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PART I. FINANCIAL INFORMATION

Item 1. Interim Financial Statements

CHINANET ONLINE HOLDINGS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands, except for number of shares and per share data)

Assets

Current assets:

Cash and cash equivalents
Accounts receivable, net

Other receivables, net

Prepayment and deposit to suppliers
Due from related parties, net

Total current assets

Long-term investments

Property and equipment, net

Intangible assets, net

Blockchain software applications development costs
Prepayment for software applications development
Goodwill

Deferred tax assets, net

Total Assets

Liabilities and Equity

Current liabilities:

Short-term bank loan *

Accounts payable *

Advances from customers *

Accrued payroll and other accruals *

Payable for acquisition of noncontrolling interest *

Due to investors related to terminated security purchase agreements
Payable for purchasing of software technology *

September
30,

2018

(US $)

(Unaudited)

$5,919
7,519
247
2,183

15,868

176
50
3,375
349
527

$ 20,345

$ 1,163
3,745
2,032
396
218

December
31,

2017

(US $)

$2,952
7,215
2,646
4,073
14
16,900

918
299
3,808

5,277
1,358
$28,560

$765
2,851
3,559
559

938
436
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Taxes payable *
Other payables *
Total current liabilities

2,955
124
10,633

3,168
687
12,963
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CHINANET ONLINE HOLDINGS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS (CONTINUED)

(In thousands, except for number of shares and per share data)

September December

30, 31,
2018 2017
(US $) (US $)
(Unaudited)
Long-term liabilities:
Long-term borrowing from a director 127 134
Warrant liabilities 826 -
Total Liabilities 11,586 13,097
Commitments and contingencies
Equity:
ChinaNet Online Holdings, Inc.’s stockholders’ equity
Common stock (US$0.001 par value; authorized 50,000,000 shares; issued and outstanding
16,132,543 shares and 13,982,542 shares at September 30, 2018 and December 31, 2017, 16 14
respectively)
Additional paid-in capital 37917 31,554
Statutory reserves 2,607 2,607
Accumulated deficit (33,375 ) (20,487)
Accumulated other comprehensive income 1,616 1,598
Total ChinaNet Online Holdings, Inc.’s stockholders’ equity 8,781 15,286
Noncontrolling interests (22 )y 177
Total equity 8,759 15,463
Total Liabilities and Equity $20,345 $28,560

*All of the VIEs' assets can be used to settle obligations of their primary beneficiary. Liabilities recognized as a result
of consolidating these VIEs do not represent additional claims on the Company’s general assets (Note 2).
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See notes to condensed consolidated financial statements
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CHINANET ONLINE HOLDINGS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

(In thousands, except for number of shares and per share data)

Nine Months Ended Three Months Ended
September 30, September 30,

2018 2017 2018 2017
(US$) (US9) (US$) (USY)
(UnauditedjUnaudited) (UnauditedlUnaudited)

Revenues

From unrelated parties $47.822 $31,171 $17,042 $ 13,509
From related parties - 116 - 14

Total revenues 47,822 31,287 17,042 13,523
Cost of revenues 45,860 26,955 16,649 12,163
Gross profit 1,962 4,332 393 1,360
Operating expenses

Sales and marketing expenses 1,083 2,399 239 740
General and administrative expenses 4,580 4,402 1,713 2,318
Research and development expenses 722 1,012 289 312
Impairment on intangible assets 3,380 - 1,502 -
Impairment on goodwill 5,289 - - -

Total operating expenses 15,054 7,813 3,743 3,370
Loss from operations (13,092) (3,481 ) (3,350) (2,010 )
Other income (expenses)

Impairment on long-term investments 460 ) - - -

Interest expense, net (25 )y (70 ) (6 ) (34 )
Other expenses (30 ) (208 ) 2 ) (2 )
Change in fair value of warrant liabilities 1,449 - 501 -

Total other income/(expenses) 934 (278 ) 493 (36 )
Loss before income tax expense and noncontrolling interests (12,158) 3,759 ) (2,857) (2,046 )
Income tax expense (805 ) (115 ) (116 ) (2 )
Net loss (12,963) (3,874 ) (2973) (2,048 )
Net loss/(income) attributable to noncontrolling interests 75 (89 ) 20 (39 )
Net loss attributable to ChinaNet Online Holdings, Inc. $(12,888) $ (3,963 ) $(2,953) $(2,087 )
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CHINANET ONLINE HOLDINGS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

(CONTINUED)

(In thousands, except for number of shares and per share data)

Net loss

Foreign currency translation (loss)/gain
Comprehensive loss

Comprehensive loss/(income) attributable to
noncontrolling interests

Comprehensive loss attributable to ChinaNet Online
Holdings, Inc.

Loss per share
Loss per common share
Basic and diluted

Weighted average number of common shares outstanding:

Basic and diluted

See notes to condensed consolidated financial statements

Nine Months Ended
September 30,
2018 2017
(US9) (US9)
(Unaudited) (Unaudited)
$(12,963 ) $(3,874

24 772
$(12,939 ) $(3,102

69 (57
$(12,870 ) $(3,159
$(0.82 ) $(0.33

15,756,876 12,019,040

Three Months Ended
September 30,
2018 2017
(US9) (US %)
(Unaudited) (Unaudited)
) $(2,973 ) $(2,048 )
36 ) 340
) $(3,009 ) $(1,708 )
) 20 (42 )
) $(2,989 ) $(1,750 )
) $(0.19 ) $(0.17 )
15,915,501 12,074,304

10
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CHINANET ONLINE HOLDINGS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

Nine Months Ended

September 30,

2018 2017

Us$) (USH)

(UnauditedjUnaudited)
Cash flows from operating activities

Net loss $(12,963) $ (3,874 )
Adjustments to reconcile net loss to net cash used in operating activities

Depreciation and amortization 508 1,067
Share-based compensation expenses 215 484
Provision for allowances for doubtful accounts 1,521 1,254
Impairment on long-term investments 460 -
Impairment on intangible assets 3,380 -
Impairment on goodwill 5,289 -

Change in fair value of warrant liabilities (1,449 ) -
Deferred taxes 805 115
Changes in operating assets and liabilities

Accounts receivable (1,465 ) (2,436 )
Other receivables 205 ) 67
Prepayment and deposit to suppliers 1,016 (503 )
Due from related parties 22 (11 )
Accounts payable 1,095 506
Advances from customers (1,423 ) 764
Accrued payroll and other accruals (150 ) (169 )
Other payables 292 ) 36

Taxes payable (57 ) 46

Net cash used in operating activities (3,693 ) (2,654 )

Cash flows from investing activities

Purchase of office equipment (11 ) 2 )
Term-deposit matured during the period - 3,118
Withdraw long-term investment from a cost method investee 460 441
Short-term loan to unrelated parties (2,108 ) (2,795 )
Repayment of short-term loan from unrelated parties 4,716 -
Payment for acquisition of noncontrolling interest (1,687 ) -
Payment for blockchain software applications development costs (3,375 ) -
Prepayment for software applications development 368 ) -
Purchase of software technology 437 ) -

