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CHAIRMAN’S STATEMENT
ERHRESE

Profit for the Year

I hereby announce that Welling Holding Limited (the “Company”) and its
subsidiaries (collectively, the “Group”) recorded a turnover of approximately
HK$7,954,460,000 for the year ended 31 December 2016 (the “Year”)
(2015: approximately HK$8,040,366,000), representing a year-on-
year decrease of 1%, and recorded a sales volume of approximately
145,522,000 units (2015: approximately 133,089,000 units), representing a
year-on-year increase of 9%. The audited profit attributable to the owners
of the Company and earnings per share amounted to approximately
HK$596,574,000 (2015: approximately HK$525,030,000) and HK20.83
cents (2015: HK18.34 cents) respectively, representing an increase of 14%
in profit as compared to the same period last year. The gross profit margin
was approximately 14.8% (2015: approximately 13.8%). During the Year,
the Group retained stringent control over various expenses and expanded
its scale of sales to enhance operational management quality. On the
other hand, the Group continued to make further investments in research
and development (‘R&D”) as well as improvement of manufacturing
process. The R&D costs for the Year amounted to HK$142,011,000 (2015:
approximately HK$108,823,000). The board of Directors of the Company
(the “Board”) proposed a final dividend of HK7.5 cents per ordinary share
for the year ended 31 December 2016 (2015: HK6.5 cents).

BUSINESS REVIEW
Analysis of Major Business Operations

In 2016, with global economy became tough and complicated, the pace
of growth in different economies showed distinct differentiation. The
economy recovery in United States was sluggish, the European economy
declined, Japan remained its economic downturn, and the economic
growth of developed countries was on a downward slope. Despite the
overall economy had been improving in major emerging markets, given the
economic foundations of these markets were relatively weak and impacted
by the international capital outflows, the markets demonstrated a slowdown
in economic growth with high risk of default. The global economy was also
affected by the fluctuation of financial markets, especially the accumulative
debt issues of various countries. Under the “new normal” economy,
China accelerated its economic restructuring. Although the economic
growth of China in the first half of 2016 encountered greater downward
pressure, the domestic economies in the third and fourth quarters showed
more stable and maintained a steady growth for the whole year driven
by the implementation of a series of economic reform measures and the
investments in infrastructure construction. Nevertheless, China’s gross
domestic product in 2016 recorded a year-on-year increase of 6.7% only,
representing the lowest growth since 1990. It is likely that China’s gross
domestic product will continue to maintain its low growth momentum in the
future.
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CHAIRMAN’S STATEMENT
ERHRESE

In the first half of 2016, the electrical household appliance industry
achieved certain progress as a result of active promotion for inventory
clearance sales. In addition, the rapid growth in the real estate industry had
significantly boosted the rigid demand for electrical household appliances
and the impact for which reflected in the second half of the year. In the
second half of the year, the consumption of electrical household appliances
increased rapidly, given this, most of the electrical household appliance
manufacturers recorded a certain growth on performance for the vyear,
while the demands of air-conditioners, refrigerators, washing machines
and small electrical household appliances showed an overall upward trend.
In the past few years, the electrical household appliance industry was
suffering from a period of depressed development, following the recovery
of macroeconomy and the emergence of the “short cycle”, the electrical
household appliance industry may gradually move in a slow upward period.

In 2016, the trend of welcoming internet and embracing intellectualisation
was obvious for the traditional electrical household appliances. Investments
in the R&D of intellectualisation become more and more for the major
electrical household appliance enterprises, while a series of intelligent
electrical household appliance products had emerged, for which
strengthened the intelligent household appliance industry and further
optimised the ecosphere of intelligent household appliances and household
appliance industry. Moreover, some of the internet enterprises urged to
enter into this sector by making good use of big data analysis, developing
internet intelligent household appliance products precisely and meeting the
personality needs of the consumer group of the 90s and 00s. It is expected
that the competition of intelligent household appliance industry will be more
competitive and intense in the future.
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CHAIRMAN’S STATEMENT
ERHRESE

Motor Business

In 2016, China’s air-conditioner industry recorded a year-on-year increase
of 8%, in which production volume recorded a year-on-year decrease of
10% in the first half of the year and an increase of 38% in the second
half of the year, which presented a situation of stagnancy in peak season
but booming in slack season for the whole year. Due to the global
hot weather, the demand for air conditioners increased significantly in
slack season during the second half of the year. Manufacturers almost
completed the channel inventory clearance of air conditioners and even
increased production to replenish the inventories. Washing machine market
maintained a stable growth of 4% and refrigerator compressor industry
increased by 12%. Such demands were mainly driven by replacing old
appliances. (Source: www.chinalOL.com).

For the year ended 31 December 2016, the Group’s motor business
recorded a domestic sales volume of approximately 110,712,000 units
and an export sales volume of approximately 34,810,000 units, with
the aggregate sales volume increased by 9% as compared to the
same period last year. Of which, domestic and export sales volumes
of motors for air-conditioners were 73,796,000 units and 18,768,000
units respectively, with the aggregate sales volume increased by 10% as
compared to the same period last year; while the domestic and export
sales volumes of motors for washing machines were 17,165,000 units
and 13,587,000 units respectively, with the aggregate sales volume
increased by 6% as compared to the same period last year. The Group’s
turnover for 2016 amounted to approximately HK$7,954,460,000
(including HK$4,212,872,000 from motors for air-conditioners and
HK$2,568,251,000 from motors for washing machines), representing
a decrease of 1% as compared to a turnover of approximately
HK$8,040,366,000 (including HK$4,361,568,000 from motors for air-
conditioners and HK$2,551,770,000 from motors for washing machines)
for 2015.

To confront with the sales fluctuation and narrowed profit margins brought
by the intensifying industrial competition and the continuous downward
pricing trend, the Group actively expanded its market and strived for
more orders in accordance with the operation policy of “value marketing”.
Meanwhile, the Group carried out lean management to enhance the
operational management quality, continuously optimised the costs and
expenses and improved the R&D capability of its products so as to
enhance its competitive advantages.
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CHAIRMAN’S STATEMENT
ERHRESE

Motors of Air-Conditioners

Due to the increased market demand of air-conditioners in the
second half of the year, sales volume of motors for air-conditioners
increased by 10% as compared to the same period last year.
However, the keen competition in the industry, continuous decline
in the selling prices and the depreciation of Renminbi caused
sales revenue recorded a year-on-year decline of 3%. In particular,
the sales volume of alternating current motors for household air-
conditioners rose by 10% as compared to the same period last year;
the sales volume of brushless direct current motors for household
air-conditioners increased by 37% year-on-year, leading the trend of
variable frequency motors for air-conditioners and further improving
the structure of its customer profile. The sales volume of commercial
motors increased by 6% as compared to the same period last year;
the sales volume of brushless direct current commercial motors
increased by 95% year-on-year, breakthrough was achieved by major
customers from Europe and United States. Commercial motors will
become major profitable products of the Group in the future.

Motors of Washing Machines

With the growing popularity of drum and inverter washing machines
in the domestic market, the proportion of high-end washing
machines and integrated washer-dryer machines had experienced
an upward trend. Benefiting from the increased demand in the entire
washing machine market, the sales volume of washing machine
motors delivered a year-on-year growth of 6%. Because of the
depreciation of Renminbi, the sales revenue increased merely by 1%
year-on-year, such increase was lower than that in sales volume. In
particular, the sales volume of series motors declined by 2% year-on-
year, which was mainly due to the falling demand of series motors;
whereas, the sales volume of wave-wheel motors decreased by
1% year-on-year as a result of the restructuring of the products
portfolio made by customers. The sales volume of inverter motors
for washing machines rose by 56% vyear-on-year, benefited from
the rising demand from inverter market and the significant increase
in orders. The sales volume of direct current motors grew by 318%
year-on-year due to the enhanced cooperation with existing strategic
customers.
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3. Other Products

In 2016, with overall consideration of internal production capacity,
manufacturing economic outcome and product standardisation, the
Group adopted a prudent strategy in respect of receiving orders,
manufacturing and selling of other products, the sales volume
of other products increased by 12% year-on-year. In particular,
benefiting from the increasing demands of range hoods and water
heaters from customers of related parties of the Group, the sales
volumes of range hood motors and water heater motors recorded a
year-on-year increase of 32% and 21%, respectively.

In 2016, the Group continued to enhance its product capability, bring in
high-tech talents and develop high quality products to meet the needs of
customers by adhering to strategic thinking of “global leading” with the
transforming requirements of “product leadership, efficiency driven and
global operation”. At the same time, the Group reinforced internal lean
management, increased investments in technology R&D and manufacturing
process, improved supply chain management and quality control standard
and enhanced product delivery ability. With all of these efforts, the Group
was highly recognised by our customers and the industry, in particular,
our brushless direct current motors for washing machines were honored
with the “Accessory Award” in the professional category of the 2016
China Appliance Award in March. We were honored with the “Award
for Innovation Advance” at 2016-2017 China Air Conditioning Industry
Symposium by virtue of its excellent market performance and innovation
capability in August and the “Variable-frequency Power Award” at 2016
Washing Machine and Clothes Dryer Industry Summit by virtue of its
innovative technology and the outstanding achievements made in the
inverter territory in September, which impressed the industry. Furthermore,
we were honored with the “Award for Scientific and Technological
Advancement of China Electrical Household Appliances” by virtue of its
brushless direct current motors for washing machines in November. Our
subsidiary, Guangdong Welling Motor Manufacturing Co., Ltd. successfully
passed the assessment as the “Made In China 2025” pilot demonstration
enterprise of Foshan City in 2016.
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Looking back on 2016, the demand was hindered in the first half of the
year but climbed up substantially in the second half of the year, with
annual sales fluctuated drastically, which imposed great challenges and
pressure on production and operation. The Group adhered to its mission
in “placing customers at our core and making quality products” and
focused on the essential elements of its operations. The Group conducted
“value marketing” by focusing on the development strategy of “global
leading”, optimised the customer and product structures through putting
more effort in technology, product design, manufacturing process, quality
control, improvement in upgrade, explored internal potential and promoted
lean cost management, so as to offer better products and services to
customers. Meanwhile, the Group has been actively expanding domestic
and overseas quality customer resources to pursue innovation and
development and managed to sustain normal and sound operations of our
Group in an effective manner.

Business Prospects

Heading into 2017, the global economy will maintain a “slow” growth
and the pace of economic growth will further slowdown. In particular, the
growth of the developed economies will slow down and the growth of
emerging markets will remain stable, leading to intensified differentiation in
growth. Due to the receding effect of stimulating policies while the structural
reform has yet to mature, the global economic recovery trend is therefore
difficult to improve and the global monetary easing and asset shortage will
continue, the potential risks are still widely present in the market. In 2017,
although each of the major economies will still engage in easing policy in
the short term, the red line for debts and central banks is approaching.
“Accelerating structural reform, improving production efficiency and
enhancing total factor productivity” will become a new path for growth, and
the macroeconomic policies of different countries will also shift rapidly from
responding to crisis to economic governance in the middle and long run. In
2017, the middle and long term outlook of the global economy will rely on
the progress of “tri-polar” structural reforms among United States, China
and Europe. The focal point of United States is the time when the Federal
Reserve will take action to boost the economic growth of United States
through the normalisation of monetary policies. The focal point of China
is the implementation process of supply-side structural reform and state-
owned enterprises reform. Eurozone is committed to preventing the retreat
of regional integration and optimising labour structure for increasing the

total factor productivity.
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2017 is the “critical year of reform” of China. The reform is moving gradually
towards the maturity stage, while strengthening the supply-side structural
reform should be the primary task of economic reform. The economy in
China remained stable in 2016 and such trend is expected to continue in
2017. Along with the improvement in demand, the deflationary pressure
will mitigate while reflation will continue. The improvement in prices will
contribute to the increase in profits for enterprises, reduce debt burden,
and enable private investments to stabilise or even recover moderately.
Although the growth in real estate market may slow down in the next few
months, we expect its overall impact on economic growth should be under
control. In the coming year, China is likely to continue its implementation
of fiscal expansion with infrastructure investments remained as driving
force for the key growth. Due to the continuous mitigation of deflationary
pressure, it is expected that increase in interest rates or reduction in reserve
rates will not happen in next year. However, there is no comprehensive
inflationary pressure recently, we expect the easing monetary environment
will maintain in general. In compare to the stable domestic situation, China’s
external economic environment will be more challenging. We expect China
and United States will not be headed for trade war but a series of difficult
negotiations on issues such as market entry, protection of intellectual
property rights and state-owned enterprises reform are inevitable. In 2017,
China will accelerate the de-leveraging of state-owned enterprises by
closing down more zombie enterprises, continuing the de-capacity of heavy
industries and speeding up the settlement of bad debts. Stable economic
growth and mitigation of deflationary pressure will underpin the reform.

Benefiting from the stabilisation and recovery of China’s economy, it is
expected that the market demand for the electrical household appliance
industry will demonstrate a moderate growth in 2017. However, due to
increasingly high requirements from consumers on products, coupled with
the increasing popularity of personalised and customised products, the
electrical household appliance manufacturers will focus more on product
innovation and upgrade as well as business model transformation. As
driven by the overall demand for air-conditioners and washing machines,
the motor industry is expected to grow in 2017. The continuous increase in
raw material prices urges the possible increase in product prices, which will
be beneficial to profitability improvement. The Group will continue to work
on operational transformation, integrate our resources and enhance our
management standard to offer high-quality motors so as to consolidate our
leading position in the industry. We will continue to focus on our customers’
demand, promote product innovation, constantly streamline the models
of products and components to improve product structure, integrate the
advantageous resources of our R&D, production and marketing, speed
up the response to customer needs to achieve efficient sales services,
strengthen competitive advantage, and consolidate and expand market
share.
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FEHREE

Motor Business ERER

1. Motors for Air-conditioners 1. ZREER
Although there is still room for the air-conditioning industry to grow ERTERBERABRAIGRER - BIZEK
in the long run, the downward trend in growth remains unchanged. EHBEARE - 2016F L E T EENRERRE
The surge situation in 2016, especially in the second half of the E201 7R TEAT IR B E IR - 2017 _EHF a5
year, is unlikely to happen in 2017. The first half of 2017 may have BT E — T EEAREFREIKER
a certain growth year-on-year, which on one hand is attributable B Z—HTETHABRRERNGEREEEED
to the relatively low base for the same period last year, and on the EEMEBEIFRSMNESKTFE - 2017F T+
other hand is the need to sustain a higher production level by air- FmiFA L IRBEATHEN - 2016F MK
conditioner manufacturers for market competition and channel BEYMERBEFHEN LR THFAED
inventory replenishment. In the second half of 2017, the market is RERESRL NBENEE - ANEE GBS
likely to be uncertain, and the excessive demand in 2016 coupled F ¥ FEE WA T ¥ Frl g IR
with the channel inventory replenishment will lead to a possible TE TRRH  MFEHTE BREEERD
decline in the production volume of air conditioners in the second EREL HEEHIZE L TIE JNEEPIK
half of the year as compared to the first half of the year. The Group D AMBERFPSE KAORHBBERP &
has to strive the peak season in the first half of the year, and take BEREBAERE REAMNGENRA - ERE
precaution to prevent the possible market decline in the second fir 5 - 2 58{t - B4 T bR E e E - A/
half of the year by making a balance between production and sales, L ETERRBENE  AEBBEENA
proactively promoting product mix optimisation, pushing forward IS A RRILERAFFHE  HFRRKXAE
the standardisation of motors, especially setting up customer FAERIINERER REFAFAEZFAZ AN
segments in Asia Pacific, Europe and United States for export [RL#% ~ Jb 55 FE 7 AR 2 S L A - () By 25 B )
sales, expanding customers in Japan and South Korea as well as A i 7 P R 2 A R T A 3 RR JE SR R
high value customers in Europe and United States so as to ensure R E R R BRI
the profitability increment. In respect of product technology, the R EPEA-

industrial development trend in inverter-driven, coal-to-electricity in
Northern China, multi-connected household appliances are obvious.
The Group will continue to increase its investments in R&D and
strengthen product upgrade and development, especially the indoor
and outdoor fan motors for household air-conditioners, the indoor
and outdoor fans for household commercial air-conditioners, and the
fans for commercial air-conditioners in North America. At the same
time, we will focus on the replacement of brushless direct current
fans for commercial air conditioners in China and high performance
aluminium wire of fans for commercial air conditioners in North
America and keep on expanding new customers in North America.
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Motors for Washing Machines

It is expected that the washing machine industry will continue to
maintain its trend as medium-to-low growth. With the improvement
of global efficiency and the growing popularity of drum and inverter,
the Group will proactively layout its motors for washing machine
products, with focus on the sales of direct current motors and
direct drive motors by optimising product mix among the existing
customers, increasing the proportion of high-end products and
enhancing the product gross profit level. In respect of product
technology, the Group will accelerate the development on the
product upgrade of inverter washing machine motors and strengthen
the technology research on inverter washing machine motors and
driving control products at the same time. In respect of customers,
the Group will strive to obtain orders from domestic customers, and
meanwhile, to explore customers for direct current motors in Japan,
Korea, Europe and United States, and accelerate the development
on brushless direct current motors for drying machines and the

expansion of new customers in Europe and United States.
Other Products

The Group will apply “value” approach for other products, with
emphasis on developing valuable products and potential customers,
and investing in lead generation products, such as high speed
motors and fans for vacuum cleaners and range hoods and electrical
cooler pumps for automotive.
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Corporate Business Strategies

To build a solid business foundation and maintain sustainable development
would be the greatest challenges and pressure faced by the Group
in this complex macroeconomic environment in 2017. With all these
consideration, the Group is committed to develop an “elite management
team” by adhering to the “global leading” strategy, which is based on
the operation guidelines of “innovative, refined, flexible and slim” together
with the working attitudes of “seriousness, responsibility, carefulness and
diligence”. In respect of marketing, the Group believes in “value” marketing,
the continuous rise in raw material prices will drive the rigid increase in
product prices. By making use of the peak season in the first half of the
year, the Group should optimise customer and product mix structures in
order to improve the profitability, expand high value overseas customers,
facilitate systemic and regulated marketing management, and integrate
manufacturing and sales as a whole, so as to ensure supply capability
in the peak season and to offer better services to customers. In respect
of R&D, the Group will devote to “innovation” with a view to promote
the independence of preliminary research and product development,
implement the strong mission of “no cap on R&D investment, no limit on
the number of R&D staff, and to attract domestic and overseas high-tech
talents”, promote product standardisation work, streamline the models
of products and components significantly, deepen the joint development
with customers, and upgrade products continuously, which help to gain
product differential advantages. In respect of production, the Group will
focus on “refined” management and intelligent manufacturing, facilitate
the implementation and development of lean manufacturing works, carry
out the establishment and trial operation of motor intelligent plant, and
continuously increase the investments in the research on craftsmanship
as well as optimise the manufacturing layout so as to take advantages
of integration of manufacturing resources. Besides, we strive to enhance
product quality and manufacturing efficiency as well as to reduce the
production cost through automated production and testing. In respect
of supply chain, the Group will adhere to the supply chain construction
principle, work with reliable suppliers while eliminate the weaker ones,
reduce the total number of suppliers, increase the average purchasing
amount from suppliers, increase the number of suppliers with different
varieties, increase the number of suppliers with multi-base supply,
strengthen the synergy effect in respect of resources allocation and
establish the long term strategic cooperation and achieve the win-win
relationship with suppliers. In respect of quality, the Group will further
strengthen its quality consciousness and implement stringent control with
the rule of “one veto right on quality”. For internal, the Group will link quality
with remuneration, performance, promotion and dismissal of personnel. For
external, the Group will punish the suppliers with quality problems of raw

NALE R
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SEE R RANEE 01 7FEE B B AE S
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KB B EINEEEETH RRBIRBE
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materials in a greater extent, so as to achieve better market performance
and enhance customer satisfaction. In respect of operation management,
the Group will further streamline its organisation, strengthen refined cost
calculation and improve the assessment and management of inventory and
receivables, in order to enhance the quality of the corporate’s operation
management and ensure a long term healthy development.
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and business partners for their support, and the board members, the
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Group’s business development over the past year, supporting the Group
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the management and all employees will continue their concerted efforts to
achieve sustainable growth in 2017.
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Chairman
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MANAGEMENT DISCUSSION AND ANALYSIS
BB

Results

The Group recorded a turnover of approximately HK$7,954,460,000
for the year ended 31 December 2016 (2015: approximately
HK$8,040,366,000), representing a year-on-year decrease of 1%, and
recorded a sales volume of approximately 145,522,000 units (2015:
approximately 133,089,000 units), representing a year-on-year increase
of 9%. The audited profit attributable to the owners of the Company and
earnings per share amounted to approximately HK$596,574,000 (2015:
approximately HK$525,030,000) and HK20.83 cents (2015: HK18.34
cents) respectively, representing an increase of 14% in profit as compared
to the same period last year. The gross profit margin was approximately
14.8% (2015: approximately 13.8%). During the Year, the Group retained
stringent control over various expenses and expanded its scale of sales to
enhance operational management quality. On the other hand, the Group
continued to make further investments in R&D as well as improvement
of manufacturing process. The R&D costs for the Year amounted to
HK$142,011,000 (2015: approximately HK$108,823,000). The Board
proposed a final dividend of HK7.5 cents per ordinary share for the year
ended 31 December 2016 (2015: HKB.5 cents).

Financial Review
Liquidity and Financial Resources

The Group has maintained a healthy financial and liquidity position with a
current ratio of 222% as at 31 December 2016 (2015: 185%).

As at 31 December 2016, the Group was in a net cash position of
HK$1,698,219,000 (2015: HK$1,292,519,000), including cash and cash
equivalents and pledged bank deposits, and did not have any bank
borrowings.

The Group has subscribed for wealth management products of
approximately HK$1,123,535,000 as at 31 December 2016 (2015:
HK$720,857,000), which offered better returns compared to the fixed-term
deposit interest rates provided by commercial banks in the PRC.

RE

B ZE2016F 12831 B ILFE REBM L EHLNB
#7,954,460,0007T (20154 : 497 #8,040,366,000
T0) R TN BE1% - 856 £ 49145,522,0008 (2015
£ : 49133,089,000& ) * [AltL EH9% « &L T iZ AR A
PEE AR 4078 1506,574,0007T (20154 : 49745
#£525,030,0007T ) K B A% & F11 /220.8374 1l (20154 :
18348l s BB EF R B EFA14% : EREL
14.8% (20155F : 49138.8% ) AN = (B pA AR 4F [E HE 48 2R
TRIEER - BAEERE URAKLEEEES-
B AEBEBHEMANE TERRHTA
I EES A AN A8 142,011,0007T (20154 « 49745
#108,823,0007T) - EE B EHE KA E20165F124
31HIEFER ARSI BT 57l (20155 -
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MANAGEMENT DISCUSSION AND ANALYSIS
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Financial Ratios B 7 tb &

The following are certain financial ratios of the Group as at the date of the =~ TEREFIAEBRGA P KR E B 25 T

consolidated statement of financial position: =
2016 2015
HK$’000 HK$'000
BT T BT T
Inventories turnover (Note 1) FEEEA (1) 39 daysk 41 daysk
Trade receivables turnover (Note 2) B S ri Gk AEE (M) 69 daysk 70 daysk
Trade payables turnover (Note 3) B SR AEE (KFE3) 69 daysX 72 daysk
Current ratio (Note 4) BN (PTE4) 2.22 timesf&  1.85 timesf&
Notes: B 3 -
1. Inventories turnover is calculated based on the average of the opening inventories and 1. GERABHMERBEFYFERFREETHERNEF Y
closing inventories divided by the cost of goods sold of the year, and multiplied by the total HEERMAE BRUAEFZRREUGEHE -

number of days of the year.

2. Trade receivables turnover is calculated based on the average of the opening and closing 2. B Z RN A RREE =5 KA F9E 5K
of trade receivables (excluding notes receivable) of third parties and related parties, divided BFRE ZRENGR (TRIERKRER) FHERAEF 2
by the revenue of the year, and multiplied by the total number of days of the year. AN BRAEFEZHEREAE-

3. Trade payables turnover is calculated based on the average of the opening and closing of 3. EIRENAEASEHIREE =7 KA FIE HEMNRK
trade payables (excluding notes payable) of third parties and related parties, divided by the HELREHRNR (T REREMNZR) THERAEF 2
cost of goods sold of the year, and multiplied by the total number of days of the year. EEMAA BRINEFZBREGE -

4, Current ratio is calculated based on the year-end current assets divided by the year-end 4, ML ERERBFRRDEERUNFR A EETE -

current liabilities.

Pledge of Assets BEEERF

No leasehold land and land use rights and property, plant and equipment 72016 201512 A31H » AEE M EAE i &
had been pledged as security for the Group’s banking facilities as at 31 it R#E RYWE  ME LR EIEARNEBRITRE
December 2016 and 2015. EOH AR o

Contingent Liabilities RAREE

Save as the financial guarantees as disclosed below, as at 31 December B~ XFT# 52 2 BB YE(RII - ANE B R 20165 %2015
2016 and 2015, the Group did not have any material contingent liabilities. F12A3 AW B EREANAEE-
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MANAGEMENT DISCUSSION AND ANALYSIS
BB

Financial Guarantees

As at 31 December 2016, the Group did not provide any guarantees to
banks. As at 31 December 2015, the Group had given guarantees to banks
in respect of the banking facilities granted to an associate of the Group of
approximately HK$656,497,000, of which approximately HK$179,045,000
had been drawn down.

Capital Expenditure

For the year ended 31 December 2016, the capital expenditure of
the Group was approximately HK$101,824,000 (2015: approximately
HK$266,140,000) related to the purchase of property, plant and equipment.

Derivative Financial Instruments

As at 31 December 2016, the Group’s outstanding derivative financial
instrument assets under various copper and aluminium future contracts
and foreign exchange forward contracts amounted to approximately
HK$5,479,000 (2015: derivative financial instrument assets and liabilities of
approximately HK$9,249,000 and HK$7,751,000, respectively).

Exposure to Exchange Rate Fluctuations

During the Year, approximately 30% of the Group’s turnover was derived
from export trading settled in Euro and US dollars. In the meantime, the
Group has also imported raw materials and equipment from the suppliers
which were paid in Euro and US dollars for settlement. As a result, foreign
exchange risks associated with these currencies were partially offset. On
the other hand, the Group has made arrangements to purchase foreign
exchange forward contracts to hedge against foreign exchange exposure
arising from export trading. The Group has stringent control over the risk of
exchange rate fluctuation, and will review from time to time the sufficiency
and appropriateness of the financial instruments which were currently used
to hedge significant foreign currency risks.

Capital Commitments
As at 31 December 2016, the Group has contracted capital commitments

in respect of the purchase of property, plant and equipment amounting to
approximately HK$141,095,000 (2015: approximately HK$67,906,000).

BMEER

2016512 431 H » 78 5 [0 8 (m) SR 1T 1R (it (E AT 42
R 2015512 A31 A » AN B BL IR 7T [A) 48 52 [F Bt o
N EIREAB 656,497, 000TL IR TRISIEHIER &
AR #0785 15179,045,0007T B 4 S EY »

BEXFEX
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5,479,0007T (20155 TS RMT EEERBED A
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MANAGEMENT DISCUSSION AND ANALYSIS
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Disposal of Associates

On 15 August 2016, the Company announced that Guangdong Welling
Motor Manufacturing Co., Ltd. and Welling International Hong Kong
Limited (the indirect wholly-owned subsidiaries of the Company) entered
into an equity interest transfer agreement and a share transfer agreement
with Shanxi Linfen Huaxiang Shiye Co., Ltd. in relation to the disposal of
49% of the equity interest in Shanxi Huaxiang Group Co., Ltd. (“Shanxi
Huaxiang”) and the disposal of 98 shares of Linkgo-HK Limited (“Linkgo-
HK”) (representing 49% of the issued shares of Linkgo-HK), respectively

(collectively, the “Disposals”).

Through the Disposals, the Company had agreed to sell its equity interests
in Shanxi Huaxiang and Linkgo-HK at the aggregate consideration of
RMB313,227,943 and HK$98. The proceeds would be used as general
working capital of the Group and for its future business development.

The gain from the Disposals was approximately HK$8,525,000 (before
tax and any consideration adjustments), being the difference between the
aggregate consideration and the carrying value of the disposed assets as
at 30 June 2016 under the equity interest transfer agreement and the share
transfer agreement.

Human Resources

As at 31 December 2016, the Group employed approximately 9,558 full
time employees in Hong Kong and the PRC. The Group aims to attract,
retain and develop high calibre individuals committed to attaining our
corporate objectives. Through the implementation of comprehensive human
resources management strategies, the Group strives to maintain a fair
and open working environment and conducts continuous evaluation of
performance with employees to ensure that their talents and potential can
be fully realised.

The Group currently provides employees with competitive remuneration
packages (comprising salary, bonus and benefits in kind), adequate
insurance cover (including pension, medical insurance, unemployment
compensation insurance, work injury compensation insurance and
maternity insurance) and housing provident fund. In addition, the Group
also provides its employees with other benefits including on-the-job training
and development opportunities, meal subsidy, housing subsidy, cooperative
medical scheme services, support fund and recreational activities, etc. to

boost the Group’s competitiveness and productivity.
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MANAGEMENT DISCUSSION AND ANALYSIS
BB

Risk Factors of the Group

Our approach to risk management is to identify current risk exposures and
then manage them so that they can be understood, controlled or mitigated.
The risk factors set out below are those that could affect the Group’s
businesses, financial condition, results of operations or growth prospects
directly or indirectly. Such factors are by no means exhaustive, and there
may be other risks in addition to those shown below which are not known
to the Group or which may not be material now but could turn out to be
material in the future.

AEBHERER

ARO[ B E T T $ 2 B IR B R R R R M RE 1R B
HAETTELE - REDARRAR - 12 HISURIK A REERR - NRAT
FO R ERAHERFEAREERY BB &
EREFERANSNARER WERRWIFEE -
BT oIRR 25N - ATRE R A A M AR B R A B AR
VEBRERE R REEREANER -

Risk Factors Risk Mitigations EkEER AR [ B B 15 B
1. Business Risk 1. ¥KERER
The Group operates in a highly competitive The Group constantly reviews TEEERBFEFEAY AEEFEERNK
industry which faces rapid changes in market and monitors the market trends. RUMITHE BEEE ™S BEMHBE - BR
trends, consumer preferences and constantly In order to maintain a competitive Y BEBEEENSR BHRFHMA AEEH
evolving technological advances. Failure to position, the Group commits B ARTEEZEN BOREIFRAEZ
compete in terms of product quality, service to innovate and buid a broad BT g R - R K a2 EEMEREEG R
quality, reliability or price may have an adverse product portfolio and grow the EmEE RBEER EemBHNEER
impact on the Group. In addition, intensifying brand name to differentiate AISEMNES AR &R E R RIER
industrial competition may result in lower product the Group and gain market BMEN NEEHAEE WHRA-
prices, narrower profit margins as well as loss of  recognition. HREEE ItHN 17
market share for the Group. EBRFNEHSBHA
FEEREBRTE 7
HERIWE RTHHER
o
2. Financial Risk 2. HBER
Economic instability or financial market The Group has in place a set LEARESE/MMS AEECAEREY

deterioration may materially and adversely impact
the Group’s financial condition.

The Group is exposed to a variety of financial
risks, including foreign exchange risk, price risk
and credit risk.

of financial risk management
mechanisms to manage the
financial risks, including using
appropriate financial derivatives
and other means, and to minimise
the potential adverse impact on
the Group’s financial performance.

For more details, please refer
to note 3 to the consolidated
financial statements.
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PTETARHEAMT
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MANAGEMENT DISCUSSION AND ANALYSIS

EEEWED T

Risk Factors Risk Mitigations B E = AR B Y 15 e
3. Supply Risk 3. HEAR
The Group’s supply chain operations could be The Group utiises its cost and AEEMHERESEN ASEFHEKA
affected by unfavorable changes in business, operational analysis to ensure %E SXEB BURHL REENTUARER
political or economic factors. broad sourcing and to identify 7 K] 2 75 TH) 9 1 ) 2 HERERE  WH
and minimise potential impact of %ﬁ% o Il Kz & 4K S ) B
The occurrence of any supply risk in its own  unfavorable changes. HBIER R -
or its suppliers’ manufacturing activities and He s HHtEm 4
logistic hubs could result in significant losses EEE R n iR #
and damage the Group's revenue, profitability A AR R T E
and adversely affect its competitive position, and BAEEH WA KZF
require substantial expenditures and recovery BENELEEKRIBELRIE
time in order to fully resume operations. = WHEHEBF A E
ENFEE UARTE
K2R RIE TR LX
TRIRIEEE-
4. Intellectual Property Risk 4. HBEERR
The Group could suffer if it does not develop The Group has taken steps to WEAREETERAER AEECDFEBER
and protect its own intellectual property. These ensure continued validity of its REBEMNZER B THEELREHEZE
intellectual property risks include legal costs of intellectual property by registering He@dReXdge MoEmUERE
protecting and enforcing intellectual property trademarks and applying for ZENEBEERREE MBERBEFR-
rights or loss or diminished value of intellectual  patents. RERBEHABERER
property as an asset, as a result of legal findings ALERR AN AR RA A
of unenforceability and challenges to title or BEHEREREFNIT
ownership. NEHERIMBRET
EFH AHEENE
EEEXIEX-
5. Human Resource Risk 5. AXERER
Manufacturing industry continues to experience  The Group’s employment policies SUEITHEBEST LY AEENERBCR
widespread labour shortage. The Group is facing  require that the recruitment, NEZEHRNE Tﬁ o $ HERE B 57
intense competition for skiled and experienced  promotion, assessment, wages EER AR XL it TE RIS
workers and has to attract, retain and motivate  and training opportunities must be T AHEEERIE %LA& WIBLAANBA - &5
key talents continually. people-oriented, lawful and far. The WIBFSEWRS| BB RAF - REBEEAT
Group treats all employees equally. ENZ O AT © AREEH—RELC
It also provides opportunities for ERHRE BHRF
advancement, competitive reward 71K B K A B £
and on-the-job training to attract, Al ARS| - #88
retain and motivate key talents. RS EZ O AT e
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CORPORATE GOVERNANCE REPORT

EEERRE

The Company has always endeavoured to achieve a high standard
of corporate governance so as to enhance the transparency and
accountability to the shareholders of the Company. The Board believes that
good corporate governance will contribute to maximise the corporate value
of the Company to its shareholders.

The Company has adopted the code provisions of the Corporate
Governance Code (the “CG Code”) as set out in Appendix 14 to the Rules
Governing the Listing of Securities on The Stock Exchange of Hong Kong
Limited (the “Listing Rules”) as its corporate governance policies and
practices.

The Executive Committee of the Company was entrusted by the Board
with delegated authority to review the Company’s compliance with the
corporate governance practices. Having considered the review presented
by the Executive Committee, the Board confirmed that, save as disclosed
below, the Company had complied with all code provisions of the CG Code
during the Year.

The Company had deviated from code provision A.6.7 of the CG Code
in that one executive Director was unable to attend the annual general
meeting and the extraordinary general meeting of the Company held on 31
May 2016 due to other important business engagement.

Compliance with the Model Code for Securities
Transactions by Directors of Listed Issuers

The Company has adopted the Model Code for Securities Transactions by
Directors of Listed Issuers (the “Model Code”) as set out in Appendix 10
to the Listing Rules as the code of conduct of the Company for Directors’
securities transactions. Having made specific enquiry of the Directors, all
the Directors confirmed that they have complied with the Model Code
throughout the Year.
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The Board

The Board is responsible for laying down the Group’s future development
direction, overall strategies and policies, the evaluation of the performance
of the Group and the management and approval of matters that are of
material and substantial in nature. Senior management of the Company
was delegated with the authority and responsibility by the Board for the
day-to-day management, administration and operations of the Group.
Senior management of each division is responsible for different businesses
and functions of the Group in accordance with its particular area of
expertise. The Board has also delegated various responsibilities to the
Board committees. Details of these Board committees are set out below in
this report.

The Board has regularly reviewed the contribution required from a Director
to perform his/her responsibilities to the Company and whether he/she
is spending sufficient time performing his/her duties. Directors (including
independent non-executive Directors) are active in participating regular
Board meetings and other Board meetings for discussing and approving
significant issues of the Group so as to make an effective Board for a
timely strategic decision and to ensure the operations of the Group in line
with such strategies. Independent non-executive Directors perform their
monitoring role and devote their time and effort to make contribution to
the development of strategies and risk management and internal control
systems of the Group.

For each of the Board meetings held during the Year, each Director had
been consulted beforehand and served with prior notice to enable him/her
to include matters in the agenda of the forthcoming Board meeting.

The Board will hold four regular meetings every year at approximately
quarterly intervals. The Company generally gives at least 14 days notice
in advance for regular Board meetings and gives reasonable notice for all
other Board meetings in order to give all Directors opportunity to attend the
meetings. During the Year, the Company had complied with the said notice
requirements for Board meetings by giving all Directors adequate time
to plan their schedules to attend. All Directors are active in participating
the regular Board meetings, whether in person or through telephone
conference or video conference, to make an effort to contribute to the
affairs to be dealt with by Directors at the Board meetings.
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All Directors could have accessed to the advice and services of the
Company Secretary to ensure that Board procedures are complied with the
applicable laws, rules and regulations and corporate governance practices
and policies.

The Company Secretary is responsible for taking minutes of Board
meetings which shall record in sufficient detail the matters considered and
decisions reached, including any concerns raised by Directors or dissenting
views expressed at the meetings. For each of the Board meetings held
during the Year, draft and final versions of the minutes of Board meetings
were sent to all Directors within reasonable time (generally within 14 days
for both cases) after the Board meeting had been held for their comments
and records respectively. All Board minutes are kept by the Company
Secretary and open for inspection by all Directors at any reasonable time on
reasonable notice.

The Company’s corporate governance guidelines give all Directors the
rights, upon reasonable request, to seek independent professional advice
in appropriate circumstances at the Company’s expense, and in such
circumstances, the Board shall resolve to provide separate independent
professional advice to the Directors to assist the relevant Directors to
discharge their duties.

If a Director has a conflict of interest in a matter to be considered by the
Board which the Board has determined to be material, the matter will be
dealt with by a physical Board meeting but not a written resolution. Subject
to the exceptions set out in the Listing Rules, a Director shall not vote on
any Board resolution approving any contract or arrangement or any other
proposal in which he/she or any of his/her associates has a material interest
nor shall he/she be counted in the quorum present at the relevant Board
meeting.

For the year ended 31 December 2016, appropriate directors’ and officers’
liability insurance was arranged by the Company. The Board will review
regularly to ensure there is adequate insurance cover for the Directors.
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Chairman and Chief Executive Officer

The roles of the Chairman and the Chief Executive Officer of the Company
are performed by separate individuals so as to enhance the division of
responsibilities between them and to ensure a balance of power and
authority. The positions of the Chairman and the Chief Executive Officer are
currently held by Mr. Xiang Weimin and Mr. Zhong Lin respectively.

The role of the Chairman is to be responsible for taking the lead of the
Board in determining the strategic direction of the Group, ensuring that all
Directors are properly briefed on business contemplated at Board meetings
and receive timely, adequate, complete and reliable information, good
corporate governance practices and procedures are established as well
as managing a good relationship and communication with shareholders.
The Chief Executive Officer of the Company with the support of other
executive Directors is responsible for implementation of strategic planning
of different business functions and day-to-day management of business
and operations of the Group.

During the Year, the Chairman held a meeting with all independent non-
executive Directors without the executive Directors present.

Board Composition

As at 31 December 2016, the Board comprised of nine Directors, including
six executive Directors, Mr. Xiang Weimin (Chairman), Mr. Zhong Lin (Chief
Executive Officer), Ms. Pan Xinling, Mr. Li Li, Mr. Xiao Mingguang and Mr.
Li Feide and three independent non-executive Directors, Mr. Tan Jinsong,
Mr. Lam Ming Yung and Ms. Cao Zhoutao. Throughout the Year, the
Company has complied with Rules 3.10(1), 3.10(2) and 3.10A of the
Listing Rules regarding the appointment of at least three independent non-
executive directors (representing at least one-third of the board) including at
least one independent non-executive director with appropriate professional
qualifications or accounting or related financial management expertise.
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The biographies of each of the Directors are set out on pages 60 to 63
in this annual report, which demonstrate a diversity of skills, expertise,
experience and qualifications appropriate for the requirements of the
business of the Company. In addition, a list containing the names of the
Directors and their roles and functions is available on the websites of the
Company and Hong Kong Exchanges and Clearing Limited (“HKEX").
Directors are advised to inform the Company of any change to the number
and nature of offices they held in public companies or organisations and
their other significant commitments in a timely manner.

The Directors have no financial, business, family or other material or
relevant relationships with each other.

The Nomination Committee has reviewed the structure, size, composition
and diversity of the Board and confirmed that the Company has maintained
a balanced composition with a strong independent element on the Board.

Independent Non-executive Directors

The independent non-executive Directors are active in participating in Board
meetings to bring an independent judgement to bear on issues of strategy,
policy, performance, accountability, resources, key appointments and
standards of conduct. They will take the lead where potential conflicts of
interests of other Directors arise. They serve as members of various Board
committees and will scrutinise the performance of the Group in achieving
agreed corporate goals and objectives and monitor performance reporting.

