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MANAGEMENT DISCUSSION AND
ANALYSIS

Industry review

Influenced by complicated domestic and external
economic conditions and the growing downward
pressure on the economy in China, economic
growth slowed further to 7% in the first half
of 2015, the lowest rate in the last six years.
The property market, in particular, remained
shaky with abundant supply in medium and
small cities as investment sentiment remained
conservative among developers. Housing starts
for the first half of the year fell by 15.8% period-
on-period, while the amount of land acquired
by developers dropped by 33.8% period-on-
period. On the other hand, the “Internet Plus”
strategy implemented by the Chinese government
is having a profound impact on our day-to-day
modes of production and lifestyles and is affecting
traditional industries materially. Advertising
strategies of advertisers have been altered by the
rapid development of online new media and the
industry is undergoing structural reforms.

The development of the advertising industry,
in general, is highly susceptible to the overall
atmosphere of the economy, and the sentiment
of the general public and investors. According
to the China Advertising Market Analysis Report
for January-June 2015 published recently by
the newspaper branch of the China Advertising
Association and CVSC — TNS Research (CTR),
the entire traditional media advertising sector
continued to shrink. Specifically, the segments
of television (TV) advertising, radio advertising
and outdoor advertising contracted by 3.4%,
2.9% and 1.1%, respectively, while newspaper
advertising recorded the sharpest decline of
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32.1% period-on-period. These figures clearly
indicate that in the first half of 2015, the
traditional media advertising markets dwindled
across the board. Newspaper advertising
continued to decline with lower spending
on publication advertising. In the face of the
substantial shrinkage of the general traditional
print media market, the Group’'s newspaper
advertising agency business, which remained the
Group’s largest source of revenue, continued
to be hard hit and continued to face market
challenges.

Business review

The slowdown in China’s economic development
and the growing operating pressure on certain
industries have been reflected in the decreasing
advertising spending by the said industries,
thereby posing challenges for the operating
environment of the Group in the first half of
2015. In view of the continuous switch to online
new media from print media as a platform for
advertising, and the reduction in advertising
spending certain industries such as the property
industry, advertising revenue from newspaper
advertising, online services, total marketing
and TV advertising dropped. For the six-month
period ended 30 June 2015 (the "Period”),
the Group recorded revenue of approximately
RMB41.7 million from its core businesses,
representing a decline of 54.8% as compared
to the corresponding period in 2014. Gross
loss for the Period was approximately RMB1.7
million (gross profit for the first half of 2014:
RMB25.0 million). The Group’s net loss after
tax for the Period amounted to approximately
RMB54.9 million, which was an improvement
from the net loss after tax for the first half of
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2014 of approximately RMB70.1 million. This was
mainly attributable to a significant period-on-
period drop of 40.0% in selling and marketing
expenses from RMB16.0 million to RMB9.6 million
for the Period as well as a large reduction in
administrative expenses of 47.2% from RMB68.2
million to RMB36.0 million due to the decrease
in the provision for impairment of prepayments,
deposits and other receivables during the Period.
In response to the growing market challenges and
the changing operating environment, the Group
implemented stringent cost control by adjusting
its business model and development approach
with the goal of future development. The Group
also streamlined its structure, better utilised its
resources and further centralised its resources and
operations during the Period.

Consolidating client base and expanding into
new markets with innovative services

Given the emergence of mobile internet
advertising and a shift in consumer needs,
the traditional media segment of the Chinese
advertising market faced significant challenges
in the first half of 2015. During the Period,
the Group took the initiative to provide refined
solutions with value-added services to its
newspaper clients to penetrate other advertising
platforms such as online new media. In the
meantime, the Group continued to innovate and
strives to capture greater market share in the
enormous mobile user market in China in order
to strengthen its media coverage. The Group
aims to seize development opportunities brought
on by the continuous rapid growth of online
new media. In addition, the Group also strives
to develop various media advertising channels
so as to become a comprehensive multi-channel
total marketing solution provider by providing all-
round advertising solutions to the clients with
the Group’s diversified online and offline media
resources in the future.
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Investment sentiment did not fully revive in the
first half of the year owing to the slower-than
expected growth of the overall Chinese economy
and, in particular, the credit tightening in the
real estate industry. Under such circumstances,
the Group’s traditional advertising business was
unavoidably affected. Nevertheless, owing to
the operational resources accumulated by the
Group and the healthy relationships with clients
over the years, the Group managed to maintain
a stable clientele during the period under review,
despite the fact that advertisers have placed less
reliance on newspaper advertising. Moreover,
the Group is committed to improving its services
by tracking and analysing the consumption
behaviour of readers, with the aim of expanding
the Group's client base with innovative advertising
solutions that encompass new technologies and
online new media. During the period under
review, the Group’s business restructuring was
at a stage of adjustment and development, and
such restructuring plans were aimed at making
contributions to the foundation of the Group's
future business.
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Newspaper Advertising

