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Five-Year Financial Summary

T EHMBEBRE

For the year ended 31 December

BET-_A=1t—HILFE

2018 2017 2016 2015 2014
ZE-\E T+ TR —T-HE —TNF
Profitability data BRELHE
(RMB million) (AR®EETR)
Revenue Yz 164.5 125.5 215.8 171.7 196.8
Gross profit ES 1] 39.5 28.5 75.3 429 19.1
Loss for the year FABE (275.3) (435.4) (317.6) (25.7) (31.2)
Profitability ratios (%) BFIEE N E(%)
Gross profit margin EH= 24.0% 22.7% 34.9% 25.0% 9.7%
Net loss margin FERX (167.4)%  (346.9%  (147.2)% (15.0)% (15.8)%
Assets and liabilities data EERAEEE
(RMB million) (AR¥BER)
Non-current assets FRBEE 441.9 705.3 1,417.0 1,597.4 129.5
Current assets MEEE 128.8 110.4 1176 870.4 1,2433
Current liabilities nEEE 251.9 294.1 224.8 821.7 2785
Non-current liabilities FRBEE 4.8 108.2 466.5 517.1 3.1
Shareholders equity BR R 313.9 4134 843.4 1,129.0 1,091.2
Asset and working BEREELES
capital data g5
Current asset ratios (%) MEEELL (%) 22.6% 13.5% 7.7% 35.3% 90.6%
Current ratios (time) MBI R () 0.5x 0.4x 0.5x 1.1x 4.5x
Gearing ratios (%) BEL R (%) 44.7% 49.0% 44.6% 54.2% 20.3%
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Dear Shareholders,

On behalf of the board (the “Board”) of directors (the
“Directors”) of Baofeng Modern International Holdings
Company Limited (“Baofeng Modern” or the “Company”), |
am pleased to present the financial report of the Company and
its subsidiaries (collectively, the “Group”) for the year ended
31 December 2018.

In 2018, the Group continued to focus on the development
and improvement of do-it-yourself (“DIY") automated vending
system, the key machine for the Online-to-Offline (“020")
business model, for the sales and distribution of own branded
automated customized graphene-based slippers (“Graphene-
based Slippers”) and the fourth generation of the DIY
automated vending system was developed during the year.
Besides, due to (i) delay of placing orders by some overseas
customers at the end of 2017, some orders of the Original
Equipment Manufacturer (“OEM") business were delayed to
the first half of 2018; (ii) orders from new customers; and (iii)
increase in orders from existing customers, the sales of OEM
business during the year increased. As a result, the Group
recorded an increase in revenue of approximately RMB39.0
million or 31.1% to approximately RMB164.5 million in 2018.
The gross profit margin of the Group slightly increased to
24.0% in 2018, which was mainly attributable to the effective
cost control during second half of the year.

In the coming year, the Group would continue to focus on
the development and improvement of DIY automated vending
system. The Group expected that the fourth generation of
the DIY automated vending system will be launched in the
second quarter of 2019. Besides, by utilizing the resources
of distributors, the Group targets to cooperate with young
people’s favorite brands or brands with numerous stores by
placing DIY automated vending system in cooperative stores.
In such a way, we can provide customers an interesting on-site
customization DIY shopping experience to design their favorite
slippers. This cross-over cooperation can reduce the selling
cost, penetrate and expand the People’s Republic of China
("PRC") market rapidly and most important of all, can foster
the popularity of our brand. Besides, the Group developed
graphene-based shoes for pregnant women in 2018 and now
under discussion with hospitals for cooperation and targeted
to launch to the market in the coming year.

e

Chairman’s Statement
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Chairman’s Statement
FTEHRES

Moreover, the Group would continue to develop and launch
different types of graphene application products. The
development stage of the graphene deodorizing and sterilizing
chips for air purifiers and air conditioners (“Sterilizing Chips”)
had been completed and the Sterilizing Chips were launched
in the PRC market in the first half of 2018. For the overseas
market, the Group already sent samples to an overseas well-
known producer of air conditioning system for testing and
recognition. After all the tests are completed, the Sterilizing
Chips would be launched in the overseas market through
cooperation with this producer. For the PRC market, as the
PRC government tightened the environmental protection
and control and the public pays more attention to the
environmental protection, the Board believed that there would
be a great demand for environmental protection products
like air purifiers. Besides, the recognition from the above-
mentioned overseas well-known producer of air conditioning
system would be a strong evidence of the superior quality of
our Sterilizing Chips, therefore the Board believed that the
revenue of Sterilizing Chips from PRC market would increase in
the coming year.

After paying continuous effort and capital investment in
the past few years, the Group gradually transformed from a
traditional manufacturing company to a material technology
company and started to diversify our business to environmental
protection and energy related field. In light of the above,
the Group decided to deploy more resources on the research
and development of carbon-based energy storage batteries
in second half of 2018 and set up a battery research and
development line in first half of 2019. In the future, the Group
will focus on the large-scale application of material technology,
and further industrialize the research and development
results. Carbon-based energy storage materials for batteries
are expected to be put into mass production in the coming
year. After the scale expansion, the Group would be able to
enter the energy storage industry by providing energy storage
material, which would become the driving force of higher
profit growth for the future.
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Chairman’s Statement
FEHREFE

Last but not the least, on behalf of the Board, | would like to R RAAERRESTS NAEESTIEE .
thank our management and all staff for their dedication and RERBEEYH RABU/EAEEER

contribution to the development of the Group. | would also EHMZ IMER - RAMBHEAEER

like to take this opportunity to express my sincere gratitude to BECHER EBBHERKREMNS NYE

our customers, suppliers, business partners and shareholders BUA TR B R o

for their continuous commitment and support.

Zheng Jingdong FE
Chairman BRR
Hong Kong, 27 March 2019 H#E —_ET-NAF=ZA=-++tH
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Management Discussion and Analysis

EEENWKR DM

During the year, the Group recorded an increase in revenue
of approximately RMB39.0 million or 31.1% to approximately
RMB164.5 million (2017: RMB125.5 million), which was
contributed by the increase in revenue of major operating
segments and particularly the increase in revenue of the OEM
business. The Group continued to focus on the development
and improvement of DIY automated vending system, the key
machine for 020 business model, for the sales and distribution
of Graphene-based Slippers. Besides, due to (i) delay of placing
orders by some overseas customers at the end of last year,
some orders of the OEM business were delayed to the first
half of 2018; (ii) orders from new customers; and (iii) increase
in orders from existing customers, the sales of OEM business
during the year increased.

The gross profit margin of the Group slightly increased to
24.0% in 2018 (2017: 22.7%), which was mainly attributable
to the effective cost control during second half of the year.

During the year, the Group recorded a net loss of
approximately RMB275.3 million (2017: RMB435.4 million),
which was mainly attributable to (i) amortisation of intangible
assets of approximately RMB77.6 million (2017: RMB128.3
million) and impairment loss on intangible assets of
approximately RMB195.1 million (2017: RMB537.3 million);
(i) share-based payment expenses of approximately RMB15.2
million (2017: RMB5.4 million) in relation to the share options
granted by the Company on 10 December 2015, 24 June
2016, 16 December 2016 and 19 June 2018; (iii) impairment
loss on trade receivables of approximately RMB3.7 million
(2017: reversal of impairment loss on trade receivables of
RMBO.7 million); (iv) the fair value loss on convertible notes
at fair value through profit or loss (“FVTPL") of approximately
RMB17.8 million (2017: fair value gain on convertible
notes at FVTPL of RMB50.0 million); and (v) the fair value
gain on provision for contingent consideration at FVTPL of
approximately RMB43.5 million (2017: RMB219.9 million).
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Management Discussion and Analysis

FINANCIAL REVIEW
Revenue by Product Category

MIEJEA—THIE& *ﬁ'

B % [ B
REMERNZENKE
Increase/
2018 2017  (decrease)
RMB’000 RMB’000 % change
#m/

—g-NE —TtE (D)

AREBTRT AREFRT % & B
Revenue (Boree Products) Wz (EABE®R) 3,463 3,517 (1.5)%
Revenue (Graphene-based Products) Wz (ARGER) 4,510 2,130 111.7%
Revenue (OEM Business) %5 (OEMZEETS) 156,507 119,854 30.6%
Revenue (Total) Uz (42%8) 164,480 125,501 31.1%
Boree Products EABER

During the year, the performance of Group’s Boree Products
kept stable, maintaining similar sales level of RMB3.5 million as
compared with last year (2017: RMB3.5 million).

Graphene-based Products

Revenue of Graphene-based Products amounted to
approximately RMB4.5 million (2017: RMB2.1 million)
during the year. The trial run of the third generation of the
DIY automated vending system was completed during the
year. In response to customers’ needs and adapt to market
changes, the Group continued to focus on the development
and improvement of DIY automated vending system, the
key machine for the 020 business model, for the sales and
distribution of Graphene-based Slippers and the fourth
generation of the DIY automated vending system was
developed during the year. The upgraded fourth generation
of the DIY automated vending system has the advantages
of simple installation, small size, low power consumption
and fast printing speed, which can reduce the distribution
and operation costs. The Group expected that the fourth
generation of the DIY automated vending system will be
launched in the second quarter of 2019.

Moreover, the Group would continue to develop and
launch different types of graphene application products.
The development stage of the Sterilizing Chips had been
completed and the Sterilizing Chips were launched in the PRC
market in 2018.
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Management Discussion and Analysis

EEENWKR DM

FINANCIAL REVIEW (continued)
OEM Business

Revenue from OEM business increased by 30.6% to
approximately RMB156.5 million during the year (2017:
RMB119.9 million) was mainly attributable to (i) delay of
placing orders by some overseas customers at the end of
last year, some orders of the OEM business were delayed to
the first half of 2018; (ii) orders from new customers due to
effort of sales team; and (iii) increase in orders from existing
customers due to on-time delivery, price competitiveness and
good quality of product.

Selling and Distribution Expenses

During the year, selling and distribution expenses increased by
11.9% to approximately RMB10.0 million as compared with
that of last year (2017: RMB8.9 million), which accounted for
6.1% (2017: 7.1%) of the Group’s revenue. The increase was
in line with the sales growth during the year.

General and Administrative Expenses

General and administrative expenses recorded an increase of
approximately RMB15.2 million or 38.1% during the year as
compared with that of last year, which was mainly attributable
to the increase in share-based payment expenses of
approximately RMB12.0 million in relation to the share options
granted by the Company on 19 June 2018 and an increase of
impairment loss on trade receivables of approximately RMB4.4
million during the year.

Liquidity and Financial Resources

During the year, net cash inflow from operating activities of
the Group amounted to approximately RMB9.3 million (2017:
RMB28.3 million). As at 31 December 2018, cash and bank
balances were approximately RMB21.1 million, representing
an increase of 258.0% as compared with the cash and bank
balances as at the end of last year (2017: RMB5.9 million).
As at 31 December 2018, around 88.7% and 10.0% of
the Group’s cash and bank balances were denominated
in Hong Kong dollars and Renminbi respectively. As at 31
December 2018, the short term borrowings of the Group were
approximately RMB123.1 million (2017: RMB117.0 million). All
loans were denominated in Renminbi, with fixed interest rates
and repayable within one year.
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Management Discussion and Analysis

FINANCIAL REVIEW (continued)
Capital Structure

As at 1 January 2018, there were 1,084,059,608 shares in
issue and the paid-up capital amounted to approximately
RMB71,629,000. During the year, the Company issued a total
of 220,000,000 shares to the convertible notes holder who
exercised the conversion rights attached to the convertible
notes at the conversion price of HK$0.84 each. As at 31
December 2018, the Company had 1,304,059,608 shares in
issue and a paid-up capital of approximately RMB86,758,000.

Significant Investments, Material Acquisitions and
Disposals

During the year, the Group did not have any other significant
investments, material acquisitions and disposals.

Pledge of Assets

The Group did not have any bills payables as at 31 December
2018. As at 31 December 2017, the bills payables were
secured by a pledge of the Group’s time deposits amounting to
approximately RMB2.1 million. As at 31 December 2018, the
bank borrowings of the Group were secured by a pledge of
the Group’s certain buildings and land use rights with carrying
amounts of approximately RMB9.2 million (2017: RMB12.4
million) and approximately RMB27.0 million (2017: RMB32.6
million) respectively.

Contingent Liabilities

As at 31 December 2018 and 2017, there were no material
contingent liabilities.

Foreign Exchange Risk

During the year, the sales of the Group were mainly
denominated in United States dollars and Renminbi. The cost
of sales and operating expenses were mainly denominated in
Renminbi. Management of the Group monitors the foreign
exchange risk and will consider hedging significant foreign
currency risk exposure if necessary.
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Management Discussion and Analysis

EEENWKR DM

FINANCIAL REVIEW (continued)

Gearing Ratio

As at 31 December 2018, the gearing ratio of the Group
was 44.7% (2017: 49.0%). Gearing ratio was calculated as
total debt divided by the total equity plus total debt. Total
debt refers to the total liability minus the sum of tax payable,
dividend payable and deferred tax liability.

Human Resources

As at 31 December 2018, the Group had a total of
approximately 780 employees (2017: 730 employees), with
total staff costs for the year ended 31 December 2018,
including directors’ remuneration, amounted to approximately
RMB71,112,000 (2017: RMB52,049,000). The Group's
emolument policies are based on the merit, qualifications and
competence of individual employee and are reviewed by the
remuneration committee periodically. The emoluments of the
Directors are recommended by the remuneration committee
and are decided by the Board, having regard to the Group's
operating results, individual performance and comparable
market statistics. The Company also adopted a share option
scheme (the “Share Option Scheme”) on 8 January 2011 to
motivate and reward its Directors and eligible employees.

Use of Net Proceeds from the Share Offering

As at 31 December 2018, the Company had utilised all net
proceeds from the Initial Public Offering in the amount of
approximately RMB387.7 million. The ordinary shares of
the Company (the “Shares”) were listed on the main board
of the Stock Exchange of Hong Kong Limited (the “Stock
Exchange”) on 28 January 2011 with net proceeds received
by the Company from the share offering of HK$453,570,000
(approximately RMB387,666,000) (after deducting
underwriting commission and related expenses).
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FINANCIAL REVIEW (continued)

The utilisation of the net proceeds as at 31 December 2018 is

set out as follows:

SO (8)

‘ﬁIEFE*TﬂHEl 1%

R-ZE-N\FE+-_A=t+—H" FfiFHAE
FRENBBBEREINMNT

Nature Amount raised Amount utilised
=] FrELE BAEE
RMB’000 RMB’'000
AR®EFTT AREF T
To increase production capacity EnER
(approximately RMB45,026,000 was (Z’U\E?ﬁ%% 026,0007_E
changed to “To settle the payment for 2 & HBEA[HEEARTN
the design and development of the 020 F'?ﬁ?é‘OZO D HEE R
distribution vending system") FORNED) 135,683 135,683
Marketing and advertising expenses HEMEERMX 96,917 96,917
To acquire other branded product business U B EL b Gh BB E R TS
(approximately RMB58,150,000 was (49 A #58,150,0007C
changed to “To settle the payment of the BEEE A [ FLEWIE R
acquisition of the Technology Know-how") %H;%kﬁ’jﬁ 1) 58,150 58,150
To strengthen design capability b 19,383 19,383
To establish flagship shops and showrooms % ﬁﬁﬂ%ﬁé&ﬂ% 5=
(approximately RMB 15,293,000 was (Y ANE#15,293,0007T
changed to “To settle the payment of the BEE A [ SERERI
acquisition of the Technology Know-how") B F) 19,383 19,383
To strengthen the distribution resource g5 tEE R EI R4
planning system (K9 AR #14,974,0007T
(approximately RMB 14,974,000 was BEEER[HEERRR
changed to “To settle the payment for FMEEO20D HE B R#
the design and development of the 020 M)
distribution vending system”) 19,383 19,383
General working capital —REEED 38,767 38,767
Total: et 387,666 387,666
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FINANCIAL REVIEW (continued)

Completion of Subscription of New Shares

Completion of the subscription of 182,800,000 new Shares
(the “Subscription”) took place on 8 March 2019 whereby
the Company allotted and issued 182,800,000 new Shares
to two independent subscribers at a subscription price of
HK$0.27 per subscription share (Details refer to the Company’s
announcements dated 9 November 2018, 12 November
2018 and 8 March 2019). The net proceeds from the
Subscription (after deducting the relevant expenses incurred
in the Subscription) were approximately HK$49,136,000
(equivalent to approximately RMB42,982,000), which were
intended to be used (i) as to approximately HK$40,316,000
(equivalent to approximately RMB35,257,000) for the
research and development of carbon application products,
including in particular, setting up a demonstration
production line for carbon-based energy storage batteries;
and (ii) as to approximately HK$8,820,000 (equivalent to
approximately RMB7,725,000) for the general working capital
of the Company. The Company has utilised approximately
HK$616,000 (equivalent to approximately RMB540,000)
for the general working capital of the Company as at 31
December 2018.

FUTURE PROSPECTS

During 2018, the Group continued to focus on the
development and improvement of DIY automated vending
system, the key machine for the 020 business model,
for the sales and distribution of Graphene-based Slippers
and the fourth generation of the DIY automated vending
system was developed during the year. The upgraded fourth
generation of the DIY automated vending system has the
advantages of simple installation, small size, low power
consumption and fast printing speed, which can reduce
the distribution and operation costs. The Group expected
that the fourth generation of the DIY automated vending
system will be launched in the second quarter of 2019.
Besides, in the coming year, by utilizing the resources of
distributors, the Group targets to cooperate with young
people’s favorite brands or brands with numerous stores by
placing DIY automated vending system in cooperative stores.
In such a way, we can provide customers an interesting on-
site customization DIY shopping experience to design their
favorite slippers. This cross-over cooperation can reduce the
selling cost, penetrate and expand the PRC market rapidly
and most important of all, can foster the popularity of our
brand. Besides, the Group developed graphene-based shoes
for pregnant women in 2018 and now under discussion with
hospitals for cooperation and targeted to launch to the market
in the coming year.
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FUTURE PROSPECTS (continued)

Moreover, the Group would continue to develop and
launch different types of graphene application products.
The development stage of the Sterilizing Chips had been
completed and the Sterilizing Chips were launched in the PRC
market in the first half of 2018. According to the test reports
issued by PRC government accredited testing centre, the
Sterilizing Chips are proved to be highly effective on reducing
formaldehyde, toluene, xylene, volatile organic compounds
and escherichia coli phage. For the overseas market, the Group
already sent samples to an overseas well-known producer
of air conditioning system for testing and recognition. After
all the tests are completed, the Sterilizing Chips would be
launched in the overseas market through cooperation with
this producer. For the PRC market, as the PRC government
tightened the environmental protection and control and the
public pays more attention to the environmental protection,
the Directors believed that there would be a great demand for
environmental protection products like air purifiers. Besides,
the recognition from the above-mentioned overseas well-
known producer of air conditioning system would be a strong
evidence of the superior quality of our Sterilizing Chips,
therefore the Directors believed that the revenue of Sterilizing
Chips from PRC market would increase in the coming year.

After paying continuous effort and capital investment in
the past few years, the Group gradually transformed from a
traditional manufacturing company to a material technology
company and started to diversify our business to environmental
protection and energy related field. In light of the above
and given the superior performance of the Group's carbon-
based energy storage materials for batteries than the existing
material for lithium batteries, the Group decided to deploy
more resources on the research and development of carbon-
based energy storage batteries in second half of 2018 and
set up a battery research and development line in first half of
2019. In the future, the Group will focus on the large-scale
application of material technology, and further industrialize
the research and development results. Carbon-based energy
storage materials for batteries are expected to be put into
mass production in the coming year. After the scale expansion,
the Group would be able to enter the energy storage industry
by providing energy storage material, which would become the
driving force of higher profit growth for the future.
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The Board and the management of the Company are
committed to the maintenance of good corporate governance
practices and procedures. The Company believes that good
corporate governance provides a framework that is essential
for effective management, a healthy corporate culture,
successful business growth and enhancing shareholders’ value.

The Company’'s corporate governance practices are based on
the principles and code provisions as set out in the Corporate
Governance Code (the “CG Code"”) contained in Appendix 14
to the Rules Governing the Listing of Securities (the "Listing
Rules”) on the Stock Exchange.

The Company has complied with the code provision (the
“Code Provision”) as set out in the CG Code throughout
the year ended 31 December 2018, save for the deviations
as discussed below. The Company periodically reviews its
corporate governance practices to ensure its continuous
compliance.