On 31 May 2016, the Company entered into letters of appointment with
Mr. Tan Jinsong, Mr. Lam Ming Yung and Ms. Cao Zhoutao, each an
independent non-executive Director, for a term commencing on 31 May
2016 and ending on the date of the Company’s next annual general
meeting. All these letters of appointment shall be terminable by either party
upon one month’s written notice to the other party or the payment to other
party of a sum equal to the relevant Director’'s monthly remuneration.

Mr. Lam Ming Yung has served the Board as an independent non-executive
Director for more than nine years. Given his professional knowledge and
experience and no connection with any Director or substantial shareholder
of the Company and their respective associates (as defined under the
Listing Rules), the Board considered that Mr. Lam is independent despite of
his long term service with the Company.
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The annual confirmation of independence made by each of the three
independent non-executive Directors in accordance with Rule 3.13 of
the Listing Rules were received by the Company and reviewed by the
Nomination Committee. The Nomination Committee has assessed their
independence and confirmed that all the independent non-executive
Directors are considered independent within the definitions of the Listing
Rules.

Appointments, Re-election and Removal of
Directors

The appointment of a new Director is made on the recommendation
by the Nomination Committee or by shareholders in a general meeting.
Shareholders may propose a person for election as Director in accordance
with the articles of association of the Company (the “Articles of
Association”). Any Director who is newly appointed by the Board shall hold
office only until the next following annual general meeting and shall be
eligible for re-election but shall not be taken into account in determining the
number of Directors to retire by rotation at such meeting.

All Directors are appointed for a specific term of not more than three
years under their letters of appointment. In accordance with the Articles of
Association, all Directors are subject to retirement by rotation at least every
three years and one-third (or if their number is not a multiple of three, the
number nearest to but not less than one-third) of Directors shall retire from
office every year at the Company’s annual general meeting.

Pursuant to the CG Code, any further re-appointment of an independent
non-executive Director, who has served the Board for more than nine years,
will be subject to a separate resolution to be approved by shareholders.

The Board is of the view that such mechanism helps to ensure orderly
succession to the appointments to the Board and that changes to its
composition can be managed without undue disruption.

Directors Continuous Training and Development

To ensure that every newly appointed Director has a proper understanding
of the operations and business of the Group and that he/she is fully aware
of his/her responsibilities as a Director of the Company under statute and
common law, each newly appointed Director will receive a comprehensive,
formal and tailored induction and also the orientation package containing
the information with regard to the duties and responsibilities of Directors
under the Listing Rules, related ordinances and relevant regulatory
requirements and the business and corporate governance policies of the
Company.
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Subsequently, updated information and continuous professional
development training will also be provided by the Company to all
Directors when necessary to keep them abreast of the latest changes and
development in legal, regulatory and corporate governance requirements
and develop and refresh their knowledge and skills to facilitate the
discharge of their responsibilities. Besides, the Company Secretary will
circulate the latest news and information about the Company.

Pursuant to the requirements of the code provision set out in the CG Code,
all Directors have to participate in continuous professional development to
develop and refresh their knowledge and skills. Directors are encouraged
to attend relevant professional development programmes and they are also
required to provide to the Company records of the training they received to
ensure that their contributions to the Board remain informed and relevant.

During the Year, the Company arranged an in-house briefing by external
auditor for Directors on the topics of “Risk Management and Internal
Control” and “Environmental, Social and Governance Reporting Guide”.
In addition, Mr. Xiao Mingguang, the newly appointed executive Director
during the Year, had attended a director induction training organised by
external lawyer.

Supply of and Access to Information

In connection with the convening of regular Board meetings and any
meeting of the Board committees, agenda of the meeting accompanying
with the relevant documents will be sent to all Directors or members of the
Board committee at least 3 days before the date of the Board meeting or
Board committee meeting.

Management has an obligation to supply the Board and the Board
committees with adequate information in a timely manner to enable
members of the Board and the Board committees to make informed
decisions. Where any Director requires more information than is volunteered
by management, each Director may contact senior management
through individual and independent channel(s) to make further enquires if
necessary and such enquiries will be responded to by management within
a reasonable time with sufficient details. Furthermore, minutes of Board
meetings or meetings of Board committees are open for inspection by
Directors at any reasonable time on reasonable notice given.

During the Year, all Directors had been provided, on a monthly basis, with
the updated management and financial information of the Group, giving
them an opportunity to have a balanced and understandable assessment
of the Group’s latest performance, position and recent developments and
facilitating them to discharge their duties under the relevant requirements of
the Listing Rules.
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Board Committees

The Board has established four Board committees with defined scope of
duties in written form. These Board committees are the Audit Committee,
the Remuneration Committee, the Nomination Committee and the
Executive Committee.

The Board committees are provided with sufficient resources to discharge
their duties and, upon reasonable request, are able to obtain independent
professional advice in appropriate circumstances at the expense of the
Company if they consider necessary.

Audit Committee

The Audit Committee was established by the Board on 5 August 1999.
All members of the Audit Committee are independent non-executive
Directors, at least one of whom has possessed professional qualifications
and accounting and financial management related expertise. During the
Year, the Audit Committee comprised of three independent non-executive
Directors, Mr. Tan Jinsong (chairman of Audit Committee), Mr. Lam Ming
Yung and Ms. Cao Zhoutao.

The Audit Committee is responsible for, among other things, reviewing
and monitoring the integrity of the consolidated financial statements
of the Group, reviewing the effectiveness of the risk management and
internal control systems of the Group, reviewing the findings from the
works carried out by the internal audit department and monitoring the
effectiveness of the Group’s internal audit function. The Audit Committee
is also responsible for making recommendation to the Board on the
appointment of the external auditor and approving the remuneration and
terms of engagement of the external auditor. Before commencement of
annual audit, the Audit Committee will discuss with the external auditor the
nature and scope of audit, the significant risk analysis and the impact of the
change in accounting policies on the financial statements of the Group. The
Audit Committee is required to review and monitor the external auditor’s
independence and objectivity and the effectiveness of the audit process in
accordance with applicable standards.

The Audit Committee will liaise with the Board and senior management
regularly and meet at least twice a year with the Company’s external
auditor.
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The Audit Committee had performed the following works for the year ended
31 December 2016:

(i)

(i)

(V)

(vii)

(il

(i)

(x)

reviewed the Company’s 2015 annual report and the preliminary
announcement of final results;

reviewed the Company’s 2016 interim report and the preliminary
announcement of interim results;

reviewed Audit Committee Report provided by the external auditor on
their statutory audit of the 2015 annual financial statements;

approved the remuneration and terms of engagement of the external
auditor for 2016 audit and other matters;

reviewed the 2016 internal control report prepared by the internal
audit department and reviewed the effectiveness of the risk
management and internal control systems of the Group;

reviewed the continuing connected transactions entered into by the
Group during the Year;

acted as the key representative body for overseeing the Company’s
relations with the external auditor and reviewed and monitored the
external auditor’s independence and the non-audit services provided
by the external auditor;

reviewed adequacy of resources, qualifications and experiences
of staff of the Company’s accounting, internal audit and financial
reporting function, and their training programmes;

advised on significant events of the Company and highlighted the
related risks to the management;

reviewed arrangements for employees of the Company can use, in
confidence, to raise concerns about possible improprieties in financial
reporting, internal control or other matters and confirmed that proper
arrangements are in place for fair and independent investigation of
these matters and for appropriate follow-up action; and

reviewed and approved the revised terms of reference of Audit
Committee.
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Based on the information provided by the internal audit department
and confirmation received from the management, the Audit Committee
concluded that the Group’s risk management and internal control systems
were adequate and effective for the year ended 31 December 2016 and
recommended to the Board for approval. Further information about the risk
management and internal control systems are set out on pages 41 to 47 of
this corporate governance report.

The Audit Committee had reviewed the Group’s 2016 consolidated financial
statements, including the accounting principles and policies adopted
by the Group, in conjunction with the Company’s external auditor and
recommended to the Board for approval of the consolidated financial
statements for the year ended 31 December 2016.

The Board agreed with the Audit Committee’s proposal for the re-
appointment of Messrs. PricewaterhouseCoopers as the Company’s
external auditor for the year 2017. The recommendation will be put forward
for shareholders’ approval at the forthcoming annual general meeting of the
Company.

For the year ended 31 December 2016, the remuneration paid/
payable to the Company’s external Hong Kong auditor, Messrs.
PricewaterhouseCoopers for audit services was approximately
HK$2,277,000 (2015: HK$2,425,000) and for non-audit services was
approximately HK$463,000 (2015: HK$146,000).

The remuneration paid/payable to other audit firms for audit services
was nil (2015: HK$38,000) and for non-audit services was approximately
HK$248,000 (2015: HK$37,000).

The latest version of the terms of reference of the Audit Committee is
available on the websites of the Company and HKEX.
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Remuneration Committee

The Remuneration Committee was established by the Board on 22
September 2005. Chairman and majority of the members of the
Remuneration Committee are independent non-executive Directors. As
at 31 December 2016, the Remuneration Committee comprised of five
members including three independent non-executive Directors, Ms. Cao
Zhoutao (chairman of Remuneration Committee), Mr. Tan Jinsong and Mr.
Lam Ming Yung and two executive Directors, Mr. Xiang Weimin and Mr. Li
Li.

The Company has adopted the model set out in code provision B.1.2(c)(i)
of the CG Code as its Remuneration Committee model under which the
Remuneration Committee shall determine, with delegated responsibility,
the remuneration packages of individual executive Directors and senior
management.

The Remuneration Committee had performed the following works for the
year ended 31 December 2016:

(i) reviewed the remuneration proposals for executive Directors and
senior management with reference to the achievement of corporate
goals and objectives set by the Board;

(ii) approved the remuneration packages of executive Directors (except
Mr. Xiang Weimin and Mr. Li Li) and senior management after
consultations with the Chairman;

(i) reviewed and approved the remuneration packages of Mr. Xiang
Weimin and Mr. Li Li in a committee meeting at which they abstained
from voting in respect of the resolutions approving their own
remuneration package; and

(iv)  reviewed and made recommendations to the Board on the
remuneration and terms of appointment of independent non-

executive Directors.
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The Company’s remuneration policy for executive Directors and senior
management are set on the basis that the remuneration level of executive
Directors and senior management will be linked with their responsibilities
and contributions to the achievement of corporate performance target of
the Company as resolved by the Board from time to time. For the purpose
of determining the level of remuneration of executive Directors and senior
management, appraisal of the work performance of the executive Directors
and senior management will be conducted annually at the end of each year.
Such work performance of executive Directors and senior management will
be judged by the extent to which the Group’s budget target is met and the
financial performance of the Group. Proposals for remuneration of executive
Directors and senior management will be prepared by the human resources
department based on the relevant remuneration data and prevailing market
conditions and submitted to the Remuneration Committee for consideration
and approval. Director’'s fee payable to independent non-executive
Directors shall be reviewed annually by the Remuneration Committee with
reference to the fees paid by comparable companies, time commitment
and responsibilities of each of the independent non-executive Directors and
determined by the Board after taking into account the recommendation
made by the Remuneration Committee. No Director or any of his/her
associates is involved in deciding his/her own remuneration.

Pursuant to paragraph B.1.5 of the CG Code, the remuneration of the
members of the senior management by band for the year ended 31
December 2016 was as follows:

A A8 Bl

Remuneration band

ARRHATEZTRSRERABZHMBRE
TTHMERGEREE BT EERSRERABZH
Bk FREIRIE R E ZBE RN EREES TR
EZAREMBRAEZ BRIMETE - RETRTE
ERBREEABZHHIKT  BREFFERTEHR
TEERSMEBABZ THERR -RITEERSRK
BEEABZERIHERAEREBAKEEERRZ
TR  ARAEE 2 MG R MAEL HIE - AN
BREBBRIFAEFMEIE N B ATTRSIERTE
ERBREERABZHILNR YRXFMEZE SR
B - FHNEE SR ERBRR AT A
REFIGFTESANHNERNRERE 5%
AEMNBEUFNTEET EFTES  EERHMNER
CTHHBESAR HEFSETAWESHE -EF
HERMEBBEANGSEEEL R T ZH-

BECEEATREBASE  SAEEABZKEE
2201612 A31 B 1- FE 1L % B 48 B 2 51 &9 2 Bl 20
T~

Number of individuals

A

Nil to HK$4,000,000

£ % 7 ¥4,000,0007T 3

Details of the Directors’ emoluments for the year ended 31 December 2016
are set out in note 37 to the consolidated financial statements.

The latest version of the terms of reference of the Remuneration Committee
is available on the websites of the Company and HKEx.
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Nomination Committee

The Nomination Committee was established by the Board on 9 March
2012 with majority of its members being independent non-executive
Directors. As at 31 December 2016, the Nomination Committee comprised
of five members including two executive Directors, Mr. Xiang Weimin
(chairman of Nomination Committee) and Mr. Li Li and three independent
non-executive Directors, Mr. Tan Jinsong, Mr. Lam Ming Yung and Ms. Cao
Zhoutao.

The Nomination Committee is mainly responsible for reviewing the
structure, size, composition of the Board at least annually, making
recommendations to the Board on the appointment or re-appointment of
Directors and assessing the independence of independent non-executive
Directors.

The Nomination Committee had performed the following works for the year
ended 31 December 2016:

(i) considered and approved the recommendation to the Board of the
appointment of executive Director to fill the casual vacancy arisen
from the resignation of executive Director;

(ii) reviewed and monitored the implementation of the nomination policy
on a regular basis to ensure its effectiveness;

(i) reviewed the structure, size, composition and diversity (including
but not limited to gender, age, cultural and educational background,
professional experience, skills, knowledge and other qualities
of Directors) of the Board, the competences of Directors and
the balance between executive and independent non-executive
Directors, and is of the view that there is an appropriate and diverse
mix of skills and experience;

(iv)  reviewed the independence of independent non-executive Directors
and confirmed that all the independent non-executive Directors are
considered independent;
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(v)  reviewed the profile and performance of Directors who will be
subject to retirement by rotation in accordance with the Articles
of Association at the forthcoming annual general meeting and
recommended to the Board the re-appointment of those retiring
Directors at the forthcoming annual general meeting; and

(v)  examined the terms of appointment of Directors.

The latest version of the terms of reference of the Nomination Committee is
available on the websites of the Company and HKEX.

Executive Committee

The Executive Committee was established by the Board on 18 April 2006.
As at 31 December 2016, the Executive Committee comprised of all
executive Directors, Mr. Xiang Weimin (chairman of Executive Committee),
Mr. Zhong Lin, Ms. Pan Xinling, Mr. Li Li, Mr. Xiao Mingguang and Mr. Li
Feide.

Under its term of reference, the Executive Committee is responsible
for determining matters relating to the Group’s day-to-day operations
management and administration. In addition, the Executive Committee was
delegated with the duties and responsibilities to monitor and oversee the
corporate governance functions of the Group.

The Executive Committee had performed the following works relating to
the corporate governance functions of the Group for the year ended 31
December 2016:

(i) reviewed the Company’s policies and practices on corporate
governance;

(ii) reviewed and monitored the training and continuous professional
development of Directors and senior management;

(i) reviewed and monitored the Company’s policies and practices on
compliance with legal and regulatory requirements;
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(iv)  reviewed and monitored the code of conduct applicable to
employees and Directors; and

(v)  reviewed the Company’s compliance with the CG Code contained in
the Appendix 14 to the Listing Rules and disclosure in this corporate
governance report.

The latest version of the terms of reference of the Executive Committee is
available on the website of the Company.

Directors’ Attendance Record at Meetings

The attendance record of each of the Directors at the Board meetings,
Audit Committee meetings, Remuneration Committee meetings,
Nomination Committee meetings and general meetings of the Company
held for the year ended 31 December 2016 and the tenure of office of each
individual Director are set out in the following table:

v REKEFREENMEFERZRTITA R

v AARREEST EHRAM AN D EE
SATRIRER R UL R ERRE N -

TREZEERFRAZBEBEIRARRREE

EEHESRLE

BZEZHEALDNREEF2016F12A31AEFER
ARESEFRRANRITHESS SR B%EE
eF FTHEES R REZEEEERRRAKX
ZESEHBEN TR

&
&
=]
&
=]

Audit Remuneration Nomination
Board Committee Committee Committee General
Directors Meetings Meetings Meetings Meetings Meetings
ER 40| RA
gxg ZEg ZE® ZEg
=3 -] e -] E=f REAE
(Note 1) (Note 2)
(1) (B3E2)
Number of Mesting(s) held SRBTRY 13 3 2 2 2
Executive Directors BTES
Mr. Xiang Weimin MERLE 13/13 - 2/2 2/2 2/2
Mr. Zhong Lin EMEAE 12/13 - - - 2/2
Ms. Pan Xinling Akt 13/13 - - - 2/2
Mr. Li Li ENEE 13/13 - 2/2 2/2 2/2
Mr. Xiao Mingguang AL 4/5 - - - -
(appointed on 15 July 2016) (FA2016%7A15AEZ )
Mr. Li Feide FRELE 12/13 - - - 2/2
Ms. Yuan Liqun RAR Rt 7/9 - - - 0/2
(resigned on 15 July 2016) (Fr2016%7 A15B &1T)
Independent Non-executive Directors ~ BUFHTES
Mr. Tan Jinsong EYNREE 13/13 3/3 2/2 2/2 2/2
Mr. Lam Ming Yung MABELE 12/13 3/3 2/2 2/2 2/2
Ms. Cao Zhoutao ENELL 13/13 3/3 2/2 2/2 2/2
Notes: B 3
1. The Board held four regular meetings and nine additional meetings. 1. EEQRTUATHEZRNAGRGE -
2. The Company held two general meetings, including the annual general meeting and the

extraordinary general meeting on 31 May 2016.

o
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Company Secretary

The Company Secretary has been a full time employee appointed by
the Board who has knowledge of the Company’s affairs. The Company
Secretary plays an important role in supporting the Board by ensuring
good information flow within the Board and that the Board policies and
procedures are duly followed, and also acts as the secretary of the Board
committees to ensure that all records of meeting proceedings, discussion
and decision of such Board committees are properly kept. The Company
Secretary reports to the Chairman of the Board and is responsible for
facilitating the induction to be provided to newly appointed Directors and
continuous professional development training to be provided to existing
Directors and advising the Board through the Chairman on corporate
governance matters.

For the year ended 31 December 2016, the Company Secretary had
completed at least 15 hours’ professional training by attending the
continuing professional development programmes as well as seminars
covering regulatory updates and professional knowledge about company
secretarial duties launched by professional bodies.

All Directors could have access to the advice and services of the Company
Secretary to ensure that Board procedures, and all applicable laws, rules
and regulations are followed.
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Shareholders’ Rights

The Company has only one class of shares, all holders of the ordinary
shares in the issued share capital of the Company shall have the same
rights.

1. Procedures for shareholders to send enquiries
to the Company

Shareholders and other stakeholders may, at any time, send their
enquiries or concerns to the Company in writing through the following
contact details:

The Company’s registered office: Suite 3904, 39/F, Tower 6
The Gateway, Harbour City
9 Canton Road, Tsim Sha Tsui
Kowloon, Hong Kong

Email of Company Secretary: comsec@welling.com.hk
Email of Investor Relations: wlir@welling.com.hk

2. Rights and procedures for shareholders to
convene an extraordinary general meeting (the
“EGM”)

Shareholder(s) representing at least 5% of the total voting rights of
all the shareholders having a right to vote at general meetings, may
request the Company to convene an EGM, in accordance with the
requirements and procedures set out in Sections 566 to 568 of
the Companies Ordinance (Chapter 622 of the laws of Hong Kong)
(the “Companies Ordinance”). The written requisition must state
the general nature of the business to be dealt with at the EGM and
must be signed by the shareholder(s) concerned and deposited at
the Company’s registered office for the attention of the Company
Secretary in hard copy form or in electronic form. The written
requisition may consist of several documents in like form, each
signed by one or more of the shareholder(s) concerned.

iR RAE R

ARARRAB-RBROER ABEARARZETRAS
BB AR A AEA RS

1.

RREAAQXFREEANREF

R EEMAMSEARA L ER TIBE TR
BERAARBREENEANBIER:

RRE AP EE  BENH
ARYDIHE R EONR
BB B K E
SE6E39IE3904F

NEMEEE: comsec@welling.com.hk

WEEBERER:  wir@weling.com.hk

RERATABRBRREFBINAE ([IRRE
BIRE]) BRI RERF

HERARERRAE ERROBRNERR
BT DIRE%HI R - AT RIB R RHGH (BB
plz622%) ([ R/1ED]]) 5556614 Z=568(5 AT
B RERER BRARFEFABRRERIA
G REMEBRELRIAEFRBRERIA
SLERBEEH —RUEE  BEHBRZBRER
FERAEAH AL EFH AR A AR T
MR WHAREARRRME -EHH
KEABE B RBEAR A mE 3
AR—RAZR—BIREBERZBREE -

Annual Report 2016 £ 37



CORPORATE GOVERNANCE REPORT

EEERRE

38

If the Directors do not within 21 days after the date on which the
written requisition is received by the Company proceed duly to
convene an EGM for a day not more than 28 days after the date
on which the notice convening the EGM is given, the shareholder(s)
concerned, or any of them representing more than one-half of the
total voting rights of all of them, may themselves convene an EGM,
provided that the EGM so convened shall not be held after the
expiration of 3 months from the date of requisition.

Rights and procedures for shareholders to
make proposals at an annual general meeting

Shareholder(s) representing at least 2.5% of the total voting rights
of all the shareholders who have a right to vote on the resolution at
the annual general meeting to which the requests relate, or at least
50 shareholders who have a right to vote on the resolution at the
annual general meeting to which the requests relate, may request
the Company to give notice of a resolution to be proposed at that
annual general meeting, in accordance with the requirements and
procedures set out in Sections 615 and 616 of the Companies
Ordinance.

The written requisition must be signed by the shareholder(s)
concerned and deposited at the Company’s registered office for the
attention of the Company Secretary in hard copy form or in electronic
form, not later than 6 weeks before that annual general meeting or, if
later, the time at which notice is given of that annual general meeting.

Procedures for shareholders to propose a
person for election as a Director

Pursuant to Article 90 of the Articles of Association, no person,
other than a retiring Director, shall, unless recommended by the
Directors for election, be eligible for election to the office of Director
at any general meeting, unless notice in writing by a shareholder of
the intention to propose that person for election as a Director and
notice in writing by that person of his/her wilingness to be elected
shall have been given to the Company in the period commencing no
earlier than the day after the despatch of the notice of the general
meeting appointed for such election and ending no later than 7 days
prior to the date of such general meeting, provided that such period
shall be at least 7 days. The written notice must state that person’s
biographical details as required by Rule 13.51(2) of the Listing Rules.
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Communication with Shareholders

The Board believes that general meeting is an open forum for
communication between the Board and the shareholders. Shareholders are
encouraged to attend general meetings of the Company and give valuable
advice to the Company through this direct communication platform. The
Company will convene an annual general meeting every year and convene
any other general meetings as required. Sufficient notice for annual
general meeting and other general meetings will be given to shareholders
in compliance with the requirements of the Articles of Association, the
Companies Ordinance and the Listing Rules. The Chairman of the Board
will attend annual general meeting and invite the chairman of Audit
Committee, Remuneration Committee, Nomination Committee and other
Board Committees, in their absence, other members of these Board
Committees, to attend annual general meeting. They will be available
to answer questions raised by shareholders at annual general meeting.
The chairman or other members of the independent board committee
(if any) will be available to answer questions at any general meetings for
the approval of connected transaction(s) or any other transaction(s) by
independent shareholders. External auditor will be invited to attend the
annual general meeting of the Company to answer questions about the
conduct of the audit, the preparation and content of the auditor’s report,
accounting policies and auditor’s independence.

To facilitate enforcement of shareholders’ rights, substantially different
issues are dealt with under separate resolutions at general meetings of the
Company.

Annual and interim reports and any significant events of the Company fall
to be disclosed in accordance with the disclosure requirements under the
Listing Rules and other applicable regulatory requirements will be published
in a timely manner through the Company’s website so as to safeguard the
shareholders’ rights of information.

The Company’s website provides timely and updated information on
investor relations, corporate governance and other latest news of the
Company to enable shareholders and investors to have timely access to
information about the Group.

The investor relations department of the Company is responsible for
handling the communications with our investors, it will regularly organise
road shows and one-on-one meetings with institutional investors and
financial analysts to promote better understanding of the Company and
keep continuous dialogues with professional investors.
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The Company has established the shareholders communication policy
which is available on the Company’s website.

Voting by Poll

Resolutions put to vote at the general meetings of the Company (other than
on procedural matters) are taken by poll. Procedures regarding the conduct
of the poll were explained to the shareholders at the commencement of
each general meeting. An independent scrutineer was appointed to count
the votes and the poll results were posted on the websites of the Company
and HKEx respectively on the same day following each general meeting.

Constitutional Document

There were no changes in the Articles of Association during the Year. The
latest version of the Articles of Association is available on the websites of
the Company and HKEX.

Directors’ and Auditor’s Responsibilities for the
Consolidated Financial Statements

The Directors acknowledged their responsibility for the preparation of the
consolidated financial statements of the Company which give a true and
fair view of the state of affairs of the Group on a going concern basis
in accordance with Hong Kong Financial Reporting Standards and the
Companies Ordinance.

The statements of the Directors and the auditor of the Company about their
reporting responsibilities on the consolidated financial statements of the
Group are set out in the Independent Auditor’'s Report on pages 84 to 90
of this annual report.

Disclosure of Long Term Basis for Generating or
Preserving Business Value

An analysis of the Group’s corporate strategy and long term business
model adopted for delivering the objectives of the Company is set out in the
Chairman’s Statement of this annual report.
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Risk Management and Internal Control
The Group’s businesses, financial condition, results of operations and
growth prospects may be affected by risks and uncertainties directly or
indirectly.

The Board acknowledges its responsibility to evaluate and determine
the nature and extent of risks the Group is wiling to take in achieving its
strategic objectives and to establish, maintain and review the effectiveness
of the Group’s risk management and internal control systems. In line with
the commitment to deliver sustainable value, the Company adopts risk
management and internal control systems to enhance the accountability
and communication of identified risks with management, measure the
impact of the identified risks and facilitate implementation of mitigation
measures proactively.

Board
The Board has ultimate responsibility:
° for the Company’s risk management and internal control systems;

° to set ethical and moral standards and monitor the compliance with
these standards;

° to oversee management in the design, implementation and

monitoring of the risk management system and internal audit

function; and

° to oversee and review processes and control for strategic and
operational risks and review the effectiveness of the established
control through the Audit Committee.
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Audit Committee
The Audit Committee has primary responsibility:

° to assist the Board in monitoring the operating effectiveness of the
underlying risk management and internal control systems;

° to provide directives for the design and implementation of sound and
effective risk management and internal control systems;

° to review the reports submitted by external auditor, which
summarised matters arising from their audit with management’s
responses and/or comments to the findings; and

° to review the risk exposures and other concerns, if any.
Internal Audit
The internal auditor plays an important role:

° to assist the Audit Committee in reviewing effectiveness of risk
management and internal control systems;

° to conduct audit processes and assess the effectiveness of
established system of control independently; and

° to conduct investigations in respect of certain allegations of fraud
and violations of the Group’s code of conduct and other company
policies.

Senior Management

The chief executive and senior management have been delegated with the
authority and responsibility by the Board:

° to provide leadership and guidance for the balance of risk and return;

° to design, implement and review the Company’s risk management
and internal control systems; and

° to coordinate the risk identification and assessment process, ensure
that key risks, and strengths and weaknesses of the overall risk
management and internal control systems are reported to the Audit
Committee, along with action plans to manage these risks and

weaknesses.
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Business Functions

The designated staff are appointed in each business function where risk
ownership is established:

° to identify risk, assess and implement control and mitigation
measures in their areas of responsibility; and

° to establish policies and guidelines where appropriate.
Risk Management and Internal Control Systems

The Group’s risk management and internal control systems include a
defined management structure with specified limits of authority and defined
control responsibility designed to (i) help the achievement of business
objectives and safeguard assets against unauthorised use or disposition;
(i) ensure proper maintenance of accounting records for the provision of
reliable financial information for internal use or for publication; and (jii) ensure
compliance with relevant legislation and regulations.

The Company has adopted an integrated approach for risk management
and internal control which is based on the principles set down by the
Committee of Sponsoring Organisations of the Treadway Commission
(“COSO”).
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In developing the Group’s risk management and internal control systems
based on the COSO principles, management is responsible for setting
the appropriate principles and values, performing risk assessments, and
owning the design, implementation and maintenance of internal control.
Other business functions such as operations, finance, legal and human
resources provide assistance and expertise to management to assist it
in undertaking its responsibilities. The Board and its Audit Committee
oversee the actions of management and monitor the effectiveness of the
established control, assisted by assurance provided by the external and
internal auditors. During the Year, external auditor was engaged to review
the Group’s risk management and internal control systems, and their
suggestions will be considered and incorporated by the Group where
appropriate.

The risk management and internal control systems are designed to provide
reasonable, but not absolute, assurance against material misstatement or
loss and to manage, but not to eliminate, risks of failure in achieving the
Group’s objective.

Described below are the main feature of the Group’s risk management and
internal control systems.

Corporate Policies

We have well defined policies which form the basis of all major guidelines
and procedures and set forth the control standards required for the Group’s
business entities. These policies concern operational, financial, legal
and regulatory matters, including but not limited to business continuity,
delegation of authority, intellectual property, employee health and safety,
data privacy and information security.

In addition, all employees are required to comply with the code of conduct
and to participate in regular training to reinforce the Group’s commitment
to compliance and conducting business with integrity. In keeping with best
practices, the Group has developed and implemented an anti-bribery and
anti-corruption policy which reinforces the code of conduct.

We recognise that an environment where employees feel free to
bring concerns to management is essential to make the Group’s risk
management and internal control system successful. The Group’s
corporate policy on reporting unlawful or inappropriate conduct makes it
clear that all reports will be kept anonymous and confidential to the extent
possible. Above all, the Group will not tolerate any form of retaliation if
employees raise a concern relating to a potential compliance issue, report
suspected misconduct, or cooperate with an investigation.
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Risk Management Approach

Our approach to risk management is to identify current risk exposures
and then manage them so that they can be understood, controlled or
mitigated. All business functions are required to identify material risks that
may impact their strategy and business objectives. They also aim to identify,
assess, evaluate and mitigate operational risks. Many aspects of risks
are considered, including but not limited to business continuity, financial
impact, reputational risk, safety and health, external regulations and social
responsibility.

Senior management is responsible for coordinating the risk identification
and assessment process and ensuring that the key risks, and strengths
and weaknesses of the overall risk management and internal control
systems are reported to the Audit Committee, along with action plans to
manage these risks and weaknesses.

During the Year, we were committed to continually improving our risk
management framework and capabilities of the Group and shall continue
on this path, with enhanced integration of risk management and internal
control into our business processes. More details of some of these risks
may be found under “Risk Factors of the Group” on page 19 to 20 of this
annual report.

Internal Audit

The Company maintains an internal audit function through sharing group
resources of the holding company. Internal auditor provides objective
assurance to the Audit Committee that the risk management and internal
control systems are effective and operating as intended. The mission
of internal auditor is to provide the Board and management with (i)
independent and objective assessment of risk management and internal
control systems; (ii) proactive support to improve risk management and
internal control systems; and (iii) independent investigations in respect of
certain allegations of fraud and violations of the code of conduct and other
company policies.

To enable internal auditor to fulfill its mission, internal auditor has
unrestricted access to all corporate operations, records, data files,
computer programs, property and personnel. The internal auditor is
authorised to communicate directly with the Chairman of the Board, the
chairman of the Audit Committee and other Board members as deemed
necessary.
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To ensure the effectiveness of the internal audit function, internal auditor
has developed an audit plan that prioritises areas with significant risks or
deemed to be strategic in nature to the business. The audit plan is reviewed
by the Audit Committee and may be modified to reflect emerging risks or
changes to business plans if necessary. Ad hoc reviews of areas of concern
identified by management or the Audit Committee may also be performed.
Throughout the Year, internal auditor issued reports covering significant
control issues, monitored the status of management action plans resulting
from audit findings and reported progress to the Audit Committee.
Furthermore, internal auditor is responsible for investigating certain
allegations of potential violations of the code of conduct or any other
company policies as appropriate. Management and the Audit Committee
are informed of the results of these investigations and status updates on
actions.

Control Practices for Handling and Dissemination
of Price-sensitive and/or Inside Information

The Company is aware of its obligations under the Securities and Futures
Ordinance and the Listing Rules. It has a suite of internal control procedures
in place to preserve the confidentiality of price-sensitive and/or inside
information relating to the Group. All Directors, senior management and
relevant employees, who are likely to have access to price-sensitive and/
or inside information because of their office or employment in the Company
or a subsidiary, are bound by the Model Code. In addition, all employees
are required to comply with the code of conduct and/or guidelines to keep
unpublished price-sensitive and/or inside information strictly confidential.

Review of the Effectiveness of the Risk
Management and Internal Control Systems

The Board, through the Audit Committee, conducts a continuous review (at
least once a year) of the effectiveness of the risk management and internal
control systems operating in the Company and considers them to be
adequate and effective.

The review considers:
. the changes, since the last annual review, in the nature and extent of

significant risks, and the Group’s ability to respond to changes in its
business and the external environment;
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° the scope and quality of management’s ongoing monitoring of risks
and of the internal control systems, and the work of its internal audit
function and other assurance providers;

° the extent and frequency of communication of monitoring results to
the Audit Committee which enables it to assess control of the Group
and the effectiveness of risk management;

° any significant control failings or weaknesses that have been
identified during the period as well as the extent to which they have
resulted in unforeseen outcomes or contingencies that have had,
could have had, or may in the future have, a material impact on the
Group’s financial performance or condition; and

° the effectiveness of the Group’s processes for financial reporting and
Listing Rule compliance.

The review covers material control, including operational, risk management,
and the adequacy of resources, qualification and experience of staff of
the Group’s accounting, internal audit and financial reporting functions
and their training and budget. The annual review of the effectiveness of
our risk management and internal control systems was conducted with
reference to the COSO framework. The Board has received a letter from
the management confirming on the effectiveness of the Group’s risk
management and internal control systems. The Board is satisfied that the
Company has fully complied with the code provisions on risk management
and internal control as set forth in the CG Code.
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Welling Holding Limited and its subsidiaries (hereinafter referred to as

“Welling” or the “Group” in this Environmental, Social and Governance
Report) consider that results development, environmental protection and
contribution to the society are the three elements complementing to one
another. It also recognises the importance of managing the risks in the
environmental, social and governance (“ESG”) aspects for the Group’s
sustainable development. Welling adheres its sustainable development
philosophy, attaches great importance and responds to stakeholders’
requirements, and proactively enhances the ESG management. This ESG

Report covers from 1 January 2016 to 31 December 2016.

ESG SYSTEM
ESG Philosophy

Inherited the corporate mission of “providing the driving force for better
human life”, Welling takes the sustainable development philosophy as the
guidance for achieving a sound environmental and social governance and
integrates them gradually into its corporate culture.

As a manufacturing enterprise, Welling takes the initiative of identifying the
impact of production operation on the environment and actively formulates
corporate environmental protection plan to coordinate the production with
the environmental protection relationship. At the same time, we also deeply
aware that stakeholders are paying more and more attention to Welling’s
social responsibilities in the labour relationship, fair operation, product
accountability, supply chain management and community relationship.
As such, Welling enlarges its efforts in managing and controlling the
environmental and social risks and improves its ESG management standard
actively.

ESG Management Structure

An effective environmental and social management is attributable to have
the involvement of all employees. The ESG working team is in charge of the
ESG management and performance of Welling, while the implementation
of respective systems allows every employee to participate in the works of
ESG.
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Stakeholders’ Involvement

Welling communicates proactively with the stakeholders through various
channels. According to the needs of key stakeholders, Welling formulates
the ESG plan and implements various measures to enhance its own ESG

performance.
Key Stakeholders Key Concerns
FERRBES FTE@TERE

NZNEESL 2 H
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Communication Channels

BERR

Government and regulatory authorites  Operation compliance

Policy enforcement, official correspondences and
information disclosure, etc.

B & BB R EEA/H HERHIT DX ERREERES
Shareholders Corporate governance, operating General meetings, financial reports and results
performance and investment returns announcement, etc.
iR PEER KEBERRERR REREG WBREREELES
Staff Staff’s interests and Staff meetings, labour union, trainings and corporate
career development activities, etc.
8T BIRRMBEER BTAEg Ig BIIRQAFESHE
Suppliers Fair competition Conference communication, telephone contact and
procurement publicity, etc.
HER NE e BEam BRBELBEATRS
Customers Product quality and service quality Customer research and
customer service hotlines, etc.
LS EmEERRBEE BEFAMIERARE

Community and public Community development and
social welfare

HERERIMEAR

Y

YN ENA

Community activities and
social charity support, etc.
HERFBRMEEETFS

Through various forms of communication, Welling finds out that the focuses
of the ESG topic were mainly those on managing the implementation
of relevant systems and compliance of regulations regarding emissions,
resource utilisation, employment, health and safety, as well as product
accountability and so on. On the basis of summarising Welling's ESG
management comprehensively, this report primarily responds to the key
concerns of stakeholders.
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ENVIRONMENT

As a manufacturing enterprise, Welling conducts its production and
business development with a friendly attitude to the environmental and
natural resources. It identifies and sorts out applicable international
covenant, national and local regulations and industry standards relating to
environmental protection and energy conservation, among other things,
the laws and regulations such as “Environmental Protection Law of the
People’s Republic of China” and updates them on a timely basis. During
this reporting period, there was no material default event relating to
respective environmental laws and regulations happened for Welling.

Emissions

To achieve an effective control on various emissions, Welling implements
the environmental management system actively, which includes
“Environmental and Occupational Health Inspection and Measuring

» o » o

Procedures”, “Measures on Control of Air Pollution”, “Measures on Control

Y

of Environmental Noise”, “Provisions on Administration of Solid Wastes”
and “Measures on Prevention and Control of Sewage and Hygiene of

Drinking Water”, etc.

Guangdong Welling Motor Manufacturing Co., Ltd., Foshan Welling Washer
Motor Manufacturing Co., Ltd., Foshan Welling Electronic & Electric Co.,
Ltd. and Huaian Welling Motor Manufacturing Co., Ltd., the subsidiaries
of Welling, have obtained the GB/T24001 (ISO14001) environmental
management system certification. Each factory employs a qualified third-
party professional institution regularly to monitor the emission of industrial
exhaust gas and sewage, so as to achieve periodic monitoring on
emissions. During this reporting period, the emissions of industrial exhaust
gas and industrial sewage by Welling are within the range required by the
emission permits.

Welling recognises that the emission of industrial exhaust gas not only
affected the atmospheric quality, but also has a direct impact on workers’
health. Hence, Welling endeavors to reduce the emission of exhaust
gas. Improving technological process and enhancing production plant
working environment are the important measures to control the emission
of industrial exhaust gas by Welling. To mitigate the impact of production
on the external atmospheric environment and the air inside the production
plant, the three factories located at Shunde district, Guangdong, have
changed oil paint to water-based paint in their dipping lacquer process. By
the end of 2016, the three factories have started to renovate, install central
air conditioning and improve the ventilation facility.
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As a corporate citizen, Welling is also aware of its responsibilities and
obligations in addressing the climate change. Welling enhances its control
on energy resources and reduces greenhouse gas emission generated
from petrol and diesel combustion through enforcing corporate vehicle
management, in order to reduce greenhouse gas emission.

Each factory has set up a fixed storage area, collection containers and
identification cards for hazardous wastes generated during production
and operation. Hazardous wastes are sorted and delivered by designated
persons to designated warehouse and stored tidily everyday. Welling
employs an institution with the “Permit for Hazardous Wastes Operation”
for transferring and recycling hazardous wastes. For harmless wastes, they
are being recycled by the general solid waste disposal institutions.

Use of Resources

To maximise the conservation of energy and resources, Welling
implements stringently the “Measures on Administration of Energy and
Resources Conservation”. Each production factory sets up a yearly
energy utilisation efficiency target and takes energy conservation as a
production performance indicator. For projects, we give priority in utilising
new technologies, new processes, new equipment and new materials that
will not produce or will produce less pollutants while conserving energy
and reducing emissions. Meanwhile, we conduct fine control on energy,
record daily for equipment and unit energy consumption, conduct variance
analysis for monthly energy consumption to identify high energy consuming
process or equipment in time, conduct comprehensive analysis and spot
checking, carry out equipment maintenance or process and equipment
upgrade and renovation when applicable, make reasonable arrangements
and adjustments to production workshop according to production plan, in
order to achieve the yearly energy consumption plan target.

In both office and back-office areas (including canteens, dormitories, factory
greenery zones, etc.), Welling requires every department to adopt water
and electricity saving measures stringently. It stipulates and monitors the
on and off time for the lighting and air conditioning in every zone, and the
indoor temperature. Meanwhile, Welling enhances staff training on energy
and resources conservation constantly to strengthen their conservation

consciousness.
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SOCIETY

The sustainable development of a corporation depends not only on the
sound management on the environment and natural resources, but also
relies on the construction of a harmonious employment environment, the
secured and healthy operation and the active response to community
needs. We always pay attention to maintain and promote the interests
of stakeholders which include employees, customers, suppliers, public,
government and investors so as to facilitate the harmonious and substantial
development of each of them.