In recent years, the exponential growth of online
new media advertising and web-based mobile
advertising channels has diminished advertising
spending and volume on traditional print media.
Despite the minimal changes in the Group's
clientele of traditional print media, the traditional
media advertising segment, nonetheless, saw a
drop in revenue as it suffered from competition
from the online new media and the drop in
spendings. Furthermore, the Group has been
establishing a platform to integrate its traditional
print media and online new media businesses. As
this new initiative is currently at its investment
stage and the new technology is only being
tested before officially going online, revenue
contribution for the Period was limited. As a
result of the above factors, the Group recorded
revenue from newspaper advertising of RMB28.2
million for the Period, down by a significant
58.7% period-on-period. Revenue from marketing
and promotion for real estate agencies for the
Period was RMB8.2 million, representing a drop
of 27.4% period-on-period. Despite the drop
in revenue, the newspaper advertising business
remained one of the Group’s principal businesses
and accounted for approximately 67.6% of the
Group’s total revenue, a drop from 74.1% for the
corresponding period last year.

Furthermore, a media partner of the Group,
Lifestyle Express, announced that it will cease
publication beginning from 30 June 2015 due
to financial difficulties. This is expected to
significantly impact the Group’s revenue. As at 30
June 2015, the Group had four media partners,
including Southeast Express, Central Guizhou
Morning Post, Xiamen Evening News and City
Lifestyle Weekly. The Group’s operations span
more than four second- and third-tier cities across
three provinces in China.
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Online Services

Premier Li Kegiang of the State Council of China
unveiled the “Internet Plus” strategy in his
Government Work Report for 2015. He reiterated
that the government must strengthen the
penetration of internet technology into existing
economic sectors in order to enhance economic
efficiency and achieve sustainable growth.
Premier Li also urged the relevant authorities to
“improve network speeds” and “lower internet
fees” in order to support the development of
the internet. Against the backdrop of this policy
initiative, mobile internet has been on the rise
in terms of user coverage and has become a key
source of information for the public. The Group
believes that the mobile network and the internet
present enormous business opportunities and
will be the key drivers of future growth in the
advertising industry. To take advantage of the
huge market demand from such development
trends, the Group is continuously refining its
business structure by diverting resources from
less profitable segments to online services so as
to achieve business transformation by integrating
old and new technologies from traditional and
online new media businesses, respectively. In the
first half of 2015, such projects were still at the
investment stage. The Group aims to increase the
share of the mobile internet business to 50% in
the future. The Group's online services continue
to consist mainly of Cloud Call technology, Duk
(www.duk.cn) and DNKB (www.dnkb.com.cn).
The Group has further established its new internet
media platforms with technologies and channels
that complement the traditional media in terms
of resources and technological standards so as
to realise the integration of its online and offline
businesses.
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For the period under review, the Group's
developing internet media platforms were still
at the establishment and investment stages,
while the competition in the online services and
digital media industry intensified. As a result, the
performance of the online services business fell
short of expectations in the first half of 2015
with revenue of RMBO0.7 million, representing
a decrease of 61.1% as compared to the
corresponding period last year. Gross profit was
RMBO0.2 million, down by 71.4% as compared
to the corresponding period last year. However,
the Group has high hopes for the development
prospect of its online media business, and will
seek suitable partners in the establishment of
comprehensive multi-media platforms to achieve
business transformation, to shift the focus of its
business to mobile internet operations, to expand
its market share and to increase its long term
profitability.