MODEL CODE FOR SECURITIES TRANSACTIONS
BY DIRECTORS

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 required
standard for securities transactions by the Directors. The
Company has made specific enquiries of all the Directors
and each of them confirmed that they have complied with
the required standards set out in the Model Code during the
financial year ended 31 December 2018.

BOARD OF DIRECTORS

The Board members are:

° Executive Directors:

Mr. ZHENG Jingdong
(Chairman and Chief Executive Officer)
Mr. LEUNG Tsz Chung (Vice-chairman)
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BOARD OF DIRECTORS (continued)

° Non-Executive Director:
Ms. LIN Weihuan

o Independent Non-Executive Directors:

Ms. AN Na
Professor ZHAO Jinbao
Mr. CHEN Shaohua

The biographical details of the Directors are disclosed in the
section headed “Biographical Details of Directors” on pages
49 to 51 of this annual report. The composition of the Board is
well balanced. Each of the Directors has relevant expertise and
extensive experiences that may contribute to the business of
the Group. The Company has complied with the requirements
under Rules 3.10(1) and (2) of the Listing Rules during the
financial year ended 31 December 2018. All independent non-
executive Directors also meet the guidelines for assessment of
their independence as set out in Rule 3.13 of the Listing Rules.

Every director is subject to re-election on retirement by rotation
in accordance with the articles of association of the Company
(the "Articles”).

To the best knowledge of the Company, there is no financial,
business, family or other material/relevant relationship among
the members of the Board. All of them are free to exercise
their independent judgement.

The Board is responsible for establishing the overall strategic
development and direction, setting business objectives
and development plans, monitoring the performance of
the business and senior management and making major
investments and funding decisions of the Group.

The daily business operations and administrative functions of
the Group are delegated to the management with department
heads responsible for different aspects of the business and
functions of the Group.

The Board meets regularly throughout the year to formulate
overall strategy of the Group, monitor its financial
performance and maintain effective oversight over the
management. Sufficient notice of meetings is given to
Directors prior to a regular board meeting, and each director
is able to request inclusion of matters in the agenda for board
meeting. Full minutes are prepared after the meetings.
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BOARD OF DIRECTORS (continued)

Details of the attendance of the Board meetings, the annual
general meeting (“AGM") and the extraordinary general
meeting ("EGM") held during the financial year ended 31
December 2018 are summarised as follows:

BEEE (£
REBEZ2-_F—N\F+-_A=+—HBLEFHK
FEMBTESeeS BREAFRKE ([K
RAFKE]) KBRERERAS ([RESH
A& )M ELCEFERanT:

Number of board Number of AGM Number of EGM
meetings attended/  attended/held in attended/held in
held in 2018 2018 2018
“E-N\EHE/ ZB-N\EFHE/ ZB-N\FHE/
BIpESE SRR ETHRR
EE Y8 BEXERY BHXERE
Executive Directors BTES
Mr. ZHENG Jingdong BEREE 17 0/1
Mr. LEUNG Tsz Chung REHEE 171 1/1
Non-Executive Director FUTES
Ms. LIN Weihuan mEEL+ 1313 n 0/1
Independent Non-Executive Directors ~ BYFHTES
Ms. AN Na Zif L 1313 n 17
Professor ZHAO Jinbao BERYK 11/13 0/1 0/
Mr. CHEN Shaohua ROERE 13/1 11 i
PROFESSIONAL TRAINING OF THE COMPANY NAEMEZEEZI

SECRETARY

Pursuant to Rule 3.29 of the Listing Rules, the company
secretary of the Company must take no less than 15 hours
of relevant professional training in each financial year. The
company secretary, Mr. Ip Pui Sum, provided his training
records to the Company, indicating that he has taken no less
than 44 hours of relevant professional training by means of
attending seminars and reading relevant guideline materials
during the financial year ended 31 December 2018.
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CORPORATE GOVERNANCE FUNCTIONS

The Board is also responsible for performing the corporate
governance duties including the duties and responsibilities
as set out in D.3 in Appendix 14 to the Listing Rules which
include the development and reviewing of policies and
practices on corporate governance and compliance with all
legal and regulatory requirements, monitoring the training
and continuous professional development of Directors and
senior management, development and reviewing of the code
of conduct and compliance manual (if any) applicable to
employees and Directors and reviewing the compliance with
the CG Code, and ensuring proper disclosure in the corporate
governance report of the Company.

CONTINUOUS PROFESSIONAL DEVELOPMENT
OF DIRECTORS

All Directors should participate in continuous professional
development to develop and refresh their knowledge and
skills. This is to ensure that their contribution to the Board
remains informed and relevant. Up to the date of this report,
all the Directors have participated in appropriate continuous
professional development activities by attending training
courses or reading materials on the topics related to corporate
governance and regulations or the Company’s business or their
duties and responsibilities.

The individual training record of each Director received for the
year ended 31 December 2018 is summarised below:

TREREE

EEERBAE
EXENBEERTEXERRE (BFEL
MRS T DIAHEEERER) B
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FBERMNEERTE EEEENERE
EREMIFIRFEEEEE  HIEREH
ERANEENESNEBETEI LA R TFTM
(MB) NEERBFTEEREATA A
KRN ARBEREBRETIEREN
WEE -

EENFERERERER

EREFHRDEKES AL IEE
REREMB LR BREESENE
BRATREFSFLIATENER B
EARERM MAEESECERSME
iz BEAEEEE R MRS ARE
EBREFEHLBENEHNN T A2 A
HREEXREE-

WBE-T—\#+-A=+—AL%
B S EFEEOERE RS T

Attending seminar(s)/
programme(s)/reading
relevant materials in relation
to the business or Directors’

duties

LEEEERD

ESRENERE/
;e BEEE
ERMER

Mr. ZHENG Jingdong BRRLE v
Mr. LEUNG Tsz Chung 2Fmfkh v
Ms. LIN Weihuan EBL L v
Ms. AN Na Zift v/
Professor ZHAO Jinbao BeRER v
Mr. CHEN Shaohua ROELE v/
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CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Code Provision A.2.1 stipulates that the roles of the Chairman
and Chief Executive Officer should be separated and should
not be performed by the same individual. The Company
deviates from this provision because Mr. Zheng Jingdong
has been performing both the roles of Chairman and Chief
Executive Officer. The Directors consider that vesting two
roles in the same person provides the Group with strong and
consistent leadership in the development and execution of the
Group's business strategies and is beneficial to the Group. The
balance of power and authorities is ensured by the operation
of the senior management and the Board, which comprise
experienced and high caliber individuals. The Board currently
comprises 2 executive Directors, 1 non-executive Director and
3 independent non-executive Directors and therefore has a
strong independence element in its composition.

INDEPENDENT NON-EXECUTIVE DIRECTORS

Independent non-executive Directors have played a significant
role in the Board by bringing their independent judgment at
the Board meetings and scrutinising the Group's performance.
Their views carry significant weight in the Board’s decision, in
particular, they bring an impartial view to bear on issues of the
Group's strategy, performance and control.

All independent non-executive Directors possess extensive
academic, professional and industry expertise and
management experience and have provided their professional
advices to the Board.

The independent non-executive Directors provide independent
advice on the Group's business strategy, results and
management so that all interests of shareholders can be
taken into account, and the interests of the Company and its
shareholders can be protected.

As at 31 December 2018, the Board has three independent
non-executive Directors, Professor Zhao Jinbao, Mr. Chen
Shaohua and Ms. An Na, one of which, being Mr. Chen
Shaohua, possesses appropriate professional accounting
qualifications and financial management expertise in
compliance with the requirements set out in Rules 3.10(1) and
(2) of the Listing Rules.

The Company has received from each of its independent
non-executive Directors an annual confirmation of his/her
independence pursuant to Rule 3.13 of the Listing Rules,
and the Company considers the independent non-executive
Directors to be independent.
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TERMS OF APPOINTMENT OF NON-EXECUTIVE
DIRECTORS

Each of the non-executive Directors (including independent
non-executive Directors) has entered into a service contract
with the Company for an initial term of 3 years, which will
continue thereafter until terminated by not less than three-
month notice in writing served by either party on the other.

All independent non-executive Directors and non-executive
Directors are subject to re-election on retirement by rotation in
accordance with the Articles.

APPOINTMENTS, RE-ELECTION AND REMOVAL
OF DIRECTORS

Each of the executive Directors, non-executive Directors
and independent non-executive Directors of the Company
has entered into a service contract with the Company for a
specific term. Such term is subject to retirement by rotation
and re-election at an AGM at least once every three years in
accordance with the Articles. The Articles provide that any
Director appointed by the Board to fill a casual vacancy in
the Board shall hold office until the first general meeting of
the Company after his/her appointment and be subject to re-
election at such meeting, and any Director appointed by the
Board as an addition to the existing Board shall hold office only
until the next AGM of the Company and shall then be eligible
for re-election.

BOARD COMMITTEES

The Company currently has three committees, namely, the
audit committee, the remuneration committee and the
nomination committee (collectively, the “Board Committees”),
for overseeing particular aspects of the Company’s affairs.
Terms of reference of all Board Committees are in line with
the Code Provision and are available on the Stock Exchange's
website and the Company’s website at www.baofengmodern.
com. The Board Committees are provided with sufficient
resources to discharge their duties and, upon reasonable
request, are able to seek independent professional advice in
appropriate circumstances, at the Company’s expenses.
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PUTTING ENQUIRIES TO THE BOARD

Shareholders may send their enquiries and concerns to the
Board by addressing them to the company secretary of the
Company by mail at the Company’s principal place of business
in Hong Kong at Room 504, 5/F.,, OfficePlus @Sheung Wan, 93-
103 Wing Lok Street, Sheung Wan, Hong Kong. The company
secretary forwards communications relating to matters within
the Board’s purview to the Board and communications relating
to ordinary business matters, such as suggestions, inquiries and
customer complaints, to the chief executives.

AUDIT COMMITTEE

The audit committee was established by the Board on 8
January 2011 with written terms of reference in compliance
with the CG Code as set out in Appendix 14 to the Listing
Rules. The primary duties of the audit committee are to review
and supervise our Group’s financial reporting process and risk
management and internal control systems, effectiveness of
the Group’s internal audit function and review and monitor
appointment of the auditors and their independence.

The audit committee comprised three independent non-
executive Directors, namely Mr. Chen Shaohua, Professor
Zhao Jinbao and Ms. An Na, and Mr. Chen Shaohua was
the chairperson of the audit committee as at 31 December
2018. The annual results of the Group for the year ended 31
December 2018 have been reviewed by the audit committee.
The audit committee held 5 meetings during the financial
year ended 31 December 2018 to review interim and annual
financial results and reports, significant issues on the financial
reporting and compliance procedures, internal control and risk
management systems, the effectiveness of the Group’s internal
audit function and scope of work and appointment of external
auditors.
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Details of the attendance of the audit committee are as follow:

TREREE

BERREBENHFELEFBOT:

Members BE Attendance of Meeting

SRLEER
Mr. CHEN Shaohua (Chairperson of audit committee) BLERE (BREELER) 5/5
Professor ZHAO Jinbao HeREEK 3/5
Ms. AN Na Tt 5/5

REMUNERATION COMMITTEE

The Board established the remuneration committee on 8
January 2011 with written terms of reference in compliance
with the CG Code as set out in Appendix 14 to the Listing
Rules. The primary duties of the remuneration committee are
to make recommendations to the Board on the remuneration
policies and structure of the remuneration for the Directors
and senior management and to set up a formal and
transparent procedure for determination of such remuneration
policies. It shall also make recommendations to the Board on
the remuneration packages of individual executive directors
and senior management.

The remuneration committee comprised three independent
non-executive Directors, namely Ms. An Na (the chairperson of
the remuneration committee), Professor Zhao Jinbao and Mr.
Chen Shaohua as at 31 December 2018. The remuneration
committee held 1 meeting during the financial year ended
31 December 2018 to review and make recommendations to
the Board on the remuneration policy and structure of the
Company, and to determine the remuneration packages of
executive Directors and senior management.

The details of the attendance of the remuneration committee
are as follows:
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FHMEZEe L FLEFBOT

Members 124} Attendance of Meeting
ERLERR

Ms. AN Na (Chairperson of remuneration committee) Bt (FHEEEERE) 1
0N

Zi%
Professor ZHAO Jinbao HERIE
Mr. CHEN Shaohua [
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Pursuant to Code Provision B.1.5, the annual remuneration of
the members of the senior management of the Company by
band for the year ended 31 December 2018 is set out below:

Remuneration band (RMB)

RIET AR EBA SR BHE T~ /\F
TZA=T-HLEFEAXRRASREEA
BEMEHFFROT

Number of individuals

FEE(ARY) AB
1,000,001 - 1,500,000 4

1,500,001 - 2,000,000
2,000,001 - 2,500,000

Details of remuneration of each Director for the year ended
31 December 2018 are set out in note 9 to the consolidated
financial statements contained in this annual report.

NOMINATION COMMITTEE

The Board established the nomination committee on 8 January
2011 with written terms of reference in compliance with
CG Code as set out in Appendix 14 to the Listing Rules. The
primary duties of the nomination committee are set out below:

(@) to make recommendations to the Board on the
appointment or re-appointment of Directors;

(b) to review the size, structure and composition of the
Board;

(c) to review the terms of reference, to assess the
independence of independent non-executive Directors;

(d)  to identify individuals suitably qualified to become
Board members and select or make recommendations to
the Board on the selection of, individuals nominated for
directorships;

(e) develop, review and disclose the policy for nomination
of directors, as appropriate, in the Company’s corporate

governance report annually; and

(f) to implement and review the board diversity policy
("Board Diversity Policy”).
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The nomination committee comprised the three independent
non-executive Directors, namely Professor Zhao Jinbao (the
chairperson of the nomination committee), Mr. Chen Shaohua
and Ms. An Na as at 31 December 2018. The nomination
committee held 1 meeting during the financial year ended
31 December 2018 to make recommendations to the Board
on the appointment of Directors, review the structure,
size and composition of the Board and the independence
of the independent non-executive Directors and make
recommendations to the Board on the re-election of Directors
at the AGM.

The details of the attendance of the nomination committee are
as follows:

TREREE

R-ZE—NF+-_A=+—H EELZEE
CHZHRBUFNTESTHSRHE (B
HZEECER) BRIELEERTHRLTHA
KelRRZEeREE _—_Z—N\F+_A
S+ —HUEVERFERERT T —REH:
UHESENZAMESEREER BE
EETMRE - RERBRA LB IEH
TEENBYM IR ERBFARS L
EEEENESSREER-

RAZBEHELEFBUT:

Members W& Attendance of Meeting
SEHERR
Professor ZHAO Jinbao (Chairperson of nomination committee) ~ #&RHF (RLZE€TR) 0/1

Mr. CHEN Shaohua 4
Ms. AN Na Zifut

BOARD DIVERSITY POLICY

During the financial year ended 31 December 2018, the Group
adopted a Board Diversity Policy setting out the approach
to achieve and maintain diversity on the Board in order to
enhance the effectiveness of the Board.

Pursuant to the Board Diversity Policy, the Group considered
the diversity of the Board members can be achieved through
the consideration of a number of factors, including but not
limited to gender, age, cultural and education background,
ethnicity, professional experience, skills, knowledge and length
of service.
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Measurable objectives

Selection of candidates of the Board members will be based
on a range of diversity perspectives, including but not limited
to gender, age, cultural and educational background, ethnicity,
professional experience, skills, knowledge and length of service
and any other factors that the Board may consider relevant
and applicable from time to time. The ultimate decision will be
based on merit and contribution that the selected candidates
will bring to the Board, having due regard to the benefits of
diversity on the Board and also the needs of the Board without
focusing on a single diversity aspect.

The nomination committee will review the Board Diversity
Policy from time to time to ensure its continued effectiveness.

NOMINATION POLICY

The nomination committee shall consider certain factors,
which are not exhaustive and the Board has discretion if
it considers appropriate, in assessing the suitability of the
proposed candidate regarding the appointment of directors or
re-appointment of any existing Board member(s).

In assessing the suitability of a proposed candidate, the
nomination committee shall make reference to certain criteria
including reputation for integrity; accomplishment, experience
and reputation in the business and industry; commitment
in respect of sufficient time, interest and attention to the
businesses of the Group; diversity policy of the Company; in
case of independent non-executive director, the independence
as prescribed under Rule 3.13 of the Listing Rules; and any
other relevant factors as may be determined by the nomination
committee or the Board from time to time as appropriate.
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Nomination procedures
a) Appointment of new director

(i)

(ii)

(iii)

The nomination committee may select candidates
for directorship from various channels, including
but not limited to internal promotion, re-
designation, referral by other member of the
management and external recruitment agents,
and should, upon receipt of the proposal
on appointment of new director and the
biographical information (or relevant details) of
the candidate, evaluate such candidate based
on the criteria as set out above to determine
whether such candidate is qualified for
directorship. If an independent non-executive
director is to be appointed, the nomination
committee will also assess and consider whether
the candidate can satisfy the independence
requirements as set out in the Listing Rules.

If the process yields one or more desirable
candidates, the nomination committee should
rank them by order of preference based on the
needs of the Company and reference check of
each candidate (where applicable).

The nomination committee should then
recommend to the Board to appoint the
appropriate candidate for directorship,
as applicable. Where the Board proposes
a resolution to elect an individual as an
independent non-executive director at the
general meeting, it should set out in the circular
to shareholders and/or explanatory statement
accompanying the notice of the relevant general
meeting:

o the process used for identifying the
individual and why the Board believes
the individual should be elected and the
reasons why it considers the individual to
be independent;
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(iv)

o if the proposed independent non-
executive director will be holding their
seventh (or more) listed company
directorship, why the Board believes the
individual would still be able to devote
sufficient time to the Board;

o the perspectives, skills and experience that
the individual can bring to the Board; and

o how the individual contributes to diversity
of the Board.

For any person that is nominated by a
shareholder for election as a director at the
general meeting of the Company, the nomination
committee should evaluate such candidate
based on the criteria as set out above to
determine whether such candidate is qualified for
directorship.

Where appropriate, the nomination committee should
make recommendation to shareholders in respect of the
proposed election of director at the general meeting.

Re-election of director at general meeting

(i)

(ii)

The nomination committee should review the
overall contribution and service to the Company
of the retiring director and his/her level of
participation and performance on the Board.

The nomination committee should also review
and determine whether the retiring director
continues to meet the criteria as set out above. If
an independent non-executive director is subject
to the re-election, the nomination committee
will also assess and consider whether the
independent non-executive director will continue
to satisfy the independence requirements as set
out in the Listing Rules.
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(i)  The nomination committee should then make
recommendation to shareholders in respect
of the proposed re-election of director at the
general meeting.

Where the Board proposes a resolution to elect or re-
elect a candidate as director at the general meeting, the
relevant information of the candidate will be disclosed
in the circular to shareholders and/or explanatory
statement accompanying the notice of the relevant
general meeting in accordance with the Listing Rules
and/or applicable laws and regulations.

The nomination committee will review the nomination policy,
as appropriate, to ensure the effectiveness of the nomination
policy. The nomination committee will discuss any revisions to
the nomination policy that may be required, and recommend
any such revisions to the Board for consideration and approval.

DIRECTOR’S RESPONSIBILITY FOR THE
FINANCIAL STATEMENTS

The Directors are responsible for the preparation of the
financial statements which give a true and fair view of
the state of affairs of the Group, and in accordance with
International Financial Reporting Standards issued by the
International Accounting Standards Board and the disclosure
requirements of the Hong Kong Companies Ordinance.
The statement by the auditors of the Company about their
responsibilities for the financial statements is set out in the
independent auditor’s report contained in this annual report.

RISK MANAGEMENT AND INTERNAL
CONTROL

The Board has the responsibility to maintain an effective risk
management and internal control system in order to protect
the Group's assets and shareholders’ interests. The Group has
an internal audit function. The Board and audit committee also
conduct periodic reviews to ensure the effectiveness of the
Group’s risk management and internal control systems. The
risk management and internal control systems include a well-
established corporate structure and organisation with clearly
defined lines of responsibility and authority. Each department
is responsible for its daily operations, and is also required to
implement and monitor the strategies and policies adopted by
the Board and effective employment of the resources of the
Company, in order to avoid misappropriation of resources and
damages made to the Company’s assets, and prevent against
errors and fraud.
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During the financial year ended 31 December 2018, the Board
and audit committee conducted a review and assessment of
the effectiveness of the internal control system and procedures
based on information derived from discussions with the
management of the Company and its external auditor. The
Board and audit committee believe that the existing risk
management and internal control systems are adequate and
effective. The review covered all material controls, including
financial, operational and compliance controls and risk
management functions as well as the adequacy of resources,
qualifications and experience of staff of the Company’s
accounting, internal audit and financial reporting function, and
their training programmes and budget.

