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COMPANY PROFILE

Beijing Digital Telecom Co., Ltd. (the “Company” or “Beijing Digital”’) was founded in 2001 and has been listed
in Hong Kong (stock code: 06188.HK) since 2014.

As at 31 December 2019, the Company had over 100 subsidiaries (collectively referred to as the “Group” or
“we”’) and had opened approximately 1,500 independently operated outlets and franchised outlets in 22 provinces
and 4 municipalities over China. Since its establishment, the Group has been focusing on the sales of mobile
telecommunication devices and the provision of related services. With its extensive offline sales channels and
online sales platform, the Group provides comprehensive services to consumers, ranging from the sales of mobile
phone hardware and accessories, provision of value-added services for software, and provision of personalized
services for mobile phones and aftersales services. To better adapt to the development environment of the retail
industry under the new market situation at home and abroad, the Group has steadily launched new retail business,
diversified merchandise sales business and overseas business through multi-channel operation system and
multi-dimensional service model in recent years, so as to consolidate market competitiveness and brand influence.

Leveraging on its core competitive edge gained from its services and innovation, the Group persists in creating
excellent experience and true value for the customers through its quality products, convenient shopping
environment and attentive one-stop services.
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COMPAN

Y PROFILE (Continued)

The corporate structure of our Group as at 31 December 2019 is set out as follows:

0.99% 6.58% 45.90% 12.72% 22.12% 4.74% 4.74% 2.20%| |66.27%

|

1.23% 84.72% 5.06% 5.06% 3.93%

-- -- 9.42%

16.53%

31.71%

7.77%

15.20%

1

1.12% 49.35%

Notes:

(1) As of the latest practicable date, 96 PRC subsidiaries and 3 foreign subsidiaries are wholly-owned by our Company while 34 other PRC

subsidiaries and 2 foreign subsidiaries are not wholly-owned by our Company. The shareholdings of these 34 non-wholly-owned PRC

subsidiaries are set out below:

)

(it)

(iii)

(iv)

60% of the equity interests of Henan Digital Trading Company Limited (/% # {548 Pi &4 R2 7)) is held by us and the
remaining 40% is held by Mr. Tang Cheng (J#/%), who is an independent third party. The wholly-owned subsidiaries of Henan
Digital Trading Company Limited are: Gansu Digital Trading Company Limited (H #f#15#5 % & G R 2\ 7). Jiangxi Chuangfa
Trading Company Limited (VT P4 %R & 7 BRET(T 2\ ]), Henan Time Space Electronic Technology Company Limited (/' F
FFIH] %5 5] 7 T 1% H BRZE 7l), Henan Difeng Culture Communication Company Limited (77 F#8£5 3L 545 G IRZ 7)) and
Henan Digital Business Management Company Limited (7% F 8 {7 4 Pl S B PEAT R 2 7).

75% of equity interests of Shanghai Dixin Electronic Communication Technology Co., Ltd. (I /& # {5 & F # {7 1% i 47 R
2\ A]), Shanghai Chuanda Communication Technology Co., Ltd. (I /5 JI| % # {7 # i 47 R 2 7] ) and Shanghai Dixin South
Communication Technology Co., Ltd. (/5215 #7715 7 T BRZN ) are held by us and the remaining 25% is held by Zhou
Qing (J1i&), Li Kai (3£8l), Zhou Yujing (1 i##), Yang Zhivong (#F:&8E), Chen Xiujun (B 12), Jiao Liping (£3/-F) and Li
Yonggang (FF ). As at the date of this annual report, Zhou Qing and Li Kai respectively hold 9.71% and 1.94% equity interests
in Chengmai Dixin Changqing Investment Centre (Limited Partnership) (76815 R i 1R E L (HREH)). Among them, the
wholly-owned subsidiary of Shanghai Dixin Electronic Communication Technology Co., Ltd. is Jiangsu Difeng Communication
Technology Co., Ltd. (JL#f#I 255 (515 i G R 2 7]), and the wholly-owned subsidiary of Shanghai Dixin South Communication
Technology Co., Ltd. is Fujian Dixin Electronic Communication Technology Co., Ltd. (ff @415 & FH 5 H T A FRZE Al).

55% of the equity interests of Beijing Yihaotong Orient Information Technology Company Limited (L5 (5 HE F 77 15 B 15 iliA
FRZN7]) is held by us and the remaining 45% is held by Ms. Chen Jinling (B¢:£#2), who is an independent third party.

70% of the equity interests of Yunnan Jiyue Telecommunications Technology Company Limited (ZRIAEREW 15 i G R4 )

is held by us and the remaining 30% is held by Mr. Luo Jianjun (#EH5), who holds 3.33% of the equity interests of Beijing Rong
Feng Tai Management and Consulting Company Limited (JL 7 [l 35 E FEF5 7077 IR 2N 7)) as of the date of this annual report.
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(vi)

(vii)

(viii)

(ix)

©)

(xi)

(xii)

(xiii)

(xiv)

(xv)

(xvi)

(xvii)

(xviii)

55% of the equity interests of Beijing 19 Where Internet Technology Company Limited (I35 A HELFFIHEG R A]) is held
by us and the remaining 45% is held by Mr. GuiJie (FE1#), who is an independent third party.

80% of the equity interests of Yunnan Difeng Technology Company Limited (ZZF#IIEFIHEH HRZNF]) is held by us and the
remaining 20% is held by Sun Wenjia (7 X 1) and Tian Huajun (HH#EH) respectively, both of whom are independent third
parties and 10% is held by each of them.

86% of the equity interests of Shenyang Dichuang Enterprise Management Company Limited (17 %1 B3 EPELG FRZ 7)) is
held by us and the remaining 14% is jointly held by Mr. Li Jiashun (33 H), Ms. Peng Wengiong (¥ X #8) and the shareholders
of Chengmai Dixin Changqing Investment Centre (76715 IR & Z L), namely Mr. Sun Gang () (0.57%) and Mr. Yao
Guangyuan (BE/#T) (0.11%), all of whom are independent third parties.

75% of the equity interests of Chongqing DIGITONE Intelligent Technology Company Limited (T A5 45 BEFE TG FRZEA) is
held by us and the remaining 25% is held by Chongqing Youtong Equity Investment Fund Partnership (Limited Partnership) (¥
T [ IR TR B2 BB A (R A ) ) Its wholly-owned subsidiaries are Hong Kong Digitone Technology Co., Limited (77
T AT A BR 2 Fi]) and Chongging Digitone Meizhihui Equipment Research Institute Co., Ltd. (T4 {5 #0 T 47 ZE 4 (i F
TEBEARA ).

80% of the equity interests of Beijing Dixin Alliance Technology Co., Ltd. (JLF 15 ZRFIHEH RN ) is held by us and
the remaining 20% is held by Mr. Jin Xin (:£2%). It owns 60% of the equity interests of its subsidiary Beijing Alliance Oriental
Technology Co., Ltd. (L5 ZFH 77 FHEH 2N A)).

51% of the equity interests of Beijing Digital Technology and Trading Co., Ltd. (L5 #1{5#FLE H IR F]) is held by us and the
remaining 49% is held by Beijing Huidi Chuangxin Technology Co., Ltd. (It 5B # A5 FHE G RN ).

51% of the equity interests of Beijing Dirong Consulting Service Company Limited (L #1570 FRZE 7)) is held by us
and the remaining 49% is held by Beijing Ruilei Consulting Service Company Limited (L 5 81 & a5 IR R4S ).

51% of the equity interests of Guangan Zhuopin Era Technology Co., Ltd (&% # qi BF(CEIHE G BRA  ]) is held by us and the
remaining 49% is held as to 29.4% by Wang Liang (+-5%) and 19.6% by Wei Wenfei (#7 X 3£) respectively. It owns 51% of the
equity interests of its subsidiary Yunnan Yingmi Technology Company Limited (ZRHKFIFEH RENE LN i), which owns 70%
interests in the subsidiary Shenzhen Mizuan Network Technology Co., Ltd. (FIKREEAEE FL% 7 FRZ 7))

75% of the equity interests of Shanghai Yushen Technology Company Limited (|- /-5 i F115 G RE (T2 7]) is held by us and
the remaining 25% is held as to 10% by Beijing Abujia Management Consulting Company Limited (It 5 BT Af & FEGE 75 R2%
) and 5% by independent third parties, Li Wenhua (35X %), Wen Yuguang (X F9t) and Du Li (F£#]) respectively. Shanghai
Yushen Technology Company Limited owns 100% interests in the subsidiary Beijing Abu Technology Co., Ltd. (L5 FINEIE A
MR2NF]) and owns 60% interests in the subsidiary Shanghai Abujia Technology Co., Ltd. (L /G FTIMIEIHE A RZEF]), which is
owned as to 15% by Shanghai Dixin Electronic Communication Technology Co., Ltd.

80% of the equity interests of Beijing Wangju Dixin Youpin Internet Technology Trading Co., Ltd. (JbFTATHR #5514
FEHRL F]) is held by us and the remaining 20% is held by an independent third party, Liu Zhigang (£ ).

60% of equity interests of Guangzhou Zhongqi Communication Technology Co., Ltd. (&M ECE G FHEHFRZNA]) is held
by us and the remaining 40% is jointly held by Chen Jianbin (B #MK), Luo Yan (%) and Li Xishu (FPG4j)), all of whom are
independent third parties.

