users with an aim to
assist transactions between buyers and sellers of the online platform.
HuiFuBao operates through the operation and cooperation pursuant to
a payment services agreement and a transaction funding escrow services
cooperation agreement, for the principal terms of such agreements,
please refer to the announcement of the Company dated 25th
September 2014. Currently, the Group does not derive any revenue or
charge buyers or sellers for the use of HuiFuBao service.

Focusing on the B2B transactions, the Group has continued to extend its
online transaction services and develop respective transaction modules
based on the needs of different industries so as to continue with the
transactions of each sector. In order to build a B2B transaction-enabled
platform, the Group will continue to explore various approaches to
enhance the stability of the close loop operations, and to include various
elements (such as 020 and internet finance) in order to smoothen the
operation in further.

Online Advertising

Online advertising services are also provided by the Group on the
online platform and subdivided industry pages. The Group derives
advertisement income, which are determined based on, among others,
display position and size, frequency of display, without regard to number
of hits.
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Financial Service Products

Financial Products

Mai Mai Loan, a finance product developed by our Joint Venture
Company Digital China HC Micro-Credit Co., Ltd. is one of the services
which can facilitate the growth of B2B trading platforms. Meantime,
we also cooperate with financial institutions to provide micro-finance
product to SMEs. Today, SMEs are facing difficulties in securing bank
loan with increasing loan capital resulted from the contracted capital
liquidity in China. Mai Mai Loan and micro-finance product offer our
customers opportunities to apply for micro-credit loan from both our
Joint Venture Company and financial institutions that we cooperate
with. Thus the eligible customers can apply for these financial products
based on their creditworthiness on hc360.com. The financial products
can help SMEs improve their liquidity to a certain extent.

For further details of the Group’s principal online services, please refer to
the announcement of the Company dated 25th September 2014.

Offline Products

Trade Catalogues

“HC Trade Catalogues” is an authoritative purchasing guide in China.
It covers myriad of corporate information and price fluctuations with
extensive coverage and strong industrial influence established over the
years. It is one of the leading catalogues in B2B industry.

Yellow Page Directories

As a business year book for specific industries, the “Yellow Page
Directories” features as a systematic compilation of industry information,
product technology and industry news. This product acts as an
important reference that bridges manufacturers, suppliers, administrative
organisations and users in different industries.

Nevertheless, with the embracing of internet technologies and products,
more and more users have migrated to our new online substitutes. As
a results, these trade catalogue and yellow page directory products are
diminishing and on their path of sunset, and shall be replaced eventually.

Feasts for Industry Brands

The Group launched the promotion campaign for industry brands in
2008, which aims at rewarding people and enterprises which made
significant contribution to the industrial development, reform and
transformation, building up brand influence for leading enterprises and
thereby promoting industrial progress. In 2014, the Group once again
successfully organised such campaign, and with the theme of “influence
changes industry future”, drive industry development.
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Anti-counterteiting products and services

This segment provides digital identity management services and unique
identification labels and tools (such as anti-counterfeiting tags) to
customers that require source-tracing, logistics-tracking and consumer
brand building for “Original Brand”. The services and its database are
rendered via both PC and mobile apps. Such business is operated by our
newly acquired subsidiary 1t FIK{E1E BT B R A 7).

Marketing Channels

Through three sales teams, namely the Industry Direct Sales, the Agency
Sales and the Telemarketing Sales Teams, hc360.com provides online
and offline products and services to different targeted market segments.
Established since 2006, such sales model helps enterprises to realise
steady revenue growth with mature and active attitude to response
changes in marketing.

As one of the major sales forces of the Group, the Direct Sales
Team focuses on selling large value and high-end online and offline
products, targeting at value-based and relationship-based customers.
It also provides vertical and professional products and services to
customers of various industries so as to achieve value enhancement.
The Telemarketing Sales Team was formed in August 2006 to meet
the needs of high value-added consumer market. The growth in its
performance has been derived from strengthening of its managing
system, resulting to improvement in its working efficiency and market
promotion ability. The Telemarketing Sales Team has become a
critical sales channel of the internet products of the Group. Agencies
have been extending the regional market reach for the Group to the
maximum degree and promoting brands. It has become an important
supplementary sales force of the Group.

Major Customers and Suppliers

The Group’s customers are a vast amount of SMEs in the PRC. Most
of the Group’s revenue is derived from online products and since the
relevant price of each online products is not significant and the online
products are sold to the large number of customers, each customer’s
contribution towards the Group’s revenue is relatively small. Therefore,
the Company'’s reliance on any individual customer is low. In respect
of Mai-Mai-Tong, Biao-Wang products and services, sales agreements
are entered into between the Group and its customers. The term of
the sale agreements are divided into one-year, two-year and/or three-
year in accordance with different products. Upon the expiry of the sales
agreements, customers has an option to renew the sales agreements.

(2)
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The Company’s major suppliers are as follows: (i) the verification
supplier provides verification services for Mai-Mai-Tong members.
Our verification supplier is a joint venture company with the relevant
verification qualifications, and is paid on a monthly basis according to
the number of verifications carried out in that particular month. We have
cooperated with this verification supplier for over 8 years and our supply
contract with this verification supplier is renewed yearly; (i) the search
product suppliers provide search engine and promotion services for Biao-
Wang products, allowing our paid members to have a higher exposure
of their products by getting more search engine hits and promoting their
products and achieving transactions. We currently have 6 search product
suppliers which are leading search engine providers like Baidu and 360
Search and the respectively service contracts with them are renewed on
a yearly basis; (iii) for our Group's offline products like trade catalogues
and yellow page directories, our Group also engage a printing supplier
that provides industry and commerce catalogue and yellow pages
printing services. The Group has been cooperating with the printing
supplier for over 10 years and a long-term service agreement has been
entered.

Customer Service

With its business covering over 50 sectors, the Group has dedicated
service team serves both purchasers and clients. It facilitates transactions
by way of supply and demand matching, online negotiations, offline
trade meetings and group purchasing. The Group issues “Report on
Purchasers Practice Analysis” and “Report on Industrial Products Index
Analysis”, in order to thoroughly study the industry characteristics,
member types and their spreads, process of making buying decision,
buying practice, buying cycle and change of concerns, and also made
predictions and justifications on buying trend to assist purchasers to
complete their transactions in a more effective way.

Member Care

The Group sets up and improves customer ratings system on the basis
of the integration of various resources under hc360.com. To meet the
changing requirements of the customers, the Group aims at investing
more resources in research and development for network products and
the operation of online items to introduce products and service systems
tailored to the market needs. The Group launched customised services
in accordance with the status of the members in order to improve the
experience and degree of satisfaction of customers as well as building
up a closely bound internet community.

HC International, Inc. - Annual Report 2014
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PROSPECTS

Since the Company'’s listings on GEM in 2003, the Group has transformed
itself from a traditional business media firm to a B2B internet enterprise, and
has been actively exploring its most appropriate development path through
transitions. A vertical in-depth services model is steadily formed and our goal is
much clearer.