The Board has established a clearly defined scope of activities,
responsibility and authority for each department and its
management staff within the Group. The Group has a
defined goal for each department to accomplish, these goals
were discussed in the Board meeting and pass on to the
management through the executive Directors. These goals
will be implemented and closely monitored by the executive
Directors who shall review the operational and financial results
from time to time, and to take any necessary actions for the
improvement of its business activities.

AUDITOR’S REMUNERATION

During the year, the remuneration in respect of audit services
provided by the Company's auditor, Confucius International
CPA Limited was RMB1,332,000.

DIVIDEND POLICY

The Board adopted a dividend policy on 20 February 2019. The
Board has the discretion to declare and distribute dividends
to the shareholders of the Company. Any declaration of final
dividends for the year will be subject to the approval of the
Company’s shareholders. In proposing any dividend pay-out,
the Board shall take into account the following factors:

- the Group’s actual and expected financial performance;
- the Group’s expected working capital requirements,
capital expenditure requirements and future expansion

plans;

- retained earnings and distributable reserves of the
Company and each of the members of the Group;
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- the Group’s liquidity position;

- general economic conditions and other internal or
external factors that may have impact on the business
or financial performance and position of the Group; and

- any other factors that the Board deems relevant.

INVESTOR RELATIONS AND COMMUNICATION
WITH SHAREHOLDERS

Information about the Group has been provided to the
shareholders through financial reports, announcements
and general meetings including AGMs in order to keep
shareholders well informed of the business activities and
directions of the Group. The Group has also established a
corporate website www.baofengmodern.com as a channel to
facilitate effective communication with the shareholders.

Shareholders may at any time send their enquiries and concerns
to the Board in writing to the Company’s principal place of
business in Hong Kong at Room 504, 5/F, OfficePlus @Sheung
Wan, 93-103 Wing Lok Street, Sheung Wan, Hong Kong.

During the financial year ended 31 December 2018, there is no
significant change in the Company’s constitutional documents.

SHAREHOLDER’S RIGHT

Convening an EGM and Putting Forward Proposals at
Shareholders’ Meetings

Pursuant to Article 58 of the Articles, any one or more
members of the Company holding at the date of deposit of
the requisition not less than one-tenth of the paid up capital of
the Company carrying the right of voting at general meetings
of the Company shall at all times have the right, by written
requisition to the Board or the company secretary of the
Company, to require an EGM to be called by the Board for
the transaction of any business specified in such requisition;
and such meeting shall be held within two months after the
deposit of such requisition. If within twenty-one days of such
deposit the Board fails to proceed to convene such meeting
the requisitionist(s) himself (themselves) may do so in the
same manner, and all reasonable expenses incurred by the
requisitionist(s) as a result of the failure of the Board shall be
reimbursed to the requisitionist(s) by the Company.
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The same requirements and procedures also apply to any
proposal to be tabled at shareholders’ meetings for adoption.

Directors’ and Officers’ Liabilities Insurance

Appropriate insurance coverage for Directors’ and officers’
liabilities in respect of legal actions against the Directors and
officers of the Company and its subsidiaries arising out of
corporate activities of the Group has been arranged by the
Company.
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Environmental, Social and Governance Report

The Company strives to safeguard and balance the interests
of each stakeholder and follows the operating principle of
“taste of life, happy production”. Facing the changes and
challenges of business environment, the Group never forget
to commit corporate social responsibility while pursuing
growth. In respect of the respective area of product safety,
product quality, energy saving and environmental protection,
social welfare and employee care, the Group will ensure
that the business operations can create value for the social,
human and natural capital, and actively fulfill corporate social
responsibility.

The Board is responsible for determining the environmental,
social and governance risks of the Group, formulating
environmental, social and governance strategies, ensuring
the establishment and maintenance of an effective internal
control system on environment, society and governance and
conducting regular analysis and independent assessment on
the adequacy and effectiveness of the aforementioned system
through internal audit functions.

The production and the major business of the Group are based
in the PRC. Therefore, the information and data included in
the Environmental, Social and Governance Report are the
information and data of the Group that originates in the PRC.
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A. ENVIRONMENTAL

The Group always pays attention to environmental
protection. In respect of environmental management,
the ISO14001 environmental management system has
been established and implemented since 2006, with
annual review supervised by third-party certification
institutions and regulatory authorities. The Group
formulates appropriate environmental management
operation control procedures, commits to environmental
protection through continuous enhancement on
production technology and product quality, introduction
and promotion of energy conservation, waste reduction,
clean production, improvement on pollution prevention
and control technology, and material recycling and reuse.
In 2018, the Group invested a total of approximately
RMB698,000 for energy saving, environmental
protection, and emission and waste reduction. The Group
adheres to green and low-carbon development principle,
protects the environment as its mission, and integrates
environmental protection with enterprise development.
The Group strictly follows relevant national environmental
laws and regulations to minimize the impact of
production and operating activities to the environment to
the greatest extent, strives to achieve resource recycling
and non-hazardous objectives during production and
operation process and continues to build a green and
harmonious environment.
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Environmental, Social and Governance Report

* The calculation for intensity is the emissions amount
divided by revenue in the Group’s reporting period.

e

m 42z -==N2N
RIE - HERERHES
A.1 Emissions Management Al HERMERE
The Group strives to carry out clean production, KEBHOINEELEE BT
abides by the “Environmental Protection Law of the (PEARKEMBIIRBERESL)
People’s Republic of China” and other relevant laws SHMBBEEREROBRTE R
and regulations, and reduces the environmental DEAENESBIEPELENEE
impact of emissions generated from the production BB RORIBZE - RNEE
and operation process. The Group ensures that the MIREELEEBBEN 2 Y
emissions generated from production and operation B HFE P BB KIZE RS HIRR
activities are in compliance with national standards EFRIRTE - R KER T
and the requirements of local environmental NETEBHRE SRRIERE
protection authorities of the PRC. In the meantime, WHIERAE ZENFERSET
the Group formulates and implements daily 2 AR SREREBETLE
inspection of pollution treatment facilities, BB HERERERENY
and formulates monthly, quarterly and annual &
maintenance plans to ensure emission treatment
facilities are under normal operation, so as to
reduce the impact of emissions on the environment.
As summarised in Table 1 below, the Group's RIMEHRN REBOBERDE
emissions during the reporting period included: I RERB(IRERE]M
greenhouse gas (“GHG") and waste water. FEK B TR —o
Table 1: Total emissions of the Group in 2017 and R AREBR—_FE—+HFR-ZE
2018 —N\FEEENE
2018 2017 2018 2017
“E-N§ —T—+F ZB-N§f —T—LF
Intensity* Intensity*
(Tonnes/ (Tonnes/
Emissions By Unit Efr Amount Amount RMB’000) RMB'000)
BE* BE*
(%, ,<M/
HHE kmE AR%®TR) ARETRT)
GHG mERE
Direct emission BEEEEW
(Scope 1) (#E1)
Company car oil NEFEMR  Tonnes M
consumption 30.09 3043 0.0002 0.0002
Natural gas KRR Tonnes 1 1,927.86 1,800.66 0.0117 0.0143
Indirect emission AP
(Scope 2) (& [E2)
Externally- SMNEET Tonnes W
purchased
electricity 3,605.98 2,728.31 0.0219 0.0217
Wastewater JEEK Tonnes [ 46,916.00 39,237.00 0.2852 0.3126

* EENFETASTEERRE
HA B 8 R DAY AR

Hghs —FT-N\FFH
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GHG Emission

Greenhouse gases included carbon dioxide,
methane and nitrous oxide, which were mainly
from externally-purchased electricity and fuel.
The Group is in compliance with the “Law of
the People’s Republic of China on the Prevention
and Control of Atmospheric Pollution” and other
relevant laws and regulations, recycling certain
particles generated during the production process
to minimize exhaust gas emission to the greatest
extent. The Group uses clean natural gas and has
installed exhaust gas treatment equipment on
production boilers to effectively control exhaust
gas and soot generated during the combustion of
boilers and ensure the emission concentration meets
the standard stipulated in the “Emission Standard of
Air Pollutants for Boiler”.

Wastewater

Wastewater generated from the production process
and daily domestic sewage from employees will
be collected for further processing. No sewage is
untreated or illegally released to external waters.
The related procedures are in compliance with the
“Law of the People’s Republic of China on the
Prevention and Control of Water Pollution”.
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Environmental, Social and Governance Report

Solid Wastes

The main solid wastes produced during the
production process are remaining materials and
scrap materials of finished products produced by
the Group. To minimize the amount of solid waste
generated during the production process, the
Group strictly abides by the principles of recycling
and reuse, as well as the provisions of the “Law of
the People’s Republic of China on the Prevention
and Control of Environmental Pollution by Solid
Waste”. The Group carries out hazard elimination
treatment, classification and recycling on solid
wastes pursuant to the “Solid Waste Management
Operations Guide” of the Group, including (i)
recycling and reuse of grinding powder, scrap; (ii)
selling of cardboard boxes, paper products to other
paper mills for recycling and reuse; and (iii) unified
recycling of domestic wastes for hazard elimination
treatment, etc.

Noise Control

The source of noise is mainly from the noise
generated by mechanical operations during the
production process. The equipments with larger
noise are all placed indoor, while noise reduction,
sound insulation, shock absorption and other
measures are adopted in order to comply with the
relevant provisions of the “Emission Standard for
Industrial Enterprises Noise at Boundary”.
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A2. Use of Resources

Summarised in Table 2 below, the resources used by
the Group during the reporting period were energy,
water, paper and packaging materials.

Table 2: Total resources consumption of the Group
in 2017 and 2018

2018
—E-N\f
Resources &R Unit Bz Amount
RE

Energy A

Direct consumption B & H#E

Petrol i Litres At 13,247.00
Natural gas ARR M: AKX 881,848.00

Indirect consumption & E#E

Electricity EW) Kwh FEE 4,459,538.00
Water 7K Tonnes  [E 48,398.00
Paper ok Tonnes  [E 2.67
Packaging BEMK

By plastic BRHE Tonnes 1 12.32
By paper R Tonnes [ 654.80

* The calculation for intensity is the resources
consumption amount divided by revenue in the
Group’s reporting period.

The Group strives to fully recycle resources as
much as possible during product development and
production process, constantly pursuing energy
conservation and emission reduction.
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A2. EREH
AREBRBEHAMERANE
TRABER K R ALBEM
BN TR -

R AEE-_ZFT—+HFR-F

—\FRERETHE
2017 2018 2017
“2-tF  ZE-N\F CE-ifF
Amount Intensity* Intensity*
(Unit/ (Unit/
RMB’000) RMB'000)
B E B B
(BR/AR® (BI/ARE
T 1) i)
13,395.00 0.0805 0.1067
823,663.00 5.3614 6.5630
3,363,304.00 27.1129 26.7990
40,774.00 0.2942 0.3249
2.46 0.0000 0.0000
12.62 0.0001 0.0001
351.37 0.0040 0.0028

« BEMHEFRAREERS
5008 95 PR 2 B LA K 2 o

AEERNNEERMEMEE
BRER - BRI D TR A
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The Group has implemented “Green Procurement”
policy to actively encourage suppliers to establish
production management system with environmental
protection and energy saving, purchase
environmentally friendly raw materials in higher
priority through procurement mechanism and supply
chain management, so as to facilitate suppliers to
reduce waste of resources and pollution.

The Group also regularly inspects and reviews
energy consumption, through internal policies and
advanced technologies to prevent wastage so as to
conserve energy and resources. Specific measures
include: (i) reduction of natural gas consumption
through the installation of boiler thermal oil
recycling pipeline for heat recycling and reuse; (ii)
reduction of hydraulic oil consumption by the use
of hydraulic oil precipitation; and (iii) reduction of
raw material input by recycling the grinding powder
of grinding workshop and the scrap of cutting and
clipping workshop. Other actively advocated routine
resource conservation measures include: (i) replacing
high energy-consumption equipment with the more
energy-saving one; (ii) turning off unnecessary
equipment, lighting and air conditioning not in use;
(iii) strengthening inspection and maintenance of
faucets, water pipes and water storage facilities and
other water supply systems to avoid any leakage;
and (iv) announcing company information in
electronic form (such as e-mail or electronic bulletin)
if possible and reducing paper use with double-
sided printing.

To meet the energy-saving and emission reduction
targets of the government, the Group reports
and evaluates energy-saving new technologies
and emission reduction, and develops energy
performance indicators to strictly control energy
consumption, improve and enhance energy
management.

In addition, the Group encourages employees to
submit energy-saving proposals actively, reduces
power consumption, promotes continuous energy
management training, etc. in order to enhance
the knowledge on energy conservation and
environmental protection policies and energy saving
awareness among employees, so that the resources
can be used more efficiently.
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Environmental, Social and Governance Report

BRRE HERERBKE

A3. The Environment and Natural Resources

The main environmental impact of the production
business is the use of boiler and electricity in its
manufacturing process. The operation of the boiler
and the use of electricity generate both direct and
indirect GHG emissions. To minimise the impact, the
production and operation sites of the Group have
been evaluated during the initial planning period in
respect of the relevant industrial land environment
and related regulations and the selected production
sites are located in the areas permitted by the local
government. During the production and operation
process, collection and treatment facilities are
installed for proper treatment of pollutants and
emissions in order to ensure meeting the standard
required by local regulations before discharge. The
Group also assesses the feasibility of environmental
protection facilities from time to time, adopts
effective environmental protection measures and
programs, including the prevention and control of
pollution and exhaust gas emission, sustainable
use of resources and ecological and environmental
protection, more active support and promotion of
social and environmental sustainable development.

B. EMPLOYMENT AND LABOUR

As a responsible employer, the Group is fully in
compliance with the relevant national laws and
regulations in respect of remuneration, compensation
and dismissal, recruitment and promotion, working
hours, holidays, equal opportunities, diversification, anti-
discrimination and other employee benefits and welfare.
The Group also regards employees as its most valuable
asset and strives to provide the competitive salaries,
welfare and working environment for them.

B1. Employment

The Group adheres to fair, impartial and open
employment principles, providing all employees
equal opportunities and fair treatment. The Group
strictly abides by the relevant provisions of the
“Labour Law of the People’s Republic of China”
and the “The Labour Contract Law of the People’s
Republic of China”. No arbitrary dismissal of an
employee is allowed; the rights and obligations
of both parties to the employment contract are
clearly stated, the legitimate rights of employees are
protected, in order to establish a harmonious and
stable employment relationship.
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The Group recruits personnel in line with its
strategic requirements through various channels
like campus interview, social recruitment, network
recruitment in a fair and impartial way. The
Group provides employees with comprehensive
social security benefits, including basic salary,
pensions, incentive bonuses, medical insurance,
injury insurance, maternity insurance and housing
provident fund. The Group will also provide other
employee benefits depending on job nature,
including meals, uniforms and fully equipped
accommodation. The human resources department
of the Group conducts regular reviews and updates
on the relevant company policies from time to
time pursuant to the latest laws and regulations.
Employee performance appraisal, management
position promotion, and other company policies
are implemented to provide career development
path to employees like internal promotions, on
the job training. To attract high-quality talents and
retain outstanding employees, the Group launches
Share Option Scheme and timely conducts reviews
on salary with reference to market standards,
formulates competitive salary and bonus system,
and provides competitive and fair remuneration
and benefits based on personal performance,
professional qualifications, and experience.

The Group treats all employees equally. No
employees are discriminated against on the grounds
of gender, race, religion, age, disability, family
status, sexual orientation, nationality, political
opinion, ethnic background or any other non-
working related factors. Each newly-recruited
employee is required to sign a labour contract,
which clearly defines the rights, responsibilities,
and obligations of both the employee and the
employer, and all employees are entitled to
terminate the employment relationship with the
related employment company of the Group. The
entering, amendment, cancellation and termination
of the relevant employment contract are strictly in
compliance with the relevant laws and regulations.
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B2. Health and Safety B2. BEHEZE
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The Group attaches great importance to the health
and safety of employees and has obtained OHSAS
18001:2007 Occupational Health and Safety
Management System certification, Work Safety
Standardisation certification. The Group has set up
an occupational health and safety management
organisation and a safety production committee
and strictly abides by the relevant standards of
“Occupation Health and Safety Management
System” and “Basic Standard for Work Safety
Standardisation”. The Group also adheres to
the principles of safety production management
and formulates the regulatory system of safety
production management and operation rules for
all positions. The safety and health of employees
are effectively protected by the implementation
of various job safety management systems and
the clarification and definition of safe production
responsibilities of all positions.
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OHSAS 18001: 2007 GB/T 28001-2011
The Occupational Health and Safety Management applies in the following area:
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To provide and maintain a safe and healthy working
environment at all times, the Group regularly
provides various kinds of work protective gears to
employees in accordance with working requirements
of each position and supervises and educates them
to wear and utilize correctly; appoints responsible
staff for the safe production of each department
and implements various safety education; installs
dust removal and waste discharging devices on
facilities generating dust and exhaust gas; controls
noise transmission of machinery exceeding the noise
limit or provides protective gears to employees. Fire
safety inspection, training, and drills are regularly
organized to improve safety awareness and self-
protection of employees.

The Group also strictly abides by the “Law of
the People’s Republic of China on Work Safety”,
“Rule for Storage of Chemical Dangers”, “Special
Equipment Safety Law of the People’s Republic of
China” and other relevant laws and regulations, to
build a safe working environment.

Development and Training

In respect of human resources training, the
Group provides employees with induction and
continuous training to promote their career
development. For newly-recruited employees,
the Group provides comprehensive orientation
training of corporate culture, operation processes,
work health and safety, management policies and
business development. The Group also encourages
employees to participate in on the job training and
provides appropriate subsidies to eligible employees.
Based on job nature, the Group offers trainings
of different types and levels to newly recruited
employees, junior supervisors, senior supervisors
and key personnel, like management and
production project training, aiming at constantly
improving the overall quality of employees, so as to
maintain sustainable business development in the
future.
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B4. Labour Standards

To prevent illegal employment of child labour,
underage and forced labour, the Group has
established a well-developed mechanism.
The employee manual stipulates that selected
candidates must meet the legal age. Before
confirming the employment, the human resources
department of the Group will require applicants to
provide valid identity documents to ensure that they
are legally employed and fully in compliance with
the latest relevant laws and regulations prohibiting
child labour and forced labour. The Group also
conducts regular inspection and review of the
implementation of human resources policies to
eliminate child labour and forced labour.

The Group strictly abides by the relevant provisions
of the “Labour Law of the People's Republic of
China” and the “The Labour Contract Law of the
People’s Republic of China”, and set reasonable
working hours and leaves for employees pursuant
to local employment ordinances and employment
contracts with employees. The Group has installed a
human resources computerized attendance system
for effective management of staff working hours
and vacation dates. If overtime work is required,
employees may obtain appropriate overtime
payment or compensatory leave under the relevant
employment contract or labour legislation. To
prevent forced overtime work, overtime must be
agreed by employees voluntarily. During office
hours, employees are allowed to move freely within
the factory or office area (except prohibited special
areas), and it is not mandatory for employees to live
in the factory quarters.
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B5. Supply Chain Management

The Group attaches great importance to sustainable
and reliable supply chain to ensure sustainable
enterprise development. The Group has formulated
and implemented supplier management system.
Regarding supplier selection, the Group conducts
qualification inspection, factory visit and other
assessment processes on potential suppliers with
the principles of fairness, impartiality, openness
and honesty. Inspection areas include the
production capacity, product quality, service quality,
environmental protection, occupational health and
safety of the supplier.

In order to avoid issues such as varied quality of
products and non-standardisation of materials,
the goods and materials provided by suppliers
are detected by the internal department of the
Group or third-party testing organisations, so as
to select qualified suppliers. Besides, the relevant
departments conduct annual re-evaluation and
assessment on the qualified suppliers for the
supervision of product quality. At the same time,
the Group closely monitors procurement process
to ensure that the procured products meet the
requirements of production technology and product
quality.
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B6. Product Responsibility

The Group attaches great importance to product
quality and safety, strictly abides by the “Product
Quality Law of the People’s Republic of China”
and “Law of the People’s Republic of China on
the Protection of Consumer Rights and Interests”,
formulates and implements quality policies to
ensure product quality. The Group has obtained
ISO9001 quality management system certification
in 2003. During the process of mass production,
quality control personnel performs sampling
tests on raw materials, semi-finished goods and
finished goods for tracking and identification of
any potentially inferior products and preventing
problematic material misuse in production. All
finished products must be specifically checked
before packaging to ensure they are qualified. For
the year ended 31 December 2018, the Group
did not receive any complaints from regulatory
authorities or consumers regarding product safety
and did not recover any products due to product
safety and health reasons. The Group is not aware
of any material non-compliance with relevant laws
and regulations on health and safety, advertising,
labelling and privacy matters related to products
sold during the year.