75% of the equity interests of Shenzhen DIGITONE Technology Company Limited (i (5 FHE G RN F]) is held by us
and the remaining 25% is held by an independent third party, Yang Ruhe (Vi ibF).

51% of equity interests of Beijing Penglu Network Technology Co., Ltd. (L5 EFEATIEFIF AR 2N F) is held by us and the
remaining 49% is held by an independent third party, Nan Yufang (F5 1 77).

70% of equity interests of Xi'an Jindili Information Technology Co., Ltd. (FG& 41 7 Eall#& i G HR4NF]) is held by us and the
remaining 30% is held by Xi’an Tali Technology Co., Ltd. (P % I& T FHEH 2L F]).

The shareholdings of the 2 non-wholly owned foreign subsidiaries are set out below:

)

72% of the equity interests of New Idea Investment Pte Limited (W75 EH B2\ F]) is held by us and the remaining 28% is
held as to 20% by ZTE Corporation (M iH - H KRA 7) and 8% by Shanghai Shengshan Pushang Investment Zhongxing
(Limited Partnership) (- 75111 75 i 1% &5 (G IR E 4 ) ) respectively. It owns 60% of the equity interests of its subsidiary
Digitone Mobiles Private Limited.

BEIJING DIGITAL TELECOM CO., LTD.
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As one of the largest physical retail store networks in the PRC mobile telecommunications sector, we maintain our leading position by
conducting our business through 130 subsidiaries in PRC spreading across 22 provinces and 4 municipalities and 5 foreign subsidiaries.
These subsidiaries are mainly to operate individual standalone outlets and liaise with local wholesalers.

As at 31 December 2019, the shareholders of Beijing Zhuoyue Hengyu Technology Development Co., Ltd. (/L 5 & B0 FFHE FE A RN
7)) are Cui Mingbao (#£W1E) (60%) and Zhang Weiping (#FEFF) (40%).

As at 31 December 2019, 8 members from the middle level management of the Group include Luo Jianjun (3.33%), Hu Ping (1.33%), Zhao
Shuang (1.33%), Hou Qinghong (0.93%), Huang Qiuli (0.82%), Li Xuehua (0.64%), Zhang Shuangping (0.64%) and Dong Shaorong
(0.40%).

As at 31 December 2019, the other 10 natural person shareholders of Beijing Rong Feng Tai Management and Consulting Company
Limited (657l 45 B 5706 IRZS A]) (formerly served as the management team of the Group, and currently no longer hold any roles
in the management team of the Group) include Zhang Hui (1.33%), Li Jing (0.82%), Li Dong (0.53%), Jiang Shan (0.82%), Tian Hong
(0.53%), Li Yunping (0.82%), Jiang Xuefu (0.82%), Cao Qin (1.33%), Qi Qin (0.64%) and Pei Qidi (0.13%).

As at 31 December 2019, 25 members from the senior management of the Group include Jin Xin (17.14%), Zhou Qing (9.71%), Zhang
Tianyu (6.86%), Bai Ren (5.83%), Liu Yajun (4.57%), Xu Guliang (2.86%), Li Xuerong (2.00%), Li Kai (1.94%), He Lingli (1.89%), Zhong
Dalin (1.89%), Zhang Ning (1.71%), Chen Lin (1.43%), Li Dongmei (3.71%), Li Wanging (1.37%), Sun Chengdong (1.31%), Ji Li (0.97%),
Sun Gang (0.57%), Qiao Junjie (0.51%), Chen Hong (0.29%), He Junchao (0.29%), Peng Qiyi (0.29%), Yang Jianguo (0.27%), He Zhiwei
(0.17%), Yao Guangyuan (0.11%) and Xiao Chunmei (1.03%). Liu Yajun is the vice chairman and an executive Director of our Company.

As at 31 December 2019, the other 18 natural person shareholders of Chengmai Dixin Changqing Investment Centre (Limited Partnership)
(formerly served as the management team of the Group, and currently no longer hold any roles in the management team of the Group)
include Feng Lei (1.14%), Pang Hong (0.57%), Wang Zhifeng (0.86%), Wang Zhenfeng (0.57%), Leng Jianchuang (2.86%,), Yang Xiaomei
(3.17%), Ding Zhijun (2.69%), Tang Zhigiang (2.00%), Guo Weijuan (1.94%,), Jing Shulin (0.57%), Zhao Bin (0.49%), Cao Wenying
(0.27%), Fang Hongbao (0.17%), Pang Honggiang (0.17%), Huang Jianhui (2.86%,), Zhang Jun (1.23%), Pei Qidi (0.57%) and Qi Feng
(9.15%) respectively.

As at 31 December 2019, 1 natural person shareholder of Beijing Di Er Tong Consulting Company Limited (formerly served as the
management team of the Group, and currently no longer hold any roles in the management team of the Group) was Pei Qidi (0.99%).

As at 31 December 2019, 1 member of the senior management of the Group was Du Guohui (6.58%).

The proportion of shares in this chart has been rounded, so the total proportion of shares held by shareholders in the corresponding
companies may not equal to 100%.

The Directors, Supervisors and members of the senior management who directly or indirectly having an interest in the shares of the
Company are as follows: (a) Liu Donghai, chairman and executive Director; (b) Liu Yajun, vice chairman and executive Director; (c) Liu
Songshan, vice chairman and executive Director; (d) Liu Wencui, executive Director; (e) Zhou Qing, vice general manager; and (f) Li
Dongmei, vice president, secretary to the Board of Directors, joint company secretary and chief legal officer. Each of the above Directors
and members of the senior management undertakes that, upon the Listing, pursuant to the PRC Company Law, he/she will continuously
declare to the Company his/her direct or indirect interest in the shares of the Company, and will comply with the following restrictions:
(1) he/she shall not transfer his/her respective direct or indirect interests in the Shares within one year after Listing, (2) he/she shall not
transfer more than 25% of his/her respective direct or indirect interests in the Shares each year during the tenure; and (3) he/she will not
transfer any of his/her respective direct or indirect interests in the Shares within six months after his/her departure from the Company. If
the undertaking is breached, each of the above Directors, Supervisors and members of the senior management agrees that since the date of
breach, (1) the Company may withhold from paying his/her respective remuneration or other benefits; (2) the Company may withhold from
vesting dividends under his/her respective direct or indirect interests in the Shares; and (3) the Company may terminate the employment
agreement or service contract, as applicable, with the relevant person unilaterally without any recourse to the Company (save for the
benefits already accrued prior to such breach).
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CORPORATE INFORMATION

BOARD OF DIRECTORS
Executive Directors

Mr. Liu Donghai (Chairman)
Mr. Liu Yajun

Mr. Liu Songshan

Ms. Liu Wencui

Non-executive Directors

Mr. Qi Xiangdong
Ms. Xin Xin

Independent Non-executive Directors
Mr. Lv Tingjie

Mr. Lv Pingbo™*

Mr. Zhang Senquan

Supervisors

Ms. Wei Shuhui

Mr. Li Wanlin

Mr. Hu Yuzhong

JOINT COMPANY SECRETARIES

Ms. Li Dongmei
Ms. Lam Yuk Ling

AUTHORIZED REPRESENTATIVES

Mr. Liu Yajun
Ms. Li Dongmei

AUDIT COMMITTEE

Mr. Zhang Senquan (Chairman)
Mr. Lv Tingjie
Mr. Lv Pingbo™*

NOMINATION COMMITTEE

Mr. Lv Tingjie (Chairman)
Mr. Liu Songshan
Mr. Lv Pingbo™*

REMUNERATION AND
ASSESSMENT COMMITTEE

Mr. Lv Pingbo (Chairman)™*
Ms. Xin Xin
Mr. Zhang Senquan

STRATEGY COMMITTEE

Mr. Liu Donghai (Chairman)
Mr. Liu Yajun

Mr. Liu Songshan

Mr. Qi Xiangdong

Mr. Lv Tingjie

REGISTERED OFFICE

No. 101, 4/F, C Yi’an Business Building
18 Building Yi’an Jiayuan

Beiwa West

Haidian District

Beijing

PRC

HEADQUARTERS

No. 101, 4/F, C Yi’an Business Building
18 Building Yi’an Jiayuan

Beiwa West

Haidian District

Beijing

PRC

Note:  Mr. LV Pingbo was appointed as the independent non-executive Director of the Company on 5 June 2019, and replaced Mr. Bian
Yongzhuang as the chairman of Remuneration and Assessment Committee, member of Audit Committee and member of Nomination
Committee of the Company. Mr. Bian Yongzhuang has tendered his resignation of the aforesaid positions on the same day.
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PRINCIPAL PLACE OF BUSINESS IN
HONG KONG

Unit D, 16/F

MG Tower

133 Hoi Bun Road
Kwun Tong

Hong Kong

H SHARE REGISTRAR

Computershare Hong Kong Investor Services Limited
17M Floor

Hopewell Centre

183 Queen’s Road East

Wanchai

Hong Kong

LEGAL ADVISERS

As to Hong Kong law and United States law:
Clifford Chance

27th Floor, Jardine House

One Connaught Place

Central

Hong Kong

As to PRC law:

Zhong Lun Law Firm
36-37/F, SK Tower

6A Jianguomenwai Avenue
Beijing

PRC

AUDITOR

Ernst & Young

Certified Public Accountants
22/F, CITIC Tower

1 Tim Mei Avenue

Central

Hong Kong

STOCK CODE

6188

COMPANY’S WEBSITE
www.dixintong.com
PRINCIPAL BANKERS

Bank of Communications Co., Ltd
(Lincui Road Sub-branch, Beijing)
Block 24, Yilin Jiayuan, Lincui Road
Chaoyang District

Beijing

PRC

Shanghai Pudong Development Bank Co., Ltd.
(Business Department of Beijing Branch)

18 Taipingqiao Avenue

Xicheng District

Beijing

PRC

China Minsheng Banking Corp. Ltd.
(Fuchengmen Sub-branch, Beijing)
2 Fuwai Avenue

Xicheng District

Beijing

PRC

Hangseng Bank (China) Co., Ltd
(Beijing Branch)

18th Floor, South Office Tower

Beijing Kerry Centre, 1 Guanghua Road
Chaoyang District, Beijing

PRC

Bank of China Limited
(Beijing BOC Tower Branch)
1 Fuxingmennei Street
Beijing, PRC

Bank of Beijing Co., Ltd.