Net cash (used in)/provided by investing activities (2,810 ) 762
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CHINANET ONLINE HOLDINGS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)

(In thousands)

Cash flows from financing activities

Proceeds from issuance of common stock and warrant (net of cash offering cost of US$809)
Repayment to investors related to terminated security purchase agreements

Proceeds from short-term bank loan

Repayment of short-term bank loan

Net cash provided by financing activities

Effect of exchange rate fluctuation on cash and cash equivalents

Net increase/(decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of the period
Cash and cash equivalents at end of the period

Supplemental disclosure of cash flow information

Income tax paid
Interest expense paid

Non-cash transaction disclosure

Payable for acquisition of noncontrolling interest

See notes to condensed consolidated financial statements

Nine Months Ended
September 30,
2018 2017
(US$) (USS)
(UnauditedlUnaudited)
10,263 -
933 ) -
920 441
460 ) (441 )
9,790 -
(320 ) 91
2,967 (1,801 )
2,952 3,035
$5919 $1,234
$- $ -
$146 $ 28
$218 $ -

13
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CHINANET ONLINE HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

1. Organization and nature of operations

ChinaNet Online Holdings, Inc. (the “Company”), through its subsidiaries or Variable Interest Entities (“VIEs”), is
engaged in providing advertising, precision marketing, online to offline (O20) sales channel expansion and the related
data services to small and medium enterprises (“SMEs”) and entrepreneurial management and networking services for
entrepreneurs in the PRC. In January 2018, the Company announced its expansion into the blockchain industry and
the related technology. The Company aims to develop credible, traceable and highly secured blockchain applications
for the large demand from the SMEs and gradually shift from an information services provider to a transaction
services provider for business opportunities in the near future.

On January 17, 2018, the Company consummated a registered direct offering of 2,150,001 shares of the Company’s
common stock to certain institutional investors at a purchase price of $5.15 per share (“the Financing”). As part of the
transaction, the Company also issued to the investors warrants for the purchase of up to 645,000 shares of the
Company’s common stock at an exercise price of $6.60 per share. The warrants have a term of 30 months from the
date of issuance. The Company received gross proceeds of approximately $11.1 million (See Note 20).

In May 2018, the Company, through its wholly owned subsidiary in the PRC, incorporated a new majority-owned
subsidiary, Business Opportunity Chain (Beijing) Technology Development Co., Ltd. (“Business Opportunity Chain’)
with three unrelated parties. The registered capital of Business Opportunity Chain is RMB10 million (approximately
US$1.5 million) and the Company beneficially owns 51% equity interest in this entity. Business Opportunity Chain
was established to provide research and develop and other technical support for the Company’s blockchain business
units. As of September 30, 2018, Business Opportunity Chain is still in its start-up stage.

2. Variable interest entities

Summarized below is the information related to the VIEs’ assets and liabilities reported in the Company’s condensed

consolidated balance sheets as of September 30, 2018 and December 31, 2017, respectively:

September December

30, 31,

2018 2017
US$(’000) USS$(000)
(Unaudited)

Assets
Current assets:

14



Edgar Filing: ChinaNet Online Holdings, Inc. - Form 10-Q

Cash and cash equivalents $ 3,494 $2,904
Accounts receivable, net 7,519 7,215
Other receivables, net 34 2,629
Prepayment and deposit to suppliers 2,033 4,009
Due from related parties, net - 14
Total current assets 13,080 16,771
Property and equipment, net 102 177
Intangible assets, net 46 2,112
Goodwill - 5,277
Deferred tax assets, net 527 975
Total Assets $ 13,755 $25.312
Liabilities

Current liabilities:

Short-term bank loan $1,163 $765
Accounts payable 3,745 2,848
Advances from customers 2,030 3,559
Accrued payroll and other accruals 181 159
Due to Control Group 10 11

Payable for acquisition of noncontrolling interest 218 -
436

Payable for purchasing of software technology -

Taxes payable 2,521 2,711
Other payables 63 155
Total current liabilities 9,931 10,644
Total Liabilities $9,931 $10,644
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CHINANET ONLINE HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

All of the VIEs' assets can be used to settle obligations of their primary beneficiary. Liabilities recognized as a result

of consolidating these VIEs do not represent additional claims on the Company’s general assets. See additional
discussion related to restrictions on foreign currency exchange in the PRC in Note 21 and Note 23.

Summarized below is the information related to the financial performance of the VIEs reported in the Company’s
condensed consolidated statements of operations and comprehensive loss for the nine and three months ended
September 30, 2018 and 2017, respectively:

Nine Months Ended
September 30,

2018 2017
US$(’000)USS$(’000)
(UnauditedlUnaudited)

Revenues 47,812 31,231

Cost of revenues (45,860) (26,954 )
Total operating expenses (11,545) (5,895 )
Net loss before allocation to noncontrolling interests  (10,058) (1,928 )

Three Months Ended
September 30,

2018 2017
US$(’000)USS$(’000)
(UnauditedUnaudited)

Revenues 17,039 13,498
Cost of revenues (16,649) (12,162 )

Total operating expenses (1,520 ) (2,736 )
Net loss before allocation to noncontrolling interests (1,197 ) (1,412 )

3. Summary of significant accounting policies

a) Basis of presentation

The unaudited condensed consolidated interim financial statements are prepared and presented in accordance with
accounting principles generally accepted in the United States of America (“U.S. GAAP”).

16
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The unaudited condensed consolidated interim financial information as of September 30, 2018 and for the nine and
three months ended September 30, 2018 and 2017 have been prepared pursuant to the rules and regulations of the
Securities and Exchange Commission (the “SEC”). Certain information and footnote disclosures, which are normally
included in complete consolidated financial statements prepared in accordance with U.S. GAAP, have been omitted
pursuant to those rules and regulations. The unaudited condensed consolidated interim financial information should be
read in conjunction with the financial statements and the notes thereto, included in the Company’s Annual Report on
Form 10-K for the fiscal year ended December 31, 2017, previously filed with the Securities and Exchange
Commission (the “2017 Form 10-K”) on April 16, 2018.

17
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CHINANET ONLINE HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

In the opinion of management, all adjustments (which include normal recurring adjustments) necessary to present a
fair statement of the Company’s condensed consolidated financial position as of September 30, 2018, its condensed
consolidated results of operations for the nine and three months ended September 30, 2018 and 2017, and its
condensed consolidated cash flows for the nine months ended September 30, 2018 and 2017, as applicable, have been
made. The interim results of operations are not necessarily indicative of the operating results for the full fiscal year or
any future periods.

b) Going concern

The Company incurred operating losses and had negative operating cash flows and may continue to incur operating
losses and generate negative cash flows as the Company implements its future business plan. The Company’s net loss
attributable to stockholders for the nine and three months ended September 30, 2018 was approximately US$12.9
million and US$3.0 million, respectively, compared with approximately US$4.0 million and US$2.1 million for the
nine and three months ended September 30, 2017, respectively. As of September 30, 2018, the Company has cash and
cash equivalents of approximately US$5.9 million and net cash used in operating activities during the nine months
ended September 30, 2018 was approximately US$3.7 million.

