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(I) KEY FINDINGS OF THE INDEPENDENT INVESTIGATION;
(II) MANAGEMENT RESPONSES TO THE ALLEGATIONS;

(III) THE IBC CONCLUSIONS;
AND

(IV) ACTIONS BY THE COMPANY

COMPLETION OF THE INDEPENDENT INVESTIGATION

The Board is pleased to announce that the Independent Consultant had completed the 
field work of the Independent Investigation on 25 December 2020 and the Investigation 
Report was issued on 8 February 2021 setting out the Key Findings relating to each of the 
five Matters giving rise to the Allegations raised in the Shortselling Report, and the Scope 
Limitations of the Independent Investigation.

MANAGEMENT RESPONSES TO THE KEY FINDINGS OF THE 
INDEPENDENT INVESTIGATION

Based on the review of the Investigation Report, the Company has provided the IBC with 
(i) additional information relating to the background and circumstances surrounding and 
leading to the Matters; and (ii) the Management Responses to the Allegations and the 
Scope Limitations, for the IBC’s better understanding of the Matters.



– 2 –

IBC CONCLUSIONS AND SUGGESTIONS

Having reviewed the Investigation Report and having considered the additional 
information provided by the Management and the Management Responses, the IBC 
concurred with the Management and concluded that all the Allegations are incorrect. It 
has also made various suggestions to the Group as to how the corporate governance of the 
Group could be improved, as detailed in this announcement.

ACTIONS TO BE TAKEN BY THE COMPANY

The Management has set forth a number of measures to be taken by the Group for 
improving the corporate governance and internal control system based on the suggestions 
made by the IBC.

RE-COMPLIANCE WITH THE RELEVANT REQUIREMENTS UNDER 
THE LISTING RULES

Certain arrangements/transactions relating to the Matters constituted notifiable and/or 
connected transactions of the Company under the Listing Rules but the Company did not 
comply with the relevant disclosures and/or shareholders’ approval requirements at the 
material time. The Company would re-comply with the relevant disclosure requirements in 
accordance with the Listing Rules, details of which are set out in a separate announcement 
of the Company of even date.

References are made to (i) the announcements of the Company dated 12 November 2020, 
13 November 2020, 16 November 2020 and 10 January 2021 respectively in relation 
to the Shortselling Report containing certain Allegations against the Group; and (ii) the 
announcement of the Company dated 11 December 2020 in relation to the formation of the 
IBC to review the Matters.

For the Shareholders’ easy understanding, the sections below would set out by each of the 
Matters:

I. the background and circumstances surrounding and leading to the Matter(s), as 
represented by the Management;

II. the Allegations relating to the Matter(s), as raised in the Shortselling Report;

III. the Key Findings relating to the Matter(s), as set out in the Investigation Report;

IV. the Management Responses to the Allegations and the Key Findings relating to the 
Matter(s);
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V. if applicable, the Scope Limitations relating to the Matter(s);

VI. if applicable, the Management Responses to the Scope Limitations; and

VII. the IBC Conclusions to the Matter(s) and its suggestions to the Management.

Based on the suggestions given by the IBC, the Management also set forth a number of 
measures for improving the corporate governance and internal control system of the Group.

MATTER (A) — IN CONNECTION WITH CAPITAL INCREASES OF IAC 
AND THE IAC DISPOSAL

I. Background and circumstances surrounding Matter (A) represented by the 
Management

1. It had been the Company’s plan since its listing on the Stock Exchange to 
improve its revenue mix and profit margin by diversifying its revenue source. 
Apart from its traditional 4S-store operations, the Company was also optimistic 
about the prospects of the independent automobile aftersales services sector 
(i.e. the IAS Business) and commenced this business in 2015 by setting up 
independent aftersales services outlets in various cities in China. The number of 
outlets grew rapidly when the Company built up the critical mass to weed out 
small players in the market and seize market share. As at the end of 2015, the 
network of outlets covered 44 cities in China.

2. The expansion of the IAS Business with a quick boost of market share had 
commanded significant amount of working capital and upfront costs, which had 
seen the IAS Business incurring losses from the start. In the meantime, with 
the development and expansion of the Group’s independent aftersales services 
outlet network, the automobile manufacturers had reservation about the Group’s 
involvement in the IAS Business which might have certain degree of competition 
with the aftersales services provided by 4S-stores authorised by them. In the 
circumstances, the Company had wanted to solicit potential investors to provide 
new capital to support the IAS Business and offload part of the Company’s 
interests in IAC in order to address the concerns of the automobile manufacturers 
on conflicts of interest with the Group’s 4S-store operations.

3. The Company started soliciting potential investors for new capital investment 
and conducted a reorganisation in 2016 to group all the 65 subsidiaries engaging 
in the IAS Business under IAC, forming the IAC Group. IAC was established 
by the Company in 2011 as a wholly-owned subsidiary and there had been no 
operation of IAC since establishment. Following the aforesaid reorganisation, 
IAC became the holding company of all the then Group companies engaged in 
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the IAS Business with all the working capital and liquidity management and 
other treasury functions centralised in IAC, which would centralise the surplus 
funds from, and distribute the required working capital to, each of independent 
aftersales outlets operated by the 65 subsidiaries of IAC (the “Aftersales 
Outlets”). The Company would from time to time make advances and capital 
injections to IAC for fulfilling the working capital needs of the Aftersales Outlets.

4. Up to FY2017, the accumulated capital investment and advances made by the 
Company to IAC reached approximately RMB1.0 billion for the use of operation 
and business expansion of the IAS Business (the “Operation Advances”). 
Details of the Operation Advances were disclosed in the FY2017 Annual Report.

5. As part of the fund raising and reorganisation plan as referred to in paragraph 
3 above, it was the intention of the Company to have invited the then key 
management of the IAC Group to have become shareholders of IAC, in order to 
ensure continuity and stability of the management of the IAC Group after the new 
investors had come in and to provide incentives to the management by aligning 
their interests with that of IAC.

6. To this end, on 29 June 2017, Hexie Trading and IAC entered into the 2017 
June IAC Capital Increase Agreement with (i) Tibet Runyin; (ii) Lancherui; (iii) 
the Aftersales Management Company; and (iv) the 2017 June IAC Investors to 
raise new capital of RMB280.0 million in aggregate to fund the IAS Business, 
of which RMB40.0 million was to be contributed by Tibet Runyin, RMB30.0 
million by Lancherui, and RMB210.0 million by the 2017 June IAC Investors. 
Both Tibet Runyin and Lancherui were managed by its general partner, being the 
Aftersales Management Company. Details of the 2017 June IAC Capital Increase 
Agreement were announced by the Company on 29 June 2017.

7. The 2017 June IAC Capital Increase Agreement however subsequently 
fell through and was replaced by the 2017 December IAC Capital Increase 
Agreement entered into among (i) Hexie Trading; (ii) IAC; (iii) Tibet Runyin; 
(iv) Lancherui; (v) the Aftersales Management Company; and (vi) the 2017 
December IAC Investor, namely 深圳市迪暉投資發展有限公司 (Shenzhen 
Dihui Investment Development Company Limited*), on 28 December 2017. The 
2017 December IAC Capital Increase Agreement raised the same amount of new 
capital for IAC (i.e. RMB280.0 million), of which RMB4.8 million was to be 
contributed by Tibet Runyin, RMB65.2 million by Lancherui, and RMB210.0 
million by the 2017 December IAC Investor. Pursuant to the 2017 December IAC 
Capital Increase Agreement, Hexie Trading would also contribute RMB116.0 
million by way of capitalising the Operation Advances of RMB630.0 million, 
with a view to offsetting part of the outstanding debts owed by IAC to Hexie 
Trading and attracting new capital for IAC’s future development.
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8. Following completion of the 2017 December IAC Capital Increase Agreement in 
December 2017, IAC became an associate company of the Group, which was held 
as to 49.28% by Hexie Trading, 23.63% by Lancherui, 1.73% by Tibet Runyin, 
and 25.36% by the 2017 December IAC Investor. Details of the 2017 December 
IAC Capital Increase Agreement are set out in a separate announcement of the 
Company of even date. Later in September 2019, Lancherui acquired the interests 
in IAC subscribed by Tibet Runyin. As a result, Lancherui held a total of 25.36% 
interests in IAC since then.

9. At the time when the Company entered into the 2017 December IAC Capital 
Increase Agreement, Mr. Yang was interested in 28% of the Aftersales 
Management Company (being the general partner of both Tibet Runyin and 
Lancherui) and also directly held 18.56% interests in Lancherui. Although 
Mr. Yang was the authorised representative and sole director of the Aftersales 
Management Company, he was not able to control the Aftersales Management 
Company as he only had 28% equity interest in it, with the remaining 
shareholders being independent of and not connected with him. Accordingly, 
the Aftersales Management Company, Tibet Runyin and Lancherui were not 
connected persons of the Company under the Listing Rules. Details of the 
shareholding in Tibet Runyin and Lancherui as at the date of the 2017 December 
IAC Capital Increase Agreement are set out below:
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Chart 1 — shareholding structure of Tibet Runyin
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Chart 2 — shareholding structure of Lancherui
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10. Mr. Yang was the chairman and chief executive officer of IAC, and was the then 
executive Director but had resigned from the position of executive Director on 
the date when the 2017 December IAC Capital Increase Agreement was signed, 
so as to focus on the development of the IAS Business after the capital increase 
pursuant to the 2017 December IAC Capital Increase Agreement.

11. In late 2018, IAC issued new shares to the 2018 IAC Investors, namely (i) 上海
東銀無穹創業投資管理中心（有限合夥)(Shanghai Dongyin Wuqiong Venture 
Investment Management Centre LLP*); and (ii) 上海銘武投資諮詢事務所
(Shanghai Mingwu Investment Consulting Firm*), which subscribed for 0.72% 
and 0.24% of the enlarged issued share capital of IAC respectively in exchange 
of their aggregate 13.33% interest in 上海思博睿培汽車修理服務有限公
司 (Shanghai Sibo Ruipei Automobile Repair Services Company Limited*, the 
“Shanghai Company”), pursuant to the 2018 IAC Share Exchange Agreement 
entered into among (i) Hexie Trading; (ii) Tibet Runyin; (iii) Lancherui; (iv) the 
2017 December IAC Investor; and (v) the 2018 IAC Investors. At the time when 
Hexie Trading entered into the 2018 IAC Share Exchange Agreement, neither 
the Group nor IAC held any shares in the Shanghai Company. The Shanghai 
Company was principally engaged in independent aftersales business in the PRC.

12. As a result of the issue of new shares to the 2018 IAC Investors by IAC, the 
Company’s shareholding in IAC was slightly diluted from 49.28% to 48.8%.

13. On 5 April 2019, Hexie Trading entered into the IAC Disposal Agreement with 
Wanyin to transfer its 28.8% interests in IAC to Wanyin at a consideration of 
RMB190.0 million. On 18 April 2019, they entered into the IAC Supplemental 
Disposal Agreement whereby Hexie Trading would transfer 29.0% interests in 
IAC to Wanyin at a consideration of RMB192.0 million, rather than 28.8% at 
RMB190.0 million.

14. Upon completion of the IAC Disposal, the Company’s shareholding in IAC 
dropped from 48.8% to 19.8%, and the Company’s investments in IAC was 
accounted for as equity investment at fair value through other comprehensive 
income of the Company in accordance with applicable accounting standards in 
FY2019. Details of the IAC Disposal Agreement (as supplemented by the IAC 
Supplemental Disposal Agreement) are disclosed in a separate announcement of 
the Company of even date.
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II. Allegations as to Matter (A)

It was alleged in the Shortselling Report that:

1. the Company never received the Disposal Consideration from Wanyin and the 
regulatory filings revealed that Hexie Trading owned 100% of IAC from 2011 
until December 2019; and

2. 25% of IAC shares are secretly controlled by Mr. Feng’s brother, Mr. CJ Feng; 
and another 29% of IAC is secretly owned by Mr. Feng via Wanyin.

