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BACKGROUND OF THE RELEVANT MATTERS

IN RESPECT OF MAJOR AND CONNECTED TRANSACTIONS AND

UPDATE ON INVESTIGATION

This announcement is made by China ZhengTong Auto Services Holdings Limited (the

‘‘Company’’ and together with its subsidiaries, the ‘‘Group’’) pursuant to Rule 13.09 of the

Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited

(the ‘‘Listing Rules’’) and the Inside Information Provisions (as defined in the Listing

Rules) under Part XIVA of the Securities and Futures Ordinance (Chapter 571 of the

Laws of Hong Kong).

Reference is made to the announcements of the Company dated 22 December 2021 and

31 December 2021 (the ‘‘Announcements’’) in relation to, among other things,

transactions that may have constituted undisclosed major and connected transactions

of the Company at the relevant time (the ‘‘Relevant Matters’’). Reference is also made to

the announcement of the Company dated 10 January 2022 in relation to, among other

things, the establishment of an independent board committee (the ‘‘IBC’’) to conduct an

investigation into the Relevant Matters.

BACKGROUND OF THE RELEVANT MATTERS

The following background was the result of review of court documents and related

materials.
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2016 Undertaking

In 2016, Wuhan Zhengtong United Industrial Investment Group Co., Ltd.* 武漢正通聯

合實業投資集團有限公司 (‘‘Wuhan Zhengtong’’), an indirect wholly owned subsidiary of

the Company, undertook (the ‘‘Undertaking’’) to pay for any shortfalls in the event of

default by Beijing Guangze Real Estate Development Co., Ltd.* 北京廣澤房地產開發有

限公司 (‘‘Beijing Guangze’’), in support of Beijing Guangze’s (i) redemption obligations

under certain investment agreements (the ‘‘2016 Investment Agreements’’) relating to the

investment made by Ningbo Yuchen Fengze Equity Investment Partnership (Limited

Partnership)* 寧波禹宸豐澤股權投資合夥企業（有限合夥）(‘‘Yuchen Fengze’’) in Beijing

Baoze Automobile Technology Development Co., Ltd.* 北京寶澤汽車科技發展有限公司

(‘‘Beijing Baoze’’) and Beijing Zunbaocheng Real Estate Co., Ltd.* 北京尊寶成置業有限

公司 (‘‘Beijing Zunbaocheng’’); and (ii) repayment obligations in respect of a loan

provided under an entrusted loan agreement (the ‘‘2016 Entrusted Loan Agreement’’).

Under the 2016 Investment Agreements dated 29 March 2016, Yuchen Fengze had agreed

to contribute an aggregate of RMB420,000,000 to the capital of Beijing Baoze and

Beijing Zunbaocheng, provided that Beijing Guangze commits to pay an investment

return ranging from 7.5% to 9% per annum and redeem its equity interest within a

four-year redemption period (the ‘‘2016 Equity Investment Obligations’’).

Under the 2016 Entrusted Loan Agreement dated 30 March 2016, Hengfeng Bank Co.,

Ltd. Yangzhou Branch* (恒豐銀行股份有限公司揚州分行) (the ‘‘Lender’’, who was

entrusted by Yuchen Fengze to provide the Loan (as defined below) to Beijing

Guangze), agreed to provide a loan (the ‘‘Loan’’) in the principal amount of

RMB1,380,000,000 to Beijing Guangze at an interest rate of 7.5% per annum for a

term of 48 months commencing from 30 March 2016 and ending on 29 March 2020 (the

‘‘2016 Loan Obligations’’).

The 2016 Equity Investment Obligations and 2016 Loan Obligations were secured by

(among others) real estate owned by Beijing Baoze and Beijing Zunbaocheng and a joint

and several personal guarantee from Wang Weize (王偉澤).

To the best knowledge and belief of the current directors of the Company (the

‘‘Directors’’), Wuhan Zhengtong entered into the Undertaking at or around the same

time the 2016 Investment Agreements and the 2016 Entrusted Loan Agreement were

entered into. Pursuant to the Undertaking, Beijing Guangze is the primary debtor of its

2016 Equity Investment Obligations and 2016 Loan Obligations. Pursuant to the

Undertaking, where such obligations are not met by Beijing Guangze as the primary

debtor, or by its controller Wang Weize (王偉澤) who has given a joint and several

guarantee in respect of the same, or with operating income from Beijing Guangze and its

subsidiaries, then Wuhan Zhengtong shall be responsible for any shortfalls.
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2020 Shortfall Agreements

The Undertaking was replaced by certain Shortfall Agreements (as defined below)

entered into by Wuhan Zhengtong in 2020.