We committed ourselves to understand about our customers’ needs, the
market, the products and services, and business operations. Through the
interactions of online and offline marketing, we help enterprises to establish
internet sales network and online transaction channel. After years of
developing efforts, our proprietary and sustainable development strategy is
gradually formed, focusing on three major strategies of B2B domestic trading,
vertical industry segmentation and “transaction + internet finance and other
B2B related services”.

In 2015, we will continue to focus on domestic trade and enhance the
capabilities of its B2B eCommerce platform by providing vertical indepth
interactive portals and internet finance to satisfy the needs of SMEs, also
via constant products innovation and value-added services offerings to both
SMEs and established companies. Provision of transaction services will be
our important task for the coming years. Through a highly value-added,
customised, specialised solution, our customers shall enjoy superior business
experience.

As the B2B eCommerce market grows, the Group intends to leverage its
domestic trade expertise and broad industry experience to satisfy customer
needs for full eCommerce and trading services. The Group currently covers
over 50 industries and aims to continue increasing its industry coverage
to further drive its subscriber base. The Group has launched a “Total B2B
eCommerce solutions” initiative to enhance its B2B trading services. As part
of the initiative, HuiFuBao, an online transaction platform, was made available
at no cost to all subscribers. The Group also plans to develop B2B related
business apps, anti-counterfeit technologies, and cooperate with more third
parties for better facilities including warehousing and logistics services.

Professional and dedication are always the core DNA of hc360.com, these
characteristics determine our focus on vertical integration and horizontal
alignments strategies. With our distinguish way of doing business, along
with our leading partners, we are able to provide one-stop solution for SMEs
via our platform, helping them to build a long standing business with track
records and heritage.
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Aged 22, the Group had grown with SMEs across the country and had
experienced joy and tears together for the past 22 years. In the future, we will
continue to do so and to build China’s domestic B2B e-commerce platform, a
prospect, challenging and glorious future!

At last, on behalf of the Board, | would like to take this opportunity to

thank the management and every member of the Group for their on-going
dedication and hard work in the past year.

Guo Jiang
Chief Executive Officer and Executive Director

Beijing, PRC
30th March 2015
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DIRECTORS
As at 31st December 2014, the Board comprised:

Executive Directors

GUO Fansheng

Aged 59, is an executive Director and the chairman of the Board (the
“Chairman”). He is also the chairman of the nomination committee of the
Company (the “Nomination Committee”). Mr. Guo was appointed as an
executive Director on 21st March 2000.

Mr. Guo found the Group in October 1992 and is responsible for the overall
strategic development and policy of the Group. From 1990 to 1992, Mr.
Guo worked as a manager in a State-owned business information company
in Beijing, the PRC. From 1987 to 1990, Mr. Guo served as a director of the
Liaison Office and General Office of the Economic System Reform Institute
under the State Commission for Economic Restructuring, and as the deputy
director of the Western China Development Research Centre. Prior to working
at the State Commission for Economic Restructuring, Mr. Guo served from
1982 to 1987 as a senior official in the government of the Inner Mongolia
Autonomous Region. Mr. Guo obtained a bachelor degree in industrial
economics from Renmin University of China, the PRC in 1982.

Mr. Guo is the uncle of Mr. Guo Jiang, an executive Director and the chief
executive officer of the Company.

GUO Jiang

Aged 41, is an executive Director and the chief executive officer of the
Company. Mr. Guo is also a member of the remuneration committee of the
Company (the “Remuneration Committee”). Mr. Guo was appointed as an
executive Director on 1st August 2006.

Mr. Guo joined the Group in 1996 as a sale manager and became the chief
executive officer of the Group in 2008. He is responsible for overseeing
the operations of the Group. Prior to that, Mr. Guo spent two years at the
Broadcasting Science Institute of the State Administration of Radio, Film
and Television as an assistant to director. Mr. Guo graduated from the
Harbin University of Commerce, the PRC, in 1994 with a bachelor degree in
computer science. He also attended the Business Administration Course for
Senior Management of Modern Enterprises conducted by Guanghua Business
School of Peking University, the PRC, in 2002.

Mr. Guo has been a non-executive director of Cogobuy Group (stock code:
400) since 1st March 2015, whose shares are listed on the Main Board of the
Stock Exchange.

Mr. Guo is the nephew of Mr. Guo Fansheng, an executive Director and the
Chairman and the spouse of Ms. Geng Yi, a vice-president of the Group.
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LEE Wee Ong

Also known as Alex Lee, aged 45, is an executive Director and the chief
financial officer of the Company. Mr. Lee was first appointed as an
independent non-executive Director on 9th September 2011 and was re-
designated as an executive Director on 1st July 2012.

Mr. Lee graduated from the Northern University of Malaysia with a bachelor
degree in accounting in 1993. Mr. Lee spent 6 years with Colonial First State
Investments Group and Hambros Australia as a fund manager and was
seconded to CMG CH China Funds Management. Mr. Lee had been the chief
financial officer of the Company, and subsequently the chief strategy officer
of the Company from 2000 to 2006. Mr. Lee is the founder of AlexCybot
(Beijing) Technology Company Limited (a5 J&EE (JtR) BHEARRAF),
while holding directorship in Multi Vision (Beijing) Technology Company
Limited (IPZ418 (Ab5R) BHEATFR A 7)) and Beijing Water Compass Digital
GIS Technology Company Limited (1t /K& B E FHIZ (= EBHE AR A ).

YANG Ning

Aged 37, was an executive Director and the president of the Company
up to 30th March 2015. Mr. Yang graduated from Hangzhou Institute of
Electronics and Engineering (fi/M B F T2 26) (now known as Hangzhou
Dianzi University (7 & F&H%EAZ)), the PRC and obtained a bachelor of
engineering degree in 1999. He obtained a Master of Business Administration
from the China-Europe International Business School (FRE{EIER T pEE2F), the
PRC, in 2012. Mr. Yang has over 14 years of operational and management
experience in the field of business-to-business e-commerce industry. He
worked in Alibaba Group from October 1999 to June 2005 and worked
in SGS (Societe Generale de Surveillance) of Switzerland from July 2005 to
October 2006. Mr. Yang joined the Group in 2006.
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Non-Executive Directors

LI Jianguang

Aged 49, is a non-executive Director and a member of the audit committee
of the Company (the “Audit Committee”). Mr. Li was appointed as a non-
executive Director on 1st August 2006.

Mr. Li is a senior partner of IDG Capital Partners. Mr. Li is also a member
of IDG Technology Venture Investments, LLC, which is the general partner
of IDG Technology Venture Investments, LP. Mr. Li is responsible for the
investment management of IDG’s China-related early funds and IDG - Accel
China Growth Fund. Prior to that, Mr. Li worked in Crosby Asset Management
Limited as an investment manager. Mr. Li graduated from Peking University
in 1987 with a bachelor degree in economics and attained a master degree
from Guelph University in Canada in 1994. Mr. Li is also a director of Tarena
International, Inc., a company listed on NASDAQ since April 2014.