Employment and Labour Practices

We firmly believe that human effort is the key for career success. We
recognise and follow the relevant laws and regulations including “Labour
Law of the People’s Republic of China” and “Labour Contract Law of the
People’s Republic of China” to ensure our employment is in compliance
with the laws and regulations and protect the legitimate rights and interests
of employees. During this reporting period, there was no material breach of
any laws and regulations relating to employment and labour by Welling.

We place value on employee interests and development. Career success is
accomplished by talents, whereas, talents are being developed by career.
Welling has established a series of procedural systems and frameworks,
which cover different aspects of human resources management such
as remuneration and benefits, recruitment and promotion, attendance
management and performance management.

Recruitment and Promotion

We formulate a complete recruitment process. All recruited employees
must go through the identity verification process to ensure no recruitment
of child labour. At the same time, we advocate fair, equitable and open
employment environment. Welling follows the principles of “people-
oriented, open recruitment, best talent deployment and management by
policies” in its human resources management, carries out open competition
for work positions, deploys deputy position in every department and
establishes talent tier-structure and opens channels for talent promotion so
as to create a good platform for employees to achieve their career goals.
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Employee Benefits

We provide ten basic benefits and four specific benefits to employees, and
build up competitive advantages to attract and retain talents actively. Ten
basic benefits include meal allowance, housing allowance, transportation
allowance, medical check-up, commercial insurance, festive consolation
money, travel subsidy, retirement subsidy, hard times aids and employee
holidays. Four specific benefits are tailor-made to different employee
categories, they include domestic and overseas employee relocation
welfare, strategic talent benefits and front-line worker welfare. Employees’
working initiative can be significantly motivated by the establishment and
implementation of these kinds of benefits.

In respect of daily work, each factory has its own staff canteen, providing
safe and healthy catering to employees. Furthermore, Welling also provides
accommodation and shift duty shuttle bus service to employees to make
them convenient to go and get off work.

Working Time

To eradicate all phenomena of forced labour hours, Welling manages
employee working hours and prevents heavy workloads through the ways
of arranging duty shift, recording and reviewing working hours, and training
for team heads.

Moreover, Welling organises various sports activities regularly, such as
badminton, soccer and basketball matches to enrich employees’ leisure
time and relax their bodies and minds.

Welling values the personalities of each of the employee. In order to
stimulate each of their ability, Welling establishes equal and harmonious
enterprise cultural atmosphere and to develop intelligence and power of the
enterprise collectively to the greatest extent.
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Health and Safety

Employees’ health and safety serve not only the fundamental production
and operation assurance to an enterprise but also the key of the healthy
growth of the enterprise. Welling places high value on employees’ health
and safety, and implements actively safe production accountability. Under
the guidance of “people-oriented” principle, Welling strictly complies with
the requirements of relevant laws and regulations such as “Work Safety

now

Law of the People’s Republic of China”, “Fire Control Law of the People’s
Republic of China” and “Prevention and Control of Occupational Diseases
Law of the People’s Republic of China”. During this reporting period,
there was no material violation of relevant laws and regulations in safety

production by Welling.

To strengthen safe production management, Welling carries out strictly
the “Safe Production Management System” to safeguard employees’
occupational health and safety.

Occupational Disease Prevention

Welling engages qualified third parties regularly to check and evaluate the
occupational hazard factors of every plant, and takes actions according
to the results of the evaluation report to improve workplace safety actively.
Meanwhile, Welling executes the labour protection equipment distribution
standards stringently to lower or eradicate occupational diseases and other
damages caused by toxic and hazardous factors. In addition, Welling also
provides annual medical check-up for all employees.

Workshop Safety Management

In production workshop, various production equipment are sorted by
categories, especially the high-risk equipment which will be distinguished
to enhance employees’ safety consciousness. Depends on actual needs,
security officers will be deployed in each workshop to assist the person in
charge of the workshop to conduct safety production management during
production and organise regular or irregular safety inspection.
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Safety Production Education

Welling is committed to educating employees to enhance their production
safety mindset and knowledge, and organises safety assessment at
regular intervals. In respect of industrial accidents that occurred in the past,
respective responsible departments should follow up and set precedents
for industrial injury cases, so as to improve employees’ awareness. In
addition, Welling also organises appraisal activities for safety production
inspection to praise good people and good deeds timely, in order to build
up the concept of “l want to be safe, and | will be safe”.

Welling organises a series of safety activities every year, including safety
seminars, safety knowledge contests, safety improvement measures,
videos conferences and safety comic slogans. Through organising these
kinds of activities, the safety consciousness of our employee can be further
enhanced and everyone should get involved in safety in their daily life and
make safety consciousness becomes a habit.

Emergency Management Mechanism

Welling has formulated a comprehensive emergency plan, comprising fire
accidents, chemical leakage, mechanical injury accidents, power shortage
to ensure that employees are capable of coping with various safety and
environmental accidents in a timely and effective manner. Every factory
will arrange periodical emergency drills to improve emergency response
capability, and at the same time to ensure the emergency plan of Welling
has been running effectively.

Employee Traffic Safety

Welling has established a plant zone traffic safety inspection team to
inspect the unsafe behavior of employees everyday, such as entering into
and exiting the factory by motorcycles without wearing helmets, over-
speeding and reverse direction driving. The team conducts irregular
educational publicity of traffic safety to prevent and reduce injuries and
damages brought to employees due to traffic accidents during their
journeys to and get off work effectively. During this reporting period, there
was no record in traffic fatality and accident of serious injury.
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Development and Training

We adhere to the talent concept that human capital is the primary capital of
an enterprise. Hence, Welling develops training courses and “mentorship”
programme to assist in the nurture of employees. Welling has implemented
the “Training Management Measures” to provide relevant training for
employees to make them more capable of the current jobs or meet the
needs for future development of organisational structure, in order to provide
a strong human resources assurance for the sustainable development of
Welling.

In 2016, Welling launched a variety of training activities. In order to nurture
successor to management personnel, Welling stands firm on running the
successor training classes, introducing the MBA curriculum program and
at the same time promoting the theoretical knowledge application through
case studies and providing all-round training for talents.

Operation Practice

We understand that supply chain management is the assurance,
product accountability is the core and favorable enterprise atmosphere
is the support. Only by strengthening the management at every level
of the operation, then it is able to achieve the real sustainable business
development of the enterprise.

Supply Chain Management

We acknowledge that only by strengthening the environment and social
risk management of the supply chain, then it is able to further assure our
product quality, promote the good business operation of the industrial chain
and the society.

In respect of the supplier management, Welling follows the supplier
management system to reinforce our supplier management throughout the
process of identification, selection and evaluation.
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Through the process of introducing new suppliers, Welling adheres to
the principles of openness and transparency, categorised management,
industrial priority, immediate proximity supply, comprehensive strengths and
demand assurance. New suppliers will only be incorporated into Welling’s
supplier database after completing the supply planning, development and
sourcing, qualification examination, factory visit and investigation, factory
inspection and examination and last but not least, the introduction of
approval procedures. To assure product quality at qualification examination
stage, it generally requires the material suppliers to obtain the 1ISO9001
quality system certification and possesses relevant local and industrial
environmental assessment qualifications. At factory inspection stage, the
one veto decision is applicable to evaluate the execution of new suppliers
of the relevant laws and regulations regarding pollution emission, labour
safety and environmental protection or safety (for example, the emission
and disposal of the three waste, child labour employment and major factors
that are prejudicial to the health and safety of employees). At sample
confirmation stage, the performance, quality and environmental protection
of the products, etc. of the supplies have to be verified. Once the supplier
passed the inspection and sample confirmation, integrity agreement,
guarantee on not using hazardous substances, procurement contract,
procurement corporation agreement and information security agreement
must be signed with Welling upon the validation of the supplier’s system.

At mass production stage, Welling conducts periodic hazardous
substance sampling inspection for the materials supplies in accordance
with the relevant standards and carries out regular inspection on the
hazardous materials type. Welling also requires suppliers to conduct
regular self-inspection on hazardous materials type to make sure that
suppliers possess the ability to assure their product environmental safety
continuously and steadily. At the same time, in the environmental risk
dimension, Welling selects and keeps track of key suppliers in the industry
to ensure their environmental protection to meet the legal standard, and
eventually assure their abilities of stable supply.

Furthermore, we conduct the tracking assessment on the quality system,
environmental protection and occupational health and safety of suppliers
through the periodic review on the suppliers’ system.
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Product Responsibility

Product quality is always the core value of the enterprise and for which
the target that Welling is pursuing. Under the guidance of the belief of
“quality is life”, Welling places customers at our core, provides high quality
products and services. Meanwhile, Welling proactively builds its brand value
management through managing brand credibility by advertising and use of
trademarks.

Welling identifies and complies with the “Protection of Consumer Rights

» o«

and Interests Law of the People’s Republic of China”, “Product Quality Law
of the People’s Republic of China” and relevant laws and regulations, and
formulates a series of systems to assure the health and safety of products
and services and protect intellectual property rights through patent
applications. During this reporting period, there was no incident of material

breach of any relevant laws and regulations by Welling.
Product Quality

To assure product quality, Welling conducts all-round quality monitoring
from components intake, mass production to product delivery by adopting
the advanced motor testing and experimental equipment. Welling has
fully implemented the ISO9001 quality management system and passed
the TUV Rheinland (TUV) ISO9001: 2008 certification. All products of
Welling have passed the security authentication (3C, UL, TUV and VDE,
etc.). On the basis of ISO9001 quality management system, Welling has
implemented total quality management (TQM) and introduced management
methods and concepts including the TS16949 quality management, zero

defect management and six sigma management measures.
Customer Service

We value consumer complaints and suggestions. Once a complaint or
suggestion is received, the marketing or customer service center will
promptly disseminate the information to respective factory according to the
“Handling Procedures for Customer Complaint” and arrange a dedicated
person to follow up and solve the complaint, so as to provide customers
with high quality after-sales services.

Welling implements “Information Security Management Standards” to
protect consumer privacy. At the same time, all employees have signed
confidentiality agreement upon joining Welling and are strictly committed to
protecting consumer information.

58

Welling Holding Limited « BEZERERAQE

EnMEEERLELEWNEN —ERHFIERN
BR-EHEREG]NESREET HENBEE
AR REEENERMRE - R BRYHES
EE BEEREREEENERE HMEBEGRET
M BEEEES-

BEHRNLET (FEARKMBEEE#RRE
) (PEARANBEREER) SHEZERZE
R AW HITE T — FRF B R AE A dn A AR A B 2 B
REOBBFEFEN ERAMBEE AREHA
BEREEEAEBERERERNERE -

EmE

i

REREMEE RERALENSHAEMNHR
B WA M EAERERERETET
EEER - BEL2EEMHEISOMOIEEEEEE
I 38 1A 18 B A8 | A B)(TUV) 1SO9001 : 200873 % °
EETAEMYBBL2RFEBC UL TUVRVDE
%) -fEISOO1EEEIRBRMEM F REEHE
FHEEEETQM) W ATS16040EEEHR &
HRIGER NARSSEEFEANES-

EFIR%

BMEREBENIRFEZER  —BERIIEFHA
HE AEABEPREPONER(BRIRFEE
RIE) B EEREEAEEIR REARERRE
F-RMARFPIREEBRNEERY-

RREBEERL BEAT(EELE2EEMR
&) - Rl A B TABBRERSRAERT HE
EGRBIBREHBEERER



ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT

BE HERERHRE

Anti-corruption

We advocate incorruptibility in our corporate culture, require all employees
to have good discipline, comply with laws, stay incorruptible, no extorting
or taking bribes, no inviting or receiving gifts, no seeking private gain at
enterprise’s expense, no stealing, and behave themselves mildly with
integrity and responsibilities. Employees have signed the “Incorruptible
Professional Conduct Agreement” to prohibit treating of customers or
receiving gifts from customers in festive holidays.

Under the stringent monitoring of Midea Group, Welling implements
the “Accountability Management Measures” to penalise the persons or
incidents be accountable for the corruption events. It encourages whistle-
blowing on anti-corruptions, and provides protection, rewards or exemption
for whistle-blower. Welling sets up various whistle-blowing channels, such
as reporting the matters directly to the anti-corruption office and operational
department or sending the matters to the mailbox of factory general
manager.

During this reporting period, there was no corruption lawsuit happened for
Welling.

Community Investment

As a corporate citizen, Welling contributes to the society proactively,
and focuses on the communication and interaction with surrounding
communities. Through communication with labour unions and
communities, we understand the difficulties in livelihood of the surrounding
poor households and express our sympathy in festive seasons. We
organised employees to visit elderly homes with moon cakes during mid-
autumn festival. In addition, we gathered employee donations to Shunde
Qizhi School ( JIEfEEX %S 242 ) and social welfare institutes to express our
deep concerns for children.

In Shunde, getting to know the inconvenience on the venues of having
meals for the local police during patrolling, we offer them to have meals
at our factory canteens with a decent dining environment and this in turn
brings a positive effect in safeguarding the safety within our factory and the
surroundings.
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Biographical Details of Directors

Mr. Xiang Weimin, aged 50, was appointed as an executive Director, the
Chairman of the Board, the chairman of the Nomination Committee and the
Executive Committee and a member of the Remuneration Committee of
the Company since 9 July 2015. He is also a director of certain subsidiaries
of the Group. Mr. Xiang joined Midea Group in 1991. He held various
senior management positions in Midea Group and has considerable
business operations and management experience in new product
development, technical management, operations and human resources
management, sales and marketing management, and overall business
operations management. Mr. Xiang holds a Bachelor of Engineering Degree
and a Master of Engineering Degree from Northeast Heavy Machinery
Institute (now known as Yanshan University) and a Master of Business
Administration Degree from China Europe International Business School.

Mr. Zhong Lin, aged 37, was appointed as an executive Director and a
member of the Executive Committee of the Company since 21 October
2014 and re-designated as the Chief Executive Officer of the Company
on 9 July 2015. He is also a director of certain subsidiaries of the Group.
Mr. Zhong joined Midea Group in July 2000. He held various senior
management positions in Midea Group and has extensive experience in
production management, purchasing and supply chain management. Mr.
Zhong holds a Master of Business Administration Degree from Nanjing
University. He was awarded the international certificate in purchasing and
supply chain management by International Trade Centre.

Ms. Pan Xinling, aged 45, was appointed as an executive Director, the
Chief Financial Officer, a member of the Executive Committee and an
authorised representative of the Company since 9 July 2015. She is also a
director of certain subsidiaries of the Group. Ms. Pan joined Midea Group
in 1999. She held various senior management positions in Midea Group
and is familiar with research and development, sales and marketing, and
production system business. She has extensive experience in overall cost
accounting management. Ms. Pan holds a Bachelor of Wood-working
Machinery Degree and a Master of Management Degree from Northeast
Forestry University. She is an accountant accredited by the Ministry of
Personnel People’s Republic of China.
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Mr. Li Li, aged 42, was appointed as an executive Director and a member
of the Remuneration Committee, the Nomination Committee and the
Executive Committee of the Company since 23 November 2015. He is the
director of operations and human resources department and also a director
of certain subsidiaries of the Group. Mr. Li joined Midea Group in July 2002.
He held various senior management positions in Midea Group and has
extensive experience in sales and marketing, operations management and
human resources. In addition, Mr. Li was responsible for and participated
in certain sizable strategic merger and acquisition projects in PRC and
overseas, joint venture negotiations for cooperation in the overseas market
as well as reorganisation after merger and acquisition. Mr. Li holds a Master
of Business Administration Degree from Tsinghua University.

Mr. Xiao Mingguang, aged 47, was appointed as an executive Director
and a member of the Executive Committee of the Company since 15 July
2016. He is also a director of certain subsidiaries of the Group. Mr. Xiao
joined Midea Group in 2000 and has considerable experience in finance,
audit and overall management of supply chain and operations. Mr. Xiao
is a financial controller of Midea Group Co., Ltd. and a director of Wuxi
Little Swan Co., Ltd. (both companies are listed on the Shenzhen Stock
Exchange), and a finance director of Midea Group. Mr. Xiao holds an
Executive Master of Business Administration Degree (EMBA) from Peking
University.

Mr. Li Feide, aged 39, was appointed as an executive Director and a
member of the Executive Committee of the Company since 12 December
2012. He is also a director of a subsidiary of the Group. Mr. Li joined
Midea Group in July 1999. Mr. Li is a director, vice-president and corporate
operation director of Midea Group Co., Ltd. (a company listed on the
Shenzhen Stock Exchange). Mr. Li holds a Bachelor of Mechanical
Engineering and Automation Degree and a Bachelor of Financial
Management and Economics Degree from Huazhong University of Science
and Technology and an Executive Master of Business Administration
Degree (EMBA) from the Sun Yat-sen University.
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Mr. Tan Jinsong, aged 52, was appointed as an independent non-
executive Director of the Company since 1 August 2009. Mr. Tan is the
chairman of the Audit Committee and a member of the Remuneration
Committee and the Nomination Committee of the Company. He was
approved as a PRC registered accountant in June 1995 and has become
a non-practicing member of the Guangdong Provincial Institute of Certified
Public Accountants since January 2003. He possesses over 31 years of
experience in the profession of accounting and financial management. Mr.
Tan is currently a professor of the School of Management of Sun Yat-sen
University and was the head of Department of the Faculty of Accountancy
and the vice dean of the School of Management of Sun Yat-sen University.

Mr. Tan is an independent director of Guangzhou Hengyun Enterprises
Holding Ltd. and Shanghai RAAS Blood Products Co., Ltd. (both
companies are listed on the Shenzhen Stock Exchange), Poly Real Estate
Group Co., Ltd. and Huafa Industrial Co., Ltd. Zhuhai (both companies
are listed on the Shanghai Stock Exchange) and China Southern Airlines
Company Limited (a company listed on the Shanghai Stock Exchange, the
Stock Exchange of Hong Kong and the New York Stock Exchange).

Mr. Tan was an independent director of a number of PRC listed companies,
including Yihua Real Estate Co., Ltd. and Sundiro Holding Co., Ltd., (both
companies are listed on the Shenzhen Stock Exchange) and Grandhope
Biotech Co., Ltd. (a company listed on the ChiNext of the Shenzhen Stock
Exchange).

Mr. Lam Ming Yung, aged 53, was appointed as an independent non-
executive Director of the Company since 1 December 1999. Mr. Lam is a
member of the Audit Committee, the Remuneration Committee and the
Nomination Committee of the Company. He graduated from the School of
Law of Shanghai Eastern Chinese College of Politics and Jurisprudence
with a Bachelor of Law Degree in 1986, started practicing law in the
province of Fujian in PRC in 1987, and moved to Hong Kong in mid-1993.
He was registered as a foreign lawyer with The Law Society of Hong Kong
in July 1995. Mr. Lam is the chief executive officer of a private investment

management company.

Mr. Lam was the Chief PRC Consultant, Corporate Finance, and Foreign
Legal Consultant (PRC) in the Hong Kong office of Sidley Austin LLP.
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ESREREEAEBBREFE

Ms. Cao Zhoutao, aged 45, was appointed as an independent non-
executive Director of the Company since 21 October 2013. Ms. Cao
is the chairman of the Remuneration Committee and a member of the
Audit Committee and the Nomination Committee of the Company. She
is an associate professor of School of Business Administration of South
China University of Technology. She has extensive experience in human
resources, organisation behavior, financial management and accounting.
Ms. Cao holds a Bachelor of Engineering Degree in Management
Engineering from Chongqging Industrial Management School, a Master
of Engineering Degree in Management Engineering and a Doctor of
Management Degree in Management Science and Engineering from South
China University of Technology. She is a certified public accountant in PRC.

Ms. Cao is a director of Vtron Group Co., Ltd. (formerly known as Viron
Technologies Ltd., which is a company listed on the Shenzhen Stock
Exchange) and an independent director of Youmi Technologies Co., Ltd. (a
company listed on the National Equities Exchange and Quotations System
(also known as the New Third Board) of China.

Ms. Cao was an independent director of Guangzhou Zhuijiang Brewery Co.,
Ltd. (@ company listed on the Shenzhen Stock Exchange).

Biographical Details of Senior Management

Mr. Zhang Lifeng, aged 39, joined the Group in January 2017 and is
the general manager of the production plants in Shunde. Mr. Zhang was
employed by Midea Group in July 2002 and held various middle and senior
management positions in Midea Group. He has extensive experience
in production and manufacturing, new project development and quality
management. Mr. Zhang holds a Bachelor of Electrical Engineering and
Automation Degree from Zhejiang University of Technology.

Mr. Yu Zhizhong, aged 45, joined the Group in January 2017 and is the
director of quality control department of the Group. Mr. Yu was employed
by Midea Group in April 2000 and held various middle and senior
management positions in Midea Group. He has extensive experience in
manufacturing technique and quality management. Mr. Yu holds a Bachelor
of Machinery Design and Manufacturing Degree from Hunan Agricultural
University.
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The Directors hereby present this report of the Directors and the audited
consolidated financial statements of the Company and the Group for the
year ended 31 December 2016.

Principal Activities, Geographical Analysis of
Operations and Business Review

The principal activity of the Company is investment holding. The principal
activities of the subsidiaries of the Company are set out in Note 10 to the
consolidated financial statements.

An analysis of the Group’s performance for the Year by operating segment
is set out in Note 5 to the consolidated financial statements.

Further discussion and analysis of the activities as required by Schedule
5 to the Companies Ordinance, including a discussion of the principal
risks and uncertainties facing the Group and an indication of likely future
developments in the Group’s business, can be found in the Chairman’s
Statement and Management Discussion and Analysis set out on pages 4
to 20 of this annual report. The environmental, employees, customers and
suppliers matters that have a significant impact on the Group, are disclosed
in the Environmental, Social and Governance Report set out on pages 48
to 59 of this annual report. These discussions form part of this Report of
the Directors.

Final Results

The final results of the Group for the Year are set out in the consolidated
income statement on page 93.

Dividend

The Board has recommended the payment of a final dividend of HK7.5
cents per ordinary share for the year ended 31 December 2016 (2015:
HKB6.5 cents). Subject to the approval of the shareholders at the annual
general meeting of the Company to be held on 16 June 2017 (the “AGM”),
the proposed final dividend will be paid on or about 4 July 2017 to the
shareholders whose names appear on the register of members of the
Company on 26 June 2017.
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Closure of Register of Members

For the purpose of ascertaining the shareholders’ rights of attending and
voting at the AGM, the register of members of the Company will be closed
from 13 June 2017 to 16 June 2017, both days inclusive, during which
period no transfer of shares shall be effected. In order to be entitled to
attend and vote at the AGM, all transfers accompanied by the relevant
share certificates must be lodged with the share registrar of the Company,
Computershare Hong Kong Investor Services Limited at Rooms 1712-
1716, 17th Floor, Hopewell Centre, 183 Queen’s Road East, Wanchai,
Hong Kong not later than 4:30 p.m. on 12 June 2017.

For the purpose of determining the identity of shareholders who are entitled
to the proposed final dividend, the register of members of the Company will
be closed from 23 June 2017 to 26 June 2017, both days inclusive, during
which period no transfer of shares shall be effected. In order to qualify
for the proposed final dividend, all transfers accompanied by the relevant
share certificates must be lodged with the share registrar of the Company,
Computershare Hong Kong Investor Services Limited at Rooms 1712-
1716, 17th Floor, Hopewell Centre, 183 Queen’'s Road East, Wanchai,
Hong Kong not later than 4:30 p.m. on 22 June 2017.

Reserves

Details of movements in reserves of the Company and the Group during
the Year are set out in Notes 36 and 18 respectively to the consolidated
financial statements.

Share Capital

Details of the movements in share capital of the Company during the Year
are set out in Note 17 to the consolidated financial statements. Shares
were issued during the Year on exercise of share options.

Distributable Reserves

As at 31 December 2016, the Company had distributable reserves
amounting to HK$287,508,000 (2015: HK$246,707,000).
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Five-Year Financial Summary

A summary of the results and of the assets and liabilities of the Group
for the last five financial years, restated and reclassified as appropriate,
is set out on page 204. This summary does not form part of the audited
consolidated financial statements.

Purchase, Sale or Redemption of Listed
Securities

Neither the Company nor any of its subsidiaries has purchased, sold or
redeemed any of the listed securities of the Company during the Year.

Share Option Scheme

The share option scheme adopted on 27 June 2003 (the “2003 Share
Option Scheme”) was terminated on 30 May 2013 and a new share
option scheme (the “2013 Share Option Scheme”) was adopted by the
shareholders at the Company’s annual general meeting held on 30 May
2013.

Details of the 2003 Share Option Scheme and the 2013 Share Option
Scheme are disclosed in Note 17 to the consolidated financial statements.

Directors
The Directors during the Year and up to the date of this annual report were:
Executive Directors

Mr. Xiang Weimin (Chairman)
Mr. Zhong Lin (Chief Executive Officer)
Ms. Pan Xinling
Mr. Li Li
Mr. Xiao Mingguang
(appointed on 15 July 2016)
Mr. Li Feide
Ms. Yuan Ligun
(resigned on 15 July 2016)
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Independent Non-executive Directors

Mr. Tan Jinsong
Mr. Lam Ming Yung
Ms. Cao Zhoutao

In accordance with Article 88 of the Articles of Association, Mr. Xiao
Mingguang, who was appointed by the Board to fill casual vacancy during
the Year, will retire as Director of the Company and, being eligible, offer
himself for re-election at the AGM.

In accordance with Article 92 of the Articles of Association, Mr. Li Feide, Mr.
Tan Jinsong and Ms. Cao Zhoutao will retire by rotation as Directors of the
Company and, being eligible, offer themselves for re-election at the AGM.

Ms. Yuan Liqun has confirmed to the Board that she has no disagreement
with the Board and the Company, and nothing relating to her resignation
or the affairs of the Company needed to be brought to the attention of the
shareholders of the Company.

Directors of Subsidiaries

A list of the names of the directors of the Company’s subsidiaries during
the Year and up to the date of this annual report can be found in the
Company’s website.

Directors’ Service Contracts

None of the Directors proposed for re-election at the AGM has a service
contract with the Company or any of its subsidiaries which is not
determinable by the Company or any of its subsidiaries within one year
without payment of compensation, other than statutory compensation.
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Independence of Independent Non-executive
Directors

Each of the independent non-executive Directors has submitted to the
Company the annual confirmation of independence for the year ended
31 December 2016. Nomination Committee has reviewed such annual
confirmation of independence and assessed the independence of each of
the independent non-executive Directors based on the guidelines set out
in Rule 3.13 of the Listing Rules and considered that all the independent
non-executive Directors are independent. The Board adopted the view of
the Nomination Committee and confirmed that all the independent non-
executive Directors are independent.

Remuneration Policy

The remuneration policy of the Group is set on the principles that the
remuneration packages of employees should be determined based on
the job duties, responsibilities, work performance, qualifications and
competence of each individual employee, performance of the Group and
the prevailing market and economic conditions in order to attract and retain
high-calibre employees needed to run the Company successfully.

The remuneration packages of executive Directors and senior
management of the Company are reviewed annually and determined by
the Remuneration Committee based on the duties, responsibilities of each
individual executive Director and senior management staff, performance of
the Group and the remuneration packages paid by comparable companies
in the same industry based on the prevailing market conditions. No Director
or any of his/her associates will be involved in deciding his/her own
remuneration. Remuneration of independent non-executive Directors will be
reviewed annually and recommended by the Remuneration Committee to
the Board for final approval.

After the termination of the 2003 Share Option Scheme, the Company
has adopted the 2013 Share Option Scheme for the purpose of providing
incentives to stimulate the Directors of the Company and eligible employees
of the Group.
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Pension Schemes

Details of the pension schemes operated by the Group are set out in Note
26 to the consolidated financial statements.

Directors’ Interests in Contracts

Save as disclosed in Note 35 to the consolidated financial statements, no
contracts of significance in relation to the Group’s business to which the
Company, its subsidiaries, its fellow subsidiaries or its holding company
was a party and in which a Director of the Company had a material interest,
whether directly or indirectly, subsisted at the end of the Year or at any time
during the Year.

Indemnity of Directors and Officers

Pursuant to the Articles of Association and subject to the Companies
Ordinance, every Director and officer of the Company shall be indemnified
out of the assets of the Company against all costs, charges, expenses,
losses and liabilities which he/she may sustain or incur in or about the
execution or holding of his/her office or otherwise in relation thereto.

Directors’ and Officers’ Liability Insurance
Directors’ and officers’ liability insurance was maintained during the Year.
Biographical Details of Directors and Senior
Management

Brief biographical details of the Directors and senior management of the
Company are set out on pages 60 to 63.
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Disclosure of Interests

(1)

/70

Directors’ and Chief Executive’s Interests

Save as disclosed below, as at 31 December 2016, none of the
Directors and chief executive of the Company had any interests
or short positions in the shares, underlying shares and debentures
of the Company or any of its associated corporations (within the
meaning of Part XV of the Securities and Futures Ordinance (“SFQO”))
which were notified to the Company and the Stock Exchange of
Hong Kong Limited (the “Stock Exchange”) pursuant to Divisions 7
and 8 of Part XV of the SFO (including interests or short positions
which they were taken or deemed to have under such provisions of
the SFO), or which were recorded in the register required to be kept
by the Company under Section 352 of the SFO, or as otherwise
required to be notified to the Company and the Stock Exchange
pursuant to the Model Code adopted by the Company contained in
the Listing Rules:

(A) Long Position in the Shares of Midea Group Co., Ltd.

EHEEE
(1) EERESTRARZER

BN XCFTHR EE B SN 1R2016F 12 A31H i &
RARERREEITHRABRARRQ RS E M
RESEE (ERREHF LSRG ([FH L
BRG] ) BXVED) ZBR 15 - BB D Ik EAEE
o A RIBES R EE GO EXVERET k8D
HBEANSEARRARBEBHERIBR AR
([E 22 P ) B i s sloR B (BIBRIBEF
REIEGH 2 RS G R EWEER R AER
ZREBIKR) KERARRRERIEES
R EREGOIE3521561F 8 2 it - SRiE £
R AIFTEUEA A BRI 2 IS EST R BN A D
B BB PRI RS sA B

A RENEEROERAT ([E89])

(“Midea”) Bz E
Approximate
Beneficial Family Corporate percentage of
Name owner interests interests Total shareholding
HE BERBERA RikER NEER #wit  BRESHAEIL
(Note 8)
(BizE8)
Mr. Xiang Weimin 193,500 - - 193,500 0.0030%
MR L (Note 1)
(BzE1)
Mr. Zhong Lin 111,500 21,892 - 133,392 0.0021%
WL L
Ms. Pan Xinling 35,100 - - 35,100 0.0005%
IR L
Mr. Li Feide 750,000 - - 750,000 0.0116%
FRERE
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(B) Long Position in the Underlying Shares — Share Options

M

(B) RMEEKRMDZHFR-BRE

The Company () ARF
Movement of the share options held by the following RARERE LA TN EERIE2003FEE
Director under the 2003 Share Option Scheme during feiEsT B RERREZ EIE RN T
the Year was as follows:
Balance Balance
as at Exercised as at Approximate
Exercise Exercise 1 January during 31 December  percentage of
Name Date of grant price period 2016 the Year 2016 shareholding
20165 120164 RS
#®E RitiA 8 5@ Ciki2: 1A18 &8 RERTE 12831848 Bl
HK$ (Note 10)
B (KE10)
Mr. Lam Ming Yung 30/07/2007 390  30/07/2007 - 400,000 - 400,000 0.0140%
HHRBERE 29/07/2017
Details of the 2003 Share Option Scheme are disclosed 2003F BT B 2 FE BN A
in Note 17 to the consolidated financial statements. EA TSR M R T4 R -
Midea (i) EM

The following Directors have personal interests in share

options to subscribe for shares in Midea, the holding

company of the Company. Movements of the share

options held by them during the Year were as follows:
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Notes:

/2

Adjusted for
Balance the effect of Balance
asat Granted bonus issue Exercised asat Approximate
Exercise Exercise 1 January during during during 31 December  percentage of
Name Date of grant price period 2016 the Year the Year the Year 2016 shareholding
RER
RAR
20165 BrgE 20165 REgs
#4 REEH i3 it 1R1B&8 RERRL fFlHRE RERTE  12A31RER BAl
RVB (Note 9)
ARE (o)
Mr. Zhong Lin 18/02/2014 1.01 (Note 3) 166,000 - 75,000 (128,500) 112,500 0.0080%
EMEE Note 2) (Hiz3)
(W)
27/05/2015 19.56 (Note 5) 180,000 - 90,000 (90,000 180,000
(Note ) (M)
(Hita)
28/06/2016 213 (Note 7) - 225,000 - - 225,000
(Note 6) (W)
(GED)
Ms. Pen Xinling 18/02/2014 1.01 (Note 3) 150,000 - 75,000 (112,500 112,500 0.0077%
ERRL Note 2) (H33)
CiE7))
27/05/2015 19.56 (Note 5) 120,000 - 60,000 (20,100 159,900
(Note 4) (M)
(Bita)
28/06/2016 213 (Note 7) - 225,000 - - 225,000
(Note 6) (W&7)
(GED)
M Lili 18/02/2014 1.01 (Note 3) 150,000 - 75,000 (112,500 112,500 0.0087%
Ey)) 43 Note 2) (Hs3)
(Hit2)
27/05/2015 19.56 (Note 5) 150,000 - 75,000 - 225,000
(Note 4 (Hista)
(GEZ)
28/06/2016 213 (Note 7) - 225,000 - - 225,000
(Note 6) (&)
(Htte)
Mr. Xiao Mingguang 28/06/2016 213 (Note 7) - 315,000 - - 315,000 0.0049%
HBXEE (Note 6) (H7)
(GED)
Mr. Li Feide 18/02/2014 11.01 (Note 3 750,000 - 375,000 (750,000) 375,000 0.0058%
e (Note 2) (H33)
(Hzt2)

Mr. Xiang Weimin is interested in 193,500 shares of Midea granted to him under the share
award scheme for the core management team of Midea (the “Share Award Scheme”)
entitling him to receive 193,500 shares of Midea, which are held by a trustee and subject
to the vesting schedule as specified under the Share Award Scheme.

The shareholders of Midea approved a bonus issue of shares on the basis of 5 bonus
shares for every 10 existing shares and the declaration of dividend for the year ended 31
December 2015 to the shareholders on 26 April 2016, therefore, adjustments were made
to the number of outstanding share options and the exercise price per share of the share
options was adjusted to RMB11.01 on 6 May 2016.
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3. Subject to a vesting scale in three tranches and the achievement of the performance
target of each relevant period, the first tranche of share options shall be exercisable from
17 February 2015 to 17 February 2017, the second tranche of share options shall be
exercisable from 17 February 2016 to 17 February 2018 and the third tranche of share
options shall be exercisable from 17 February 2017 to 17 February 2019.

4, The shareholders of Midea approved a bonus issue of shares on the basis of 5 bonus
shares for every 10 existing shares and the declaration of dividend for the year ended 31
December 2015 to the shareholders on 26 April 2016, therefore, adjustments were made
to the number of outstanding share options and the exercise price per share of the share
options was adjusted to RMB19.56 on 6 May 2016.

5. Subject to a vesting scale in three tranches and the achievement of the performance target
of each relevant period, the first tranche of share options shall be exercisable from 27 May
2016 to 27 May 2018, the second tranche of share options shall be exercisable from 27
May 2017 to 27 May 2019 and the third tranche of share options shall be exercisable from
27 May 2018 to 27 May 2020.

6. The closing price of the shares of Midea immediately before the date of grant (i.e. as of 27
June 2016) was RMB23.64.

7. Subject to a vesting scale in three tranches and the achievement of the performance target
of each relevant period, the first tranche of share options shall be exercisable from 28 June
2017 to 28 June 2019, the second tranche of share options shall be exercisable from 28
June 2018 to 28 June 2020 and the third tranche of share options shall be exercisable
from 28 June 2019 to 28 June 2021.

8. No cash consideration was paid by each of the Directors for the grant of share options of
Midea.
9. The percentage has been compiled on the basis of 6,458,766,808 shares of Midea in

issue as at 31 December 2016.

10. The percentage has been compiled on the basis of 2,864,112,822 shares of the Company
in issue as at 31 December 2016.

Save as disclosed above, at no time during the Year was the Company
or subsidiary a party to any arrangements which enabled any Director to
acquire benefits by means of the acquisition of shares in or debentures of
the Company or of any other body corporate.
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(2) Substantial Shareholders’ Interests (2)
Save as disclosed below, as at 31 December 2016, the Directors

and chief executive of the Company were not aware of any other
persons (other than Directors or chief executive of the Company) who

had interests or short positions in the shares or underlying shares of

the Company as recorded in the register required to be kept by the
Company pursuant to section 336 of the SFO or which would fall to

be disclosed to the Company under the provisions of Divisions 2 and

3 of Part XV of the SFO:

FERRZER

BTN XTI EE SN R2016F12831H AR
RIZEERESTTRA BT EMBEMEMAL
(ARBEFXESTHAERIN RER B

AR P B CRARRRRIBEES K
HA R {640 533616 B
# MG EPIEXVERE2 K35 H

THREZERMEAREE
EXARAR

BB AR

Long Position in the Shares of the Company RAQARRBZEFR
Approximate
Number of percentage of
Name Capacity shares held shareholding
£1B g4 FrERBEE RESOED L
(Note 6)
(Ki3E6)
Midea Holding (Cayman Islands) Limited Beneficial owner 1,901,204,779 66.38%
(“Midea (Cayman Islands)”) (Note 1)
ENER (AEHS)BRAF EmEAA
(= (HeHs)]) (M)
Midea Investment Holding (BVI) Limited Interests of controlled 1,901,204,779 66.38%
(“Midea Holding (BVI)”) (Note 2) corporation
EMIERBVIER A F R EE S
(IEmEiev))) (M)
Midea (Note 3) Interests of controlled 1,965,702,779 68.63%
corporations
FEH (FIEE3) FiAE R
Midea Holding Co., Ltd. Interests of controlled 1,965,702,779 68.63%
(“Midea Holding”) (Note 4) corporations
EMERAR QT R EE S
(TEmERR]) (FisE4)
Mr. He Xiangjian (Note 5) Interests of controlled 1,965,702,779 68.63%

corporations

A= f2se 4 (MEEs) EREZAE L o
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Notes:

1. These 1,901,204,779 shares of the Company were registered in the name of and
beneficially owned by Midea (Cayman Islands).

2. Midea Holding (BVI) was deemed to be interested in 1,901,204,779 shares of the
Company in which Midea Holding (BVI) owns the entire equity interest in Midea
(Cayman Islands).

3. There were 64,498,000 shares of the Company registered in the name of and
beneficially owned by Midea International Corporation Company Limited (“Midea
International”) which is a company wholly-owned by Midea. Midea Holding (BVI)
is also wholly-owned by Midea. Accordingly, Midea was deemed to be interested
in the aggregate of 1,965,702,779 shares of the Company including 64,498,000
shares in which Midea International was interested and 1,901,204,779 shares in
which Midea Holding (BVI) was deemed to be interested.

4. The registered capital of Midea is owned as to 34.75% by Midea Holding.
Accordingly, Midea Holding was deemed to be interested in the aggregate number
of 1,965,702,779 shares of the Company in which Midea was deemed to be
interested.

5. The registered capital of Midea Holding is owned as to 94.55% by Mr. He
Xiangjian. Accordingly, Mr. He Xiangjian was deemed to be interested in the
aggregate number of 1,965,702,779 shares of the Company in which Midea
Holding was deemed to be interested.

6. The percentage has been compiled on the basis of 2,864,112,822 shares of the
Company in issue as at 31 December 2016.

Directors’ Interest in Competing Businesses

As at 31 December 2016, none of the Directors was interested in any
business apart from the business of the Group, which competes or is likely
to compete, either directly or indirectly, with that of the Group.

Management Contracts
No contracts concerning the management and administration of the whole

or any substantial part of the business of the Company were entered into or
existed during the Year.

M

1. %%1,901,204, 779D FIRMDIAES (RS )
ZEBEECITHHEESES -

2. EMERBVIERAER (FESRS) 2 50w
WAKREDN (FAERS) A M1,901,204, 77908 &
DA B

3. ENBEBIERERAR (ENEEDUEEZEE
5030 B 5 1% 5.64,498,0008% 2 2 B A7) =K BB
HEN2EHRAE ENEREBIWIIAEN2EHE
B AR Bt ERIAR AR S 1,065,702,7798%
RARRNDPHEA R HPREENEREGE
%5 7 64,498,0008% B 19 J E M AR BV AR A A

221,901,204, 7798% B 1% ©

4. EMERBEEEZENTMER234.75% c Bt -
ENERESARENERABEES 2GR
1,965,702, 7798% A A R A% AR R B HE o

5. A Z @k EEBENERFEME KR 294.55% A
It A ZREAEWRABRENTRER ARG ER
26 #£1,965,702, 7798 AR A R Mk 15 B M S o

6. A9 LTy iR R20169F 12 431 H2,864,112,822% 7<
ARIBBITRG 2 BEAETH -

EENRGRER RS

R20165F12 4318 « BiEE BN AL E EK AN E
ISR A B AREEE B EE L EEEA e
TR 2 s o

EEEN

RAEE RNAR L EREREBIEMNEEER L
B RITR IR AT A EAEH -
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Major Customers and Suppliers

Sales to the Group’s five largest customers together accounted for less
than 30% of the Group’s total sales during the Year.