In March 2020, the terms of the 2016 Equity Investment Obligations were amended

pursuant to certain supplemental investment agreements and redemption agreements (the

‘‘2020 Redemption Agreements’’). Following such amendments, (among others) the

redemption period under the 2016 Investment Agreements was extended to 30 March

2022, and while the redemption price of RMB420,000,000 remained unchanged, the

investment return ranged from 9.5% to 10% per annum for the additional two years (the

‘‘2020 Equity Investment Obligations’’).

In March 2020, the terms of the 2016 Loan Obligations were amended pursuant to a loan

extension agreement (the ‘‘2020 Loan Extension Agreement’’). Following such

amendments, (among others) the term of the Loan was extended for 24 months to 29

March 2022, the Loan principal was adjusted to RMB1,350,000,000 (being the then

remaining balance of the Loan) and the interest rate ranged from 9.5% to 10% per

annum for the additional two years (the ‘‘2020 Loan Obligations’’).

To the best knowledge and belief of the Directors, Wuhan Zhengtong entered into three

shortfall agreements (the ‘‘Shortfall Agreements’’) at or around the same time the 2020

Redemption Agreements and the 2020 Loan Extension Agreement were entered into.

Pursuant to the Shortfall Agreements, where the 2020 Equity Investment Obligations

and/or 2020 Loan Obligations are not met by Beijing Guangze, then Wuhan Zhengtong

shall (among others) be responsible for any shortfalls.

The 2020 Equity Investment Obligations and 2020 Loan Obligations were also secured

by, among others, real estate owned by Beijing Baoze and Beijing Zunbaocheng (the

‘‘Real Estate’’). As stated in the Company’s announcement of the annual results for the

year ended 31 December 2021 (the ‘‘Results Announcement’’), according to the valuation

report issued by an external valuer, the fair value of the Real Estate as at 31 December

2021 was RMB2.88 billion.

Information on the Parties

The Group is principally engaged in 4S dealership business, supply chain business,

financial services and comprehensive properties business in the People’s Republic of

China. Wuhan Zhengtong is an indirect wholly-owned subsidiary of the Company and is

principally engaged in investment holding.

Based on publicly available information, the Lender is a branch of Hengfeng Bank Co.,

Ltd.* (恆豐銀行股份有限公司), a banking institution in the PRC. To the best of the

Directors’ knowledge, information and belief having made all reasonable enquiry, the

Lender and its ultimate beneficial owners are third parties independent of the Company

and its connected persons.
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Based on publicly available information, Yuchen Fengze is principally engaged in equity

investment and related advisory services. Based on publicly available information as at 6

April 2022, (i) the general partner of Yuchen Fengze is Beijing Nine Asset Management

Co., Ltd.* (北京壹玖資產管理有限公司) (‘‘Beijing Nine’’), which is owned as to 65% and

35% by Shenzhen Xinzhenghua Financial Holding Co., Ltd.* (深圳新正華金融控股有限

公司) (‘‘Shenzhen Xinzhenghua’’) and Jiang Junguo (蔣俊國), respectively; (ii) Shenzhen

Xinzhenghua is owned as to 95% and 5% by Shanghai Yuerui Industry Co., Ltd.* (上海

悅瑞實業有限公司) (‘‘Shanghai Yuerui’’) and Lu Jianwen (陸建文), respectively; (iii)

Shanghai Yuerui is owned as to 90% and 10% by Shanghai Orient Huafa Enterprise

Development Co., Ltd.* (上海東方華發企業發展有限公司) (‘‘Shanghai Orient’’) and

Shanghai Hongbang Enterprise Development Co., Ltd.* 上海泓邦企業發展有限公司

(‘‘Shanghai Hongbang’’), respectively; (iv) Shanghai Orient is owned as to 96.6667% and

3.3333% by He Minhua (何敏華) and Zhou Jianhua (周建華), respectively; and (v)

Shanghai Hongbang is owned as to 90% and 10% by Zhou Jianhua (周建華) and Hua

Jiangang (花建剛), respectively. To the best of the Directors’ knowledge, information and

belief having made all reasonable enquiry, Yuchen Fengze and its ultimate beneficial

owners are third parties independent of the Company and its connected persons.