GUO Wei

Aged 51, is a non-executive Director and a member of the Remuneration
Committee. Mr. Guo was first appointed as an independent non-executive
Director on 8th March 2002, and was re-designated as a non-executive
Director on 10th June 2011.

Mr. Guo is currently the chairman and executive director of Digital China
Holdings Limited (“Digital China”) (stock code: 861), a company listed on the
Main Board of the Stock Exchange. Mr. Guo obtained a master’s degree from
the Graduate School of the Chinese Academy of Science (formerly known
as Graduate School of the University of Science and Technology of China)
in 1988. He joined the Legend group in 1988 and was once an executive
director and senior vice-president. He is currently a Standing Committee
Member of the 12th National Committee of the Chinese People’s Political
Consultative Conference, a member of the 4th Advisory Committee for State
Informatization, and the Chairman of Beijing Informatization Association and
6th Council of China Non-Governmental Science Technology Entrepreneurs
Association. Mr. Guo is currently an independent director of Shanghai Pudong
Development Bank Co., Ltd (E/&HRER BTN BRAA]) (stock code:
600000), a company listed on the Shanghai Stock Exchange. Mr. Guo is also
the Chairman of Digital China Information Service Company Ltd. (&8¢
5= B RIEI D BRR A F]) (stock code: 000555), a company listed on the
Shenzhen Stock Exchange and a director of Digi Win Software Co., Ltd. (&%
B BBR AR, a company listed on the Chi Next of the Shenzhen Stock
Exchange.

Mr. Guo is interested in approximately 6.63% (including shares and
underlying shares derived from share options) of the entire issued share
capital of Digital China, which is, in turns, indirectly interested in 137,758,107
shares of the Company (the “Shares”) (representing approximately 20.65% of
the issued share capital of the Company) held by Talent Gain Developments
Limited as at the date of this report.
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Independent Non-Executive Directors

ZHANG Ke

Aged 61, is an independent non-executive Director. He is the chairman of
the Audit Committee and the Remuneration Committee, respectively, and
a member of the Nomination Committee. Mr. Zhang was appointed as an
independent non-executive Director on 28th March 2003.

Mr. Zhang is a certified public accountant in the PRC and is currently the
chairman and chief partner of Shine Wing Certified Public Accountants. He
graduated from Renmin University of China in 1982 with a bachelor degree in
economics majoring in industry economics. He has many years of experience
in the fields of economics, accounting and finance. Mr. Zhang is currently
a vice-president of the Chinese Institute of Certified Public Accountants, a
member of the Certified Public Accountants Examination Committee of the
Ministry of Finance, a member of Internal Control Standard Committee of
the Ministry of Finance and a vice-president of Beijing Association of Forensic
Science.

Mr. Zhang is also an independent non-executive director of SEEC Media
Group Limited (stock code: 205), a company listed on the Main Board of the
Stock Exchange, an independent director of E-Commerce China Dangdang
Inc., a company listed on the New York Stock Exchange, an independent
director of Guiyang Long master Information & Technology Co., Ltd (EF%EA
5= BRI BBR /A F]) (Stock code: 300288), a company listed on the
Shenzhen Stock Exchange.
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XIANG Bing

Aged 52, is an independent non-executive Director. He is also a member of
each of the Audit Committee and the Remuneration Committee. Dr. Xiang
was appointed as an independent non-executive Director on 8th March 2002.

Dr. Xiang graduated from the University of Alberta with a doctorate degree
in accounting. He is currently the founding Dean and professor of Cheung
Kong Graduate School of Business and a professor of the Guanghua School
of Management of Beijing University. Prior to these, Dr. Xiang taught in the
Hong Kong University of Science and Technology.

Dr. Xiang is currently an independent non-executive director of China
Dongxiang (Group) Co., Ltd. (stock code: 3818), Dan Form Holdings
Company Limited (Stock Code: 271), Enerchina Holdings Limited (stock code:
622), Sinolink Worldwide Holdings Limited (stock code: 1168), Long for
Properties Co. Ltd. (stock code: 960), and Peak Sport Products Co., Limited
(stock code: 1968), all of which are companies listed on the Main Board of
the Stock Exchange. Dr. Xiang is also an independent director of E-House
(China) Holdings Limited, a company listed on New York Stock Exchange; an
independent non-executive director of Perfect World Co., Ltd, a NASDAQ-
listed company; an independent director of Yunnan Baiyao Group Co., Ltd.
(EmAZEBERKH AR AT]) and Shaanxi Qinchuan Machinery Development
Co., Ltd. (BkFaZ )| EAMDER A E), all of which are listed on the
Shenzhen Stock Exchange.

ZHANG Tim Tianwei

Aged 51, is an independent non-executive Director. He is also a member
of each of the Nomination Committee and the Remuneration Committee.
Mr. Zhang was appointed as an independent non-executive Director on 1st
November 2011.

Mr. Zhang graduated from Tsinghua University (&% K£2) at the Faculty of
Precision Instruments & Mechanology in July 1986. He obtained a Master
of Economics from the Chinese Academy of Social Sciences (FREI#t &Rl £
Fx) and a Master of Business Administration (MBA) from The University of
Chicago. Mr. Zhang has over 20 years of experience in financial and business
management. He was the founder and managing director of Taconic Capital
Ltd. from September 2003 to September 2005. He acted as the vice-chairman
and general manager of Unicredit China Capital Limited from September
2005 to June 2007. He served as the managing director of J.P. Morgan
Securities (Asia Pacific) from July 2007 to October 2011 and acted as the
chairman of J.P. Morgan (China) Venture Capital Investment Co. Ltd. since
its foundation in 2010 to October 2011. He served as the managing director
of Taconic Capital Group from November 2011 to March 2012, and as the
chief operating officer of China Merchants Capital Management Limited from
April 2012 to December 2014. He is the managing director of Taconic Capital
Group since January 2015. Mr. Zhang has been a non-executive director
to China ITS (Holdings) Co., Ltd (stock code: 1900) since May 2014, whose
shares are listed on the Main Board of the Stock Exchange.
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SENIOR MANAGEMENT

As at 31st December 2014, the senior management of the Company
comprised the following members:

GENG Yi

Aged 41, is a vice-president of the Group, Ms. Geng joined the Group
in August 1995 as an editor and was appointed as the sales director of
the Group in January 2006. Ms. Geng graduated from the University of
International Business and Economics and gained a MBA degree. Ms. Geng Vi
is the spouse of Mr. Guo Jiang, an executive Director.

GUO Gang

Aged 35, is a vice-president and the chief technology officer of the Group. Mr.
Guo joined the Group in December 2004 and has assumed various positions
including manager of Mai-Mai-Tong development department, research and
development director of Mai-Mai-Tong development department and research
and development director of core product research and development center.
Mr. Guo has accumulated over 11 years of experience in respect of software
research and development and team management in the areas of B2B and
telecommunication. Before joining the Group, he worked for "4t SR KR i@
BHEBR AR and "L REIFAXREHEBRAE]", responsible for software
research and development and team management. Mr. Guo graduated
from the Inner Mongolia University in 2002, and obtained master degree in
engineering from the Beijing University of Posts and Telecommunications in
2011. From July 2013, he has started the postgraduate diploma programme in
Information Strategy and Business Transformation organized by the University
of Hong Kong.