The percentages of purchases for the Year attributable to the Group’s major

TEFFRHRERS

AEBRREFPZHERREAEBERRERE 2

(=S|

=R

REIEH30% °

RAFEARBEZHEBRE ZRBREE DLW

suppliers are as follows: T
Percentage of the Group’s
total purchases
EEAEERBAEROL
- the largest suppliers — =AM ER 14%
- the five largest suppliers in aggregate —  hRAHEREE 36%

None of the Directors, their close associates or any shareholders (which
to the knowledge of the Directors own more than 5% of the Company’s
issued share) had an interest in these major suppliers.

Connected Transaction and Continuing Connected
Transactions

During the Year, the Group had the following connected transaction and
continuing connected transactions which were disclosed by published
announcements and/or circulars:

1. On 29 April 2013, the Company entered into a framework agreement
(the “2013 Midea Framework Agreement”) with Midea to set out the
terms and the annual caps for the sale of motors and electronic and
electrical components for electrical household appliances and raw
materials by the Group to Midea, its subsidiaries and associates,
excluding the Company and its subsidiaries (‘Midea Group”) and
the purchase of raw materials, processed raw materials and motor
samples by the Group from Midea Group for the three years ended
31 December 2016. Details of the transactions were disclosed in the
Company’s announcement dated 29 April 2013 and circular dated
14 May 2013.

The 2013 Midea Framework Agreement and the transactions
contemplated thereunder were approved by the then independent
shareholders at the extraordinary general meeting of the Company
held on 30 May 2013.
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On 17 April 2014, the Company entered into a financial services
framework agreement (the “2014 Financial Services Framework
Agreement”) with Midea Group Finance Co., Ltd. (“Finance
Company”, a subsidiary of Midea) to set out the terms and the annual
caps in respect of the core financial services (including deposit, loan
and financing, bills discounting, bills acceptance, foreign exchange
and guarantee services) for the three years ending 31 December
2017. The provision of deposit services by Finance Company to the
Group under the 2014 Financial Services Framework Agreement also
constituted a major and connected transaction for the Company
under the Listing Rules. Details of the transactions were disclosed in
the Company’s announcements dated 17 April 2014, 23 April 2014
and 14 May 2014 and circular dated 13 June 2014.

The 2014 Financial Services Framework Agreement and the
transactions contemplated thereunder were approved by the then
independent shareholders at the extraordinary general meeting of the
Company held on 30 June 2014.

On 23 June 2014, the Company entered into a logistic service
agreement (the “2014 Logistic Service Agreement”) with Annto
Logistics Co., Ltd. (“Annto”, a subsidiary of Midea) to (i) revise the
annual cap for the year ended 31 December 2014 in respect of the
logistic service fees payable under the logistic service agreement
dated 11 January 2013 (the “2013 Logistic Service Agreement”); and
(i) extend the term of the 2013 Logistic Service Agreement for two
more years to 31 December 2016 and set the annual caps for the
provision of the logistic services by Annto and/or its subsidiaries to
the Group for the two years ended 31 December 2016 in order to
fulfill the operation needs of the Group. The 2014 Logistic Service
Agreement and the transactions contemplated thereunder were
exempt from the independent shareholders’ approval requirement
under Chapter 14A of the Listing Rules. Details of the transactions
were disclosed in the Company’s announcement dated 23 June
2014.

M2014F4F17H AR RIEENEEBEER
AEl ([HHAR]  EHNZHEAR) I
ARFSAE LR 5% ([2014F A RS ARFSIEZE e | ) -

BB E2017512 A31 B IF = AFE 2 0B
B (BEFER ERREE ZHAER =
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BR © BA 75 BAR #R201 44F BA 5 AR AS AR 28 Whask I
REBIRE 2 FHRBEIER AR BN LT
AIETZXxZREERS AR SHNFED
RARRIR20145F4 F178 ~ 2014F4 A 238 &
2014475 A14B FIB A5 R F2014566 513
FZERY B PR R TR ©

COAF S IRIGIER g R EE M ETT 2R
S0 RARR 201446 4308 B 1THI IR
RIS EEEEHB S I

M2014F6 8230 A A RIHEZBMRBRNE
RAF([ZE] EHZHEB AR YR
AR5 1Hhe (20145 MR AR e ] ) ~ LAGHERT
EEFI BEA2013F1 A1 B 2 iR IR
& ([2013F Wk RIS tp sk | ) T8 T~ FE A 90 7% AR
BEEHE014F12A3ALFEZFE LR
K (i)#2013F Wi R % ik < FHAE RMFZE
2016F12A31H - WALKE KK EME A A
AR R )7 AR5 58 FE L 220165 12 4 31
HIEMEFEZFE LR R AR 2
ERE - IRE EMARBIE14AE - 2014FE YR
Bhm R HE T RET IR S EREE TR
IRERBENRTE - FERHHFIBEERARTA
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On 16 December 2015, the Company entered into a purchase
framework agreement (the “2015 ZS Framework Agreement”)
with Zhejiang Shangfeng Industrial Holdings Co., Ltd. (“Zhejiang
Shangfeng”, a company controlled by Mr. He Jianfeng who is the son
of Mr. He Xiangjian, the controlling shareholder of Midea) to set out
the terms and the annual caps for the purchase of raw materials by
the Group from Zhejiang Shangfeng, its subsidiaries and associates
(“ZS Group”) for the three years ending 31 December 2018. The
2015 ZS Framework Agreement and the transactions contemplated
thereunder were exempt from the independent shareholders’
approval requirement under Chapter 14A of the Listing Rules. Details
of the transactions were disclosed in the Company’s announcement
dated 16 December 2015.

On 17 December 2015, the Company entered into an agreement in
relation to the intra group financial services (the “2015 Intra Group
Financial Services Agreement”) with Midea International Corporation
Company Limited (“Midea International”, a wholly-owned subsidiary
of Midea) to set out the terms and the annual caps for the provision
of deposit services and settlement and similar services by Midea
International to the Company and its subsidiaries outside the PRC
for the three years ending 31 December 2018. The 2015 Intra Group
Financial Services Agreement and the transactions contemplated
thereunder were exempt from the independent shareholders’
approval requirement under Chapter 14A of the Listing Rules. Details
of the transactions were disclosed in the Company’s announcement
dated 17 December 2015.

On 18 April 2016, the Company entered into a framework agreement
(the “2016 Midea Framework Agreement”) with Midea to set out
the terms and the annual caps for the sale of motors and electronic
and electrical components for electrical household appliances and
raw materials by the Group to Midea Group and the purchase of
raw materials, processed raw materials and motor samples by the
Group from Midea Group for the three years ending 31 December
2019. Details of the transactions were disclosed in the Company’s
announcement dated 18 April 2016 and circular dated 10 May 2016.

The 2016 Midea Framework Agreement and the transactions
contemplated thereunder were approved by the then independent
shareholders at the extraordinary general meeting of the Company
held on 31 May 2016.
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On 30 May 2016, Hefei Welling Motor Manufacturing Co., Ltd.
(“Hefei Welling”, an indirect wholly-owned subsidiary of the Company)
entered into a tenancy agreement (the “2016 Tenancy Agreement”)
with Hefei Hualing Co., Ltd. (“Hefei Hualing”, a subsidiary of Midea)
to set out the terms and the annual caps in respect of the lease of
Hefei Welling’s unused factory premises to Hefei Hualing for a term
of two years commencing from 1 June 2016 to 31 May 2018 (both
days inclusive). The 2016 Tenancy Agreement and the transactions
contemplated thereunder were exempt from the independent
shareholders’ approval requirement under Chapter 14A of the Listing
Rules. Details of the transactions were disclosed in the Company’s
announcement dated 30 May 2016.

On 2 December 2016, the Company entered into a logistic service
agreement (the “2016 Logistic Service Agreement”) with Annto
to set out the terms and the annual caps for the provision of the
logistic services by Annto and/or its subsidiaries to the Group for the
three years ending 31 December 2019. The 2016 Logistic Service
Agreement and the transactions contemplated thereunder were
exempt from the independent shareholders’ approval requirement
under Chapter 14A of the Listing Rules. Details of the transactions
were disclosed in the Company’s announcement dated 2 December
2016.

7.
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TR LAAEERAFE S BFEREIHH
RHEREN2016FEEMAENERFE LR

The following table sets out the transaction amount of each of the aforesaid
continuing connected transactions of the Group during the Year and the
relevant approved annual caps for 2016:

Transaction
amount for
the year ended Annual caps
31 December 2016 for 2016
BZ20165128310 L 20165
Transactions R5 FENRSEE FELR
RMB’000 RMB’000
AR TR AR TR
Sale of motors and electronic and electric RENEEHERBERK 3,118,837 7,380,000
components for electrical household BETEREMUARREMH
appliances and raw materials to Midea Group
Purchase of raw materials, processed raw FIEMSEBRERME - ENT 94,750 238,000
materials and motors samples from Midea Group JRM R B AR
Purchase of raw materials from ZS Group AT - R B R BB R i R 72,980 155,000
Financial services provided by the Finance Company 8112 BIIR L B0 81 5 IR 7%
— Deposit (daily maximum outstanding balances - ER(BEEHER 1,238,351 3,581,110
including accrued interest and handling fee) FEENGARRER)
— Loan (daily maximum outstanding balances -ER(BRENFER - 1,543,650
including accrued interest and handling fee) FEENSHAGRER)
- Bills discounting (aggregate face value of —REBHEE (KERNERAEE) 300,315 1,687,690
the bills discounted)
- Bills acceptance (aggregate face value of —RERE (MR ENEHRBEE) 1,798,181 4,775,890
the bills accepted)
— Foreign exchange —HNE 255,775 3,655,840
- Guarantee — R 93,000 1,500,000
Logistic services paid to Annto and/or its INEBR/SEWB DR EA 63,217 100,000
subsidiaries Wi AR
Rental income received from Hefei Hualing A& R EZ WEE A 2 A 3,500 3,500
HK$’000 HK$’000
BT BET T
Provision of deposit services by Midea International ERBEBRENTRRE - 80,000

(daily maximum outstanding balances including
accrued interest)

(BREFNENEERSHER)

80 Welling Holding Limited « BEZERERAE



REPORT OF THE DIRECTORS
EEEHE

The independent non-executive Directors have reviewed the continuing
connected transactions of the Group during the Year and confirmed that
the continuing connected transactions have been entered into:

(1) in the ordinary and usual course of business of the Group;
(2)  on normal commercial terms; and

(8) in accordance with the relevant agreements governing the
transactions on terms that are fair and reasonable and in the interests
of the shareholders of the Company as a whole.

The Board of Directors engaged PricewaterhouseCoopers, the auditor of
the Company, to report on the Group’s continuing connected transactions
in accordance with Hong Kong Standard on Assurance Engagements
3000 “Assurance Engagements Other Than Audits or Reviews of
Historical Financial Information” and with reference to the Practice Note
740 “Auditor’s Letter on Continuing Connected Transactions under the
Hong Kong Listing Rules” issued by the Hong Kong Institute of Certified
Public Accountants. The auditor has issued an unqualified letter containing
their findings and conclusions in respect of the continuing connected
transactions of the Group disclosed above in accordance with Rule
14A.56 of the Listing Rules. The auditor has confirmed to the Company
that nothing has come to their attention that causes them to believe the
continuing connected transactions of the Group for the year ended 31
December 2016 as disclosed above:

(1) have not been approved by the Board of Directors of the Company;

(2)  were not, in all material respects, in accordance with the pricing
policy of the Company;

(8)  were not entered into, in all material respects, in accordance with the
relevant agreements governing such transactions; and

(4)  have exceeded the amounts of annual caps as disclosed in the
announcements and/or circulars made by the Company in respect of
each of the disclosed continuing connected transactions.

A copy of the auditor’s letter on continuing connected transactions of the
Group for the year ended 31 December 2016 has been provided by the
Company to the Stock Exchange. The Company confirmed that it has
complied with the disclosure requirements with respect to the above-
mentioned continuing connected transactions of the Group in accordance
with Chapter 14A of the Listing Rules.

BIYFRTESCENAKRERAFE 2B EME
X5 UHERZEHERERS:

@ EERERITH MG KR
A1 A AN BRRAOERFIS -

>
-
X
)

fi
fm
-3

EROREFBAQ AR SRR ES R R B ATR
BEBSMASE B BEE R 53000
i EBRZAEHNBTMBEMNERIIE k2
EZESHAETA05 (BN ES _ETR A Frid 5456
ERPHZEET K] - AR A EBAFEER
5o IZBRNEARIE E AR RIZE14A 56165 1 A IR
TR RHEAEE BN AEERERER
SV EIRFNABLL - BRI M A A RERE W AR EIRT
AIEBFEAE LU EAEEEE2016F12A31
HIEFERNFERERS:

(1) RERRFREESHE:

@ EMBERTHLAFRBRRAINEERR
T

@ EMBERTHLAERBREZERZHE
B EHETT &2

@ BHARRRSECEENHERER ST
B2RER/SBHAFEB2FELRS
BEe

NAREEAEEEE2016F12A310 FFEERHE
WA 58 BBV IZBRAT 4 B AR X 2B 22T o KA )
WREFR LEX AEBFERERHET LT
BBIFE1AAT 2 RFEHTE

81

Annual Report 2016 £



REPORT OF THE DIRECTORS
EEEHE

Related Party Transactions

Details of the significant related party transactions entered into by the
Group in the normal course of business are set out in Note 35 to the
consolidated financial statements. Those related party transactions which
constituted connected transaction or continuing connected transactions
under the Listing Rules have complied with Chapter 14A of the Listing
Rules.

Non-Competition Deed

On 22 February 2008, Midea entered into a non-competition deed in favour
of the Company (the “Non-Competition Deed”) to undertake that Midea
and other members of Midea Group (except the Group) will not engage in
any business of the manufacturing and distribution of motors and electronic
and electric components for all electrical household appliances and any
business activities carried on or proposed to be carried on by the Group
which would directly or indirectly compete with the business of the Group.

In compliance with the requirement of the Non-Competition Deed, Midea
has submitted to the Company the annual declaration confirming that
Midea and its associates (as defined in the Listing Rules) have complied
with all the provisions of the Non-Competition Deed throughout the year
ended 31 December 2016 (the “Declaration”). The independent non-
executive Directors have reviewed the Declaration and are satisfied with
the compliance by Midea and its associates with the provisions of the
Non-competition Deed and the enforcement of the Non-competition Deed
during the year ended 31 December 2016.
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Compliance with Laws and Regulations

During the Year, the Group has complied with the relevant laws and
regulations that have a significant impact on the Group.

Compliance with the Model Code and the
Corporate Governance Code

Please refer to the Corporate Governance Report set out on pages 21 to
47 for the compliance with the Model Code and the Corporate Governance
Code.

Sufficiency of Public Float

Based on the information that is publicly available to the Company and
within the knowledge of its Directors, the Directors confirmed that the
Company has maintained, during the Year, sufficient public float as required
under the Listing Rules.

Auditor

The consolidated financial statements have been audited by
PricewaterhouseCoopers who retire and, being eligible, offer
themselves for re-appointment. A resolution for the re-appointment of
PricewaterhouseCoopers as auditor of the Group is to be proposed at the
forthcoming AGM.

On behalf of the Board
Welling Holding Limited
Xiang Weimin

Chairman

Hong Kong, 17 March 2017
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Independent Auditor’s Report

To the Members of Welling Holding Limited
(incorporated in Hong Kong with limited liability)

Opinion

What we have audited

The consolidated financial statements of Welling Holding Limited (the
“Company”) and its subsidiaries (the “Group”) set out on pages 91 to 2083,

which comprise:

° the consolidated statement of financial position as at 31 December
2016;

° the consolidated income statement for the year then ended;

° the consolidated statement of comprehensive income for the year
then ended;

° the consolidated statement of changes in equity for the year then
ended;

° the consolidated statement of cash flows for the year then ended;
and

° the notes to the consolidated financial statements, which include a
summary of significant accounting policies.
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PricewaterhouseCoopers, 22/F Prince’s Building, Central, Hong Kong

T: +852 2289 8888, F: +852 2810 9888, www.pwchk.com
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Our opinion

In our opinion, the consolidated financial statements give a true and fair
view of the consolidated financial position of the Group as at 31 December
2016, and of its consolidated financial performance and its consolidated
cash flows for the year then ended in accordance with Hong Kong Financial
Reporting Standards (“HKFRSs”) issued by the Hong Kong Institute of
Certified Public Accountants (“HKICPA”) and have been properly prepared
in compliance with the Hong Kong Companies Ordinance.

Basis for Opinion

We conducted our audit in accordance with Hong Kong Standards on
Auditing (“HKSAS”) issued by the HKICPA. Our responsibilities under those
standards are further described in the Auditor's Responsibilities for the
Audit of the Consolidated Financial Statements section of our report.

We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Independence

We are independent of the Group in accordance with the HKICPA’s Code
of Ethics for Professional Accountants (“the Code”), and we have fulfilled
our other ethical responsibilities in accordance with the Code.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment,
were of most significance in our audit of the consolidated financial
statements of the current period. These matters were addressed in the
context of our audit of the consolidated financial statements as a whole,
and in forming our opinion thereon, and we do not provide a separate
opinion on these matters.

Key audit matters identified in our audit is revenue recognition, and is
summarised as follows:

Key Audit Matter
BREITSEE

MR

BMRA ZERAMBERERCRESSSHAAY
UE%Q;E@@D%%%%%W%%iﬁﬁwﬁ
B BmEENDEEM AR T SEER
201612 A31H MR A W%#ﬁ&ﬁﬁizami
ENREUBERBARGEReRE WO EREAA
AHERIZ AiRE -

RRHOER

BERER LG ASRMNTERTER ([F
BTN ) EITER - HAIEZSFER T ARENE
EEEARSE [ZBEARENFRAMBREAAENE
£ B D P EHE — PRt

HPIEE HPIPTESHENREETE LEES
BB R IR AR

B
BEESEHAARRENELE

T IR - BRAFPELR
AlpmEbERERRE-

BRRgETER
MRES FETRERFOTEAL  REHASE
AMBERNE BASEN TR ELFHRER

PEABRFABHRR M A REETRIER -
BT e EEERREREBNER

FTRmEESFA (LA
EEE WEEITST

BIVERE R HAIOBRBH FEARARRIL A
T

How our audit addressed the Key Audit Matter
BEMNEFTNMEEEREN SR

Revenue recognition

LON: 3

Refer to notes 2.27, 5 and 13 to the consolidated financial
statements.

IR A SRR M sE2.27 513 °

We performed the following audit procedures to address whether
the revenue was recorded in proper period'

HAEEHATENZEFARERAZS

EEREAR:
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Key Audit Matters (Continued)

Key Audit Matter
BREISEE

RRETEE (&)

How our audit addressed the Key Audit Matter
RPN ESTONEEERETSE

According to the contractual arrangement with the customers,
the sales of goods of the Group are recognised when
the products have been delivered to the customers, the
customers have verified and accepted the products and the
collectability of the related receivables is reasonably assured.

BEREPHGHNLH TEENEREERRNEPIINE
o 2P B U an B RIS IR AR AT Y [B] AR B R ORR RS 75 T B

o

As at 31 December 2016, total revenue recognised for the
year was HK$7,954,460,000. Goods which were delivered
to customers but not yet recognised as revenue amounted
to approximately HK$300,069,000. This represented 34%
of total inventories of the Group as at 31 December 2016.
Revenue was not recognised for these goods because the
risks and rewards have not been passed to the customers as
they were not yet verified and accepted by the customers.
12016512 331 H - 4 A #E R 1Y 48 M A 4578 17,954,460,000
T BMEPXNNERENRERRWAN R FEL FEE
300,069,0007T ' #BE R AN E B R2016F12A31A T E £ 5K
34% ° BRl% %5 B s AR P B W T B5fok L B e M s v R 8
BEEPR R ERZEERERUA -

We focused on the management’s assessment on the period
in which the revenue was recognised because there is a
risk that revenue may not be properly recognised for goods
delivered to customers before the year-end.
HRFERANERAFLHEREFHNE mFEARE LS ERRAD
R R B ERETE IR B E R A B AR -
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(i)

(i)

we understood and evaluated the internal control over
revenue recognition and performed testing, on a sample
basis, to validate the controls;
B ATER AN BP B HETT 7 #7 R ATk - WEFTHIEOR
SUASRE B BB A UL

for the inventories delivered to and stored in the customer’s
warehouse but have not yet been verified and accepted
by the respective customers, we selected samples to
inspect the correspondence between the management
of the Group and the customers and check whether the
acceptance procedures have been completed or not. In
addition, we arranged inventory confirmations with the
customers on a sampling basis and joined inventory count
at the selected customer’s warehouse together with the
management of the Group; and
HRERXMNEFFEREFRE BHHFSEFPRKNEFE -
BMEERRUeE BEEEETRERTP 2MMERE
- WIZERBIEFEE BT o IhIN - B RE P ET
FERR URER BEXETEERETFEEEITHRE:
54

we selected samples of revenue transactions recognised
before and after year end and inspected the relevant
supporting documents including sales orders, delivery notes
and customer’s acceptance reports.
BMERRFRAZERNRARZER  UinEHER
B REEMEF RIS SR S X

We found that the management’s assessment on the period

in which the revenue was recognised were supported by the

available evidence.

BPIRRERNEE R A EEEHHERBA BRI -



INDEPENDENT AUDITOR’S REPORT
BURBEIRE

Other Information

The directors of the Company are responsible for the other information. The
other information comprises all of the information included in the annual
report other than the consolidated financial statements and our auditor’s
report thereon.

Our opinion on the consolidated financial statements does not cover the
other information and we do not express any form of assurance conclusion
thereon.

In connection with our audit of the consolidated financial statements,
our responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent with the
consolidated financial statements or our knowledge obtained in the audit or
otherwise appears to be materially misstated.

If, based on the work we have performed, we conclude that there is a
material misstatement of this other information, we are required to report
that fact. We have nothing to report in this regard.

Responsibilities of Directors and Audit
Committee for the Consolidated Financial
Statements

The directors of the Company are responsible for the preparation of
the consolidated financial statements that give a true and fair view in
accordance with HKFRSs issued by the HKICPA and the Hong Kong
Companies Ordinance, and for such internal control as the directors
determine is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud

Oor error.

In preparing the consolidated financial statements, the directors are
responsible for assessing the Group’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern and
using the going concern basis of accounting unless the directors either
intend to liquidate the Group or to cease operations, or have no realistic
alternative but to do so.

Audit Committee is responsible for overseeing the Group’s financial
reporting process.

H& ¥
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Auditor’s Responsibilities for the Audit of the
Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the
consolidated financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s
report that includes our opinion. We report our opinion solely to you, as
a body, in accordance with Section 405 of the Hong Kong Companies
Ordinance and for no other purpose. We do not assume responsibility
towards or accept liability to any other person for the contents of this
report. Reasonable assurance is a high level of assurance, but is not a
guarantee that an audit conducted in accordance with HKSAs will always
detect a material misstatement when it exists. Misstatements can arise from
fraud or error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of
users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with HKSAs, we exercise professional
judgment and maintain professional scepticism throughout the audit. We
also:

° Identify and assess the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error,
design and perform audit procedures responsive to those risks,
and obtain audit evidence that is sufficient and appropriate to
provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

° Obtain an understanding of internal control relevant to the audit
in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the Group’s internal control.

° Evaluate the appropriateness of accounting policies used and the
reasonableness of accounting estimates and related disclosures
made by the directors.
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INDEPENDENT AUDITOR’S REPORT
M A% B

Auditor’s Responsibilities for the Audit of the
Consolidated Financial Statements (Continued)

° Conclude on the appropriateness of the directors’ use of the going
concern basis of accounting and, based on the audit evidence
obtained, whether a material uncertainty exists related to events
or conditions that may cast significant doubt on the Group’s ability
to continue as a going concern. If we conclude that a material
uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the consolidated financial
statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained
up to the date of our auditor’s report. However, future events or
conditions may cause the Group to cease to continue as a going
concern.

° Evaluate the overall presentation, structure and content of the
consolidated financial statements, including the disclosures,
and whether the consolidated financial statements represent the
underlying transactions and events in a manner that achieves fair
presentation.

° Obtain sufficient appropriate audit evidence regarding the financial
information of the entities or business activities within the Group to
express an opinion on the consolidated financial statements. We are
responsible for the direction, supervision and performance of the
group audit. We remain solely responsible for our audit opinion.

We communicate with Audit Committee regarding, among other matters,
the planned scope and timing of the audit and significant audit findings,
including any significant deficiencies in internal control that we identify
during our audit.

We also provide Audit Committee with a statement that we have complied
with relevant ethical requirements regarding independence, and to
communicate with them all relationships and other matters that may
reasonably be thought to bear on our independence, and where applicable,
related safeguards.
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Auditor’s Responsibilities for the Audit of the
Consolidated Financial Statements (Continued)

From the matters communicated with Audit Committee, we determine
those matters that were of most significance in the audit of the consolidated
financial statements of the current period and are therefore the key audit
matters. We describe these matters in our auditor's report unless law
or regulation precludes public disclosure about the matter or when, in
extremely rare circumstances, we determine that a matter should not be
communicated in our report because the adverse consequences of doing
so would reasonably be expected to outweigh the public interest benefits of

such communication.

The engagement partner on the audit resulting in this independent auditor’s
report is Michael W.H. Chan.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 17 March 2017
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

e MBI R
AS AT 31 DECEMBER 2016
20165 12H31H

As at 31 December

M12A831H
2016 2015
Note HK$’000 HK$'000
BT BET T BEEF T
ASSETS BE
Non-current assets kRBEE
Leasehold land and land use rights FRE £ 0 N £ o A 6 180,329 197,646
Property, plant and equipment W BE & E 7 1,042,310 1,194,052
Investment properties REYE 8 41,028 46,591
Intangible assets mEEE 9 78,971 80,455
Investments accounted for using the AERIEARZIEE
equity method 11 - 345,897
Deferred income tax assets RIEFTSTHREE 19 30,032 19,499
Available-for-sale financial assets A ESREE 12 122,936 120,306
Prepayments for property, plant and equipment  FEfT #7123 - & KR 708 14 11,863 5,103
1,507,469 2,009,549
Current assets REEE
Inventories FE 13 891,010 554,938
Trade and other receivables H 5 N HAth fE Mk 14 2,205,314 2,986,724
Derivative financial instruments PTHESBIA 22 5,479 9,249
Available-for-sale financial assets AtEHESmEE 12 1,123,535 720,857
Pledged bank deposits EEPRITER 15 36,790 76,960
Cash and cash equivalents RehReEEY 16 1,661,429 1,236,209
5,923,557 5,584,937
Total assets wmEE 7,431,026 7,594,486
EQUITY e
Equity attributable to the owners of AATEEAELER
the Company
Share capital & A< 17 4,967,225 4,966,858
Other reserves Efb & 18 (2,938,147) (2,757,335)
Retained earnings REE & F 2,486,662 2,132,848
4,515,740 4,342,371
Non-controlling interests R ER 39,385 59,430
Total equity R 4,555,125 4,401,801
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION
mEMBRRR

AS AT 31 DECEMBER 2016
20165 12H31H

As at 31 December

M12A31H
2016 2015
Note HK$’000 HK$'000
M EE BT T BT
LIABILITIES afE
Non-current liabilities FREBEE
Deferred income tax liabilities RIEFTSTHEE 19 150,379 136,224
Deferred government grants EFEBT # Bh 20 61,028 32,137
211,407 168,361
Current liabilities REBAE
Trade and other payables B 5 R H A FIE 21 2,611,834 2,989,166
Derivative financial instruments TESRITE 22 - 7,751
Current income tax liabilities BNERFTIS A E 52,660 6,757
Borrowings &R 23 - 20,650
2,664,494 3,024,324
Total liabilities HwaE 2,875,901 3,192,685
Total equity and liabilities EEhEEAEE 7,431,026 7,594,486
The notes on pages 98 to 203 are an integral part of these consolidated A ZE98E2038 2 it Bk S4r & MIsHE 2 48/
financial statements. Cipa

The consolidated financial statements on pages 91 to 203 were approved & & &2017FE3 17 B #L ER FEINE203E 2 424
by the board of directors on 17 March 2017 and were signed on its behalf.  BiEHREX  WHREKEZEZ SR

Director Director
- o
Xiang Weimin Pan Xinling
mER B
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CONSOLIDATED INCOME STATEMENT

e a2z
mallEE
FOR THE YEAR ENDED 31 DECEMBER 2016
HZ2016F 12831 IEFE
Year ended 31 December
BZ12A31HILEE
2016 2015
Note HK$’000 HK$'000
ihr=d BET T BT T
Revenue A 5 7,954,460 8,040,366
Cost of goods sold HEBEMAAR (6,776,454) (6,930,634)
Gross profit EF 1,178,006 1,109,732
Other gains — net Hih Wz — 558 24 149,838 90,279
Selling and marketing expenses HERMGHERYS (216,228) (212,013)
Administrative expenses TR X (384,310) (428,348)
Operating profit KeEFE 727,306 559,650
Finance incomes =N 27 27,775 35,947
Finance expenses RERZ 27 (3,971) (15,972)
Finance incomes — net mE WA —F5E 27 23,804 19,975
Share of profit of associates accounted for DARE 250K A BR 2 FEAL
using the equity method NS 11 18,825 51,396
Profit before income tax MER TS B AT FIE 769,935 631,021
Income tax expense RS X 28 (178,306) (108,322
Profit for the year FEFNHE 591,629 522,699
Profit attributable to: BUR A AR RIS :
Owners of the Company VN/NCIETZ SN 596,574 525,030
Non-controlling interests FEERE (4,945) (2,331)
591,629 522,699
Earnings per share attributable to AERATREEAELERER
the owners of the Company, DR ABEWLYIR
expressed in HK cents per share
Basic R 29 20.83 18.34
Diluted e 29 20.83 18.33

The notes on pages 98 to 203 are an integral part of these consolidated

financial statements.
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

— 22
meETHRER
FOR THE YEAR ENDED 31 DECEMBER 2016
HZE2016F 128318 IEFE

Year ended 31 December

BZ12A31ALEE
2016 2015
HK$’000 HK$'000
BT T BT T
Profit for the year FEEFE 591,629 522,699
Other comprehensive income: Hih2HEKEH:
Items that may be reclassified to profit or loss AJEF 7 2E 2 1B Y IE B
Currency translation differences SNEETE =R (283,125) (265,564)
Change in value of available-for-sale financial assets At ESRmEENERE 10,186 11,704
Other comprehensive loss for the year, net of tax FEHM2EEE (HIBRHE) (272,939) (253,860)
Total comprehensive income for the year FEXHWKEARE 318,690 268,839
Total comprehensive income for the year DTATELEFELZAKRZELE:
attributable to:
— Owners of the Company . VNEIE Z =N 327,197 274,900
— Non-controlling interests — RS (8,507) (6,061)
318,690 268,339

The notes on pages 98 to 203 are an integral part of these consolidated

financial statements.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

GEERBER

FOR THE YEAR ENDED 31 DECEMBER 2016

HZE2016F 128318 IEFE

Attributable to the owners of the Company

AREEAR AES
Non-
Share Other Retained controlling Total
capital reserves eamnings Total interests equity
B HinfE RE B Bt FEERER EmiaE
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT BT BT BT T BT BT
Balance at 1 January 2015 R2015F1 1A 2 &8 4,965,641 (2,639,934) 1,838,646 4,264,353 65,491 4,329,844
Comprehensive income: 2EKE:
Profit/(loss) for the year FEFE/ (BE) - - 525,030 525,030 (2,331) 522,699
Other comprehensive income:  Ef2HEK
Available-for-sale financial assets ARLESRERE - 11,704 - 11,704 - 11,704
Currency translation differences INEREER - (261,834) - (261,834) (3,730) (265,564)
Total comprehensive income 2ENGAE - (250,130) 525,030 274,900 (6,061) 268,839
Transaction with owners: BREBAETHRS:
Transfer to statutory reserves BEZETHE (M)
(note 18) - 16,057 (16,057) - - -
Share option scheme (note 17) FERRERT 8] (P3E17)
- proceeds from shares issued - ERMFERE 1,240 - - 1,240 - 1,240
— share issuance expenses - BROBITAY (23) - - (23) - (23)
Contribution by owners relatingto BB %EE AMRR B
share-based payment (note 18(b) ~ E R X 4 B &
(BizE18(0)) - 16,672 - 16,672 - 16,672
Dividend relating to 2014 (note 30) 20144 R & (Hi230) - - (214,771) (214,771) - (214,771)
Total transaction with owners REEAETZRBAE 1,217 32,729 (230,828) (196,882) - (196,882)
Balance at 31 December 2015 R2015F12831B 2 &84 4,966,858 (2,757,335) 2,132,848 4,342,371 59,430 4,401,801
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
mEEREER

FOR THE YEAR ENDED 31 DECEMBER 2016

HZE2016F12B31HIEFE
Attributable to the owners of the Company
AARREEAEN
Non-
Share Other Retained controlling Total
capital reserves earnings Total interests equity
B Hitvf & REBH B FERER BaRaE
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT BETT BT BT BT BETT
Balance at 1 January 2016 R2016F1 810 2 &8 4,966,858 (2,757,335) 2,132,848 4,342,371 59,430 4,401,801
Comprehensive income: 2EKE:
Profit/(loss) for the year FEFE/ (B8) - - 596,574 596,574 (4,945) 591,629
Other comprehensive income: ~ Ef2HEK
Available-for-sale financial assets AELELHEE - 10,186 - 10,186 - 10,186
Currency translation differences INEHEER - (279,563) - (279,563) (3,562) (283,125)
Total comprehensive income 2ENGAE - (269,377) 596,574 327,197 (8,507) 318,690
Transaction with owners: BREBAETHRS:
Transfer to statutory reserves BEZETHE (M)
(note 18) - 56,632 (56,632) - - -
Share option scheme (note 17) FERRERT 8] (P3E17)
- proceeds from shares issued - ERMFEHE 393 - - 393 - 393
— share issuance expenses - BROBITA (26) - - (26) - (26)
Contribution by owners relatingto BB %EE AMRR B
share-based payment (note 18(b) ~ E R X 4 B &
(BizE18(0)) - 20,395 - 20,395 - 20,395
Unclaimed dividend forfeited SRR BERAR S
(note 21(c)) (BzE21(c)) - - 7 7 - 7
Dividend relating to 2015 (note 30) 20154 1 & (Hi2£30) - - (186,135  (186,135) - (186,135)
Others Hit - 11,538 - 11,538 (11,538) -
Total transaction with owners ~ REBAEFZRFHE 367 88,565 (42,760)  (153,828) (11,538) (165,366)
Balance at 31 December 2016 R2016F12831 8 2 &6 4,967,225 (2,938,147) 2,486,662 4,515,740 39,385 4,555,125

The notes on pages 98 to 203 are an integral part of these consolidated & EEI8ZE203E » Wit A% S4rA MMz 2 AKX
financial statements. il
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CONSOLIDATED STATEMENT OF CASH FLOWS

mERERER
FOR THE YEAR ENDED 31 DECEMBER 2016
HZE2016F12B31HIEFE
Year ended 31 December
BZE12ABLEE
2016 2015
Note HK$’000 HK$’000
B 5E BT T BT T
Cash flows from operating activities RETHZHRERE
Cash generated from operations KEEEZRE 31(a) 905,001 660,338
Interest paid [=EREES) (3,971) (15,972)
Interest received B HFI B 9,784 24,137
Income tax paid ERAEH (122,696) (96,991)
Net cash generated from operating activities KERHELEZREFE 788,118 571,512
Cash flows from investing activities RETBH2EHSRE
Purchases of property, plant and equipment BEME BFEREH 7 (101,824) (266,140)
(Increase)/decrease in prepayments for AR BRE RFRERIE (15
property, plant and equipment R 14 (6,760) 50,708
Investment income from AEEeMEE CIRERA
available-for-sale financial assets —MEERED
— wealth management products 24 41,510 20,852
Proceeds from disposal of property, HEYZE - BB kRS RIE
plant and equipment 31(b) 4,649 19,838
Development cost F#EJ AR 9 (20,464) (21,061)
Proceeds from deferred government grants EEBR T H B Fr 15 /I8 20 32,944 -
Proceeds from sale of associates B & QR FTS IR 31(c) 369,417 -
Dividends received B B 16,214 26,784
Proceeds from sales of available-for-sale HEANHRLEESRMEEMS
financial assets — wealth management RIB-EETEESL
products 699,995 -
Purchases of available-for-sale financial assets ~ B E Al HE SR EE
— wealth management products —MEERED (1,166,658) (745,362)
Net cash used in investing activities WEEBFA A FH (130,977) (914,381)
Cash flows from financing activities METH EHSRE
Proceeds from borrowings BRI RIE - 476,038
Repayments of borrowings EEER (20,650) (537,997)
Decrease in pledged bank deposits BEBRITEIZORD 40,170 2,968
Dividends paid BT E (186,135) (214,771)
Proceeds from issuance of ordinary shares BITE @Hxﬁﬁ%f KIE 17(a) 393 1,240
Shares issuance expenses BT X 17(a) (26) (23)
Net cash used in financing activities BERHFACREFE (166,248) (272,545)
Net increase/(decrease) in cash and cash ReRRESEEYWEM CRD)
equivalents FEE 490,893 (615,414)
Cash and cash equivalents at the beginning of ~ FH 2R & MRS HEY
the year 1,236,209 1,939,564
Effect on exchange difference EREELE (65,673) (87,941)
Cash and cash equivalents at end of the year FR 2 HERESZEY 16 1,661,429 1,236,209

The notes on pages 98 to 203 are an integral part of these consolidated & AEEO8E203E » it A% 4R A MEHRE 2 K
financial statements. 2 o
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e RRATE

2.1

98

General Information

Welling Holding Limited (the “Company”) and its subsidiaries
(together the “Group”) manufacture, distribute and sell motors
and electronic and electric components for electrical household
appliances in the People’s Republic of China (the “PRC”) and
overseas.

The Company is a limited liability company incorporated in Hong
Kong. The address of its registered office is Suite 3904, 39/F, Tower
6, The Gateway, Harbour City, 9 Canton Road, Tsim Sha Tsui,
Kowloon, Hong Kong.

The Company’s shares are listed on the Main Board of The Stock
Exchange of Hong Kong Limited.

These financial statements are presented in Hong Kong dollars
(“HK$"), unless otherwise stated.

These consolidated financial statements have been approved for
issue by the board of directors on 17 March 2017.

Summary of Significant Accounting Policies

The principal accounting policies applied in the preparation of these
consolidated financial statements are set out below. These policies
have been consistently applied to all the years presented, unless
otherwise stated.

Basis of preparation

The consolidated financial statements of the Group have been
prepared in accordance with Hong Kong Financial Reporting
Standards (the “HKFRSs”) and requirements of the Hong Kong
Companies Ordinance Cap. 622. The consolidated financial
statements have been prepared under the historical cost convention,
as modified by the revaluation of available-for-sale financial assets
and financial assets and financial liabilities (including derivative
instruments) at fair value through profit or loss.

Welling Holding Limited « BEZERERAE

2.1
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e MR RME

2 Summary of Significant Accounting Policies 2 FES:BEME (&)

(Continued)

2.1 Basis of preparation (Continued) 21 REEE (&)
The preparation of consolidated financial statements in conformity RETE TRV BRE R GEMBRET
with HKFRSs requires the use of certain critical accounting EERAETHRE AT -ERETERLRSE
estimates. It also requires management to exercise its judgement B BRBRERMABTEHNE - S REEH
in the process of applying the Group’s accounting policies. The Ho R EEMENEE  BRERRGTEHSRA
areas involving a higher degree of judgement or complexity, or areas BRI M 5 BEA 2 S A M s T4 55

where assumptions and estimates are significant to the consolidated
financial statements are disclosed in note 4.

2.1.1 Changes in accounting policy and disclosures 211 Bt BEREEZE

(@ New and amended standards adopted by the Group (@)

The following new and amended standards have been
adopted by the Group for the first time for the financial year
beginning on or after 1 January 2016:

HKAS 1 (Amendments)  Disclosure initiative

HKAS 16 and HKAS 38 Clarification of acceptable methods
(Amendments) of depreciation and amortisation

HKAS 16 and HKAS 41  Agriculture: bearer plants
(Amendments)

HKAS 27 (Amendments) Equity method in separate financial

statements
HKFRS 10, HKFRS 12 Investment entities: applying the
and HKAS 28 consolidation exception
(Amendments)
HKFRS 11 Accounting for acquisitions of
(Amendments) interests in joint operations
HKFRS 14 Regulatory deferral accounts
Annual improvements Annual improvements 2012 — 2014
project cycle

The adoption of these amendments did not have any
significant impact on the Group’s results and financial position
nor any substantial changes in the Group’s accounting policies
and the presentation of the consolidated financial statements.