QUALITY MANAGEMENT SYSTEM
CERTIFICATE

We herehy certify that
Quanzhou Baofeng Shoes Co.,Ltd.

L e

Hueju Industrial Tone, Jiargnan Town. Licheng District, Quanzhou City. Fujian Province,
PR China

by reason of its
Quality Management System
has been awarded this cortificate for compliance with the standand
GB/T 19001-2016 / 1S0 9001:2015
The Quality Managemant System Applies in the following anea:
Design, Production of Sippens and Sandals

Cortified since: Aped4,2000  Valid from: Febnary 11,2008 Vialid unfil; Massh 3, 2031

eputsic of Chine [ wew o gow £4)

= Q. ooss217
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Environmental, Social and Governance Report

The Group maintains close and good business
relationships with product distributors, highly
protects the privacy and business secrets of
distributors and strives to ensure timely response to
the feedback of customers and instant response to
product inquiries.

The promotion activities of the Group's products are
carried out by advertising agencies in accordance
with the Group’s policy of privacy, its business
strategy, and the “Contract Law of the People’s
Republic of China”, the “Anti-Unfair Competition
Law of the People’s Republic of China” and the
“Criminal Law of the People’s Republic of China”.

Anti-corruption

The Group adheres to the core value of integrity and
strictly abides by the provisions of the “Company
Law of the People’s Republic of China”, the “Anti-
Money Laundering Law of the People’s Republic
of China” and the “Interim Provisions on Banning
of Commercial Bribery” and other relevant laws
and regulations. The Group has formulated
“Baofeng Personnel Management Regulations”
and other related systems to standardise various
business activities. An internal monitoring system
is set up for strengthening anti-fraud, anti-
extortion, anti-corruption and bribery supervision,
while a reporting mechanism and a reward and
punishment committee are also set up to strengthen
management and promote compliance, so as to
prevent and eliminate fraud, extortion, bribery
and corruptions on various aspects of operation
and management. The Group prohibits any acts of
fraud, extortion, corruption and bribery, prohibits
employees from taking advantages of their
powers and duties for corruption, embezzlement,
encroachment of corporate property, acceptance of
bribes and kickbacks, etc. Through various measures
like training and promotion, the Group strengthens
the communication with employees in respect
of internal control and anti-fraud, anti-extortion,
anti-corruption, anti-commercial bribery, so as to
enhance their awareness in this regard.
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The Group has formulated supplier relationship
guidelines and government authority relationship
guidelines. Standard professional code of ethics and
conduct is formulated for the communication with
business partners, suppliers, customers, etc. and
employees are required to follow strictly.

Community Investment

In the meantime of corporate development, the
Group does not overlook the responsibility of a
citizen of the community, and actively participates
in social welfare activities, taking practical actions
to bear its due responsibility as a corporate citizen.
The Group engages in social welfare activities, such
as social welfare investment, community event
participation, school donation, schooling support
of employees’ children, charitable donations, active
participation in blood donations, condolence to
vulnerable groups, etc.
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Biographical Details of Directors

EXECUTIVE DIRECTORS

Mr. Zheng Jingdong

Mr. Zheng Jingdong, aged 53, is the Chairman of the Board,
the Chief Executive Officer of the Group, an executive Director
and the authorised representative under the Listing Rules.
He has been appointed as a Director since 21 July 2008. Mr.
Zheng has more than 10 years of experience in the slipper
business in the PRC. He has been appointed as a director of
Quanzhou Baofeng Shoes Co Ltd since 28 March 2007 and as
a director of BAOF International Limited since 21 July 2008.
He has been appointed as the Chairman of the Board and the
Chief Executive Officer of the Group on 10 May 2013.

Mr. Leung Tsz Chung

Mr. Leung Tsz Chung, aged 49, has been appointed as
the executive Director, Vice-Chairman of the Board and
the authorised representative under the Listing Rules with
effect from 3 February 2015. Mr. Leung holds a degree of
bachelor of arts in Business Studies from the Hong Kong
Polytechnic University in 1991 and a degree of master in
Business Administration from the University of New South
Wales in 1996. He is qualified as a certified professional
marketer and has over 20 years of extensive experience in
business administration and marketing. Mr. Leung is the legal
representative of Bay Zu Precision Co., Ltd QLfEREZERH A
[% 2 &]) since November 2011 and resigned on 18 December
2018. Mr. Leung joined 2D Material Technology Company
Limited, a wholly owned subsidiary of the Company, as the
chief executive officer in November 2014. Mr. Leung would
focus on developing the business of material technology and
020 business for the Group.
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NON-EXECUTIVE DIRECTOR
Ms. Lin Weihuan

Ms. Lin Weihuan, aged 37, has been appointed as the non-
executive Director since 7 January 2016. Ms. Lin obtained a
bachelor of business degree in financial management from
La Trobe University in Melbourne, Australia in 2005. She
later obtained a master of business degree in professional
accounting from Victoria University in Melbourne, Australia in
2006. Ms. Lin has over five years of experience in accounting.

INDEPENDENT NON-EXECUTIVE DIRECTORS
Ms. An Na

Ms. An Na, aged 59, was appointed as an independent non-
executive Director on 30 June 2010. She has been an executive
editor of A B # T # kx4t (China Light Industry Press) since
1982. She has also been a vice president of 15 (mEE)
MFh4L (Beijing Rayli Magazine House) since 2003 at which
she has been responsible for managing and coordinating the
publication of several fashion magazines. In August 2015,
she resigned her post in Beijing Rayli Magazine House. She
received an editor’s qualification from Bt AL EEEE
B & B @ (State-owned Assets Supervision and Administration
Commission) in 2002. She obtained a bachelor’s degree in
Engineering with a major in the study of leather from FEILE T
¥ BB (Northwest Institute of Light Industry) (now known as
BRPE R A (Shaanxi University of Science and Technology))
in 1982.
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Biographical Details of Directors

Mr. Chen Shaohua

Mr. Chen Shaohua, aged 52, has been appointed as an
independent non-executive Director since 3 February 2015.
Mr. Chen graduated from the Open University of China (E
K FI MK E) (previously known as China Central Radio and
TV University (F R EREE R KE), and obtained a bachelor's
degree in Management majoring in Accounting from Beijing
Technology and Business University (1 5 T AEZ) in 2010.
He is a member of the Chinese Institute of Certified Public
Accountants (CICPA) and qualified as certified assets valuer,
certified tax agent, certified real estate valuer, certified cost
engineer and certified land valuer in the PRC. Mr. Chen is a
senior accountant and senior economist in the PRC. He has
over 20 years of extensive experience in accounting, audit
and tax matters. Mr. Chen is currently the chairman of the
board of directors and legal representative of auditing firm, tax
company, asset and property valuation company in the PRC.

Professor Zhao Jinbao

Professor Zhao Jinbao, aged 55, has been appointed as
an independent non-executive Director since 3 February
2015. Professor Zhao graduated from Harbin Institute of
Technology ("5 H1/8 T % KX £) of the PRC and obtained a
bachelor of engineering degree in Electrochemistry in 1984
and a master’s degree in High Polymer Materials Engineering
in 1987. Professor Zhao further obtained a doctor’s degree
in Engineering from Kyoto University in Japan in 1996. He
has been a professor of Physical Chemistry in the Xiamen
University (BP9K28) of the PRC since 2011. He has over 20
years of extensive experience in research and development
in the field of engineering and chemistry and was recruited
as one of the experts in The Recruitment Program of Global
Experts (84hm IR A A 5|#E5HEl), also known as Thousand
Talents Program (F A &F &) in the PRC in 2011.
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Report of the Directors

EEEHE

The Directors are pleased to present their report and the
audited financial statements for the year ended 31 December
2018.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding.
Details of the principal activities of the principal subsidiaries are
set out in note 41 to the consolidated financial statements.

There were no significant changes in the nature of the Group’s
principal activities during the year.

BUSINESS REVIEW

A review of the business of the Group during the year ended
31 December 2018 and a discussion on the Group's future
business development and its principal risks and uncertainties
are provided in the sections “Chairman’s Statement” and
“Management Discussion and Analysis” of this annual report.
The financial risk management objectives and policies of the
Group can be found in note 38 to the consolidated financial
statements. An analysis of the Group’s performance during the
year using financial key performance indicators is provided in
the “Five-Year Financial Summary” on page 4 of this annual
report.

ENVIRONMENTAL POLICIES AND
PERFORMANCE

The Group always pays attention to environmental protection.
Details of the environmental policies and performance of the
Group are set out in the section headed "Environmental, Social
and Governance Report”.

COMPLIANCE WITH LAWS AND REGULATIONS

The Group continues to update the requirement of the relevant
laws and regulations in various countries, particularly in the
PRC and Hong Kong, applicable to it to ensure compliance.
During the year, the Group was not aware of any non-
compliance with any relevant laws and regulations that had a
significant impact on it.

Baofeng Modern Annual Report 2018

/

o)

EEeRNREEFTEREMNEBE_Z
—NF+ZA=T—"RIEFEZEEZHM
BHEK -

FEEH
ARAEBEBAREEE TEWER
A EBEBHERRGA B BN
41 e

FAAEBNEIEXHHELEEAE
EO

E 3 EI) -
AEEBE_T-N\F+_A=+t—H1Lt
FENEBEBENNERBARNEERRER
BRLET 2R G ENEE O R
AERIETFEHREE I RTEEBARED
1] FE o AN SR B B A5 R e IR B AR MK
RENGEAPERRMEIS - EREEY
BREAEGETHAREFARRON
BEIMANFERFAB [RFHBEHE] -

REBRERR

AEB-—BEERRR ARBREBRLK
RAZHFBHR [RR HERELRSE]
—Ehe

BIFERRER
AEETH THRIARABER (LERFE R
BR)ERNANEBOEBEAENIERDN
RIAE ARG -FA AKREIL T
MBHEAEBEAZENRETEMERM
ERBOEREIEMR



RELATIONSHIPS WITH EMPLOYEES, SUPPLIERS
AND CUSTOMERS

The Group believes that employees are valuable assets.
The Group provides competitive remuneration package to
employees and is periodically reviewed with reference to
industry practice. Discretionary bonuses and share options
may be awarded to employees according to the assessment
of individual performance. During the year under review, the
Group considered the relationship with employees was good
and the turnover rate is acceptable.

The Group also understands that it is important to maintain
good relationship with its suppliers and customers to fulfil its
immediate and long-term goals. The Group has been working
continuously with its suppliers to improve the standard of
raw materials and aiming at delivering products with high
quality to its customers. All key customers and suppliers have
a close and long term relationship with the Group. During the
year ended 31 December 2018, there was no material and
significant dispute between the Group and its suppliers and/or
customers.

RESULTS AND DIVIDENDS

The result of the Group for the year ended 31 December 2018
and the state of affairs of the Company and the Group at that
date are set out in the financial statements on pages 76 to
196.

The Board does not recommend payment of a final dividend
for the year ended 31 December 2018 (2017: Nil).

SUMMARY OF FINANCIAL INFORMATION

A summary of the financial information of the Group for the
last five financial years is set out on page 4 of this annual
report. This summary does not form part of the audited
financial statements.

PROPERTY, PLANT AND EQUIPMENT

Details of movements in the property, plant and equipment
of the Group during the year are set out in note 15 to the
consolidated financial statements.

SHARE CAPITAL AND SHARE OPTIONS

Details of movements in the Company’s share capital and share
options during the year are set out in notes 29 and 30 to the
consolidated financial statements.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the
Company'’s Articles or the laws of Cayman Islands which would
oblige the Company to offer new shares on a pro rata basis to
existing shareholders.
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PURCHASE, REDEMPTION OR SALE OF LISTED
SECURITIES OF THE COMPANY

During the year ended 31 December 2018, neither the
Company nor any of its subsidiaries purchased, redeemed or
sold any of the Company'’s listed securities.

RESERVES

Details of movements in the reserves of the Company and
the Group during the year are set out in note 40 to the
consolidated financial statements and in the consolidated
statement of changes in equity, respectively.

DISTRIBUTABLE RESERVES

At 31 December 2018, the Company did not have any reserves
available for distribution calculated in accordance with the
Companies Law of the Cayman Islands.

MAJOR CUSTOMERS AND SUPPLIERS

During the financial year ended 31 December 2018, sales to
the Group’s five largest customers accounted for 81.2% of
the total sales for the year and sales to the largest customer
included therein amounted to 57.6%.

Purchases from the Group’s five largest suppliers accounted
for 28.6% of the total purchases for the year and purchase
from the Group’s largest supplier included therein amounted to
13.0% of the total purchases for the year.

None of the Directors or any of their associates or any
shareholders (which, to the best knowledge of the Directors,
own more than 5% of the Company’s issued share capital) had
any beneficial interest in the Group's five largest customers or
suppliers.
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DIRECTORS

The Chairman and the Directors during the year and up to the
date of this report were:

o Executive Directors:

Mr. ZHENG Jingdong
(Chairman and Chief Executive Officer)
Mr. LEUNG Tsz Chung (Vice-chairman)

° Non-Executive Director:
Ms. LIN Weihuan

° Independent Non-Executive Directors:

Ms. AN Na
Professor ZHAO Jinbao
Mr. CHEN Shaohua

Pursuant to Articles 84(1) and (2), at each AGM one-third of
the Directors for the time being (or, if their number is not a
multiple of three (3), the number nearest to but not less than
one-third) shall retire from office by rotation provided that
every Director shall be subject to retirement at the AGM at
least once every three years. A retiring Director shall be eligible
for re-election. In accordance with Articles 84(1) and (2), Mr.
Leung Tsz Chung and Ms. Lin Weihuan shall retire from office
by rotation at the AGM. Being eligible, Mr. Leung Tsz Chung
and Ms. Lin Weihuan will offer themselves for re-election as an
executive Director and a non-executive Director, respectively, at
the AGM.

The Company has received from each of its independent
non-executive Directors an annual confirmation of his/her
independence pursuant to Rule 3.13 of the Listing Rules,
and the Company considers the independent non-executive
Directors to be independent.
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BIOGRAPHICAL DETAILS OF THE DIRECTORS

The biographical details of the Directors are set out on pages
49 to 51 of the annual report.

DIRECTORS’ SERVICE CONTRACTS

Each of the Directors has entered into a service contract with
the Company for an initial term of 3 years, which will continue
thereafter until terminated by not less than three-month notice
in writing served by either party on the other. The details of
the remuneration of each of the Directors are revealed on note
9 to the consolidated financial statements.

None of the Directors had entered, or was proposing to
enter, into any service contract with the Company which is
not determinable by the Company within one year without
payment of compensation, other than statutory compensation.

Directors are subject to retirement by rotation at least once
every three years as required by the Articles.

PERMITTED INDEMNITY PROVISION

Under the Articles, and subject to the applicable laws and
regulations, the Directors and officers of the Group shall be
indemnified out of the assets and profits of the Company
from or against all actions, costs, charges, losses, damages
and expenses which they or any of them may incur or sustain
in or about the execution of their duty in their offices. Such
permitted indemnity provision has been in force throughout
the year ended 31 December 2018. The Company has
arranged appropriate Directors’ and officers’ liability insurance
coverage for the Directors and officers of the Group.

DIRECTORS’ INTERESTS IN CONTRACTS

Saved for transactions as disclosed in note 34 to the
consolidated financial statements, none of the Directors was
materially interested, directly or indirectly, in any contract or
arrangement during the year which is significant in relation to
the business of the Group.

DIRECTORS’ INTEREST IN COMPETING BUSINESS

None of the Directors or any of their respective close associates
had any material interest in business which competed or might
compete with the business of the Group.

MANAGEMENT CONTRACTS

No contracts concerning the management and administration
of the whole or any substantial part of the business of the
Group were entered into or in existence during the year.
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DIRECTORS’ AND CHIEF EXECUTIVE'S
INTERESTS AND SHORT POSITIONS IN
SHARES, UNDERLYING SHARES AND
DEBENTURES

As at 31 December 2018, the interests and short positions
of the Directors and chief executives of the Company in the
Shares, underlying Shares and debentures of the Company
and its associated corporations (within the meaning of Part XV
of the Securities and Futures Ordinance (the “SFO")), which
were required (i) to be notified to the Company and the Stock
Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO
(including interests and short positions in which they were
taken or deemed to have under such provisions of the SFO);
(i) pursuant to section 352 of the SFO, to be entered in the
register maintained by the Company referred to therein; or
(iii) pursuant to the Model Code contained in Appendix 10 to
the Listing Rules, to be notified to the Company and the Stock
Exchange were as follows:

Interests in the Shares and underlying Shares:

Name of Director

EEgS BORESENE

Capacity and nature of interest
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ARFIFENELMAERZ KXE  3(ii)
R A% TR RIS 10AT S A IZE ST B A9 48
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T

AR REBRG P ELS:
Number of
Shares/underlying
Shares (other than

Percentage of
the Company’s
issued share

share options) held capital®
RS, HHER
7 (BREN) EHEARESHT

£ e e NER A

Beneficial owner

ERmEAA

Mr. LEUNG Tsz Chung
RFHREE

Long positions in share options of the Company:

6,000,000(L) 0.46%

RAEQRBBREFHER:
Percentage of
the Company'’s

Number of share issued share

Name of Directors Capacity and nature of interest options held?® capital®
HERQTEBITR

EEnA SO RERME FEEBREZE® AEDEO

Mr. ZHENG Jingdong Beneficial owner 10,500,000(L) 0.81%

=R I A EnEE A

Mr. LEUNG Tsz Chung Beneficial owner 4,000,000(L) 0.31%

RFHELE ERmEAA

e
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Notes:

) The percentage has been calculated based on the total number
of Shares in issue as at 31 December 2018 (i.e. 1,304,059,608
shares).

(2) These represent the number of shares which will be allotted
and issued to the respective Directors upon the exercise of the
share options granted to each of them under the Share Option
Scheme. Accordingly, each of them was regarded as interested
in the underlying Shares.

(3) The letter “L"” denotes a long position in the Shares or
underlying Shares.

Save as disclosed above, as at 31 December 2018, none of
the Directors and chief executives of the Company had any
interests or short positions in the Shares, underlying Shares
or debentures of the Company or any of its associated
corporations (within the meaning of Part XV of the SFO) which
were required (i) to be notified to the Company and the Stock
Exchange pursuant to the provisions of 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 (ii) pursuant to section 352 of Part XV of the
SFO, to be entered in the register referred to therein; or (iii)
pursuant to the Model Code contained in Appendix 10 to the
Listing Rules, to be notified to the Company and the Stock
Exchange.
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CONVERTIBLE SECURITIES, OPTIONS,
WARRANTS OR OTHER SIMILAR RIGHTS

All conversion rights attached to the convertible notes in the
principal amounts of HK$110,880,000 and HK$73,920,000
issued by the Company on 16 December 2015 and 2 February
2016 respectively were exercised on 7 December 2018. Details
of convertible notes of the Company are shown in note 26 to
the financial statements.

All conversion rights attached to the warrants issued by the
Company on 21 June 2012 matured on 22 December 2017.
No warrants have been exercised since the issue date of the
warrants. Details of warrants of the Company are shown in
note 26 to the financial statements.

Details of share options of the Company are included in the
section “Share Option Scheme” below and also shown in note
30 to the financial statements.
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SHARE OPTION SCHEME

The Company adopted the Share Option Scheme on 8 January

2011. Details of the Share Option Scheme are set out in note

30 to the consolidated financial statements.