(Headquarters Base Branch)

No. 15, Block 17, 188 Nansihuan Xi Road
Fengtai District, Beijing

PRC
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FINANCIAL HIGHLIGHTS

Items

Consolidated Statement of Profit or Loss
Revenue
Gross Profit

Profit for the year

Other comprehensive income profit/loss
for the year

Total comprehensive income for the year

Attributable to:
Owners of the parent
Non-controlling interests

Attributable to ordinary equity
holders of the parent
Earnings per share
— Basic and diluted (RMB/per share)

Consolidated Balance Sheet
Non-current assets
Current assets

Total assets
Current liabilities

Total assets less current liabilities
Non-current liabilities
Net assets

Share capital
Reserves

Equity attributable to owners of the parent

Non-controlling interests

Consolidated Statement of Cash Flow
Net cash flows from/(used in)

operating activities
Net cash flows from investment activities
Net cash flows from/(used in)

financing activities

Net increase/(decrease) in cash and
cash equivalents
Cash and cash equivalents at beginning of year

Effect of foreign exchange rate changes
on cash flow

Cash and cash equivalents at end of year

8 BEIJING DIGITAL TELECOM CO., LTD.

For the year ended 31 December

2019 2018 2017 2016 2015
(Restated)
15,350,953 15,054,664 15974316 15,177,126 15,830,720
1,768,877 1,927,276 2,000,168 1,855,678 2,034,117
260,452 322,101 322,947 357,011 356,723
(4,214) 2,588 (1,075) - -
256,238 324,689 321,872 357,011 356,723
253,227 331,792 321,415 356,358 357,062
3,011 (7,103) 457 653 (339)
0.39 0.49 0.48 0.53 0.54
1,167,898 421,386 377,571 308,809 298,712
9,773,359 7,658,717 7,976,072 7,013,306 6,848,862
10,941,257 8,080,103 8,353,643 7,322,115 7,147,574
6,440,324 4,246,398 4,245,759 4,152,501 4,301,072
4,500,933 3,833,705 4,107,884 3,169,614 2,846,502
324,428 - 596,542 - 48,000
4,176,505 3,833,705 3,511,342 3,169,614 2,798,502
666,667 666,667 666,667 666,667 666,667
3,347,591 3,093,663 2,764,392 2,442.977 2,086,619
4,014,258 3,760,330 3,431,059 3,109,644 2,753,286
162,247 73,375 80,283 59,970 45216
537,068 266,249 69,585 461,744 (119,157)
(367,347) 350,890 (638,591) (163,668) (174,334)
(212,223)  (524.234) 400278 44,262 400,037
(42,502) 92,905 (168,728) 342,338 106,546
708,548 614,879 784,756 441,844 335,298
199 764 (1,149) 574 -
666,245 708,548 614,879 784,756 441,844
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CHAIRMAN’S STATEMENT

Dear Shareholders,

I am pleased to announce the annual results of the Company for the year ended 31 December 2019. The total
revenue of the Company amounted to RMB15,350,952,900, representing an increase of RMB296,288,960 or
1.97% from RMB15,054,663,940 for the same period last year. The net profit for the year of 2019 amounted to
RMB260,452,000, representing a decrease of RMB61,649,470 or 19.14% from RMB322,101,470 for the same
period last year. The Group sold 9,733,740 mobile handsets, representing a decrease of 148,040 sets or 1.50%
from 9,881,780 sets for the same period last year. For detailed analysis on the financial data, please refer to the
results announcement of the Company for the year 2019.

In 2019, in order to better adapt to the development needs of the retail industry amid the new domestic situation,
we have put in great efforts to carry out boundaryless retail business and sales of diversified commodities
while continuing to expand high-quality physical stores. We are also operating multiple channels and providing
multifaceted services in different countries, thereby continuously expanding our market competitiveness and
brand influence.

With regard to the boundaryless retail business, on the one hand, we continue to promote the development of
UP+, building it into a leading retailer of trendy technological products in the PRC and the preferred partner of
the three major PRC carriers for boundaryless retail upgrade. On the other hand, we also carried out a variety of
cooperation based on our investment relations with JD.com, where we have made significant progress in areas
such as online and offline boundaryless fulfillment, O20 system construction and supply chain integration.
With regard to sales of diversified commodities, while continuing to create good results in the sales of mobile
handsets, we continue to enlarge the proportion of futuristic technological products such as smart home, smart
wear and intelligent robots in terms of sales, and currently have reached more than 20%. With regard to our
channel network construction, leveraging on the impact of UP+ in the three major carriers, we have successively
obtained a large number of operator benchmark reconstruction contracts in places such as Henan, Liaoning and
Guangdong, and are currently exploring practical solutions for its national transformation. With regard to overseas
market, in addition to continuing to strengthen our leading position in places such as Nigeria and Cameroon, we
have also achieved excellent results in Western Europe, where Mi Home, Huawei Experience Store, Ali offline
store and others opened in Spain became photo-taking points for local KOLs, receiving greater returns.

1(0 BEWING DIGITAL TELECOM CO., LTD.



CHAIRMAN’S STATEMENT

In 2020, 5G technology is fully applied in the C-end and B-end markets, and 5G communication products will
also be subsequently launched in the market in batches, bringing huge market opportunities for the Group.
Currently, the new retail scheme that the Group has explored and formulated has also ushered in a stage of high-
speed development. In 2020, our core strategy is to promote digitalization and platformization in the PRC, and
internationally, to fully capture the Western European market. Specifically, we will enhance the results of the
Company from the following aspects:

1.

Through the promotion of partner mechanism reform, and give full play to the business initiative and
potential of frontline stores and employees, transforming employees to become owners to strengthen the
offline retail foundation.

While the outbreak of the Novel Coronavirus pandemic has a serious impact on offline business, it has also
greatly stimulated the diversification of online channels. We will continue to promote the operation of all
members of the community, live broadcast, etc. to build a new retail network of the Group.

Strengthen the cooperation with JD online platform, and carry out localized order fulfillment services with
Eleme, Yonghui online, Dmall, etc.

Conform to the three major mobile carriers’ business focus and provide optimized new retail systematic
solutions for their flagship stores, main stores and community stores. At the same time, we provide them
with integrated shopping center and IOT application solutions.

Continue to strengthen the implementation of the concept of “full-hearted loyalty”” and improve standard of
service.

In our overseas layout, the Company and Huawei will carry out comprehensive cooperation globally,
especially in 7 Western European countries to help Huawei increase market share and influence, while

continuing to expand distribution scale in Thailand.

The smart retail system “Molink™ is the first customized 3C solution jointly created by the Company and
Tencent. In 2020, we will achieve broader commercialization for the operator systems.

2019 Annual Report 1 1
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MANAGEMENT DISCUSSION & ANALYSIS

II.

BUSINESS REVIEW

For the year ended 31 December 2019, the Group sold 9,733,740 mobile handsets, representing a decrease
of 148,040 sets or 1.50% from 9,881,780 sets for the same period last year. Operating revenue for the year
of 2019 amounted to RMB15,350,952,900, representing an increase of RMB296,288,960 or 1.97% from
RMB15,054,663,940 (including discontinued operation) for the same period last year. Net profit for the
year of 2019 amounted to RMB260,452,000, representing a decrease of RMB61,649,470 or 19.14% from
RMB322,101,470 for the same period last year.

FINANCIAL POSITION AND OPERATING RESULTS

(M

(I)

Overview

For the year ended 31 December 2019, the Group recognized net profit of RMB260,452,000,
representing a decrease of RMB61,649,470 or 19.14% from RMB322,101,470 for the same period
in 2018, among which, net profit attributable to the owners of the parent of the Company amounted
to RMB257,439,290, representing a decrease of RMB72,097,440 or 21.88% from RMB329,536,730
for the same period in 2018.