The Company does not currently have sufficient cash or commitments for financing to sustain its operation for the
twelve months from the issuance date of these financial statements. The Company plans to optimize its internet
resources cost investment strategy to improve the gross profit margin of its core business and to further strengthen the
accounts receivables collection management and negotiate with vendors for more favorable payment terms, all of
which will help to substantially increase the cashflows from operations. If the Company fails to achieve these goals,
the Company may need additional financing to execute its business plan. If additional financing is required, the
Company cannot predict whether this additional financing will be in the form of equity, debt, or another form, and the
Company may not be able to obtain the necessary additional capital on a timely basis, on acceptable terms, or at all. In
the event that financing sources are not available, or that the Company is unsuccessful in increasing its gross profit
margin and operating profits, the Company may be unable to implement its current plans for expansion, repay debt
obligations or respond to competitive pressures, any of which would have a material adverse effect on the Company’s
business, prospects, financial condition and results of operations. These factors raise substantial doubt about the
Company's ability to continue as a going concern within one year after the date that the financial statements are
issued.

The unaudited condensed consolidated financial statements as of September 30, 2018 have been prepared under the
assumption that the Company will continue as a going concern, which contemplates, among other things, the
realization of assets and the satisfaction of liabilities in the normal course of business over a reasonable period of time.
The Company's ability to continue as a going concern is dependent upon its uncertain ability to increase gross profit
margin and operating profits from its core business and/or obtain additional equity and/or debt financing. The
accompanying financial statements as of September 30, 2018 do not include any adjustments that might result from
the outcome of these uncertainties. If the Company is unable to continue as a going concern, it may have to liquidate
its assets and may receive less than the value at which those assets are carried on the financial statements.

18
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c) Principles of consolidation

The condensed consolidated interim financial statements include the financial statements of all the subsidiaries and
VIEs of the Company. All transactions and balances between the Company and its subsidiaries and VIEs have been
eliminated upon consolidation.

d) Use of estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the related disclosure of contingent assets and
liabilities at the date of these condensed consolidated financial statements, and the reported amounts of revenue and
expenses during the reporting period. The Company continually evaluates these estimates and assumptions based on
the most recently available information, historical experience and various other assumptions that the Company
believes to be reasonable under the circumstances. Since the use of estimates is an integral component of the financial
reporting process, actual results could differ from those estimates.

19
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CHINANET ONLINE HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

e) Foreign currency translation

The exchange rates used to translate amounts in RMB into US$ for the purposes of preparing the condensed
consolidated financial statements are as follows:

September December
30,2018 31,2017

Balance sheet items, except for equity accounts  6.8792 6.5342

Nine Months
Ended September
30,

2018 2017

Items in the statements of operations and comprehensive loss, and statements of cash flows 6.5196 6.7983

Three Months
Ended September
30,

2018 2017

Items in the statements of operations and comprehensive loss, and statements of cash flows 6.7956 6.6676

No representation is made that the RMB amounts could have been, or could be converted into US$ at the above rates.

f) Revenue recognition

On January 1, 2018, the Company adopted ASC Topic 606, “Revenue from Contracts with Customers”, applying the
modified retrospective method. The adoption didn’t result in a material adjustment to the accumulated deficit as of
January 1, 2018.

In accordance with ASC Topic 606, revenues are recognized when control of the promised goods or services is
transferred to the Company’s customers, in an amount that reflects the consideration the Company expects to be
entitled to in exchange for those goods or services. In determining when and how much revenue is recognized from
contracts with customers, the Company performs the following five-step analysis: (1) identify the contract(s) with a

20
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customer; (2) identify the performance obligations in the contract; (3) determine the transaction price; (4) allocate the
transaction price to the performance obligations in the contract; (5) recognize revenue when (or as) the entity satisfies
a performance obligation.

10
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CHINANET ONLINE HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

The Company’s contracts with customers do not include multiple performance obligations, significant financing
component, variable consideration, nor any clause concerning with returns, refunds or other similar obligations.

The Company does not believe that significant management judgements are involved in revenue recognition, but the
amount and timing of the Company’s revenues could be different for any period if management made different
judgments or utilized different estimates. Generally, the Company recognizes revenue under ASC Topic 606 for each
type of its performance obligation either over time (generally, the transfer of a service) or at a point in time (generally,
the transfer of a good (information)) as follows:

Online advertising placement service/TV advertising service

For online advertising placement service contracts and TV advertising service contracts that are established based on a
fixed price scheme with the related advertisement placements obligation, the Company provides advertisement
placements in specified locations on the Company’s advertising portals for agreed periods and/or place the
advertisements onto the Company’s purchased advertisement time during specific TV programs for agreed periods.
Revenue is recognized ratably over the period the advertising is provided and, as such, the Company considers the
services to have been delivered (“over time”).

Sales of effective sales lead information

For advertising contracts related to purchase of effective sales lead information, revenue is recognized based on a
fixed price per sales lead and the quantity of effective sales lead, when information is delivered and accepted by
customers (“point in time”).

Search engine marketing and data service

Revenue from search engine marketing and data services is recognized on a monthly basis based on the direct cost
consumed through search engines for providing such services with a premium (“over time”’). The Company recognizes
the revenue on a gross basis, because the Company determines that it is a principle in the transaction who control the
goods or services before they are transferred to the customers.

22
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All of the Company’s revenues are generated from the PRC. The following tables present the Company’s revenues
disaggregated by products and services and timing of revenue recognition:

Nine Months Ended Three Months Ended
September 30, September 30,

2018 2017 2018 2017
USS$(C000US$C000) US$(C000WSS(000)
(Unauditedynaudited) (Unauditedynaudited)

Internet advertising and data service

--online advertising placement 6,897 5,920 2,346 1,987
--sales of effective sales lead information 444 1,058 161 245
Search engine marketing and data service 40,380 24,253 14,532 11,266
TV advertising service 91 - - -
Others 10 56 3 25
Total revenues 47,822 31,287 17,042 13,523

Nine Months Ended Three Months Ended
September 30, September 30,

2018 2017 2018 2017
US$C000US$(C000) US$CO00US$(000)
(Unauditedynaudited) (Unauditedynaudited)

Revenue recognized over time 47,378 30,229 16,881 13,278
Revenue recognized at a point in time 444 1,058 161 245
Total revenues 47,822 31,287 17,042 13,523

11
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CHINANET ONLINE HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

Contract costs

For the nine and three months ended September 30, 2018, the Company did not have any significant incremental costs
of obtaining contracts with customers incurred and/or costs incurred in fulfilling contracts with customers within the
scope of ASC Topic 606, that shall be recognized as an asset and amortized to expenses in a pattern that matches the
timing of the revenue recognition of the related contract.

Contract balances

The Company evaluates overall economic conditions, its working capital status and customer specific credit and
negotiates the payment terms of a contract with individual customer on a case by case basis in its normal course of
business.

Advances received from customers related to unsatisfied performance obligations are recoded as contract liabilities
(advance from customers), which will be realized as revenues upon the satisfaction of performance obligations
through the transfer of related promised goods and services to customers.