The following table discloses the outstanding share options

under the Share Option Scheme as at 31 December 2018:

Bt E
ARTR-E——F— A\ ERABRE
sl BAER M B RN G A M B
SR FE30 ©

TREER-_E—N\F+_A=+—HE
R i 5T B8 T A 18 AR 1T {5 B A i

Number of share options
BREnA
Qutstanding
Outstanding ~ Granted  Exercised ~ Cancelled ~ Forfeited asat3l Exercise price
asat1 duringthe duringthe duringthe duringthe  December  Exercse  pershare
Date of grant ' January 2018 year year year year 018 period? (HKS)
RZZ-N% RZZ-N%
-A-8 tZAZ1-H SRER
Name or Category of particpants ~ $EANKE 28R RERg HATE ERRE  EATE  EREE  FARN  HAGE  EEY (#7)
Executive Directors Yz
THENG Jngdong o 101120015 1,500,000 - - - S 150000 A 081
101212015 2,000,000 - - - - 2,000,000 B 0.81
1011212015 2,500,000 - - - - 2,500,000 ( 0.81
101212015 2,000,000 - - - - 2,000,000 D 0.81
1011212015 2,000,000 - - - - 2,000,000 t 0.81
19/6/2018 - 300,000 - - - 300,000 P 0.54
19/6/2018 - 200,000 - - - 200,000 0 0.54
LEUNG Tsz Chung 278 1071272015 4,000,000 - - - - 4,000,000 B 0.81
Sub-total i 14000000 500,000 - - - 14,500,000
Employees and consultants of FRERERERSS
the Group in aggregate
101212015 9417000 - - - - 9417000 A 0.81
101212015 13,356,000 - - - - 13,3%,000 B 0.81
101212015 695,000 - - - - 695,000 ( 0.81
101212015 556,000 - - - - 556,000 D 0.81
101212015 556,000 - - - - 556,000 t 0.81
2462016 52,140,000 - - - (6,480,000) 45,660,000 f 0.67
24612016 35,920,000 - - - (4320,000) 31,600,000 6 0.67
2462016 2,900,000 - - - - 2,900,000 H 0.67
24612016 2,320,000 - - - - 2,320,000 | 0.67
2462016 2,320,000 - - - - 2,320,000 J 0.67
161212016 1,425,000 - - - - 1,425,000 K 0.99
161212016 1,900,000 - - - - 1,900,000 L 0.99
161212016 2,375,000 - - - - 2,375,000 M 0.99
161212016 1,900,000 - - - - 1,900,000 N 0.99
161212016 1,900,000 - - - - 1,900,000 0 0.99
19612018 - 64,680,000 - - - 64,680,000 P 0.54
19612018 - 43,120,000 - - - 43,120,000 0 0.54
Sub-total Ihg 129,680,000 107,800,000 - - (10,800,000 226,680,000
Total iz 143,680,000 108,300,000 - - (10,800,000 241,180,000
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Notes: Fff &t -
1. The closing prices of the Shares immediately before the date 1. BOREERLEH -_F—AF+ = ﬂ
of grant on 10 December 2015, 24 June 2016, 16 December +H-=F— /\E/\ﬂ ‘1’@ =
2016 and 19 June 2018 were HK$0.79, HK$0.69, HK$0.99 /\¢+fﬂ +RERZE— NE B
and HK$0.50 respectively. T BRI TE 5 51 40.79% 7T - 0.69
P57~ 0.997% 7T 20,50 7T ©
2. The respective exercise periods of the share options granted 2. FrxHERiEs gTE e T
are as follows:
A: From 10 December 2015 to 9 December 2020; A: —RAFt+-AtHE=ZE=
giJrfﬂj'LEl
B: From 10 December 2016 to 9 December 2020; B: —E-RETZATHE=ZC
TFE+ZANA:
C: From 10 December 2017 to 9 December 2020; C: —E—+tHF+A+HEZZTZ
TF+-—ANA:
D: From 10 December 2018 to 9 December 2020; D: —E-N\F+ZAt+HE=ZC
TF+ZANA:
E: From 10 December 2019 to 9 December 2020; E: —NF+ZAt+HEE=Z=
giJrfﬂj'LEl
F: From 24 June 2016 to 23 June 2021; F: TE-RNERNAZFTHHEE=Z
——®XA=Z+=8:
G: From 24 June 2017 to 23 June 2021; G: —E—+tFARAAZtHMNBE=Z
——F®XAZ-+=8:
H: From 24 June 2018 to 23 June 2021; H: —E-\FRAZtEBEE=ZF
——®XA=-+=H
From 24 June 2019 to 23 June 2021; : ZE-NFRAZTHBRE=ZZE
——®%XRAR=+=8:
J: From 24 June 2020 to 23 June 2021; ) ZTECERERAZTHBAEC=Z
——FXA=Z+=H:
K: From 16 December 2016 to 15 December 2021; K : —E-ARF+_At+ANHEZZ
——F+-A+HH
L: From 16 December 2017 to 15 December 2021; L: —E—tF+ A+ RHEZT
——H+ZA+THhH:
M: From 16 December 2018 to 15 December 2021; M: ZFE-—NA\F+_AF+BHEZZ
——+=ZA+HhaH:
N: From 16 December 2019 to 15 December 2021; N: ZZE-AFF+-_A+AHEZZ
——F+=ZA+EHH:
0: From 16 December 2020 to 15 December 2021; 0: ZEEF+-_A+AHEZ=ZE
——E+ZA+EB-
P: From 19 June 2018 to 18 June 2023; and P: —E-N\ERATAEE=Z
—=ZFXA+NEB &
Q: From 19 June 2019 to 18 June 2023. Q: ZE—NAFRA+HILREZZE
—=FXA+NH-
The vesting period of the share options is from the date of ZEBRENEERREELAMSER
grant until the commencement of the exercised period. ZEIT{E AR IE

Hghs —FT-N\FFH
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3. Exercise condition: Provided always that a grantee of share
options shall remain as a Director, an employee or a consultant
of the Company or its subsidiaries, at the time of exercise of
his or her share options.

4. The number and/or exercise price of the share options may be
subject to adjustments in the case of rights or bonus issues, or
other changes in the Company’s share capital.

ARRANGEMENT FOR DIRECTORS TO
PURCHASE SHARES OR DEBENTURES

Save as disclosed in the section of “Directors’ and chief
executive's interests and short positions in Shares, underlying
Shares and debentures” and “Share Option Scheme” above,
at no time during the year were rights to acquire benefits by
means of the acquisition of shares in or debentures of the
Company granted to any of the Directors or their respective
spouses or minor children, or were any such rights exercised by
them; or was the Company, its holding company or any of its
subsidiaries and fellow subsidiaries a party to any arrangement
to enable the Directors to acquire such rights in any other body
corporate.
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SUBSTANTIAL SHAREHOLDERS’ AND OTHER FTERRRHEMATHARSG RE
PERSONS’ INTERESTS AND SHORT POSITIONS BROTNERRAE

IN SHARES AND UNDERLYING SHARES

As at 31 December 2018, so far as was known to the Directors ﬁé\:%f)\ﬁ_+:ﬁ =+t—8" ﬁ'%%&
and chief executives of the Company, the following persons $Q+ﬂf%i§ﬁﬁ/\§ﬁﬁ_ﬁ ' J;A—F}\jig\iﬁi
or corporations (other than the Directors or chief executives (\§$EX$@E*IETTE¥/\\§%%)E§H§
of the Company) who had, or were deemed or taken to have Tﬁngﬁ E@Hﬁ{ﬁ#%@&ﬁﬂ%ﬂiﬁz%ﬁ%{’&%ﬁﬁ
interests and short positions in the Shares or underlying Shares $ETJ?§E’§%&EIH‘E‘T1\%1§IJ%XV:EB\%’Z&}’;%?/BE’\]
which would fall to be disclosed to the Company under the 1%X§§Fﬂ$’&ﬁj%}§i&?&%ﬁﬂﬁéﬁk?§%&
provisions of Divisions 2 and 3 of Part XV of the SFO and be /Eﬁié:fﬁm%3361'%2,5:3\/??@33'\]%‘53%?}2%
recorded in the register required to be kept under Section 336 RITMEARNR 2 KRBT

of the SFO or as otherwise notified to the Company were as

follows:

Interests and short positions in the Shares and REORAEBROTFHNERZR KR
underlying Shares:

Percentage of the

Capacity and nature of Number of Shares/ Company’s issued
Name interests underlying Shares share capital®
HAEATERITRE
= SORERME B HERGEE B0
Mr. Sze Ching Bor (“Mr. Sze") @ Interest in controlled 285,879,975 (L) 21.92%
corporation
SEERFEE(TLEE])O PRI §E B B 2
Ms. Tsang Shuk Ping @ Spousal Interest 285,879,975 (L) 21.92%
BRE L L0 i (B 25
Best Mark International Limited Beneficial owner/Other 240,720,365 (L) 18.46%
(“Best Mark”) @
BB A H A

WigRY —F-\FER O3
e (
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Capacity and nature of

Number of Shares/

Percentage of the
Company’s issued

Name interests underlying Shares share capital™®
EARD T BITRA
= SO RERMEE B, HEEA R 10 B B Elads 4l
Total Shine Investments Limited Beneficial owner 233,155,792 (L) 17.88%
(“Total Shine") @
EmEAA
Mr. Zhang Honghui @ Interest in controlled 233,155,792 (L) 17.88%
corporation
RIBHE@ P )% B My i
Bluestone Technologies (Cayman)  Beneficial owner 220,000,000 (L) 16.87%
Limited (“Bluestone”) ©
EARE (HA=2)BRAF EmEAA
([ER])®
Mr. Zhuang Chaohui ® Interest in controlled 220,000,000 (L) 16.87%
corporation
HEARE SO Friz s =B R R
Mr. Chiu Hsin-Wang (“Mr. Chiu”) ® Beneficial owner 102,000,000 (L) 7.82%
ERFAAE S A ([EREAE]) © EnlEE A
Venus Capital Fund @ Beneficial owner 100,800,000 (L) 7.73%
EmEAA
Venus Capital Management Interest in controlled 100,800,000 (L) 7.73%
Company Limited © corporation
FryE sl A B e
Ms. Zhang Bihong © Interest in controlled 100,800,000 (L) 7.73%

REB/RLLO
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Notes:

(8)

Mr. Sze is deemed to be interested in the Shares held by
Best Mark and Capital Vision International Limited ("Capital
Vision" ). Best Mark and Capital Vision are wholly owned
and controlled by Mr. Sze and are interested in 240,720,365
Shares and 45,159,610 Shares respectively, representing
approximately 18.46% and 3.46%, respectively of the issued
Shares.

Ms. Tsang Shuk Ping, the spouse of Mr. Sze, is deemed to be
interested in Mr. Sze's interests in the Company.

Best Mark is wholly owned and controlled by Mr. Sze.

Total Shine is interested in 233,155,792 Shares. Mr. Zhang
Honghui, who wholly owns and controls Total Shine, is
deemed to be interested in the Shares in which Total Shine is
interested.

Bluestone is interested in 220,000,000 Shares. Mr. Zhuang
Chaohui, who wholly owns and controls Bluestone, is deemed
to be interested in the Shares in which Bluestone is interested.

Mr. Chiu has obtained share options granted by the Company
entitling him to acquire 20,000,000 Shares. Mr. Chiu is also
interested in 82,000,000 underlying Shares pursuant to
the terms of the subscription agreement as detailed in the
announcements dated 9 November 2018, 12 November 2018
and 8 March 2019.

Venus Capital Fund is interested in 100,800,000 underlying
Shares pursuant to terms of the subscription agreement as
detailed in the announcements dated 9 November 2018, 12
November 2018 and 8 March 2019.

Venus Capital Management Company Limited wholly owns
Venus Capital Fund and is deemed to be interested in the
underlying Shares in which Venus Capital Fund is interested.

Ms. Zhang Bihong, who wholly owns and controls Venus
Capital Management Company Limited, is deemed to be
interested in the underlying Shares in which Venus Capital
Management Company Limited is interested.
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Fff &t -

(1) 0 A& AR AR Best Mark & Capital
Vision International Limited ([ Capital
Vision | ) BT #5 A% 19 # #E B #& % © Best
Mark & Capital VisionfA 2 Sc 2 EHE
Kzl 5 Bl 7 240,720,3650% ik 19 &
45,159,6 100 ix fp F #E B #E 25 - 93 Rl 48
ERB TR 4718.46% &%3.46% °

2) ELEAEZEZRIFLIHRERERLE
CESRN/NCIWA: Sl

(3) Best Mark| i SE R A = B A o421 o

(4) Total Shine#233,155,792f% IR H A
MRS o RIBIRCAE (2 BB RIEHITotal
Shine ) # 18 A Total ShineFr# & 15 &
HEHREZ -

(5) B 72220,000,000% A0 AR A #E &5 o
HEAREL A (2 EHA MITFIER) R
BREOHERMO P HELER-

(6) EEAEDMBAABRTHBRE U
L7 #520,000,0004% A% 17 © B 5% A& IR A AR
BREHE G (FEHRABRRZ
Z-N\F+—ARA ZB-NFF—
A+-BE-_Z—AEZANBZRAE)
1£82,000,000% #8 4 % 17 1 #E 5 1 25 o

(7) Venus Capital Fundi R 15 3288 1 3% 2 1§
F(HEBEPRBEHAE-_ZE—N\F+—F8
NB ZF-N\F+—A+ZBR=%
—NE=ANBZ2A%)7100,800,000
IR P R -

(8) Venus Capital Management Company
Limited% & # /& Venus Capital Fund * 1
18 A Venus Capital FundFr 8 EIA% 1
A M o

9) REBZTE2EHE REH Venus
Capital Management Company
Limited ' # 2 & A Venus Capital
Management Company LimitedfT+5 48
R AD RS R o
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(10)  The percentage has been calculated based on the total number
of Shares in issue as at 31 December 2018 (i.e. 1,304,059,608
shares).

(11)  The letter “L" denotes the person’s long position in the Shares
or underlying Shares.

Save as disclosed above, as at 31 December 2018, none of
the Directors and the chief executives of the Company was
aware of any other person (other than the Directors or the
chief executives of the Company) or corporation which had,
or was deemed or taken to have, an interest or short position
in the Shares, underlying Shares or debentures which would
fall to be disclosed to the Company under the provisions of
Divisions 2 and 3 of Part XV of the SFO and be recorded in the
register required to be kept under section 336 of the SFO or as
otherwise notified to the Company.

CONNECTED TRANSACTIONS

No connected transaction was entered into or in existence
during the year. The related party transactions disclosed in
note 34 to the consolidated financial statements do not
fall under the definition of “connected transaction” or
“continuing connected transaction” in Chapter 14A of the
Listing Rules.

SUFFICIENCY OF PUBLIC FLOAT

Based on information that is publicly available to the Company
and within the knowledge of the Directors, at least 25% of the
Company’s total issued share capital was held by the public as
at the date of this report.

EMOLUMENT POLICY

The Group’s emolument policies are based on the merit,
qualifications and competence of individual employees and are
reviewed by the remuneration committee periodically.

The emoluments of the Directors are recommended by the
remuneration committee and are decided by the Board, having
regard to the Group’s operating results, individual performance
and comparable market statistics.

The Company adopted a share option scheme to motivate
and reward its Directors and eligible employees. Details
of the Share Option Scheme are set out in note 30 to the
consolidated financial statements.
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AUDITOR

Confucius International CPA Limited was appointed as auditor
of the Company on 13 February 2018 upon the resignation of
Pan-China (H.K.) CPA Limited.

Confucius International CPA Limited will retire and a resolution
for their re-appointment as the Company’s auditor is to be
proposed at the forthcoming AGM.

ON BEHALF OF THE BOARD

ZHENG Jingdong
Chairman

Hong Kong
27 March 2019
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Independent Auditor’s Report
B % B )RS

SHN-CHINA

|

TO THE MEMBERS OF BAOFENG MODERN
INTERNATIONAL HOLDINGS COMPANY LIMITED
(Incorporated in the Cayman Islands with limited liability)

Opinion

We have audited the consolidated financial statements of
Baofeng Modern International Holdings Company Limited
(the “Company”) and its subsidiaries (together the “Group”)
set out on pages 76 to 196, which comprise the consolidated
statement of financial position as at 31 December 2018,
and the consolidated statement of profit or loss and other
comprehensive income, the consolidated statement of changes
in equity and the consolidated statement of cash flows for
the year then ended, and notes to the consolidated financial
statements, including a summary of significant accounting
policies.

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 2018 and of its consolidated
financial performance and consolidated cash flows for the
year then ended in accordance with International Financial
Reporting Standards (”IFRSs”) issued by the International
Accounting Standards Board (the “IASB”) and the consolidated
financial statements have been properly prepared in
compliance with the disclosure requirements of the Hong Kong
Companies Ordinance.

Basis for opinion

We conducted our audit in accordance with Hong Kong
Standards on Auditing (“HKSAs"”) issued by the Hong Kong
Institute of Certified Public Accountants (“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
are independent of the Group in accordance with the HKICPA's
Code of Ethics for Professional Accountants (“the Code”)
together with any ethical requirements that are relevant to our
audit of the consolidated financial statements in the Cayman
Islands, and we have fulfilled our other ethical responsibilities
in accordance with these requirements and the Code. We
believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinion.
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Independent Auditor’s Report

Material uncertainty in relation to going concern

The accompanying consolidated financial statements for
the year ended 31 December 2018 have been prepared
assuming that the Group will continue as a going concern.
We draw attention to note 3 to the consolidated financial
statements which indicates that the Group incurred a net
loss of approximately RMB275,328,000 for the year ended
31 December 2018 and, as of that date, the Group’s current
liabilities exceeded its current assets by approximately
RMB123,139,000. These conditions indicate the existence of
a material uncertainty that may cast significant doubt on the
Group’s ability to continue as a going concern. Management's
arrangements to address the going concern issue are also
described in note 3 to the consolidated financial statements.
The consolidated financial statements do not include any
adjustments that may result from the outcome of this
uncertainty. Our opinion is not modified in respect of this
matter.

Key Audit Matters

Key audit matters are those matters that, in our professional
judgement, 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.

Valuation of trade receivables

We identified the valuation of trade receivables as a key audit
matter due to the use of judgement and estimates in assessing
the recoverability of trade receivables.

In determining the allowance for trade receivables, the
management considers the credit history including default or
delay in payments, settlement records, subsequent settlements
and aging analysis of the trade receivables.

At 31 December 2018, the carrying amount of trade
receivables is RMB33,659,000, net of allowance for doubtful
debts of RMB8,374,000.

Details of the trade receivables are set out in note 19 to the
consolidated financial statements.
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How our audit addressed the Key Audit Matters

Our procedures in relation to valuation on trade receivables
included:

o obtaining an understanding of the Group’s procedures on
credit limits and credit periods given to customers with
the management;

o evaluating the design and implementation of controls
applied by management in determining the allowance for
doubtful debts;

o evaluating the management’s impairment assessment of
trade receivables;

e  testing the accuracy of the receivables aging analysis and
the recoverability of amounts due from debtors through
circularisation, testing of subsequent receipts and
corroborative enquiry;

o confirming the existence and assessing the valuation
of significant receivables as at year end by tracing to
subsequent/recent receipts and sending confirmation
requests;

o assessing the reasonableness of the methods and
assumptions used by the management to estimate the
allowance for bad and doubtful debts;

o assessing, validating and discussing with the
management and evaluating their assessment on the
recoverability of the outstanding debts and the adequacy
of allowance made based on the trade receivables
aging analysis, collections subsequent to the end of the
reporting period, past collection history and trend analysis
and knowledge of the businesses, with focus on long
outstanding debts and debts which are past due but not
impaired; and

o checking, on a sampling basis, the accuracy and
relevance of the information included in the impairment
assessment of trade receivables.

We found that the estimation and judgement made by

management in respect of the recoverability of trade
receivables were supportable by the credible evidence.
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Independent Auditor’s Report

Impairment assessment of intangible assets

As set out in note 17 to the consolidated financial statements
at 31 December 2018, the Group has significant intangible
assets amounting to RMB364,246,000 arising from the
acquisition of technology know-how in 2015 amounting to
RMB288,000,000; 020 distribution vending system amounting
to RMB48,440,000 and capitalisation of deferred development
costs amounting to RMB27,806,000 in relation to the research
and development of manufacturing and application technology
of graphene material on sterilizing chips, energy storage
materials for batteries and pressure sensitive lighting devices
for shoes which are incurred in 2016.

Management is required to carry out an impairment
assessment on these intangible assets at least annually.
Independent external valuations were obtained in order to
support management estimates. These assessments of the
recoverable amounts involved significant management's
assessment and judgement on the key assumptions used in
cash flow projections and profit forecasts based on financial
budgets approved by management, which is judgemental and
based on a number of assumptions.