III. Key findings of the Independent Investigation as to Matter (A)

Based on the Independent Investigation, the Independent Consultant noted that:

1. pursuant to the IAC Disposal Agreement (as supplemented by the IAC 
Supplemental Disposal Agreement), Hexie Trading agreed to dispose of a 
29% interest in IAC at a consideration of RMB192.0 million (i.e. the Disposal 
Consideration);

2. the bank statements regarding two out of four payments made by Wanyin did not 
show the counterparty’s name, but the bank statements for the rest two payments 
and the transfer slips for the four payments provided by the Company showed 
that Wanyin had paid to Hexie Automobile (being a wholly-owned subsidiary of 
the Company) the Disposal Consideration in full during the period from August 
to October 2019;

3. according to the annual reports of the Company, IAC was disclosed as a 
subsidiary of the Company from 2011 to 2016. Since 2017, IAC was disclosed as 
an associated company. According to Mr. Yang (being the chief executive officer 
of IAC) and Mr. Wang (being the finance manager of IAC), since 2017, IAC 
started to introduce external investors but IAC did not make timely update of 
change in shareholding with the regulatory authorities. But according to the SAIC 
records relating to IAC, no penalty for late filing was noted. The record was later 
updated in December 2019;

4. according to the SAIC registration records of IAC, the entire interest of IAC 
was held by Henan Zhongdebao Automobile Sales Service Co., Ltd. (which is 
a wholly-owned subsidiary of the Company) from 2011 to 2016, and IAC was 
accounted for as a wholly-owned subsidiary of the Group during this period;

5. according to the SAIC registration records of IAC, on 31 August 2016, the sole 
shareholder of IAC changed to Hexie Trading;



– 9 –

6. according to the announcement of the Company dated 29 June 2017, Hexie 
Trading and the IAC Key Management entered into the 2017 June IAC Capital 
Increase Agreement, whereby Hexie Trading’s shareholding in IAC was diluted 
from 100% to 49.28%. The IAC Key Management, in aggregate, contributed 
capital of RMB70.0 million to subscribe for 25.36% interests in IAC. Other 
external investors also subscribed for 25.36% interests in IAC. In FY2017, IAC 
was accounted for as associated company;

7. as disclosed in the annual report of the Company for FY2018, on 18 December 
2018, certain external investors entered into the 2018 IAC Share Exchange 
Agreement to further invest in IAC. As at 31 December 2018, Hexie Trading’s 
shareholding in IAC was diluted to 48.8% and IAC was accounted for as 
associated company;

8. on 5 April 2019, Hexie Trading entered into the IAC Disposal Agreement with 
Wanyin to transfer its 28.8% interests in IAC to Wanyin at a consideration of 
RMB190.0 million. On 18 April 2019, they entered into the IAC Supplemental 
Disposal Agreement whereby Hexie Trading would transfer 29.0% interests in 
IAC to Wanyin at a consideration of RMB192.0 million, rather than 28.8% at 
RMB190.0 million. As a result, Hexie Trading’s shareholding in IAC decreased 
from 48.8% to 19.8% and IAC was accounted for as equity investment of the 
Company;

9. according to the public search and the information on the official website 
of State Administration for Market Regulation (國家市場監督管理局), 
Lancherui (namely 西藏藍徹瑞創業投資合夥企業（有限合夥）) is a joint 
venture company held by Mr. CJ Feng, Mr. Chen, Mr. Yang, Mr. Wang and the 
Aftersales Management Company (namely 西藏和進匯創業投資管理有限公
司), and the Aftersales Management Company is the executive partner. Mr. Yang 
is the authorised representative of the Aftersales Management Company. No 
information is available on the website as to the proportion of capital contributed 
by each partner;

10. but the search website named 企查查 (www.qcc.com) (the “Search Website”) 
for public search of PRC company information showed that Lancherui was 
owned as to 39.46% by Mr. CJ Feng, 39.98% by Mr. Chen and 18.56% by Mr. 
Yang, who was executive partner and controller of Lancherui;

11. Mr. Yang indicated in the interview that he is the joint partner and controller 
of Lancherui. He also provided the partnership agreement as to the set-up of 
Lancherui (the “Lancherui Partnership Agreement”) for the Independent 
Consultant’s perusal; and
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12. the Lancherui Partnership Agreement showed that the capital contribution by 
each partner was the same as the record shown on the Search Website and that 
the Aftersales Management Company was the executive partner of Lancherui.

IV. Management Responses to the Allegations relating to Matter (A)

Taking into account the background and circumstances surrounding Matter (A) 
and after having reviewed the Key Findings of the Independent Investigation, the 
Management would like to respond to the Allegations relating to Matter (A) as follows:

1. the Key Findings set out above showed that the Allegation as regards the 
Disposal Consideration was groundless;

2. regarding the change in Hexie Trading’s equity interest in IAC throughout the 
years, the Management clarifies that the misunderstanding giving rise to the 
Allegation was caused by the inadvertent late filing of the changes in holders of 
equity interest in IAC with regulatory authorities during 2017 to 2019. Relevant 
filing was later made by IAC on 12 December 2019;

3. the Management has obtained a legal opinion from the PRC legal adviser on 30 
March 2021, whereby it is confirmed that (i) the filing in respect of the change 
in holders of equity interest in IAC had been made on 12 December 2019; (ii) 
the late filing would not affect the validity of the changes; and (iii) the maximum 
penalty that might be imposed on IAC for late filing would be no more than 
RMB100,000;

4. the Management does not understand the basis on which the Allegation that Mr. 
CJ Feng “secretly controls” 25% IAC interests is made. Mr. CJ Feng has no 
direct equity interest in IAC. His interests in IAC is indirectly through Lancherui. 
As shown in shareholding chart 2 under the paragraph headed “Background and 
circumstances surrounding Matter (A) represented by the Management” above, 
while Mr. CJ Feng owned 39.46% interests in Lancherui which in turn owned 
23.63% in IAC at the time when the 2017 December IAC Capital Increase 
Agreement was completed, he had no equity interests in Tibet Runyin. Through 
his 39.46% interests in Lancherui, Mr. CJ Feng’s attributable interests in IAC 
was 9.32%. The above information has been filed with the relevant government 
authorities in December 2019. The Allegation that Mr. CJ Feng secretly 
controlled 25% IAC interests is not correct;

5. regarding the Allegation that Mr. Feng controlled 29% equity interest in IAC via 
Wanyin, the Management confirms, after having made due and careful enquiries, 
that the sole shareholder of Wanyin (being Mr. Sun Yanming (孫彥明)) is a third 
party independent of the Company and its connected persons including Mr. Feng. 
Accordingly, the related Allegation is incorrect;
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6. the Management noted from the Investigation Report that during an interview 
conducted by the Investigation Consultant with Mr. Yang, Mr. Yang mentioned 
to the Independent Consultant that he “controlled” (“實際控制”) the Aftersales 
Management Company. After making further enquiries with Mr. Yang, Mr. 
Yang clarified to the Management that he misunderstood the context in which 
the enquiry from the Independent Consultant was made. By mentioning he “實際
控制” the Aftersales Management Company at the interview, he meant to refer 
to his role as the sole director and authorised representative of the Aftersales 
Management Company and therefore his overall responsibilities to oversee 
and manage the entire operations of the Aftersales Management Company, and 
therefore Tibet Runyin and Lancherui. He confirmed that he did not have “control” 
over the Aftersales Management Company in the context of shareholding interest, 
voting rights or otherwise; and

7. on the basis of the above, the Management considered that all the Allegations 
relating to Matter (A) are incorrect.

V. Scope Limitations as to Matter (A)

Set out below are the Scope Limitations relating to Matter (A) in particular.

1. The representative from Wanyin stated in the interview that a couple of individual 
investors funded the investment of 29% shares in IAC (i.e. the IAC Disposal), 
and confirmed that the individual investors are not related to the Company but 
their identities were confidential as their consents could not be obtained.

2. As IAC could not obtain necessary consents from its shareholders other than 
Wanyin, the 2017 June IAC Capital Increase Agreement, the 2017 December 
IAC Capital Increase Agreement, the 2018 IAC Share Exchange Agreement as 
well as relevant payment receipt records (the “Relevant IAC Documents”) to 
support the exact dates of shareholder changes during 2017 to 2019 were not 
provided for the Independent Consultant’s review.

VI. The Management Responses to the Scope Limitations relating to Matter (A)

Due to the time constraints in liaising with the necessary/relevant parties for 
the purpose of collating all requested documents relating to the Matters for the 
Independent Consultant, the Management did not provide all requested documents 
to the Independent Consultant before the field work of the Independent Investigation 
was completed. Hence, the Independent Consultant has not reviewed the following 
additional information to validate the information and assess the potential implications 
(if any) on their findings relating to Matter (A). The Management advised that:
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1. it has obtained (i) the consents from all existing investors of IAC (including 
Wanyin, Lancherui, Hexie Trading, 深圳衆智匯投資有限公司(Shenzhen 
Zhongzhihui Investment Company Limited*), 上海東銀無窮創業投資管理中
心（有限合夥) (Shanghai Dongyin Wuqiong Venture Investment Management 
Centre LLP*); and 上海銘武投資諮詢事務所 (Shanghai Mingwu Investment 
Consulting Firm*)) to disclose the identities of their respective ultimate beneficial 
owners and to release the Relevant IAC Documents; (ii) a written confirmation 
from IAC that the ultimate beneficial owners of each of the investors of IAC 
are independent of the Company and its connected persons, subsequent to the 
completion of the field work by the Independent Consultant; and (iii) all other 
outstanding information mentioned in the scope limitations as to Matter (A); and

2. the bank deposit advices of capital injected into IAC showed that the amount of 
capital was injected by each shareholder in accordance with the 2017 December 
IAC Capital Increase Agreement.

On the basis of the above, the Management concluded that the Scope Limitations have 
been fully addressed.

VII. The IBC conclusions as to the Allegations relating to Matter (A)

1. Having reviewed the Management Responses, the IBC concurred with the 
conclusions of the Management that the Allegations concerning Matter (A) are 
incorrect.

2. The IBC was aware of the Company’s non-compliances with the disclosure 
requirements of the 2017 December IAC Capital Increase Agreement and the 
IAC Disposal Agreement (which constituted discloseable transaction under the 
Listing Rules) and has urged the Management to re-comply with the relevant 
requirements under the Listing Rules.

3. The IBC also noted that the changes in shareholders of IAC had not been timely 
filed with the relevant regulatory authorities, and urged the Management to 
review the internal policies and procedures to ensure that future filings, if any, 
are to be made in a timely manner.

4. The IBC also suggested the Management to review the internal policies and 
procedures regarding identifying possible material transactions, reporting the 
findings to appropriate staff member(s) prior to the entering into of the possible 
transactions to determine if there is any compliance requirement under the Listing 
Rules, and to provide sufficient and appropriate training to the relevant staff 
members.
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MATTER (B) — IN CONNECTION WITH THE TAX NOVATION 
ARRANGEMENT

I. Background information relating to Matter (B) as represented by the 
Management

The Management would like to set out below the background and circumstances 
giving rise to the accumulation of the Tax Liabilities and the entering into of the Tax 
Novation Agreement for the Shareholders’ information.

Industry background information and tax provision

1. The Group has been engaged in operating 4S automobile dealership outlets in the 
PRC since 2005. It sells new luxury and ultra-luxury cars as an authorised dealer 
of a number of luxury or ultra-luxury automobile manufacturers including but not 
limited to BMW, Lexus, Mini, Land-Rover, Rolls-Royce, Ferrari, Maserati, etc. 
The Company’s revenue is mainly generated from sales of new passenger cars 
and provision of aftersales services for brands that it distributes.

2. The first 4S dealership outlet of the Group was established in Zhengzhou, Henan 
Province, in 2005. The number of 4S outlets owned and operated by the Group 
grew significantly in Henan Province since establishment. In 2011, the first 
outlet outside Henan Province was established in Beijing, followed by outlets 
in other cities such as Guangzhou, Shanghai, Suzhou and Yichang having been 
established in 2012. The first Xiamen outlet was established in 2013, being the 
year of listing of the shares of the Company on the Stock Exchange. At the time 
of listing, the Company was a leading dealership group of luxury and ultra-luxury 
cars in the PRC in terms of number of outlets and brand coverage.

3. As stated in the audited consolidated financial statements of the Group for 
FY2016, the Group recorded tax liabilities of approximately RMB713 million 
under current liabilities as income tax payable and approximately RMB576 
million under other payables relating to tax. Part of the tax liabilities accrued 
were derived from income generated by (i) incentive rebates receivable from 
automobile manufacturers (the “Manufacturers Rebates”); and (ii) extra 
payments offered by car buyers to the dealers as incentive for the latter to 
source the hot models for such buyers and quick delivery of goods (the “Buyers 
Incentives”).

4. As a common market practice, the Manufacturers Rebates would be provided 
by automobile manufacturers to authorized dealers if the dealers meet certain 
pre-agreed criteria set by the manufacturers. The criteria would relate to sale 
volume, customer satisfaction, and quality of service provided by the dealers. The 
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Manufacturers Rebates would also be provided to dealers in connection with their 
promotional events or quarterly sales quota. They were either paid to the Group  
in the form of cash payments or reduction of their sales prices to the Group. Cash 
rebates very often were settled by the automobile manufacturers subsequent to the 
sales of cars and over a number of years, but the Group nevertheless recorded the 
Manufacturers Rebates against the cost of sales for the financial year where the 
sales occurred and made provisions for corresponding tax liabilities arising from 
such rebates. As the payment obligations of the tax relating to the Manufacturers 
Rebates only arise when the automobile manufacturers make cash payments 
of the Manufacturers Rebates to the Group, there might be timing difference 
between the time when the tax liabilities are recorded in the books of the Group 
and the time when the actual receipts of the Manufacturers Rebates occur.