REBRM 2 Ha] RAEIERT 2R

AEEDR2016F1 A1H 2 & B2
BT E IR LA N AT RSB R &
Al :

BRGERER BETHE
SEHEN)

BEGHENE R NE BENEREHL
g RHERE36TE URENE
SEHIEN

BEEEREIGENE REAELED
BEEHERIE45E

SEHES
BEGHRENEDY,  BUMBRR ERE
(EFIA)

BEIBREER REERE:
F10% - BFEMBE®RE  ERASAAEN
EQF1RNEEE BIsMESR
STER 2085
(1B3TAK)

ERUBERELENSE1R RBLELEERREY
(BETA) SRR

ERTHRRELNE 14 ETRTES

FEYHEEE 2012FEE2014FAE 2

FEME

RNZFERT AL BHAREBNEE M
FHRNERERTE  NEEH AL
MEHBREGEMBRREZHRIA
EEEARER
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e RRATE

2 Summary of Significant Accounting Policies 2 FES:BEME (&)
(Continued)
2.1 Basis of preparation (Continued) 21 REEE (&)

2.1.1 Changes in accounting policy and disclosures (Continued) 211 Bt REREZE 2 EE (F)

(b)

New and amended standards not yet adopted (b)

New and amended standards have been issued and are
relevant to the Group but are not effective for the financial year
beginning 1 January 2016 and have not been early adopted:

RESZIAPAIHP S ICH R

D EMER201651 A1 B Bta 2 B E
EEARERMEREREGEBRERS
RAZH RE&ET £

Effective for

annual periods

beginning on
or after
BT BES

ZRMARFESR

X

HKAS 7 (Amendments)

ARG ERETHR (BFIA)

HKAS 12 (Amendments)

FREERFE125 (BFTA)

HKFRS 2 (Amendments)

BN BRE LR B2
(EFTA)

HKFRS 9
BB GRS ER LR

HKFRS 15
BB HEERF155

HKFRS 16
BB IS HRE2ERE1655

HKFRS 10 and HKAS 28
(Amendments)

EBT B MEREBE105 &

BE G ERF285E
(EFTA)

Disclosure initiative

WET BT

Recognition of deferred tax assets for unrealised losses

ABEBEELETRAEEE 2 HER

Classification and measurement of share-based payment

transactions
RN BERNNRRZ 2D ERETE

Financial instruments

TRITA

Revenue from contracts with customers

BEFPAKWA

Leases
HE

Sale or contribution of assets between an investor and its
associate or joint venture

KREEFRAEBZNFASAAZEEZANEEHERRA

] OO Welling Holding Limited « BEZERERAE

1 January 2017
201751 A1H

1 January 2017
201751 A1H

1 January 2018

2018F1H1H

1 January 2018

2018F1H1H

1 January 2018
20181 HA1H

1 January 2019
201951 A1H

1 January 2019

2019F1A1H



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e RRATE

2 Summary of Significant Accounting Policies 2 FES:BEME (&)
(Continued)

2.1 Basis of preparation (Continued) 21 REEE (&)

2.1.1 Changes in accounting policy and disclosures (Continued) 211 Bt REREZE 2 EE (F)

() New and amended standards not yet adopted (Continued) (o) ERERA ] RAEETER] (8)
The Group has already commenced an assessment of the REBEERIAR 1E§ ZHAREEZES
impact of these new and amended standards which are B2 R RACUERT R 2 & IR IE AR
relevant to the Group’s operation. According to the preliminary NEIESEE 2 L0 E - SRAEB
assessment made by the directors of the Company, no TR E R 05 R BB R & 2ERIE
significant impact on the financial performance and positions of 155R TR AN T AN E B 2 B RS R IR KAk
the Group is expected when adopting HKFRS 9 and HKFRS MEEARERFE - EFITEH  HA
15. The directors also do not expect the adoption of HKFRS EEMBREERFEIRTHASE 2
16 would result in significant impact on the Group’s financial FHRALKATEERATE  HEER
performance and positions except for the recognition of the EEARRRMEREMBA KL EHEET
right-of-use assets and corresponding lease liabilities arising SETRIEMELE 2 AEEERBEM
from accounting for operating leases by the Company as a EaERIN
lessee.

2.2 Subsidiaries 22 BT
2.2.1 Consolidation 2.21 56tRE

A subsidiary is an entity (including a structured entity) over which the B AREARSEE AT EE (B4

Group has control. The Group controls an entity when the Group is %Tti 2) BAEEAZHE ﬁ%,\*‘%@ﬁﬁ

exposed to, or has rights to, variable returns from its involvement with Sz EEm BEAENEBEHERE I EN

the entity and has the ability to affect those returns through its power ?&’E Z L0 QIR RE S ZEE M B

over the entity. Subsidiaries are consolidated from the date on which NEAEESEESEAEE 2 BRE AR

control is transferred to the Group. They are deconsolidated from the WEREHIER 2 AREIEEHAR-

date that control ceases.

Annual Report 2016 £ ] O]



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R AT

2 Summary of Significant Accounting Policies 2 FES:BEME (&)
(Continued)

2.2 Subsidiaries (Continued)

2.2.1 Consolidation (Continued)

@)

Business combination involving entities under common
control

For business combination involving entities under common
control, the consolidated financial statements incorporate the
financial statements of the combining entities or businesses in
which the common control combination occurs as if they had
been combined from the date when the combining entities or
businesses first came under the control of the controlling party.

The net assets of the combining entities or businesses are
combined using the existing book values from the controlling
parties’ perspective. No amount is recognised in consideration
for goodwill or excess of acquirers’ interest in the net fair
value of acquiree’s identifiable assets, liabilities and contingent
liabilities over cost at the time of common control combination,
to the extent of the continuation of the controlling party’s
interest.

The consolidated income statement includes the results of
each of the combining entities or businesses from the earliest
date presented or since the date when the combining entities
or businesses first came under the common control, where
there is a shorter period, regardless of the date of the common
control combination.

The comparative amounts in the consolidated financial
statements are presented as if the entities or businesses had
been combined at the previous balance sheet date or when
they first came under common control, whichever is shorter.

A uniform set of accounting policies is adopted by those
entities. All intra-group transactions, balances and unrealised
gains on transactions between combining entities or
businesses are eliminated on consolidation.

] 02 Welling Holding Limited « BEZERERAQE
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R AT

2 Summary of Significant Accounting Policies 2 FES:BEME (&)
(Continued)

2.2 Subsidiaries (Continued)

2.2.1 Consolidation (Continued)

(b)

Business combination other than involving entities under
common control

The Group applies the acquisition method to account for
business combinations. The consideration transferred for
the acquisition of a subsidiary is the fair values of the assets
transferred, the liabilities incurred to the former owners of the
acquiree and the equity interests issued by the Group. The
consideration transferred includes the fair value of any asset or
liability resulting from a contingent consideration arrangement.
Identifiable assets acquired and liabilities and contingent
liabilities assumed in a business combination are measured
initially at their fair values at the acquisition date.

The Group recognises any non-controlling interest in the
acquiree on an acquisition-by-acquisition basis. Non-
controlling interests in the acquiree that are present ownership
interests and entitle their holders to a proportionate share
of the entity’s net assets in the event of liquidation are
measured at either fair value or the present ownership
interests’ proportionate share in the recognised amounts of
the acquiree’s identifiable net assets. All other components of
non-controlling interests are measured at their acquisition date
fair value, unless another measurement basis is required by
HKFRS.

Acquisition-related costs are expensed as incurred.

If the business combination is achieved in stages, the
acquisition date carrying value of the acquirer’s previously held
equity interest in the acquiree is re-measured to fair value at
the acquisition date; any gains or losses arising from such re-
measurement are recognised in profit or loss.

22 MELQF ()

221 56tRE (&)

)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R AT

2 Summary of Significant Accounting Policies 2 FES:BEME (&)
(Continued)

2.2 Subsidiaries (Continued)

2.2.1 Consolidation (Continued)

(b)

Business combination other than involving entities under
common control (Continued)

Any contingent consideration to be transferred by the Group
is recognised at fair value at the acquisition date. Subsequent
changes to the fair value of the contingent consideration that is
deemed to be an asset or liability is recognised in accordance
with HKAS 39 either in profit or loss or as a change to other
comprehensive income. Contingent consideration that is
classified as equity is not remeasured, and its subsequent
settlement is accounted for within equity.

The excess of the consideration transferred the amount of any
non-controlling interest in the acquiree and the acquisition-
date fair value of any previous equity interest in the acquiree
over the fair value of the identifiable net assets acquired is
recorded as goodwill. If the total of consideration transferred,
non-controlling interest recognised and previously held interest
measured is less than the fair value of the net assets of the
subsidiary acquired in the case of a bargain purchase, the
difference is recognised directly in the consolidated income
statement (note 2.9.1).

Intra-group transactions, balances and unrealised gains
on transactions between Group companies are eliminated.
Unrealised losses are also eliminated. When necessary,
amounts reported by subsidiaries have been adjusted to
conform with the Group’s accounting policies.

] 04 Welling Holding Limited « BEZERERAQE
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R AT

2 Summary of Significant Accounting Policies 2 FES:BEME (&)

2.2

(Continued)

Subsidiaries (Continued)

2.2.2 Separate financial statements

2.3

Interests in subsidiaries are accounted for at cost less impairment.
Cost includes direct attributable costs of investment. The results
of subsidiaries are accounted for by the Company on the basis of
dividend received and receivable.

Impairment testing of the investments in subsidiaries is required upon
receiving a dividend from these investments if the dividend exceeds
the total comprehensive income of the subsidiary in the period the
dividend is declared or if the carrying amount of the investment in
the separate financial statements exceeds the carrying amount in
the consolidated financial statements of the investee’s net assets
including goodwiill.

Associates

An associate is an entity over which the Group has significant
influence but not control, generally accompanying a shareholding
of between 20% and 50% of the voting rights. Investments in
associates are accounted for using the equity method of accounting.
Under the equity method, the investment is initially recognised
at cost, and the carrying amount is increased or decreased to
recognise the investor’'s share of the profit or loss of the investee
after the date of acquisition. The Group’s investment in associates
includes goodwill identified on acquisition. Upon the acquisition of
the ownership interest in an associate, any difference between the
cost of the associate and the Group’s share of the net fair value of
the associate’s identifiable assets and liabilities is accounted for as
goodwill.

If the ownership interest in an associate is reduced but significant
influence is retained, only a proportionate share of the amounts
previously recognised in other comprehensive income is reclassified
to profit or loss where appropriate.

22 MELTE (&)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R AT

2.3

Summary of Significant Accounting Policies
(Continued)

Associates (Continued)

The Group’s share of post-acquisition profit or loss is recognised in
the consolidated income statement, and its share of post-acquisition
movements in other comprehensive income is recognised in other
comprehensive income with a corresponding adjustment to the
carrying amount of the investment. When the Group’s share of
losses in an associate equals or exceeds its interest in the associate,
including any other unsecured receivables, the Group does not
recognise further losses, unless it has incurred legal or constructive
obligations or made payments on behalf of the associate.

The Group determines at each reporting date whether there is any
objective evidence that the investment in the associate is impaired.
If this is the case, the Group calculates the amount of impairment
as the difference between the recoverable amount of the associate
and its carrying value and recognises the amount adjacent to ‘share
of profit of investments accounted for using equity method’ in the
consolidated income statement.

Profits and losses resulting from upstream and downstream
transactions between the Group and its associate are recognised
in the Group’s financial statements only to the extent of unrelated
investor’s interests in the associates. Unrealised losses are eliminated
unless the transaction provides evidence of an impairment of the
asset transferred. Accounting policies of associates have been
changed where necessary to ensure consistency with the policies
adopted by the Group.

Gains or losses on dilution of equity interest in associates are
recognised in the consolidated income statement.

] 06 Welling Holding Limited « BEZERERAQE

2.3

TESHBREE (&)

BeEnNT (&)

REBERIEWB R EREENG A WERA
MR MBI KRB R B 2 E 28 A
REM 2K E AR WRERHBRERE
B IMAKE R — K2 R BHEEENH
MEEAZE L ARNELD  BREAEGCE
EREY ARETEERE—TEER K
FREEHBERNRDEDERIEEBEH XL
CSREFE R RIER R

AEEEGERE P HEEER A ERAFEE
BEREABEARRECHE - MRECREE"
REB M ERERER (RHE QR AW
BEHRmMENEZRNE)  UAEKRESKERT
RN AR EARZEBERENE] 5

REEEEB SN E ZH BT R FHH)
MERER ERAKENMERETER B
ERNEMEREEEHRE A RERNBE-
BIERZIRERBERTIEREECRE &
APRER BRI T IAE 6 - B2 R RIR R FT I
RORBEEHSE U REAEERAY
1567 X5 = N

WiER 2 DR BT EE RS B RR A
W an R IR



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R AT

24

2.5

(@)

(b)

Summary of Significant Accounting Policies
(Continued)

Segment reporting

Operating segments are reported in a manner consistent with the
internal reporting provided to the chief operating decision-maker.
The chief operating decision-maker, who is responsible for allocating
resources and assessing performance of the operating segments,
has been identified as the board of directors that makes strategic
decisions.

Foreign currency translation
Functional and presentation currency

ltems included in the financial statements of each of the Group’s
entities are measured using the currency of the primary economic
environment in which the entity operates (the “functional currency”).
The consolidated financial statements are presented in Hong Kong
dollar (“HK$"), which is different from the Company’s functional
currency of Renminbi (“RMB”), in view of that the shares of the
Company are listed on The Stock Exchange of Hong Kong Limited.

Transactions and balances

Foreign currency transactions are translated into the functional
currency using the exchange rates prevailing at the dates of the
transactions or valuation where items are re-measured. Foreign
exchange gains and losses resulting from the settlement of such
transactions and from the translation at year-end exchange rates
of monetary assets and liabilities denominated in foreign currencies
are recognised in the consolidated income statement, except when
deferred in equity as qualifying cash flow hedges and qualifying net
investment hedges.

24

2.5

(@)

(b)

TESHBREE (&)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

ma

2.5

(b)

(©

BA RS R AR B RE

Summary of Significant Accounting Policies
(Continued)

Foreign currency translation (Continued)
Transactions and balances (Continued)

Foreign exchange gains and losses that relate to borrowings and
cash and cash equivalents are presented in the consolidated income
statement within ‘finance incomes — net’. All other foreign exchange
gains and losses are presented in the consolidated income statement
within ‘other gains — net .

Changes in the fair value of debt securities denominated in foreign
currency classified as available-for-sale are analysed between
translation differences resulting from changes in the amortised cost of
the security and other changes in the carrying amount of the security.
Translation differences related to changes in amortised cost are
recognised in profit or loss, and other changes in carrying amount are
recognised in other comprehensive income.

Translation differences on non-monetary financial assets and
liabilities such as equities held at fair value through profit or loss are
recognised in profit or loss as part of the fair value gains or losses.
Translation differences on non-monetary financial assets, such as
equities classified as available-for-sale, are included in the available-
for-sale revaluation reserve in other comprehensive income.

Group companies

The results and financial position of all the Group entities (none of
which has the currency of a hyperinflationary economy) that have
a functional currency different from the presentation currency are
translated into the presentation currency as follows:

(i) assets and liabilities for each statement of financial position
presented are translated at the closing rate at the date of the
reporting period;

] 08 Welling Holding Limited « BEZERERAQE
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e MR RME

2 Summary of Significant Accounting Policies
(Continued)

2.5 Foreign currency translation (Continued)
() Group companies (Continued)

(ii) income and expenses for each income statement are
translated at average exchange rates (unless this average is
not a reasonable approximation of the cumulative effect of the
rates prevailing on the transaction dates, in which case income
and expenses are translated at the rate on the dates of the
transactions); and

@iy all resulting currency translation differences are recognised in
other comprehensive income.

Goodwill and fair value adjustments arising on the acquisition of a
foreign entity are treated as assets and liabilities of the foreign entity
and translated at the closing rate. Currency translation differences
arising are recognised in other comprehensive income.

2.6 Leasehold land and land use rights

Leasehold land and land use rights are up-front to acquire long-term
interests in the usage of land and it is accounted for as an operating
lease. It is stated at cost and charged to the consolidated income
statement over the remaining period of the lease on a straight-line
basis, net of any impairment losses.
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2.5

©

2.6
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R AT

2.7

Summary of Significant Accounting Policies 2 FES:HBEME (&)
(Continued)
Property, plant and equipment 27 ME - BERRZE
Property, plant and equipment are stated at historical cost less Y - T I SRR IR 2 AR & R B S
depreciation and impairment losses. Historical cost includes BIHER - E A BREWEZSIER EEEN
expenditure that is directly attributable to the acquisition of the items. -
Subsequent costs are included in the asset’s carrying amount or Hep ANMEREZIE B B2 RREER =
recognised as a separate asset, as appropriate, only when it is RATBERAAREE  MZEE 2K AR ] 55
probable that future economic benefits associated with the item wil ERN HTeREEE RAENERREL
flow to the Group and the cost of the item can be measured reliably. BE (ER) - HEHRE S ZRAESTHHE
The carrying amount of the replaced part is derecognised. All other R A EMHEE RREHFRELE 2 B
repairs and maintenance are charged to the consolidated income BARERE W RN
statement during the financial period in which they are incurred.
Depreciation of property, plant and equipment is calculated using the M BERERE 2 ITERANUA T AR AR
straight-line method to allocate cost to their residual values over their FHERARESEDBERBREETH:
estimated useful lives, as follows:
Estimated
useful lives
5T A 6 A A
Buildings BF 10-20 years 4
Furniture, fixtures and decoration R~ BB RS 3-5 years
Plant and machinery R M i B8 5-10 years 4F
Motor vehicles B 5-10 years 4
Electronic and other equipment B REAMEE 3-5 years F

The assets’ residual values and useful lives are reviewed, and
adjusted if appropriate, at the end of each reporting period.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R AT

2.7

2.8

Summary of Significant Accounting Policies
(Continued)

Property, plant and equipment (Continued)

Construction-in-progress represents the direct costs of construction
incurred and machinery pending to installation plus interest
capitalised up to date of completion of the construction of property,
plant and equipment less any impairment losses. No provision for
depreciation is made on construction-in-progress until such time the
relevant assets are completed and put into use. Construction-in-
progress is reclassified to the appropriate category of property, plant
and equipment when completed and ready for use.

An asset’s carrying amount is written down immediately to its
recoverable amount if the asset’s carrying amount is greater than its
estimated recoverable amount (note 2.10).

Gains and losses on disposals are determined by comparing the
proceeds with the carrying amount and are recognised within ‘other
gains — net’ in the consolidated income statement.

Investment properties

Property that is held for long-term rental yields, and that is not
occupied by the Group, are classified as investment property.
Investment property is stated at historical cost less accumulated
depreciation and impairment loss, if any.

Subsequent expenditure is charged to the carrying amount of
the asset only when it is probable that future economic benefits
associated with the asset will flow to the Group and the cost of the
asset can be measured reliably. All other repairs and maintenance
costs are expensed in profit or loss during the financial period in
which they are incurred.

Depreciation of investment property is calculated using the straight-
line method to allocate cost to their residual values over their
estimated lease period.

2.7

2.8
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R AT

2.9

2.9.1

Summary of Significant Accounting Policies
(Continued)

Intangible assets
Goodwill

Goodwill arises on the acquisition of subsidiaries represents the
excess of the consideration transferred over the Group’s interest in
net fair value of the net identifiable assets, liabilities and contingent
liabilities of the acquiree and the fair value of the non-controlling
interest in the acquiree.

For the purpose of impairment testing, goodwill acquired in a
business combination is allocated to each of the cash-generating
units (“CGUs”), or groups of CGUSs, that is expected to benefit from
the synergies of the combination. Each unit or group of units to
which the goodwill is allocated represents the lowest level within the
entity at which the goodwill is monitored for internal management
purposes. Goodwill is monitored at the operating segment level.

Goodwill impairment reviews are undertaken annually or more
frequently if events or changes in circumstances indicate a potential
impairment. The carrying value of goodwill is compared to the
recoverable amount, which is the higher of value in use and the
fair value less costs of disposal. Any impairment is recognised
immediately as an expense and is not subsequently reversed.

2.9.2 Technology

Technology acquired is initially measured at the purchase costs and
amortised on a straight-line basis over the estimated useful lives.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e MR RME

2 Summary of Significant Accounting Policies
(Continued)

2.9 Intangible assets (Continued)
2.9.3 Research and development

Expenditure on research activities, undertaken with the prospect of
gaining new scientific or technical knowledge and understanding,
is recognised as an expense in the period in which it is incurred.
Expenditure on development activities (relating to the design and
testing of new or improved products) is capitalised under the
category of development cost if the product or process is technically
and commercially feasible, the Group has sufficient resources and the
intention to complete the development, and if the cost can be reliably
measured. Upon the commencement of the commercial production
of a product, the expenditure on development cost amortised on a
straight-line basis over the period of its expected benefit. Research
and development costs comprise costs that are directly attributable
to research and development activities or that can be allocated on a
reasonable basis to such activities.

Subsequent expenditure on development activities after its
completion is recognised as an expense when it is incurred unless
it is probable that this expenditure will enable the asset to generate
future economic benefits in excess of its originally assessed standard
of performance and this expenditure can be measured and attributed
to the asset reliably. If these conditions are met, the subsequent
expenditure is added to the cost of the intangible asset.

Development costs previously recognised as expenses are
not recognised as assets in subsequent periods. Capitalised
development costs are amortised from the point at which the assets
are ready for use on a straight-line basis over their useful lives.

2 FESTBERBE (&)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e MR RME

2 Summary of Significant Accounting Policies
(Continued)

2.10Impairment of non-financial assets

Intangible assets that have an indefinite useful life or intangible assets
not ready to use are not subject to amortisation and are tested
annually for impairment. Assets that are subject to amortisation
are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be
recoverable. An impairment loss is recognised for the amount by
which the asset’s carrying amount exceeds its recoverable amount.
The recoverable amount is the higher of an asset’s fair value less
costs to sell and value in use. For the purposes of assessing
impairment, assets are grouped at the lowest levels for which there
are separately identifiable cash flows (cash-generating units). Non-
financial assets other than goodwill that suffered an impairment are
reviewed for possible reversal of the impairment at each reporting
date.

2.11Financial assets
2.11.1 Classification

The Group classifies its financial assets in the following categories: at
fair value through profit or loss, loans and receivables, and available-
for-sale. The classification depends on the purpose for which
the financial assets were acquired. Management determines the
classification of its financial assets at initial recognition.

(@ Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss are financial
assets held for trading. A financial asset is classified in this
category if acquired principally for the purpose of selling in the
short-term. Derivatives are also categorised as held for trading
unless they are designated as hedges. Assets in this category
are classified as current assets if expected to be settled within
12 months; otherwise, they are classified as non-current.

] ] 4 Welling Holding Limited « BEZERERAE
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

2 Summary of Significant Accounting Policies 2 FES:BEME (&)
(Continued)

2.11 Financial assets (Continued)

2.11.1 Classification (Continued)

(b)

Loans and receivables

Loans and receivables are non-derivative financial assets with
fixed or determinable payments that are not quoted in an
active market. They are included in current assets, except for
the amounts that are settled or expected to be settled more
than 12 months after the end of the reporting period. These
are classified as non-current assets. The Group’s loans and
receivables comprise ‘trade and other receivables’ and ‘cash
and cash equivalents’ in the statement of financial position
(notes 2.16 and 2.17).

Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are
either designated in this category or not classified in any of
the other categories. They are included in non-current assets
unless the investment matures or management intends to
dispose of it within 12 months of the end of the reporting
period.

)

211 ERMEE (§)

2111 D48 (48)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e MR RME

2 Summary of Significant Accounting Policies 2

(Continued)
2.11 Financial assets (Continued)

2.11.2 Recognition and measurement

Regular way purchases and sales of financial assets are recognised
on the trade-date — the date on which the Group commits to
purchase or sell the asset. Investments are initially recognised at
fair value plus transaction costs for all financial assets not carried
at fair value through profit or loss. Financial assets carried at fair
value through profit or loss are initially recognised at fair value,
and transaction costs are expensed in the consolidated income
statement. Financial assets are derecognised when the rights to
receive cash flows from the investments have expired or have been
transferred and the Group has transferred substantially all risks and
rewards of ownership. Available-for-sale financial assets and financial
assets at fair value through profit or loss are subsequently carried
at fair value. Loans and receivables are subsequently carried at
amortised cost using the effective interest method.

Gains or losses arising from changes in the fair value of the “financial
assets at fair value through profit or loss’ category are presented in
the consolidated income statement within ‘other gains — net’ in the
period in which they arise. Dividend income from financial assets
at fair value through profit or loss is recognised in the consolidated
income statement as part of other gains when the Group’s right to
receive payments is established.

Changes in the fair value of monetary and non-monetary securities
classified as available-for-sale are recognised in other comprehensive

income.

When securities classified as available-for-sale are sold or impaired,
the accumulated fair value adjustments recognised in equity are
included in the consolidated income statement as ‘gains and losses
from investment securities’.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

2 Summary of Significant Accounting Policies 2 FES:BEME (&)
(Continued)

2.11 Financial assets (Continued) 211ERMEE (8)

2.11.2 Recognition and measurement (Continued) 2112 R M & (&)
Interest on available-for-sale securities calculated using the effective A EEAFFAERR A EHF S 4R
interest method is recognised in the consolidated income statement Al R NER A E MY a5 - R A
as part of other gains. Dividends on available-for-sale equity Em TANRKRE  EXSERIMAEBRIEN
instruments are recognised in the consolidated income statement PERTETE B - fE4R A W R TR B E M=
as part of other gains when the Group’s right to receive payments is Bt o
established.

2.12 Offsetting financial instruments 212 EER T A
Financial assets and liabilities are offset and the net amount ERETEAMTENTKIEEERRE LE
reported in the statement of financial position when there is a legally BERFEAELEEARAREREENEER
enforceable right to offset the recognised amounts and there is B eREEMAER EABERE WEMHE
an intention to settle on a net basis, or realise the asset and settle AR R IR E HF R VA TE AT A TREFI NS AT
the liability simultaneously. The legally enforceable right must not KRB BENEBRAIEESEFBREER
be contingent on future events and must be enforceable in the RATSHEFHELN BT EEHBER RS
normal course of business and in the event of default, insolvency or AT

bankruptcy of the Company or the counterparty.

2.13Impairment of financial assets 213 REERE

(a) Assets carried at amortised cost (@) NEHERARIERNEE
The Group assesses at the end of each reporting period whether AEBREGERERRTHEREFTEREEE
there is objective evidence that a financial asset or group of financial BHE—SREESIR —oRmEEAL TR
assets is impaired. A financial asset or a group of financial assets is B - RAEEGEREZEERNRAABNER
impaired and impairment losses are incurred only if there is objective BEREFE —TFAEZREMHEHHIRRE ([
evidence of impairment as a result of one or more events that BEIHE]) Mz (%) BIEEREZIAL
occurred after the initial recognition of the asset (a ‘loss event’) and ZHEMEEMNGIRRIBEREBRHTE
that loss event (or events) has an impact on the estimated future AIAR] SEfhat BN e RIEE e REE EM
cash flows of the financial asset or group of financial assets that can FHEHIRREREEREEE-

be reliably estimated.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

2 Summary of Significant Accounting Policies 2 FES:BEME (&)

(Continued)

2.13Impairment of financial assets (Continued)

(@)

Assets carried at amortised cost (Continued)

Evidence of impairment may include indications that the debtors or a
group of debtors is experiencing significant financial difficulty, default
or delinquency in interest or principal payments, the probability that
they will enter bankruptcy or other financial reorganisation, and where
observable data indicate that there is a measurable decrease in the
estimated future cash flows, such as changes in arrears or economic
conditions that correlate with defaults.

For loans and receivables category, the amount of the loss is
measured as the difference between the asset’s carrying amount
and the present value of estimated future cash flows (excluding
future credit losses that have not been incurred) discounted at the
financial asset’s original effective interest rate. The carrying amount
of the asset is reduced and the amount of the loss is recognised
in the consolidated income statement. If a loan or held-to-maturity
investment has a variable interest rate, the discount rate for
measuring any impairment loss is the current effective interest rate
determined under the contract. As a practical expedient, the Group
may measure impairment on the basis of an instrument’s fair value
using an observable market price.

If, in a subsequent period, the amount of the impairment loss
decreases and the decrease can be related objectively to an
event occurring after the impairment was recognised (such as
an improvement in the debtor’s credit rating), the reversal of
the previously recognised impairment loss is recognised in the
consolidated income statement.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

2 Summary of Significant Accounting Policies 2 FES:BEME (&)

(Continued)

2.13Impairment of financial assets (Continued)

(b)

Assets classified as available-for-sale

The Group assesses at the end of each reporting period whether
there is objective evidence that a financial asset or a group of
financial assets is impaired.

For debt securities, if any such evidence exists the cumulative loss
— measured as the difference between the acquisition cost and the
current fair value, less any impairment loss on that financial asset
previously recognised in profit or loss — is removed from equity and
recognised in profit or loss. If, in a subsequent period, the fair value
of a debt instrument classified as available-for-sale increases and the
increase can be objectively related to an event occurring after the
impairment loss was recognised in profit or loss, the impairment loss
is reversed through the consolidated income statement.

For equity investments, a significant or prolonged decline in the fair
value of the security below its cost is also evidence that the assets
are impaired. If any such evidence exists the cumulative loss —
measured as the difference between the acquisition cost and the
current fair value, less any impairment loss on that financial asset
previously recognised in profit or loss — is removed from equity
and recognised in profit or loss. Impairment losses recognised in
the consolidated income statement on equity instruments are not
reversed through the consolidated income statement.

2.14 Derivative financial instruments

Derivatives are initially recognised at fair value on the date a derivative
contract is entered into and are subsequently remeasured at their fair
value. The method of recognising the resulting gain or loss depends
on whether the derivative is designated as a hedging instrument,
and if not, the gain or loss from fair value change is recognised
immediately in the consolidated income statement within ‘other gains
- net’.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

2 Summary of Significant Accounting Policies 2 FES:BEME (&)
(Continued)
2157 K

2.15Inventories

Inventories are stated at the lower of cost and net realisable value. GFEEKAR A F IR FERENEREESIER

Cost is determined using the weighted average method. The cost of
finished goods and work-in-progress comprises design costs, raw
materials, direct labour, other direct costs and related production
overheads (based on normal operating capacity). It excludes
borrowing costs. Net realisable value is the estimated selling price
in the ordinary course of business, less applicable variable selling
expenses.

2.16 Trade and other receivables

Trade receivables are amounts due from customers for merchandise
sold in the ordinary course of business. If collection of trade and
other receivables is expected in one year or less (or in the normal
operating cycle of the business if longer), they are classified as
current assets. If not, they are presented as non-current assets.

Trade and other receivables are recognised initially at fair value and
subsequently measured at amortised cost using the effective interest
method, less allowance for impairment.

2.17 Cash and cash equivalents

In the consolidated statement of cash flows, cash and cash
equivalents include cash in hand, deposits held at call with banks,
other short-term highly liquid investments with original maturities of
three months or less.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

2 Summary of Significant Accounting Policies 2 FES:BEME (&)
(Continued)

2.18 Share capital 2.18 g 7

Ordinary shares are classified as equity.

Incremental costs directly attributable to the issue of new shares
or options are shown in equity as a deduction, net of tax, from the
proceeds.

2.19Trade payables

Trade payables are obligations to pay for goods or services that have
been acquired in the ordinary course of business from suppliers.
Trade payables are classified as current liabilities if payment is due
within one year or less (or in the normal operating cycle of the
business if longer). If not, they are presented as non-current liabilities.

Trade payables are recognised initially at fair value and subsequently
measured at amortised cost using the effective interest method.

2.20 Borrowings

Borrowings are recognised initially at fair value, net of transaction
costs incurred. Borrowings are subsequently carried at amortised
cost; any difference between the proceeds (net of transaction costs)
and the redemption value is recognised in the consolidated income
statement over the period of the borrowings using the effective
interest method.

Fees paid on the establishment of loan facilities are recognised as
transaction costs of the loan to the extent that it is probable that
some or all of the facility will be drawn down. In this case, the fee
is deferred until the draw-down occurs. To the extent there is no
evidence that it is probable that some or all of the facility will be
drawn down, the fee is capitalised as a pre-payment for liquidity
services and amortised over the period of the facility to which it
relates.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

2 Summary of Significant Accounting Policies 2 FES:BEME (&)
(Continued)

2.20 Borrowings (Continued) 22055k (4&)

Borrowings are removed from the balance sheet when the obligation
specified in the contract is discharged, cancelled or expired. The
difference between the carrying amount of a financial liability that
has been extinguished or transferred to another party and the
consideration paid, including any non-cash assets transferred or
liabilities assumed, is recognised in profit or loss as other income or
finance costs.

Borrowings are classified as current liabilities unless the Group has
an unconditional right to defer settlement of the liability for at least 12
months after the end of the reporting period.

2.21 Borrowings Costs

General and specific borrowing costs directly attributable to the
acquisition, construction or production of qualifying assets, which are
assets that necessarily take a substantial period of time to get ready
for their intended use or sale, are added to the cost of those assets,
until such time as the assets are substantially ready for their intended
use or sale.

All other borrowing costs are recognised in profit or loss in the period
in which they are incurred.

2.22 Current and deferred income tax

The tax expense for the year comprises current and deferred tax.
Tax is recognised in the consolidated income statement, except to
the extent that it relates to items recognised in other comprehensive
income or directly in equity. In this case the tax is also recognised in
other comprehensive income or directly in equity, respectively.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

2 Summary of Significant Accounting Policies 2 FES:BEME (&)
(Continued)

2.22 Current and deferred income tax (Continued) 22 EHIRIEEFTBH (&)

(@) Current income tax (@ EBEBHIFMBH
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The current income tax charge is calculated on the basis of the tax
laws enacted or substantively enacted at the end of the reporting
period in the countries where the Company’s subsidiaries and
associates operate and generate taxable income. Management
periodically evaluates positions taken in tax returns with respect
to situations in which applicable tax regulation is subject to

(b)

interpretation. It establishes provisions where appropriate on the

basis of amounts expected to be paid to the tax authorities.

Deferred income tax

Inside basis differences

Deferred income tax is recognised, using the liability method,
on temporary differences arising between the tax bases
of assets and liabilities and their carrying amounts in the
consolidated financial statements. However, deferred tax
liabilities are not recognised if they arise from initial recognition
of an asset or liability in a transaction other than a business
combination that at the time of the transaction affects neither
accounting nor taxable profit or loss. Deferred income tax is
determined using tax rates (and laws) that have been enacted
or substantively enacted by the end of the reporting period and
are expected to apply when the related deferred income tax
asset is realised or the deferred income tax liability is settled.

Deferred income tax assets are recognised only to the extent
that it is probable that future taxable profit will be available
against which the temporary differences can be utilised.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

2 Summary of Significant Accounting Policies 2 FES:BEME (&)
(Continued)

2.22 Current and deferred income tax (Continued)

(b)

(c)

Deferred income tax (Continued)

(i)

Qutside basis differences

Deferred income tax liabilities are provided on taxable
temporary differences arising from investments in subsidiaries
and associates, except for deferred income tax liability where
the timing of the reversal of the temporary difference is
controlled by the Group and it is probable that the temporary
difference will not reverse in the foreseeable future. Generally
the Group is unable to control the reversal of the temporary
difference for associates. Only where there is an agreement in
place that gives the Group the ability to control the reversal of
the temporary difference not recognised.

Deferred income tax assets are recognised on deductible
temporary differences arising from investments in subsidiaries
and associates only to the extent that it is probable the
temporary difference will reverse in the future and there is
sufficient taxable profit available against which the temporary
difference can be utilised.

Offsetting

Deferred income tax assets and liabilities are offset when there is a

legally enforceable right to offset current tax assets against current

tax liabilities and when the deferred income taxes assets and liabilities

relate to income taxes levied by the same taxation authority on

either the taxable entity or different taxable entities where there is an

intention to settle the balances on a net basis.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

2 Summary of Significant Accounting Policies 2 FES:BEME (&)

(Continued)

2.23Employee benefits

(@)

(b)

Retirement benefits obligation

The Group has arranged for its Hong Kong employees to join the
Mandatory Provident Fund Scheme (the “MPF Scheme”), a defined
contribution scheme managed by an independent trustee.

The Group’s subsidiaries incorporated in the PRC make contributions
to a state-sponsored defined contribution scheme for the Group’s
local staff on a monthly basis pursuant to laws of the PRC and
relevant regulations issued by local social security authorities.

The Group’s contributions to the defined contribution retirement
schemes are expensed as incurred.

The Group has no further payment obligations once the contributions
have been paid.

Termination benefits

Termination benefits are payable when employment is terminated
by the Group before the normal retirement date, or whenever an
employee accepts voluntary redundancy in exchange for these
benefits. The Group recognises termination benefits at the earlier
of the following dates: (a) when the Group can no longer withdraw
the offer of those benefits; and (b) when the entity recognises costs
for a restructuring that is within the scope of HKAS 37 and involves
the payment of termination benefits. In the case of an offer made
to encourage voluntary redundancy, the termination benefits are
measured based on the number of employees expected to accept
the offer. Benefits falling due more than 12 months after the end of
the reporting period are discounted to their present value.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e MR RME

2 Summary of Significant Accounting Policies 2 FES:BEME (&)

(Continued)
2.23 Employee benefits (Continued)
() Employee leave entitlements

Employee entitlements to annual leave are recognised when they
accrue to employees. A provision is made for the estimated liability
for annual leave as a result of services rendered by employees up to
the end of reporting period.

Employee entitlements to sick leave and maternity leave are not
recognised until the time of leave.

2.24 Share-based payments
(@) Equity-settled share-based payment transactions

The Group operates a number of equity-settled, share-based
compensation plans, under which the entity receives services from
employees as consideration for equity instruments (options) of the
Group. The fair value of the employee services received in exchange
for the grant of the options is recognised as an expense. The total
amount to be expensed is determined by reference to the fair value of
the options granted:

° including any market performance conditions (for example, an
entity’s share price);

° excluding the impact of any service and non-market
performance vesting conditions (for example, profitability, sales
growth targets and remaining an employee of the entity over a
specified time period); and

o including the impact of any non-vesting conditions (for
example, the requirement for employees to save).

Non-market performance and service conditions are included in
assumptions about the number of options that are expected to vest.
The total expense is recognised over the vesting period, which is the
period over which all of the specified vesting conditions are to be
satisfied.

] 26 Welling Holding Limited « BEZERERAE

223 EERA

©

EERBER
BENFRESERARFZRERER &

AR B NEE R E BRI AR TS M E L/
FRIGFTEEFLERE

1B B A A i s ME R RAT T ERERR

224\ IR IP R ER A
(@) LUERSHURGAERNZS

AEBREZRAEmER  ARD SERN
WEET 8 RiIEZEA 8 TRUWEVE B MR
BMERASERETA (HE)HRE-EE
RREVER T MR RIS R R EEER
REM - BERERANESHESEMREEN
NRBEEE:

o  BREMWMSEGEGME (PR

B):

o

o TEIBREMRBIIET S EE R TR
f (PlmBFIE S - HER R B RIER
EXFERHABTCER OFE R

.« OEEFFATEET PIORERE
wE mYE.

IS RBMRB G R E R T#
MRS ENRERT - BRANASBEITED
WHER - TTREEIE BT A A R E AT TR IR
HHAR -



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

2 Summary of Significant Accounting Policies 2 FES:BEME (&)

(Continued)

2.24 Share-based payments (Continued)

(@)

(b)

Equity-settled share-based payment transactions
(Continued)

At the end of each reporting period, the Group revises its estimates
of the number of options that are expected to vest based on the
non-marketing performance and service conditions. It recognises the
impact of the revision to original estimates, if any, in the consolidated
income statement, with a corresponding adjustment to equity.

In addition, in some circumstances employees may provide services
in advance of the grant date and therefore the grant date fair value
is estimated for the purposes of recognising the expense during the
period between service commencement period and grant date.

When the options are exercised, the Company issues new shares.
The proceeds received net of any directly attributable transaction
costs are credited to share capital.

Share-based payment transactions among group entities

The grant by the Company’s ultimate holding company of
options over its equity instruments to the employees of subsidiary
undertakings in the Group is treated as a capital contribution. The fair
value of employee services received, measured by reference to the
grant date fair value, is recognised over the vesting period as share-
based payment expenses, with a corresponding credit to equity.

2.25Provisions

Provisions are recognised when the Group has a present legal or
constructive obligation as a result of past events; it is probable that
an outflow of resources will be required to settle the obligation;
and the amount has been reliably estimated. Provisions are not
recognised for future operating losses.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e MR RME

2 Summary of Significant Accounting Policies
(Continued)

2.25Provisions (Continued)

Where there are a number of similar obligations, the likelihood that
an outflow will be required in settlement is determined by considering
the class of obligations as a whole. A provision is recognised even if
the likelihood of an outflow with respect to any one item included in
the same class of obligations may be small.

Provisions are measured at the present value of the expenditures
expected to be required to settle the obligation using a pre-tax rate
that reflects current market assessments of the time value of money
and the risks specific to the obligation. The increase in the provision
due to passage of time is recognised as interest expense.

2.26 Financial guarantees

Financial guarantees are contracts that require the issuer to make
specified payments to reimburse the holder for a loss it incurs
because a specified debtor fails to make payments when due, in
accordance with the terms of a debt instrument. Such financial
guarantees are given to banks, financial institutions and other bodies
on behalf of associates to secure loans, overdrafts and other banking
facilities.