LI Tao

Aged 36, is a vice-president and the chief marketing officer of the Group.
Mr. Li joined the Group in October 1998 and has assumed various positions
including IT operation director and information director, responsible for the
Informatization of hc360.com, building of call center platform, network
operation and optimization of basic information system. He was appointed
as the chief marketing officer of the Group in December 2012. Accumulated
over 10 years of experience in Internet technology and operation, he is
also the committee member of iTech Club, a renowned club for Internet
technology elites. Mr. Li graduated from the Renmin University of China
with a bachelor degree in management. He has started a master degree
programme of EMBA in the Business School of the Chinese University of Hong
Kong from October 2013.
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Management's Discussion and Analysis
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LIQUIDITY AND FINANCIAL RESOURCES

As at 31st December 2014, the Group's cash and bank balances increased by
approximately RMB296,900,000 from approximately RMB1,025,089,000 as at
31st December 2013 to approximately RMB1,321,989,000.

The Group had total borrowings (including issued convertible bonds) and
finance lease obligation amounted to approximately RMB695,774,000 as at
31st December 2014 (2013: RMB115,753,000). As at 31st December 2014
and 2013, the Group was in a net cash position, whereas the Group’s gearing
ratio is calculated as net debt divided by total capital. The capital and reserves
attributable to the Company’s equity holders increased by approximately
RMB263,002,000 as compared to last year.

The Group’s net current assets amounted to approximately RMB936,319,000
as at 31st December 2014 (2013: RMB585,484,000). Its current ratio, which
is calculated by dividing current assets by current liabilities, was approximately
2.59 times as at 31st December 2014 as compared to approximately 1.94
times as at 31st December 2013. The Group's trade receivables turnover has
increased from approximately 6.66 days in 2013 to approximately 8.14 days
in 2014.

BUSINESS AND FINANCIAL REVIEW

A Business Review and a Financial Review of the Group are set out on page 7
to 14 of this report.

TRANSFER OF LISTING OF THE SHARES FROM GEM
TO THE MAIN BOARD

On 15th April 2014, an application was made by the Company to the Stock
Exchange for the transfer of listing of all the Shares in issue from GEM to
the Main Board of the Stock Exchange. The approval-in-principle and the
listing approval have been granted by the Stock Exchange on 25th September
2014 and on 9th October 2014 respectively for the Shares to be listed on the
Main Board and de-listed from GEM, according to Rule 9A.09(6) of the Rules
Governing the Listing of Securities on the Stock Exchange (the “Main Board
Listing Rules”). All pre-conditions for the transfer of listing of the Shares from
GEM to the Main Board have been fulfilled in relation to the Company.

The last day of dealings in the Shares on GEM (Stock code: 08292) was 9th
October 2014. Dealing in the Shares on the Main Board (Stock code: 02280)
commenced at 9:00 a.m. on 10th October 2014.

RBESRMBEER
RZTE—NE+=-A=+—8 AEERERIR
THESBE - ZE-—=ZF+-A=Z=+—"BHARE
1,025,089,000 T3 N 4Y A ER# 296,900,000 £ XY A
FR¥#1,321,989,0007T °

R-Z—NF+-A=+—0 AEEEREER
FEETABRES) RBREHEEENAARE
695,774,0007c (= ZF — =4 : AR# 115,753,000
L) e RZE—NMER-_F—=F+=-A=+—H"
AEEERESFEMRN - MAEEZ ARG B E
RFEBRBERTE - AARETEABLER
RfEEREF NG ARKE263,002,0007T ©

RZZ—NMF+ZA=+—H8 AEERHEEF
B A AREE936,319,000L(ZF—=F : AR
585,484,0007T) c R—Z—&E+-_A=+—H -
AEBERBLR(UTRBHEERRDEGAE)NA
2595 MR ZTE—=F+-A=+—HHAE1.94
& - AEEREWRFEERAEH - — =F46.66X
WE T —PUFELS.14K o

SR B % I R
A E B RSB A RS 7R 145 -

BROHBREREEZER LT

MZZ—FMA+EE - AR F A5 PTEES
FBEBBETROMEIFREZM AR LT - B
RPRER R AE S EMARRI(T R EMREIDE
9A.09E)EA RN —FE—MFNA-—THBAR-ZF
—WE+ AN ERBRM R ER LT & B AIERR R
FIRBIERAE N ETHLE - BRAAR R ER LT
B FERIGIHEEER -

BRI BIZEIR (B D (LR - 08292) 2 HRIXEERAHIA
—E-OETANA - BOHER-ZT-WFE+A+H
EFABEREREMORE - 02280)FHEE -

BHA/BRAT - 2014FFR 23



| '7 @/

Management's Discussion and Analysis
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CONTRACTUAL ARRANGEMENTS

The Regulations on the Administration of Foreign-Invested
Telecommunications Enterprises (JMNEIREBETEEEBTE) ("FITE
Regulations”) currently stipulated that foreign investors are not allowed to
hold more than 50% of the equity interests of a company providing value-
added telecommunications services, including internet content provider
services. As the Company is a company incorporated in the Cayman Islands,
all members of the Group controlled by the Company through majority
shareholdings or equity interests are regarded as such foreign invested
enterprise.

In light of such relevant PRC laws and regulations restricting the participation
and operation of internet content services by foreign investors, the Group
has since January 2002 engaged Beijing Huicong Construction Information
Consulting Co., Ltd. Ut REBHEEREEAZRERAAF) (“"Huicong
Construction”) to operate its online platform, and disseminate its business
information on the internet pursuant to certain contractual arrangements.
To further strengthen the Group’s protection under such contractual
arrangements and its management and control over Huicong Construction,
the Group amended certain terms of the then existing agreements and
entered into new Exclusive Option Agreement, Equity Pledge Agreement
and Powers of Attorney with Huicong Construction and/or its registered
shareholders (namely, Mr. Guo Fansheng and Mr. Guo Jiang) on 15th
September 2014. As a result of the Contractual Arrangements, Huicong
Construction is considered to be a subsidiary of the Group and financial
statements of Huicong Construction are included in the Group’ consolidated
financial statements from 15th September 2014.

As at the date of this report, agreements underlying such contractual
arrangements include (i) the Domain Names and Trademarks Licence
Agreement, (i) the Technology Services Agreement, (iii) the Online Information
Distribution Agreement, (iv) the Online Advertisement Publication Agreement,
(v) the Exclusive Option Agreement, (vi) the Equity Pledge Agreement and (vii)
the Powers of Attorney (collectively, the “Contractual Arrangements”).

The Group depends on the Contractual Arrangements with Huicong
Construction (who hold, among other things, the Telecommunications and
information services business operation licence (B 57l 8215 B ARFE ZEIGAC 2 25 ]
#%) ("ICP Licence"”), bearing a term through 12th March 2017) in respect of its
online services. For the year ended 31st December 2014, revenue generated
from online services of the Group is RMB812,935,000 (2013: 693,903,000)
represents approximately 84% (2013: approximately 83%) of the total
revenue of the Group.