5. Apart from the timing difference regarding Manufacturers Rebates as described 
in paragraph 4 above, tax liabilities also arose in the past from a then common 
market practice in the automobile dealers’ business in the PRC, where their 
customers rewarded the dealers for early delivery of the goods ordered by 
gratuity payments (i.e. the Buyers Incentives). When the Company established 
its first BMW 4S dealership outlet in Zhengzhou, Henan Province in 2005, it 
saw the ignition of high-end customers interests in imported luxury car models 
and the glowing of buying sprees in affluent cities of the PRC. Many customers 
were willing to make offers for new hot model cars at consideration higher than 
the suggested selling price released to the dealers by automobile manufacturers 
(the “Suggested Retail Prices”), in order to win the ‘quasi-bid’ for newest car 
models. It had gradually become an industry norm for fervent car buyers of hot 
items under limited supply to reward the dealers for early delivery of the goods 
on top of the Suggested Retail Prices (the “Industry Norm”). The Management 
explained that the then Industry Norm was at the time common market practices 
to satisfy the demands of willing customers. As a result of this, the total sum, 
including Buyers Incentives, if any, paid by customers might be higher than the 
invoiced Suggested Retail Prices included in the car sale invoice based on which 
the value-added tax would be calculated and paid. The then Industry Norm also 
had it that the customers would ask the Buyers Incentives not to be invoiced 
as they were given as reward to the dealers, therefore whether the customers 
would pay any Buyers Incentives or not, the invoiced prices for the vehicles 
sold would be at the automobile manufacturers’ Suggested Retail Prices (or at a 
discount to the Suggested Retail Price for certain less popular models). On the 
other hand, automobile manufacturers also did not generally want to see price 
competitions between dealers in order to maintain price stability for its products, 
but the Buyers Incentives to dealers were not specifically prohibited. Against this 
industry background at that time and the then market practices, the whole sum 
of payments paid by the customers, including the Suggested Retail Prices and 
the Buyers Incentives, if any, was accounted for as revenue in the books of the 
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relevant operating subsidiary, with provision for applicable tax liabilities made 
correspondingly on the whole sum of payment. This had resulted in a difference 
between the invoiced price filed with the taxation authorities for tax purpose on 
one hand and the total payment received from the customers and recorded in 
the books of the relevant operating subsidiaries and in the audited consolidated 
financial statements of the Group (i.e. 票帳差異) on the other hand.

6. Acknowledging the then market practices and the then Industry Norm and the 
tax requirements, the Company had from time to time communicated with the 
tax authorities on the matters with a view to keeping the authorities abreast of the 
matters and seeking the thoughts of the tax authorities as to how best the Group 
could deal with the accumulation of the tax liabilities arising from the receipt of 
the Buyers Incentives under the Industry Norm.

7. The accumulation of the tax liabilities arising from the Industry Norm was largely 
reduced after 2017 given that the Ministry of Commerce of the PRC promulgated 
an administrative measure on 5 April 2017 (the “2017 Administrative 
Measure”) to govern the sale of passenger vehicles in the PRC, which stipulates 
that, among other things, car dealers shall not receive from the customers an 
increased price, or impose additional costs to the stipulated price.

8. The Management had also sought advice from 河南金緯律師事務所 (Henan 
Jinwei Law Firm*) (the “PRC Legal Advisers”) on 1 June 2021 on the 
implications of the 2017 Administrative Measure to the Group. The PRC legal 
advisers advised as follows:

(i) pursuant to Article 201 of the PRC Criminal Law (《中華人民共和國刑
法》), tax payers would be guilty of tax evasion offence (逃稅罪) if they 
(a) make false return or fail to submit return to the tax authorities by way 
of forging and concealing; and (b) evade taxes exceeding 10% of payable 
taxes. Taking into account that (a) the whole sum of payment paid by the 
customers, including the Suggested Retail Prices and the Buyers Incentives, 
had been accounted for as revenue in the books of the relevant operating 
subsidiary of the Group; (b) relevant provision for applicable tax liabilities 
was made correspondingly on the whole sum of payment and has been 
publicly disclosed; (c) the Company has kept the relevant tax authorities 
informed of the accumulation of the tax liabilities; and (d) the Tax Novation 
Arrangement (as further explained in paragraph 11 below) was endorsed by 
the relevant tax authorities, the accumulation of the tax liabilities as a result 
of the Industry Norm does not amount to any deceit or concealment and 
therefore it would not constitute tax evasion offence under Article 201 of 
the PRC Criminal Law;
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(ii) given that the Group has never received any criminal punishment, 
administrative sanctions, or demand for payment of tax in relation to the 
Industry Norm from the tax authorities, the Group and its present and 
previous directors would not bear any criminal liability provided that the 
Group settles all the tax payments and/or penalties demanded by the tax 
authorities (if it is so demanded); and

(iii) the 2017 Administrative Measure has no retrospective effect.

Circumstances leading to and rationale for the Tax Novation Arrangement

9. Further to the promulgation of the 2017 Administrative Measure, there were 
investors’ concerns raised on the accumulated tax liabilities of the Group at 
regular investors meetings. The Company believed that considerable time and 
administrative resources might be required to resolve with the relevant regulatory 
authorities the terms of the settlement of the tax liabilities, given that the tax 
liabilities had been accumulated for years and involved a number of operating 
subsidiaries in different cities.

10. The Company therefore started to explore options available for handling the 
accumulated tax liabilities, with a view to removing the uncertainties relating to 
the long outstanding tax liabilities from the Group and addressing the concerns 
of the potential investors. The Management had understood from the market that 
certain comparable companies in the industry had also accumulated significant 
amounts of tax liabilities due to the Industry Norm, and had made novation 
arrangements to remove a large part of the accumulated tax liabilities off their 
balance sheet. In this regard, the Management had researched on the movements 
of accumulated tax liabilities of certain comparable companies listed on the 
Stock Exchange and it appeared to the Company that there was a scenario of a 
particular company that a substantial amount of tax liabilities had been taken off 
from its balance sheet by way of some kind of novation arrangement.

11. In light of the above enquiries in the market and having considered that (i) the 
reduction of the cumulative long outstanding tax liabilities from the Group’s 
balance sheet would remove the uncertainties about whether any fines or 
penalties would be imposed on the Group by the authorities upon the settlement 
of the tax liabilities and on the Group’s financial position and performance in 
future; and (ii) for the purpose of ensuring the transfer of the tax liabilities should 
be to a financially capable party who has the financial resources and knowledge 
of the market and understanding of the nature of the tax liabilities (and the 
Industry Norm), the Company approached Hexie Industrial (a company majority 
controlled by Mr. Feng who is the controlling shareholder of the Company) 
on the novation arrangement in respect of the tax liabilities as well as the tasks 
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to negotiate with the relevant tax authorities. Hexie Industrial preliminarily 
agreed to proceed with the Tax Novation Arrangement which involved the 
Group novating the Tax Liabilities in the amount of RMB1,021 million as at 
31 December 2017 accumulated by Hexie Trading and its subsidiaries to Hexie 
Industrial on a dollar-for-dollar basis with a view to resolving the concerns 
raised by the potential investors along the years and removing the uncertainties 
concerning the Tax Liabilities, which would be in the interest of the Company.

12. Following the above discussions and in early 2017, the Company started to 
communicate with the relevant local tax bureau as to their attitude towards 
the proposed Tax Novation Arrangement. The relevant local tax bureau later 
indicated that they would in principle consent to the Tax Novation Arrangement.

13. On 1 June 2017, Hexie Trading, IAC and Hexie Industrial entered into the Tax 
Novation Agreement, pursuant to which the parties agreed that upon the receipt 
of the Novation Consideration for the Tax Novation Arrangement of RMB1,021 
million by Hexie Industrial, all the unpaid Tax Liabilities (including but not 
limited to the costs that may be incurred for liaisons with the tax authorities, 
timing for payment and late charges, etc.) as well as all related legal obligations 
and consequences shall be borne by Hexie Industrial, and Hexie Trading shall 
be discharged of all the Tax Liabilities and related costs, expenses and charges. 
It was expected that formal approval from the relevant local tax bureau would 
be given by the end of 2017. Accordingly, it was agreed in the Tax Novation 
Agreement that Hexie Trading would settle with Hexie Industrial the Novation 
Consideration (equivalent to the estimated amount of the Tax Liabilities as at 28 
December 2017) within five (5) months from the signing of the Tax Novation 
Agreement via the then wholly-owned subsidiary of the Company, IAC.

IAC’s role in the Tax Novation Arrangement

14. As mentioned in the background information of Matter (A) above, in 2016, IAC 
has become the holding company of all the then Group companies engaged in 
the IAS Business to centralise the surplus funds from, and distribute the required 
working capital to, each of the 65 Aftersales Outlets in different cities of the 
PRC, and the Group would as and when required make advances and capital 
injection to IAC for fulfilling the working capital needs of the Aftersales Outlets 
(i.e. the Operation Advances). As at 31 May 2017, the Operation Advances made 
by the Group to the IAC Group amounted to RMB536 million.

15. Prior to the entering into of the Tax Novation Agreement, the Company had 
been in negotiations with strategic investors in respect of the capital increase 
of IAC (as referred to in the background information concerning Matter (A) 
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above). In view of the expected new capital to be raised by IAC in the near 
future (as later reflected in the 2017 June IAC Capital Increase Agreement  in 
the amount of approximately RMB280 million) (the “Investor New Capital”) 
and the outstanding balance of the Operation Advances as at 31 May 2017, 
it was the intention of the Management to use the Investor New Capital to 
fund and replenish the operating needs of the IAC Group so that some surplus 
funding could be returned to the Group by way of repaying partly the Operation 
Advances. If there was insufficient cashflow from IAC, Hexie Trading would 
pay to IAC directly to pay for the remaining Novation Consideration, if any. 
Accordingly, IAC was included as a party to the Tax Novation Agreement, and 
it was stipulated that Hexie Trading shall settle the Novation Consideration with 
Hexie Industrial via IAC (acting as fund transfer agent) within five (5) months 
from signing (the “Settlement Arrangement”).

16. After the entering into of the Tax Novation Agreement and during the 
negotiations of and due diligence for the 2017 June IAC Capital Increase 
Agreement, the potential investors of IAC expressed their concerns over the 
Settlement Arrangement to use the Operation Advances to partly settle the 
Novation Consideration and therefore deprived IAC of the Operation Advances. 
In the circumstances, Hexie Trading made advances to IAC in stages during 
June to August 2017 for implementation of the Tax Novation Agreement, and 
IAC then transferred a total sum of approximately RMB1,021 million to Hexie 
Industrial for settlement of the Novation Consideration around the same time. 
The Company recorded the transfers as advances to IAC in its consolidated 
financial statements as IAC had already become an associate of the Company in 
FY2017.

Circumstances after signing of the Tax Novation Agreement

17. After the signing of the Tax Novation Agreement and as had been previously 
communicated with the relevant local tax bureau, the Company submitted 
the Tax Novation Pack to the relevant local tax bureau which included (i) the 
Tax Novation Agreement; (ii) a full list of the outstanding Tax Liabilities of 
27 operating subsidiaries as at 31 December 2017 (in aggregate amount of 
RMB1,021 million); and (iii) the 2018 Tax Letter setting out the reasons for 
the Tax Novation Arrangement, for the relevant local tax bureau’s review and 
approval.

18. After submission of the Tax Novation Pack, on 26 March 2018, the relevant local 
tax bureau endorsed the Tax Novation Arrangement by way of marking “同意” 
(consent) on the 2018 Tax Letter with an official stamp of the relevant local tax 
bureau (the “2018 Tax Approval”). Based on the 2018 Tax Approval, the Tax 
Novation Arrangement was scheduled to complete soon after.
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19. The Management advised that in June 2018, the relevant local tax bureau was 
combined with the relevant national tax bureau to become the relevant unified 
tax office. In view of this, the Company considered that it would be appropriate 
to consult the newly established unified tax office to ensure that the 2018 Tax 
Approval given by the relevant local tax bureau was still valid and the newly 
established unified tax office also endorsed the Tax Novation Arrangement. 
The Company therefore started to arrange a physical meeting with the Tax 
Responsible Officer to ascertain the above.

20. The Company continued to communicate with the relevant unified tax office but 
it took more time than expected to arrange the proposed meeting.

21. Approaching the end of FY2019, the Company was informed that the relevant 
unified tax office had agreed in principle to the Tax Novation Arrangement. 
Given the lapse of time since the signing of the Tax Novation Agreement and 
that the relevant unified tax office had also given consent in principle to the Tax 
Novation Arrangement, Hexie Trading and IAC entered into the Tax Novation 
Supplemental Agreement with Hexie Industrial on 6 December 2019 confirming 
the parties’ intention to complete the Tax Novation Arrangement on 6 December 
2019, which was subsequently formally endorsed by the relevant unified tax 
office in the 2020 Tax Meeting (as referred to in paragraph 23 below) and by way 
of the 2020 Letter of Endorsement (as referred to in paragraph 25 below).

Circumstances after completion of the Tax Novation Agreement (in particular for 
FY2019 audit)

22. After completion of the Tax Novation Agreement, on 17 March 2020, as part of 
the audit procedures, representatives of Zhonghui Anda CPA Limited (“Zhonghui 
Anda”, being the auditor of the Company since FY2019) attended the 2020 Tax 
Meeting with the Tax Responsible Officer.

23. At the 2020 Tax Meeting, the Tax Responsible Officer confirmed that the 2018 
Tax Approval given by the relevant local tax bureau remained valid, and it also 
endorsed the Tax Novation Agreement (as supplemented by the Tax Novation 
Supplemental Agreement) as well as the completion of the Tax Novation 
Arrangement in December 2019.