Financial guarantees are initially recognised in the financial statements
at fair value on the date the guarantee was given. The fair value
of a financial guarantee at the time of signature is zero because
all guarantees are agreed on arm’s length terms and the value of
the premium agreed corresponds to the value of the guarantee
obligation. No receivable for the future premiums is recognised.
Subsequent to initial recognition, the Company’s liabilities under such
guarantees are measured at the higher of the initial amount and the
best estimate of the amount required to settle the guarantee. These
estimates are determined based on experience of similar transactions
and history of past losses, supplemented by the judgement of
management. Any increase in the liability relating to guarantees is
reported in the consolidated income statement within other operating
expenses.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

2

Summary of Significant Accounting Policies
(Continued)

2.26 Financial guarantees (Continued)

Where guarantees in relation to loans of the associates are
provided for no compensation, the fair values are accounted for as
contributions and recognised as part of the cost of the investment in
the financial statements of the Group.

2.27 Revenue recognition

(@)

(b)

Revenue is measured at the fair value of the consideration received
or receivable, and represents amounts receivable for goods supplied,
stated net of discounts returns and value-added taxes. The Group
recognises revenue when the amount of revenue can be reliably
measured; when it is probable that future economic benefits will
flow to the entity; and when specific criteria have been met for each
of the Group’s activities, as described below. The Group bases its
estimates of return on historical results, taking into consideration the
type of customer, the type of transaction and the specifics of each
arrangement.

Sales of finished goods and raw materials

Sales of finished goods and raw materials are recognised when an
entity has delivered products to the customer, the customer has
accepted the products and collectibility of the related receivables is
reasonably assured.

Interest income

Interest income is recognised using the effective interest method.
When a receivable is impaired, the Group reduces the carrying
amount to its recoverable amount, being the estimated future cash
flow discounted at original effective interest rate of the instrument,
and continues unwinding the discount as interest income. Interest
income on impaired loans and receivables are recognised using the
original effective interest rate.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

2 Summary of Significant Accounting Policies 2 FES:BEME (&)

(Continued)

2.27 Revenue recognition (Continued)

(©

(d)

Dividend income

Dividend income is recognised when the right to receive payment is
established.

Rental income

Rental income is recognised in the consolidated income statement
on a straight-line basis over the term of the lease.

2.28 Operating leases

Leases in which a significant portion of the risks and rewards of
ownership are retained by the lessor are classified as operating
leases. Payments made under operating leases (net of any incentives
received from the lessor) are expensed in the consolidated income
statement on a straight-line basis over the period of the lease.

2.29 Government grants

Grants from the government are recognised at their fair value where
there is a reasonable assurance that the grant will be received and
the Group will comply with all attached conditions.

Government grants relating to costs are deferred and recognised
in the consolidated income statement over the period necessary to
match them with the costs that they are intended to compensate.

Government grants relating to property, plant and equipment are
included in non-current liabilities as deferred government grants and
are credited to the consolidated income statement on a straight-line
basis over the expected lives of the related assets.

] 30 Welling Holding Limited « BEZERERAE

22T AFERR (1])
() BREWA

P B AT S RSB 22 8 B E B R

(d HELWA
HEWARGERERNZHEBUE S AR

228K EHE
FLEERE 2 B REn BB & B h AR
ZHE IR ETHE - ARIBCETRE (0B
AL F 2 EMER)EL 2 UL
B ENRE MR T -

2.29 BT 78 B

BREAAIRRER T EEBUT /A i AKE
MAEMBMEETE  AIgRAEERZK
FEER {2 FBAh

BERK AN B 2 R RR AR ABR - 000 B A
BZAB A ZFHHRELR S WK P
B BB MR EE R B HEERIET
BUSMRET ASERE B E  WikAR & ETEH
BrAERERGEARBER AR



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

2

Summary of Significant Accounting Policies
(Continued)

2.30Dividend distribution

3.1

(@)

Dividend distribution to the Company’s shareholders is recognised
as a liability in the Group’s and the Company’s financial statements
in the period in which the dividends are approved by the Company’s
shareholders or directors, where appropriate.

Financial Risk Management
Financial risk factors

The Group’s activities expose it to a variety of financial risks: market
risk (including foreign exchange risk, cash flow and fair value interest
rate risk and price risk), credit risk, liquidity risk and concentration
risk. The Group’s overall risk management programme focuses
on the unpredictability of financial markets and seeks to minimise
potential adverse effects on the Group’s financial performance. The
Group uses derivative financial instruments to hedge certain risk
exposures.

Market risk
(i) Foreign exchange risk

The Group exposes to foreign exchange risks as certain
portion of its business activities are denominated in foreign
currencies, primarily with respect to the HK$, the United States
dollar (‘USD”) and the Euro (“EUR”).

To manage their foreign exchange risks arising from future
commercial transactions, entities in the Group enter into
forward contracts, transacted with the commercial banks. The
directors are of the view that the Group’s exposure to foreign
exchange risk is manageable.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

3 Financial Risk Management (Continued)

3.1 Financial risk factors (Continued)

(@)

Market risk (Continued)

U)

(i)

Foreign exchange risk (Continued)

At 31 December 2016, if the HK$ has weakened/strengthened
by 5% against the RMB with all other variables held constant,
the post-tax profit for the year would have been HK$51,000
(2015: HK$226,000) lower/higher, mainly as a result of foreign
exchange losses/gains on translation of HK$-denominated
cash and cash equivalents, other receivables and other
payables.

At 31 December 2016, if the USD has weakened/strengthened
by 5% against the RMB with all other variables held
constant, the post-tax profit for the year would have been
HK$55,207,000 (2015: HK$18,403,000) lower/higher, mainly
as a result of foreign exchange losses/gains on translation of
USD-denominated cash and cash equivalents, trade and other
receivables, trade and other payables.

At 31 December 2016, if the EUR has weakened/strengthened
by 5% against the RMB with all other variables held
constant, the post-tax profit for the year would have been
HK$10,629,000 (2015: HK$6,056,000) lower/higher, mainly
as a result of foreign exchange losses/gains on translation of
EUR-denominated cash and cash equivalents, trade and other
receivables, trade and other payables.

Cash flow and fair value interest rate risk
As the Group has no significant interest-bearing assets, the

Group’s income and operating cash flows are substantially
independent of changes in market interest rates.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

3 Financial Risk Management (Continued)

3.1 Financial risk factors (Continued)

(@)

Market risk (Continued)

(i)

(i)

Cash flow and fair value interest rate risk (Continued)

The Group’s interest rate risk arises from short-term
borrowings. All the borrowings obtained at variable rates
expose the Group to cash flow interest rate risk. As at 31
December 2016 and 2015, the Group did not have any long-
term borrowings.

The Group’s amounts due from/(to) related parties were issued
at interest free, and expose the Group to fair value interest rate
risk.

The directors are of the view that the interest rate risk is not
material as at 31 December 2016.

Price risk

The Group exposes to commodity price risk, mainly due to
the fluctuations in prices of copper and aluminium, which are
key raw materials to the Group’s products. The price risk due
to copper and aluminium is reduced through the derivatives
market and through certain clause in contracts with our
customers to enable the Group to have the flexibility to pass
the increases in raw material costs to the customers.

At 31 December 2016, if the copper and aluminium price had
been 5% higher/lower with other variables held constant, the
post-tax profit for the year would have been of HK$10,413,000
(2015: HK$9,211,000) higher/lower, representing the change in
fair value of copper and aluminium derivatives at the end of the
reporting period.

The Group is not exposed to equity securities price risk.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

3.1

(b)

Financial Risk Management (Continued)
Financial risk factors (Continued)
Credit risk

The Group has no significant concentrations of credit risk. Credit
risk arises from cash and cash equivalents, pledged bank deposits,
derivative financial instruments, available-for-sale financial assets, due
from related parties and trade and other receivables.

For cash and cash equivalents, pledged bank deposits, derivative
financial instruments and available-for-sale financial assets,
management manages the credit risk by transacting with state-
owned financial institutions and reputable commercial banks. The
maximum exposure to the credit risk before collateral held or other
credit enhancements relating to cash and cash equivalents, pledged
bank deposits, derivative financial instruments and available-for-sale
financial assets, were their carrying value as disclosed in note 16,
note 15, note 22 and note 12, respectively, as at 31 December 2016
and 2015.

For trade and other receivables and due from related parties, the
credit quality of the counterparties is assessed by taking into account
their financial position, credit history and other factors. Individual
credit limits are set based on the assessment of the credit quality.
Given the constant repayment history, the directors are of the view
that the risk of default by these counterparties is low.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e MR RME

3 Financial Risk Management (Continued) 3
3.1 Financial risk factors (Continued) 3.1
(b) Credit risk (Continued) (b)

For financial guarantees provided for the associates, the Group
monitors the credit quality of the associates by taking into account
their financial position and business development plan. During the
year, the associates was disposed and the financial guarantees
provided for the associates were released.

BRREREE (H)
BEEREE (&)

EERR (&)
ARAREARERARENBEER A%
BB B S NI RR RS R R A

RUBEEEGRER NAFE BEQFE
HE - MABERRREHNOBE R

2016 2015
HK$’000 HK$'000
BT T BT T
Face value Face value
HE HE
Financial guarantees BhE R
— bank loans drawn (note 34) — BRBERTTE R (MI5E34) - 179,045
(c) Liquidity risk () RBEZRAR

Liquidity risk management includes maintaining sufficient cash
balance, the availability of funding from an adequate amount
of committed credit facilities and the ability to close out market
positions.

RBECRRERBIEEFTRRESER K
ESNEEREBEEENENES MRBTIES
R\ 2 BE
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e R

3 Financial Risk Management (Continued) 3 HERKRER (&)

3.1 Financial risk factors (Continued) 31 BIEREZE (&)

(c) Liquidity risk (Continued) () RBESLEAMR (&)
The table below analyses the Group’s non-derivative financial TROMAEERREHRES O H B
liabilities and net-settled financial derivative financial liabilities into THAMEBRBEIREN DB IETESRBE
relevant maturity groupings based on the remaining period at the end MFHEECRITEMBAEFE - RPTIRE
of the reporting period to the contractual maturity date. The amounts ZEBEIEHNARUBRREME -

disclosed in the table are the contractual undiscounted cash flows.

Less than Between Over
1year 1 and 2 years 2 years
1ETF 156228 2F Bk
HK$'000 HK$’000 HK$'000
BT BT T BT
At 31 December 2016 HK2016512H31H
Trade and other payables ESREMERR 2,611,834 - -
At 31 December 2015 M2015512H431H
Borrowings EEA 20,731 - -
Trade and other payables B REAMEMNK 2,989,166 - -
Derivative financial instruments PTEEmI A 7,751 - -
Principal amount of financial guarantees BMEEREAS
— bank loans drawn — BREERITER 179,045 - -
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

3.2

Financial Risk Management (Continued)
Capital management

The Group'’s objectives when managing capital are to safeguard the
Group’s ability to continue as a going concern in order to provide
returns for shareholders and benefits for other stakeholders and to
maintain an optimal capital structure to reduce the cost of capital.

In order to maintain or adjust the capital structure, the Group may
adjust the amount of dividends paid to shareholders, return capital to
shareholders, issue new shares or sell assets to reduce debt.

Consistent with others in the industry, the Group monitors capital
on the basis of the gearing ratio. The Group’s strategy for the year
ended 31 December 2016 was to maintain a gearing ratio under
75% or had a net cash position. This ratio was calculated as net debt
divided by total equity. Net debt is calculated as total borrowings less
pledged bank deposits and cash and cash equivalents. As the Group
was in a net cash position as at 31 December 2016 and 2015,

3

3.2

MHEREER (F)
EXEHE

AREZERER AR RRERREREL
BN ARBERE R - B FREEM
BHEBEAZNE W REZERERBA
I E AL

REFSABRERNGE ARE AR
FRRABE - NP BRRARAE R 1T
0 3k & B PARUK &5

\|

HERNEMAR & AEBEFMAEXRAGL
REERH BN AREBEE20165F12H831H Lk
FENRBARFERE B EENTE%IE
ZFHRE MR o b b IR REBFRER AR
MR E - BEFREREREERABERR
THEFNREEMReFEBYE ARAEE
20164 K£20155F12 A31 HERFIR AR -

gearing ratio was not applicable. BEABBELERIEA -
2016 2015
HK$’000 HK$'000
BT T BT
Cash and cash equivalents (note 16) ReRBEFEY (WHT16) 1,661,429 1,236,209
Pledged bank deposits BERITER 36,790 76,960
Less: Total borrowings (note 23) W B R ARRE (f5E23) - (20,650)
Net cash ReFR 1,698,219 1,292,519
Total equity e 4,555,125 4,401,801
Gearing ratio (%) BB ELE (%) N/ATiE H N/AT &
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e MR RME

3 Financial Risk Management (Continued) 3 HERKRER (&)
3.3 Fair value estimation 3.3 DAEEME

The table below analyses financial instruments carried at fair value, by TRERBEES L DWRARLEBEARZ

valuation method. The different levels have been defined as follows: SRIT R - TRSHTEMT:

o Quoted prices (unadjusted) in active markets for identical . HREERBEZ/ERMS®RE (KK
assets or liabilities (level 1). HE) (B—)-

o Inputs other than quoted prices included within level 1 that are . BEREEE R ZREN EEREE
observable for the asset or liability, either directly (that is, as A EREE (AMER) EE (BRE
prices) or indirectly (that is, derived from prices) (level 2). EBRE)MASIE (E24)

. Inputs for the asset or liability that are not based on observable . WIFRBAIBRMISERMETCEAE
market data (that is, unobservable inputs) (level 3). BBz AR (ATTEE2HA

HiE) (B=4) -
The following table presents the Group’s financial assets that are TEREFNAEEN2016F12A31BIZANREE
measured at fair value as at 31 December 2016. ArECEREE-
Level 1 Level 2 Level 3 Total
E—& E-& E=R Fohy
HK$’000 HK$’000 HK$’000 HK$’000
BET T BET T BET T BET T
Assets BE
Financial assets at fair value RARBEFEEHEH
through profit or loss FTABBRZEREE

Derivative financial instruments PTESRT A

— Commodity futures contracts — BEEREY 89 - - 89

— Foreign exchange forward contracts ~ — #MNERHIA 4 - 5,390 - 5,390

Available-for-sale financial assets Tt HELHMEE

— Wealth management products - EEEER - 1,123,535 - 1,123,535

— Equity investments — RERE - - 122,936 122,936
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e R

3 Financial Risk Management (Continued) 3 HXEKRERE(E)

3.3 RABEEME (&)

3.3 Fair value estimation (Continued)

The following table presents the Group’s financial assets and liabilities TREVNAEEMN2015F12 431 IR QA EE

that are measured at fair value as at 31 December 2015. ATECERMEERAR.
Level 1 Level 2 Level 3 Total
E—M FM F=1 FE
HK$'000 HK$'000 HK$'000 HK$'000
BT BT AT AT
Assets gE
Financial assets at fair value BEAAEEFEEHES
through profit or loss FFABRCEREE
Derivative financial instruments fTHEemIA
— Commodity futures contracts - HEEMEN 7,963 - - 7,963
— Foreign exchange forward contracts ~ — YMNERHIE ) - 1,286 - 1,286
Available-for-sale financial assets A #HESHEE
— Wealth management products - MEEHEMD - 720,857 - 720,857
— Equity investments — RERE - - 120,306 120,306
Liabilities =R
Financial liabilities at fair value ROABEFEEHSH
through profit or loss SABRBCERAR
Derivative financial instruments TEeRIA
— Commodity futures contracts - HEEMEH 1,688 - - 1,688
— Foreign exchange forward contracts ~ — #MNERHE& 4 - 6,063 - 6,063

There were no transfers between level 1 and level 2 during the year.

FA E-MEAF R EHBEREEE-
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e R

3.3

(@)

(b)

Financial Risk Management (Continued)
Fair value estimation (Continued)
Financial instruments in level 1

The fair value of financial instruments traded in active markets is
based on quoted market prices at the end of reporting period. A
market is regarded as active if quoted prices are readily and regularly
available from an exchange, dealer, broker, industry group, pricing
service, or regulatory agency, and those prices represent actual
and regularly occurring market transactions on an arm’s length
basis. The quoted market price used for financial assets held by the
Group is the current bid price. These instruments are included in
level 1. Instruments included in level 1 comprise commodity futures
contracts.

Financial instruments in level 2

The fair value of financial instruments that are not traded in an
active market (for example, foreign exchange forward contracts)
is determined by using valuation techniques. These valuation
techniques maximise the use of observable market data where it is
available and rely as little as possible on entity specific estimates. If all
significant inputs required to fair value an instrument are observable,
the instrument is included in level 2.

If one or more of the significant inputs is not based on observable
market data, the instrument is included in level 3.

The fair value of foreign exchange forward contracts is determined
using forward exchange rates at the balance sheet date, with the
resulting value discounted back to present value.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e EHRRME
3 Financial Risk Management (Continued) 3 HERKRER (&)
3.3 Fair value estimation (Continued) 3.3 DAEEME (&)
(c) Financial instruments in level 3 () HE=#HhemTIA
The following table presents the changes in level 3 instruments for T&REHEZ2015F %2016F 12431 B LF/E
the year ended 31 December 2015 and 2016: FoMTAEE):
Available-for-sale
financial assets
AHHESREE
HK$'000
BT T
At 1 January 2015 720151 A1H 118,678
Net gains transferred to equity FW R E R E S 8,900
Currency translation differences INEEYTE R (7,272)
At 31 December 2015 H2015%12H31H 120,306
At 1 January 2016 720161 A1H 120,306
Net gains transferred to equity FREE RS 10,707
Currency translation differences SNEE YT B =R (8,077)
At 31 December 2016 201612 A31H 122,936
If the fair value of equity investments would be shifted by 10%, IR E 2 A A BEERE10%  AlEHERE
the impact on the net gains transferred to equity would be M 2 R W 5 B S i E1,071,0007T ©

HK$1,071,000.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

)

4.1

(@)

BA RS R AR AL

Critical Accounting Estimates and
Judgments

Estimates and judgments are continually evaluated and are based
on historical experience and other factors, including expectations
of future events that are believed to be reasonable under the
circumstances.

Critical accounting estimates and assumptions

The Group makes estimates and assumptions concerning the future.
The resulting accounting estimates will, by definition, seldom equal
the related actual results. The estimates and assumptions that have
a significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities within the next financial year are
addressed below.

Estimated impairment of goodwill

The Group tests annually whether goodwill has suffered any
impairment, in accordance with the accounting policy stated in note
2.9.1. The recoverable amounts of cash-generating units have been
determined based on value-in-use calculations. These calculations
require the use of certain key assumptions (note 9). Changing in such
key assumptions selected by management, including the discount
rates or the growth rate assumptions, could materially affect the net
present value used in the impairment test.

If the estimated pre-tax discount rate applied to the discounted cash
flows for the CGU of GD Welling and Changzhou Welling had been
2% and 7% higher than management’s estimates respectively, the
recoverable amount of goodwill would be lower than its carrying
amount and impairment of goodwill would be recognised.

If the estimated gross margin of the CGU of GD Welling and
Changzhou Welling had been 2% and 1% lower than management’s
estimates respectively, the recoverable amount of goodwill would be
lower than its carrying amount and impairment of goodwill would be
recognised.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

4.1

(a)

(b)

(©

Critical Accounting Estimates and
Judgments (Continued)

Critical accounting estimates and assumptions
(Continued)

Estimated impairment of goodwill (Continued)

If the growth rate of the CGU of GD Welling and Changzhou
Welling had been 5% and 1% lower than management’s estimates
respectively, the recoverable amount of goodwill would be lower than
its carrying amount and impairment of goodwill would be recognised.

Income taxes

Significant judgement is required in determining the provision for
income tax. There are many transactions and calculations for which
the ultimate determination is uncertain during the ordinary course of
business. Where the final tax outcome of these matters is different
from the amounts that were initially recorded, such difference will
impact the income tax and deferred tax provision in the period in
which such determination is made.

Useful lives adopted for the calculation of depreciation of
property, plant and equipment

The estimate of useful lives of property, plant and equipment was
made by the management with reference to the established industry
practices, technical assessments made on the durability of the
assets, as well as the historical magnitude and trend of repair and
maintenance expenses incurred by the Group. It could change
significantly as a result of technical innovations and competitor
actions in responses to severe industry cycles.

If the estimated useful lives of property, plant and equipment
had been higher/lower by 10% from management’s estimates,
the depreciation charge would have decreased/increased by
HK$16,103,000 and HK$19,681,000 (2015: HK$17,156,000 and
HK$20,968,000), respectively.

4.1

(a)

(b)

(©

EEgsH AT RAE (&)

EESTHEF RER (#)

AR E LT ()

MERRENLEMNHERSEL S 2 IBREK
WEREEETE DRI A6%K1% &
W BIHE R E AR E - B B E S T AR

.
=7
s ©

FR&#H

EEMSHBEEFSEELEAHE -EAE
EBBRRET ZERGNFE KRR TIAETE
W AAHETE » fME % FEE BN REHIASRE S
VB EEMER ERERBTEARET
HAR Z P S TR SR AT R TR 4

TEYIZE - BB KR T E SR A Y A 6
=8

W B AR T I TR E SR
BESE 1T R IB 1 - 5 B A e BT
RSB B O TR R
S 1T o B TSR AR AT
FHTRBEOTRERRRTDTE LA
8-

WEME WEREEGET A ERFHRER
EET{EEHEM, R 10% ITERZES IR
/1 N7 #516,103,0007T & 74 #19,681,0007T
(2015%F : 3 #17,156,0007T K 7% #20,968,000
TT) e
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4.1

(d)

(e

Critical Accounting Estimates and
Judgments (Continued)

Critical accounting estimates and assumptions
(Continued)

Provision for impairment of inventories

Provision for impairment of inventories is based on the net realisable
value which is the selling price in the ordinary course of business,
less applicable variable selling expenses. The calculation of the net
realisable value is determined based on management’s estimates of
the selling price and variable selling expenses according to prevailing
market conditions.

The amount of impairment of inventories included in the consolidated
income statement for the year ended 31 December 2016 is
HK$2,963,000 (2015: HK$874,000).

Impairment of trade receivables

Management reviews its trade receivables for objective evidence
of impairment. Significant financial difficulties of the debtor, the
probability that the debtor will enter bankruptcy, and default or
significant delay in payments are considered as objective evidence
that a receivable is impaired. In determining this, management
makes judgments as to whether there is observable data indicating
that there has been a significant change in the payment ability of
the debtor, or whether there have been significant changes with
adverse effect on the market and economic environment in which the
debtor operates in. Where there is objective evidence of impairment,
management makes judgments as to whether an impairment loss
should be recorded as an expense.

Provision for impairment of trade receivables of the Group for
the year ended 31 December 2016 is HK$56,926,000 (2015:
HK$54,218,000).
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Segment information

The principal activities of the Group are the manufacturing,
distribution and selling of motors and electronic and electric
components for electrical household appliances in the PRC and

overseas.

In accordance with the Group'’s internal financial reporting provided
to the chief operating decision-maker, the board of directors, who
is responsible for allocating resources, assessing performance
of the operating segments and making strategic decisions, the
management considers the business from both business and
geographical perspectives. From business perspective, the Group
has only one business segment.

The Group is domiciled in the PRC. The Group’s revenue from
customers located in the PRC and outside PRC are presented as

follows:

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

2 EHER

AEE X BREHAEREREINYE 5
RHERRESERRETRERES

REAEERRTEES (NBESRER
AR E N RPRI S HIERBOAR 2 L EEE
REE) 2R BRE EREERRAINE
T RIS R 7 T BTSN - (e 7677 E R
B AREEE EXBHE-

AREBERNFE - ALK G+ BEEAREI
BEEZWARSIT

2016 2015
HK$’000 HK$'000
BET R BT

Revenue from customers in the PRC REFREREAER ZBA 5,592,416 5,606,554
Revenue from customers outside the PRC REAFRBEBINEF Z WA 2,362,044 2,433,812
7,954,460 8,040,366

Revenue is allocated based on the country in which customers are
located. No revenue derived from a single external customer has
exceeded 10% of the total revenue.

No geographical segment analysis on non-current assets is prepared
as substantially all of the Group’s assets were located in the PRC.

IR ARIER P RTEBR S B - B &R E B —5h
HE P B AG 42U AT0%IA £ -

AEEBRIBHEEMPNPE I BRI
BN EE 2 R D EBDHT o
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e RRMEE

6 Leasehold Land and Land Use Rights 6 HETHRITHFERARE
The Group’s interests in leasehold land and land use rights represent REBPAE T30 o T30 E A 2 B RTER
prepaid operating lease payments and their net book values are LEREFIE ARmFEINOT:

analysed as follows:

2016 2015

HK$’000 HK$'000

BT T BT T

Opening net book amount FYREFEE 197,646 215,212
Amortisation charge B (4,991) (5,213)
Currency translation differences SNEEIT B =5 (12,326) (12,353)

Closing net book amount FREmFE 180,329 197,646
At 31 December 2016 and 2015, no leasehold land and land use MR20164F K20156F12A31H » EEMAE L
rights have been pledged as security for the Group’s banking facilities N A thf BREVEAAREBBITEE 2R (K

(note 23). 523) ©
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7 Property, Plant and Equipment 7 ME-BERRE

Furniture, Electronic
fixtures and Plant and Motor and other Construction-
Buildings  decoration  machinery vehicles  equipment in-progress Total
B ETR
BF REREE HERES RE  HtRE W ERIR At
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BEFr  A¥Tr BETr  A%Tr BT BT AT
At 1 January 2015 201561418
Cost KA 557,916 30,536 1,198,633 28,218 132,686 90,904 2,038,893
Accumulated depreciation BitinE (162,635) (19,488) (499,904) (17,180) (93,007) - (792,214)
Net book amount REFE 395,281 11,048 698,729 11,038 39,679 90,904 1,246,679
Year ended 31 December 2015 HE2015512A31B L FE
Opening net book amount EERFE 395,281 11,048 698,729 11,038 39,679 90,904 1,246,679
Addtions HE 3,538 30,412 155,342 1,291 52,113 23,444 266,140
Currency translation differences NEREEE (21,958) (407) (35,527) (500) (1,651) (5,303) (65,346)
Disposals HE (8,099) (11,193 (46,585) (940) (2,425) (471) (64,709)
Transfers 3 3,755 433 76,059 - 5,995 (86,242) -
Depreciation ik (28,198 (6,065) (121,354) (3,663) (29,432) - (188,712)
Closing net book amount FREEZE 349,323 24,228 726,664 7,26 64,279 22332 1,194,052
At 31 December 2015 R2015612A31H
Cost AR 529,512 48,184 1,212,668 23,932 169,422 22,332 2,006,050
Accumulated depreciation ZEE (180,189 (23,956) (486,004) (16,706) (105,143 - (811,998)
Net book amount REFE 349,323 24,228 726,664 7,226 64,279 22,332 1,194,052
Year ended 31 December 2016 HE016F12A31BILFE
Opening net book amount FUREZE 349,323 24,228 726,664 7,226 64,279 22,332 1,194,052
Additions hE 224 3,012 39,815 627 30,780 27,366 101,824
Currency translation differences NEHEER (20,852) (1,389) (41,965) (341) (2,365) (1,417) (68,329)
Disposals HE (208) (228) (3,967) (191) (3,478) (37) (8,109)
Transfers EEp] 4,057 (6,717) 1,538 1,580 16,340 (16,798) -
Depreciation ik (28,059) (7,064) (98,743) (2,821) (40,441) - (177,128)
Closing net book amount FRERFE 304,485 11,842 623,342 6,080 65,115 31,446 1,042,310
At 31 December 2016 120168124318
Cost KA 495,515 35,314 1,154,090 23,979 198,307 31,446 1,938,651
Accumulated depreciation 2itiE (191,030) (23,472) (530,748) (17,899) (133,192 - (896,341)
Net book amount REFE 304,485 11,842 623,342 6,080 65,115 31446 1,042,310
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Property, Plant and Equipment (Continued) 7 Y% BERRE (&)
Depreciation charge of HK$146,591,000 (2015: HK$172,453,000) EITER P - B #146,591,0007T (20154 :
has been charged to cost of goods sold, HK$321,000 75 #172,453,0007T) EFF AHE E MK A
(2015: HK$606,000) to selling and marketing expenses, and 75 #321,0007T (20154 : /& #606,0007T) B
HK$30,216,000 (2015: HK$15,653,000) to administrative expenses. T ASHE RS RER - &B 130,216,000
7T (20154F : 7% #15,653,0007T ) B 5T A 1T B 5
Fo
As at 31 December 2016 and 2015, construction-in-progress mainly MR20165F M2015F 12 A1 HMEEZTRETER
comprises new manufacturing equipment being constructed. FRIE R RERE-
Investment Properties 8 REWE
2016 2015
HK$’000 HK$'000
BT T T T
Opening net book amount FYRmFE 46,591 52,435
Depreciation e (2,722) (2,898)
Currency translation differences SNEEITH =R (2,841) (2,946)
Closing net book amount FIREEEFE 41,028 46,591
Cost BXAR 54,906 58,624
Accumulated depreciation 2FITE (13,878) (12,033)
Net book amount BREFE 41,028 46,591

The fair value of the Group’s investment properties as at 31
December 2016 was HK$48,081,000 (2015: HK$51,951,000), as
estimated by the directors of the Group. It falls under level 3 in the
fair value hierarchy. No valuation has been performed by independent
qualified professional valuers.

The rental income of the investment properties in 2016 was
HK$4,083,000 (2015: HK$4,348,000).

As at 31 December 2016 and 2015, the Group had no unprovided
contractual obligations for future repairs and maintenance.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

8 Investment Properties (Continued) 8 REWE(E)
(a) Leasing arrangements (a) HEZH
Investment properties have been leased to tenants under long-term KEMEDZBRPCERERBFARAA
operating leases with rentals payable quarterly. HEREEHM -
Minimum lease receivables under non-cancellable operating leases of RIBET A RS EHER RNV SRR ERD
investment properties not recognised in the financial statements are KREMENERSEHSSBOT
as follows:
2016 2015
HK$’000 HK$'000
BT T T T
Not later than one year TiBiE—F 4,083 1,812
Later than one year and not later than five years B —FETBBAF 1,701 -
5,784 1,812
The investment properties of the Group is situated in the PRC. REERREMERRFRE -
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AR RRME
9 Intangible Assets 9. BEEE
Development
Goodwill Technology cost Total
3k Bl BB AR AR B

HK$'000 HK$'000 HK$'000 HK$'000

BET T BETT BETT BET T
At 1 January 2015 20151818
Cost [N 29,927 31,795 17,066 78,788
Accumulated amortisation g | - (10,333) - (10,333)
Net book amount BRMEFE 29,927 21,462 17,066 68,455
Year ended 31 December 2015 HZE2015F12A31H IEFE
Opening net book amount FHERMFE 29,927 21,462 17,066 68,455
Additions NE - - 21,061 21,061
Amortisation charge BoEmR - (3,116) (1,299) (4,415)
Currency translation differences SNEETH =R (1,746) (1,131) (1,769) (4,646)
Closing net book amount FRREFE 28,181 17,215 35,059 80,455
At 31 December 2015 72015412 A831H
Cost FX AR 28,181 29,940 36,358 94,479
Accumulated amortisation ZETHE - (12,725) (1,299) (14,024)
Net book amount IRmEFE 28,181 17,215 35,059 80,455
Year ended 31 December 2016 HZE2016F12A31H IELFE
Opening net book amount FYREFE 28,181 17,215 35,059 80,455
Additions NE - - 20,464 20,464
Amortisation charge BiEm - (2,926) (9,359) (12,285)
Written off Ji1 85 - - (4,402) (4,402)
Currency translation differences HNEYTE =78 (1,787) (969) (2,505) (5,261)
Closing net book amount FRREFE 26,394 13,320 39,257 78,971
At 31 December 2016 H20165F 12831 H
Cost [N 26,394 28,042 48,616 103,052
Accumulated amortisation ZETHE - (14,722) (9,359) (24,081)
Net book amount ERHEFE 26,394 13,320 39,257 78,971
Amortisation charge of HK$12,285,000 (2015: HK$4,415,000) has 5 59 S B 12,285,0007T (20154 : B &
been charged to administrative expenses. 4,415,0007T ) B R TER 2 AR $0Bk ©
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e MR RME

9 Intangible Assets (Continued)

The goodwill is attributable to the synergies expected to arise upon
the Group’s acquisition of the cash-generating units (“CGU”) of
Guangdong Welling Motor Manufacturing Co., Ltd. (‘GD Welling”)
and Changzhou Welling Motor Manufacturing Co., Ltd. (“Changzhou
Welling”) located in the PRC from the third parties. A summary of the
goodwill allocation is presented as follows:

BREE (&)

REBRE =TT WRLN P B E R EER
SUEARAR ([EREAE]) REMNBEER
HEBRAR([BMBEDNRSEEEN
(FREEEEM]) B SELBRME Mk
RN EHREE - mEN B2 :

2016 2015
HK$’000 HK$'000

BT T BT T

GD Welling ERRE 22,057 23,551
Changzhou Welling B E 4,337 4,630
26,394 28,181

The recoverable amount of the CGU is determined based on
value-in-use calculations. These calculations use pre-tax cash flow
projections based on financial budgets approved by management
covering a five-year period. Cash flows beyond the five-year period
are extrapolated using the estimated growth rates stated below.

6 B A B 2 AT & HD I R (E (R
BT BT - AW EE AR SR BN
(RGN 2 HFRMSRIEE) (e -
FHUIN 2 RS REIE T XL fEHEE
SRl -
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e MR RME

9 Intangible Assets (Continued) 9

The key assumptions used for value-in-use calculations are as

BREE (&)

ERABEAEZIERERMT

follows:
Changzhou
GD Welling Welling
BREBE EMNRE
As at 31 December 2016 R2016512H31H
Gross margin (budgeted gross margin) ERE(FBEEMEX) 12% 13%
Volume growth rate HEMRE 6% 9%
Long term growth rate RAEPG R = 1% 3%
Discount rate (pre-tax discount rate applied to AR (ARBReREEANZ
the cash flow projections) FRATALIA X ) 13% 13%
As at 31 December 2015 2015512 A31H
Gross margin (budgeted gross margin) FEME (FBEER =) 12% 13%
Volume growth rate HEERE 7% 10%
Long term growth rate REERE 1% 3%
Discount rate (pre-tax discount rate applied to ARE (ARBReREENZ
the cash flow projections) TRATALIR &) 13% 13%

Management determined the compound annual volume growth rate
for each CGU covering over the five-year forecast period to be a key
assumption. The volume of sales in each period is the main driver
for revenue and costs. The compound annual volume growth rate is
based on past performance and management’s expectations for the
market development. The long term growth rates used are consistent
with the forecasting’s included in industry report. The discount rates
used are pre-tax and reflect specific risks relating to the Group. No
impairment is considered necessary based on the assessment.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

10 Subsidiaries 10 B A A

TR AEER2016F12831H 2 KB AR
HBoMAEZEZEVNB AR (&AM
22) BAMHEARER ZHBHE-

The following list contains the particulars of the subsidiaries of
the Group as at 31 December 2016. All of these are controlled
subsidiaries as defined under note 2.2 and have been consolidated
into the Group’s financial statements.

Place of incorporation
and operation/
establishment and

Particulars of
issued share capital/

Name kind of legal entity Principal activities registered capital Interest held
EMRIREE/ BRTRE/
£ RYtHREEERERN TEER AMEEZFHE Fi s
Directly held:
EERE:
Weling Holding (BVI) Ltd. British Virgin Islands, limited  Investment holding 10,000 ordinary shares of 100%
liability company USD1 each
BREZRBVIERAR RERLES REER 10,0008 BREEIE T2
BEREMERA ERR
Indirectly held:
BEEE:
Changzhou Honglu Huate Electric Co., Ltd PRC, limited liability company  Manufacture and trading of Registered capital 75.97%
motors RMB40,622,545
BMARERERERAA HE AREEAF HEREEEHR Balli-
AR #40,622,5457T
Changzhou Welling Motor Manufacturing Co., PRC, limited liability company ~ Manufacture and trading of Registered capital 75.97%
Ltd. (“Changzhou Welling") (sino-foreign equity joint motors USD23,634,600
venture enterprise)
EMAESRUEBRAR ([EMEE]) HE AREEAF HEREEEHR FHflE 423,634,600 7T
(RNEERE)
Foshan Welling Electronic & Electric Co., Ltd. PRC, limited liability company ~ Manufacture and trading of Registered capital 100%
(sino-foreign equity joint motors USD15,000,000
venture enterprise)
BUTHESTFERERAA HE AREEAF HEREEEHR & 7515,000,000% 7T
(RNEELE)
Foshan Welling Material Supply Co., Ltd. PRC, limited liability company ~ Trading of raw materials Registered capital 100%
RMB20,000,000
LT EHEM R ERRAF HE AREEAT BEERMH AR
AR #20,000,0007T
Foshan Welling Washer Motor Manufacturing Co.,  PRC, limited liability company ~ Manufacture and trading of Registered capital 100%
Ltd. (“Welling Washer”) (sino-foreign equity joint motors USDg,400,000
venture enterprise)
BLUTRBEAGERREER AR HE AREEAT HWEREEEH 1t & 7°6,400,000% 7T
(TRERK]) (PHRERE)
Guangdong Welling Motor Manufacturing Co., PRC, limited liability company ~Manufacture and trading of Registered capital 100%

Ltd. (‘GD Weling”) (foreign investment motors USD48,810,000
enterprises)
ERABERZEERAR ([ERAE]) HE-AREEAT HWEREEEH 1 & 7°48,810,000% 7T
(SERE)
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10 Subsidiaries (Continued)

Place of incorporation
and operation/
establishment and

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

10 B R (&)

Particulars of
issued share capital/

Name kind of legal entity Principal activities registered capital Interest held
aMRIREE BRARE/
2% BRUHREZERREN TEXR AMER2#E PR
Indirectly held: (Continued)
BERE: (&)
Hefei Welling Motor Manufacturing Co., Ltd. PRC, limited liability company  Investment holding Registered capital 100%
RMB50,000,000
AEBBEERIEERAA HE BREMENA REER ERIEEN
AR #50,000,0007¢
Huaian Welling Motor Manufacturing Co., Ltd. PRC, limited liability company ~ Manufacture and trading of Registered capital 100%
(*Huaian Welling") (sino-foreign equity joint motors USD45,000,000
venture enterprise)
EXPRBERUEFRAA (DERHE]) HE BREMEANA WEREESH 7t & 745,000,0005% 7T
(RNEERE)
Midea Welling Motor Technology (Shanghai) PRC, limited liability company  Providing technical Registered capital 100%
Co., Ltd. consultancy services RMB10,000,000
ENHBEERBM(EBERAA HE AREEAT RERITER RS BRIE-EN
AR #10,000,0007%
Welling International Hong Kong Ltd. Hong Kong, limited liability Investment holding and 10,000,000 ordinary shares 100%
company trading of motors
HERREBRERAF BB BAREMARA REBKREEE 10,000,000 & @&
Welling (Wuhu) Motor Manufacturing Co., Ltd. PRC, limited liability company ~ Manufacture and trading of Registered capital 100%
("Wuhu Welling") (sino-foreign equity joint motors USD17,680,000
venture enterprise)
HEBENERREERAR ([RHRE]) HE BREMEANA WEREESH & 717,680,000 7T
(RNEELE)
Wuhu Welling Motor Sales Co., Ltd. PRC, limited liability company  Trading of motors Registered capital 100%
RMB50,000,000
EHREEREEERAA HE AREEAT BEESH BRIE-EN
AR #50,000,0007T

KB MRAAE T AN A REIEE
RIBERXAEEENRS ZFARLEERL
ERET R AR

The English name of certain companies referred in this financial
statements represent management’s best effort at translating the
Chinese names of these companies as no English names have been
registered.
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e EHRRME
10 Subsidiaries (Continued) 10 B 7E (&)
(@) Material non-controlling interests (@) ERFERER

The total non-controlling interest as at 31 December 2016 72016F 12 A1 B M IE = R iE2E A
is HK$39,385,000 (2015: HK$59,430,000), which are all H A% #30,385,0007T (20154 : /B
attributed to Changzhou Welling Group, which included 59,430,0007T) * &R B WM E B E
Changzhou Welling and its subsidiary Changzhou Honglu B (HEMEEREME G E ML
Huate Electric Co., Ltd. ERBEHARQFIAER) -
Summarised financial information on subsidiaries with BB ARFZERERNME AR
material non-controlling interests BERME
Set out below are the summarised financial information for AT Sl BN B B 2 IS BRI E -

Changzhou Welling Group.