During the period under review, Duk, which is
owned by the Group, had online cooperative
publishing rights with over 300 publishers, 860
magazine publishers and 5,000 magazines, as
well as digital cooperative publishing rights with
17 metropolitan daily, evening and commercial
newspapers, making it one of the largest digital
media publishing platforms in China. The Group
maintained paid subscriptions and a profit-sharing
system with licensors and witnessed an increase
in the number of active website members. The
Group will continue to foster its online services
operation and seize additional market share. As
for e-magazine publishing, the Group will carry
on strengthening the technical capabilities of its
digital platform and speed up the restructuring
of its service team in order to keep up with the
rapidly-developing mobile internet market.
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As part of the restructuring process, the Group
will actively launch new and integrated versions
of Duk, which will become an essential part of
the internet cloud platform for the Group. By
cooperating with third-party digital platforms, the
Group aims to establish marketing channels for
institutional users. Duk will also strive to become
an information and servicing website, and will
promote the concept of city directories in order to
explore more business opportunities and enlarge
its readership. Duk will concentrate on developing
a one-on-one service and marketing model
for advertisers with its events and promotional
spaces. To enlist business partners/clients,
Duk will make the enhancement of marketing
effectiveness its top priority. Furthermore, it
will offer more highly readable leisure and
entertainment content to raise its value.

DNKB also upgraded the technological capabilities
of its existing products during the period under
review in accordance with the latest market
developments. It has already launched its own
mobile application, which has been tested online,
with promising results in terms of the number of
advertisers and operating revenue. With a clearer
separation of the healthcare, travel, automobile
and property sections, the links will be more user-
friendly and will greatly enhance the value of
DNKB, and will also encourage interaction with
publishers, netizens and readers. In addition,
DNKB has successfully rolled out a new marketing
model with graphics, stories and videos tailored
for events such as car shows.
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During the Period, the Group has continued
to refine the Cloud Call system. However, the
operating revenue of Cloud Call has yet to reach
the targets set by the Group as the development
of the system has been hampered by the growing
market competition resulted from the remarkable
growth of other mobile service operators. To
counter such difficulties, the Group has actively
expanded its membership base by rolling out free
downloads of Cloud Call, thereby boosting the
number of registered members to over 8 million
and the number of address book entries uploaded
to over 400 million.

The overall performance of Fangke Web
(www.fangke.cc), the Group's advertising
platform operated by Fujian Fangke Network
Technology Corporation Limited mainly for
the property market, was unsatisfactory due
to the general economic slowdown in China
and the slide in property sales. Nonetheless,
Fangke Web remained one of the development
focuses of the Group’s online business. Being
an advocate and forerunner of new business
marketing models for the property industry,
Fangke Web will continue to focus on resource
integration, brand-building, and research and
development of electronic business platforms
for the property sector. It offers comprehensive
industry information, integrated marketing
services, and business applications to players in
the property sector. Key features of Fangke Web
include a property information portal, an online
property selling system, an online agency system,
an agency software named “Agency Finder” and
management software for property selling.
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In the areas of online services and mobile
internet, the Group has built up a strong and
comprehensive hi-tech product portfolio with
continuous business integration and technological
developments. The Group has developed several
end-user applications and a number of products,
collected and classified numerous databases,
rolled out practical products, and developed an
integrated servicing, sale and turnkey business
model based on the original print media sales
system. The Group has also established the
necessary technological and product support for
the development of ShiFang’s cloud computing
platform.