24. Accordingly, in FY2019, the Company had recorded the completion of the Tax 
Novation Agreement in its audited financial statements by offsetting the Tax 
Liabilities from the consolidated balance sheet of the Group against the advances 
made to IAC for the purpose of settling the Novation Consideration against Hexie 
Industrial.
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Circumstances after completion of the Tax Novation Agreement (in particular for 
FY2020 audit in addressing the Allegations)

25. In November 2020, in view of the Allegations in the Shortselling Report, 
the Company, as per the then auditor’s request as part of the extended audit 
procedures, communicated with the relevant unified tax office as to their attitude 
towards the Tax Novation Arrangement, despite the fact that it has already 
endorsed its completion in the 2020 Tax Meeting mentioned above. On 9 
December 2020, the Company and the Independent Consultant had an interview 
(the “Interview”) with an official of the relevant unified tax office who was 
a profit tax researcher (所得稅調研員) in 2017 and 2018 and is currently a 
deputy inspector (副巡視員) in the relevant unified tax office. At the Interview, 
the Company presented to the official the 2018 Tax Approval and reported to 
him that the Tax Novation Arrangement had been completed as reported in the 
previous 2020 Tax Meeting. It also reported that Hexie Industrial was in the 
process of negotiating with relevant tax authorities on the settlement of the Tax 
Liabilities. The official then provided the Company with an officially stamped 
document dated 8 December 2020 (the “2020 Letter of Endorsement”) issued 
by the relevant unified tax office to both the Company and Hexie Industrial 
(recognizing it as the party responsible for the Tax Liabilities), which, based on 
the reports by the parties, acknowledged the latest circumstances of the settlement 
of the Tax Liabilities and expressed its continuing support to it.

26. The auditor of the Company, for the purpose of its audit on the Group’s FY2020 
financial results, also requested the Company to consult the PRC legal advisers 
again as to whether Hexie Trading would be required to settle the Tax Liabilities 
in the event that Hexie Industrial fails to settle them.

27. To this end, the Company obtained a legal opinion from the PRC Legal Advisers 
dated 8 February 2021, confirming that:

(i) the Tax Novation Agreement and the Tax Novation Supplemental 
Agreement are legal and effective;

(ii) it is within the administrative jurisdiction of the relevant local tax bureau to 
have endorsed the Tax Novation Arrangement via the approval marked on 
the 2018 Tax Letter;

(iii) Hexie Industrial shall be liable for the Tax Liabilities upon completion of 
the Tax Novation Agreement on 8 December 2019;

(iv) in the event that Hexie Industrial fails to settle the Tax Liabilities in full, 
relevant tax authorities shall hold Hexie Industrial solely liable for the 
outstanding liabilities; and
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(v) as the relevant unified tax office has confirmed that it will continue its 
support to the Tax Novation Arrangement as endorsed by the relevant local 
tax bureau on 26 March 2018 via the approval on the 2018 Tax Letter, and 
there is no addition, amendment or deletion to the arrangement under the 
Tax Novation Agreement, relevant parties shall execute the Tax Novation 
Arrangement in accordance with the Tax Novation Pack submitted to the 
relevant local tax bureau.

II. Allegations relating to Matter (B)

It was alleged in the Shortselling Report that the Company offset the RMB1.0 billion 
loan to Mr. Feng using an abusive tax liabilities transfer at the end of 2019, which 
had serious negative repercussions for the Company’s minority shareholders as it 
effectively erased the contractual obligation for Mr. Feng to repay RMB1.0 billion to 
the Company. The RMB1.0 billion loan was advances made by the Company to IAC 
as disclosed in 2017 Annual Report for supporting the IAC’s operation, and was then 
made by IAC to Mr. Feng’s private business, Hexie Industrial.

III. Key findings of the Independent Investigation relating to Matter (B)

Based on the Independent Investigation, the Independent Consultant noted that:

1. Hexie Trading had made advances of RMB1.0 billion to IAC, and shortly after 
the receipt of the funds from Hexie Trading, IAC transferred the same amount of 
fund to Hexie Industrial in the form of advance;

2. the transfer was in accordance with the Tax Novation Agreement. It was noted 
that there was a shortfall of RMB5.266 million between the Tax Liabilities in the 
Tax Novation Agreement and the actual amount of fund paid by Hexie Trading 
to IAC and in turn to Hexie Industrial. As explained by the Management, the 
shortfall was set off against the inter-company balance due by IAC to Hexie 
Trading, which was recorded as other receivable from IAC in the financial 
statements of Hexie Trading;

3. pursuant to the Tax Novation Agreement dated 1 June 2017 entered into among 
Hexie Trading, Hexie Industrial and IAC and the supplemental agreement 
dated 6 December 2019, upon receipt of the consideration for the Tax Novation 
Arrangement, all the unpaid tax liabilities (including but not limited to the costs 
that may be incurred in liaisons with the tax authorities, timing for payment and 
late charge, etc.) as well as all related legal obligations and consequences shall be 
borne by Hexie Industrial, while Hexie Trading shall be discharged of all the tax 
liabilities;



– 22 –

4. according to the information provided by Hexie Trading, it has been 
communicating with relevant tax authorities since 2017 and in 2018, the 
Tax Novation Agreement and a set of application document for novating the 
outstanding tax liabilities of Hexie Trading as at 31 December 2017 from Hexie 
Trading to Hexie Industrial were submitted to the relevant local tax bureau. 
According to a letter dated 26 March 2018, the relevant local tax bureau agreed 
that Hexie Trading could further communicate the relevant tax arrangement with 
the tax authorities. On 8 December 2020, another letter stamped by the relevant 
unified tax office was provided by the Company. Based on the letter dated 8 
December 2020, the relevant local tax bureau was merged with the relevant 
national tax bureau to become the relevant unified tax office in June 2018 and 
the relevant unified tax office informed Hexie Trading and Hexie Industrial of 
its acknowledgement of the communication with the former relevant local tax 
bureau in March 2018. In the letter, the relevant unified tax office reiterated its 
support to the development of Hexie Trading and Hexie Industrial, and requested 
Hexie Trading and Hexie Industrial to continue the communication with relevant 
tax authorities directly in respect of the relevant tax arrangement; and

5. however, both letters did not mention the arrangement to deal with the Tax 
Liabilities in the event that Hexie Industrial failed to settle them.

IV. Management Responses to the Allegations and Key Findings relating to Matter 
(B)

Based on the detailed background information and circumstances leading to and 
surrounding the Tax Novation Arrangement set out above, the Management concludes 
that the Allegation that the Company offset the loan to Hexie Industrial by way of 
an abusive tax liabilities transfer is incorrect. The Tax Novation Arrangement was 
conducted in a commercial manner, and it is in the interests of the Company and the 
Shareholders as a whole to remove the Tax Liabilities and risks and costs that may be 
associated with settling the Tax Liabilities with the relevant tax authorities by way of 
the Tax Novation Arrangement.

V. The Scope Limitations relating to Matter (B)

The Independent Consultant pointed out in the Investigation Report that:

1. as advised by the executive director of Hexie Industrial, the handwritten approval 
on the letter issued by the relevant local tax bureau in March 2018 was from an 
officer at the relevant local tax bureau based on its standard approval process but 
the identity of the person who approved the letter on behalf of the relevant local 
tax bureau could not be ascertained;
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2. the Interview on 9 December 2020 was conducted outside the tax office of the 
relevant local tax bureau due to COVID-19 pandemic, and the security guard of 
the relevant local tax bureau confirmed that visitors were not allowed to enter into 
the office building. The official provided a letter with the stamp of the relevant 
unified tax office imprinted during the Interview, but no name card was provided. 
After the Interview, the Company informed the Independent Consultant, and 
public information shows that the official served as a profit tax researcher (所得
稅調研員) in 2017 and 2018 and currently as deputy inspector (副巡視員) in the 
relevant unified tax office. The related information was found through a public 
information search. However, as the interviewee was wearing a face mask during 
the interview due to COVID-19 pandemic, the Independent Consultant was not 
able to verify the photo of the official from public information to the interviewee; 
and

3. in respect of the PRC legal advice provided to the Independent Consultant 
regarding the legality and validity of the debt novation agreement, the 
Independent Consultant provide no assessment or opinion as it is not within their 
relevant expertise.

VI. Management Responses to the Scope Limitations relating to Matter (B)

1. Regarding the identity of the signor of the 2018 Tax Approval, the Management 
considers that in the PRC regulatory context, the official stamp of the government 
authority is sufficient and more representative of the official authority in 
endorsing the 2018 Tax Letter, and therefore the identity of signor shall not affect 
the validity of the 2018 Tax Approval.

2. The Management considers that the Scope Limitations as to the verification of 
identity of the official attended the Interview and the venue of the Interview were 
immaterial given that a more thorough interview (i.e. the 2020 Tax Meeting) with 
the Tax Responsible Officer had been conducted in March 2020 by Zhonghui 
Anda (being the auditor of the Company for FY2019). During this meeting, the 
Tax Responsible Officer confirmed that the 2018 Tax Approval issued by the 
relevant local tax bureau before it was combined with the relevant national tax 
bureau to become the relevant unified tax office in June 2018 remained valid, 
and has endorsed and accepted the Tax Novation Agreement as well as the 
completion of the Tax Novation Arrangement in December 2019.

On the basis of the above, the Management concludes that the Scope Limitations have 
been fully addressed and well covered by the 2020 Tax Meeting.
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VII. The IBC Conclusions as to Matter (B)

1. Having reviewed the Management Responses, the IBC concurred with the 
conclusions of the Management that the Allegations concerning Matter (B) are 
incorrect.

2. The IBC was aware of the Company’s non-compliances with the disclosure 
and shareholders’ approval requirements of the Tax Novation Agreement as a 
discloseable and connected transaction under the Listing Rules and has urged 
the Management to re-comply with the relevant requirements under the Listing 
Rules.

3. The IBC also suggested the Management to review the internal policies and 
procedures for identifying possible material transactions, reporting the findings to 
appropriate staff member(s) prior to the entering into of the possible transactions 
to determine if there is any compliance requirement under the Listing Rules, and 
to provide sufficient and appropriate training to the relevant staff members.

MATTER (C) — IN CONNECTION WITH THE ACQUISITION OF BENTLEY 
ASSETS IN SHIJIAZHUANG AND ESTABLISHMENT OF SJZ HARMONY

I. Background information relating to Matter (C) as represented by the 
Management

1. As set out in the “Management Discussion and Analysis” section of the annual 
report of Company for FY2019, the Group’s strategy was to boost its brand 
portfolio, expand more dealership outlets and increase its presence in the 
automobile dealership industry. As such, the Group had been actively seeking for 
dealership authorisation opportunities.

2. In line with its strategy described above, on 7 January 2020, Hexie Automobile, 
being a wholly-foreign-owned enterprise, entered into the Bentley Agreement 
with Yidu to acquire (i) the Bentley Assets, being assets in relation to the Bentley 
car showroom and aftersales services which were held by Yidu indirectly through 
the Bentley Vendor which is a company established in the PRC; and (ii) the 
Bentley Dealership, being the non-exclusive dealer’s rights and obligations of the 
Bentley Vendor to market authorised Bentley vehicles, parts and accessories for 
retail and provide aftersales services within the Bentley Assets. The consideration 
for the aforesaid transaction was RMB20 million and was determined based 
on a preliminary valuation of the Bentley Assets and the Bentley Dealership 
prepared by an independent valuer. The aforesaid valuation was prepared using 
a combination of cost method and income method, and the Bentley Assets and 
the Bentley Dealership were valued at approximately RMB22.0 million as at 31 
December 2019.
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3. A separate agreement, being the Assignment Agreement, was required to be 
signed with the Bentley Vendor and VW, being the authorised distributor of 
Bentley cars in China, for the assignment of the Bentley Dealership.

4. Agreements were also entered into between the Group and Yidu to acquire three 
other companies principally engaged in the sale of automobiles and provision 
of aftersales service business in the PRC, as disclosed in the Company’s 
announcement dated 8 January 2020 and in the 2020 Interim Report.

5. It was the understanding of the Company that VW required a domestic entity to 
be the holder of the Bentley Dealership. It is always the policy of the Company 
that the operating assets and the dealership rights shall be held by operating 
subsidiaries, not held directly by the Company which is principally an investment 
holding company. Having considered that (i) generally it would take more time 
and procedures to set up a domestic PRC subsidiary by a foreign incorporated 
company (which is the Company) or Hexie Automobile/Hexie Trading (which 
are wholly-foreign-owned enterprises); and (ii) all parties were desirous for 
the Group to acquire from the Bentley Vendor the Bentley Assets and the 
Bentley Dealership and enter into the associated agreement with VW as soon 
as practicable because of the essence of time, the Management decided to have 
Mr. Liu, the chief executive officer of the Company at the material time (being 
the chief executive officer and executive director of the Company as at the date 
of this announcement), to set up a private domestic company in his own name 
to complete the acquisition on the Company’s behalf, and then transfer it to the 
Group at nil consideration. The newly formed company would be the operating 
subsidiary of the Group holding the Bentley Assets and the Bentley Dealership.

6. Accordingly, on 9 January 2020, a private domestic company, SJZ Harmony, was 
established in Mr. Liu’s own name, with the intention that it would be transferred 
to Hexie Trading for the purpose of holding the Bentley Assets and the Bentley 
Dealership. The set-up cost of SJZ Harmony was funded by the Company.

7. Subsequently and in conjunction with the Bentley Agreement, on 1 March 
2020, the Bentley Vendor, SJZ Harmony and VW entered into the Assignment 
Agreement, whereby VW and the Bentley Vendor agreed to assign the Bentley 
Dealership to SJZ Harmony.