Consolidated comprehensive income statement

The following table sets forth the selected items in our consolidated comprehensive income
statement for the periods indicated. Our operating results have fluctuated in the past and may
continue to fluctuate in future. Hence direct comparison of our operating results for different periods
may not be appropriate, and our past performance may not be a reliable indicator of our future
operating results.

Percentage

Items 2019 2018 Change of change
RMB’000 RMB’000 RMB’000

Operating revenue 15,350,952.90 14,957,132.81 393,820.09 2.63%
Cost of sales (13,582,075.85) (13,042,383.32) (539,692.53) 4.14%
Gross profit 1,768,877.05 1,914,749.49 (145,872.44) (7.62%)
Other income and gains 67,576.29 97,996.37 (30,420.08) (31.04%)
Selling and distribution expenses (858,016.30) (992,507.70) 134,491.40 (13.55%)
Administrative expenses (324,563.41) (359,889.67) 35,326.26 (9.82%)
Other expenses (86,751.42) (80,041.85) (6,709.57) 8.38%
Finance costs (232,7111.7) (192,105.06) (40,606.65) 21.14%
Investment gains (2,265.00) (3,359.57) 1,094.57 (32.58%)
Profit before tax 332,145.50 384,842.01 (52,696.51) (13.69%)
Income tax expense (71,693.50) (78,632.97) 6,939.47 (8.83%)
Net profit from continuing operations 260,452.00 306,209.04 (45,757.04) (14.94%)
Net profit from discontinued operations - 15,892.43 (15,89243) (100%)
Attributable to owners of the parent 257439.29 329,536.73 (72,097.44) (21.88%)
Attributable to minority interests 30127 (7,435.26) 1044797 (140.52%)
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Operating revenue

For the year ended 31 December 2019, operating revenue of the Group amounted to
RMB15,350,952,900, representing an increase of RMB296,288,960 or 1.97% from the
operating revenue of RMB15,054,663,940 for the same period in 2018. Revenue increased
mainly for the following reasons:

(1) Our foreign market has witnessed excellent performance for the year, with revenue
significantly increasing;

(2) New 5g mobile phones have been launched this year, which facilitated a lot of sales
opportunities for the Company;

Our sales of mobile telecommunications devices and accessories include (i) sales in our retail
business including our independently operated outlets and online channels; (ii) sales in our
franchise business; and (iii) sales in our wholesale business. Revenue from our retail business
includes revenue from sales of mobile telecommunications devices and accessories in our
independent stores and store-in-store outlets, stores in cooperation with the mobile carriers,
and online sales platforms. Revenue from our franchise business includes revenue from sales
of mobile telecommunications devices and accessories to our franchisees. Revenue from
our wholesale business includes revenue from sales of mobile telecommunications devices
and accessories we distribute to mobile carriers and other third-party retailers. Our service
income from mobile carriers primarily represents various subsidies from the mobile carriers
such as rental and commissions. Other service fee income includes (i) management and
service fees received from suppliers of products; (ii) income from value-added services; (iii)
the rental fees we earn by renting counter space to third parties who provide repair services;
(iv) repair and maintenance fees; and (v) income from franchisees’ services. Our revenue
from the sales of properties primarily represents revenue from sales of residential units and
business premises.
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MANAGEMENT DISCUSSION & ANALYSIS (Continued)

The following table sets forth information relating to our operating revenue for the periods
indicated:

Revenue from continuing operation
(1) Sales of mobile telecommunications
devices and accessories 14,877,308.21 96.91%  14,451,207.61 95.99% 426,100.60 2.95%
Including: Sales from retail of
mobile telecommunications devices

and accessories 6,744,884.11 43.94% 7,875,082.41 5231%  (1,130,198.30) (14.35%)
Sales of telecommunications devices
and accessories to franchisees 2,726,783.54 17.76% 3,039,671.90 20.19% (312,888.36) (10.29%)
Wholesale of mobile
telecommunications devices
and accessories 5,405,640.56 35.21% 3,536,453.30 23.49% 1,369,187.26 52.85%
(2) Service income from mobile
carriers 312,420.80 2.04% 378,336.93 251% (65,916.13) (17.42%)
(3) Other service fee income 161,223.89 1.05% 127,588.27 0.85% 33,035.62 26.36%
Revenue from discontinued operations
Revenue from sales of properties 0.00 0.00% 97,531.13 0.65% (97,531.13) (100.00%)
Total 15,350,952.90 100.00%  15,054,663.94 100.00% 296,288.96 1.97%

The Group’s service income from mobile carriers amounted to RMB312,420,800 for the year
ended 31 December 2019, representing a decrease of RMB65,916,130 or 17.42% compared
with the service income from mobile carriers of RMB378,336,930 for the same period in
2018. Decrease in the service income from mobile carriers was attributable to a decrease in
subsidies granted to sales of terminal mobile phones from major carriers in 2019.
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MANAGEMENT DISCUSSION & ANALYSIS (Continued)

The following table sets forth our service income from each of the major mobile carriers for
2019 and 2018:

China Mobile 140,362.55 44.93% 143,811.03 38.01% (3,448.48) (2.40%)
China Unicom 32,037.73 10.25% 27,452.65 7.25% 4,585.08 16.70%
China Telecom 139,843.28 44.76% 207,052.44 54.73% (67,209.16) (32.46%)
Virtual Network Operators 177.24 0.06% - 0.00% 177.24 -
Dixintong Telecommunications

Services - 0.00% 20.81 0.01% (20.81) (100.00%)
Total 312,420.80 100.00% 378,336.93 100.00% (65,916.13) (17.42%)

“Dixintong Telecommunications Services” refers to Beijing Dphone Communication
Services Co., Ltd. (At 504 {5 440 {5 IS A PR 7)), our related party. For details of related
party transactions, please refer to the section headed “Related party transactions”.

2. Cost of sales

The Group’s cost of sales for the year ended 31 December 2019 amounted to
RMB13,582,075,850, representing an increase of RMB454,688,280 or 3.46% from
RMB13,127,387,570 (including discontinued operation) for the same period in 2018, which
was mainly due to the increase in cost of sales in tandem with the increase in our operating
revenue.

The following table sets forth information relating to our cost of sales for the periods
indicated:

Cost of continuing operations
(1) Sales of mobile telecommunications
devices and accessories 13,556,165.26 99.81%  13,013,650.04 99.13% 54251522 4.17%
Including: Sales from retail of mobile
telecommunications devices and

aceessories 5,601,756.93 41.24% 6,616,139.96 5040%  (1,014,383.03) (15.33%)
Sales of telecommunications devices
and accessories to franchisees 2,667,095.22 19.64% 2,957,110.92 22.53% (290,015.70) (9.81%)
Wholesale of mobile
telecommunications devices and
aceessories 5,287,313.11 38.93% 3,440,399.16 26.20% 1,846,913.95 53.68%
(2) Service costs from mobile carriers 22,007.76 0.16% 25,703.13 0.20% (3,095.37) (14.38%)
(3) Other service fee costs 3,902.83 0.03% 3,030.15 0.02% 872.68 28.80%
Cost of discontinued operations
Cost of sales of properties - 0.00% 85,004.25 0.65% (85,004.25) (100.00%)
Total 13,582,075.85 100.00%  13,127,387.57 100.00% 454,688.28 346%
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MANAGEMENT DISCUSSION & ANALYSIS (Continued)

3. Gross profit and gross profit margin

Gross profit represents operating revenue net of cost of sales. The Group’s gross profit for
the year ended 31 December 2019 amounted to RMB1,768,877,050, representing a decrease
of RMB158,399,320 or 8.22% from RMB1,927,276,370 for the same period in 2018. Our
overall gross profit margins for the years ended 31 December 2018 and 2019 were 12.80%
and 11.52%, respectively. Decrease in our overall gross profit margin as compared to that
of 2018 was primarily due to the higher proportion of wholesale revenue and the lower
proportion of retail revenue in our primary operating revenue in 2019.

Revenue from continuing operations
(1) Sales of mobile telecommunications

devices and accessories 1321,142.95 74.69% 888% 143755757 74.59% 995%  (11641462) (8.10%)
Including; Sales from retail of
mobile telecommunications
devices and accessories 1,143,127.18 04.63% 1695% 125894245 05.32% 1599%  (115815.27) (9.20%)
Sales of telecommunications devices
and accessories to franchisees §9,688.32 331% 219% §2,500.98 428% 210% (22,872.66) (27.70%)
Wholesale of mobile
telecommunications devices
and acoessories 11832745 0.69% 219% 96,054.14 4.99% 21% 2131 23.19%
(2) Service income from mobile carriers ~ 290,413.04 1642% 92.96% 352,033.80 18.30% 93.21% (62,220.76) (17.64%)
(3) Other service fee income 15732106 8.89% 97.58% 124558.12 0.46% 97.63% 32,762.94 2630%
Revenue from discontinued operations
Revenue of sales of properties - 0.00% - 12,526.88 0.65% 12.84% (12,520.88) (100.00%)
Total 1,768,877.05 100.00% 1820% 192727637 100.00% 1280% (15839932 (8.22%)
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MANAGEMENT DISCUSSION & ANALYSIS (Continued)
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Sales volume and average selling price of handsets

The following table sets forth information about our sales, sales volume and average selling
price of mobile handsets for the periods indicated:

Sales of mobile handsets (in RMB thousands) 14,473,660.38 13,770,946.29 702,714.09 5.10%
Sales volume of mobile handsets (in sets) 9,733,743.00 9,881,776.00 (148,033.00) (1.50%)
Average selling price (RMB/per set) 1,486.96 1,393.57 93.39 6.70%

Other income and gains

Other income and gains include: (i) interest income; (ii) government grants; (iii) gain on
disposal of property, plant and equipment; (iv) gain on foreign exchange; and (v) others.
The Group’s other income and gains for the year ended 31 December 2019 amounted
to RMB67,576,290, representing a decrease of RMB30,420,080 or 31.04% from
RMB97,996,370 for the same period in 2018, which was primarily attributable to the
decrease in interest income and a decrease in tax refund caused by the preferential tax policy
in 2019.