How our audit addressed the Key Audit Matters

Our procedures in relation to impairment assessment of
intangible assets included:

Evaluating the independent external valuers competence,
capabilities and objectivity;

o Assessing the valuation methodologies adopted by
management which are disclosed in note 17 to the
consolidated financial statements;

o Challenging the reasonableness of key assumptions in the
valuations based on our knowledge of the business and
industry;

o Reconciling input data used in the profit forecasts and
cash flow forecasts to supporting evidence, such as
approved budgets and considering the reasonableness of
those budgets;

o Considering the potential impact of reasonably possible
downside changes in these key assumptions; and

o Discussing with the management and the independent
valuation valuers engaged by the management to
understand the assumptions they used in building up the
discounted cash flow model.
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How our audit addressed the Key Audit Matters
(continued)

o Checking on sample basis, the accuracy and relevance of
the input data used.

o Challenging the assumptions used in business plans and
development plans adopted by the Group in relation to
the technology know-how and 020 distribution vending
system.

o Reviewing the detailed analysis prepared by the
management for the deferred development costs
and testing the reconciliation of amounts reported to
accounting records.

o Discussing with the management about the nature
of work being completed for each product and their
assessment of the areas of judgement for each product,
in particular, the stage of technical development and
economic feasibility.

o Updating our understanding of management’s process
for assessing whether any research and development
expenses has met the recognition criteria under IAS 38.

Based on our procedures described, we found the recognition
and impairment assessment on intangible assets to be
reasonable.

Information other than the Consolidated Financial
Statements and Auditor’s Report thereon

The directors of the Company are responsible for the
other information. The other information comprises all the
information included in the annual report, but does not
included 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.
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Independent Auditor’s Report

Responsibilities of the Directors 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 IFRSs issued
by IASB and the disclosure requirements of 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 or 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.

The directors are assisted by the audit committee in
discharging their responsibilities for overseeing the Group’s
financial reporting process.

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. This report is made solely to you, as a body, 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.
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Auditor’s Responsibilities for the Audit of the
Consolidated Financial Statements (continued)

As part of an audit in accordance with HKSAs, we exercise
professional judgement and maintain professional skepticism
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.

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 @ manner that achieves fair presentation.
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Independent Auditor’s Report

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

o 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 the 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 the audit committee with a statement that
we have complied with relevant ethical requirements regarding
independence, and communicate with them all relationships
and other matters that may reasonably be thought to bear on
our independence, and where applicable, related safeguards.

From the matters communicated with the 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.

Confucius International CPA Limited
Certified Public Accountants

Wong Ho Yuen, Gary
Practising Certificate Number: PO1316

Hong Kong
27 March 2019
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Consolidated Statement of Profit or Loss and Other Comprehensive Income

RERBERHEMEZERE X

For the year ended 31 December 2018 #HZ_—-ZF—\F+_-A=+—HILFE

2018 2017
—E-N\F —T—+F
Notes RMB’000 RMB'000
Kt aF AR¥T T AR®EF T

REVENUE Y 3= 6 164,480 125,501
Cost of sales HER A (125,029) (96,994)
GROSS PROFIT EF 39,451 28,507
Other net income and gains H AW A e W 25558 6 2,549 1,691
(Impairment loss)/reversal of impairment 4% 78 R E 4 2 EIE

loss on trade receivables from sales of SERFOREERER), B

goods EREREE (3,718) 737
Selling and distribution expenses SHE R DEEY (10,013) (8,949)
General and administrative expenses —MRRITERFAR (51,264) (40,544)
Amortisation of intangible assets T 17 (77,640) (128,261)
Impairment loss on intangible assets B EEREEE 17 (195,120) (537,286)
Impairment loss on non-current assets BERESIERDEE

held for sale RIEEE 22 - (23,244)
Finance costs A& A 7 (5.862) (6,050)
Fair value (loss)/gain on convertible AT EFFABZR 2 AT

notes at fair value through profit or BREE 2 A FE

loss (%), Was 26 (17,797) 50,002
Gain on derecognition of warrants at AT ERFABR R

fair value through profit or loss MR 2 iR I RER M A 26 = 5,067
Fair value gain on provision for BAFEFABRIA

contingent consideration at fair value REBE 2 AFE

through profit or loss W %5 27 43,533 219,888
LOSS BEFORE TAX BREL AT IR 8 (275,881) (438,442)
Income tax credit FriS i 4 40 11 553 3,072
LOSS FOR THE YEAR AND TOTAL ARABEBAEMN

COMPREHENSIVE EXPENSES FOR FABERER

THE YEAR ATTRIBUTABLE TO 2B

OWNERS OF THE COMPANY 12 (275,328) (435,370)
LOSS PER SHARE BRER 14
— Basic (RMB) —ER(ARE) (0.25) (0.40)
- Diluted (RMB) —EHFE(ARE) (0.25) (0.40)

Details of the dividends are disclosed in note 13 to the

consolidated financial statements.

Baofeng Modern Annual Report 2018

o)

REFBERE

RER B B FEMARMIFET3 »



Consolidated Statement of Financial Position

e BRIk R &

As at 31 December 2018 W _-_ZE—N\F+_-_A=1+—H

2018 2017
—E-N\E —T—+F
Notes RMB'000 RMB'000
izt ARETT AREBEFIT
NON-CURRENT ASSETS *RBEE
Property, plant and equipment - BE NEE 15 51,415 41,416
Prepaid land lease payments BNLTmEE 16 26,223 26,954
Intangible assets ‘B EE 17 364,246 636,981
441,884 705,351
CURRENT ASSETS RBEE
Inventories FE 18 40,556 36,227
Trade and bills receivables EWE SEREI N EE 19 33,659 29,806
Prepayments, deposits and other ANTIE  RE REMERKIE
receivables 20 7,480 10,321
Pledged deposits BERER 21 - 2,127
Cash and bank balances Be RIRTHEH 21 21,080 5,888
102,775 84,369
Assets classified as held for sale NERFERENEE 22 26,000 26,000
128,775 110,369
CURRENT LIABILITIES RERE
Trade and bills payables ENESERRETER 23 46,806 48,001
Deposits received, other payables Eiize R FIER
and accruals HE- 3 24 81,808 39,925
Short term borrowings mHEE 25 123,100 117,000
Convertible notes Al =R 26 - 87,002
Income tax payable e PTISFHIE 200 2,216
251,914 294,144
NET CURRENT LIABILITIES RBEEFE (123,139) (183,775)
TOTAL ASSETS LESS CURRENT BEERRBAE
LIABILITIES 318,745 521,576

migsy —2-nFx% [/ /
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As at 31 December 2018 R—-ZE—NF+_-_A=+—H

Consolidated Statement of Financial Position

2018 2017
—E-N\F —E—+F
Notes RMB’000 RMB'000
Wiz ARETT AREFIT
NON-CURRENT LIABILITIES E¥RBEE
Convertible notes AT 26 - 57,820
Provision for contingent consideration gk AR BB 27 2,312 47,272
Deferred tax liability EERIESE 28 2,491 3,071
4,803 108,163
NET ASSETS BEEFE 313,942 413,413
CAPITAL AND RESERVES EXRFE
Share capital [N 29 86,758 71,629
Reserves B 227,184 341,784
TOTAL CAPITAL AND RESERVES EXRFEARE 313,942 413,413

The consolidated financial statements on pages 76 to 196
were approved and authorised for issue by the board of
directors on 27 March 2019 and signed on its behalf by:

ZHENG Jingdong
BN
Director

BF
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Consolidated Statement of Changes in Equity
REEaRgB X

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

Retained

Statutory  Exchange  Capital Share  profits/
Share Share Contributed ~ surplus fluctuation redemption  options  (accumulated Total Total
capital ~ premium  surplus fund  reserve  reseve  reserve losses) ~ reserves equity

tREE ERRD  EARE BRR REEA/
B BEBER RER® 0R¢ B R B (ZHER) ERNE  Rafd
Notes  RMBOOD  RVBOOD  RMBOOO  RWBOO  RVBOOD  RMBOOD  RMBOOD  RMBOOD  RMBODD  RMBOO
B ARETT ARMTT ARRTR ARRTR ARETR ARRTR ARETR ARMTT ARRTL ARRTR

(note 29) (note 3101)  (note 31))  (note 31(ii)
(K#n) (W) (W) (KaEi)

At 1 January 2017 W-F-t§-A-H 1609 416325 141376 95478 1% 524 15,363 us52 T 833N

Loss and total comprehensive expenses  ERBERZAER
g

for the year k] - - - - - - - (4353700 (4353700 (435370)
Fquitysetled share based payments ~~ RERES
RinERSRR X - - - - - - 54 - A 5411
Forfeiture of share options REE ki) - - - - - - ) 2 - -
At 31 December 2017 H-E-tE+2R
zt-f 169 4635 141376 95,478 155 54 8284 (340358) 341784 413413
Remeasurement upon iniial application & REBEILE R
of RS 9 ERERAEN
£ - - - - - - - (1,97) (1.97) (1,97)
1 January 2018 (restated) W-E-NE-R-B
(E5]) 69 M635 MG 95478 155 N4 B2 (30305 339817 1446
Loss and total comprehensive expenses  EMEER2ERR
for the year g - - - - - - - (538)  (15328)  (215.328)
Equity-settled share based payments  RRIEEE))
RiaERSRR X - - - - - - 15205 - 1505 1505
Forfefure of share options AR E ki - - - - - - (1689 1688 - -
Conversion of convertible notes RETHRER 15129 14749 - - - - - - 147490 162619
At 31 December 2018 H=g-NF
+tZR=t-H 86,758 563815 141376 95,478 155 54 41800 (615.964) 227,184 313942
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Consolidated Statement of Cash Flows

HERERER

For the year ended 31 December 2018 #HZ_—-ZF—\F+_-A=+—HILFE

_\80

2018 2017
—EB-N\F —T—+F
Notes RMB’000 RMB'000
&t AR® T ARBTT
OPERATING ACTIVITIES KeEER
Loss before tax BRAXATEE (275,881) (438,442)
Adjustments for: T FIEFE -
Interest income B WA 6 (61) (83)
Interest expenses MBFRX 7 5,862 6,050
Depreciation e 15 6,001 6,467
Amortisation of prepaid land lease FaT 37 & 8K
payments 16 731 845
Amortisation of intangible assets mEEERE 17 77,640 128,261
Loss on disposals of items of HEME  WE &
property, plant and equipment X E BB 167 162
Impairment loss on intangible B EERERE
assets 17 195,120 537,286
Impairment loss on non-current REFEHERBEERE
assets held for sale [=gi=! 22 - 23,244
Impairment loss/(reversal of HEMMEEZEWE S
impairment loss) on trade FRFUREE B, OR(E
receivables from sales of goods BB REE ) 19 3,718 (737)
(Reversal of write-down)/write- FEMUR B L), WoR
down of inventories (546) 98
Equity-settled share based RAREAEE AR
payments REMHRR 15,205 5,411
Fair value loss/(gain) on convertible BATFEFTABR AR
notes at fair value through profit [ ES AN -]
or loss |x (W) 26 17,797 (50,002)
Gain on derecognition of warrants BATER ABR R
at fair value through profit or loss FERE 2 R ERERU R 26 - (5,067)
Fair value gain on provision for BAVEFABR A
contingent consideration at fair RERBE 2 A FERR
value through profit or loss 27 (43,533) (219,888)
Operating cash flow before changes LIEES BRI 2K
in working capital Beh=E 2,220 (6,395)
Increase in inventories FEEM (3,783) (11,403)
(Increase)/decrease in trade and bills BUWE SR N EWEE
receivables (#E00), (9,538) 47,063
Decrease in prepayments, deposits TERTFRIE - 12 R E M R
and other receivables RIER D 2,841 2,831
Decrease in trade and bills payables TEN B SER L EMNEZE
e (1,195) (5,888)
Increase in deposits received, other Bz E - H AN FRIE K&
payables and accruals FEET & R 20,741 5,002
Cash generated from operations LSRRG 11,286 31,210
Interest received EHFIE 61 83
Enterprise income taxes paid EREEPER (2,043) (2,997)
Net cash flows generated from RETEBABSRSRETFHE
operating activities 9,304 28,296
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Consolidated Statement of Cash Flows

HERERER

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

2018 2017
—E-N\F —E—+F
Notes RMB’000 RMB'000
it it ARBT AREEFTT
INVESTING ACTIVITIES REEH
Purchases of items of property, plant BEME WEMEEEE
and equipment 15 (16,489) (10,438)
Deposits paid for acquisition of BEWE WEKLEREEE
property, plant and equipment MENES - (5,800)
Purchases and addition of intangible ERENE A=
assets 17 (25) (150)
Proceeds from disposals of items of HEWE MEMREER
property, plant and equipment FriS a8 322 85
Decrease in pledged deposits BEHFIORD 2,127 2,156
Net cash flows used in investing RETBFFAREREFH
activities (14,065) (14,147)
FINANCING ACTIVITIES R
Deposits received for subscription of RREF I W EUL®
new shares 19,715 -
Drawdown of new short term IREGTREHER
borrowings 17,100 -
Repayments of short term borrowings BEEHER 25 (11,000) (7,000)
Interest paid 2T (5,862) (6,050)
Net cash flows generated from MEFHHME (FTRES
/(used in) financing activities REFE 19,953 (13,050)
NET INCREASE IN CASH AND CASH ReRREEB/WIEMFHR
EQUIVALENTS 15,192 1,099
Cash and cash equivalents at FUHeRR2SEYD
beginning of year 5,888 4,789
CASH AND CASH EQUIVALENTS AT FRASRRESEEY
END OF YEAR 21,080 5,888
ANALYSIS OF BALANCES OF CASH ReRREEBWERD N
AND CASH EQUIVALENTS
Cash and bank balances e RIS 21,080 5,888

migry —2-nF5m Q] /

e

\



_\82

Baofeng Modern Annual Report 2018

CORPORATE INFORMATION

Baofeng Modern International Holdings Company
Limited (the “Company”) is a limited liability company
incorporated in the Cayman Islands. The registered office
address and principal place of business of the Company
as disclosed in the “Corporate Information” section of
the annual report. The shares of the Company were listed
on the Main Board of the Stock Exchange of Hong Kong
Limited (the “Stock Exchange”) on 28 January 2011 (the
“Listing Date").

The principal activity of the Company is investment
holding. Details of the principal activities of its
subsidiaries are set out in note 41 to the consolidated
financial statements. There were no significant changes in
the nature of principal activities of the Company and its
subsidiaries (collectively, the “Group”) during the year.

The consolidated financial statements are presented in
Renminbi (“RMB"), which is the same as the functional
currency of the Company.

In the opinion of the directors of the Company, the
immediate holding company and the ultimate holding
company of the Company is Best Mark International
Limited (“Best Mark”), which was incorporated in the
British Virgin Islands (“BVI"). Its ultimate controlling party
is Mr. Sze Ching Bor.
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Notes to Consolidated Financial Statements

REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

APPLICATION OF NEW AND
AMENDMENTS TO INTERNATIONAL
FINANCIAL REPORTING STANDARDS
(“IFRSs")

The Group has applied new and amendments to
IFRSs and an Interpretation issued by the International
Accounting Standards Board (“IASB”) for the first time in
the current year:

IFRS 9 Financial Instruments

IFRS 15 Revenue from Contracts with
Customers and the related
Amendments

[FRIC*-int 22 Foreign Currency Transactions

and Advance Consideration

Amendments to IFRS 2 Classification and
Measurement of Share-based
Payment Transactions

Amendments to IFRS 4 Applying IFRS 9 Financial
Instruments with IFRS 4
Insurance Contracts

Amendments to IAS 28  As part of Annual
Improvements to IFRSs 2014
- 2016 Cycle

Amendments to IAS 40  Transfers of Investment
Property

* IFRIC represents the International Financial Reporting
Standards Interpretation Committee

Except as described below, the application of the new
and amendments to IFRSs and an Interpretation in the
current year has had no material impact on the Group’s
financial performance and positions for the current and
prior years and/or on the disclosures set out in these
consolidated financial staterments.

e

F& R R R] B A2 5T B PR B 35 3R
f:h.Jj/%E;EIJ ([ BB R R &5 2
gl

AEEERAEEERERREEE
AREIEES (TS TRk
& |) B 0B 5T TR A 5 2T BB B 6 3
R —TERIE

BB mE £ ST A
F 9%

BB S HEER] BEA LMK E
1558 KIARIERT

REAEIREER HIMNER P NI
wREZEERRE HE

B225%

BB A5 sR S 2R AR (D AERH

F25 (BT A) NRZS 29
BMNETE

BIRRBA TSRS AER) B B BB B 7S =R
FA5E (BT &) & JE Bl 595
ST RER
B R B IS 3R 5
% B 458 R
BE K
B @t £R|528 (EABRRM B R
UACCHIEN), HEEAZZF
—MOEE-F
—NEFEHF
[ B /) — 5P
7
B @ ER|540 REMEER
UACCHIEN),

BRI &SN RAFERAZE
Ha] RARERTBIBR B A5 3R 5 22 Al Je —
R BHAREAREE RARFERN
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APPLICATION OF NEW AND
AMENDMENTS TO INTERNATIONAL
FINANCIAL REPORTING STANDARDS
("IFRSs") (continued)

IFRS 15 Revenue from Contracts with Customers

The Group has applied IFRS 15 for the first time in the
current year. IFRS 15 superseded IAS 18 Revenue, IAS 11
Construction Contracts and the related interpretations.

The Group has applied IFRS 15 retrospectively with the
cumulative effect of initially applying this IFRS recognised
at the date of initial application, 1 January 2018. Any
difference at the date of initial application is recognised
in the opening accumulated losses and comparative
information has not been restated. However, there is no
significant impact on the Group’s accounting with respect
to the timing of revenue recognition and allocation of the
transaction price to performance obligations identified.
Accordingly, opening balance of accumulated losses at 1
January 2018 is not adjusted in respect to the adoption
of IFRS 15.

IFRS 9 Financial Instruments

In the current year, the Group has applied IFRS 9 Financial
Instruments and the related consequential amendments
to other IFRSs. IFRS 9 introduces new requirements for 1)
the classification and measurement of financial assets and
financial liabilities, 2) expected credit losses (“ECL") for
financial assets and 3) general hedge accounting.

The Group has applied IFRS 9 in accordance with the
transition provisions set out in IFRS 9, i.e. applied the
classification and measurement requirements (including
impairment under ECL model) retrospectively to
instruments that have not been derecognised as at 1
January 2018 (date of initial application) and has not
applied the requirements to instruments that have already
been derecognised as at 1 January 2018. The difference
between carrying amounts as at 31 December 2017 and
the carrying amounts as at 1 January 2018 are recognised
in the opening accumulated losses, without restating
comparative information.
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Notes to Consolidated Financial Statements

REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

APPLICATION OF NEW AND
AMENDMENTS TO INTERNATIONAL
FINANCIAL REPORTING STANDARDS
("IFRSS") (continued)

IFRS 9 Financial Instruments (continued)

Accordingly, certain comparative information may not be
comparable as comparative information was prepared
under IAS 39 Financial Instruments: Recognition and
Measurement.

Summary of effects arising from initial
application of IFRS 9

The following illustrates the classification and
measurement (including impairment) of financial assets
and financial liabilities and other items subject to ECL
under IFRS 9 and IAS 39 at the date of initial application,
1 January 2018.

Under the transition methods chosen, the Group
recognises the cumulative effect of the initial application
of IFRS 9 as an adjustment to the opening balance of
equity at 1 January 2018. Comparative information is
not restated. The following table gives a summary of the
opening balance adjustments recognised for each line

F& R R R] B A2 5T B PR B 35 3R
EEA(ERMBREE
R D)

BRSPS EMT
RI(#&)

it - LB E R IR IEFEER & 5T 48
FIR M T HE: BRALAEMR
AR THRERRCEGAL
o

B R FE P B R A 7 3R 5 PE R SE 99
ELEZEHM

AR Bl R B 75 ¥ 75 2 RIS 95 N B BR
SR EAEINR T2 BB EEEER
THEHAREREABRN=-F
—NF-A—B) 2RMEELERA
BEAREMEBR 22 BRFTE(ETE
EREDE

RIBFMER ZBRTE AEEKE
R FE P BIBR B 15 3R 5 E R SR 95k RAR
TEER—T - N\F-A—B#E=xH
VNHBEHERI - LBRERTTE
o SR B B S R RS9
BREZEAMBNRKRTEERE

item in the consolidated statement of financial position TR BR8P o
that has been affected by IFRS 9.
Impact on
At initial At
31 December application of 1 January
2017 IFRS 9 2018
B BEXRERER i
“E-tF HBRBREEL —E-N\F
+-HA=+-H BOF2HE —HA—H
RMB’000 RMB’000 RMB'000
ARETT ARETT ARBTT
Trade and bills receivables EWE ZERKERER 29,806 (1,967) 27,839
Reserves 1 341,784 (1,967) 339,817
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APPLICATION OF NEW AND
AMENDMENTS TO INTERNATIONAL
FINANCIAL REPORTING STANDARDS
("IFRSs") (continued)

IFRS 9 Financial Instruments (continued)

Impairment under ECL model

The Group applies the IFRS 9 simplified approach
to measure ECL which uses a lifetime ECL for trade
receivables, bills receivables, and financial assets included
in prepayments, deposits and other receivables. Except
for those which had been determined as credit impaired
under IAS 39, the remaining balances are grouped based
on internal credit rating and/or past due analysis. The
Group has therefore estimated the expected loss rates for
the trade receivables on the same basis.