For contracts without a full or any advance payments required, the Company bills the customers any unpaid contract
price immediately upon satisfaction of the related performance obligations when revenue is recognized, and the
Company normally receives payment from customers within 90 days after a bill is issued.

The Company does not have any contract assets (unbilled receivables) since revenue is recognized when control of the
promised goods or services is transferred and the payment from customers is not contingent on a future event.

The Company’s contract liabilities consist of advance from customers related to unsatisfied performance obligations in
relation to internet adverting service, search engine marketing service, as well as TV advertising service. All contract
liabilities are expected to be recognized as revenue within one year. The table below summarized the movement of the
Company’s contract liabilities for the nine months ended September 30, 2018:

Advance
from
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customers

US$(°000)
Balance as of January 1, 2018 3,559
Exchange translation adjustment a78 )
Revenue recognized from beginning contract liability balance (3,281 )
Advances received from customers related to unsatisfied performance obligations 1,932
Balance as of September 30, 2018 (Unaudited) 2,032

For the nine and three months ended September 30, 2018, there is no revenue recognized from performance
obligations that were satisfied in prior periods.

Transaction price allocated to remaining performance obligation

The Company has elected to apply the practical expedient in paragraph ASC Topic 606-10-50-14 and did not disclose
the information related to transaction price allocated to the performance obligations that are unsatisfied or partially
unsatisfied as of September 30, 2018, because all performance obligations of the Company’s contracts with customers
have an original expected duration of one year or less.
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2) Fair value measurement

Liabilities measured at fair value on a recurring basis by level within the fair value hierarchy as of September 30, 2018
is as follows:

Fair value measurement at reporting

date using
Quoted Prices
As of in AcSignMiarktts Significant
September for Idehenl Unobservable
30p2018 Asset®/bdabilibiesInputs - Inputs
’ (LevelLevel 2) (Level 3)
1)
US$(°000) US$(1088)"000) US$(’000)
Warrant liabilities (Note 20) 826 - ; 826

Assets measured at fair value on a nonrecurring basis by level within the fair value hierarchy as of September 30,
2018 is as follows:

Fair value measurement at reporting date

using
Quoted Prices
As of in ActSvgrVfarkets Significant
September for Idéntheal Unobservable
3 Op2018 Asset{dbsabrilatids Inputs Inputs
’ (LevellLevel 2) (Level 3)
1)
US$(C000) USSCUEH("000) US$(’000)
Intangible assets (Note 10) 50 - - 50

The Company performed impairment test on its intangible assets and goodwill as of September 30, 2018 and June 30,
2018 and recognized in the aggregate of approximately US$8.7 million and US$1.5 million impairment loss of
intangible assets and goodwill for the nine and three months ended September 30, 2018, respectively. The Company
determined the fair value of intangible asset using Multi-period Excess Earning Method and the fair value of goodwill
using income approach. The following table summarizes the quantitative information about the Company’s Level 3
significant unobservable internally-developed inputs used in determining the fair value of its intangible assets and
goodwill, respectively:
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Valuation technique(s)

Intangible assets Multi-period Excess Earning

Goodwill Discounted Cash Flow

13

Unobservable inputs Value of inputs

Remaining useful life (years) 7.75
Discount rate 24%
Contributory asset charge 8.9%- 20%

Base projection period (years) 5
Discount rate 20%
Terminal growth rate 3.5%
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h) Recently issued accounting standards

In February 2016, the FASB issued ASU No. 2016-02, “Leases (Topic 842)”. The amendments in this ASU requires that
a lessee recognize the assets and liabilities that arise from operating leases. A lessee should recognize in the statement
of financial position a liability to make lease payments (the lease liability) and a right-of-use asset representing its
right to use the underlying asset for the lease term. For leases with a term of 12 months or less, a lessee is permitted to
make an accounting policy election by class of underlying asset not to recognize lease assets and lease liabilities. In
transition, lessees and lessors are required to recognize and measure leases at the beginning of the earliest period
presented using a modified retrospective approach. For public business entities, the amendments in this ASU are
effective for fiscal years beginning after December 15, 2018, including interim periods within those fiscal years. Early
application of the amendments in this ASU is permitted for all entities. In July 2018, the FASB issued ASU No.
2018-11, “Leases (Topic 842) — Targeted Improvements ”, which provides entities with an additional (and optional)
transition method to adopt the new leases standard and provide lessors with a practical expedient, by class of
underlying asset, to not separate nonlease components from the associated lease component and, instead, to account
for those components as a single component if the nonlease components otherwise would be accounted for under the
new revenue guidance (Topic 606). The Company will adopt the amendments in these ASUs on January 1, 2019 and
is currently evaluating the impact on its consolidated financial position and results of operations upon adopting these
amendments. The Company expects to complete its assessment by the end of 2018.

In February 2018, the FASB issued ASU 2018-02: “Income Statement—Reporting Comprehensive Income (Topic
220)-Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income”. The amendments in
this ASU allow a reclassification from accumulated other comprehensive income to retained earnings for stranded tax
effects resulting from the Tax Cuts and Jobs Act (the “Act”). Consequently, the amendments eliminate the stranded tax
effects resulting from the Act and will improve the usefulness of information reported to financial statement users.
However, because the amendments only relate to the reclassification of the income tax effects of the Act, the
underlying guidance that requires that the effect of a change in tax laws or rates be included in income from
continuing operations is not affected. The amendments in this ASU also require certain disclosures about stranded tax
effects. The amendments in this ASU are effective for fiscal years beginning after December 15, 2018, and interim
periods within those fiscal years. Early adoption is permitted. The Company is currently evaluating the impact on its
consolidated financial position and results of operations upon adopting these amendments.

In June 2018, the FASB issued ASU 2018-07: “Compensation—Stock Compensation (Topic 718)-Improvements to
Nonemployee Share-Based Payment Accounting”. The Board is issuing this ASU as part of its Simplification Initiative.
The amendments in this ASU expand the scope of Topic 718 to include share based payment transactions for
acquiring goods and services from nonemployees. An entity should apply the requirements of Topic 718 to
nonemployee awards except for specific guidance on inputs to an option pricing model and the attribution of cost (that
is, the period of time over which share-based payment awards vest and the pattern of cost recognition over that
period). The amendments specify that Topic 718 applies to all share-based payment transactions in which a grantor
acquires goods or services to be used or consumed in a grantor’s own operations by issuing share-based payment
awards. The amendments also clarify that Topic 718 does not apply to share-based payments used to effectively
provide (1) financing to the issuer or (2) awards granted in conjunction with selling goods or services to customers as
part of a contract accounted for under Topic 606, Revenue from Contracts with Customers. The amendments in this
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ASU are effective for public business entities for fiscal years beginning after December 15, 2018, including interim
periods within that fiscal year. For all other entities, the amendments are effective for fiscal years beginning after
December 15, 2019, and interim periods within fiscal years beginning after December 15, 2020. Early adoption is
permitted, but no earlier than an entity’s adoption date of Topic 606. An entity should only remeasure
liability-classified awards that have not been settled by the date of adoption and equity-classified awards for which a
measurement date has not been established through a cumulative-effect adjustment to retained earnings as of the
beginning of the fiscal year of adoption. Upon transition, the entity is required to measure these nonemployee awards
at fair value as of the adoption date. The entity must not remeasure assets that are completed. Disclosures required at
transition include the nature of and reason for the change in accounting principle and, if applicable, quantitative
information about the cumulative effect of the change on retained earnings or other components of equity. The
Company is currently evaluating the impact on its consolidated financial position and results of operations upon
adopting these amendments.
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4. Accounts receivable, net