The following table sets forth information relating to other income and gains for the periods
indicated:

Interest income 9,142.78 4225351 (33,110.73) (78.36%)
Government grants 46,090.76 LONEIWY (3,680.96) (7.40%)
Gain on disposal of items of property,

plant and equipment 28111 60.66 22045 363.42%
Gain on foreign exchange 25681 619.84 (363.03) (58.57%)
Others 11,804.83 5,290.64 6,514.19 123.13%
Total 67,576.29 9799637 (30,420.08) (31.04%)
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6. Selling and distribution expenses
For the year ended 31 December
Selling and

Items distribution expenses % of total expenses
Percentage
2019 2018 2019 2018 Change  of change

RMB’000 RMB’000 RMB’000

Staff salaries 395,550.99  437,250.82 46.10% 44.06%  (41,699.83) (9.54%)
Office expenses 14,112.58  15,831.98 1.64% 1.59%  (1,719.40)  (10.86%)
Travelling expenses 3,389.20 3,680.34 0.41% 0.37% (291.14) (7.91%)
Transportation expenses 13,901.24  15,201.57 1.62% 1.53%  (1,300.33) (8.55%)
Business entertainment expenses 2,260.20 3,054.45 0.26% 0.31% (794.25) (26.00%)
Communication expenses 3,891.71 4,250.26 0.45% 0.43% (358.55) (8.44%)
Rentals and property management expenses  283,259.98  328,424.50 33.01% 33.09%  (45,164.52) (13.75%)
Repair expenses 5,096.98 5,553.69 0.59% 0.56% (456.71) (8.22%)
Advertising and promotion expenses 42,021.47  59,169.46 4.97% 596%  (16,547.99) (27.97%)
Depreciation expenses 6,442.82 7,531.49 0.75% 0.76%  (1,088.67) (14.45%)
Amortisation of long-term deferred expenses  35,119.17  39,920.28 4.09% 4.02%  (4,801.11) (12.03%)
Amortisation of low-cost consumables 5,139.17 5,679.95 0.60% 0.57% (540.78) (9.52%)
Market management fees 10,943.46  14,461.63 1.28% 1.46%  (3,518.17) (24.33%)
Utilities 23,23517  34,704.52 2.71% 350%  (11,469.35)  (33.05%)
Others 13,052.16  17,792.76 1.52% 1.79%  (4,740.60)  (26.64%)
Total 858,016.30  992,507.70  100.00% 100.00% (134,491.40)  (13.55%)

Total selling and distribution expenses of the Group for the year ended 31 December 2019
amounted to RMB858,016,300, representing a decrease of RMB134,491,400 or 13.55% from
RMB992,507,700 for the same period in 2018, which was mainly due to comprehensive
impact of the decreases in staff number and total amount of staff salaries as well as the
decreases in rentals and property management expenses, advertising and promotion expenses
and utilities.

Total staff salaries for the year ended 31 December 2019 amounted to RMB395,550,990,
representing a decrease of RMB41,699,830 or 9.54% from RMB437,250,820 for the same
period in 2018. Such decrease was mainly due to the decrease in the number of staff during
the year resulting from streamlining of the staffing structure.

Total rentals and property management expenses for the year ended 31 December 2019
amounted to RMB283,259,980, representing a decrease of RMB45,164,520 or 13.75% from
RMB328,424,500 for the same period in 2018. Such decrease was mainly due to the decrease
in the number of self-owned stores and store-in-store outlets, and the effort of the Company
in actively seeking rental reduction from the landlords.

Total advertising and promotion expenses for the year ended 31 December 2019 amounted
to RMB42,621,470, representing a decrease of RMB16,547,990 or 27.97% from
RMB59,169,460 for the same period in 2018. Such decrease was mainly attributable to the
decrease in the Company’s inputs to various soft and hard advertisements in 2019.
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Total utilities for the year ended 31 December 2019 amounted to RMB23,235,170,
representing a decrease of RMB11,469,350 or 33.05% from total utilities of RMB34,704,520
for the same period in 2018. Such decrease was mainly attributable to the decrease in
the number of stores as compared with the same period, and the decrease in stores’ daily
expenses in 2019.

Administrative expenses

For the year ended 31 December

Items Administrative expenses % of total expenses
Percentage
2019 2018 2019 2018 Change  of change
RMB’000 RMB’000 RMB’000

Staff salaries 146,203.65  141,484.45 45.05% 39.31% 4,719.20 3.34%
Tax expenses 257.62 501.92 0.08% 0.14% (24430)  (48.67%)
Office expenses 17,803.64  22,552.94 5.49% 627%  (4,749.30)  (21.06%)
Depreciation expenses 8,779.95 9,227.31 2.70% 2.56% (447.36) (4.85%)
Amortisation of intangible assets 220.79 1,076.04 0.07% 0.30% (855.25) (79.48%)
Amortisation of long-term

deferred expenses 1,229.67 1,431.65 0.38% 0.40% (201.98)  (14.11%)
Amortisation of low-cost consumables 4,386.37 4,844.92 1.35% 1.35% (458.55) (9.46%)
Travelling expenses 7877.16  12,561.30 243% 349%  (4,684.14)  (37.29%)
Rental and property management fees 13,583.54  14,059.06 4.19% 391% (475.52) (3.38%)
Business entertainment expenses 9,723.14  10,703.19 2.99% 2.97% (980.05) (9.16%)
Communication expenses 3,449.40 3,821.42 1.06% 1.06% (372.02) (9.74%)
Agency fees 16,654.21  10,397.43 513% 2.89% 6,256.78 60.18%
Transportation expenses 9,544.53  13,881.54 2.94% 3.86%  (4,337.01)  (31.24%)
Financial institution charges 69,606.25  94,576.36 21.45% 26.28%  (24,970.11)  (26.40%)
Others 15,243.49  18,770.14 4.69% 521%  (3,526.65)  (18.79%)
Total 324,563.41 359,889.67  100.00% 100.00%  (35,326.26) (9.82%)
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The Group’s total administrative expenses for the year ended 31 December 2019
amounted to RMB324,563,410, representing a decrease of RMB35,326,260 or 9.82% from
RMB359,889,670 for the same period in 2018. Such decrease in administrative expenses was
primarily attributable to the decrease in financial institution charges and travelling expenses.

Total financial institution charges for the year ended 31 December 2019 amounted
to RMB69,606,250, representing a decrease of RMB24,970,110 or 26.40% from
RMB94,576,360 for the same period in 2018. Such decrease was primarily attributable to the
decrease in instalment business and handling fees of that business.

Total travelling expenses for the year ended 31 December 2019 amounted to RMB7,877,160,
representing a decrease of RMB4,684,140 or 37.29% from total travelling expenses of
RMB12,561,300 for the same period in 2018. Such decrease in travelling expenses was
primarily attributable to the control of daily travelling expenses by the Group.
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MANAGEMENT DISCUSSION & ANALYSIS (Continued)

8. Other expenses

Our other expenses include impairment losses on assets, non-operating expenses and loss
from disposal of subsidiaries. For the years ended 31 December 2018 and 2019, our other
expenses amounted to RMB80,041,850 and RMB86,751,420, respectively.

Impairment losses on assets 81,135.79 72,216.82 891897 12.35%
Non-operating expenses 2,751.88 6,424.63 (3,672.75) (57.17%)
Loss from disposal of subsidiaries 2,863.75 1,400.40 1,463.35 104.50%
Total 86,751.42 80,041.85 6,709.57 8.38%

The Group’s total other expenses for the year ended 31 December 2019 amounted to
RMB&86,751,420, representing an increase of RMB6,709,570 or 8.38% from RMB80,041,850
for the same period in 2018. The increase was mainly attributable to the increase in
impairment losses on assets of the Group for the year resulting from the impairment loss of
goodwill of subsidiaries and the increase in bad debts of current accounts.

9. Finance costs

Finance costs — interest expenses 23271111 192,105.06 40,606.65 21.14%

The Group’s total finance costs for the year ended 31 December 2019 amounted to
RMB232,711,710, representing an increase of RMB40,606,650 or 21.14%, from
RMB192,105,060 for the same period in 2018. Such increase in finance costs was primarily
attributable to the significant increase in interest expenses as compared with the same period
of last year, resulting from the increase in the bank borrowings of the Group in 2019.
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10.