Summarised balance sheet EEREREE

Changzhou Welling Group

EMNBREE
2016 2015

HK$’000 HK$’000

BET T BT T
Current mE
— Assets -EBE 101,162 101,272
- Liabilities -8E& (127,946) (134,574)
Total current net liabilities BN B EF AT (26,784) (33,302)
Non-current JERED
— Assets -EE 194,051 223,612
— Liabilities -8EF (3,365) (4,339)
Total non-current net assets ERBE EFEA 190,686 219,273
Net assets BEFE 163,902 185,971
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e M mRME
10 Subsidiaries (Continued) 10 B 7E (&)
(a) Material non-controlling interests (@) EARFEHRER (E)
(Continued)
Summarised financial information on subsidiaries with BEEBARFERERNKME R SMNE
material non-controlling interests (Continued) BERBE (F)
Summarised income statement WK RBE
Changzhou Welling Group
EMNBREE
2016 2015
HK$’000 HK$’'000
BT T BT T
Revenue WA 342,815 300,606
Loss before income tax Nk AT1S T AT ES 18 (18,930) (12,684)
Income tax (expense)/credit Frs® () % (1,649) 2,492
Loss for the year FREE (20,579) (10,192)
Loss for the year allocated to DR TFIFERBRETNFEEIE
non-controlling interests (4,945) (2,331)
Other comprehensive loss allocated to DB TIEEREENEMEEERE
non-controlling interests (3,562) (3,730)
Total comprehensive loss DT IEEREEN 2 EEIBLR
allocated to non-controlling interests (8,507) (6,061)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

10 Subsidiaries (Continued) 10 B 7E (&)
(a) Material non-controlling interests (@) EARFEHRER (E)
(Continued)
Summarised financial information on subsidiaries with BEREARFEREZNNE QM
material non-controlling interests (Continued) BERBE (F)
Summarised cash flows HeREME

Changzhou Welling Group

EMNBREE
2016 2015
HK$’000 HK$'000
BT T BT T
Cash flows from operating activities KETHHRENRE
Cash (used in)/generated from operations ~ #& % (Fif) ELX 2B E (8,753) 21,431
Income tax paid B FTEHR (155) 827
Net cash (used in)/generated s EE) (FTA) / EEZBSFHE
from operating activities (8,908) 20,604
Net cash used in investing activities WEEHFAZRE F58E (1,329) (13,490)
Net cash generated BMEFHELECREIFE
from financing activities 2,446 5,938
Net (decrease)/increase in BeRkBSESEY CRD) EInFE
cash and cash equivalents (7,791) 13,062
Cash and cash equivalents FYzB e RASEED
at beginning of year 16,868 4,595
Effect on exchange difference EHEZEHTE (744) (779)
Cash and cash equivalents at end of year FRZHENIMELEEY 8,333 16,868
The information above is the amount before inter-company A LB R AR ML ER 258
eliminations.
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e R

11

Investments Accounted for Using the Equity
Method

11 UERZEARZKRE

2016 2015

HK$’000 HK$'000

BT T BT

At beginning of the year F9) 345,897 328,918
Share of profit of associates JE (R & N R A E 18,825 51,396
Dividend received 2R E - (13,752)
Disposal (note 31(c)) HE (MEE31(0)) (360,892) -
Exchange difference MENEE (3,830) (20,665)
At end of the year FIR - 345,897

On 15 August 2016, GD Welling and Welling International Hong
Kong Ltd. entered into an equity interest transfer agreement and a
share transfer agreement with Shanxi Linfen Huaxiang Shiye Co.,
Ltd. in relation to the disposal of 49% of the equity interest in Shanxi
Huaxiang Group Co., Ltd (“Shanxi Huaxiang”) and the disposal of 98
shares of Linkgo-HK Limited (“Linkgo-HK”) (representing 49% of the
issued shares of Linkgo-HK) to Shanxi Linfen Huaxiang Shiye Co.,
Ltd. at a consideration of RMB313,227,943 and HK$98, respectively.
The above disposals had been completed as at 31 December 2016
and resulted in a gain of approximately HK$8,525,000 (note 24).
After the completion of the above disposals, GD Welling and Welling
International Hong Kong Ltd. had no longer hold any equity interest in
Shanxi Huaxiang and Linkgo-HK.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e R

12 Available-For-Sale Financial Assets

12 JREESHEE

2016 2015
HK$’000 HK$'000
BT T T T
Non-current e E
Equity investment, at fair value (a) RAERE - UL AAREEE (@ 122,936 120,306
Current TE
Investment in wealth management products, R EEREMNIRE
at fair value (b) I AREBEETED) 1,123,535 720,857
1,246,471 841,163
(@)  Non-current available-for-sale financial assets represent the @ FRBAUHLEESMEERIELTAA

equity interests in an unlisted company, Midea Group Finance
Co., Ltd (the “Finance Company”), which shall provide a
range of financial services as approved by the China Banking
Regulatory Commission. The registered capital of the Finance
Company was RMB1,500 million while GD Welling held 5%
equity interest in it. The Group has no significant influence on
the Finance Company.

The fair value of available-for-sale financial assets was
determined by the directors. Fair value gain, net of tax
amounting to HK$9,101,000 was recognised in other
comprehensive income for the year ended 31 December 2016
(2015: HK$7,565,000). The directors assessed the fair value of
the equity investment and are in the opinion that the fair value
of the Finance Company approximately its net assets as at 31
December 2016 and 2015.

Current available-for-sale financial assets represent the
wealth management products issued by banks and financial
institutions with expected investment return rates ranging
from 2.6% to 5.4% per annum in the PRC. The principals
and returns are not guaranteed. Fair value gain, net of
tax amounting to HK$1,085,000 was recognised in other
comprehensive income for the year ended 31 December
2016 (2015: HK$4,139,000). The fair value of the wealth
management products approximate to their costs plus
expected investment return.

ENEEMBERAR ([MHBARE
Pk M A RIEHBIRITREBEIE
ZESHETRESEBSRRE  H]
MEASARKISET BERAERH
HB%H I - AR EH AR AL EE
REET

AHEESHEENAAEEBERES
B -AnBENKZE (NERFRE)BE
9,101,0007T (20154 : 7 #57,565,0007T )
REZE2016F12A31H IEFEMEME
HWm AR - EFTRREREN D
S BIE - R AR R 72016522015
FI2ABZ AR BEEEEEFEM
go

RBAIHHESHEERHRITRER
MERT2UEERES HHRSP
ZEBFREBREN F2.6%E5.4% ° 7N
& kB AIERE - AAEBERE (1
W Fi ) 7 #1,085,0007T (20154 : 7 #
4,139,0007T ) A & £20165F12 A31H Lk
FEZHEMEZERENER - MEEE
EmZ ARBEEERARN ETERE
Bl $R1& M8
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e MR RME

13 Inventories 13 78
2016 2015
HK$’000 HK$'000
BT T BT T
Raw materials R # 175,109 88,805
Work-in-progress &M 25,012 13,563
Finished goods (note) Sk (FI5E) 690,889 452 570
891,010 554,938
The cost of inventories recognised as expense and included 178 A AR 78 #5,670,778,0007T (20154 : 5
in cost of goods sold amounted to HK$5,670,778,000 (2015: 5,918,722,0007t) E R AR Wit ASHEE
HK$5,918,722,000), which were deducted the proceed for the AR BENBRE B2 ARYE TS LB
disposal of left over materials approximately HK$289,999,000. 289,999,0007T °
Note: As at 31 December 2016, the Group had finished goods which were delivered Mzt : 20165128310  AEBE RN RFREE P

and kept in stores at customers’ location amounting to approximately
HK$300,069,000 (2015: HK$172,657,000). No sales have been recognised
for these finished goods as the risks and rewards have not been passed to the

2469 B K R 4975 3800,069,0007T (20154 « i #
172,657,0007T) - B AR R EHRAEETES
B2 5 BUPK G O 5 I R IR

customers.
. %
14 Trade and Other Receivables 14 B 5 RHEMERK
2016 2015
HK$’000 HK$'000
BT T BT T
Trade receivables (note (a)) Z 5 EWGR (H5E(@@)) 1,132,651 1,017,813
Less: allowance for impairment (note (c)) RO E RS (MYFE(e)) (56,926) (54,218)
Trade receivables-net B SRR —F58 1,075,725 963,595
Amounts due from related parties JE Y a5 B A (B aE(@) ~ 35(b))
(notes (a), 35(b)) 676,299 1,301,080
Notes receivable (notes (a), (d)) FEWERE (M@ - d) 206,494 550,651
1,958,518 2,815,326
Prepayments SN 143,958 83,899
Other receivables H b e U R 85,124 76,073
Recoverable value-added tax — net (note (e)) AJ R B ER —F 5 (FisEE)) 29,577 16,529
2,217,177 2,991,827
Less: non-current portion A FERNERER
— Prepayments for property, plant and equipment - FE#1%  E MR BB (11,863) (5,103)
2,205,314 2,986,724
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e HRRME
14 Trade and Other Receivables (Continued) 14 ESRHEHMEWR (&)
As at 31 December 2016 and 2015, the fair values of trade and other PR20164F 201512318  AEBZE S K
receivables of the Group approximate their carrying amounts. Hibh Rz AR BEEEREERES -
The carrying values of trade and other receivables of the Group are REEE G REAMBIR REER ST
denominated in the following currencies: (A :
2016 2015
HK$’000 HK$'000
BET T BT T
RMB AR 1,500,793 2,364,650
usD ETT 538,020 469,558
EUR BT 171,286 156,721
Others EAith 7,078 898
2,217,177 2,991,827
(@  The majority of the Group’s trade receivables are with credit @ AEBEXRISEZSEWRZEERN T

30H £150H ° 720164 2015512
310 BH WA - IR )T 3R

period from 30 to 150 days. As at 31 December 2016 and
2015, the ageing analysis of the gross trade receivables,

amounts due from related parties and notes receivable,

respectively are as follows:

RIEWSE R 2 BREE DT ORI -

Gross trade receivables: ESEWRETE: 2016 2015
HK$’000 HK$’000

BET T BT

Within 3 months 318 A AR 780,522 791,208
3 to 6 months 3Z6{# A 272,607 186,193
Over 6 months 61& B A+ 79,522 40,412
1,132,651 1,017,813

Amounts due from related parties: FEUR BA R 5 FRIE ¢ 2016 2015
HK$’000 HK$’000

BET T BT

Within 3 months 318 A AR 634,351 743,520
3to 6 months 3Z6{H A 40,408 547,326
Over 6 months 61& A A -+ 1,540 10,234
676,299 1,301,080
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e MR RME

14 Trade and Other Receivables (Continued)

(@  (Continued)

Notes receivable:

@ (&)

14 EFREMERR (&)

Within 3 months
3 to 6 months

2016 2015
HK$’000 HK$'000
BET R BT

122,971 196,269
83,523 354,382
206,494 550,651

As at 31 December 2016, the trade receivables of
HK$1,037,669,000 (2015: HK$934,078,000) are not impaired.

(b) As at 31 December 2016, trade receivables of
HK$257,147,000 (2015: HK$142,869,000) were past due
but not impaired. These relate to a number of independent
customers for whom there is no significant financial difficulty
and based on past experience, the overdue amounts can be
recovered. The ageing analysis of these trade receivables is as

MN2016E12A318 - & 5 fE g 78
#1,037,669,0007T (20154 : /B #&
934,078,0007T, ) I AR F(E °

b)) H2016F12A318 & 5 E KK
J& #257,147,0007T (20154 : & ¥
142,869,0007T) B A AR JFE © HL A%
W EE AWM BERENELE,ER:
BRBBAEE s EARIE R TUE © 5%
EEGRIR RO -

follows:
2016 2015
HK$’000 HK$'000
BET T BT
3 to 6 months 3Z6fE A 248,686 141,671
Over 6 months 61E A LA - 8,461 1,198
257,147 142,869
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e R

14 Trade and Other Receivables (Continued)

(©

As at 31 December 2016, trade receivables of approximately
HK$94,982,000 (2015: HK$83,735,000) were impaired. The
provision in relation thereto was approximately HK$56,926,000
(2015: HK$54,218,000) as at 31 December 2016. The
individual impaired receivables mainly relate to past due
receivables from customers. The ageing of these receivables is
as follows:

14 EFREMERR (&)

©

M20165F12A318 & 5 BN K LB 1
94,982,0007T (20154 : 7% #£:83,735,000
70) IR ME - 2016F 12 A31H 2 &
P 5 #0078 156,926,0007T (20154 < jB 1
54,218,0007T) © f& 51| (B JE Y 51 & 2 6
B8 YNGR E o 2 Z R UK 2 R
BT

2016 2015

HK$’000 HK$'000

BT T BT T

3 to 6 months 3Z61E A 23,921 44,522
Over 6 months 61& A A+ 71,061 39,213
94,982 83,735
Movements of the Group’s allowance for impairment of trade REEE SEBHRAREREZ T

receivables is as follows:

2016 2015

HK$’000 HK$'000

BT T BT T

At beginning of the year F7) 54,218 48,111
Provision for impairment AR 14,794 9,277
Bad debts written off E AR (8,380) -
Currency translation differences INEEITH Z 5 (3,706) (3,170)
At end of year Fix 56,926 54,218

The creation and release of allowance for impaired receivables
have been included in administrative expenses in the
consolidated income statement (note 25). Amounts charged to
the allowance account are generally written off when there is
no expectation of recovering additional cash.

The provision written back represented the subsequent
collection of previously provided impaired amounts.

The other classes within trade and other receivables do not
contain impaired assets.

¥ KRR 2 RO BB E A A AR
BRER 2 ITTHAS A (KFE25) - W8
HIT e mBESNR & - RIFT ABBRR 2
SR REME-

BROBBERERKDZBERERES
B

85 REMBEF R BT BEE
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14 Trade and Other Receivables (Continued) 14 EFRHEHMEWR (&)

(d)  The balance represents bank acceptance notes with maturity 0 FARSESRRNEARNIEZRITERE
periods within six months. The maximum exposure to credit BeRWmERBMza AN EERR A Ll
risk at the reporting date is the fair value of each class of BRI Z A (EE - A E B R
receivables mentioned above. The Group does not hold any B EA IR

collateral as security.

(e) The Group has paid input value-added taxes (“VAT”) to the © AEEEEAHEFRNERAER
State Tax Bureau for the goods purchased from its suppliers. BRZTHEEEER ([1EER]) - B
In accordance with the relevant PRC tax regulations, these VAT BRI EBBER 2SS EN R
can be offset with the output VAT arising from future sales but REHEE AR IHIRIGET - T ARE o
are not refundable. The balances at 31 December 2016 and 720164 K2015912 431 H & #r 351K 8
2015 represented net input VAT after offsetting the output VAT ANEEFRphE A E R R S TRIL(E
payable by the Group for domestic sales made during the year. B TR IR BN FRE o
15 Pledged Bank Deposits 15 SEFBITENR
Certain bank balances were pledged against bank acceptance BETRITERTDIERNEBEFTE L 2 RITHK
notes issued by the Group and these deposits will be released upon HREHRZER MzSFERENEN ZHH
the maturity of the relevant bank acceptance notes issued. These RITREEBREH ARG 2SR TIF
pledged bank deposits bear interest at bank saving’s rates of 1.82% IR ERITIF B 7 51.82% (20154 « FF 7 =
per annum (2015: 2.56% per annum). All pledged bank deposits are 2.56% )&F B c T B EIRIRITFRAA R ST
denominated in RMB. (ER
16 Cash and Cash Equivalents 16 BERASEEY
2016 2015
HK$’000 HK$'000
BT T BT T
Bank deposits and cash on hand WITFERRFERE 1,661,429 1,236,209
The weighted average effective interest rate on bank deposits was RATF R 2 IN#EFHERFF X R0.88%
0.88% per annum (2015: 1.46% per annum). (2015%F : FHI%1.46% ) ©
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17 Share Capital and Share Options
(@) Share capital

Ordinary shares, issued and fully paid:

17 BRAEARBERE

(a)

@IS

HER BRTRME

Number of
shares
R EE
('000) HK$'000
(FR%) BT T
At 1 January 2015 R20154F1A1H 2,862,033 4,965,641
Shares issued under the share option RIZEREREIE BT 2R MK
scheme (note (i) (B3E®m) 1,580 1,217
At 31 December 2015 and H2015912 A31H &20164F1A1H
1 January 2016 2,863,613 4,966,358
Shares issued under the share option RIZERER BB BT 2R
scheme (note (ii)) (B =EGi)) 500 367
At 31 December 2016 2016412 HA31H 2,864,113 4,967,225

Note:

(i)

The share options exercised by the employees of the Group for the
year ended 31 December 2015, resulted in 1,580,000 shares being
issued at HK$0.785 each, yielding proceeds after transaction costs of
approximately HK$1,217,000, which was recognised as share capital. The
weighted average closing price of shares of the Company at the time of
exercise of share options was HK$1.40.

The share options exercised by the employees of the Group for the
year ended 31 December 2016, resulted in 500,000 shares being
issued at HK$0.785 each, yielding proceeds after transaction costs of
approximately HK$367,000, which was recognised as share capital. The
weighted average closing price of shares of the Company at the time of
exercise of share options was HK$1.56.

Bk

(i)

HZE20155F12 A1 B L FE - ANEBEETT
{E B AR » B H1,580,0008% A 19 15 S AL A 1
0.785TT 2 BIREAT MK H BB Z 15
FRIBHEHA,217,0007T © R AR - B
REREATERS - AR A B 2 AT 8
AISHEA.407T

HZE2016F12A31BILFE  AEEEETT
{5 B AR 4 - 28 BR500,0000% A% 15 1% B AR 75 1
0.785TT 2 IR AT KRR HBIEZ TS
FRIBHFEE367,0007T « HER B - B
AT ARG 2 EFHRHER
7 ME1.567T ©
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17 Share Capital and Share Options (Continued) 17 BRARBEIRE (&)

(b) Share options (b) AR

The share option scheme adopted on 27 June 2003 (the
“2003 Share Option Scheme”) was terminated on 30 May
2018 and a new share option scheme (the “2013 Share Option
Scheme”) was adopted by the shareholders of the Company at
the Company’s annual general meeting held on 30 May 2013.

Pursuant to the terms of the 2013 Share Option Scheme, the
Company may grant share options to eligible participants as
recognition and acknowledgement of the contributions that
the eligible participants have made or may make to the Group
or any affiliates; and to attract, retain and motivate talented
eligible participants to strive for the future developments and
expansion of the Group and to provide the Company with a
flexible means of giving incentive to, rewarding, remunerating,
compensating and/or providing benefits to the eligible
participants. Eligible participants of the 2013 Share Option
Scheme include (1) any full-time or part-time employees or
potential employees, executives or officers of the Group or any
affiliates; (2) any directors (including non-executive directors
and independent non-executive directors) of the Group or any
affiliates; or (8) anyone who, as to be determined by the Board
at its absolute discretion, have contributed or will contribute to
the Group or any affiliates.

The 2013 Share Option Scheme is valid for a period of 10
years commencing from 30 May 2013. The limit on the number
of shares which may be issued upon exercise of all outstanding
share options granted and yet to be exercised under the 2013
Share Option Scheme and any other share option schemes
of the Company must not exceed 30% of the total number of
shares of the Company in issue from time to time. The total
number of shares which may be issued upon exercise of all
share options to be granted under the 2013 Share Option
Scheme and any other share option schemes of the Company
shall not in aggregate exceed 10% of the total number of
shares of the Company in issue as at the date of approval of
the 2013 Share Option Scheme (being 283,724,682 shares),
but the Company may seek approval of its shareholders in
general meeting for refreshing the 10% limit under the 2013
Share Option Scheme.
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200356 H27 A4y 2 BB AR #E T &l
(20034 & i i 5t &1 1) B 7A201345 7
S0H £ - T AR iR &I ([20135 /8
RSt E) B 20135 A30H #1722
RABREAFRE FEAQRRRE
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RIE20134F B A A+ BI A R 50 - N A]
ARAERSEERLBERE USTE
RREAEIRS HE B AN B o AR
BRABICFERATEIERNER: AR
ol BB MHEE T NS BRBEE
REEENRRERLIDRRERE
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Mzt 2013FBRE BN S EIR2H
EBRE)ARE B BB A T 2 EH
PRSFBMERSIERR TTRARXK
SEBE QAEEREABEATZ
EHNES (BRIFRTEFRIBIULIFH
TES) AQEFL2REBNBERR/YEA
SEREMBEARSELISIELE
Bz EfA AL

20135 B AR #E 51 2 E201345 H30H #2
B BB R105F « AR IR AR FI20135F 18
AT & R A fr] E A BB AR M T EI B 1R
B RITEZ AR TERA T
BT RO EBRE  MSHBBAEAQRT
BB B TRR D 4R8N 2 30% © IMIRIEAR AR
20135 FE AR &8I R AT ) EL A B A A T
EETERE 2 A BRI TERA T
BT 2RO BE & HTBEBIBMN2013
FRERETEEES BARARIE T
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17 Share Capital and Share Options (Continued) 17 BRARBEIRE (&)

(b) Share options (Continued) (b) EARE (&)

The total number of shares issued and to be issued upon
exercise of the share options granted under the 2013 Share
Option Scheme and any other share option schemes of the
Company to each eligible participant in any 12-month period
shall not exceed 1% of the total number of shares of the
Company in issue. Any further grant of share options in excess
of such limit must be separately approved by the shareholders
of the Company in general meeting.

Share options granted under the 2013 Share Option Scheme
to a Director, chief executive or substantial shareholder of the
Company or their respective associates, must be approved
by the independent non-executive Directors of the Company
(excluding independent non-executive Director who is the
grantee of the share options). In addition, any share options
granted to a substantial shareholder or an independent non-
executive Director of the Company, or any of their respective
associates, in aggregate more than 0.1% of the total number
of shares of the Company in issue or with an aggregate value
(based on the closing price of the Company’s shares at the
date of each grant) in excess of HK$5,000,000, within any
12-month period up to and including the date of such grant,
must be subject to shareholders’ approval in general meeting
of the Company.

The offer of a grant of share options may be accepted by the
grantee with payment of HK$1 as consideration within 28 days
from the date of approval for the grant of share options by the
Board. The exercise period of the share options granted may
be determined by the Board and in any event, such period
shall not be longer than 10 years from the date upon which
any particular share options are granted in accordance with the
2013 Share Option Scheme.

The exercise price of the share options shall be at least the
highest of () the closing price of the Company’s shares as
stated in daily quotations sheet of The Stock Exchange of
Hong Kong Limited (the “Stock Exchange”) on the date of
grant of share options, which must be a business day; and (i)
the average closing price of the Company’s shares as stated
in the Stock Exchange’s daily quotations sheet for the five
business days immediately preceding the date of grant of
share options, which must be a business day.

PARAR AR R BI2013F B AR M 51 81 R (£ )
HAfEpoEst 8k 2 B T2 -
RAE[12(8 A BRE B BT REETTE
LRER2REZRNER TFEB
RRRIEEHITRDAREZ1% o (EfE—
FERHEBBIRE 2 BIREAEA QR
PRERNICRAR S £ ST -

RIECO13F BT EIM A AR ES

BRTBRAERTFERRKBES O
2 AR R - AR A RIE Y T
EE(TEEFRERBEREAZENL
IEHITESR ) Bk lbIN REBZER T A
B (23EZA) I A12@ A B mA
ANRIEBRERBLIFRTEERFEE
FEZEABEARL 2 EERE-

fHEa LBBAARDEITRMDEERZ
0.1%3 B E (REARANSE L A E
Z B An U T {E 5T &) #8 38 7 #55,000,000
o AR ARRIRE ARG FEREL
i

ERATTRERSHEREBREE B
HE28R A A B T 2 REEMA
RHBRERZR R ERE 21T
HIRESEET  EERIAZHR
TSHBBRBE0IBFHREA BT
] 4% 2 B AR M B BAAEET10%F

BREZTEERZELRTIIZERE
WREBEEZER (AREXR)ER
BaXSRMERIR ([BRMHM])F AR
ERARZARBIRDEHE  RORE
EROBEREER (ARZXR)HAE
EEAMIMERRERMRZARA
Rt F YT (E -
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17 Share Capital and Share Options (Continued)

(b) Share options (Continued)

As at 31 December 2016, 700,000 share options remain
outstanding and exercisable under the 2003 Share Option

Scheme. No share options were granted to any eligible

participants since the adoption of the 2013 Share Option

Scheme.

Movements in the share options granted under the 2003 Share

Option Scheme during the year ended 31 December 2016

17 BARBERRE (&)

(b) B ()

72016512 A31 B * 1R #K20034F i i% 4
FT 814/ 700,00017 B8 B4 1 R 1 T8 I 7]
F171E - B2013F B R AT 2B 2
At HETAEERSREEEER
-

KB E2016F12A31 AL F & - 1B
20034 FRRR = BISR i 2 PR AR % Bh

were as follows: e
Balance Exercised Balance  Approximate
Exercise asat during asat percentage of
price Exercisable 1 January theyear 31 December shareholdings
Name Date of Grant HK$ period 2016 (note (i)) 2016 (notefii))
20165 RER 20165 BESL
| 18182 BfTE  12A31B2 ERi
] RUAH B & & (HEE()) e (HE=EG))
Director Bz
Mr. Lam Ming Yung HHELE 30/07/2007 3900  30/07/2007 - 400,000 - 400,000 0.014%
29/07/2017
Employees k&
In aggregate A 30/07/2007 3900  30/07/2007- 300,000 - 300,000 0.011%
29/07/2017
09/01/2009 0.785  01/04/2010- 500,000 (500,000) - -
31/03/2017
Total &t 1,200,000 (600,000) 700,000
Note: B 5

0] The weighted average closing price of the shares of the Company
immediately before the date on which the share options were exercised

was HK$1.54.

(ii) The percentage has been compiled on the basis of 2,864,112,822 shares
of the Company as at 31 December 2016.
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17 Share Capital and Share Options (Continued) 17 BRARBEIRE (&)

(b) Share options (Continued) (b) EARE (&)
The fair values of the options granted are determined using the EREEREZ AAEERAIZER
Binomial Valuation Model (‘the Model”). Key assumptions of HERE] ([ZEE])EF -ZRE 2
the Model are set out below: FERBHIIMNT
9 January 30 July
Date of grant: 2009 2007
RHE A 2009471 A9H 200747 A30H
Risk-free rate: R b A = 1.299% 4.13%
Expected dividend vield: TEHARR B K : 3% 0%
Expected volatility of the market A EIRRAD T B 2 TR AR I
price of the Company’s shares: 52.34% 65.38%
Expected option life: R iE 2 TREAF B 8.2 years 5.23 years
8.2 5.234F
Fair value as at the date of grant REEEBz AAREE (A2 : HK$25,229,000 HK$3,453,000
(approximately): 25,229,000 A #3,453,0007T
The Model requires the input of subjective assumptions, FZAER Bskig A EERE (BERER
including the volatility of share price. As changes in subjective 18) AHRBATEREZEBSEH AN
input assumptions can materially affect the fair value estimate, BEMTEREATE WESERA Z
in the directors’ opinion, the Model does not necessarily BRRUEFTEEREAAEBE I E—
provide a reliable single measure of the fair value of share AERE.
options.
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18 Other Reserves 18 Htf#E
Share-  Available-
Statutory General  Enterprise Share based for-sale
reserve reserve  expansion option payment revaluation  Exchange Merger
fund fund fund reserve reserve reserve reserve reserve Total
PYivil
EERE  -RREE  LEBRE BRE  AEEN  THEE
-5 ¢ He Wk XARE  EfRR  EXRE  AUEG &if
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
B¥TT  BE%Tn  B%Tn  B¥Tr B%Tr  BETrn B¥Tr B¥ETRn B%Trx
Note (a) Note (a) Note (a) Note (b) Note (c)
Mz (a) Wiz (a) Bt Wiz o) M ()
Balance at 1 January 2015 M015F1 AR & 6,593 200,583 191,430 25,779 31,123 19,598 242973 (3258013)  (2,539,934)
Contribution by owners relating to BREE ARG BERE
share-based payment SO
(note (b)), i) (BEE W) (i) - - - - 16,672 - - - 16,672
Change in value of avallable-forsdle T ESREEEESS
financial assets, net of tax (note 12) 1B HIE (HiFH12) - - - - - 11,704 - - 11,704
Transfer to statutory reserve ERTETRE 1,155 7451 7,451 - - - - - 16,057
Currency translation differences MNETEER - - - - - - (261,834) - (261,834)
Balance at 31 December 2015 2015512 A31 B &5 7,748 208,034 198,881 25,779 47,79% 31,302 (18861) (3,258,013  (2,757,335)
Balance at 1 January 2016 R016E1 B1R &5 7,748 208,034 198,881 25,179 47,795 31,302 (18861) (3,258,013  (2,757,335)
Contribution by owners relating to BREEANRGA
share-based payment VSR
(note (o), i, i) (BEE ) (i)~ () - - - - 20,395 - - - 20,395
Change in value of avallable-for-sle WL ESREEERES:
financial assets, net of tax (note 12) ~ KARIE (Fit3E12) - - - - - 10,186 - - 10,186
Transfer 1o statutory reserve BETETRE - 28,316 28,316 - - - - - 56,632
Currency translation differences MEEER - - - - - - (279,563) - (279,563)
Others Hih - 11,538 - - - - - - 11,538
Balance at 31 December 2016 M2016F12A31 B8 7,748 247,888 227,197 25,779 68,190 41,488 (298,424)  (3,258,013)  (2,938,147)
(@) The Company’s PRC subsidiaries are required to follow (a) AREEFEZHBAREYETHEXL

the laws and regulations of the PRC and their articles of
association. These subsidiaries are required to provide for
certain statutory funds, namely, general reserve fund and
enterprise expansion fund, which are appropriated from net
profit after taxation but before dividend distribution based
on the local statutory accounts prepared in accordance
with accounting principles and relevant financial regulations
applicable to enterprises established in the PRC. These PRC
subsidiaries are required to allocate at least 10% of its net
profit to the reserve fund until the balance of such fund has
reached 50% of its registered capital. Such appropriations
are determined at the discretion of the directors. The general
reserve fund can only be used, upon approval by the relevant
authority, to offset accumulated deficit or increase capital.
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e RRATE

18 Other Reserves (Continued)

(b)

(i) 2012 Midea Incentive Share Plan

Midea Group Co., Ltd. (“Midea”), the intermediate
holding company of the Company, implemented an
incentive share plan for core management staff of
Midea and its subsidiaries during the year ended 31
December 2012, under which Midea Holding Co.,
Ltd. (“Midea Holding”), the controlling shareholder of
Midea, transferred its equity interest in Ningbo Meicheng
Equity Investment Partnership (“Ningbo Meicheng”)
to the participants to the said incentive share plan.
Ningbo Meicheng holds an aggregate interest of 3%
(representing 30 million shares) in the share capital of
Midea. Further to the arrangement of the incentive share
plan, Midea Holding transferred 3% of its equity interest
in Ningbo Meicheng to two executive directors of the
Company, namely, Mr. Zhou Xiangyang (resigned on 9
July 2015) and Mr. Jiang Deging (resigned on 3 June
2014) on 22 November 2012.

Since the Company has no obligation to settle the
above share-based payment transaction granted by
Midea Holding, the difference between the fair value
of the shares transferred and the cash consideration
paid for such shares amounting to HK$19,423,000
was treated as an equity-settled share-based payment.
Award of the said shares were vested immediately and
this share-based payment were recognised as expenses
in the Group’s consolidated income statement. The
Group accounted for the shares granted to its Directors
as a contribution from its ultimate holding company
and credited it to share-based payment reserve. The
fair value of the shares transferred as estimated by
management using market approach by referencing the
market capitalisation and Price/Earnings multiple for
the listed and unlisted subsidiaries controlled by Midea,
respectively.

18 Hithf# s (&)

(b) (i)

2012 IR ETE

HZE20126F12A31B IEFE AR
AIFEERARENEERN B
FRAR ([ER]) BEAR S REM
BRElmOEEABBITERE
2B ER 2 IERRRENE
AR AR ([EHER]EED
ERERREREEROE ([
BERBREE R T Dilisk
Em2EE - ERERFEE
AR A H3%r R (HER
30,000,000/ f& 17 ) © i £E #F A% 51
Bl A ZERYIERRIF 201246 11
F22 8 1§ H 8 K R 3% 4
ERTARARMENITEZAR
[5 %4 (2 HA2015F7 A9R BE (1)
NEEBRAE (ER2014F6A3H
BHT) -

HARARREE A NEAER
R AR AERE TR
5 UL EEER O A A EERE
ERNEERNEESREZZEE
#£19,423,0007T B 45 /5 AR 2 4
B AEREZ R o FiltiR
B (D B AR SR 8 - AR (D A
MR AEE G E KRR A
BRRAZ AEEEKTEES
B 17 DA S AR PR A RIVEH B9
HEIAGR - Wit AR (D BERER
XA o EEER DA AEE
REREMNGEEFATSERL
A WRREMNDRNESI £
MIEETWBARMMERTR
KFAERE
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18 Other Reserves (Continued)

(b) (i)

(iii)

Midea Share Option Incentive Plan
Phase |

On 18 February 2014, Midea granted Midea Share
Option Incentive Plan Phase | to the core management
staffs of Midea and its subsidiaries, under which
2,145,000 share options were granted to the Directors
and senior managements of the Group. A bonus issue
of shares on the basis of 15 bonus shares for every 10
existing shares for the year ended 31 December 2013
to the shareholders was approved at Midea's annual
general meeting held on 21 April 2014. In addition, the
shareholders of Midea approved a bonus issue of shares
on the basis of 5 bonus shares for every 10 existing
shares for the year ended 31 December 2015 to the
shareholders on 26 April 2016. Therefore, adjustments
were made to the outstanding share options and the
exercise price. As at 31 December 2016, 1,970,000
share options remain outstanding and exercisable under
Midea Share Option Incentive Plan Phase I.

Midea Share Option Incentive Plan
Phase Il

On 27 May 2015, Midea granted Midea Share Option
Incentive Plan Phase Il to the core management staff
of Midea and its subsidiaries, under which 2,280,000
share options were granted to the Directors and senior
managements of the Group. The shareholders of Midea
approved a bonus issue of shares on the basis of 5
bonus shares for every 10 existing shares for the year
ended 31 December 2015 to the shareholders on 26
April 2016. Therefore, adjustments were made to the
outstanding share options and the exercise price. As at
31 December 2016, 2,158,600 share options remain
outstanding and exercisable under Midea Share Option
Incentive Plan Phase II.
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18 Other Reserves (Continued)

(b) (iv) Midea Share Option Incentive Plan

(c)

Phase Il

On 28 June 2016, Midea granted Midea Share Option
Incentive Plan Phase Il to the core management staff
of Midea and its subsidiaries, under which 4,230,000
share options were granted to the Directors and senior
managements of the Group.

Since the Company has no obligation to settle the above
share-based payment transactions granted by Midea, the
fair value of the share options granted was treated as an
equity-settled share-based payment. Award of the said
share options were vested in three tranches subject to the
achievement of Midea’s performance target and these share-
based payments were recognised as expenses in the Group’s
consolidated income statement. The Group accounted for the
shares granted to its Directors and senior managements as a
contribution from its ultimate holding company and credited to
share-based payment reserve.

Movements of the Group’s contribution by owners related to
share-based payment is as follows:

18 Hftf##E (&)
(b) (iv) EHNBREHBTEE=

5

EHR20165F6 H28H M) M E
MEBARZLERABRLEERN
BREMBEZE=8 Buitm
AEBEERSREEABEL
4,230,00017 HE AR 1 <

MR R REE I ERR L LA
B RERZINORS SR ENEK
B2 AABEMRRIAEREE LAY
REREHST « LR BB D =4t
BE - REMRE B RHERBERME -
AR BER XN RAEE AU
BRANERSMA - AEEFETEE
EREMEEANBOBRD AR REZR
REMEHWERAR Lat ARRND R
ERER I o

AR B AR BRI
MERE BT

2016 2015

HK$’000 HK$’000

BET T BT T

Balance at 1 January M1 A1B &% 47,795 31,123
Midea Share Option Incentive Plan Phase | ER RSB EIE —H 3,366 8,096
Midea Share Option Incentive Plan Phase I ERIE I HE BN ET 215 — B 9,252 8,576
Midea Share Option Incentive Plan Phase Il EREERE B EIE = 7,777 -
Balance at 31 December R12 31 H &4 68,190 47,795

Merger reserve represents the difference between the
consideration paid for the acquisition under common control,
and the aggregate nominal value of share capital/paid-up
capital of the subsidiaries comprising the Group contributed by
the owners of the Company.

(c)

BB RS T MBI 2K
BERADREG NIAREER BB
DREZEA/FRBAz MERRZE
o
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e MR RME

19
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Deferred Income Tax

Deferred income tax is calculated in full on temporary differences
under the liability method using taxation rates applicable to the

companies comprising the Group.

The analysis of deferred income tax assets and deferred income tax

liabilities is as follows:

19 EEFTEH

T

BEFSTHRAREZL TR ZRRASE A
TRABERZHEEHEH -

BELEFMEREERELEMERAGEZ DTN

2016 2015
HK$’000 HK$’000
BT T BT
Deferred income tax assets: RIEFTIS TR EE
- Deferred income tax assets to be - 12ME A Uk El 2 EEFT IS TR B B
recovered within 12 months 30,032 19,499
Deferred income tax liabilities: EEFSHARE:
- Deferred income tax liabilities to be - 128 B2 fEBR 2 BEFTS R B &
released after more than 12 months 116,780 107,976
— Deferred income tax liabilities to be - PM2fEl B ARk 2 BEFT B R A E
released within 12 months 33,599 28,248
150,379 136,224




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e MR RME

19 Deferred Income Tax (Continued)

The movement in deferred income tax assets and liabilities during
the year, without taking into consideration the offsetting of balances

within the same tax jurisdiction, is as follows:

19 EEFREH (F)

RIEE BRI A AME R NIRRT
BERFAEHEERABENFRZEEIT

Deferred income tax assets: BEFSNEE:
Deferred
Impairment Fair value Unpaid  government
losses losses accruals grants Total
REBE LAEBEEFE RIERER EZBNHEH a5t
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT BT BT BT BT
At 1 January 2015 R2015F1A1H 15,787 2,098 18,922 7,824 44,631
Charged to consolidated R E W R A
income statement (7,593) (1,000) (11,274) (3,579 (23,446)
Currency translation differences INEREER (624) (83) (663) (316) (1,686)
At 31 December 2015 #2015F12A31H 7,570 1,015 6,985 3,929 19,499
Credit/(charged) to consolidated REEEWERR
income statement A/ (k) 619 (992) 2,735 9,921 12,283
Currency translation differences INEREER (506) (23) (558) (663) (1,750)
At 31 December 2016 R2016%12A31H 7,683 - 9,162 13,187 30,032

Deferred income tax assets are recognised for tax losses carry-

forwards to the extent that the realisation of the related tax benefit

through future taxable profits is probable. The Group did not
recognise deferred income tax assets of HK$1,213,000 (2015:
HK$6,083,000) in respect of losses amounting to HK$4,850,000
(2015: HK$24,330,000) that can be carried forward against future
taxable income. Such losses will expire on 2021.

i BB Al FE B ER M A HE IR A ERIA G

FERREE  HBEBEREEMSHEE-
AIAEEE M AR B BRI 2 BB A
#4,850,0007T (20154 : 4 #£24,330,0007T ) *

MASEN EERBLEEMEE 2B
1,213,0007T (20154 : # #6,083,0007T ) i &
PGB B & - B B 1 8 120214 & ©
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19 EEFREH (F)

19 Deferred Income Tax (Continued)

Deferred income tax liabilities: BLEFREHEE:
Undistributed
profits of PRC Fair value  Revaluation
subsidiaries gain of assets Total
2
MEARZ AREE
R D IEF e 25 EEE &&t
HK$'000 HK$'000 HK$'000 HK$'000
BT AT T AT AT
At 1 January 2015 720151 A1H 107,187 7,438 5,382 120,007
Charged/(credited) to consolidated RizalRaERA
income statement ks (GtA) 28,101 928 (781) 28,248
Charged directly to equity BERER R - 2,065 - 2,065
Payment of withholding tax BN (6,148) - - (6,148)
Currency translation differences SN B =R (7,113) (551) (284) (7,948)
At 31 December 2015 2015%12A31H 122,027 9,880 4,317 136,224
Charged/(credited) to consolidated REFEHEERA
income statement Mk (FTA) 33,037 1,296 (734) 33,599
Charged directly to equity EENESNR - 1,798 - 1,798
Payment of withholding tax BASTEINE (11,609) - - (11,609)
Currency translation differences NS = 5 (8,634) (756) (243) (9,633)
At 31 December 2016 2016512 A31H 134,821 12,218 3,340 150,379

Deferred income tax liabilities have been recognised for the AP M B A B R EE B & F B 2 A A TR0 /X
MEMBHEDERELEMSHAE (kA

EERE) o

withholding tax and other taxes that would be payable on the
unremitted earnings of all subsidiaries after the deduction of relevant
statuary reserves.
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20 Deferred Government Grants

20 EFEBFTFERG

HK$'000

BT T
At 1 January 2015 M2015F1A1H 34,615
Credited to consolidated income statement FFAGRE RS R (479)
Currency translation difference INEEITH 58 (1,999)
At 31 December 2015 201512 831H 32,137
At 1 January 2016 720161 A1H 32,137
Receipt of grants B2 U b 32,944
Credited to consolidated income statement AR R E R (665)
Currency translation difference SNEE T B =R (3,388)
At 31 December 2016 7201612 A31H 61,028

The amounts represented subsidies granted by local government
authority in the PRC which related to acquisition of leasehold land
and land use rights and high technology research and development
program.

The deferred government grants will be amortised to other gains from
the point at which the relevant assets are ready for use on a straight-
line basis over the assets’ useful lives.