8. The transfer of the Bentley Assets was completed in March 2020 and the 
assignment of the Bentley Dealership took effect on 1 April 2020.

9. On 9 April 2020, the SJZ Transfer, being the transfer of Mr. Liu’s 100% 
shareholding interest in SJZ Harmony to Hexie Trading at nil consideration, was 
duly processed and completed.
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10. SJZ Harmony is now the operating subsidiary of the Group holding the Bentley 
Assets for the operation of Bentley car dealership and aftersales services business 
under the Bentley Dealership.

II. Allegations relating to Matter (C)

It was alleged in the Shortselling Report that:

1. the Company had overpaid to acquire a company from an undisclosed related 
party;

2. the Company disclosed in its 2020 Interim Report that it acquired SJZ Harmony 
and three other companies from supposed independent third parties in April 2020 
for a total cash consideration of RMB154 million; and

3. SAIC filings revealed SJZ Harmony was established in January 2020 (being 3 
months prior to the SJZ Transfer) with a registered capital of RMB20 million by 
Mr. Liu, being the president of the Company, which is not an independent third 
party.

III. Key Findings of the Independent Investigation relating to Matter (C)

Based on the Independent Investigation, the Independent Consultant noted that:

1. based on the information provided by the Company, the Bentley Agreement was 
entered into between Hexie Automobile and a third party on 7 January 2020 to 
acquire the Bentley Assets at the consideration of RMB20 million. According to 
the agreement dated 1 March 2020 for assigning the distribution rights of Bentley 
cars, and the asset stocktake records signed by SJZ Harmony, it was noted that in 
March 2020, the Bentley Assets were transferred to SJZ Harmony;

2. public information search showed that on 9 January 2020, Mr. Liu, being the 
chief executive officer of the Company, established SJZ Harmony. Based on the 
agreement entered into between Hexie Trading and Mr. Liu, in April 2020, the 
entire equity interest in SJZ Harmony was transferred to Hexie Trading at nil 
consideration;

3. the Company advised that such arrangement was due to Hexie Trading, being 
a wholly-foreign-owned enterprise, would need to go through longer procedure 
to establish a subsidiary, while having Mr. Liu to establish a company first on 
behalf of the Group would expedite the process; and
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4. it was noted that the payment of the consideration for the Bentley Assets of 
RMB20 million was paid by Hexie Automobile and was reflected in the bank 
statements (which do not contain the counterparty name though) and bank slips 
provided by the Company. An independent valuation report was also provided to 
support the basis of the consideration.

IV. Management Responses to the Allegations and the Key Findings relating to 
Matter (C)

Based on the review of the Key Findings and the background and circumstances of 
Matter (C) giving rise to the Allegations, the Management responded that:

1. SJZ Harmony was established by Mr. Liu on behalf of the Company for the 
sake of expediency. The fact that the name of SJZ Harmony bears the name 
of the Group “和諧” right on its establishment and the nil consideration for 
the equity transfer of SJZ Harmony from Mr. Liu to the Group (i.e. the SZJ 
Transfer) in April 2020 clearly reflected and substantiated the original purpose of 
establishment of the entity as described above. The Company had not overpaid to 
acquire a company from any undisclosed related party;

2. even if the SJZ Transfer technically falls into the ambit of “connected 
transaction” under Rule 14A.23 of the Listing Rules for the reason that Mr. 
Liu is a connected person of the Company, the SZJ Transfer was a de minimis 
transaction exempted under Rule 14A.76(1) of the Listing Rules;

3. the consideration for the Bentley Assets and the Bentley Dealership payable by 
Hexie Automobile to Yidu was RMB20.0 million and it was supported by an 
independent valuation report reviewed by the Independent Consultant; and

4. the Independent Consultant performed public searches and the Company also 
obtained confirmation from Yidu, which confirmed that Yidu, the Bentley 
Vendor and their ultimate beneficial owners were third parties independent of the 
Company, SJZ Harmony and the Company’s connected persons (including Mr. 
Liu).

On the basis of the above, the Management concludes that the Allegations concerning 
Matter (C) are incorrect.

V. The IBC Conclusions as to Matter (C)

Having reviewed the Management Responses, the IBC concurred with the conclusions 
of the Management that the Allegations concerning Matter (C) are incorrect.



– 28 –

MATTER (D) — IN CONNECTION WITH THE INVESTMENT IN GFMC

I. Background information relating to Matter (D) represented by the Management

1. In late 2014, the Management, having become aware of the market news that the 
Chinese government was about to announce action plan to develop electric car 
market, commenced discussions with significant market players on exploring 
potential cooperation for e-car business. In January 2015, the Company secured 
cooperation with two multinational technology companies (the “Technology 
Partners”) of leading positions in the internet-related services market and the 
electronics manufacturing market, with an intended strategy to tap into the luxury 
e-car market (which was materialised via the establishment of FMC as described 
in Matter (E) below) as well as the economical e-car market via the acquisition of 
interest in GFMC.

2. In March 2015, Premier of the State Council Mr. Li Keqiang in his annual 
government work report set the vision on the “Internet +” action plan of the 
Chinese government and the development of mobile internet, cloud computing, 
and data analytics industries in China to facilitate the growth of e-commerce, 
industrial transformation and internet financing.

3. The Company considered that the cooperation with the Technology Partners 
would benefit the Company and the Shareholders as a whole given that it could 
leverage on (i) the Technology Partners as to their experience and expertise in 
design, manufacture and production of spare parts for e-cars and the expertise 
and technology in internet-related services; and (ii) the Company’s experience in 
sales of passenger vehicles and provision of aftersales services in the PRC.

4. Against this background, on 23 March 2015, the Company and the Technology 
Partners (collectively, the “Cooperation Parties”) entered into the GFMC 
Framework Agreement to set out their mutual intentions to cooperate and explore 
the potential business model of e-car business. The Cooperation Parties also 
agreed to establish a joint venture company, namely Futeng LLP, for the sole 
purpose of pursuing the objectives set out in the GFMC Framework Agreement.

5. GFMC was established by Shangyu, being a state-owned enterprise, and several 
investors in 2010, with registered and paid-in capital of RMB362 million, of 
which RMB234 million was contributed by Shangyu. GFMC’s business scope 
involves design, research and development, manufacture of car parts and car 
systems as well as sales of manufactured products. At the time of establishment, 
Shangyu agreed to other shareholders of GFMC that they would enjoy certain 
tax refund arrangement provided by the Shangyu Government (the “Tax Refund 
Arrangement”) as incentives for them to invest in GFMC. Under the Tax Refund 
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Arrangement, the tax payable by GFMC to the local tax bureau in the first seven 
years shall be refunded to GFMC, which should be used by GFMC as capital 
return to Shangyu for repurchasing its interests in GFMC until all its initial 
investment in GFMC has been fully recouped. It therefore was contemplated that 
Shangyu’s interests in GFMC would be decreased in a corresponding amount of 
tax refunds to be received by it from the local tax bureau if GFMC made profit in 
the first seven years of operations. The Tax Refund Arrangement would expire in 
2017.

6. Apart from the Tax Refund Arrangement, Shangyu also agreed to procure the 
Shangyu Government to provide preferential supports such as land grant at 
favourable terms to GFMC (the “Preferential Supports”).

7. Based on the financial due diligence review conducted on GFMC, the 
Cooperation Parties acknowledged that GFMC was loss making since its 
establishment and had not generated any taxable profit or made any tax payments 
so far. Accordingly, the Cooperation Parties had not put much weight on the 
Tax Refund Arrangement in their decision making of the investment in GFMC. 
Instead, they focused on (i) the gradual improvement in financial performance 
of GFMC which recorded a significant decrease in net loss in the financial year 
ended 31 December 2014; (ii) the production facilities of GFMC in Zhejiang 
which were considered to be valuable assets crucial to the development and 
manufacture of electronic cars; (iii) the net asset position of GFMC as at 31 
December 2014; and (iv) the Preferential Supports.

8. In view of the above, the Cooperation Parties considered that the potential 
acquisition of GFMC would be in their commercial interests, and the Company 
also considered the investment in GFMC was in the interests of the Company and 
the Shareholders as a whole.

9. While Futeng LLP was being established, the Cooperation Parties delegated 
a representative from one of the Technology Partners as the representative of 
Futeng LLP to enter into the Agent Agreement with Hexie Trading on 30 March 
2015 to appoint Hexie Trading as the authorised agent of Futeng LLP. Such 
appointment was to ensure that the Technology Partners would remain low 
profile in the early stage of the investment.

10. The Agent Agreement clearly set out that (i) Hexie Trading, on behalf of Futeng 
LLP, shall acquire from Shangyu the Shangyu Interest, being a 64.64% interest 
in GFMC, for a consideration based on attributable net asset value of GFMC; 
(ii) Hexie Trading shall pay a deposit of RMB10.0 million to Shangyu, which 
shall be refunded by Futeng LLP upon its establishment; and (iii) the remaining 
consideration shall be payable by Futeng LLP directly to Shangyu.



– 30 –

11. On 11 May 2015, Hexie Trading entered into the Shangyu Agreement to acquire 
the Shangyu Interest from Shangyu for a consideration of RMB234 million (i.e. 
the Shangyu Interest Acquisition). Hexie Trading had paid RMB10.0 million as 
deposit. According to the Shangyu Agreement, the Remaining Shangyu Interest 
Consideration of RMB224 million shall be payable by Hexie Trading by 17 June 
2020. To align with the Tax Refund Arrangement, Shangyu also agreed to reduce 
the Remaining Shangyu Interest Consideration in the event that any tax refunds 
have been received by it under the Tax Refund Arrangement. Shangyu would 
also procure Shangyu Government to honour the Preferential Supports.

12. As explained in paragraph 7 above, the Company acknowledged that GFMC 
was loss making and had not made any tax payment since establishment, so 
it was expected that there would not be substantial tax refund under the Tax 
Refund Arrangement (if there would be any). Against this background, it was 
the expectation of the Cooperation Parties that the Remaining Shangyu Interest 
Consideration would likely to be payable in cash, and therefore agreed to pledge 
a 61.88% interest in GFMC (out of the Shangyu Interest acquired under the 
Shangyu Acquisition) (the “GFMC Pledge”) in favor of Shangyu as security 
for payment of the Remaining Shangyu Interest Consideration. The GFMC 
Pledge shall be released upon full payment of the Remaining Shangyu Interest 
Consideration.

13. Hexie Trading also acquired from four other shareholders of GFMC a total of 
22.93% equity interests in GFMC (i.e. the GFMC Minority Interest Acquisition) 
for a consideration of RMB113.0 million, of which RMB60.4 million was 
settled by Hexie Trading. In summary, Hexie Trading acquired a total of 87.57% 
equity interests in GFMC on behalf of Futeng LLP for a total consideration of 
RMB347.0 million.

14. Futeng LLP was established on 28 May 2015 as planned as a partnership owned 
as to 39.2% by Hexie Trading, 29.4% by each of the Technology Partners and 
2% owned by a management company, which was in turn owned as to 40% by 
Hexie Trading and 30% by each of the Technology Partners. Further, Aiche was 
established as a limited company owned as to 61.1% by Futeng LLP and as to 
38.9% by Hexie Trading. It was the understandings of the Cooperation Parties 
that a limited liability company (i.e. Aiche) would be set up under Futeng LLP as 
the investment holding company of GFMC and that Hexie Trading would have 
direct interest in Aiche to reflect its direct involvement and participation in the 
operations of GFMC.

15. Pursuant to the Agent Agreement, in December 2015, Hexie Trading conducted 
the GFMC Disposal to have disposed to Aiche of all the 87.57% GFMC 
interests it had acquired at the same consideration of RMB347.0 million. Aiche 
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has refunded to Hexie Trading all payments having been made by it under the 
Shangyu Acquisition and the GFMC Minority Interest Acquisition. Aiche also 
agreed in the GFMC Disposal Agreement that it would be responsible for the 
Remaining Shangyu Interest Consideration and the balance of the consideration 
under the GFMC Minority Interest Acquisition.

16. Although the Group had an effective interest of 55.47% in GFMC, it did not have 
voting right control or board control of Futeng LLP or Aiche and accordingly its 
interests in GFMC had been accounted for as interests in associate in its financial 
statements in accordance with applicable accounting standards.

17. Due to the existence of the GFMC Pledge, no registration with relevant authority 
had been made regarding the change in shareholders of GFMC from Hexie 
Trading to Aiche.

18. As disclosed in the FY2016 annual report of the Company, GFMC had 
suspended production in 2016 and carried out asset and debt restructuring; and 
that the Company was negotiating with GFMC and relevant parties regarding 
reorganisation plans in order to revitalise the assets of GFMC. The investment in 
Aiche was fully impaired in FY2017.