Marketing, Distribution Management,
Consulting and Printing Services

During the period under review, the marketing,
distribution management, consulting and printing
services business was significantly impacted by
its narrow client base and the emergence of new
media. Furthermore, the paper-based printing
operation was dealt with by a huge blow from the
cessation of one of the Group’s media partners on
30 June this year due to financial difficulties. As a
result, revenue from this segment for the period
under review fell by 37.3% to RMB12.8 million
and accounted for 30.7% of the Group’s total
revenue.
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The Group will continue to sell newspaper
advertising space and provide integrated services
in addition to offering additional services
such as printing, distribution management,
consulting and marketing advice to some of its
newspaper partners under the existing exclusive
cooperation contracts with them. In relation to
distribution and management services, the Group
continued to provide comprehensive services
for Southeast Express. In the printing services
business, the Group's two factories located in
Fuzhou and Guizhou operated smoothly and
printed Southeast Express and Central Guizhou
Morning Post, respectively. In addition to the
printing of Southeast Express, the Fuzhou factory
also continued to print China Securities Journal
and Shanghai Securities News. As one of our
media partners ceased publication, the factory
in Kunming will cease to provide related printing
service to the media partner. Nonetheless, the
Group will carry on with its stringent quality
control of the printing of its publications
and ensure the quality and attractiveness of
its advertisements, thus helping the Group
strengthen the close cooperative relationships
with its media partners.
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Meanwhile, by leveraging its own resources
and the established technologies developed by
Fangke Web, the Group continued to deepen
its cooperation with clients by offering a full
range of professional marketing solutions
along with its property marketing planning
services. Unfortunately, this business faced
immense challenges in the first half of 2015 as
sales of its target market, namely the property
market, slipped as a result of the macro-
economic slowdown. During the Period, fees
and commissions from the Group’s marketing
and promotion services provided to real estate
projects, together with the revenue from Fangke
Web, amounted to RMB8.7 million. The Group
is now actively restructuring this segment
accordingly.

Television and Radio Advertising

To further streamline the Group’s organisational
structure and to concentrate its resources on
other businesses with better potential, the Group
disposed of its entire equity interests in two
indirectly wholly-owned subsidiaries, Fuzhou
AoHai Advertisement Co., Ltd. (“Fuzhou AoHai")
and GuangXi ShiFang Culture Communication
Co., Ltd. (“GuangXi ShiFang”), for an aggregate
cash consideration of RMB20,000 during the
period under review.

Due to the disposal of GuangXi ShiFang, the
Group currently does not hold any co-operative
relationships with any television and radio station
partners. As a result, the Group's television and
radio advertising revenue decreased from RMB1.7
million to nil during the Period.
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FINANCIAL REVIEW

Revenue

Total revenue of the Group decreased by 54.8%
from RMB92.2 million for the six months ended
30 June 2014 to RMB41.7 million for the six
months ended 30 June 2015, primarily because of
the slowdown in domestic economic growth due
to a variety of factors, thereby posing downward
pressure on the total revenue. Furthermore, due
to the restructuring of the real estate industry,
the proliferation of online new media, as well
as the change in clients’ advertising strategy
and the restructuring of the advertising market,
revenue from newspaper advertising decreased
from RMB68.3 million for the six months ended
30 June 2014 to RMB28.2 million for the six
months ended 30 June 2015 and revenue from
marketing, distribution management, consulting
and printing services, and outdoor advertising
services and activities shrank from RMB20.4
million for the six months ended 30 June 2014
to RMB12.8 million for the six months ended 30
June 2015.

Gross (loss)/profit

The Group recorded gross loss of RMB1.7 million
for the six months ended 30 June 2015, while
gross profit was RMB25.0 million for the six
months ended 30 June 2014. The decrease
was mainly attributable to the adjustment to
the diminution of revenue and unsatisfactory
containment of costs for newspaper advertising
and printing services.
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Other income

Other income decreased by 53.1% from RMB3.2
million for the six months ended 30 June 2014 to
RMB1.5 million for the six months ended 30 June
2015, primarily due to the decrease in income
from government grants.

Other gains/(losses) - net

The Group recorded other gains of RMB14,000
for the six months ended 30 June 2015, while
other losses of RMB11.8 million were recorded
for the six months ended 30 June 2014. The
significant reduction in other losses was mainly
due to non-recurring provision made for legal
claims related to the administrative foreign
exchange policy imposed by Fujian Province
Branch of the State Administration of Foreign
Exchange for the comparative period.

Selling and marketing expenses

Selling and marketing expenses decreased by
40.0% from RMB16.0 million for the six months
ended 30 June 2014 to RMB9.6 million for the
six months ended 30 June 2015 mainly due to
decline in revenue during the period.