HEESFE S BT B E B R E R R E
3 Ko R PR LA B i ¥R AT 1R B R
Z Rk o

EAEBATRREAS IO AR R B R A 2 B
BEAEAFHNREREREE LM -
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21 Trade and Other Payables 21 EZRHMESRK
2016 2015
HK$’000 HK$'000
BET T BT T
Trade payables (note (a)) B o RNFR (H5E@) 1,408,335 1,077,052
Notes payable (notes (a),(b)) FERERE (M@ () 684,590 1,400,265
Amounts due to related parties (notes (a), 35(0)  FEATBAHE 5 3B (M ¥ (@)~ 35(b) ) 37,333 145,638
2,130,258 2,622,955
Provision for staff welfare and bonus BTEA LI EE 170,879 126,975
Accruals TEIRE A 121,735 24,090
Advances from customers TR FERK 25,556 8,212
Other payables (note () Hb AR (M5 () 163,406 206,934
2,611,834 2,989,166
(@  The ageing analysis of the trade payables, notes payable and @ AEEESHENI EBNIEREKENSE

amounts due to related parties of the Group is as follows:

0T RIRZ BRIk D ATAA T

2016 2015
HK$’000 HK$'000
BETT BT

Within 3 months 31E A LAA 1,686,102 1,661,358
3 to 6 months 3z6fE A 437,593 951,928
Over 6 months 61 A A+ 6,563 9,669
2,130,258 2,622,955
(o)  The balance represents non-interest bearing bank acceptance b) BRESHREANEBREL 2 TR ERITR

notes issued by the Group with maturity periods of less
than six months. As at 31 December 2016, certain notes
payable were pledged by bank deposits of approximately
HK$36,790,000 (2015: HK$76,960,000).

(c)  For the year ended 31 December 2016, HK$7,000 (2015: Nil) ©
of dividends declared by the Company, which were unclaimed
after a period of six years from the date of declaration, were
forfeited and transferred to retained earnings in accordance
with the Company’s Articles of Association.
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HEE DEER DR ME A 72016
F12A31H  ETENEZEBEURTHE
X497 #36,790,0007T (20154 B #E
76,960,0007T ) {E A3 H

B E2016F12A31H I F & AN AR AT
R E A 27,0007t (20154 ¢
) REIR BN F BB R E
B A ERBEAAR 2 A SR8
FLOSK RERSRE BT -
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e R AT

22 Derivative Financial Instruments 22 fTHEE€mIT A
2016 2015
Assets Liabilities Assets Liabilities
BE =L BE =4
HK$’000 HK$’000 HK$'000 HK$'000
BET T BET T BB BT
Commodity futures contracts (a) ERHEE Y@ 89 - 7,963 1,688
Foreign exchange forward contracts (b) 4ME & EI A #7(b) 5,390 - 1,286 6,063
5,479 - 9,249 7,751

The Group has entered into various copper and aluminum
futures contracts to manage the fluctuation of copper and
aluminum price which did not meet the criteria for hedge
accounting. The fair value gain of the non-hedging copper
and aluminum futures contracts amounting to approximately
HK$6,879,000 (note 24) were dealt within the consolidated
income statement during the year (2015: HK$10,792,000).

The notional principal amounts of outstanding commodity
futures contracts as at 31 December 2016 were
HK$6,586,000 (2015: HK$201,847,000).

The Group has entered into various foreign exchange forward
contracts to manage the fluctuation of foreign currencies
which did not meet the criteria for hedge accounting. The fair
value gain of non-hedging foreign exchange forward contracts
amounting to approximately HK$4,274,000 (note 24), were
dealt within the consolidated income statement during the year
(2015: HK$24,420,000).

The notional principal amounts of the outstanding foreign
exchange forward contracts as at 31 December 2016 were
HK$321,594,000 (2015: HK$268,003,000).

The maximum exposure to credit risk at the reporting date
is the fair value of the derivative assets in the consolidated
statement of financial position.

REBECFUSBERARBHESH #
LAE IR X SR B ISR B - B A& B1%
VESR G RTEEHE « JE1EE I 2 tR J 85 ER
BEH 2 AR EBERELE6,879,000
7t (KiE24) - REFENTEGRE WERNE
32 (20154 : & #10,792,0007T) °

R2016F12 AR MR EEERES
42 ZBFEARE S 5B A E 6,586,000
(20154F : /& %201,847,0007T ) °

REBEDFIUZEIMNERAE L FEIA
EBINERE) - (BTTEBISIEETER

BRI S M 2 INERHIE N2 AR
BEWELE154,274,0007T (FizE24)

RERELRE KSR AR (20156 7
#524,420,0007T) °

R2016F12 431 A MR & E INEREE
82 BENE ST AB321,594,0007T
(20154F : 7 %268,003,0007T ) °

RERMZEAEERRRITEEE
R BRARZ AR BIE-
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23 Borrowings 23 BN
2016 2015
HK$’000 HK$'000
BET T BT
Current B &A
Short-term bank borrowings, unsecured 52 ERERITE SR — M 4R - 20,650
At 31 December 2016, the Group’s bank borrowings were repayable R2016F12831H  AEERITERZERB
as follows: SR
2016 2015
HK$’000 HK$’000
BT T BT T
Within one year —F R - 20,650
The exposure of the Group’s borrowings to interest rate changes and NEE 2 GG RS8R R ELER
the contractual repricing dates are as follows: EEBET:
2016 2015
HK$’000 HK$'000
BET T BT T
Borrowings with floating rate as: FEBR
6 months or less 6fE Ak LA T - 20,650
The effective interest rates of the above floating rate borrowings at 31 M20155F12 4318 » il )% BEFK 2 B F A
December 2015 was 2.01% per annum. FH201% °
The carrying amount of bank borrowings approximates their fair HRAIREEBAR  RITERZREERIAQ
value, as the impact of discounting is not significant. AEERE-
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23 Borrowings (Continued) 23 fEF (#&)

The carrying amounts of the borrowings are denominated in the ERZEAEN TS EEE-
following currencies.

2016 2015
HK$’000 HK$'000
BT BT

usD eV - 18,247
EUR BT - 2,403
- 20,650
24 Other Gains - Net 24 Hfttrzz — F5
2016 2015
HK$’000 HK$'000
BT T BT T
Government grants received (a) B U IR AT 5 8 (@) 12,506 18,079
Amortisation of deferred government grants RFE BT A R 8 (P EE20)
(note 20) 665 479
Derivative financial instruments: THEEmIA:
— fair value gain on commodity futures contracts — TEFA&ERIEE T & HRE Y
not qualified for hedge accounting (note 22(a)) ARBEAENAREBERKE
(P3E22()) 6,879 10,792
— fair value gain on foreign exchange forward — TREEBRIEEREEE Y
contracts not qualified for hedge accounting SNERBIA A R EERE
(note 22(b)) (M5E22(b) ) 4,274 24,420
Dividend income from available-for-sale financial A f i & € &8 & & 2 A% B A
assets — equity investment —RERE 16,214 13,032
Exchange gain M H U a 51,869 33,827
Loss on disposals of property, plant and equipmentti E#12% R K &R & 2 B8 (3,460) (44,871)
Claim from suppliers REHEFNRE 1,489 2,348
Rental income Ha WA 8,064 6,903
Investment income from available-for-sale AHHESREE CIREWA
financial assets — wealth management products ~ — 81 & & E @ 41,510 20,852
Gain on disposals of the equity interests of S B S N FIRRE 2 W2
associate (note 31) (FF3E31) 8,525 -
Others HAtb 1,303 4,418
149,838 90,279
(@)  For the year ended 31 December 2016 and 2015, majority @  EZE2016%F %2015F12A31H IEFE -
of the amount was granted as subsidies for the Group’s KED A RIBY ARIGAEBERG
contribution to taxation and technology innovation. REWaIZ A E &R
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e MERRME
25 Expenses by Nature 25 MESE2HAX
Expenses included in cost of goods sold, seling and marketing FFAEEE A HE RS HEER R
expenses and administrative expenses are analysed as follows: BRI 2B TIT :
2016 2015
HK$’000 HK$'000
BET T BT
Cost of inventories recognised as expense BRAEMI ZEERA (K:E13)

(note 13) 5,670,778 5,918,722
Employee benefit expenses (note 26) & BEFIF 2 (KisE26) 886,054 894,413
Depreciation of property, plant and equipment Y BB R EITE (7))

(note 7) 177,128 188,712
Depreciation of investment properties (note 8) WEMENE ([iE8) 2,722 2,898
Amortisation of leasehold land and THE 0 R b FARE#E 8 (P 7E6)

land use rights (note 6) 4,991 5,213
Amortisation of intangible assets (note 9) EREESHE (H:F9) 12,285 4,415
Provision for impairment of B RWFRBERE—FE

trade receivables-net (note 14(c)) (MI5E14(0)) 14,794 9,277
Provision of impairment of inventories — net FTERERE - FH 2,963 874
Operating leases rental for land and buildings T REFLEEHERS 16,274 12,533
Auditors’ remuneration ZE R &

- Audit services — REIRT 2,277 2,463
— Non-audit services — FEERS 711 183
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26 Employee Benefit Expenses

26 BEERAFAX

2016 2015

HK$’000 HK$'000

BT T BT

Wages and salaries TERF® 705,136 671,443

Pension costs-defined contribution plans (a) BRERA - EHRRETE (@) 46,933 53,456

Medical benefits-defined contribution plans BB RN —BEE ARG 2 22,428 23,944

Redundancy payment EEE 4,389 38,366
Contribution by owners relating to E@BEAARD AERZ O ER

share-based payment (note 18(b)) (FFEE18(b) ) 20,395 16,672

Other allowances and benefits Eqth)2 B0 &K EF 86,773 90,532

886,054 894,413

(a) Pensions - defined contribution plans

The Group has arranged for its Hong Kong employees to join
the MPF Scheme. Under the MPF Scheme, each of the Group
companies (the employer) and its employees make monthly
contributions to the scheme at 5% of the employees’ earnings
as defined under the Mandatory Provident Fund Legislation.
The contributions from each of the employers and employees
are subject to a cap of HK$1,500 per month and thereafter
contributions are voluntary.

Employees of the Group’s subsidiaries in the PRC are required
to participate in a defined contribution retirement scheme
administered and operated by the local municipal government.
The Group is currently required to make a monthly contribution
equivalent to 15% to 28% of the employees’ salary (subject
to a floor and cap) as set by local municipal governments to
each scheme locally to fund the retirement benefits of the
employees.

(a)

BRARE-BERRE

AEECDZHEBERE2 NBEESE
g RiFeEeEtE AREE TR
Al (BE) R EEBAZBHIMEATREA
BIRE - & AR B AR Z5%/E A5t &
"R BEINBESBZHALRAE
H7EH1,5007T - BRI 5 A R -

AEBURNTBEZIMBARZEEES
SR EMTIREE R REL Y B E R
BRASEE -AEBRAGANEL
MR B EE st & PR E HER
1B E A%$15%%28% (BB L TRE) 2
" UREBRREEIEHRES -
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27 Finance Incomes - Net

27 MEWRA-—FHE

2016 2015
HK$’000 HK$'000
BET T BT

Finance incomes — interest income on BEWA - RITHERZFEMA
bank deposits 9,784 24,137
Exchange gain P& H 17,991 11,810
27,775 35,947
Finance expenses BhE R (3,971) (15,972)
Finance incomes — net EE WA —F58 23,804 19,975
28 Income Tax Expense FrEBiMEx
(a) Macao and British Virgin Islands profits tax (@) BRFARKBELZFESFEH

The Group has not been subject to any taxation in these
jurisdictions for the year ended 31 December 2016 (2015: Nil).

(b) Hong Kong profits tax

Hong Kong profits tax is provided at annual income tax rate of
16.5% for the year ended 31 December 2016 (2015: 16.5%).

(c) PRC Corporate Income Tax

Group companies registered in the PRC are subject to PRC
Corporate Income Tax (“CIT"). According to the new CIT
effective from 1 January 2008, all PRC enterprises are subject
to a standard corporate income tax rate of 25%, except for
enterprises under specific preferential policies and provisions
are disclosed as follows.

GD Welling, Welling Washer and Wuhu Welling have been
eligible to high technology enterprises CIT incentive starting
from year 2008 to 2016. The applicable preferential tax rate
of high technology enterprises is 15% for the year ended 31
December 2016 (2015: 15%).
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(b)

(c)

REFRE E2016F12A31H ILFEH
AL S AR 2 R FIE (2015
FoaE)o

BERNEH

HE2016%F 128318 L E & BB
BRIRREE TSR R16.5%5 12
(20154F : 16.5% ) °

HEEEMEHR

AERBR A BT A R R RS B
EER ([REMSH]) - 1REB2008
FIAIABRERZH P EEEMEHR
BT X SERNEREERER
MIEZ % PR EIARIIAZ25%IR
EPEMSHEEM -

B B B Tk B 0 I B 2 M) B B FR2008
FE0I6FHEERZR MBI D
Z PTG T 8EE) - B £20165F12 531
AILFE SR cE 2 TRESERR
R A15% (20154 1 15% ) ©
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GAMBEENE
28 Income Tax Expense (Continued) 28 FriEFiRA (&)
(c) PRC Corporate Income Tax (Continued) (c) FEILEMRBH (&)
Huaian Welling has been eligible to high technology enterprises BT H2010F £2018F M & & 18
CIT incentive from year 2010 to 2018. The applicable ZERMEESE CEMST R -
preferential tax rate of high technology enterprises is 15% for HZE2016F12A31H L FE & # B
the year ended 31 December 2016 (2015: 15%). 7 A AEER K A15% (20155
15%) °
2016 2015
HK$’000 HK$’'000
BT T BT
Current tax BIHART 1S %%
- PRC corporate income tax — FETEMSH 151,608 53,269
- Hong Kong profits tax — BAFEH 5,382 3,359
156,990 56,628
Deferred income tax EIEFTIS T 21,316 51,694
Income tax expense FriSfif X 178,306 108,322
The tax on the Group’s profit before tax differs from the theoretical AREBEINRRBRITFE 2 B I8 B iR A E B
amount that would arise using the weighted average tax rate FIEER 2 TR E 212
applicable to profits of the entities as follows: Bz Z20T:
2016 2015
HK$’000 HK$’'000
BT T BT
Profit before income tax 08k AT 15 75 AT ) 769,935 631,021
Calculated at the PRC statutory tax rate % 5 BA TE i R 25% T B
of 25% (2015: 25%) (20154 : 25%) 192,484 157,756
Effect of difference in applicable tax rates ERABEZR 2 wE (71,037) (75,951)
Withholding tax on attributable profit JEAE B TR 33,037 28,101
Income not subject to tax AR 2 WA (508) (11,478)
Gain on disposal of associates VR k= -k Nl §
subject to tax 17,898 -
Expenses not deductible for AR 2
taxation purposes 5,219 3,812
Tax losses not recognised RERBELEFMBHRIBEEL
as deferred income tax assets HIBEE 1,213 6,083
Income tax expense FriSfif X 178,306 108,322
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e EHRRME
28 Income Tax Expense (Continued) 28 FriE®iBA (&)
PRC corporate income tax is provided for at 25% (2015: 25%) of P B FEFTIS AR 0 iR B FE B 75 2 S AR T
the taxable profits for the PRC statutory financial reporting purposes, FE 2 25% (20154 : 25% ) 5148 - I ¥ 1~ 7] &t
adjusted for items which are not assessable or deductible for the A B SRS T AT AP B Sk AT R 2 TB B 1R
PRC corporate income tax purpose. o
The tax charge relating to components of other comprehensive BLH fih 2 E s F 5 MR BB X 5
income is as follows: Ik
2016
Before tax  Tax charged After tax
RREE AT BEZH BREi %
HK$’000 HK$’000 HK$’000
BT T BT T BET T
Fair value gains on available-for-sale AR ESREEY
financial assets (note 12) RAEEKE (KEE12) 11,984 (1,798) 10,186
Currency translation differences SNEEITE =5 (283,125) - (283,125)
(271,141) (1,798) (272,939)
2015
Before tax Tax charged After tax
B A RIES H BRIz
HK$’'000 HK$’000 HK$'000
PR T T BT T BT T
Fair value gains on available-for-sale AP EeREE Y
financial assets (note 12) NAEBERE (MFE12) 13,769 (2,065) 11,704
Currency translation differences SNEETH =5 (265,564) - (265,564)

(251,795) (2,065) (253,860)
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29 Earnings Per Share

(a)

(b)

Basic

Basic earnings per share are calculated by dividing the profit
attributable to the owners of the Company by the weighted
average number of ordinary shares in issue during the year.

29 BREF

(a)

X

SR ARy A 2 T AT
T LASE A E BT ERAR 2 AT K
e

2016 2015
Profit for the year attributable to RATRHEA ANEBIEEENE
the owners of the Company (HK$’000) (BEFIT) 596,574 525,030
Weighted average number of ordinary BREEEREREF 2
shares for the purposes of basic BB E (TR)
earnings per share (‘000 shares) 2,863,797 2,863,478
Basic earnings per share (HK cents) BRRERZF) (BIL) 20.83 18.34

Diluted

For the year ended 31 December 2016, the outstanding share
options granted by the Company has no potential dilutive
effect. For the year ended 31 December 2015, diluted earnings
per share were calculated by adjusting the weighted average
number of ordinary shares outstanding to assume conversion
of all dilutive potential ordinary shares. The dilutive potential
ordinary shares of the Company are performance-based
share options. For the share options, a calculation is done to
determine the number of shares that could have been acquired
at fair value (determined as the average annual market share
price of the Company’s shares) based on the monetary
value of the subscription rights attached to outstanding
share options. The number of shares calculated as above is
compared with the number of shares that would have been
issued assuming the exercise of the share options.

(b)

mg

HZE2016F12A31H L FE - AR FE
o MR TR B B e e R -
HZE2015F12A31H L FE - SR EE
B BHRAEBTESTRRIIEE
HEnk BARAEDHITTARKRZM
BT E - A AR 2 BT EL R
MR AR R EE 2 BRI - pLAE AR 4
s B wARITEERERTMH R IERE
ZEMEBEETHE UBEEARAR
BE (RARQRROFHEFEMSRE
) WS Z IR BB -1k il s ERTE
ZRMHEE g HBRREERERITER
FEB BT 2 BRIDER B fELL & -
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29 Earnings Per Share (Continued) 20 BREF (&)
(b) Diluted (Continued) (b) #8(&)
2016 2015
Profit for the year attributable to the owners 782 Bl A A JE 15 & E 5 )H
of the Company (HK$’000) (BT 596,574 525,030
Weighted average number of ordinary RAREAEEREARTN 2
shares for the purposes of basic LB NEFHE (TR)
earnings per share (000 shares) 2,863,797 2,863,478
Adjustments for share options ERR R (TR
(000 shares) - 243
2,863,797 2,863,721
Diluted earnings per share (HK cents) BRESERF GBI 20.83 18.33
30 Dividend 30 BE
2016 2015
HK$’000 HK$’'000
BET T BT T
Proposed final dividend of HK7.5 cents per BRI SFRE BT 5
ordinary share (2015: HK6.5 cents) (20154 : 6.57%11l) 214,808 186,135
At a meeting held on 17 March 2017, the directors proposed a final R2017F3RA17THE Tz €% L EFERE
dividend of HK7.5 cents per ordinary share (2015: HK6.5 cents). This kAR BAAR B A% @ A% 7 578 (20154 : 6.578
proposed dividend is not reflected as a dividend payable in these i) - JLIBERFEMR B REARGFE B IRE A
consolidated financial statements. R BERARE
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31 Notes to the Consolidated Statement of 31 HREBHERERMHH

Cash Flows
(a) Reconciliation of profit before income tax to (@) MERATEBHRATF HEKSEEE
cash generated from operations: ZHEESHERK:
2016 2015
HK$’000 HK$’000
BT T BT T
Profit before income tax F0BR B 15554 A1 A1 769,935 631,021
Adjustments for: TR
— Depreciation of property, — W BEEEREBETE (ME7)
plant and equipment (note 7) 177,128 188,712
— Depreciation of investment properties — REMEWE (K:E8)
(note 8) 2,722 2,898
— Amortisation of leasehold land and — FAE I 4b I At {55 PR A 6N
land use rights (note 6) (Hf5Ee6) 4,991 5,213
— Amortisation of intangible assets — \EREE#E (M)
(note 9) 12,285 4,415
— Written off for intangible asset (note 9) — s EpEE (K1529) 4,402 -
— Deferred government grants (note 20) — BEEBRAT A (MIFE20) (665) 479
— Loss on disposals of property, — HEYE BEMKREEIE
plant and equipment (note 24) (Mg 5E24) 3,460 44,871
— Gain on disposals of the equity interests ~ — H & Bt & N RIRRE 2 Wz
of associates (note 24) (Mg 5E24) (8,525) -
— Contribution by owners related to — BBRER ARG BER W
share-based payment (note 18(b)) R (MEE18(0)) 20,395 16,672
— Share of profits of investments — B EREARZIEERNE
accounted for using the equity (FgE11)
method (note 11) (18,825) (51,396)
~ Interest income (note 27) — FIBHA (BiF5E27) (9,784) (24,137)
— Interest expenses (note 27) — M BRX (ME27) 3,971 15,972
— Impairment of inventories — net - GFERE-FE - 3,068
— Provision for impairment of trade and — B REMERGUREREFE
other receivables-net (note 14(c)) (MF3E14(0)) 14,794 9,277
— Dividend income from — JHEES/REE ZKRBKA
available-for-sale financial assets — kiR E (5E24)
— equity investment (note 24) (16,214) (138,032)
— Investment income from -~ HEESREEZRERA
available-for-sale financial assets -MEEEER (Kik24)
— wealth management products
(note 24) (41,510) (20,852)
Changes in working capital: EEEREE:
— Inventories -8 (336,072) 433,940
— Derivative financial instruments —TEEmIT A (3,981) 7,876
— Trade and other receivables — B 5 RHEAEUBK 703,826 (165,925)
— Trade and other payables — B REAMERNK (377,332) (427,776)
Cash generated from operations BEEEZRE 905,001 660,338
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31 Notes to the Consolidated Statement of 31 HREBHERERMHE (&)
Cash Flows (Continued)

(b) Proceeds from sale of property, plant and b) HEVE BERREZFRE
equipment comprise: REEHE:
2016 2015
HK$’000 HK$'000
BT T BT IT
Net book amount (note 7) BREDFE (M) 8,109 64,709
Loss on disposals of property, HEWE  RE k& EERE (ME24)
plant and equipment (note 24) (3,460) (44,871)
Proceeds from disposals of property, HEYE - BWEMREBSHIE
plant and equipment 4,649 19,838
(c) Proceeds from disposal of associates: (c) HEBME AR ZMBNRE:
2016 2015
HK$’000 HK$'000

BT BETT

Proceeds from disposal of associates HEBE AR ZFERIE 369,417 -
Carrying value (note 11) BREE (MHEE11) (360,892) -
Gain on disposals of associates (note 24) &L AT 2 Y (FizE24) 8,525 -
(d) There is no non-cash transaction during this year. (d) FABEFBRELS-
32 Contingent Liabilities 32 FAREE
Except for the financial guarantees disclosed in note 34, as at 31 B B 5EG4PT I B 2 @b & FE R HN - 20165 2
December 2016 and 2015, the Group did not have any material 2015F12A31 0 AEEBEEMERNNAE
contingent liabilities. f&e
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e EHRRME
33 Commitments 33 E&IE
(a) Capital commitments (a) EAEIE
Capital expenditures contracted for at the end of the year is as RERBETHEARRS AT
follows:
2016 2015
HK$’000 HK$'000
BT T BT T
Capital expenditures contracted for BRIAERBEENEARFAS
but not provided 141,095 67,906
(b) Operating lease commitments (b) KEHEEAE
The future aggregate minimum lease payments of the Group REEREA AT RS 2 S EHERARK
under non-cancellable operating leases are as follows: JERT 2 SRR E BRI T
2016 2015
HK$’000 HK$'000
BT T BT T
Not later than one year THB—F 4,740 6,468
Later than one year and BR—FETBEARASF
not later than five years 9,922 13,780

14,662 20,248
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34 Financial Guarantees 34 BEER

During the year, the guarantees was released for the disposal of the RERA - FERE S L R BB ERR (M
associates (note 11). 11) ©

As at 31 December 2015, the Group and the controlling shareholder M20155F12 4318 » ANEE K& A aiE AR
of an associate had jointly and severally given guarantee to banks RAR RERIBER T AEEE & AR AL
in respect of the banking facilities extended to the associate of the #£656,497,0007T 2 $R1THEAZ VEHEIR < 720155
Group of approximately HK$656,497,000. As at 31 December 2015, 12A318 ' ZEHE A RS IRIVERE EER
bank loans of approximately HK$179,045,000 being guaranteed RERTT E A B%5179,045,0007T © 1R 15 FH BE @t
by the Group to the associate had been drawn down. Under the EPERE DGR NEE MBS A RERRR
terms of the relevant financial guarantee contract, the Group and SELATIERENE A R EEATTIRITTE KR EER
the controlling shareholder of the associate will make payments to BBHEETERA

reimburse the lenders upon failure of the guaranteed associate to
make payments when the bank loans are due.

Terms and face values of the liabilities guaranteed were as follows: BEREBZGERREERNT:
2016 2015
HK$’000 HK$'000
BT T BT T
Face value Face value
HE HE
Financial guarantees BhE R
— bank loans drawn — BRBUERTTER - 179,045
In the opinion of the directors, the fair values of these financial FERE ZEREERNAABERVIGE
guarantees are insignificant at initial recognition and the directors REFITNEKX - INRBIERB R EL 2 T8
consider that the possibility of the default of the parties involved is MEM - Bt RIERE HRRR RREHR
remote, accordingly no value has been recognised at the inception of MR EREE

the guarantee contracts and at the end of the reporting period.
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e MERRM T

35 Related Party Transactions 35 BEHEAIRS
The ultimate holding company of the Group is Midea Holding REBEREIZERA B RENZERBR R
Company Limited, which owns 68.63% of the Company’s shares. A A2 F168.63% 2 M5 o 82 3. 37%21&
The remaining 31.37% of the shares are widely held. The ultimate HEHFFHA AEEZ&EERATRAZRE
controlling party of the Group is Mr. He Xiangjian. pirta s
Transactions between the Group and other related parties during the REBEAMBE TN EN RSB T

year are summarised below:

(a) Transactions with related parties (a) HEHBEBLE2ZXRS
The following transactions were carried out with related parties AT T BRREEE F R & FT A A M EE 2
in accordance with the terms mutually agreed between the BTET RS

respective parties:

2016 2015
HK$’000 HK$'000
BET R BT

Sales to related parties*: I RREE HEEE
— Controlled by the ultimate — BRI A T

holding company 3,638,616 3,656,024
Purchases from related parties*: [ BR B 5 BR S
— Controlled by the ultimate — AR

holding company 110,539 47,163
— Controlled by a close family member — EE BRERAREERR 2

of the ultimate holding company’s 3T R

substantial shareholder 85,142 152,891

195,681 200,054
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35 Related Party Transactions (Continued) 35 BEHEAIRS (&)

(@) Transactions with related parties (Continued) (a) HEBEBE2RS (&)
2016 2015
HK$’000 HK$’000
BT T BT T
Other transactions with related parties E2REF 2 HM X5
- Controlled by the ultimate - HRAERARES
holding company
(i) Logistics services received from (i) 1) BA B 5 B )7 AR A%
related parties™ 73,752 67,812
(i) Rental income received from (ii) =) 8 5t 77 JE EX 9 A 2 A
a related party” 4,083 4,348
(i) Contribution by owners related to (i) BEREFEA AARRD RER I8
share-based payment (note 18(b)) Bt (HI5E18(b)) 20,395 16,672
(iv) Investment income from (v BRI S R 2 Al E SRt
available-for-sale financial assets BEE-VEEBEEMKRERA
— wealth management products
subscribed from a related party 6,053 1,752
(v) Wealth management products V) BB T RECHEERER
subscribed from a related party 134,152 119,363
(vi) Sales of patent to a related party (vi) [A) B Bt 5 HH & = F 1,651 -
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35 Related Party Transactions (Continued) 35 BEHEAIRS (&)
(@) Transactions with related parties (Continued) (a) HEBEBE2RS (&)
2016 2015
HK$'000 HK$'000

BET T BETT

Financial services provided by S 0 1R 4 0 B R R A
the Finance Company*
- Controlled by the ultimate -HRAERATES

holding company

(i) Issues of bills () MAZZEE 2,097,862 3,320,236
(i) Discounted bills (i) B IR =R 350,365 1,303,681
(iii) Interest income on deposits received (iif) WeER AT M B A 8,783 22,756
(iv) Interest expense and (v TR EAZ RIRITER

bank charges paid 3,723 14,387
(v) Settlement of foreign currency (v) INEEEE 298,402 519,039
(vi) Guarantee (vi) #E1R 103,968 -

The related party transactions constitute continuing connected * AR SEK ETRAUEIAZTTERZ

transactions as defined in Chapter 14A of the Listing Rules. The FHERER 5 ETRRIFEVIAERTE 2
disclosures required by Chapter 14A of the Listing Rules are provided BENMBRESFERE [(HEEERS] —
in section “Continuing Connected Transactions” of the Reports of the o

Directors.
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35 BHAXE (&)
(b) EREAEETS Z AR

35 Related Party Transactions (Continued)

(b) Balances with related parties

2016 2015
HK$’000 HK$'000
BET R BT

Due from related parties included in EWEBARE EREESR

trade and other receivables: Hib

— Controlled by the ultimate holding
company

— BRI A R

676,299 1,301,080

The credit periods for majority of amounts due from related
parties are within 90 days.

As at 31 December 2016, the amounts due from related
parties including notes receivable of approximately
HK$120,524,000 (2015: HK$$880,492,000).

R AR {7 e e W B B 77 5R0B 2 (E B 1 R90
HA-

R2016F12831H ' FE Bl S A E &
58 B 4E B I ZE 4 4078 #5120,524,0007T
(20154F : /& %880,492,0007T ) °

2016 2015
HK$’000 HK$’'000
BET R BT

Due to related parties included in
trade and other payables: Hih SRR

— Controlled by the ultimate holding

EABBLIRE BETESR

— BRI A BRI

company 4,569 28,057
— Controlled by a close family member —HRRERA R EERR 2 FIEH
of the ultimate holding company’s
substantial shareholder 32,764 117,581
37,333 145,638

As at 31 December 2016, the amounts due to related parties
including notes payable of approximately HK$2,599,000 (2015:
HK$95,971,000).

The balances due from/to related parties are denominated in
RMB, unsecured, interest free and are repayable on demand.
No balance due from related parties is past due or impaired.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Ry B
35 Related Party Transactions (Continued) 35 BEHEAIRS (&)
(b) Balances with related parties (Continued) (b) EERAERS =456k ()
2016 2015
HK$'000 HK$'000

BET T BETT

Other balances with related parties SRR S 2 A g
- Controlled by the ultimate — B BRAERATES
holding company

(i) Short-term deposits in the Finance () REFIE A A 2 RERTF R

Company 987,209 1,234,141
(il Bills have been issued but not yet (i) R B AR AERRKRIARE

due in the Finance Company 719,033 1,506,806
(i) Discounted bills receivable not yet due (i) B A 512 8L R

in the Finance Company 1B R B BRI R R 221,887 1,194
(iv) Available-for-sale financial assets (v BB T RBE 2L E SR

- wealth management products AE-MEEEE®

subscribed from a related party 134,152 119,363
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36 Statement of Financial Position and Reserve 36 ZAQTBMBMRRAXREEED
Movement of the Company

As at 31 December

M12A831H
2016 2015
HK$’000 HK$’000
BET T BEEF T
ASSETS BE
Non-current assets kRBEE
Property, plant and equipment Y RE RS E - 20
Interests in subsidiaries RHB AR RER 5,066,304 5,371,945
5,066,304 5,371,965
Current assets REBEE
Trade and other receivables B 5 & E b U R 483 484
Dividend receivable e U A% B 230,000 203,000
Cash and cash equivalents BehReEEY 13,562 2,315
244,045 205,799
Total assets wmEE 5,310,349 5,577,764
EQUITY s
Equity attributable to AKATEE AEMLESR
the owners of the Company
Share capital &N 4,967,225 4,966,858
Other reserves H At 1# 42,480 349,813
Retained earnings RE & H) 287,508 246,707
Total equity XA 5,297,213 5,563,378
LIABILITIES =R
Current liabilities REBEE
Trade and other payables B MEMERNRK 13,136 14,386
Total liabilities waE 13,136 14,386
Total equity and liabilities EERBEEE 5,310,349 5,577,764
The statement of financial position of the Company was approved BELR2017F3A17TB R ERR T Z Bk
by the board of directors on 17 March 2017 and was signed on its NE - WRERESEEE-
behalf.
Director Director
2 2
Xiang Weimin Pan Xinling
mER BEWR
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36 Statement of Financial Position and Reserve 36 ZAQA WM BMRAEEES T K

Movement of the Company (Continued) (&)
Other reserves
Hv
Share
Retained option Exchange
earnings reserve reserve Total
REBAN EBRERE X =)
HK$'000 HK$’000 HK$’000 HK$'000
BETT BETT BB T T BB T
Balance at 1 January 2015 2015%F1 B1H 2 &% 276,476 25,779 669,321 695,100
Profit for the year FEMHE 185,002 - - -
Dividends paid relating to 2014 BB2014F 2ERNRE 214,771) - - -
Currency translation differences NS =5 - - (345,287) (345,287)
Balance at 31 December 2015 M20155 124310 2 &4 246,707 25,779 324,034 349,813
Balance at 1 January 2016 201651 B1H 2 &%k 246,707 25,779 324,034 349,813
Profit for the year FEMHE 226,929 - - -
Dividend paid relating to 2015 BE2015F 2 ERRE (186,135) - - -
Unclaimed dividend forfeited SRR EEUR &
(note 21(c)) (KsE21(c)) 7 - - -
Currency translation differences SN E =5 - - (307,333) (307,333)
Balance at 31 December 2016 2016F12H31H 2 &4 287,508 25,779 16,701 42,480
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37 Benefits and Interests of Directors

37 EE/EARER

(a) EERBSITHRARZENR
R

(a) Benefits and interests of directors and chief
executive

EERERTBRABZHFHMERIE (B
BREED) F383ER AR (HEESE

Directors’ and Chief Executive’s emoluments disclosed
pursuant to section 383 of the Hong Kong Companies

Ordinance and Part 2 of the Companies (Disclosure of

Information about Benefits of Directors) Regulation are as

follows:

MERER) ROIF2R 2 RERENT -

For the year ended 31 December 2016 HZ2016F12A31H L EE
Contribution
by owners
related to
Salaries Retirement share-based
and other  Discretionary scheme payment
Fees benefits bonuses  contributions Sub-total (Note) Total
BBERA
BB
ek Bffe EBZAM
Name of Director £ e £hER ] =g BE 55 hat BRE(KE) &t
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
A¥TR BB E¥T R A¥TR BB AT B¥TR
Executive Directors HirEs
M. Xiang Weimin () RERTE( - 1,021 2,333 12 3,366 - 3,366
Mr. Zhong Lin (Chief Executive) M (EREHITE) - 620 1,179 12 1,811 1,086 2,897
Ms. Pan Xinling () BHRTL) - 525 1,556 12 2,093 857 2,950
Mr. L Li (i) FNEE() - 398 1,708 12 2,118 972 3,090
Mr. Xiao Mingguang (i) B K i) - - - - - - -
Mr. Li Feide ERERE - - - - - - -
Ms. Yuan Liqun () RMBETLW - - - - - - -
Independent Non-executive ~ BUFHTES
Directors
Mr. Tan Jinsong EYNEE 180 - - - 180 - 180
Mr. Lam Ming Yung MAELE 180 - - - 180 - 180
Ms. Cao Zhoutao Eifgat 180 - - - 180 - 180
540 2,564 6,776 48 9,928 2915 12,843
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37 EEEAMRER (F)
(a) EERBSITHRARZENR

37 Benefits and Interests of Directors (Continued)

(a) Benefits and interests of directors and chief

executive (Continued)

R (#)

For the year ended 31 December 2015 HZE2015F12A31H ILFE
Contribution
by owners
related to
Salaries Retirement share-based
andother  Discretionary scheme payment
Fees benefits bonuses  contrioutions Sub-total (Note) Total
FBEEA
P or:
EE e ERX A
Name of Director ESf4 ik EHEH BERL HE 25 N BRN(HED) @
HKS'000 HK$'000 HK$'000 HK$ 000 HK$'000 HK$'000 HK$'000
EETT BETL BB BT BETT BB BT
Executive Directors HirEs
Mr. Xiang Weimin () RER L&) - 543 2,293 5 2,841 - 2,841
Mr. Znong Lin (Chief Fxecutive) B (BRH1E) - 503 1133 9 1645 328 1973
Ms. Pan Xinling () EHRTL() - 238 1,193 5 1,436 - 1,436
M. Li L i) ENREN - 89 1576 2 1,667 - 1,667
Mr. Zhou Xiangyang (v) RARBEEY - 643 978 5 1626 - 1626
Mr. Yu Yonghua (vi RKEREW) - 288 - 4 292 328 620
Mr. Luo Huagang (v BER £ i) - 475 2,01 8 2,554 328 2,882
Ms. Yuan Liqun () RMBELLW - - - - - -
Mr. Li Feide ERERE - - - - - - -
Independent Non-executive ~ BUFHTES
Directors
Mr. Tan Jinsong EYNEE 180 - - - 180 - 180
Mr. Lam Ming Yung MABLE 180 - - - 180 - 180
Ms. Cao Zhoutao Eifgat 180 - - - 180 - 180
540 2,779 9,244 38 12,601 984 13,585
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37 Benefits and Interests of Directors (Continued)

(a) Benefits and interests of directors and chief
executive (Continued)

)

(i

Note:

Mr. Xiang Weimin and Ms. Pan Xinling were appointed on 9 July 2015.

Mr. Li Li was appointed on 23 November 2015.

Mr. Xiao Mingguang was appointed on 15 July 2016.

Ms. Yuan Liqun resigned on 15 July 2016.

Mr. Zhou Xiangyang resigned on 9 July 2015.

Mr. Yu Yonghua resigned on 9 July 2015.

Mr. Luo Huagang resigned on 10 November 2015.

These represent the fair value of share options granted to the Directors
under Midea Share Option Incentive Plans. The value of these share
options is measured according to the Group’s accounting policies for
share-based payment transactions as set out in note 2.24.

The details of these benefits in kind, including the principal terms and

number of options granted, are disclosed under the paragraph “Disclosure
of Interests” in the Directors’ Report.

(b) Directors’ termination benefits

No directors’ emoluments, retirement benefits, payments or

benefits in respect of termination of directors’ services were

paid to or receivable by the directors during the year ended 31
December 2016 (2015: HK$424,000).
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37 EEEANRER (&)

(a) EERBSITHRARZENR
Em (&)

(b)

)

(vii)

B EE -

)15 R 5t A ROE HT3, 2 201597 A9H
BEE-

N5 AER2015F 11 A23HEZF

B BAN SEER2016F7 A15A K Z (T -
RFBZ 5201647 158 BT °

RS % A R2015%7 R BT »

FROKE L ATA201557 AOH B (T ©

BRI % A 72201511 A10B BHE ©

R RBEXNEREHBTERESR
H 7 BN RAEE ZSHERENA R
BETYIREHT 2. 24 8 AN E B F LR A
ERNNRZSHRAZ FeTBRTE -
ZERMEHZHE BEMRLBEREZ
FERAREE  DEBRNESS®RSE (12

e

BB

EEZRBERN

REE2016F12A31H L FE R &
ERESHBENTESIESERZ
EEHH - RIKNER - HREAET (2015
F 5 85424,0005T) °
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e R

37 Benefits and Interests of Directors (Continued) 37 EEEFREZ (&)

(c) Employees’ emoluments (c) EEFHM
Of the five individuals with the highest emoluments in the TEBERAE=TMATRIE=4 (2015
Group, three (2015: four) are directors whose emoluments are F OB EE AR EXHER 5T
disclosed above. The aggregate of the emolument in respect of ME (20165 : —B) ALz e msEm
the remaining two individuals (2015: one) are as follows: N
2016 2015
HK$’000 HK$'000
BT T BT T
Salaries and other benefits e MHEAET 1,074 295
Discretionary bonuses BB 4L 4,341 1,386
Retirement scheme contributions RIKSETEIHER 24 6
Termination benefit BEER AR A - 171
Contribution by owners related to ERHEE AARD AERINOER
share-based payment 1,658 328
7,097 2,186
The emoluments of the remaining two individuals (2015: one) BTMA (20158 —Z)&eH AL
with the highest emoluments are within the following bands: S BT AR :

Number of individuals

AH
2016 2015
HK$2,000,000 to HK$3,000,000 78 #2,000,0007T % 7% #3,000,0007T - 1
HK$3,000,001 to HK$4,000,000 713,000,001 7T £ 8 ¥ 4,000,0007T 2 -
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FIVE-YEAR FINANCIAL SUMMARY

LEMBREE
Year ended 31 December
BZ12A31ALEE
2016 2015 2014 2013 2012
HK$°000 HK$'000 HK$'000 HK$'000 HK$'000
BETT BT BETT BT BT
Audited Audited Audited Audited Audited
BER TEY mEY KRG "BEZ
Results ES
Revenue /9N 7,954,460 8,040,366 9,273,399 8,881,723 7,787,502
Profit attributable to the owners VN/NGIE YN
of the Company FE{EFE 596,574 525,030 678,372 785,499 640,256
Assets and liabilities BEREE
Total assets BEE 7,431,026 7,594,486 8,046,711 7,891,778 6,839,053
Total liabilities BaE (2,875,901)  (3,192,685)  (3,716,867)  (4,016,802) (3,735,799)
Total equity BREE 4,555,125 4,401,801 4,329,844 3,874,976 3,103,254
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