Income tax expenses

Our income tax expenses for the stated periods included PRC Corporate Income Tax (“CIT”)
and deferred income tax. In accordance with the Corporate Income Tax Implementation
Regulations, our PRC subsidiaries have been required to pay tax at an income tax rate of
25% as from January 2008. For the year ended 31 December 2019, the income tax rate
of 25% was applicable to all of the Group’s PRC subsidiaries except Sichuan Yijialong
Communication Technology Chain Co., Ltd. (PUJIE{F: R4 s 854 B 22 F]) and Dixin
Simaier Technology (Guangdong) Co., Ltd* ({5 #rZ @ RHE (EH) A PR/ ). Sichuan
Yijialong Communication Technology Chain Co., Ltd. has been entitled to an income tax
rate of 15% since 2012 as a company which is principally engaged in an industry encouraged
by the State. Dixin Simaier Technology (Guangdong) Co., Ltd has been entitled to the
“two-year exemption and three-year reduction” policy i.e. full exemption of CIT for the
first two years and 50% reduction of CIT for the following three years from June 2018 as
a software company encouraged by the State Taxation Administration. For the years ended
31 December 2018 and 2019, our effective tax rates were 19.62% and 21.70%, respectively.
During the year ended 31 December 2019, we have settled the payment of all relevant taxes,
and we have not been engaged in any disputes or unresolved tax matters with the taxation
authorities.

The following table sets forth information relating to our income tax expenses for the periods
indicated:

For the year ended 31 December

Percentage

Items 2019 2018 Change of change
RMB’000 RMB’000 RMB’000

Income tax in the PRC for the year 94,410.44 85,929.37 8,481.07 9.87%

Deferred tax (22,716.94) (7,296.40) (15,420.54) 211.34%

Total 71,693.50 78,632.97 (6,939.47) (8.83%)

The Group’s total income tax expense for the year ended 31 December 2019 amounted to
RMB71,693,500, representing a decrease of RMB6,939,470 or 8.83% compared with the
total income tax expense of RMB78,632,970 for the same period in 2018. Such decrease was
primarily attributable to the increase in non-deductible expenses for the period.

*  For identification purpose only
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(IIT) Liquidity and financial resources (current assets, financial resources)

We operate in a capital-intensive industry and we finance our working capital, capital expenditure
and other funding requirements mainly through income generated from operating activities and

bank borrowings.
For the year ended 31
December
Items 2019 2018
RMB’000 RMB’000
Net cash generated from operating activities 537,067.90 266,248.55
Net cash (used in)/generated from investing activities (367,347.33) 350,889.83
Net cash used in financing activities (212,222.36)  (524,233.71)
Net (decrease)/increase in cash and cash equivalents (42,501.79) 92,904.67
Cash and cash equivalents at beginning of the year 708,548.10 614,879.49
Effect of changes of foreign exchange rate on cash flow 198.73 763.94
Cash and cash equivalents at end of the year 666,245.04 708,548.10
1. Net cash generated from operating activities

Our cash generated from operating activities is primarily from sales of mobile
telecommunication devices and accessories. Our cash used in operating activities is primarily
for purchase of telecommunication devices and accessories from suppliers, rental expenses
and staff salary and compensation. Our net cash flow used in operating activities reflects
our profit before income tax, as adjusted for non-cash items, such as finance costs and
depreciation of property, plant and equipment, and the effects of changes in working capital,
such as increases or decreases in inventories, receivables, prepayments, trade and other
payables and accruals. We had net operating cash inflow of RMB537,067,900 for the year
ended 31 December 2019.

For the year ended 31 December 2019, we had net cash inflow from operating activities
of RMB537,067,900, primarily due to (i) profit before tax from continuing operations of
RMB332,145,500 in line with the Group’s remarkable operating profits; (ii) an increase of
receivables from operating activities owing to more favorable credit terms offered to the
wholesale customers which offset the effect of cash inflow from the net profits; and (iii)
increase in proportion of payments settled with bills payables during the year, longer credit
periods of bills payables as well as increase in operating trade and bills payables.

2. Net cash used in investing activities
Our cash flow generated from investing activities reflects the results of our investing
activities for the period, such as purchase of property, plant, equipment, proceeds from

disposal of property, plant and equipment, acquisition of associated companies and joint
ventures, purchase of bank financial products and loans to the third parties.
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For the year ended 31 December 2019, we had net cash outflow from investing activities of
RMB367,347,330, which was primarily attributable to (i) the purchase and construction of
fixed assets and decoration costs of RMB41,755,520 in connection with the opening of new
outlets and the renovation of old ones; (ii) the investment of RMB217,031,300 in the joint
ventures and associated companies; (iii) expenses on the purchase of bank financial products
of RMB200,100,000; and (iv) the net effect of the expenses of recovery of entrusted loans
and loans to the third parties of RMB40,639,630.

3. Net cash generated from financing activities

Our net cash generated from financing activities reflects the results of our financing activities
for the period, such as bank loans, proceeds from the issuance of a corporate bond, repayment
of bank loans, payment of interests and other financing activities.

For the year ended 31 December 2019, we had net cash outflow from financing activities
of RMB212,222,360, primarily due to (i) IFRS16 — expenses on the principal portion of
RMB196,483,930; (ii) interest payment of RMB234,746,920; (iii) cash outflow generated
from withdrawal by minority shareholders of RMB3,817,960; and (iv) the increase in
security deposits pledged of RMB821,666,670 as compared to that of last year.

(IV) Balance Sheet Items
I Trade and bills receivables
Our trade and bills receivables primarily consist of (i) trade receivables; and (ii) bills

receivables. The following table sets forth information relating to our trade and bills
receivables as of the dates indicated:

As at 31 December
Percentage
Items 2019 2018 Change of change
RMB’000 RMB’000 RMB’000

Trade receivables 2,667,683.59 2,278,014.82 389,608.77 17.11%
Bills receivable 148,057.26 238945 145,607.81 6,096.29%
2,815,740.85 2,280,40427 535,336.58 23.48%

Less: Impairment for trade receivables (126,102.63) (108,067.31) (18,035.32) 16.69%
2,689,638.22 2,172,336.96 517.301.26 2381%
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The following table sets forth information relating to trade receivables before deducting
impairment as of the dates indicated:

As at 31 December
Percentage
Items 2019 2018 Change of change
RMB’000 RMB’000 RMB’000

Franchisees 1,192,542.23 974,634.03 217,908.20 22.36%
Supermarket customers 84,030.99 120,333.05 (36,302.06) (30.17%)
Mobile carriers 550,866.61 479,869.27 70,997.34 14.80%
External wholesale customers 840,243.76 703,178 47 137,065.29 19.49%
2,667,683.59 2,278,014.82 389,608.77 17.11%

To enhance sales of our handsets and enlarge our market share, we granted credit periods
of 30-150 days to certain customers in 2019. Credit periods are offered to customers with
the largest volume sales of telecommunication devices and accessories. We closely monitor
and maintain strict control over our outstanding receivables to minimize credit risk. Overdue
balances are also reviewed regularly by the management. As our trade receivables relate
to a large number of diversified customers, there is no significant concentration of credit
risk. We do not hold any collateral or other credit enhancements over our trade receivable
balances. Our trade and bills receivables are non-interest-bearing. Our trade receivables
less impairment as of 31 December 2019 amounted to RMB2,541,580,960, representing an
increase of RMB371,633,450 or 17.13%, from RMB2,169,947,510 as of 31 December 2018.
Our trade receivables before deducting impairment as of December 31, 2019 amounted
to RMB2,667,683,590, representing an increase of RMB389,668,770, or 17.11% from
RMB2,278,014,820 as of 31 December 2018.

Trade receivables from franchisees as of 31 December 2019 amounted to
RMB1,192,542,230, representing an increase of RMB217,908,200 or 22.36%, from
RMB974,634,030 as of 31 December 2018. Such increase was primarily attributable to
extension of the credit periods for some of creditworthy franchisees.

Trade receivables from supermarket customers as of 31 December 2019 amounted
to RMB84,030,990, representing a decrease of RMB36,302,060 or 30.17%, from
RMB120,333,050 as of 31 December 2018. Such decrease was primarily attributable to the
decrease of revenue from supermarket customers.

Trade receivables from mobile carriers as of 31 December 2019 amounted to
RMB550,866,610, representing an increase of RMB70,997,340 or 14.80%, from
RMB479,869,270 as of 31 December 2018. Such increase was primarily attributable to the
appropriate extension of credit periods granted to the carriers.

Trade receivables from external wholesale customers as of 31 December 2019 amounted
to RMB840,243,760, representing an increase of RMB137,065,290 or 19.49%, from
RMB703,178,470 as of 31 December 2018. Such increase was primarily due to the fact that
the Group granted credit periods to large-scale government agencies in order to explore the
market, as well as the increase in revenue from external wholesale customers.
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As of the date of this announcement, an amount of approximately RMB2,224,877,650 in our
trade receivables as of 31 December 2019 was subsequently settled.

Our management regularly monitors our overdue balances of trade receivables and provides
for impairment of these trade receivables. Our provisions for impairment of trade receivables
as of 31 December 2019 amounted to RMB126,102,630, representing an increase of
RMB18,035,320 or 16.69% from RMB108,067,310 as of 31 December 2018, primarily
owing to the increased risk from bad debt resulting from the increase of the balance of trade
receivables. Our Directors believe that our provisions for impairment on trade receivables are
adequate.