September December

30, 31,
2018 2017
US$C000) US$(C000)
(Unaudited)
Accounts receivable 10,895 10,008
Allowance for doubtful accounts (3,376 ) (2,793 )
Accounts receivable, net 7,519 7,215

All of the accounts receivable are non-interest bearing. Based on the assessment of the collectability of the accounts
receivable as of September 30, 2018 and December 31, 2017, the Company provided approximately US$3,376,000
and US$2,793,000 allowance for doubtful accounts, respectively, which were primarily related to the accounts
receivable of the Company’s internet advertising and TV advertising business segment with an aging over six months.
The Company evaluates its accounts receivable with an aging over six months and determines the allowance based on
aging data, historical collection experience, customer specific facts and economic conditions. For the nine months
ended September 30, 2018, approximately US$0.76 million allowance for doubtful accounts was provided. For the
three months ended September 30, 2018, approximately US$0.04 million allowance for doubtful accounts was
reversed due to subsequent collection. For the nine and three months ended September 30, 2017, approximately
US$1.3 million allowance for doubtful accounts was provided.

15
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

5. Other receivables, net

Other receivables as of September 30, 2018 primarily represented a US$0.20 million fund advanced to one of the
Company’s management during the third fiscal quarter of 2018 for the purpose of setting up and providing finance to a
proposed business entity in Taiwan. The Company intends to set up and expand its business in Taiwan through
establishing the VIE arrangements with this Taiwan entity. This Taiwan entity was incorporated in September 2017
and is wholly-owned by the management referred above, as of September 30, 2018, this entity has no fund and
business activities. As of September 30, 2018, the Company is still discussing with its Taiwan legal counsels, the
details of the VIE agreements to be entered between the Company and the Taiwan entity.

Other receivables as of December 31, 2017 primarily represented the remaining balance of a short-term working
capital loan to an unrelated entity, which was fully repaid during the first fiscal quarter of 2018.

As of September 30, 2018 and December 31, 2017, other receivables also included approximately RMB10.8 million
(approximately US$1.6 million) and RMBS5.8 million (US$0.9 million) overdue contractual deposits, respectively,
which were related to advertising resources purchase contracts that had been completed with no further cooperation.
Based on the assessment of the collectability of these overdue deposits as of September 30, 2018 and December 31,
2017, the Company had provided full allowance against these doubtful accounts.

For the nine and three months ended September 30, 2018, approximately US$0.77 million allowance for doubtful
accounts was provided to against the Company’s other receivables. For the nine months ended September 30, 2017,
approximately US$0.03 million allowance for doubtful accounts related to the Company’s other receivables was
reversed due to subsequent collection. For the three months ended September 30, 2017, no allowance for doubtful
accounts related to the Company’s other receivables was provided or reversed.

6. Prepayments and deposit to suppliers

September December

30, 31,
2018 2017
US$(C000) US$(’000)
(Unaudited)
Deposits to internet and TV resources providers 792 1,870
Prepayments to internet and TV resources providers 1,214 1,331
Deposits to other services providers - 765
Other deposits and prepayments 177 107
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2,183 4,073

7. Due from related parties, net

Chuangshi Meiwei (Beijing) International Investment Management Co., Ltd.
Guohua Shiji (Beijing) Communication Co., Ltd.

Beijing Saimeiwei Food Equipment Technology Co., Ltd.

ChinaNet Chuang Tou (Shenzhen) Co., Ltd.

Allowance for doubtful accounts
Due from related parties, net

16

September December
30, 31,

2018 2017
US$(C000) US$(’000)
(Unaudited)

145 156

201 184

- 33

- 14

346 387
(346 ) (@373 )
- 14
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The above related parties of the Company represented the Company’s direct or indirect unconsolidated investee
companies. As of September 30, 2018 and December 31, 2017, due from related parties primarily included a total
amount of short-term working capital loans of RMB2.38 million (approximately US$0.35 million) and RMB2.2
million (approximately US$0.34 million) to Chuangshi Meiwei and Guohua Shiji, respectively. The working capital
loans are advanced to supplement the short-term operational needs of these related parties to assist certain of their
business developing projects. The working capital loans are non-interest bearing and needs to be repaid to the
Company within one year.

As of December 31, 2017, based on the assessment of the collectability of these related party balances, the Company
provided full allowance for doubtful accounts against its service fee receivables due from Beijing Saimeiwei,
Chuangshi Meiwei and Guohua Shiji and its short-term working capital loans advanced to Guohua Shiji and
Chuangshi Meiwei.

For the nine months ended September 30, 2018, the Company reversed approximately US$0.01 million allowance for
doubtful accounts against the Company’s balances due from related parties, because of subsequent collection of service
fee receivables

8. Long-term investments

September December

30, 31,
2018 2017
US$C000) US$(C000)
(Unaudited)
Cost method investments:
Investment in cost method investees 632 1,125
Impairment on cost method investments (632 ) 07 )
Total cost method investments - 918

Cost method investments

As of September 30, 2018 and December 31, 2017, the Company beneficially owned a 19% equity interest in both
ChinaNet Chuang Tou and Guohua Shiji, a 10% equity interest in both Chuangshi Meiwei and Beijing Saturday, and a
15% equity interest in ChinaNet Korea. The Company accounts for its investments in these companies under cost
method of accounting. The Company adopted ASU 2016-01 and chose to measure its cost method investments which
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do not have readily determinable fair values at cost minus impairment, if any, plus or minus changes resulting from
observable price changes in orderly transactions for the identical or a similar investment of the Company.

17
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As of December 31, 2017, the Company had reduced the carrying value of its investments in ChinaNet Korea,
Chuangshi Meiwei, Guohua Shiji and Beijing Saturday to zero, due to the business activities of these companies had
become dormant. The following table summarizes the movement of the Company’s investment in ChinaNet Chuang
Tou for the nine months ended September 30, 2018:

ChinaNet
Chuang
Tou
US$(’000)
Balance as of January 1, 2018 918
Impairment on cost method investments 436 )
Cash investment returned during the year (436 )
Exchange translation adjustment 46 )

Balance as of September 30, 2018 (Unaudited) -

The shareholders of ChinaNet Chuang Tou have decided to terminate the operation of this entity within 2018. The
Company received a RMB3.0 million (approximately US$0.46 million) cash returned from ChinaNet Chuang Tou in
early August 2018 and recognized an approximately US$0.46 million of other-than temporary impairment loss for the
nine months ended September 30, 2018, representing the amount of investment expected not recoverable. ChinaNet
Chuang Tou is currently dormant.