To the best knowledge and belief of the Directors, Beijing Guangze is principally engaged

in property development and management and is wholly-owned by Hubei He Lin

Industrial Co. (湖北和霖實業有限公司), which in turn is owned as to 90% by Wang

Weize (王偉澤) and 10% by Xu Ling (徐淩). Wang Weize is the son of Wang Muqing, a

former executive director of the Company who has resigned on 10 January 2022, and Xu

Ling (徐淩) is the spouse of Wang Weize (王偉澤). Accordingly, to the best knowledge

and belief of the Directors, Beijing Guangze and its ultimate beneficial owners were

connected persons of the Company at the relevant times. As one or more of the

applicable percentage ratios calculated with reference to Rule 14.07 of the Listing Rules

in respect of the Undertaking and the Shortfall Agreements exceeds 25% but is less than

100% at the relevant times in 2016 and 2020, the entry into of the Undertaking and the

Shortfall Agreements may have constituted undisclosed major and connected

transactions of the Company under Chapter 14 and Chapter 14A of the Listing Rules

at such times. The current independent non-executive Directors, Dr. Wong Tin Yau,

Kelvin, Dr. Cao Tong and Ms. Wong Tan Tan (all of whom were on the Board in March

2020 but only Dr. Wong Tin Yau, Kelvin was on the Board in March 2016), have all

confirmed that they do not recall the Undertaking or the Shortfall Agreements being

presented to or approved by the Board at the relevant times.

Legal Proceedings

As stated in the Announcements, the Company was notified on 17 December 2021 and 28

December 2021 that separate court judgements (the ‘‘First Instance Judgement’’) had been

granted by Ningbo Intermediate People’s Court and Yangzhou Intermediate People’s

Court, respectively, in favour of Yuchen Fengze and against (among others) Beijing

Guangze, Beijing Zunbaocheng, Beijing Baoze and Wuhan Zhengtong.
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Pursuant to the First Instance Judgement, Beijing Guangze shall:

. pay to Yuchen Fengze a principal amount of RMB420 million together with interest,

comprising, among others, the redemption price for the equity investment made by

Yuchen Fengze in Beijing Baoze and Beijing Zunbaocheng. Wuhan Zhengtong was

held jointly and severally liable for the same amount (the ‘‘Equity Investment First

Instance Judgement’’); and

. pay to Yuchen Fengze approximately RMB1.41 billion (comprising the Loan

principal of RMB1.35 billion, accrued interest, default interest and compound

interest) and late payment interest, the actual amount of which will increase with

time and relevant costs. Wuhan Zhengtong was held jointly and severally liable for

the same amount (the ‘‘Loan First Instance Judgement’’).

Wuhan Zhengtong has filed appeals against the Equity Investment First Instance

Judgement and Loan First Instance Judgement through Zhejiang Higher People’s Court

and Jiangsu Higher People’s Court, respectively. As stated in the announcement of the

Company dated 24 June 2022 (the ‘‘24 June Announcement’’), the Company has, in

respect of its appeal against the Equity Investment First Instance Judgement, received a

second instance judgement (the ‘‘Equity Investment Second Instance Judgement’’),

pursuant to which Zhejiang Higher People’s Court overturned the first instance finding

that Wuhan Zhengtong was jointly and severally liable for the amounts Beijing Guangze

was ordered to pay under the Equity Investment First Instance Judgement. Pursuant to

the Equity Investment Second Instance Judgement, the guarantee given by Wuhan

Zhengtong in respect of the amounts owed by Beijing Guangze was held to be a general

guarantee instead of a joint liability guarantee (i.e. Wuhan Zhengtong shall only be

responsible for any shortfalls if Beijing Guangze fails to fulfill its repayment obligations),

and after having assumed its general guarantee liability, Wuhan Zhengtong shall be

entitled to claim repayment from Beijing Guangze to the extent of the guarantee

obligation it has performed.

As stated in the 24 June Announcement, the Equity Investment Second Instance

Judgement is final. As at the date of this announcement, the appeal in respect of the Loan

First Instance Judgement has not reached conclusion.