Please also refer to the prospectus of the Company dated 8th December
2003, and to the announcement of the Company dated 25th September
2014 in relation to the transfer of listing from GEM to the Main Board of the
Stock Exchange (the “Transfer of Listing Announcement”), for further details
of the Contractual Arrangements.
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Information of Huicong Construction

Huicong Construction is a limited liability company established in the PRC.
As at the date of this report, the registered capital of Huicong Construction
is owned as to 50% by Mr. Guo Fansheng (the chairman of the Board
and an executive Director) and 50% by Mr. Guo Jiang (the chief executive
officer of the Company and an executive Director). Mr. Guo Jiang currently
is the sole director and the legal representative of Huicong Construction,
and he is responsible for the making financial and management decisions
of Huicong Construction, and to oversee their implementation, so as to
ensure that Huicong Construction operates in accordance with the terms of
the Contractual Arrangements. As each of Mr. Guo Fansheng and Mr. Guo
Jiang holds 50% equity interests of Huicong Construction and they are the
controllers of Huicong Construction, Huicong Construction is a connected
person of the Company.

Set out below is the key financial information of Huicong Construction during
the year ended 31st December 2014:
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To the best knowledge, information and belief of the Company and as
confirmed by Mr. Guo Fansheng and Mr. Guo Jiang, save for the operation
and provision of services for the Group as contemplated under the
Contractual Arrangements, Huicong Construction has no material business
operation during the year ended 31st December 2014 and up to the date of
this report.
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Major terms of the agreements underlying the Contractual
Arrangements

Technology Services Agreement

Beijing Huicong International Information Co., Ltd. (“Beijing HC International”)
first entered into a technology services agreement with Huicong Construction
on 2nd January 2002 for a term of three years (and subsequently extended).
The existing term of the Technology Services Agreement (as supplemented
by a supplemental agreement dated 15th September 2014) is three years
commencing from 15th September 2014 to 14th September 2017, and may
be renewed for additional term of three years at the sole discretion of Beijing
HC International (and such renewal shall be subject to the Company having
obtained all necessary approval and consents in accordance with applicable
laws, rules and regulations (including applicable rules governing listing of
shares on the Stock Exchange)).

Pursuant to the Technology Services Agreement, Beijing HC International is
appointed by Huicong Construction as its exclusive agent to provide Huicong
Construction with technology support and services related to internet content
provider business of Huicong Construction, which includes:

(i)  server maintenance services;

(i)  the development, renewal and upgrading of server application software
and its application in the internet content provider business;

(i) the development, renewal and upgrading of application software for
internet user;

(iv) the technology service of e-commerce;
(v)  the training of technical personnel; and

(vi) other reasonable requests from Huicong Construction for technical
services.

Under the Technology Services Agreement, Huicong Construction shall pay
Beijing HC International a fee at the rate of RMB20 per hour for the provision
of the aforesaid services. Beijing HC International shall assign five persons to
provide the aforesaid services and the annual fee shall be RMB211,200. The
annual fee thereafter may be adjusted, but it shall not exceed 10% of the
amount charged in the previous year.
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Domain Names and Trademarks Licence Agreement

Beijing HC International first entered into a domain names and trademarks
licence agreement with Huicong Construction on 2nd January 2002 for
a term of three years (and subsequently extended). The existing term of
the Domain Names and Trademarks Licence Agreement (as supplemented
by a supplemental agreement dated 15th September 2014) is three years
commencing from 15th September 2014 to 14th September 2017 and may
be renewed for additional term of three years at the sole discretion of Beijing
HC International (and such renewal shall be subject to the Company having
obtained all necessary approval and consents in accordance with applicable
laws, rules and regulations (including applicable rules governing listing of
Shares on the Stock Exchange)).

Pursuant to the Domain Names and Trademarks Licence Agreement, Beijing
HC International licences Huicong Construction to use certain domain names
and trademarks (including domain names and trademarks owned by Beijing
HC International and to be obtained by it from time to time) for the sole
purpose of operating the website and dissemination of information for the
benefit of Beijing HC International in the PRC. Any intellectual properties
developed by Huicong Construction during the term (including any renewed
term) of the Domain Names and Trademarks Licence Agreement would
belong to Beijing HC International. Parties further agreed that where any
intellectual properties are required by law to be registered in the name of
Huicong Construction, Huicong Construction shall, where permitted by
applicable laws and regulations, upon request of Beijing HC International
assign such intellectual property rights to Beijing HC International or a party
as designated by Beijing HC International, and shall return any consideration
received for such transfer. Huicong Construction has undertaken that they
shall warrant and guarantee that such intellectual properties are flawless and
it shall bear all damages and losses caused to Beijing HC International by any
flaw of such intellectual properties. Beijing HC International has the right to
recover all of its losses from Huicong Construction for liabilities to any third

party.

Under the Domain Names and Trademarks Licence Agreement, Huicong
Construction shall pay an annual fee of RMB240,000. The annual fee
thereafter may be adjusted, but the adjustment shall not exceed 10% of the
amount charged in the previous year.
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Online Information Distribution Agreement

Beijing HC International first entered into an online information distribution
agreement with Huicong Construction on 2nd January 2002 for a term of
three years (and subsequently extended). The existing term of the Online
Information Distribution Agreement (as supplemented by a supplemental
agreement dated 15th September 2014) is three years commencing from
15th September 2014 to 14th September 2017, and may be renewed for
additional term of three years at the sole discretion of Beijing HC International
(and such renewal shall be subject to the Company having obtained all
necessary approval and consents in accordance with applicable laws, rules and
regulations (including applicable rules governing listing of Shares on the Stock
Exchange)).

Pursuant to the Online Information Distribution Agreement, Beijing HC
International appoints Huicong Construction to exclusively publish the
information collected, edited or produced by Beijing HC International on the
website operated by Huicong Construction.

Under the Online Information Distribution Agreement, Beijing HC International
shall pay an annual fee of RMB240,000. The annual fee thereafter may be
adjusted, but the adjustment shall not exceed 20% of the amount charged in
the previous year.

Online Advertisement Publication Agreement

HC Advertising first entered into an online advertisement publication
agreement with Huicong Construction on 2nd January 2002 for a term of
three years (and subsequently extended). The existing term of the Online
Advertisement Publication Agreement (as supplemented by a supplemental
agreement dated 15th September 2014) is three years commencing from 15th
September 2014 to 14th September 2017, and may be renewed for additional
term of three years at the sole discretion of HC Advertising (and such renewal
shall be subject to the Company having obtained all necessary approval and
consents in accordance with applicable laws, rules and regulations (including
applicable rules governing listing of Shares on the Stock Exchange)).

Pursuant to the Online Advertisement Publication Agreement, HC Advertising
appoints Huicong Construction to publish exclusively advertisement designed,
produced by or entrusted to HC Advertising on the website operated by
Huicong Construction.