9. Property and equipment, net

September December

30, 31,

2018 2017

US$(000) US$(’000)

(Unaudited)
Leasehold improvement 320 337
Vehicles 769 810
Office equipment 1,350 1,410
Electronic devices 950 1,000
Property and equipment, cost 3,389 3,557
Less: accumulated depreciation (3,213 ) (3,258 )
Property and equipment, net 176 299

Depreciation expenses in the aggregate for the nine months ended September 30, 2018 and 2017 were approximately
US$125,000 and US$149,000, respectively. Depreciation expenses in the aggregate for the three months ended
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September 30, 2018 and 2017 were approximately US$34,000 and US$49,000, respectively.

10. Intangible assets, net

Items

Intangible assets not subject to amortization:
Domain name

Intangible assets subject to amortization:
Customer relationship

Non-compete agreements

Software technologies

Cloud compute software technology
Intelligent marketing data service platform
Internet safety, information exchange security and data encryption
software

Cloud video management system

Other computer software

Total

18

As of September 30, 2018 (Unaudited)

Gross Net
; Accumulated . .
Carrying .. Impairment Carrying
Amortization
Value Value

US$C000)US$(’000)  US$(000) US$('000)

1,404 - (1,404 ) -
1,936 1,936 ) - -
1,066 (579 ) @487 ) -
298 (298 ) - -
1,349 (890 ) 414 ) 45
4,694 1,902 ) (2,792 ) -
1,890 (425 ) (L4465 ) -
1,381 (343 ) (1,038 ) -
114 (109 ) - 5
$14,132 $ (6,482 ) $(7,600 ) $ 50
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As of December 31, 2017

Gross Net
; Accumulated . .
Items Carrying .. Impairment Carrying
Amortization
Value Value

US$(C000)US$(’000)  US$(000) US$(’000)

Intangible assets not subject to amortization:

Domain name 1,478 - (1,478 ) -
Intangible assets subject to amortization:

Customer relationship 2,038 2,038 ) - -
Non-compete agreements 1,122 (610 ) (512 ) -
Software technologies 314 (314 ) - -
Cloud compute software technology 1,420 (923 ) (435 ) 62
Intelligent marketing data service platform 4,942 (1,853 ) (1,600 ) 1,489
Internet safety, information exchange security and data encryption 1.990 (299 )y - 1,691
software

Cloud video management system 1,454 (291 ) (602 ) 561
Other computer software 120 (115 ) - 5
Total $14878 $ (6,443 ) $(4,627 ) $3,808

Amortization expenses in aggregate for the nine months ended September 30, 2018 and 2017 were approximately
US$383,000 and US$917,000, respectively. Amortization expenses in aggregate for the three months ended
September 30, 2018 and 2017 were approximately US$47,000 and US$310,000, respectively.

Due to shifting business development strategy focus to blockchain related technology and applications, for the nine
months ended September 30, 2018, the Company provided impairment loss of approximately US$1.84 million against
the remaining carrying value of its intangible assets of intelligent marketing data service platform and cloud video
management system related to providing management tools services for data collection and analysis, as these assets
are not expected to be able to generate economic benefit for the Company in future periods. The Company also
recognized an approximately US$1.5 million impairment loss related to its Internet safety, information

exchange security and data encryption software for the nine and three months ended September 30, 2018, as its
carrying value was not expected recoverable and exceeded its fair value (See Note 3 (g) for significant unobservable
internally-developed inputs used in the fair value measurement).

Based on the adjusted carrying value of the finite-lived intangible assets after the deduction of the impairment losses,
which has a weighted average remaining useful life of 2.73 years as of September 30, 2018, and assuming no further
subsequent impairment of the underlying intangible assets, the estimated future amortization expenses is
approximately US$5,000 for the three months ending December 31, 2018, approximately US$18,000 each year for the
year ending December 31, 2019 and 2020, and approximately US$9,000 for the year ending December 31, 2021.
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11. Blockchain software applications development costs and prepayment for software applications development

In February 2018, the Company entered into a contract with an unrelated entity to develop certain blockchain
technology based software applications for internal use. Total amount of the contract was US$4.5 million. As of
September 30, 2018, the Company had capitalized approximately US$3.38 million software development costs under
ASC 350-40 “Intangibles-Goodwill and Other-Internal-Use Software”. The complete beta version of the applications
will be ready for trial test by the end of December 2018, and the development project is expected to be completed
before June 2019.

In March 2018, the Company entered into a contract with another unrelated entity to develop a social network
(WeChat) based marketing campaign application for internal use. Total amount of the contract was RMB3.0 million
(approximately US$0.44 million). As of September 30, 2018, in accordance with the payment schedule set forth in the
contract, the Company prepaid the counter party RMB2.4 million (approximately US$0.35 million) upon entering the
contract. The Company is currently trial testing the preliminary version of this application, and the development
project is expected to be completed by December 2018.

According to the development contracts the Company signed with the counter parties, the Company will not bear any
development risk related loss unless the counter party has no fault during the development and the causes for failure is
considered reasonable as consented by both parties. In the latter case, the related development loss will be shared by
both parties based on further negotiation. As of the date hereof, the Company does not aware of any technical risks or
other factors that may lead to failure or partial failure of these development projects.

12. Goodwill
Amount
US$(000)
Balance as of January 1, 2018 5,277
Impairment on goodwill (5,012 )
Exchange translation adjustment 265 )

Balance as of September 30, 2018 (unaudited) -

The Company’s goodwill was attributable to its internet advertising and data service reporting unit. The Company
performed goodwill impairment test as of June 30, 2018 and determined the fair value of the reporting unit using
income approach by a discounted cash flow analysis (See Note 3 (g) for significant unobservable internally-developed
inputs used in the fair value measurement). In accordance with ASU 2017-04, which the Company has adopted on
January 1, 2018, by comparing the fair value of the reporting unit with its carrying amount, the Company recorded
approximately US$5.29 million impairment loss on its goodwill for the nine months ended September 30, 2018.
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13. Short-term bank loan and credit facility

As of December 31, 2017, the Company had a revolving credit facility of RMBS5.0 million (approximately US$0.73
million) for short-term working capital loans granted by a major financial institution in China, which was originally
available to the Company for one year until August 15, 2018 and was extended to January 12, 2019. Under the
revolving credit facility, the Company borrowed RMB3.0 million (approximately US$0.44 million), which will
mature on January 12, 2019 and RMB2.0 million (approximately US$0.29 million), which was repaid on October 19,
2018.

On September 30, 2018, the Company borrowed another RMB3.0 million (approximately US$0.44 million)
short-term working capital loan from the same financial institution, of which RMB1.5 million (approximately
US$0.22 million) will mature on July 29, 2019 and the remaining RMB1.5 million (approximately US$0.22 million)
will mature on September 29, 2019.

Collateral for the above discussed revolving credit facility and short-term bank loans was an unlimited guarantee from
Mr. Handong Cheng (Chairman and Chief Executive Officer of the Company) and his spouse.