PRELIMINARY FINDINGS OF THE IBC

Following its establishment, the IBC (which comprises all the current executive

Directors, being Directors who were not on the Board at the relevant times) has

undertaken a series of investigative steps in an effort to clarify the facts and

circumstances pertaining to the Relevant Matters. This included reviewing

contemporaneous documents and raising enquiries with individuals who they believe

may have knowledge of the Undertaking, the Shortfall Agreements and related

transactions. The individuals who have responded to the IBC’s enquires did not have

an explanation as to why the relevant requirements under Chapter 14 and Chapter 14A of

the Listing Rules were not complied with at the relevant times. However, given new
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management has undertaken the commencement of an overall review of the Group’s

internal processes in respect of the Undertaking and Shortfall Agreements and

compliance with Listing Rules is now part and parcel of its internal contract review

approval process, the Company believes that the risk of a similar event today is

significantly reduced and the internal control processes set out in (a) below are not

currently deficient.

Based solely on its latest findings and available information, the IBC considers, among

other things, that:

(a) historical internal controls for the approval by the Company for execution of

guarantees by the Company’s subsidiaries in China, including the compliance

requirements of the Listing Rules in connection therewith, had fallen short in respect

of the Undertaking and Shortfall Agreements. Notwithstanding, given the recent

change in the Company’s single largest shareholder (the ‘‘Shareholder Change’’) and

the internal controls since implemented, the Company believes that such internal

controls have been significantly improved in this respect; and

(b) it would recommend that the Company’s internal control procedures be documented

and presented to the Board periodically for review, discussion and approval to

reduce the risk of this non-compliance recurring.

The Board has reviewed and accepted the preliminary findings of the IBC and wishes to

emphasise that while the internal control and corporate governance of the Company have

been substantially improved since the Shareholder Change, it will continue to work with

the management of the Company to further enhance the Company’s internal control

procedures as recommended by the IBC.

In addition, as stated in the Results Announcement, current management has been

making improvements to historical record keeping of the Group. It has undertaken a

review of the Board minutes/resolutions of the Company which it was able to locate from

2019 up to the Shareholder Change (the ‘‘Locatable Board Minutes/Resolutions’’) and

noted that certain Board minutes/resolutions appear to be unsigned or missing

signatures. Nevertheless, based on enquires with relevant Directors and absent

evidence to the contrary, the Company believes that the Locatable Board

Minutes/Resolutions had indeed been circulated and/or the relevant meetings had in

fact taken place. Amongst the matters considered in the Locatable Board

Minutes/Resolutions, the Company had not noted other instances of undisclosed

transactions similar to the Undertaking and Shortfall Agreements as detailed above.
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The financial impact of the Relevant Matters on the Company’s financial statements for

the year ended 31 December 2021 is set out on pages 33 to 34 of the Results

Announcement.

By order of the Board

China ZhengTong Auto Services Holdings Limited

WANG Ming Cheng

Chairman

Hong Kong, 20 July 2022

As at the date of this announcement, the Board comprises Mr. WANG Ming Cheng

(Chairman), Mr. LI Zhi Huang and Mr. ZENG Ting Yi as executive Directors; and Dr.

WONG Tin Yau, Kelvin, Dr. CAO Tong and Ms. WONG Tan Tan as independent

non-executive Directors.

* For identification purposes only

– 7 –



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles false
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments false
  /ParseDSCCommentsForDocInfo false
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo false
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /CHT <FEFF005B683964DA300C005B0042004E0050005D300D005D00204F7F752890194E9B8A2D7F6E5EFA7ACB7684002000410064006F006200650020005000440046002065874EF69069752865BC9AD854C18CEA76845370524D5370523786557406300260A853EF4EE54F7F75280020004100630072006F0062006100740020548C002000410064006F00620065002000520065006100640065007200200035002E003000204EE553CA66F49AD87248672C4F86958B555F5DF25EFA7ACB76840020005000440046002065874EF63002>
  >>
  /ExportLayers /ExportVisiblePrintableLayers
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks true
      /AddColorBars false
      /AddCropMarks true
      /AddPageInfo true
      /AddRegMarks true
      /BleedOffset [
        14.173230
        14.173230
        14.173230
        14.173230
      ]
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MarksOffset 0
      /MarksWeight 0.283460
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PageMarksFile /JapaneseWithCircle
      /PreserveEditing true
      /UntaggedCMYKHandling /UseDocumentProfile
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