Under the Online Advertisement Publication Agreement, HC Advertising
shall pay an annual fee of RMB100,000. The annual fee thereafter may be
adjusted, but the adjustment shall not exceed 20% of the amount charged in
the previous year.
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Exclusive Option Agreement

Beijing HC International entered into the Exclusive Option Agreement
with Huicong Construction, Mr. Guo Fansheng and Mr. Guo Jiang on
15th September 2014, pursuant to which Mr. Guo Fansheng and Mr. Guo
Jiang jointly and severally granted to Beijing HC International (and Huicong
Construction having consented to such grant) an irrevocable exclusive
option for Beijing HC International (or such third party as it may designate)
to purchase, to the extent permitted by PRC laws, all or part of their equity
interests in Huicong Construction, at the consideration of RMB1,400,000
or a minimum purchase price permitted under PRC laws and regulations at
the time of exercise of such option. Such exclusive option is for an indefinite
term commencing on 15th September 2014 until (i) it is terminated by Beijing
HC International in writing, or (ii) upon transfer of the entire equity interests
held by Mr. Guo Fansheng and Mr. Guo Jiang in Huicong Construction. Such
exclusive option may not be revoked or varied during the term of the Exclusive
Option Agreement.

Pursuant to the Exclusive Option Agreement, each of Mr. Guo Fansheng
and Mr. Guo Jiang has undertaken to Beijing HC International, among other
things, that (i) they shall not create any pledge, indebtedness or third party
encumbrances, and shall not transfer, give by way of gift, pledge or otherwise
dispose of its equity in Huicong Construction to any party other than Beijing
HC International (or such third party as it may designated by it). Further,
Huicong Construction has undertaken to Beijing HC International, among
other things, that:

(i) it will operate its business in accordance with laws, regulations,
requirements and other management requirements or directions by
relevant governmental department;

(i) it shall ensure the continual existence of Huicong Construction in
accordance with good financial and business standards and practices,
and shall prudently and effectively operate its business and transactions,
and shall use its best endeavours to ensure Huicong Construction
obtaining all licences, permits and approval requires for its operation,
and to ensure that they shall not be cancelled, revoked or declared
invalid;

(i)  Huicong Construction shall provide all its information in respect of its
operation and finance at Beijing HC International’s request;
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(iv) Huicong Construction shall not conduct any of the following matters
unless with prior written approval from Beijing HC International: (a) sell,
transfer, pledge or otherwise dispose of any assets, business, or income,
or allow encumbrance be created thereon (save as in its ordinary course
of business or with prior written approval from Beijing HC International);
(b) enter into any transactions which will materially and adversely
affect its assets, obligations, operation, equity interest and other legal
rights (save as in its ordinary course of business or with prior written
approval from Beijing HC International); (c) declare dividend, bonus to
its shareholders; (d) incur, take up, guarantee or allow any indebtedness
other than those in the ordinary course of business and with the prior
written consent of Beijing HC International;

(v) resolve any shareholders’ resolution on increasing or decreasing its
registered capital, or alerting its registered capital structure;

(vi) alterits articles of association, or change its scope of business; and
(vii) change or remove any of its director or senior management.

Each of Mr. Guo Fansheng and Mr. Guo Jiang, as registered shareholders
of Huicong Construction, has executed a blank equity transfer agreement
with respect of his equity interests in Huicong Construction to the custody of
Beijing HC International, which may be effected by Beijing HC International
(or such third party as it may designate) in the event he fails to discharge his
obligations.

Huicong Construction, Mr. Guo Fansheng and Mr. Guo Jiang further executed
an undertaking dated 15th September 2014 (the “Undertaking”), pursuant
to which, among other things, they undertake to unconditionally return to
the Group any consideration they receive in the event Beijing HC International
acquires the equity interests in Huicong Construction, and to unconditionally
transfer the domain name “hc360.com” and related registered trademark(s)
to Beijing HC International (or such third party as it may designated by it)
in the event that the agreements underlying the Contractual Arrangements
lapse, expire or be terminated.
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Power of Attorney
On 15th September 2014, each of Mr. Guo Fansheng and Mr. Guo Jiang has

o
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HERY—OEEE - RIESNEREE  BALEEE

executed a Power of Attorney. Pursuant to each of the Powers of Attorney,
each of Mr. Guo Fansheng and Mr. Guo Jiang unconditionally and irrevocably
authorizes any individual designated by Beijing HC International (which shall
be a director of the Company (other than Mr. Guo Fansheng, Mr. Guo Jiang
or their close associates), and shall be a resident of PRC) to represent him
in exercising all his rights as shareholders of Huicong Construction under
applicable PRC laws, including without limitation, to transfer all his equity
interests, to determine the consideration for such transfer, to complete all
relevant procedures regarding such transfer, to attend general meetings and
exercise voting rights, to execute all such relevant documents, agreements
and resolutions, etc.. Such Powers of Attorney shall remain in full force and
effect from 15th September 2014 until Mr. Guo Fansheng or Mr. Guo Jiang (as
the case may be) ceases to be a shareholder of Huicong Construction.

Equity Pledge Agreement

Beijing HC International, Mr. Guo Fansheng and Mr. Guo Jiang entered into
the Equity Pledge Agreement on 15th September 2014, pursuant to which
each of Mr. Guo Fansheng and Mr. Guo Jiang pledged all their respective
equity interests in Huicong Construction to Beijing HC International to
secure performance of all their obligations and the obligations of Huicong
Construction under the Domain Names and Trademarks Licence Agreement,
the Technology Services Agreement, the Online Information Distribution
Agreement, the Online Advertisement Publication Agreement, the Exclusive
Option Agreement and the Powers of Attorney.

Beijing HC International will be entitled to exercise the rights of pledge in the
event Huicong Construction fails to pay the service fee under the Technology
Services Agreement and the Domain Names and Trademarks Licence
Agreement or fail to perform any other term of the above agreements, the
Online Information Distribution Agreement and the Online Advertisement
Agreement, or any of Huicong Construction, Mr. Guo Fansheng or Mr.
Guo Jiang fails to perform any term of the Exclusive Option Agreement and
the Powers of Attorney (as the case may be), upon reasonable notice. If
Huicong Construction declares any dividend, bonus or adopt any proposal for
distribution of profits during the term of the Equity Pledge Agreement, such
dividends, bonus or economic benefits of all such proposal for distribution
shall be delivered to Beijing HC International.
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The Equity Pledge Agreement is for an indefinite term commencing from 15th
September 2014 until (i) all the agreements (other than the Equity Pledge
Agreement) underlying the Contractual Arrangements have been terminated
by Beijing HC International and/or HC Advertising (as the case may be) or (ii)
all the obligations under the Equity Pledge Agreement have been fulfilled. The
Equity Pledge Agreement has been filed at relevant Industry and Commerce
Bureau on 16th September 2014.