The following table sets forth the aging analysis of our trade and bills receivables as of the
dates indicated:

As of 31 December

Items 2019 2018

RMB’000 RMB’000
Within 90 days 2,347,021.06 2,016,782.03
91 to 180 days 184,139.87 66,323.74
181 to 365 days 109,487.49 50,185.41
Over 1 year 48,989.80 39,045.78
Total 2,689,638.22 2,172,336.96

The following table sets forth our average trade receivables turnover days for the periods
indicated:

For the year ended 31 December

Change in Percentage

Item 2019 2018 number of days of change
Number of days ~ Number of days

Average trade receivables turnover days 5 50 9 18.00%

For the year ended 31 December 2019, our average trade receivables turnover days were
59 days, which increased 9 days as compared with 2018. Such increase was primarily
attributable to the increase of the balance of trade receivables and the increase of extension
of credit age by some of creditworthy customers.

Prepayments and other receivables
Our prepayments and other receivables consist of (i) prepayments; and (ii) other receivables.

The following table sets forth information relating to our prepayments and other receivables as
of the dates indicated:
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As at 31 December

Percentage
Items 2019 2018 Change of change
RMB’000 RMB’000 RMB’000

Prepayments 1,459,864.37 1,130,937.02 32892735 29.08%
Other receivables 295,197.95 227.816.60 07,381.35 29.58%
Total 1,755,062.32 1,358,753.62 396,308.70 29.17%
Less: Impairment for other receivables (37,204.94) (27310.17) (9,894.77) 36.23%
1,717,857.38 1,331,443.45 386,413.93 29.02%

Our prepayments represent our prepayments to suppliers of mobile telecommunication
devices and accessories and prepaid rental payments to our lessors. Our prepayments
as of 31 December 2019 amounted to RMB1,459,864,370, representing an increase of
RMB328,927,350, or 29.08% from RMB1,130,937,020 as of 31 December 2018. Such
increase was mainly attributable to the increased local procurement by the subsidiaries with
shorter preferential credit period and increased procurement settled by prepayment when
compared with centralized procurement.

Impairment of trade and other receivables

We use a provision matrix to calculate expected credit losses (“ECLs”) for trade receivables.
The provision rates are based on days past due for groupings of various customer segments
that have similar loss patterns (i.e. by geography, product type, customer type and rating, and
coverage by letters of credit and other forms of credit insurance).

The provision matrix is initially based on our historical observed default rates. The Group
will calibrate the matrix to adjust the historical credit loss experience with forward-looking
information. For instance, if forecast economic conditions (i.e., gross domestic products) are
expected to deteriorate over the next year which can lead to an increased number of defaults
in the manufacturing sector, the historical default rates are adjusted. At each reporting date,
the historical observed default rates are updated and changes in the forward-looking estimates
are analyzed.

The assessment of the correlation among historical observed default rates, forecast economic
conditions and ECLs is a significant estimate. The amount of ECLs is sensitive to changes
in circumstances and forecast economic conditions. Our historical credit loss experience and
forecast of economic conditions may also not be representative of customer’s actual default
in the future.

Based on the aforesaid policy for provision, the Directors are of the view that we have made
sufficient provisions for the impairment for trade and other receivables.
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Inventories

Our inventories consist primarily of (i) merchandise for sale; and (ii) consumables. The
following table sets forth information relating to our inventories as of the dates indicated:

Merchandise for sale 2,958,923.87 2,563,682.15 395,041.72 15.42%
Consumables 049.92 769.52 (119.60) (15.54%)
Total 2,959,573.79 2,564,451.67 395,122.12 1541%
Less: Provision against inventories (22,398.13) (22,664.68) 266.55 (1.18%)
Total 2,937,175.66 2,541,786.99 395,388.67 15.56%

Our inventories as of 31 December 2019 amounted to RMB2,937,175,660, representing an
increase of RMB395,388,670 or 15.56% from RMB2,541,786,990 as of 31 December 2018,
which was mainly because the Group increased stock of best-selling models during the end
of the period and the unit price of mobile handsets increased during the year.

The following table sets forth the aging analysis of our inventories as of the dates indicated:

Within 30 days 2,760,395.62 2,380.274.69 380,12093 1597%
31 to 60 days 95,215.33 §8,817.31 6,398.02 720%
60 to 90 days 48,030.82 31,841.00 16,189.82 50.85%
Over 90 days 55932.02 03,518.67 (7,580.69) (11.94%)
Total 2,959,573.79 2,564,451.67 395,122.12 1541%
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The following table sets forth the average inventory turnover days for the periods indicated:

Average inventory tumover days 73 67 6 8.96%

Average inventory turnover days for the year ended 31 December 2019 were 73 days, which
increased 6 days as compared with 2018. Such increase was mainly due to the fact that (i)
the Group increased stock of the best-selling models in the market such as Huawei Mate30,
Oppo Reno3 and Vivo X30 at the end of the period; (ii) the unit cost of the same brand
of mobile handset increased as compared to 2018 with the launch of 5G mobile handsets;
(iii) the slowdown in the turnover of high-priced mobile handsets also lowered the overall
inventory turnover rate; and (iv) as the overseas company business has shaped, the inventory
turnover days increased due to longer time of international logistics.

5. Trade and bills payables

Our trade and bills payables consist of (i) trade payables; and (ii) bills payables. The
following table sets forth information relating to our trade and bills payables for the periods
indicated:

Trade payables 323,625.40 327359.15 (373.75) (1.14%)
Bills payables 773,900.00 15751734 616,382.66 9131%
Total 1,097,525.40 43487649 612,64891 12635%
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The following table sets forth the aging analysis of our trade and bills payables for the
periods indicated:

Within 90 days 644,120.98 308,797.32 335,323.66 108.59%
91 to 180 days 8441332 160,858.24 (76,444.92) (47.52%)
181 10 365 days 365,360.87 1146740 353,893.47 3,086.08%
Over | year 3,630.23 375353 (12330) (328%)
Total 109752540 48487649 612,64891 12635%

The following table sets forth our average trade and bills payables turnover days for the
periods indicated:

Average trade and bills payables turnover days 2 13 § 61.54%

Our trade payables are non-interest bearing and are normally settled within 30-45
days. Our trade and bills payables for the year ended 31 December 2019 amounted to
RMB1,097,525,400, representing an increase of RMB612,648,910 or 126.35% from
RMB484,876,490 for the year ended 31 December 2018. The increase in trade and bills
payables for this period was mainly due to the increase of bills payables. The proportion of
settlement of bills payables increased due to the good cooperation between the Group and
the suppliers during the period. The longer credit periods for bills payables resulted in an
increase in turnover days.
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Other payables and accruals

Other payables and accruals consist of (i) contract liabilities; (ii) payroll and welfare
payables; (iii) accrued expenses; (iv) other payables; and (v) interest payables. The following
table sets forth information relating to our other payables and accruals as of the dates indicated:

As at 31 December

Percentage

Items 2019 2018 Change of change
RMB’000 RMB’(00 RMB’000

Contract liabilities 117,666.29 130,737.04 (13,070.75) (10.00%)
Payroll and welfare payables 29.486.17 31,604.16 (2,117.99) (6.70%)
Accrued expenses 6,425.54 8,076.95 (2,25141) (25.95%)
Other payables 12421921 137,153.54 (12,93433) (9.43%)
Bond interest payables 32,456.25 33,750.00 (1,293.75) (3.83%)
Total 310,253.46 341,921.69 (31,668.23) (9.26%)

Our advances from contract liabilities represent advance payments by customers
for their procurements. Our contract liabilities as of 31 December 2019 amounted
to RMB117,666,290, representing a decrease of RMB13,070,750 or 10.00% from
RMB130,737,040 as of 31 December 2018. The decrease was mainly because the properties
segment of the Group during the year was not consolidated into its balance sheet at the end
of the period of consolidated statements due to disposal, which resulted in the decrease in
advance payment received from the property buyers.

Our payroll and welfare payables represent accrued payroll and welfare expenses to
our employees. Our payroll and welfare payables as of 31 December 2019 amounted to
RMB29,486,670, representing a decrease of RMB2,117,490 or 6.70% from RMB31,604,160
as of 31 December 2018. Such decrease was primarily due to the decrease in the number of
staff in order to control the labor costs of the Group.

Our accrued expenses represent other current liabilities. Our accrued expenses as of 31
December 2019 amounted to RMB6,425,040, representing a decrease of RMB2,251,910 or
25.95% from RMBS,676,950 as of 31 December 2018. Such decrease was primarily due to
the decrease in the overall number of stores of the Group in 2019, resulting in a decrease in
related operating expenses.

Our other payables as of 31 December 2019 amounted to RMB124,219,210, representing

a decrease of RMB12,934,330 or 9.43% from RMB137,153,540 as of 31 December 2018.
Such decrease was primarily due to the decrease in agency receipt and payment in 2019.
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7.