Hug A
HEMRABRBEE-_T—NESA=T
AERNEANARKI2ZEETTRD
53.1%2&#E2 T —RHAFA=1H
FEAEAMARBISHEE L TE2
FR S BURT 48 BY U AR A P 3R -

Hblhz ~ (F8) — B8

AEEBRBE-_Z—RAF~A=1+AH
BN A 815 B s hrzs A R #14,000
ToMREBEZE-EFASA=TAHLE
ANE ARG EMEEAREI1.88
S HBSERERIEERBHNE
FRERBRIINEEEREEED B
T VB I 8 SN 77 X BE 51 B9 AR B8 A 2 HR
Rt R ERER -

HEREHMEX
HEREHEATHEZE_S—HFN
A=Z+HLERNREANARBIC0EE
TR L4000 0%EBHEZE—_T—HF A
=THEANEANARBIEE T
FERHAPBRKRARDETEC

Interim Report 2015 | —ZF — A F R B &

17



18

General and administrative expenses

General and administrative expenses decreased by
47.2% from RMB68.2 million for the six months
ended 30 June 2014 to RMB36.0 million for the
six months ended 30 June 2015, mainly due to
a decrease in provision for impairment of other
receivables and the streamlining of structure and
manpower.

Income tax credit/(expense)

The Group recorded income tax credit of RMBO.1
million for the six months ended 30 June 2015
as compared to income tax expenses of RMB2.2
million recorded for the six months ended 30 June
2014 mainly due to a decrease in taxable income
for the Period.

Results for the period

The Group recorded a net loss of RMB54.9
million for the six months ended 30 June 2015
mainly attributable to diminution in revenue and
unsatisfactory containment of cost of sales during
the Period.
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Liquidity and capital resources

RBEEREXRER

Six months ended
30 June

HEAAZTHLAMEAR

2015 2014
“E-Ef —E-QmF
RMB'000 RMB'000
AREFT AREFIT
Unaudited Unaudited
RBER REEY
Net cash used in operating activities RETBMARSTHE (26015  (30,994)
Net cash (used in)/generated from RETE (FR)/FE
investing activities BeFE ~ (n03) 13138
Net cash generated from financing REEDFERETH
activities - 14_7_01 -
Net decrease in cash and cash ReRBLSEEARDF
equivalents (18,367) (17,856)
Cash and cash equivalents at beginning BN RERREEEER
of the period 32,487 53,911
Cash and cash equivalents at end of HRWBEERBELEHEER
the period 14,120 36,055
Cash flow used in operating activities RETHMARERE

For the six months ended 30 June 2015, net cash & &

used in operating activities amounted to RMB26.0
million, this is primarily attributable to the net loss
for the period amounting to RMB54.9 million.

BEIL EER
5498 & LT °
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Cash flow used in investing activities

For the six months ended 30 June 2015, net cash
used in investing activities amounted to RMB7.1
million, resulting primarily from cash released
from short-term bank deposits of RMB5.0 million
offset by prepayment paid for acquisition of a
property of RMB15.5 million.

Cash flow generated from financing activities
For the six months ended 30 June 2015, net
cash generated from financing activities resulted
primarily from mortgage loans drawn by the
Group to finance the Group’s acquisition of a
property.

Capital expenditures

The Group’s business generally does not require
significant ongoing capital expenditures. The
Group incurs capital expenditures mainly for
the purchase of printing machinery and office
equipment. The Group's capital expenditures were
RMBO0.3 million and RMB1.2 million for the six
months ended 30 June 2015 and 30 June 2014,
respectively.
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Trade receivables — net

The following table sets out the aging analysis

B S EYHIE-FHE

TREINFARARAEEE 5 ER

of the Group's trade receivables at the dates FKIBHEREE D :
indicated:
As at As at
30 June 31 December
2015 2014
R=Z-1% R-T-NOF
AA=+H +ZA=1—-H
RMB'000 RMB 000
AREFT AREFT
Unaudited Audited
REER BER
Aging analysis of trade receivables B 5 RWFENRR DT
1-30 days 1£30H 3,663 8,739
31 - 60 days 31£60H 6,022 7,609
61 - 90 days 612908 4,018 4,263
91- 180 days 91£180H 7,184 20,258
181 - 365 days 181£365H 23,389 19,901
Over 1 year —FNE 32,974 23,134
77,250 83,904
Less: provision for impairment of trade BB SRNFRHERE
receivables (40,435) (38,411)
Trade receivables - net BHRWHE-FE 36,815 45,493