II. Allegations relating to Matter (D)

It was alleged in the Shortselling Report that:

1. in 2015, the Group acquired 88% equity interest in GFMC for RMB292 million. 
On 31 December 2015, within just 7 months of investment, the Group stated 
that it had sold the 88% GFMC interests to Aiche for RMB347.0 million. SAIC 
filings revealed that GFMC was never sold to Aiche. The Company continued to 
own 88% GFMC interests;

2. the Group never received cash disposal proceeds of RMB347.0 million from 
Aiche; and

3. despite being an 88% majority owner of GFMC, the Company never accounted 
for GFMC as a subsidiary or as an associate in its annual reports.
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III. Key Findings of the Independent Investigation relating to Matter (D)

Based on the Independent Investigation, the Independent Consultant noted that:

1. according to the agreement provided by the Company, in May 2015, Hexie 
Trading entered into agreements to acquire (i) from Shangyu a 64.64% interest 
in GFMC for a consideration of RMB234.0 million (i.e. the Shangyu Interest 
Acquisition); and (ii) from four other shareholders of GFMC a total of 22.93% 
interest in GFMC for a consideration of RMB113.0 million (i.e. the GFMC 
Minority Interest Acquisition). In summary, Hexie Trading agreed to acquire a 
total of 87.57% interest in GFMC for a total consideration of RMB347.0 million;

2. according to the agreement entered into between Hexie Trading and Aiche, in 
December 2015, Hexie Trading sold all the 87.57% GFMC interests to Aiche for 
the same acquisition consideration of RMB347.0 million (including the deposit 
of RMB10.0 million paid by Hexie Trading to Shangyu). Based on the bank 
statement and bank slip record provided by the Company, Hexie Trading made 
total payments in the amount of RMB110.9 million, consisting of (i) RMB60.4 
million for the acquisition of in aggregate 22.93% equity interest in GFMC (i.e. 
the GFMC Minority Interest Acquisition) paid to the original shareholders; and 
(ii) RMB50.5 million as shareholder’s loan paid to GFMC, all of which had been 
received by Hexie Trading from Aiche in December 2015;

3. according to the Management’s representation, GFMC was in a net liabilities 
position and would not be able to benefit from tax incentives from local 
governments to offset the remaining outstanding balance of the consideration. 
Hexie Trading alleged that the GFMC Acquisition was induced by the alleged 
fraud by Shangyu, and Hexie Trading therefore refused to pay the remaining 
outstanding consideration and has instituted a legal proceeding against Shangyu 
to rescind the agreement. As the legal proceedings has yet been concluded and the 
equity interest in GFMC had been charged, subsequent transfer to Aiche could 
not be registered with the relevant authorities and thus, could not be reflected in 
public records; and

4. based on the procedures performed, no evidence was noted to support the 
allegation that the Company never sold the GFMC interests to Aiche.
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IV. Management Responses to the Allegations and the Key Findings relating to 
Matter (D)

As mentioned in the Investigation Report, all deposits and payments paid by Hexie 
Trading on behalf of Futeng LLP pursuant to the Agent Agreement had already been 
refunded by Aiche. Aiche also agreed in the agreement for the GFMC Disposal to 
settle the outstanding consideration of RMB224.0 million payable to Shangyu. The 
Company had also published announcements dated 11 May 2015 and 12 May 2015 
respectively in relation to the acquisition of equity interest in GFMC in accordance 
with the Listing Rules. The Company further published an announcement dated 4 
January 2016 in relation to the GFMC Disposal in accordance with the Listing Rules. 
Accordingly, the Company had complied with the applicable requirements under the 
Listing Rules at the material time.

On the basis of the above, the Management concludes that the Allegations concerning 
Matter (D) are incorrect.

V. The IBC Conclusions as to Matter (D)

Having reviewed the Management Responses, the IBC concurred with the conclusions 
of the Management that the Allegations concerning Matter (D) are incorrect.

MATTER (E) — IN CONNECTION WITH THE INVESTMENT IN FMC

I. Background information relating to Matter (E) as represented by the 
Management

1. With a view to tapping into the high-end “internet + intelligent electric vehicle” 
market, the Company had been looking for investment partners to co-invest in a 
project involving research and development and manufacturing of smart electric 
cars targeting the PRC luxury e-car market (the “FMC Project”). Various 
potential investors including but not limited to financial and fund investors, 
industry players in the automobile industry as well as providers of electronics 
manufacturing services had been approached.

2. Due to the uncertainties and potential risks in the process of electric vehicle 
manufacturing and the long cycle of projects of this nature, on 20 April 2016, 
the Company and Eagle Seeker (a company wholly-owned by Mr. Feng) entered 
into the Resolution (namely 《關於FMC電動車聯合投資決議書》) pursuant to 
which the parties resolved to reach preliminary parameters which they intended 
to co-invest in the FMC Project, aiming at mitigating the risks to be borne by the 
Company in the FMC Project. It was resolved that Eagle Seeker’s investment 
in the FMC Project to be 50% of the Company’s aggregate investments in the 
amount of US$30.0 million, but the Resolution was not legally binding.
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3. It was also intended by the parties that the management team of FMC which are 
professional c-suite executives engaged by FMC would lead, drive and operate 
the FMC Project.

4. On 23 September 2016, FMC was incorporated as the vehicle for the FMC 
Project. The 2016 FMC Agreement was entered into on 23 December 2016 
among the Company, Shinny Rise (a wholly-owned subsidiary of the Company), 
a company beneficially owned by the management team of FMC (i.e. the 
Management Holdco) and two other independent investors whereby, among other 
things, Shinny Rise agreed to subscribe for new FMC shares for the consideration 
of US$30.0 million, and the Management Holdco and the two investors agreed 
to subscribe for new FMC shares for the consideration of US$6.0 million and 
US$20.0 million respectively. The respective number of FMC shares agreed to 
be subscribed by Shinny Rise, the Management Holdco and the two independent 
investors were 4,375,000 FMC shares, 3,125,000 FMC shares and 2,500,000 
FMC shares, representing 43.75%, 31.25%, and 25.0% of the issued share capital 
of FMC respectively. The consideration payable by the two independent investors 
and their percentage interest in FMC were determined based on a pre-money 
valuation of FMC at US$80.0 million (equivalent to US$8.00 per share in FMC), 
while those of Shinny Rise and the Management Holdco were determined at 
discounts to the valuation in view of their role as promoter of the FMC Project, 
with the average price of US$6.86 and US$1.92 per FMC share respectively. 
The Group’s investment in FMC was accounted for as interest in associate in the 
Group’s financial statement as at 31 December 2016.

5. During January and March 2017, additional commitments from investors were 
secured and agreements were entered into whereby existing and additional 
investors agreed to subscribe for new FMC shares at the total subscription price 
of US$25.0 million based on the same pre-money valuation of FMC at US$80.0 
million. As a result, the Group’s interest in FMC was diluted from 43.75% to 
33.33% and the Group recorded a gain on deemed partial disposal of RMB29.8 
million (representing the difference between the post-money carrying value of net 
assets of FMC attributable to 33.33% interest and the pre-money carrying value 
of net assets of FMC attributable to 43.75% interest held by the Group). The 
Group’s investment in FMC continued to be accounted for as interest in associate 
in the financial statements of the Group.

6. Subsequent to the Resolution and the aforesaid fund raising activities mentioned 
in paragraphs 4 and 5 above, Shinny Rise and Mr. Feng entered into the 2017 
May FMC Agreement on 8 May 2017 and the 2017 July FMC Agreement on 9 
July 2017 respectively as legally binding contracts for the disposal of the First 
Tranche (being 1,250,000 FMC shares) and the Second Tranche (being 900,000 
FMC shares) (representing in total about 50% of the FMC shares then held by 
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Shinny Rise) from Shinny Rise to Mr. Feng. The consideration for the First 
Tranche and the Second Tranche were approximately US$8.6 million and US$6.2 
million respectively (equivalent to US$6.86 per FMC share (the “Initial Agreed 
Price”) which was the same price paid by Shinny Rise under the 2016 FMC 
Agreement). The two agreements were legally binding contracts between the 
parties in their own rights executed by the parties for the purpose of materialising 
the intention provided in the Resolution as described in paragraph 2 above.

7. As a result of the completion of the 2017 May FMC Agreement, the Group’s 
interest in FMC was reduced to 23.81%, and a gain of approximately RMB29.3 
million was recorded by the Group in FY2017.

8. As Mr. Feng was the chairman of the Board and a shareholder of FMC, the 
Company considered the interest of the Company and Mr. Feng in FMC were 
aligned and for the ease of management, Shinny Rise considered it would be 
appropriate to assign its voting rights in the board of FMC (the “FMC Board”) 
to Mr. Feng, taking account of the 2017 May FMC Agreement and the 2017 
July FMC Agreement. The Group’s investments in FMC was then reclassified as 
available-for-sale investment following completion of the 2017 May Agreement.

9. In August and September 2017, FMC entered into capital increase agreements 
with two investors whereby the investors agreed to subscribe for new FMC 
shares (the “2017 FMC Capital Increase”) representing approximately 30.38% 
of the enlarged issued share capital of FMC for a total consideration of US$240.0 
million, based on a pre-money valuation of FMC at US$550.0 million (and a 
post-money valuation of US$790.0 million). As a result, the Group’s interest in 
FMC was diluted to 16.58% upon completion of the 2017 FMC Capital Increase 
in 2017.

10. The 2017 July FMC Agreement was completed in January 2018 as a result 
of which the Group’s interest in FMC was further reduced to 11.80%. The 
Group recorded a loss on the disposal of the Second Tranche of approximately 
RMB235.6 million.

11. In January 2021, FMC accumulated debts amounting to approximately US$1.25 
billion, which was mainly attributable to the payables to suppliers for domestic 
production as well as the construction costs of the production facilities. FMC 
has engaged CICC as consultant to prepare debt restructuring proposals for its 
consideration.

12. The Company has made an impairment provision of RMB116 million against its 
investment in FMC in the FY2020 financial results of the Company.



– 36 –

II. Allegations relating to Matter (E)

It was alleged in the Shortselling Report that:

1. Mr. Feng privately enriched himself with an immediate gain of RMB236.0 
million at the expense of the minority shareholders through acquisitions of the 
FMC shares from the Company at a 90% discount;

2. in December 2016, the Company invested in FMC for a total consideration of 
US$30.0 million (equivalent to approximately RMB208.0 million) plus operating 
cash loans to FMC;

3. in 2017, the Company sold 1,250,000 FMC shares to Mr. Feng for a consideration 
of US$8,575,000 (equivalent to approximately RMB59.0 million) and reported 
a gain from the sale of RMB29.0 million. The Company used the transaction 
as an excuse to change its accounting policy for FMC from an associate to an 
available-for-sale investment;

4. the Company recorded a gain of RMB816.0 million from the revaluation of 
FMC; and

5. in late 2018, FMC received additional financing which increased the Company’s 
carrying valuation of its FMC ownership to RMB1.4 billion as at 31 December 
2018. Despite the increase in FMC’s valuation, the Company sold to Mr. Feng 
an additional 9,000,000 FMC shares at a significantly discounted price of 
US$6,174,000 (equivalent to approximately RMB39.6 million) in the same year. 
The Company therefore recorded an immediate loss of RMB236.0 million.

III. Key Findings of the Independent Investigation relating to Matter (E)

Based on the Independent Investigation, the Independent Consultant noted that:

1. pursuant to the Resolution (namely 《關於FMC電動車聯合投資決議書》) in 
April 2016 entered into between the Company and Eagle Seeker (a company 
wholly owned by Mr. Feng), Eagle Seeker agreed to invest in 50% of the 
Company’s aggregate investments in FMC of US$30.0 million, with a view to 
mitigating the risks borne by the Company in the FMC Project. The Resolution 
also stated that the Company shall make its US$30.0 million investment in FMC 
first, and the FMC Transfers to Eagle Seeker shall be done in two tranches at the 
Initial Agreed Price, which should be the same price as the Company invested in 
FMC, and supplemental agreements shall be entered into to complete the FMC 
Transfers based on the progress of the FMC Project;
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2. the Company explained that the Resolution does not require Shareholders’ or 
Board’s approval as it is not legally binding but was approved by president 
office;

3. according to the agreements provided by the Company, on 8 May 2017 and 9 July 
2017 respectively, Shinny Rise (a wholly-owned subsidiary of the Company) and 
Mr. Feng entered into agreements to effect the two tranches of the FMC Transfers 
(in aggregate 2,150,000 FMC shares) at the Initial Agreed Price as contemplated 
under the Resolution;

4. it was noted that the receipt of the agreement amount of approximately RMB95.6 
million from Hexie Real Estate (which is wholly owned by Mr. Feng) was 
reflected in the bank receipts in December 2017 and January 2018 provided by 
the Company and such receipts were reflected in the relevant bank statements 
provided by the Company as well;

5. according to the 2017 Annual Report, upon completion of the transfer of the 
First Tranche on 29 December 2017, FMC ceased to be an associate of the 
Company, and the Company’s remaining interests in FMC was recognised 
as an available-for-sale investment at fair value. It follows that the Company 
recognised a loss of RMB236.0 million from the transfer of the Second Tranche 
in 2018;

6. the Company represented that the loss was caused by the difference between the 
carrying amount of the Company’s investment in FMC, which was calculated by 
fair value, and the Initial Agreed Price. The Company and Mr. Feng stated that 
they both did not expect the significant increase of the fair value of FMC when 
the Resolution was agreed; and

7. the Management represented that at the time of the Independent Investigation, 
FMC suffered a serious loss and was in the process of debt restructuring. News 
reports showed that “BYTON”, an electric vehicle brand under FMC, already 
suspended its production in 2020.