Net current assets position

The following table sets forth our current assets and liabilities as of the dates indicated:

Items

Current assets

Inventories

Trade and bills receivables

Prepayments, other receivables and other assets

Financial assets at fair value through profit or
loss

Loan receivables

Due from controlling shareholders

Due from related parties

Pledged deposits

Cash and cash equivalents

Total current assets

Current liabilities

Interest-bearing bank loans and other loans
Trade and bills payables

Other payables and accruals

Tax payable

Lease liabilities

Due to related parties

Total current liabilities

Net current assets

As at 31 December

Percentage
2019 2018 Change of change

RMB’000 RMB’000 RMB’000
2,937,175.66 2,541,786.99 395,388.67 15.56%
2,689,638.22 2,172,336.96 51730126 2381%
1,717,857.38 1,331,443.45 386,413.93 29.02%
201,204.73 - 201,204.73 100.00%
- 40,639.53 (40,639.53) (100.00%)
- 35,000.00 (35,000.00) (100.00%)
76,162.51 168,711.06 (92,548.55) (54.86%)
1,485,075.31 660,251.41 §24.823.90 124.93%
060,245.04 708,547.70 (42,302.66) (5.97%)
9,773,358.85 7,658,717.10 2,114,641.75 27.61%
3,968,773.00 3,066,638.12 902,134.88 29.42%
1,097,525.40 484.876.49 612,64891 126.35%
310,253.46 341,921.69 (31,608.23) (9.26%)
426,187.90 348,709.24 T7478.66 2.22%
205,276.00 - 205,276.00 100.00%
432,308.50 425255 428,055.95 10065.87%
6,440,324.26 4,246,398.09 2,193,926.17 51.67%
3,333,034.59 3412,319.01 (79,284.42) (2.32%)

Our net current assets as of 31 December 2019 amounted to RMB3,333,034,590,
representing a decrease of RMB79,284,420 or 2.32% from RMB3,412,319,010 as of 31
December 2018. Such decrease was primarily due to the increase in bills payable and lease

liabilities in 2019.
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Capital expenditure

For the year ended 31 December 2019, the Group’s capital expenditure amounted to
RMB41,755,520, which was incurred mainly in relation to purchase and construction of
fixed assets and decoration costs in connection with the opening of new outlets and the
renovation of old ones.

Related party transactions

@

The following table sets forth the total amounts of transactions that have been entered
into with related parties during the years ended 31 December 2019 and 31 December
2018 and the balance with the related parties as of 31 December 2019 and 31

December 2018:
Sales to
Year related parties
RMB’000
Controlling shareholder:
Digital Science & Technology Group Limited 2019 -
2018 -
Associates:
Shenzhen Dixin Nuclear 2019 -
Communications Co., Ltd." 2018 -
Shenzhen Aizuji Technology Co., Ltd.! 2019 11,058.17
2018 -
Yangzhou D-phone Science and 2019 771.25
Technology Information Co., Ltd.! 2018 -
Beijing Xinyi Technology Co., Ltd.? 2019 -
2018 132.60
Shanghai Diju Information 2019 -
Technology Co., Ltd.? 2018 4782625
Comservice Commercial Factoring Co., Ltd.* 2019 -
2018 -
Beijing Jingdixin Technology Co., Ltd.’ 2019 -
2018 -
Joint ventures:
Hollard-D.Phone (Beijing) 2019 -
Technology Development Co., Ltd.* 2018 -
Guangzhou Zhonggi Energy 2019 48,308.06
Technology Co., Ltd.’ 2018 92,448.46
Yunnan Dphone Investment Co., Ltd.¢ 2019 186.19
2018 -

Purchases from
related parties
RMB’000

272534
33,571.04

619,618.90

13,002.92
21,897.57
28,226.38
12,442.29

Amounts owed
by related parties
RMB’000

35,000.00

707.25
507.25

10,963.65

5249731
55,619.78

2019 Annual Report

Amounts owed to
related parties
RMB’000

10.71
2,095.27

74,213.36

349,081.74

6,717.53
3,950.25
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Salesto  Purchases from Amounts owed  Amounts owed to
Year related parties related parties by related parties related parties
RMB’000 RMB’000 RMB’000 RMB’000
A subsidiary of joint venture:
Yunfu Zhonggi 2019 292.55 - 464.85 -
Communication Technology Co., Ltd.” 2018 - - - -
Fellow subsidiaries:
Beijing Dphone 2019 - 26.55 11,227.04 112.54
Communication Services Co., Ltd.} 2018 1,586.00 - 10,653.10 291.59
Guang’an Dixin Cloud 2019 231.51 - 459.80 -
Communication Technology Co., Ltd.* 2018 253.87 - 275.68 -
Fushun Shenshang 2019 - - - -
Commercial Real Estate Co., Ltd.* 2018 - - 90,000.00 -
Companies significantly influenced by the
controlling shareholders:
Beijing Tianxingyuanjing 2019 - - - 88.06
Technology Development Co., Ltd.” 2018 3,862.99 - 68797 -
Luzhou Digital Science and 2019 10.99 - - -
Technology Co., Ltd." 2018 - - - -
A subsidiary of non-controlling
shareholder:
Beijing Digital China Limited" 2019 - 6.28 0.15 -
2018 - 15.08 292 -
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The investment in the associates, Shenzhen Dixin Nuclear Communications Co., Ltd., Shenzhen Aizuji
Technology Co., Ltd. and Yangzhou D-phone Science and Technology Information Technology Co., Ltd., are
directly held by the Company.

In May 2019, the Company disposed of its long-term equity investments in Beijing Xinyi Technology Co., Ltd.

The investment in the associate, Shanghai Diju Information Technology Co., Ltd., is directly held by Shanghai
Chuanda Communication Technology Co., Ltd. which is a subsidiary of the Group.

The Group entered into trade receivable factoring arrangement and transferred certain trade receivables to
Comservice Commercial Factoring Co., Ltd.. The secured other loans bear interest at a rate ranging from 6.65%
to 10.8% and are secured by trade receivables amounting to RMB102,089,000.

The investments in the joint venture entities, Hollard-D.Phone (Beijing) Technology Development Co., Ltd.,
Guangzhou Zhongqi Energy Technology Co., Ltd. and Beijing Jingdixin Technology Co., Ltd., are directly held
by the Company.

The investment in the joint venture, Yunnan Dphone Investment Co., Ltd., is indirectly held by the Company.

The joint venture, Yunfu Zhongqi Communication Technology Co., Ltd., is a wholly-owned subsidiary of
Guangzhou Zhongqi Energy Technology Limited Company which is a joint venture entity of the Group.
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The investments in the fellow subsidiaries, Beijing Dphone Communication Services Co., Ltd., Guang’an Dixin
Cloud Communication Technology Co., Ltd. and Fushun Shenshang Commercial Real Estate Co., Ltd., are
directly held by the controlling shareholders of the Company.

The investment in the entity, Beijing Tianxingyuanjing Technology Development Co., Ltd., is respectively held by
Mpr. Liu Donghai, the controlling shareholder of the Company, and Mr. Jin Xin, the former CEO. They directly
and indirectly hold 20.53% equity interests in aggregate and have significant influence over the entity.

40% of equity interests in Luzhou Digital Science and Technology Co., Ltd. are held by the controlling
shareholders of the Company.

Beijing Digital China Limited and the non-controlling shareholder of the Company, Digital China (HK) Limited,
are all controlled by Digital China Group Co., Ltd. Digital China (HK) Limited holds 23.75% equity interests of
the Company.

The Board is of opinion that such related party transactions were based on normal
commercial terms and conducted on an arm’s length basis.

(b)

Compensation of key management personnel of the Group:

Salaries, allowances, bonuses and other expenses 3,994 4,724
Equity-settled share-based payments 25,295 -

Total compensation paid to
key management personnel 29,289 4,724
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10.  Interest-bearing bank and other borrowings

For the year ended 31 December 2019, our bank borrowings were primarily short term
in nature and repayable within one year. The following table sets forth our outstanding
borrowings as of the dates indicated:

Current
Bank loans:
Unsecured, repayable within one year 2020 710,984.69 2019 950,500.00
Secured, repayable within one year 2020 2,615,621.00 2019 1,411,990.00
Corporate bond:
Current portion 2019 576,660.46 2019 598,013.00
Other loans:
Unsecured, repayable within one year 2020 65,506.80 2019 71,551.00
Secured, repayable within one year 2020 - 2019 34,584.00

3,968,772.95 3,066,038.00

(V) Key financial ratios

The following table sets out our current ratio, gearing ratio and net debt-to-equity ratio as of the
dates indicated:

Current ratio 152 1.80 (0.28) (15.56%)
Gearing ratio 39.49% 38.08% 141% 3.70%
Net debt-to-equity ratio 05.27% 61.51% 3.76% 60.11%

Current ratio is our current assets divided by our current liabilities at the end of each financial
period. Our current ratio remained relatively stable during the year ended 31 December 2019.
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Gearing ratio is net debt divided by the sum of net debt and total equity at the end of each
financial period and multiplied by 100%. Net debt includes interest-bearing bank loans plus
bonds payable, less cash and cash equivalents. Our gearing ratio increased from 38.08% as of
31 December 2018 to 39.49% as of 31 December 2019. Such increase was primarily due to the
increase in short-term borrowings of the Company for 2019. Total equity as of 31 December
2019 amounted to RMB4,176,504,610, representing an increase of RMB342,799,540 or 8.94%
from R