Except for those which had been determined as credit
impaired under IAS 39, ECL for pledge deposits, and cash
and bank balance are assessed on 12-month ECL (“12m
ECL") basis as there had been no significant increase in
credit risk since initial recognition.

All loss allowances including trade receivables as at
31 December 2017 reconciled to the opening loss
allowances as at 1 January 2018 are as follows:

Notes to Consolidated Financial Statements
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Trade
receivables
EWE S HKE
RMB'000
AREF T

At 31 December 2017
—1AS 39

Amounts re-measured through opening
accumulated losses

At 1 January 2018
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Notes to Consolidated Financial Statements

REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

APPLICATION OF NEW AND 2. FERAFET RSB BB®R
AMENDMENTS TO INTERNATIONAL HEA([ BB R E%E
FINANCIAL REPORTING STANDARDS al &)
("IFRSs") (continued)
The Group has not early applied the following new and AEBTEIRTEABUTERBMER
amendments to IFRSs that have been issued but are not REME ] R &IEFT B B S iy
yet effective: 8
IFRS 16 Leases' BB EER A
F16%%
IFRS 17 Insurance Contracts? BB SRS R (RIRAAR
F17%
IFRIC-int 23 Uncertainty over Income Tax BRI REED FEREENTEENE
Treatments' REREEERE 1
£23%
Amendments to IFRS 3 Definition of a Business* EREBaEEl  EBOER
EERACCHEN)
Amendments to IFRS 9 Prepayment Features with BB SRSl  ABBRMEZIRAER
Negative Compensation’ EOSE (B K) =g
Amendments to IFRS 10 Sale or Contribution of Assets BB mE LR  REEHABEARN
and IAS 28 between an Investor and its FI0RRERE AECECHANEE
Associate or Joint Venture? RRE8F(EFTAR) HEHEAS
Amendments to IAS 1 Definition of a Material® et EN:OlE£
and IAS 8 F15% R F85H
(BEIA)
Amendments to IAS 19 Plan Amendment, Curtailment &R SHEBET  BREER!
or Settlement! F19% (1BFTA)
Amendments to IAS 28 Long-term Interests in Rast &L RELLNENAELE
Associates and Joint E28% (BRI AK) ZREER'
Ventures'
Amendments to IFRSs Annual Improvements to IFRSs BURRBf iR 5 R BB S e R —F
2015-2017 Cycle’! (BFTA) —LFEE_T—+F
B EEE U
! Effective for annual periods beginning on or after 1 L RZE—NWF—HA—HBHskz#ERA
January 2019. ZEEERER -
? Effective for annual periods beginning on or after 1 2 R-ZE-_—F—F—He=lzEHE
January 2021 ZEEHBAY-
3 Effective for annual periods beginning on or after a date 3 REBETZBESKZERABZEE
to be determined. BRI ARk o
4 Effective for business combinations and asset acquisitions 4 HWIKNERASR AN TS -_ZTF—F—
for which the acquisitions date is on or after the Hel v B FIE EESEE B2
beginning of the first annual period beginning on or after BHENEEAHLEENRESL
1 January 2020. R o
° Effective for annual periods beginning on or after 1 5 R-ZE-_TF—F—Ha=lZEFHE
January 2020. ZEEERER -
Other than described below, the directors of the BrRXCATEON RAREERBIER
Company consider the application of the new and Z B E] M ARME BT BB B 15 R 5 2 R
amendments to IFRSs and interpretation would not RERBET UGS BRKREKE
have any material impact on the consolidated financial N7

statements.
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APPLICATION OF NEW AND
AMENDMENTS TO INTERNATIONAL
FINANCIAL REPORTING STANDARDS
("IFRSs") (continued)

IFRS 16 Leases

IFRS 16 introduces a comprehensive model for the
identification of lease arrangements and accounting
treatments for both lessors and lessees. IFRS 16 will
supersede IAS 17 Leases (“IAS 17") and the related
interpretations when it becomes effective.

IFRS 16 distinguishes lease and service contracts on
the basis of whether an identified asset is controlled
by a customer. In addition, IFRS 16 requires sales and
leaseback transactions to be determined based on the
requirements of IFRS 15 as to whether the transfer of
the relevant asset should be accounted as a sale. IFRS 16
also includes requirements relating to subleases and lease
modifications.

Distinctions of operating leases and finance leases are
removed for lessee accounting, and is replaced by a
model where a right of-use asset and a corresponding
liability have to be recognised for all leases by lessees,
except for short-term leases and leases of low value
assets.

The right-of-use asset is initially measured at cost
and subsequently measured at cost (subject to
certain exceptions) less accumulated depreciation and
impairment losses, adjusted for any remeasurement of
the lease liability. The lease liability is initially measured
at the present value of the lease payments that are not
paid at that date. Subsequently, the lease liability is
adjusted for interest and lease payments, as well as the
impact of lease modifications, amongst others. For the
classification of cash flows, the Group currently presents
upfront prepaid lease payments as investing cash flows
in relation to leasehold lands for owned use and those
classified as investment properties while other operating
lease payments are presented as operating cash flows.
Upon application of IFRS 16, lease payments in relation
to lease liability will be allocated into a principal and an
interest portion which will be presented as financing cash
flows by the Group.
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Notes to Consolidated Financial Statements

REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

APPLICATION OF NEW AND
AMENDMENTS TO INTERNATIONAL
FINANCIAL REPORTING STANDARDS
("IFRSs") (continued)

IFRS 16 Leases (continued)

Under IAS 17, the Group has already recognised an asset
and a related finance lease liability for finance lease
arrangement and prepaid lease payments for leasehold
lands where the Group is a lessee. The application of IFRS
16 may result in potential changes in classification of
these assets depending on whether the Group presents
right-of-use assets separately or within the same line
item at which the corresponding underlying assets would
be presented if they were owned. Other than certain
requirements which are also applicable to lessor, IFRS
16 substantially carries forward the lessor accounting
requirements in IAS 17, and continues to require a lessor
to classify a lease either as an operating lease or a finance
lease.

Furthermore, extensive disclosures are required by IFRS
16.

As at 31 December 2018, the Group has non-cancellable
operating lease commitments of RMB1,652,000 as
disclosed in note 32. A preliminary assessment indicates
that these arrangements will meet the definition of
a lease. Upon application of IFRS 16, the Group will
recognise a right-of-use asset and a corresponding
liability in respect of all these leases unless they qualify
for low value or short-term leases.

The application of new requirements may result in
changes in measurement, presentation and disclosure as
indicated above. The Group intends to elect the practical
expedient to apply IFRS 16 to contracts that were
previously identified as leases applying IAS 17 and IFRIC 4
“Determining whether an Arrangement contains a Lease”
and not apply this standard to contracts that were not
previously identified as containing a lease applying IAS
17 and IFRIC 4. Therefore, the Group will not reassess
whether the contracts are, or contain a lease which
already existed prior to the date of initial application.
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APPLICATION OF NEW AND
AMENDMENTS TO INTERNATIONAL
FINANCIAL REPORTING STANDARDS
("IFRSs") (continued)

Amendments to IFRS 10 and IAS 28 Sale or
Contribution of Assets between an Investor and
its Associate or Joint Venture

The amendments to IFRS 10 and IAS 28 deal with
situations where there is a sale or contribution of assets
between an investor and its associate or joint venture.
Specifically, the amendments state that gains or losses
resulting from the loss of control of a subsidiary that does
not contain a business in a transaction with an associate
or a joint venture that is accounted for using the equity
method, are recognised in the parent’s profit or loss
only to the extent of the unrelated investors’ interests
in that associate or joint venture. Similarly, gains and
losses resulting from the re-measurement of investments
retained in any former subsidiary (that has become an
associate or a joint venture that is accounted for using
the equity method) to fair value are recognised in the
former parent’s profit or loss only to the extent of the
unrelated investors’ interests in the new associate or joint
venture.

The directors of the Company do not anticipate that
the application of the Interpretation will have a material
impact on the Group’s consolidated financial statements.
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For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES

Statement of compliance

The consolidated financial statements have been
prepared in accordance with all the applicable individual
IFRSs with collective term includes all applicable individual
IFRSs, IASs and Interpretations issued by the IASB. In
addition, the consolidated financial statements include
applicable disclosures required by the Rules Governing
the Listing of Securities (“Listing Rules”) on the Stock
Exchange and by the Hong Kong Companies Ordinance.

Basis of preparation

The consolidated financial statements have been
prepared on the historical cost basis except for
convertible notes, warrants and provision for contingent
consideration which are measured at fair value at the end
of each reporting period, as explained in the accounting
policy set out below.

Historical cost is generally based on the fair value of the
consideration given in exchange for goods and services.

Fair value is the price that would be received to
sell an asset or paid to transfer a liability in an
orderly transaction in the market participants at the
measurement date, regardless of whether that price is
directly observable or estimated using another valuation
technique. In estimating the fair value of an asset or a
liability, the Group takes into account the characteristics
of the asset or liability if market participants would
take those characteristics into account when pricing the
asset or liability at the measurement date. Fair value
for measurement and/or disclosure purposes in these
consolidated financial statements is determined on such
a basis, except for share-based payment transactions that
are within the scope of IFRS 2, leasing transactions that
are within the scope of IAS 17, and measurements that
have some similarities to fair value but are not fair value,
such as net realisable value in IAS 2 or value in use in IAS
36.
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SIGNIFICANT ACCOUNTING POLICIES

(continued)
Basis of preparation (continued)

In addition, for financial reporting purposes, fair value
measurements are categorised into Level 1, 2 or 3 based
on the degree to which the inputs to the fair value
measurements are observable and the significance of the
inputs to the fair value measurement in its entirety, which
are described as follows:

Level 1 inputs are quoted prices (unadjusted) in active
markets for identical assets or liabilities that the
entity can access at the measurement date;

Level 2 inputs are inputs, other than quoted prices
included within Level 1, that are observable for
the asset or liability, either directly or indirectly;
and

Level 3 inputs are unobservable inputs for the asset or
liability.

Going concern

As at 31 December 2018, the Group's current
liabilities exceeded its current assets by approximately
RMB123,139,000 The Group incurred a loss for the
year of RMB275,328,000. These conditions indicate
the existence of a material uncertainty which may cast
significant doubt on the Group’s ability to continue as
a going concern and therefore, the Group may not be
able to realise its assets and discharge its liabilities in the
normal course of business.
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Notes to Consolidated Financial Statements

REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES

(continued)

Basis of preparation (continued)

Going concern (continued)

In view of such circumstances, the directors of the
Company have given careful consideration to future
liquidity and performance of the Group and its available
sources of financing in assessing whether the Group will
be able to finance its future working capital and finance
requirements. Certain measures have been taken to
manage its liquidity needs and to improve its financial
position which include, but are not limited to, the
following:

1.

The Group will negotiate with the banks in the
People’s Republic of China (“PRC") for the renewal
of the Group’s PRC bank borrowings when they
fall due to secure necessary facilities to meet the
Group's working capital and financial requirements
in the near future. The directors of the Company
have evaluated all the relevant facts available to
them and are of the opinion that the Group has a
good track record or relationship with the banks
which will enhance the Group’s ability to renew the
Group’s PRC bank borrowings upon expiry; and

The Group will implement operational plans to
control costs and generate adequate cash flows
from the Group's operations.
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SIGNIFICANT ACCOUNTING POLICIES

(continued)
Basis of preparation (continued)
Going concern (continued)

The directors of the Company have reviewed the Group's
cash flow projections prepared by management. The cash
flow projections cover a period of not less than fifteen
months from the date of the consolidated statement
of financial position. The directors of the Company are
of the opinion that, taking into account the above-
mentioned plans and measures, the Group would have
sufficient working capital to finance its operations and
to meet its financial obligations as and when they fall
due within the next fifteen months from the date of the
consolidated statement of financial position. Accordingly,
the directors of the Company are of the opinion that
it is appropriate to prepare the consolidated financial
statements for the year ended 31 December 2018 on a
going concern basis.

Should the Group be unable to continue to operate as
a going concern, adjustments would have to be made
to write down the value of assets to their recoverable
amounts, to provide for further liabilities which might
arise and to reclassify non-current assets and non-
current liabilities as current assets and current liabilities
respectively. The effect of these adjustments has not been
reflected in the consolidated financial statements.

Basis of consolidation

The consolidated financial statements incorporate
the financial statements of the Company and entities
controlled by the Company and its subsidiaries. Control is
achieved when the Company:

—  has power over the investee;

- is exposed, or has rights, to variable returns from its
involvement with the investee; and

—  has the ability to use its power to affect its returns.

The Group reassesses whether or not it controls an
investee if facts and circumstances indicate that there are
changes to one or more of the three elements of control
listed above.
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Notes to Consolidated Financial Statements

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES

(continued)
Basis of consolidation (continued)

Consolidation of a subsidiary begins when the Group
obtains control over the subsidiary and ceases when
the Group loses control of the subsidiary. Specifically,
income and expenses of a subsidiary acquired or disposed
of during the year are included in the consolidated
statement of profit or loss and other comprehensive
income from the date the Group gains control until the
date when the Group ceases to control the subsidiary.

Profit or loss and each item of other comprehensive
income are attributed to the owners of the Company
and to the non-controlling interests. Total comprehensive
income of subsidiaries is attributed to the owners of the
Company and to the non-controlling interests even if this
results in the non-controlling interests having a deficit
balance.

When necessary, adjustments are made to the financial
statements of subsidiaries to bring their accounting
policies into line with the Group’s accounting policies.

All intragroup assets and liabilities, equity, income,
expenses and cash flows relating to transactions
between members of the Group are eliminated in full on
consolidation.

Investments in subsidiaries

Investments in subsidiaries are stated on the statement
of financial position of the Company at cost less any
identified impairment loss. The results of the subsidiaries
are accounted for by the Company as the basis of
dividend received and receivable.
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SIGNIFICANT ACCOUNTING POLICIES

(continued)
Segment reporting

Operating segments are reported in a manner consistent
with the internal reporting provided to the chief
operating decision-makers (“CODM"). The CODM, who
are responsible for allocating resources and assessing
performance of the operating segments, have been
identified as the executive directors that make strategic
decisions.

Revenue from contracts with customers (upon
application of IFRS 15 in accordance with
transitions in Note 2)

Under IFRS 15, the Group recognises revenue when
(or as) a performance obligation is satisfied, i.e. when
“control” of the goods or services underlying the
particular performance obligation is transferred to the
customer.

A performance obligation represents a good or service (or
a bundle of goods or services) that is distinct or a series
of distinct goods or services that are substantially the
same.

Control is transferred over time and revenue is recognised
over time by reference to the progress towards complete
satisfaction of the relevant performance obligation if one
of the following criteria is met:

o the customer simultaneously receives and consumes
the benefits provided by the Group’s performance as
the Group performs;

J the Group’s performance creates and enhances
an asset that the customer controls as the Group
performs; or

o the Group's performance does not create an asset
with an alternative use to the Group and the
Group has an enforceable right to payment for
performance completed to date.
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Notes to Consolidated Financial Statements

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES

(continued)

Revenue from contracts with customers (upon
application of IFRS 15 in accordance with
transitions in Note 2) (continued)

Otherwise, revenue is recognised at a point in time when
the customer obtains control of the distinct good or
service.

A contract asset represents the Group’'s right to
consideration in exchange for goods or services that
the Group has transferred to a customer that is not yet
unconditional. It is assessed for impairment in accordance
with IFRS 9. In contrast, a receivable represents the
Group’s unconditional right to consideration, i.e. only
the passage of time is required before payment of that
consideration is due.

A contract liability represents the Group’s obligation
to transfer goods or services to a customer for which
the Group has received consideration (or an amount of
consideration is due) from the customer.

A contract asset and a contract liability relating to a
contract are accounted for and presented on a net basis.

The Group's accounting policy for recognition of revenue
from operating leases is described in the accounting
policy for leasing below.
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SIGNIFICANT ACCOUNTING POLICIES

(continued)
Leasing

Leases are classified as finance leases whenever the terms
of the lease transfer substantially all the risks and rewards
of ownership to the lessee. All other leases are classified
as operating leases.

The Group as lessor

Rental income from operating leases is recognised in
profit or loss on a straight-line basis over the term of the
relevant lease. Initial direct costs incurred in negotiating
and arranging an operating lease are added to the
carrying amount of the leased asset and recognised on a
straight-line basis over the lease term.

The Group as lessee

Operating lease payments are recognised as an expense
on a straight-line basis over the lease term, except where
another systematic basis is more representative of the
time pattern in which economic benefits from the leased
asset are consumed. Contingent rentals arising under
operating leases are recognised as an expense in the
period in which they are incurred.

In the event that lease incentives are received to enter
into operating leases, such incentives are recognised
as a liability. The aggregate benefit of incentives is
recognised as a reduction of rental expense on a straight-
line basis, except where another systematic basis is more
representative of the time pattern in which economic
benefits from the leased asset are consumed.
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For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES

(continued)
Borrowing costs

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

Foreign currencies

In preparing the financial statements of each individual
group entity, transactions in currencies other than the
functional currency of that entity (foreign currencies)
are recognised at the rates of exchanges prevailing
at the dates of the transactions. At the end of the
reporting period, monetary items denominated in foreign
currencies are retranslated at the rates prevailing at that
date. Non-monetary items carried at fair value that are
denominated in foreign currencies are retranslated at
the rates prevailing on the date when the fair value was
determined. Non-monetary items that are measured
in terms of historical cost in a foreign currency are not
retranslated.

Exchange differences on monetary items, are recognised
in profit or loss in the period in which they arise.

For the purposes of presenting the consolidated financial
statements, the assets and liabilities of the Group’s foreign
operations are translated into the presentation currency
of the Group (i.e. RMB) using exchange rates prevailing at
the end of each reporting period. Income and expenses
items are translated at the average exchange rates for the
year, unless exchange rates fluctuate significantly during
the year, in which case, the exchange rate prevailing at the
dates of the transaction are used. Exchange differences
arising, if any, are recognised in other comprehensive
income and accumulated in equity under the heading of
exchange fluctuation reserve.
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SIGNIFICANT ACCOUNTING POLICIES

(continued)
Retirement benefit costs

The Group operates a defined contribution Mandatory
Provident Fund retirement benefit scheme (the "MPF
Scheme”) under the Mandatory Provident Fund Schemes
Ordinance for all of its employees in Hong Kong.
Contributions are made based on a percentage of the
employees’ basic salaries and are recognised as an
expense as they become payable in accordance with the
rules of the MPF Scheme. The assets of the MPF Scheme
are held separately from those of the Group in an
independently administered fund. The Group's employer
contributions vest fully with the employees when
contributed into the MPF Scheme.

The employees of the Group’s subsidiary which operates
in PRC are required to participate in central pension
scheme operated by the local municipal government. The
subsidiary is required to contribute a certain percentage
of its payroll costs to the central pension scheme. The
contributions are charged to the profit or loss as they
become payable in accordance with the rules of the
central pension scheme.

The Group contributes on a monthly basis to defined
contribution housing, medical and other benefit plans
organised by the PRC government. The PRC government
undertakes to assume the benefit obligations of all
existing and retired employees under these plans.
Contributions to these plans by the Group are expensed
as incurred. The Group has no further obligations for
benefits for their qualified employees under these plans.

Government grants

Government grants are not recognised until there is
reasonable assurance that the Group will comply with the
conditions attaching to them and that the grants will be
received.

Government grants that are receivable as compensation
for expenses or losses already incurred or for the purpose
of giving immediate financial support to the Group with
no future related costs are recognised in profit or loss in
the period in which they become receivable.
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For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES

(continued)
Taxation

Income tax expense represents the sum of the tax
currently payable and deferred tax. The tax currently
payable is based on taxable profit for the year. Taxable
profit differs from “profit before tax” as reported in
the consolidated statement of profit or loss and other
comprehensive income because of items of income or
expense that are taxable or deductible in other years and
items that are never taxable or deductible. The Group’s
liability for current tax is calculated using tax rates that
have been enacted or substantively enacted by the end of
the reporting period.

Deferred tax is recognised on temporary differences
between the carrying amounts of assets and liabilities
in the consolidated financial statements and the
corresponding tax bases used in the computation of
taxable profit. Deferred tax liabilities are generally
recognised for all taxable temporary differences. Deferred
tax assets are generally recognised for all deductible
temporary difference to the extent that it is probable
that taxable profits will be available against which those
deductible temporary differences can be utilised.