The Group's trade receivables decreased by ANEEME SEWHRER T —NF
19.1%, from RMB45.5 million as at 31 December + -~ A=+ —HMWARBA555E T
2014 to RMB36.8 million as at 30 June 2015. WA 191% = T —HFA=+H
Such decrease was mainly attributable to decrease K AR¥36.8EE L FE AR AH
in revenue and collection of trade receivable [ & UW A A K& U B & 5 & Uk 308 45

balances during the Period. BRAT L o
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Trade payables

Aging analysis of trade payables
1-30 days

31 -90 days

Over 90 days

The Group's trade payables increased by 11.9%,
from RMB5.9 million as at 31 December 2014
to RMB6.6 million as at 30 June 2015, this was

primarily attributable to the len

settlement periods of payable balances for the

current period.

Indebtedness
Indebtedness consists of obligation

including commercial banks and certain related

parties and companies.
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As at As at
30 June 31 December
2015 2014
R-Z-1F R-T-N4F
AA=tH +ZA=t+—H
RMB'000 RMB'000
ARE T AREFT
Unaudited Audited
RBER L&

BORNFENRR DT
1£30H 1,703 1,294
31290H 1,448 702
90 F 3,418 3,893
6,569 5,889

&E
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TZA=ZT-HNARKSOBE T
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On 29 January 2015, the Group obtained
mortgage loans amounting to RMB 15,470,000 to
finance the Group’s acquisition of a property. The
mortgage loans were drawn on 27 February 2015
and a prepayment of RMB15,470,000 was made
by the Group to Xiamen Information Group Ltd.
for the property. The mortgage loans are secured
by the ownership rights of the aforesaid property
and the personal guarantee of Zheng Bai Ling and
Zhang Hui, a key management and the spouse of
a key management of a subsidiary of the Group.

Additionally, the Group has obtained a bank
borrowing facility of RMB20,000,000 on 6 March
2015, which was undrawn during the period
ended 30 June 2015. The facility will be expired
on 5 March 2016.

Gearing ratio increased from 0.0% as at 31
December 2014 to 5.8% as at 30 June 2015.

W_ZT—HF—A-t+hB K&EH
BB —%2 58 AR®15,470,0007T
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Capital commitments

(a) Commitment for exclusive cooperative

agreements

The future aggregate payments under non-
cancellable exclusive cooperative agreements

are as follows:

Not later than 1 year
Later than 1 year and

not later than 5 years
Later than 5 years

(b) Other capital commitments

Non-cancellable purchase of
a property
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BARERE
(a) BREFHERE

THBEBER G EHENRERN

REBREIT

As at As at
30 June 31 December
2015 2014
R=ZB-1F HK-T-NOF
~B=tH +ZA=1+-H
RMB'000 RMB'000
AREF7 ARETFT
Unaudited Audited
REER HE27
—&ET 1,800 63,800

—FENERREFUT
900 227,000
RENE - 795,000
2,700 1,085,800

(b) Hth&EREE
As at As at
30 June 31 December
2015 2014
R=ZB-1F RIZ-@EF
~AA=EtH +ZA=1+—H
RMB’000 RMB'000
AREF7 AREFT
Unaudited Audited
REER L&Y
k=t ES ¢

- 15,470




Contingent liabilities

The Group follows the guidance of IAS 37
“Provisions, Contingent Liabilities and Contingent
Assets” to determine when should contingent
liabilities be recognised, which requires significant
judgement.

A contingent liability will be disclosed when a
possible obligation has arisen, but its existence
has to be confirmed by future events outside
the Group's control, or when it is not possible
to calculate the amount. Realisation of any
contingent liabilities not currently recognised or
disclosed could have a material impact on the
Group's financial position.

The Group reviews significant outstanding
litigations in order to assess the need for
provisions. Among the factors considered are
the nature of the litigation, legal processes and
potential level of damages, the opinions and
views of the legal counsel, and the management’s
intentions to respond to the litigations. To the
extent the estimates and judgements do not
reflect the actual outcome, this could materially
affect the results for the period and the financial
position.

(a) Lawsuits between the Group and
Shenyang Media Corporation
On 26 July 2011, Shenyang Media
Corporation unilaterally terminated the
Comprehensive Cooperation Contract with
the Group.
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