IV. Management Responses to the Allegations and the Key Findings relating to 
Matter (E)

Upon review of the Key Findings of the Independent Investigation and the additional 
information relating to Matter (E), the Management responded that:

1. the Company-recorded a gain of approximately RMB29.3 million upon 
completion of the disposal of the First Tranche. Such gain represented the 
excess of the consideration payable by Mr. Feng over the carrying value of the 
investment in FMC (i.e. share of net asset value of FMC attributable to the First 
Tranche), which had declined as FMC was loss making;
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2. the decision regarding assigning the voting right of Shinny Rise in the FMC 
Board to Mr. Feng was made solely for management efficiency purpose, with 
no consideration made to the accounting treatment of the Group’s investment 
in FMC. The accounting treatment was only confirmed subsequently in the 
process of preparation of the Group’s interim financial statements for the period 
ended 30 June 2017 and in accordance with applicable accounting standards. It 
was never the intention to use the transfer of the First Tranche as an excuse to 
change the accounting treatment for the Group’s investment in FMC as alleged 
in the Shortselling Report. The investment in FMC had been marked to market 
based on an independent valuation as at 31 December 2017, resulting in a gain 
on transferring the interest in the associate to available for sale investment of 
RMB815.7 million being recorded by the Group in FY2017;

3. the 2017 July FMC Agreement was completed in January 2018. The Group 
recorded a loss on disposal of RMB235.6 million, which represented the 
difference between the consideration payable by Mr. Feng and the then carrying 
value of the Group’s investment in FMC (which was determined based on an 
independent valuation as at 31 December 2017);

4. the Management reiterates that the Resolution which recorded the intention of the 
Company and Mr. Feng to co-invest in the FMC Project was entered into prior 
to the Company committing to the investment in FMC in December 2016. The 
2017 May FMC Agreement and the 2017 July FMC Agreement were entered into 
to materialise and in accordance with the intention of the parties set out in the 
Resolution, including the portion of FMC shares and the investment amount to be 
borne by Mr. Feng. The price per FMC share payable by Mr. Feng, as intended 
for in good faith by the parties at the material time in the Resolution, was the 
same as the price paid by Shinny Rise. Intention to sell at a substantial discount 
was never meant for as such was alleged in the Shortselling Report;

5. the gain on revaluation recorded by the Group during FY2017 and the loss on 
disposal recorded during FY2018 had arisen solely as a result of the accounting 
treatment to mark the carrying value of the Group’s investment in FMC against 
market (i.e. the independent valuations), which value increased much later than 
the time when the Resolution was entered into;

6. as disclosed in the announcement of the Company dated 7 August 2017, the 
pre-money valuation at which investors (including a well-known investment 
management institution) under the 2017 FMC Capital Increase agreed to 
subscribe for new FMC shares was US$550.0 million. It was believed that the 
substantial increase in valuation at that time might have been prompted by the 
positive development in the FMC Project whereby an agreement was entered 
into at that time between FMC and Nanjing Development Zone in relation to 
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the development of a premium smart electric vehicle research and development 
and manufacturing base in Nanjing Development Zone, which was to commence 
construction during 2017 and be put into production in 2019. The gain and loss 
were purely accounting gain and loss, as the price payable by Mr. Feng for the 
First Tranche and the Second Tranche was the same as that paid by Shinny Rise 
under the 2016 FMC Agreement;

7. accordingly, Mr. Feng did not privately enrich himself at the expense of the 
minority shareholders through acquisitions of the FMC shares. The price for the 
FMC Transfers was reached between the Company and Mr. Feng back in April 
2016 in the Resolution and it was determined prior to the investments made in 
FMC by additional investors in the second half of 2017;

8. as the entering into of the 2017 May FMC Agreement and the 2017 July FMC 
Agreement constituted connected transactions of the Company under the Listing 
Rules, the Company had re-complied with the requirements and made an 
announcement on 11 December 2020 in this regard;

9. on the basis of the above, the Management concludes that the Allegations 
concerning Matter (E) are incorrect; and

10. the Management also advised that FMC is in the process of resuming its 
operation.

V. The IBC Conclusions as to Matter (E)

1. Having reviewed the Management Responses, the IBC concurred with the 
conclusion of the Management that the Allegations concerning Matter (E) are 
incorrect.

2. The IBC was aware of the Company’s late compliance with the disclosure 
requirements with respect to the 2017 May FMC Agreement and the 2017 
July FMC Agreement under the Listing Rules which was remedied by the 
announcement made by the Company on 11 December 2020.

3. The IBC suggested the Management to review the internal policies and 
procedures regarding identifying possible material/connected transactions, 
reporting the findings to appropriate staff member(s) prior to the entering into 
of the possible material/connected transactions to determine if there is any 
compliance requirements under the Listing Rules, and to provide sufficient and 
appropriate training to the relevant staff members. 
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GENERAL SCOPE LIMITATION AND OTHER FINDINGS OF THE 
INDEPENDENT INVESTIGATION

I. General scope limitation

There is a general scope limitation applicable to all the Matters that the bank 
statements provided by the Company for ascertaining the receipts or payments of 
consideration relating to the acquisitions or disposal mentioned in the Matters do not 
show the counterparty names of the respective transactions (save for two payments 
made by Wanyin in Matter A where the counterparty’s name have been shown on the 
bank statements).

II. Management responses to the general scope limitation

In respect of the general scope limitation regarding the imperfections as to the 
verification of counterparty’s names on bank statements relating to all the Matters, 
the Management considered that this limitation would not jeopardise the authenticity 
of the transactions or that of the counterparties, given that all deposit slips of all 
relevant transactions clearly showing the counterparties’ names as well as the amounts 
transferred had been provided for checking during the Independent Investigation. The 
information in the deposit slips are consistent with the terms of the agreements relating 
to all relevant transactions, and all amounts on the deposit slips corresponded to the 
amounts shown on the bank statements as well. The limitation at issue only refers to 
the circumstances where certain bank statements, due to its standard format in the then 
relevant period, did not show the name of counterparty of certain transactions, which 
the Management considers as insignificant to the key findings of the Independent 
Investigation.

III. IBC’s conclusion as to the general scope limitation

Having reviewed the Management Responses to the general scope limitation, the IBC 
concurred with the Management’s view and considers that the imperfections as to the 
verification of the identity of the counterparties in various transactions relating to the 
Matters would not jeopardise the authenticity of the transactions given that the deposit 
slips of all relevant transactions clearly showed the counterparties’ names as well as 
the amounts transferred and all amounts corresponded to the amounts shown on the 
bank statements as well.
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IV. Other findings

According to the result from public information search, it was noted that Wanyin (the 
IAC investor in Matter A), Yidu, (the party to the Bentley Agreement in Matter C) and 
another company named Henan Yonghong Investment Co., Ltd (“Henan Yonghong”) 
share the same telephone number and email address in the business registry 
information. In the interview, the contact person from Wanyin represented that he 
did not know Yidu. He further explained that the shared telephone number and email 
address could be caused by the parties using the same agency for company registration. 
The contact person from Yidu provided the same explanation.

It was also noted that Henan Yonghong and GFMC (the acquisition target in Matter 
D) share the same legal representative, Mr. Bao Fenglei (“Mr. Bao”). In the interview, 
Mr. Bao explained that he was hired as the legal representative of GFMC in early 
2017. Two months later he noted several issues in GFMC and decided to leave GFMC. 
However, the registered business information has not been updated. Mr. Bao admitted 
that Henan Yonghong was owned by him but he did not know Wanyin or Yidu. He 
provided the same explanation that the shared telephone number and email address 
could be caused by the parties using the same agency.

V. Management responses to other findings

The Management considers that there is no adverse implication drawn from the 
aforesaid findings having considered that:

(i) Wanyin (being the purchaser of 29% IAC interests pursuant to the IAC Disposal 
Agreement relating to Matter A) and Yidu (being the vendor of the Bentley 
Assets relating to Matter C) are independent of the Company and its connected 
persons;

(ii) the Management has consulted the relevant advisory company mentioned in the 
other findings after the Independent Consultant issued the final Investigation 
Report, whereby it is confirmed that same advisory company was engaged by 
Yidu, Wanyin and Henan Yonghong for carrying out company registration 
procedures (工商登記) in Henan Province, and the advisory company had used 
same set of contact information for the registrations of the companies as no 
contact information had been provided by the respective company at the time of 
registration;

(iii) GFMC is the target company in Matter E and the Company has disposed of 
all its holding of GFMC interests to Aiche in December 2015. Mr. Bao was 
employed for a very short period by GFMC from April 2017 to June 2017 as 
legal representative. He has personal interest in Henan Yonghong which does not 
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have any role in any of the Matters nor does it have any business relationship, 
arrangement or connection with the Company at all. The Management does 
not consider the mere fact that Henan Yonghong also engaged the same 
advisory company to perform company registration procedures would have any 
implications.

VI. IBC’s conclusions as to other key findings

Having reviewed the Management Responses, the IBC concurred with the 
Management’s view.

ACTIONS HAVING BEEN OR TO BE TAKEN BY THE COMPANY BASED 
ON THE IBC CONCLUSIONS

Having considered the IBC Conclusions including but not limited to the suggestions it 
made to the Management, the Company has taken or would adopt (as the case may be) the 
following remedial measures:

1. the Company had engaged an internal control consultant to review the internal 
control policies and procedures concerning, among other things, financial reporting, 
compliances and corporate governance. The review was completed in March 2021;

2. based on the review of the internal control consultant, the Company has adopted certain 
recommendations made by the internal control consultant to improve its financial 
reporting and corporate governance measures including but not limited to establishing 
a register of connected persons and interests held by Directors and controlling 
Shareholder(s) for the purpose of identifying possible connected transactions in future;

3. the Company is in the process of implementing other measures recommended by the 
internal control consultant on, among other things, procedures for reporting potential 
material transaction before the relevant transaction is conducted for the purpose of 
determining whether there is any compliance requirement under the Listing Rules, and 
providing sufficient and appropriate training to the relevant staff members;

4. the Company is also in the process of hiring a full time qualified in-house company 
secretary/compliance officer to oversee the secretarial and compliance matters of the 
Group;

5. the Company will re-comply with relevant disclosure requirements relating to certain 
Matters in accordance with the Listing Rules, details of which are set out in a separate 
announcement of the Company published on the same date of this announcement;
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6. additional and suitable training programs for the Directors will be arranged annually 
to keep them abreast of the latest developments of the listing regime and continuing 
obligations of listed companies in Hong Kong; and

RE-COMPLIANCE WITH THE RELEVANT REQUIREMENTS UNDER 
THE LISTING RULES

Certain arrangements/transactions relating to the Matters constituted notifiable and/or 
connected transactions of the Company under the Listing Rules but the Company did not 
comply with the relevant disclosures and/or shareholders’ approval requirements at the 
material time. The Company would re-comply with the relevant disclosure requirements in 
accordance with the Listing Rules, details of which are set out in a separate announcement 
of the Company of even date.

DEFINITIONS

In this announcement, unless the context requires otherwise, the following expressions shall 
have the following meanings:

“Aftersales Management 
Company”

西藏和進匯創業投資管理有限公司 (Tibet Hejinhui 
Venture Capital Management Co., Ltd.*), which was 
owned as to 28% by Mr. Yang and as to the remaining 
72% by other employees of the IAC Group, none of whom 
controlled 30% or more of the Aftersales Management 
Company

“Agent Agreement” an agent agreement dated 30 March 2015 entered into 
between (i) the delegate of the Cooperation Parties as 
representative of Futeng LLP; and (ii) Hexie Trading 
in relation to the appointment of Hexie Trading as the 
authorised agent of Futeng LLP to acquire equity interests 
in GFMC on its behalf

“Aiche” 浙江愛車互聯網智能電動車有限公司 (Zhejiang Aiche 
Internet Intelligent Electric Vehicle Company Limited*)

“Allegation(s)” the major allegations set forth in the Shortselling Report

“associate” has the meaning ascribed to it under the Listing Rules
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“Assignment Agreement” the agreement entered into among the Bentley Vendor, 
SJZ Harmony and VW for the assignment of the Bentley 
Dealership

“Bentley Agreement” the agreement dated 7 January 2020 entered into between 
Hexie Automobile and Yidu in relation to the acquisition of 
the Bentley Assets

“Bentley Assets” assets in relation to the Bentley car showroom and 
aftersales services which were held by Yidu indirectly 
through the Bentley Vendor

“Bentley Dealership” the non-exclusive dealer’s rights and obligations of the 
Bentley Vendor to market authorised Bentley vehicles, 
parts and accessories for retail and provide aftersales 
services within the Bentley Assets

“Bentley Vendor” 石家莊龐大皓旭汽車銷售服務有限公司 (Shijiazhuang 
Pangda Haoxu Automobile Sales Service Co., Ltd.*), a 
company incorporated in the PRC and the vendor of the 
Bentley Assets

“Board” the board of Directors

“Company” China Harmony Auto Holding Limited, a company 
incorporated in the Cayman Islands with limited liability, 
the shares of which are listed on the Main Board of the 
Stock Exchange (stock code: 3836)

“Director(s)” director(s) of the Company

“Disposal Consideration” the consideration for the disposal of 29% equity interest in 
IAC as stipulated in the IAC Disposal Agreement and the 
IAC Supplemental Disposal Agreement

“Eagle Seeker” Eagle Seeker Company Limited, a company incorporated in 
the British Virgin Islands with limited liability and wholly 
owned by Mr. Feng