Risks associated with the Contractual Arrangements

The government may determine that the agreements underlying the
Contractual Arrangements do not comply with applicable regulations, or these
regulations or their interpretation may change in the future

The Company is incorporated in the Cayman Islands and members of the
Group established in the PRC are considered as foreign-invested enterprise.
Currently, laws and regulations of the PRC restrict participation and operation
of internet content services by foreign investors. The Group depends on
the Contractual Arrangements with Huicong Construction in respect of
its online services. Upon interview conducted by the PRC Legal Advisers
with relevant responsible officer of the Telecommunication Department of
Beijing Communications Administration bt REEEIEFBEEIER),
the PRC Legal Advisers were informed that currently, there is no prohibition
of adoption of contractual arrangements or variable interest entity in
the business of services, and there has been no law, rules, regulations or
normative documents in the PRC which stipulates that such arrangements
constitute “concealing illegal intentions with a lawful form” under PRC laws.
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Save for matters as further discussed in the paragraph headed “Certain
terms of the Contractual Arrangements may not be enforceable under PRC
laws" below, our PRC legal advisers are of the opinion that the agreements
underlying the Contractual Arrangements are, collectively and individually,
legal and valid and do not violate PRC laws, rule and regulations. Although
the Group has not received any interference regarding the legality of the
Contractual Arrangements, there is no assurance that the PRC government
or judicial authorities would agree that the Contractual Arrangements comply
with PRC licensing, registration, other regulatory requirements or policies that
may be adopted in the future. If the PRC government or judicial authorities
determines that the Group or the Contractual Arrangements do not comply
with applicable PRC laws and regulations, it could have discretion in dealing
with such incompliance, including:

(i) discontinuing or placing restriction on the business operation of Beijing
HC International, HC Advertising and/or Huicong Construction in the
PRC;

(i) requiring reorganisation or restructuring of ownership or business of
Beijing HC International and/or HC Advertising;

(iii) levying fines and/or confiscating the proceeds generated from the
operations under the Contractual Arrangements;

(iv) taking other regulatory or enforcement actions that could have a
material adverse effect over the Group's financial condition or business.

The imposition of any of the above mentioned consequences could result
in a material and adverse effect on the Group’s ability to conduct its online
business. In particular, in the event the imposition of any of these consequence
prevent Huicong Construction from providing internet content provider
services to the Group and the Group is unable to locate any substitute timely,
the operation of the Group’s platform could be severely disrupted and the
Group may breach its existing contracts for online businesses (including
among others, subscription for Mai-Mai-Tong and Biao-Wang search). Where
the Group loses the right to direct the activities of Huicong Construction as
a result of these consequences, the Group would also be no longer able to
consolidate the financial results of Huicong Construction.
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The Contractual Arrangements may not provide control as effective as direct
ownership

The Group depends on the Contractual Arrangements with Huicong
Construction, who hold key licences required, in respect of its online services.
Huicong Construction is owned as to 50% by Mr. Guo Fansheng and as to
50% by Mr. Guo Jiang. The Company and its subsidiaries do not own or hold
any equity interests in Huicong Construction.

The Contractual Arrangements may not be as effective in providing control
over website operations in PRC as direct ownership in these businesses.
For example, Huicong Construction and its shareholders could breach or
fail to perform their obligations under the Contractual Arrangements. If
Huicong Construction fails to perform its obligations under the Contractual
Arrangements, the Group will have to resort to legal remedies under the PRC
law, which could result in substantial litigation costs and diverse the Group’s
management’s time and efforts away from their running the regular business
of the Group. There is uncertainty as to the outcome and duration of legal
proceedings and its enforceable. In addition, the Group cannot be sure that
contractual remedies would be effective or sufficient to enforce its interests.
In the event Huicong Construction refuses or fails to provide the internet
content services to the Group and the Group is unable to locate any substitute
timely, the operation of the Group'’s platform could be severely disrupted and
the Group may breach its existing contracts for online businesses.

The Group currently operates its online platform principally through the
website of “hc360.com”. Currently, Huicong Construction is the registrant
of the domain name “hc360.com” in light of relevant requirements in the
PRC on internet content provider business. Huicong Construction, Mr. Guo
Fansheng and Mr. Guo Jiang have undertaken pursuant to the agreements
underlying the Contractual Arrangements and the Undertaking that Huicong
Construction will, so far as it is permitted under the PRC laws, transfer the
domain name and trademark(s) to the Group (or the Group’s nominee) in the
event the Contractual Arrangements lapse, expire or be terminated. If the
Group is unable to acquire the domain name from Huicong Construction, or
if Huicong Construction declares bankruptcy or if the domain name, as part
of Huicong Construction’s assets, become subject to liens or rights of third
party, the Group may be unable to continue its existing business using “hc360.
com” and may be required to establish a new domain name, and to establish
new trademark, which may disrupt the Group’s operation, confuse users and
damage the Group's reputation, and may materially and adversely affect the
Group's results of operation.

34 HC International, Inc. - Annual Report 2014

BRIZHHIR T2 2RI - KRB R 5 BH

AEERER ERBEBEISEMTIEFIZEZE
PRI 2 A RHE - BIEZRABALERER
I EREDRIHEBS0% S - AR REKNE QA
W IR S5 B BIRR R 2 (F A -

R R RSS2 ETE - SO T MBS
BREEBRAEW - fln - BIRELREBREEE
REAREBBTERGARE T ZEE - HEEER
BEERITERAORPTZELE  AEEKARETR
ERFEERZEROTE - M SR A e
EAFDBRARDBAEEERBREREERTEE
BzBEBRANDN - EEREZ T EREF 24
KRR - IARBETRSRBIBATT © WS - AEETEE
FEE A OB AR B B R MR TE AR - (HETR
RRIBBIARRE A EBRHEEHHEATRE - MR
KSEEERBREGEAERTE  AREZFa2E
BT IREER  MASEAEERER EEB L
REAH -

RSB 2B BANTA hc360.com | & B HAR L F
B ERPEHEBENTHERER 2 RRRE
SIERVF R/EAhc360.com | ZFEMA  RES
R LHEAERA T NdGh - BIRER - SRS AE RS
TRERAG  EPBDERAFZBERT  HEO%R
BERR - EWSRARLL - SRR ERARE LA
BYARESAAREEZREBA » WAKERERASHE
ERWEEEAS - iR IR R E M i E S ik (F
RERERZEEBO)KNAZIBEERE=T
RERZ PR - ANEEATBERBEEE A hc360.com JHEAE
HIRBEG L2 — (EF85 LR - s
AReTEASE 28  RBAFPMEEAEE 2 E
B WA ARE 2 REEEERERTNTE -



Management's Discussion and Analysis

BIEERN RO

The registered shareholders of Huicong Construction may have potential
conflicts of interest with the Group

As at the date of this report, equity interests of Huicong Construction is
owned as to 50% by Mr. Guo Fansheng and 50% by Mr. Guo Jiang. Mr.
Guo Fansheng is the sole director and the legal representative of Huicong
Construction. The Directors are of the view that Mr. Guo Fansheng and Mr.
Guo Jiang are controllers of Huicong Construction. Each of Mr. Guo Fansheng
and Mr. Guo Jiang has pursuant to the Undertaking undertakes to the
Company that each of them will procure Huicong Construction in fulfilling its
obligations under the agreements underlying the Contractual Arrangements.
Each of Mr. Guo Fansheng and Mr. Guo Jiang, as a Director, also owes
fiduciary duties to the Company and the Shareholders as a whole pursuant to
relevant law of the Cayman Islands.