The interest rate of these short-term bank loans was 5.655% per annum as of September 30, 2018 and December 31,
2017, which is 30% over the benchmark rate of the People’s Bank of China (the “PBOC”).

14. Accrued payroll and other accruals

September December

30, 31,
2018 2017
US$(C000) US$(’000)
(Unaudited)
Accrued payroll and staff welfare 250 203
Accrued operating expenses 146 356
396 559
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15. Payable for acquisition of noncontrolling interest

In March 2018, the Company entered into an agreement with the noncontrolling interest holder of Chuang Fu Tian
Xia to purchase the remaining 49% equity interest of Chuang Fu Tian Xia for a total consideration of RMB15 million
(approximately US$2.2 million), of which 50% of the total consideration need to be paid in cash and the remaining
50% of the total consideration would be paid in form of the Company’s common stock.

In May 2018, the purchase of the 49% equity interest in Chuang Fu Tian Xia was registered with the local branch of
the State Administration of Industry and Commerce, which represented the official transfer of the 49% equity interest
from the noncontrolling interest to the Company. The Company paid the cash part of the consideration, i.e. RMB7.5
million (approximately US$1.1 million), to the noncontrolling interest holder of Chuang Fu Tian Xia before June 30,
2018.

In early July 2018, the Company and the noncontrolling interest holder of Chuang Fu Tian Xia entered into an
amendment agreement related to this transaction, pursuant to which, the two parties agreed to change the total
consideration from RMB15 million to RMB12.5 million, and agreed to amend the form of settlement of the unpaid
consideration of RMBS5.0 million (approximately US$0.73 million) from the Company’s Common Stock to cash. The
Company paid RMB3.5 million (approximately US$0.51 million) on July 31, 2018 and the remaining RMB1.5
million (approximately US$0.22 million) on October 24, 2018.

The Company accounted for this transaction as an equity transaction with no gain or loss to be recognized in its
consolidated statement of operations.

16. Due to new investors related to terminated security purchase agreements

In May 2015, the Company entered into securities purchase agreements with Beijing Jinrun Fangzhou Science &
Technology Co, Ltd. (“Jinrun Fangzhou™) and Dongsys Innovation (Beijing) Technology Development Co., Ltd.
(“Dongsys Innovation”), public companies listed on the National Equities Exchange and Quotations of the PRC (the
“NEEQ”), respectively, pursuant to which these companies agreed to purchase a certain number of shares of common
stock of the Company. As of December 31, 2017, the Company had received the 10% guarantee payment and 15%
prepayment in an aggregate amount equal to US$819,000 from Jinrun Fangzhou, and the 10% guarantee payment in
an amount equal to US$119,000 from Dongsys Innovation, respectively.

Due to certain restriction stipulated in the “Measures for Overseas Investment Management” issued by the Ministry of
Commerce of the PRC (the “MOFCOM?”), the Company and its investors experienced difficulties in obtaining approval
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for the transactions from the MOFCOM. As a result, on May 12, 2016, the Company terminated the security purchase
agreements with these two investors, respectively. The Company did not make any repayment to these investors
afterwards during 2016 and 2017. As agreed by the parties, beginning on January 1, 2017, the outstanding balances
bear a 12% annualized interest rate and shall be refunded to the investors no later than December 31, 2017.

As of September 30, 2018, the Company had fully repaid Jinrun Fangzhou and Dongsys Innovation their principal and
the related interest through December 31, 2017. Both Dongsys Innovation and Jinrun Fangzhou agreed not to charge
additional interest in fiscal 2018.

17. Payable for purchasing of software technology

As of December 31, 2017, payable for purchasing of software technology presented the remaining outstanding
payment balance of approximately RMB2.85 million (approximately US$0.4 million) for purchasing of software
technology, which transaction consummated in the fourth fiscal quarter of 2016. The Company paid the outstanding
amount to the counterparty in March 2018.
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18. Taxation

1) Income tax

The entities within the Company file separate tax returns in the respective tax jurisdictions in which they operate.

i). a. On December 22, 2017, the U.S. enacted the Tax Cuts and Jobs Act (“TCJA” or the “Act”) (which is commonly
referred to as “U.S. tax reform”). The Act significantly changes U.S. corporate income tax laws including but not limited
to reducing the U.S. corporate income tax rate from 35% to 21% beginning in 2018, imposing a one-time transition

tax on previously deferred foreign earnings and imposing a new tax on global intangible low-taxed income (“GILTI”)
effective for tax years of non-U.S. corporations beginning after December 31, 2017.

i). b. The Company is incorporated in the state of Nevada. Under the current law of Nevada, the Company is not
subject to state corporate income tax. Following the Share Exchange, the Company became a holding company and
does not conduct any substantial operations of its own. No provision for federal corporate income tax has been made
in the financial statements as the Company has no assessable profits for the nine and three ended September 30, 2018,
or any prior periods. Before enactment of the Act, the Company did not provide for U.S. taxes or foreign withholding
taxes on undistributed earnings from its non-U.S. subsidiaries because such earnings are intended to be reinvested
indefinitely. If undistributed earnings were distributed, foreign tax credits could become available under current law to
reduce the resulting U.S. income tax liability. Please see additional discussion regarding the assessment of the income
tax effect of the Act in item 1). d. below.

i). c. On December 22, 2017, the Securities and Exchange Commission staff issued Staff Accounting Bulletin No. 118
(“SAB 118”), which provides guidance on accounting for the tax effects of the Act. SAB 118 provides a measurement
period that should not extend beyond one year from the Act enactment date for companies to complete the accounting
under ASC 740 “Income Taxes”. In accordance with SAB 118, a company must reflect the income tax effects of those
aspects of the Act for which the accounting under ASC 740 is complete. To the extent that a company’s accounting for
certain income tax effects of the Act is incomplete but it is able to determine a reasonable estimate, it must record a
provisional estimate in the financial statements.

i). d. The Company has completed its assessment of the one-time transition tax on its previously deferred foreign
earnings during the third fiscal quarter of 2018, based on which, the Company concluded that no incremental income
tax expense of the one-time mandatory tax on its previously deferred foreign earnings would be charged for the year
ended December 31, 2017, as the Company had sufficient U.S. net operating losses carryforwards to offset the
resulting incremental taxable income related to the deferred foreign earnings, which assessment was consistent with
that disclosed in the Company’s 2017 Form 10-K. Based on the final assessment, the Company recognized an
adjustment of approximately US$0.46 million for the nine and three months ended September 30, 2018, to revise the
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provisional estimated amount of net operating loss utilized through toll charge income it recognized for the year ended
December 31, 2017, from approximately US$1.40 million to approximately US$1.86 million.