“First Tranche” 1,250,000 FMC shares disposed of by Shinny Rise to Mr. 
Feng pursuant to the 2017 May FMC Agreement
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“FMC” FMC Cayman, an exempted company incorporated under 
the laws of the Cayman Islands with limited liability

“FMC Transfers” the transfer of the FMC shares to Eagle Seeker in two 
tranches

“Futeng LLP” 河南和諧富騰互聯網加智能電動汽車新能源合夥
企業（有限合夥) (Henan Harmony Futeng Internet and 
Intelligent Electric Vehicle New Energy Partnership 
(Limited Partnership)*), a partnership established by the 
Cooperation Parties for the sole purpose of pursuing the 
objectives set out in the GFMC Framework Agreement

“FY2016” the financial year ended 31 December 2016

“FY2017” the financial year ended 31 December 2017

“FY2018” the financial year ended 31 December 2018

“FY2019” the financial year ended 31 December 2019

“GFMC” 浙江綠野汽車有限公司 (Green Field Motor Co., Ltd.*), 
a limited liability company established under the laws of 
the PRC on 18 June 2010

“GFMC Disposal” the disposal of the GFMC interest by Hexie Trading to 
Aiche pursuant to GFMC Disposal Agreement

“GFMC Disposal Agreement” the agreement entered into between Hexie Trading and 
Aiche on 31 December 2015 in relation to the GFMC 
Disposal

“GFMC Framework 
Agreement”

the framework agreement entered into among the 
Cooperation Parties in relation to the cooperation and 
exploration of the potential business model of e-car 
businesses

“GFMC Minority Interest 
Acquisition”

the acquisition by Hexie Trading of 22.3% interest in 
GFMC in June 2015

“Group” the Company and its subsidiaries
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“Hexie Automobile” 河南和諧汽車控股有限公司  (Hexie Automobile 
Holding Co., Ltd.*), a company established in the PRC and 
a wholly-owned subsidiary of the Company

“Hexie Industrial” 河南和諧實業集團有限公司 (Henan Hexie Industrial 
Group Co., Ltd.*), a company in which Mr. Feng is the 
controlling shareholder

“Hexie Trading” 河南和諧汽車貿易有限公司 (Henan Hexie Automobile 
Trading Co., Ltd.*), a company established in the PRC and 
a wholly-owned subsidiary of the Company

“IAC” 河南和諧汽車維修服務有限公司  (Henan Hexie 
Automobile Aftersales Services Co., Ltd.*), an indirect 
wholly-owned subsidiary of the Company as at the date 
of the Tax Novation Agreement and the date of the 2017 
December IAC Capital Increase Agreement

“IAC Disposal” the disposal of 29% equity interest in IAC by Hexie Trading 
to Wanyin pursuant to the IAC Disposal Agreement and the 
IAC Supplemental Disposal Agreement

“IAC Disposal Agreement” the agreement dated 5 April 2019 entered into between 
Hexie Trading and Wanyin in relation to the disposal of 
equity interest in IAC

“IAC Group” IAC together with its subsidiaries

“IAC Key Management” together, Tibet Runyin and Lancherui

“IAC Supplemental Disposal 
Agreement”

the agreement dated 18 April 2019 entered into between 
Hexie Trading and Wanyin which is supplemental to the 
IAC Disposal Agreement

“IAS Business” the independent automobile aftersales services business

“IBC” an independent committee of the Board comprising all the 
independent non-executive Directors, namely Mr. Wang 
Nengguang, Mr. Lau Kwok Fan and Mr. Chan Ying Lung, 
established to review the Matters, and is chaired by Mr. 
Wang Nengguang
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“Independent Consultant” the independent forensic consultant engaged by the IBC 
through its legal advisors to conduct the Independent 
Investigation

“Independent Investigation” the independent investigation on the Matters by the 
Independent Consultant

“Investigation Report” the report dated 8 February 2021 issued by the Independent 
Consultant on the Independent Investigation

“Key Findings” the key findings of the Independent Consultant to each of 
the Allegations

“Lancherui” 西藏藍徹瑞創業投資合夥企業（有限合夥) (Tibet 
Lancherui  Venture Capital  Partnership (Limited 
Partnership)*), a limited partnership established under the 
laws of the PRC

“Listing Rules” the Rules Governing the Listing of Securities on the Stock 
Exchange

“Management” the executive Directors and senior management of the 
Group

“Management Holdco” FMC Management Holding, an exempted company 
incorporated under the laws of Cayman Islands and 
beneficially owned by the management team of FMC

“Management Responses” the responses of the Management in relation to the 
Allegations

“Matters” the five key matters giving rise to the Allegations

“Mr. Chen” Mr. Chen Yi (陳翼), a limited partner of Lancherui

“Mr. CJ Feng” Mr. Feng Changjin (馮長進), the elder brother of Mr. Feng 
and a limited partner of Lancherui

“Mr. Feng” Mr. Feng Changge (馮長革), the chairman of the Board, 
an executive Director and the controlling shareholder of the 
Company as at the date of the announcement

“Mr. Liu” Mr. Liu Fenglei (劉風雷), the then chief executive officer 
and the then an executive director of the Company
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“Mr. Wang” Mr. Wang Chang Sheng (王長生), the finance manager of 
IAC and a limited partner of Lancherui

“Mr. Yang” Mr. Yang Lei (楊磊), the chief executive officer of IAC 
and a limited partner of Lancherui and a shareholder of the 
Aftersales Management Company

“Novation Consideration” the consideration for the Tax Novation Arrangement of 
RMB1,021 million

“PRC” or “China” The People’s Republic of China which, for the purpose of 
this announcement, excludes Hong Kong, Macao Special 
Administrative Region and Taiwan

“Remaining Shangyu Interest 
Consideration”

the remaining balance of the cash consideration of RMB224 
million for the Shangyu Interest Acquisition

“Resolution” a non-legally binding written resolution entered into 
between the Company and Eagle Seeker on 20 April 2016 
pursuant to which the parties agreed to co-invest in the 
FMC Project

“SAIC” State Administration for Industry and Commerce of the 
PRC 國家工商行政管理總局

“Second Tranche” 900,000 FMC shares disposed by Shinny Rise to Mr. Feng 
pursuant to the 2017 July FMC Agreement

“Scope Limitations” the scope limitations of the Independent Investigation set 
out in the Investigation Report

“Shangyu” 上虞杭州灣工業園區投資發展有限公司 (Shangyu 
Hangzhou Bay Industrial Park Investment Development 
Co., Ltd.*), a limited liability company established by  
杭州灣上虞新區管理委員會 (Hangzhou Bay Shangyu 
New District Management Committee*) under the laws 
of the PRC on 17 October 2001 and whose principal 
business activities include the development of land and 
infrastructural establishments

“Shangyu Agreement” the sale and purchase agreement dated 11 May 2016 entered 
into between Hexie Trading and Shangyu in relation to the 
Shangyu Interest Acquisition
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“Shangyu Government” local government of Shangyu City

“Shangyu Interest” 64.74% equity interest in GFMC

“Shangyu Interest Acquisition” the acquisition of the Shangyu Interest pursuant to the 
Shangyu Agreement

“Shareholders” holder(s) of the ordinary share(s) in the share capital of the 
Company

“Shinny Rise” Shinny Rise International Limited, an exempted company 
incorporated under the laws of the British Virgin Islands 
and a wholly-owned subsidiary of the Company

“Shortselling Report” a report published by Bonitas Research LLC on 12 
November 2020 containing Allegations against the Group

“SJZ Harmony” 石家莊和諧賓馳汽車銷售服務有限公司 (Shijiazhuang 
Harmony Bentley Automobile Sales Service Co., Ltd.*), 
a company established in the PRC and a wholly-owned 
subsidiary of the Company as at  the date of this 
announcement

“SJZ Transfer” the transfer of the entire equity interest in SJZ Harmony by 
Mr. Liu to Hexie Trading at nil consideration

“Stock Exchange” The Stock Exchange of Hong Kong Limited

“Tax Novation Arrangement” the novation by Hexie Trading of the Tax Liabilities to 
Hexie Industrial on a dollar to dollar basis pursuant to the 
Tax Novation Agreement

“Tax Novation Agreement” the agreement dated 1 June 2017 entered into among Hexie 
Trading, IAC and Hexie industrial in relation to the Tax 
Novation Arrangement

“Tax Liabilities” the estimated tax liabilities in the amount of RMB1,021 
million accumulated by Hexie Trading and its subsidiaries 
as at 31 December 2017
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“Tax Novation Pack” a document pack which included (i) the Tax Novation 
Agreement; (ii) a full list of outstanding Tax Liabilities 
of 27 operating subsidiaries as at 31 December 2017 (in 
aggregate amount of RMB1,021 million); and (iii) the 2018 
Tax Letter submitted to the relevant local tax bureau for 
review and approval of the Tax Novation Arrangement

“Tax Novation Supplemental 
Agreement”

a supplemental agreement to the Tax Novation Agreement 
entered into on 6 December 2019, confirming, among other 
things, the parties’ intention to complete the Tax Novation 
Arrangement on 6 December 2019

“Tax Responsible Officer” the Director of Tax Policy & Compliance of the relevant 
unified tax office

“Tibet Runyin” 西藏潤銀創業投資管理合夥企業（有限合夥 ) 
(Tibet Runyin Venture Capital Partnership (Limited 
Partnership)*), a limited partnership established under the 
laws of the PRC

“VW” Volkswagen Group Import Co., Ltd. (大眾汽車（中國）銷
售有限公司*)

“Wanyin” Zhengzhou Wanyin Asset Management Co., Ltd. (鄭州
萬銀資產管理有限公司), the purchaser under the IAC 
Disposal Agreement and the IAC Supplemental Disposal 
Agreement

“Yidu” 億都投資有限公司 (Yidu Investment Company Limited*)

“2016 FMC Agreement” an agreement dated 23 December 2016 entered into among 
the Company, Shinny Rise, the Management Holdco 
and two other independent investors in relation to the 
subscription for new FMC shares

“2017 Annual Report” the annual report of the Company for FY2017

“2017 May FMC Agreement” the agreement dated 8 May 2017 entered into between 
Shinny Rise and Mr. Feng for the disposal of the First 
Tranche



– 51 –

“2017 July FMC Agreement” the agreement dated 9 July 2017 entered into between 
Shinny Rise and Mr. Feng for the disposal of the Second 
Tranche

“2017 December IAC Capital 
Increase Agreement”

the agreement dated 28 December 2017 entered into 
among Hexie Trading, IAC, the IAC Key Management, 
the Aftersales Management Company and the 2017 IAC 
December Investor in relation to capital increase of IAC

“2017 December IAC Investor” 深圳市迪輝投資發展有限公司  (Shenzhen Dihui 
Investment Development Company Limited*), a strategic 
investor of IAC under the 2017 December IAC Capital 
Increase Agreement

“2017 June IAC Capital 
Increase Agreement”

the agreement dated 29 June 2017 entered among Hexie 
Trading, IAC, the Aftersales Management Company, the 
IAC Key Management and the 2017 June IAC Investors in 
relation to the possible capital increase of IAC

“2017 June IAC Investors” two strategic investors, namely 深圳力合汽車有限公司
(Shenzhen Lihe Automobile Company Limited*) and 珠
海奧拓投資中心合夥企業 (Zhuhai Aotuo Investment 
Centre Partnership*), under the 2017 June IAC Capital 
Increase Agreement

“2018 IAC Investors” two strategic investors of IAC, namely 上海東銀無穹創業
投資管理中心（有限合夥) (Shanghai Dongyin Wuqiong 
Venture Investment Management Centre LLP*) and 上
海銘武投資諮詢事務所 (Shanghai Mingwu Investment 
Consulting Firm*), under the 2018 IAC Share Exchange 
Agreement

“2018 IAC Share Exchange 
Agreement”

the agreement dated 18 December 2018 entered into among 
(i) Hexie Trading; (ii) Tibet Runyin; (iii) Lancherui; (iv) 
the 2017 December IAC Investor; and (v) the 2018 IAC 
Investors in relation to the issuance of new IAC shares to 
the 2018 IAC Investors

“2018 Tax Letter” a draft letter setting out the rationale for the Tax Novation 
Arrangement which forms part of the Tax Novation Pack

“2020 Tax Meeting” a tax meeting attended by representatives of the auditor of 
the Company (Zhonghui Anda) and the Tax Responsible 
Officer on 17 March 2020
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“2020 Interim Report” the interim report of the Company for the six months ended 
30 June 2020

“RMB” Renminbi, the lawful currency of the PRC

“US$” United States dollars, the lawful currency of the United 
States of America

“%” per cent.

By order of the Board
China Harmony Auto Holding Limited

LIU Fenglei
Chief Executive Officer and Executive Director

Hong Kong, 10 August 2021

The English transliteration of the Chinese names in this announcement, where indicated with “*”, is included 
for information only, and should not be regarded as the official English names of such Chinese names. 

As of the date of this announcement, the executive Directors are Mr. Feng Changge, Mr. Liu Fenglei, Ms. 
Ma Lintao, Ms. Feng Guo and Mr. Han Yang; and the independent non-executive Directors are Mr. Wang 
Nengguang, Mr. Lau Kwok Fan and Mr. Chan Ying Lung.