There is no assurance that when conflicts of interests arise, shareholders of
Huicong Construction will act in the best interests of the Group, or that any
conflicts of interests will be resolved in favour of the Group.

To further strengthen the protections to the Group over potential conflicts of
interest between the registered shareholders of Huicong Construction, and
the Group, on 15th September 2014, Beijing HC International entered into,
among others, the Exclusive Option Agreement, the Equity Pledge Agreement
and the Powers of Attorney with Huicong Construction. Pursuant to the
Exclusive Option Agreement, Beijing HC International was granted the option
to purchase from the registered shareholders their equity interest in Huicong
Construction when and to the extent permitted by law. Pursuant to the Equity
Pledge Agreement, Beijing HC International is entitled to dispose of the equity
interests of Huicong Construction pledged, in the event of stipulated events
regarding failure of performance by, among others, registered shareholders
of Huicong Construction. Further, each of the Mr. Guo Fansheng and Mr.
Guo Jiang has executed the Power of Attorney which authorizes individual
designated by Beijing HC International to exercise all of their rights and
powers as shareholders of Huicong Construction.
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Since the entering into of the agreements underlying the Contractual
Arrangements and up to the date of this report, neither Huicong Construction
nor its registered shareholders commits any breach of the agreements
underlying the Contractual Arrangements or undertakings. However, if
shareholder(s) of Huicong Construction cause Huicong Construction to
breach the Contractual Arrangements, or in the event Mr. Guo Fansheng
and/or Mr. Guo Jiang breach the aforesaid undertakings, the Group will
have to resort to legal remedies under the PRC law, which could result in
substantial litigation costs and diverse the Group’s management’s time and
efforts away from their running the regular business of the Group. There
is uncertainty as to the outcome and duration of legal proceedings and its
enforceability, and the Group cannot be sure that contractual remedies
would be effective or sufficient to enforce its interests. Acquisition by the
Group (or by designees of the Group) of equity interests under the Exclusive
Option Agreement and/or the Equity Pledge Agreement may further be
subject to substantial transaction costs) and taxation. In the event that the
Contractual Arrangements are breached and the Group is unable to locate
any substitute to provide internet content services timely, the operation of the
Group's platform could be severely disrupted and the Group may breach its
existing contracts for online businesses, and the Group's operation, result of
operations and financial conditions may be materially and adversely affected.
Also, if the Group is unable to acquire the domain name in such events, or if
Huicong Construction declares bankruptcy or if the domain name, as part of
Huicong Construction’s assets, become subject to liens or rights of third party,
the Group may be unable to continue its existing business using the domain
name of “hc360.com” and may be required to establish a new domain
name, which may disrupt the Group's operation, confuse users and damage
the Group’s reputation, and may materially and adversely affect the Group'’s
results of operation.

The Contractual Arrangements may subject the Group to increase taxation
due to different income tax rates applicable to Beijing HC International and
Huicong Construction

Pursuant to the Online Information Distribution Agreement, Huicong
Construction provides internet content provider services for an annual fee of
RMB240,000.

During the year ended 31st December 2014, Beijing HC International is

subject to a preferential tax rate of 15%, and Huicong Construction is subject
to a tax rate of 25%.
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In light of the different income tax rates applicable, the determination of such
annual fee and other payment by the Group to Huicong Construction may
be challenged by relevant PRC tax authorities as unfair, and may adjust the
taxable income or tax amount payable by the Group, requesting outstanding
tax amount be paid or imposing administrative penalty, thereby having
adverse tax consequence and affect the Group's business, financial conditions
and results of operations of the Group materially and adversely.

Since the entering into of the Contractual Arrangements and up to the date
of this report, the Group has not received any interference from relevant PRC
tax authorities as to the different income tax rates applicable.

Huicong Construction may not provide internet content services to the Group
if the Contractual Arrangements are not renewed or extended on equivalent
or similar terms, or if Huicong Construction ceases its operation or corporate
entity in the event of dissolution or liquidation, etc.

The Group depends on the Contractual Arrangements with Huicong
Construction, which holds key licences required, to operate the Group's
online platform. Certain of the agreements underlying the Contractual
Arrangements (other than the Exclusive Option Agreement, the Equity Pledge
Agreement and the Powers of Attorney, which have an indefinite terms
unless terminated) currently has a term of three years, and will expire by 14th
September 2017, subject to renewal by Beijing HC International and/or HC
Advertising at its respective discretion in accordance with the respective terms
of the agreements. The Company expects that the Group will renew the
agreements on equivalent or similar terms prior to their expiries.

If the Contractual Arrangements are not renewed or extended on equivalent
or similar terms, or if Huicong Construction ceases its operation or corporate
entity in the event of dissolution or liquidation, the Group would have to
engage another PRC entity holding relevant licences required to provide
internet content services to the Group.
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To strengthen the Group’s protection, Beijing HC International entered into
the Exclusive Option Agreement dated 15th September 2014, pursuant to
which Beijing HC International (or such third party as it may designated)
may purchase the equity interests of Mr. Guo Fansheng or Mr. Guo Jiang
in Huicong Construction, among others, in the event that Contractual
Arrangements are not renewed. The said option is for an indefinite period
unless terminated by Beijing HC International or upon Beijing HC International
acquiring all equity interests in Huicong Construction. Further, each of the
registered shareholders of Huicong Construction (namely, Mr. Guo Fansheng
and Mr. Guo Jiang) has executed the Power of Attorney which authorize
individual designated by Beijing HC International to exercise all of their rights
and powers as shareholders of Huicong Construction. In addition, as each
of Mr. Guo Fansheng and Mr. Guo Jiang, being all registered shareholders
of Huicong Construction, is a Director, each of them further owes a duty of
care to the Company and the Shareholders as a whole under applicable laws.
The Directors are of the view that Huicong Construction and/or its registered
shareholders are not entitled to terminate the agreements underlying the
Contractual Arrangements save for material breach by Beijing HC International
and/or HC Advertising (as the case maybe). In such cases of termination,
that the Group will be entitled to exercise its rights under the Equity Pledge
Agreement to uphold its rights or have to resort to legal remedies under the
PRC law.

There is no assurance that the Group can identify new entity which provides
internet content services required for the Group’s operation timely, or on
equivalent or similar terms. In the event that existing PRC entity cannot be
located, the Group may be required to engage other parties to set up new
entity. Pursuant to the existing laws and regulations, approval procedures
for key licences to operate internet content services usually takes three to six
months, with such requirements including among others, the Qualification
Requirement (as further discussed below) and a minimum requirement of
registered capital of not less than RMB1,000,000, while there is no assurance
that such approval will be granted, or will be granted on a timely manner.

In the event that the Contractual Arrangements are discontinued and the
Group is unable to locate any substitute to provide internet content services
timely, the operation of the Group'’s platform could be severely disrupted and
the Group may breach its existing contracts for online businesses, which could
materially and adversely affect the Group’s business operation and financial
results.
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