i). e. Effective January 1, 2018, the Company is subject to the new GILTI tax rules. The GILTI provisions impose a

tax on foreign income in excess of a deemed return on tangible assets of specified foreign corporations (“SFCs”), subject
to the possible use of foreign tax credits and a deduction equal to 50 percent to offset the income tax liability, subject

to some limitations. Under U.S. GAAP, the Company is allowed to make an accounting policy choice of either

treating taxes due on future U.S. inclusions in taxable income related to GILTI as a current period expense when
incurred (the “period cost method”) or factoring such amounts into the Company’s measurement of its deferred taxes (the
“deferred method”). According to the Company’s preliminary assessment based on its SFCs’ quarterly financial results,
there was no taxable income related to GILTI for the nine and three months ended September 30, 2018. However, the
Company has not elected an accounting policy for the treatment of the taxes related to GILTI, which will be finalized

no later than the fourth quarter of 2018.

ii). China Net BVI was incorporated in the British Virgin Islands (“BVI”). Under the current law of the BVI, China Net
BVI is not subject to tax on income or capital gains. Additionally, upon payments of dividends by China Net BVI to
its shareholders, no BVI withholding tax will be imposed.

iii). China Net HK was incorporated in Hong Kong and does not conduct any substantial operations of its own. No
provision for Hong Kong profits tax has been made in the financial statements as China Net HK has no assessable

profits for the nine and three months ended September 30, 2018 or any prior periods. Additionally, upon payments of
dividends by China Net HK to its shareholders, no Hong Kong withholding tax will be imposed.
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CHINANET ONLINE HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

iv). The Company’s PRC operating subsidiaries and VIEs, being incorporated in the PRC, are governed by the income
tax law of the PRC and is subject to PRC enterprise income tax (“EIT”). The EIT rate of PRC is 25%, which applies to
both domestic and foreign invested enterprises.

In November 2015, Business Opportunity Online was re-approved by the related PRC governmental authorities as a
High and New Technology Enterprise, which enabled the entity, as approved by the local tax authorities of Beijing,
the PRC, to continue enjoying the preferential income tax rate of 15% until November 2018. Therefore, for the nine

land three months ended September 30, 2018 and 2017, the applicable income tax rate of Business Opportunity
Online was 15%. The Company believes that Business Opportunity Online is qualified for being re-approved as a
High and New technology Enterprise and has submitted the application to the related PRC governmental authorities
in October 2018 and the result is expected to be announced by the end of 2018.

The applicable income tax rate for other PRC operating entities of the Company was 25% for the nine and three
months ended September 30, 2018 and 2017.

The current EIT law also imposed a 10% withholding income tax for dividends distributed by a foreign invested
enterprise to its immediate holding company outside China. A lower withholding tax rate will be applied if there is a
tax treaty arrangement between mainland China and the jurisdiction of the foreign holding company. Holding
companies in Hong Kong, for example, will be subject to a 5% withholding tax rate.

For the nine and three months ended September 30, 2018 and 2017, the preferential income tax treatment enjoyed by
the Company’s PRC VIE, Business Opportunity Online was based on the current applicable laws and regulations of the
PRC and approved by the related government regulatory authorities and local tax authorities where Business
Opportunity Online operates in. The preferential income tax treatment is subject to change in accordance with the

PRC government economic development policies and regulations. The preferential income tax treatment is primarily
determined by the regulation and policies of the PRC government in the context of the overall economic policy and
strategy. As a result, the uncertainty of the preferential income tax treatment is subject to, but not limited to, the PRC
government policy on supporting any specific industry’s development under the outlook and strategy of overall
macroeconomic development.

2) Turnover taxes and the relevant surcharges

Service revenues provided by the Company’s PRC operating subsidiaries and VIEs were subject to Value Added Tax
(“VAT”). VAT rate for provision of modern services (other than lease of corporeal movables) is 6% and for small scale
taxpayer, 3%. Therefore, for the nine and three months ended September 30, 2018 and 2017, the Company’s service
revenues are subject to VAT at a rate of 6%, after deducting the VAT paid for the services purchased from suppliers,
or at a rate of 3% without any deduction of VAT paid for the services purchased from suppliers. The surcharges of the
VAT is 12% to 14% of the VAT, depending on which tax jurisdiction the Company’s PRC operating subsidiaries and
VIE operate in.
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As of September 30, 2018 and December 31, 2017, taxes payable consists of:

September December

30, 31,
2018 2017
US$(C000) US$(000)
(Unaudited)
Turnover tax and surcharge payable 1,177 1,295
Enterprise income tax payable 1,778 1,873
Total taxes payable 2,955 3,168
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CHINANET ONLINE HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

For the nine and three months ended September 30, 2018 and 2017, the Company’s income tax expense consisted of:

Nine Months Three Months
Ended Ended
September 30, September 30,
2018 2017 2018 2017

USS$COM$(’000) US$(C0A0$$(’000)
(Unaud{@dpudited) (UnaudiEthaudited)

Current-PRC - - - -
Deferred-PRC (805) (115 ) (116) (2 )
Income tax expense (805) (115 ) (116) (2 )

The Company’s deferred tax assets at September 30, 2018 and December 31, 2017 were as follows:

September December

30, 31,
2018 2017
US$(C000) US$(C000)
(Unaudited)
Tax effect of net operating losses carried forward 9,306 7,657
Bad debts provision 1,182 879
Valuation allowance 9,961 ) (7,178 )
Total deferred tax assets, net 527 1,358
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CHINANET ONLINE HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

The U.S. holding company has incurred aggregate net operating losses (“NOLs”) of approximately US$18.9 million and
US$13.3 million at September 30, 2018 and December 31, 2017, respectively. The NOLs carryforwards as of
December 31, 2017 gradually expire over time, the last of which expires in 2037. NOLSs incurred after December 31,
2017 will no longer be available to carry back, but will carry forward indefinitely. Furthermore, the Act imposes an
annual limit of 80% on the amount of taxable income that can be offset by NOLSs arising in tax years ending after
December 31, 2017. The Company maintains a full valuation allowance against its net U.S. deferred tax assets, since
due to uncertainties surrounding future utilization, the Company estimates there will not be sufficient future earnings

to utilize its U.S. deferred tax assets.

The NOLs carried forward incurred by the Company’s PRC subsidiaries and VIEs were approximately US$25.5
million and US$24.0 million at September 30, 2018 and December 31, 2017, respectively. The losses carryforwards
gradually expire over time, the last of which expires in 2023. The related deferred tax assets were calculated based on
the respective net operating losses incurred by each of the PRC subsidiaries and VIEs and the respective
corresponding enacted tax rate that will be in effect in the period in which the losses are expected to be utilized.

The Company recorded approximately US$10.0 million and US$7.2 million valuation allowance as of September 30,
2018 and December 31, 2017, respectively, because it is considered more likely than not that this portion of the
deferred tax assets will not be realized through sufficient future earnings of the entities to which the operating losses
related.

For the nine months ended September 30, 2018 and 2017, the Company recorded approximately US$3.1 million and
US$1.1 million deferred tax valuation allowance, respectively. For the three months ended September 30, 2018 and
2017, the Company recorded approximately US$1.9 million and US$0.4 million deferred tax valuation allowance,
respectively.

19. Long-term borrowing from a director

Long-term borrowing from a director is a non-interest bearing loan from a director of the Company relating to the
original paid-in capital contribution in the Company’s wholly-owned subsidiary Rise King WFOE, which is not
expected to be repaid within one year.

20. The Financing and wa