Deferred tax liabilities are recognised for taxable
temporary differences associated with investments in
subsidiaries, except where the Group is able to control
the reversal of the temporary difference and it is probable
that the temporary difference will not reverse in the
foreseeable future.

Deferred tax assets and liabilities are measured at the
tax rates that are expected to apply in the period in
which the liability is settled or the asset is realised, based
on tax rate (and tax laws) that have been enacted or
substantively enacted by the end of the reporting period.

The measurement of deferred tax liabilities and assets
reflects the tax consequences that would follow from the
manner in which the Group expects, at the end of the
reporting period, to recover or settle the carrying amount
of its assets and liabilities.
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SIGNIFICANT ACCOUNTING POLICIES

(continued)
Taxation (continued)

Current and deferred tax are recognised in profit or loss,
except when they relate to items that are recognised
in other comprehensive income or directly in equity,
in which case, the current and deferred tax are also
recognised in other comprehensive income or directly in
equity respectively.

Leasehold land and building

When a lease includes both land and building elements,
the Group assesses the classification of each element as
a finance or an operating lease separately based on the
assessment as to whether substantially all the risks and
rewards incidental to ownership of each element have
been transferred to the Group, unless it is clear that both
elements are operating leases in which case the entire
lease is classified as an operating lease.

Specifically, the minimum lease payments (including any
lump-sum upfront payments) are allocated between
the land and the building elements in proportion to
the relative fair values of the leasehold interests in the
land element and building element of the lease at the
inception of the lease. To the extent the allocation of
the lease payments can be made reliably, interest in
leasehold land that is accounted for as an operating
lease is presented as “prepaid land lease payments” in
the consolidated statement of financial position and is
amortised over the lease term on a straight-line basis.

Property, plant and equipment

Property, plant and equipment including buildings held
for use in the production or supply of goods or for
administrative purposes are stated in the consolidated
statement of financial position at cost, less subsequent
accumulated depreciation and subsequent accumulated
impairment losses, if any.

Depreciation is recognised so as to write off the cost
of assets less their residual values over their estimated
useful lives, using the straight-line method. The estimated
useful lives, residual values and depreciation method are
reviewed at the end of each reporting period, with the
effect of any changes in estimate accounted for on a
prospective basis.
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Notes to Consolidated Financial Statements

REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES

(continued)
Property, plant and equipment (continued)

Properties in the course of construction for production,
supply or administrative purposes are carried at cost,
less any recognised impairment loss. Costs include
professional fees and, for qualifying assets, borrowing
costs capitalised in accordance with the Group’s
accounting policy. Such properties are classified to
the appropriate categories of property, plant and
equipment when completed and ready for intended use.
Depreciation of these assets, as the same basis as other
property assets, commences when the assets are ready
for their intended use.

An item of property, plant and equipment is derecognised
upon disposal or when no future economic benefits are
expected to arise from the continued use of the asset.
Any gain or loss arising on the disposal or retirement of
an item of property, plant and equipment is determined
as the difference between the sales proceeds and the
carrying amount of the asset and is recognised in profit
or loss.

Non-current assets held for sale

Non-current assets are classified as held for sale when
their carrying amounts are to be recovered principally
through sale transactions and sales are considered highly
probable. It is stated at the lower of carrying amount and
fair value less costs to sell.
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SIGNIFICANT ACCOUNTING POLICIES

(continued)
Research and development costs

All research costs are charged to the consolidated
statement of profit or loss and other comprehensive
income as incurred.

Expenditure incurred on projects to develop new products
is capitalised and deferred only when the Group can
demonstrate the technical feasibility of completing the
intangible asset so that it will be available for use or
sale, its intention to complete and its ability to use or sell
the asset, how the asset will generate future economic
benefits, the availability of resources to complete the
project and the ability to measure reliably the expenditure
during the development. Product development
expenditure which does not meet these criteria is
expensed when incurred.

Deferred development costs are stated at cost less any
impairment losses and are amortised on a systematic
basis with reference to projected sales volume, upon
future sales volume of related products.

Intangible assets acquired separately

Intangible assets with finite useful lives that are
acquired separately are carried at costs less accumulated
amortisation and any accumulated impairment losses.
Amortisation for intangible assets with finite useful lives
is recognised on a straight-line basis over their estimated
useful lives. The estimated useful life and amortisation
method are reviewed at the end of each reporting
period, with the effect of any changes in estimate being
accounted for on a prospective basis.

An intangible asset is derecognised upon disposal, or
when no future economic benefits are expected from its
use or disposal. Gains or losses arising from derecognition
of an intangible asset are measured at the difference
between the net disposal proceeds and the carrying
amount of the asset and are recognised in profit or loss in
the period when the asset is derecognised.
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Notes to Consolidated Financial Statements

REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES

(continued)
Impairment losses on assets

At the end of the reporting period, the Group reviews
the carrying amounts of its tangible and intangible
assets to determine whether there is any indication that
those assets have suffered an impairment loss. If any
such indication exists, the recoverable amount of the
asset is estimated in order to determine the extent of
the impairment loss, if any. When it is not possible to
estimate the recoverable amount of an individual asset,
the Group estimates the recoverable amount of the
cash-generating unit to which the asset belongs. When
a reasonable and consistent basis of allocation can be
identified, corporate assets are also allocated to individual
cash-generating unit, or otherwise they are allocated to
the smallest group of cash-generating units for which
a reasonable and consistent allocation basis can be
identified.

Recoverable amount is the higher of fair value less costs
of disposal and value in use. In assessing value in use,
the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects
current market assessments of the time value of money
and the risks specific to the asset for which the estimates
of future cash flows have not been adjusted.

If the recoverable amount of an asset (or a cash-
generating unit) is estimated to be less than its carrying
amount, the carrying amount of the asset (or the cash-
generating unit) is reduced to its recoverable amount.
An impairment loss is recognised immediately in profit or
loss.

Where an impairment loss subsequently reverses, the
carrying amount of the asset (or the cash-generating
unit) is increased to the revised estimate of its recoverable
amount, but so that the increased carrying amount does
not exceed the carrying amount that would have been
determined had no impairment loss been recognised for
the asset (or the cash-generating unit) in prior years. A
reversal of an impairment loss is recognised immediately
in profit or loss.
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SIGNIFICANT ACCOUNTING POLICIES

(continued)
Inventories

Raw materials, work in progress and finished goods
are stated at the lower of cost and net realisable
value. Cost comprises direct materials, direct labour
and an appropriate proportion of variable and fixed
overheads expenditure, the latter being allocated
on the basis of normal operating capacity. Costs are
assigned to individual items of inventory on the basis of
weighted average costs. Costs of purchased inventory
are determined after deducting rebates and discounts.
Net realisable value is the estimated selling price in
the ordinary course of business less estimated costs of
completion and the estimated costs necessary to make
the sale.

Cash and cash equivalents

For the purpose of the consolidated statement of cash
flows, cash and cash equivalents comprise cash at
bank and on hand, demand deposits with banks or
other financial institutions and short-term highly liquid
investments that are readily convertible to known amount
of cash, are subject to an insignificant risk of damages in
value, and having been within three months of maturing
of acquisition.

Financial instruments

Financial assets and financial liabilities are recognised
when a group entity becomes a party to the contractual
provisions of the instrument.

Financial assets and financial liabilities are initially
measured at fair value except for trade receivables
arising from contracts with customers which are initially
measured in accordance with IFRS 15 since 1 January
2018. Transaction costs that are directly attributable to
the acquisition or issue of financial assets and financial
liabilities (other than financial assets or financial liabilities
at fair value through profit or loss (“FVTPL")) are added
to or deducted from the fair value of the financial
assets or financial liabilities, as appropriate, on initial
recognition. Transaction costs directly attributable to the
acquisition of financial assets or financial liabilities at
FVTPL are recognised immediately in profit or loss.
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Notes to Consolidated Financial Statements

REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES

(continued)
Financial instruments (continued)

The effective interest method is a method of calculating
the amortised cost of a financial asset or financial liability
and of allocating interest income and interest expense
over the relevant period. The effective interest rate is
the rate that exactly discounts estimated future cash
receipts and payments (including all fees and points paid
or received that form an integral part of the effective
interest rate, transaction costs and other premiums or
discounts) through the expected life of the financial asset
or financial liability, or, where appropriate, a shorter
period, to the net carrying amount on initial recognition.

Financial assets

Classification and subsequent measurement of
financial assets (upon application of IFRS 9 in
accordance with transitions in Note 2)

Financial assets that meet the following conditions are
subsequently measured at amortised cost:

. the financial asset is held within a business model
whose objective is to collect contractual cash flows;
and

e the contractual terms give rise on specified dates to
cash flows that are solely payments of principal and
interest on the principal amount outstanding.
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SIGNIFICANT ACCOUNTING POLICIES

(continued)

Financial instruments (continued)

Financial assets (continued)

Classification and subsequent measurement of
financial assets (upon application of IFRS 9 in
accordance with transitions in Note 2) (continued)

(i)

Amortised cost and interest income

Interest income is recognised using the effective
interest method for financial assets measured
subsequently at amortised cost. Interest income is
calculated by applying the effective interest rate
to the gross carrying amount of a financial asset,
except for financial assets that have subsequently
become credit-impaired (see below). For financial
assets that have subsequently become credit-
impaired, interest income is recognised by applying
the effective interest rate to the amortised cost of
the financial asset from the next reporting period.
If the credit risk on the credit-impaired financial
instrument improves so that the financial asset is no
longer credit-impaired, interest income is recognised
by applying the effective interest rate to the gross
carrying amount of the financial asset from the
beginning of the reporting period following the
determination that the asset is no longer credit
impaired.

Impairment of financial assets (upon application IFRS 9
with transitions in accordance with Note 2)

The Group recognises a loss allowance for ECL on
financial assets which are subject to impairment under
IFRS 9 (including trade and bills receivables, prepayments,
deposits and other receivables and bank balances and
cash). The amount of ECL is updated at each reporting
date to reflect changes in credit risk since initial
recognition.
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Notes to Consolidated Financial Statements

REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES

(continued)
Financial instruments (continued)
Financial assets (continued)

Impairment of financial assets (upon application
IFRS 9 with transitions in accordance with Note 2)
(continued)

Lifetime ECL represents the ECL that will result from
all possible default events over the expected life of the
relevant instrument. In contrast, 12m ECL represents the
portion of lifetime ECL that is expected to result from
default events that are possible within 12 months after
the reporting date. Assessment are done based on the
Group's historical credit loss experience, adjusted for
factors that are specific to the debtors, general economic
conditions and an assessment of both the current
conditions at the reporting date as well as the forecast of
future conditions.

The Group always recognises lifetime ECL for trade
and bills receivables and prepayments, deposits and
other receivables. The ECL on these assets are assessed
collectively using a provision matrix with appropriate
groupings based on internal credit rating and/or aging
and past due status

For all other instruments, the Group measures the loss
allowance equal to 12m ECL, unless when there has been
a significant increase in credit risk since initial recognition,
the Group recognises lifetime ECL. The assessment of
whether lifetime ECL should be recognised is based on
significant increases in the likelihood or risk of a default
occurring since initial recognition.

(i)  Significant increase in credit risk

In assessing whether the credit risk has increased
significantly since initial recognition, the Group
compares the risk of a default occurring on the
financial instrument as at the reporting date with
the risk of a default occurring on the financial
instrument as at the date of initial recognition.
In making this assessment, the Group considers
both quantitative and qualitative information that
is reasonable and supportable, including historical
experience and forward-looking information that is
available without undue cost or effort.
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SIGNIFICANT ACCOUNTING POLICIES

(continued)

Financial instruments (continued)

Financial assets (continued)

Impairment of financial assets (upon application
IFRS 9 with transitions in accordance with Note 2)
(continued)

(i)

Significant increase in credit risk (continued)

In particular, the following information is taken into
account when assessing whether credit risk has
increased significantly:

an actual or expected significant deterioration
in the financial instrument’s external (if
available) or internal credit rating;

significant deterioration in external market
indicators of credit risk, e.g. a significant
increase in the credit spread, the credit default
swap prices for the debtor;

existing or forecast adverse changes in
business, financial or economic conditions
that are expected to cause a significant
decrease in the debtor’s ability to meet its debt
obligations;

an actual or expected significant deterioration
in the operating results of the debtor;

an actual or expected significant adverse
change in the regulatory, economic, or
technological environment of the debtor that
results in a significant decrease in the debtor’s
ability to meet its debt obligations.

Irrespective of the outcome of the above
assessment, the Group presumes that the credit risk
has increased significantly since initial recognition
when contractual payments are more than 30
days past due, unless the Group has reasonable
and supportable information that demonstrates
otherwise.
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Notes to Consolidated Financial Statements

REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES

(continued)

Financial instruments (continued)

Financial assets (continued)

Impairment of financial assets (upon application
IFRS 9 with transitions in accordance with Note 2)
(continued)

(i)

(ii)

Significant increase in credit risk (continued)

Despite the aforegoing, the Group assumes that the
credit risk on a debt instrument has not increased
significantly since initial recognition if the debt
instrument is determined to have low credit risk at
the reporting date. A debt instrument is determined
to have low credit risk if i) it has a low risk of
default, ii) the borrower has a strong capacity to
meet its contractual cash flow obligations in the
near term and iii) adverse changes in economic and
business conditions in the longer term may, but will
not necessarily, reduce the ability of the borrower
to fulfil its contractual cash flow obligations. The
Group considers a debt instrument to have low
credit risk when it has an internal or external
credit rating of ‘investment grade’ as per globally
understood definitions.

The Group regularly monitors the effectiveness of
the criteria used to identify whether there has been
a significant increase in credit risk and revises them
as appropriate to ensure that the criteria are capable
of identifying significant increase in credit risk
before the amount becomes past due.

Definition of default

For internal credit risk management, the Group
considers an event of default occurs when
information developed internally or obtained from
external sources indicates that the debtor is unlikely
to pay its creditors, including the Group, in full
(without taking into account any collaterals held by
the Group).

Irrespective of the above, the Group considers
that default has occurred when a financial asset
is past due unless the Group has reasonable and
supportable information to demonstrate that a more
lagging default criterion is more appropriate.
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SIGNIFICANT ACCOUNTING POLICIES

(continued)

Financial instruments (continued)

Financial assets (continued)

Impairment of financial assets (upon application
IFRS 9 with transitions in accordance with Note 2)
(continued)

(iii)

(iv)

Credit-impaired financial assets

A financial asset is credit-impaired when one or
more events of default that have a detrimental
impact on the estimated future cash flows of that
financial asset have occurred. Evidence that a
financial asset is credit-impaired includes observable
data about the following events:

a) significant financial difficulty of the issuer or
the borrower;

b) a breach of contract, such as a default or past
due event;

c¢) the lender(s) of the borrower, for economic or
contractual reasons relating to the borrower’s
financial difficulty, having granted to the
borrower a concession(s) that the lender(s)
would not otherwise consider;

d) it is becoming probable that the borrower
will enter bankruptcy or other financial
reorganisation; or

e) the disappearance of an active market for that
financial asset because of financial difficulties.

Write-off policy

The Group writes off a financial asset when there
is information indicating that the counterparty is
in severe financial difficulty and there is no realistic
prospect of recovery, for example, when the
counterparty has been placed under liquidation or
has entered into bankruptcy proceedings, or in the
case of trade receivables, when the amounts are
over one year past due, whichever occurs sooner.
Financial assets written off may still be subject to
enforcement activities under the Group’s recovery
procedures, taking into account legal advice where
appropriate. A write-off constitutes a derecognition
event. Any subsequent recoveries are recognised in
profit or loss.
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REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES

(continued)
Financial instruments (continued)

Financial assets (continued)

Impairment of financial assets (upon application
IFRS 9 with transitions in accordance with Note 2)
(continued)

v)

Measurement and recognition of ECL

The measurement of ECL is a function of the
probability of default, loss given default (i.e. the
magnitude of the loss if there is a default) and
the exposure at default. The assessment of the
probability of default and loss given default is based
on historical data adjusted by forward-looking
information. Estimation of ECL reflects an unbiased
and probability-weighted amount that is determined
with the respective risks of default occurring as the
weights.

Generally, the ECL is the difference between all
contractual cash flows that are due to the Group
in accordance with the contract and the cash flows
that the Group expects to receive, discounted at
the effective interest rate determined at initial
recognition.

Where ECL is measured on a collective basis or
cater for cases where evidence at the individual
instrument level may not yet be available, the
financial instruments are grouped on the aging
basis:

° Past-due status; and

o Nature, size and industry of debtor.

The grouping is regularly reviewed by management
to ensure the constituents of each group continue
to share similar credit risk characteristics.

Interest income is calculated based on the gross
carrying amount of the financial asset unless the
financial asset is credit impaired, in which case
interest income is calculated based on amortised
cost of the financial asset.
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SIGNIFICANT ACCOUNTING POLICIES

(continued)
Financial instruments (continued)

Financial assets (continued)

Impairment of financial assets (upon application
IFRS 9 with transitions in accordance with Note 2)

(continued)

(v)  Measurement and recognition of ECL (continued)

The Group recognises an impairment gain or loss
in profit or loss for all financial instruments by
adjusting their carrying amount, with the exception
of trade and bills receivables, prepayments, deposits
and other receivables where the corresponding
adjustment is recognised through a loss allowance

account.

Financial liabilities and equity instruments

Debt and equity instruments issued by a group entity
are classified as either financial liabilities or as equity
in accordance with the substance of the contractual
arrangements and the definitions of a financial liability

and an equity instrument.

The Group’s financial liabilities are classified into either
financial liabilities at FVTPL or financial liabilities at

amortised cost.
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Notes to Consolidated Financial Statements

REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES

(continued)
Financial instruments (continued)

Financial liabilities and equity instruments
(continued)

Financial liabilities at FVTPL

Financial liabilities are classified as at FVTPL when the
financial liabilities are either held for trading or those
designated as at FVTPL on initial recognition.

A financial liability is classified as held for trading if:

- it has been acquired principally for the purpose of
repurchasing in the near term; or

— on initial recognition it is a part of a portfolio of
identified financial instruments that the Group
manages together and has a recent actual pattern
of short-term profit-taking; or

- it is a derivative that is not designated and effective
as a hedging instrument.

A financial liability other than a financial liability held
for trading may be designated as at FVTPL upon initial
recognition if:

—  such designation eliminates or significantly reduces
a measurement or recognition inconsistency that
would otherwise arise; or

—  the financial liability forms part of a group of
financial assets or financial liabilities or both, which
is managed and its performance is evaluated on
a fair value basis, in accordance with the Group’s
documented risk management or investment
strategy, and information about the grouping is
provided internally on that basis; or

- it forms part of a contract containing one or more
embedded derivatives, and IFRS 9/IAS 39 permits
the entire combined contract to be designated as at
FVTPL.

Financial liabilities at FVTPL are measured at fair value,
with any gains or losses arising on remeasurement
recognised directly in profit or loss. Fair value is
determined in the manner described in note 37.
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SIGNIFICANT ACCOUNTING POLICIES

(continued)
Financial instruments (continued)

Financial liabilities and equity instruments
(continued)

Financial liabilities at amortised cost

Financial liabilities including trade and bills payables,
deposit received, other payables and accruals and short
term borrowings are subsequently measured at amortised
cost, using the effective interest method.

Interest expense is recognised on an effective interest
basis other than those financial liabilities classified as at
FVTPL, of which the interest expense is included in net
gains or losses.

Equity instruments

An equity instrument is any contract that evidences
a residual interest in the assets of the Group after
deducting all of its liabilities. Equity instruments issued by
the Group are recognised at the proceeds received, net of
direct issue costs.

Derecognition

A financial asset is derecognised only when the
contractual rights to the cash flows from the asset expire,
or when it transfers the financial asset and substantially
all the risks and rewards of ownership of the asset to
another entity. If the Group neither transfers nor retains
substantially all the risks and rewards of ownership and
continues to control the transferred asset, the Group
continues to recognise the asset to the extent of its
continuing involvement and recognises an associated
liability. If the Group retains substantially all the risks and
rewards of ownership of a transferred financial asset, the
Group continues to recognise the financial asset and also
recognises a collateralised borrowing for the proceeds
received.
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Notes to Consolidated Financial Statements

REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES

(continued)
Financial instruments (continued)
Derecognition (continued)

On derecognition of a financial asset in its entirety, the
difference between the asset’s carrying amount and the
sum of the consideration received and receivable and
the cumulative gain or loss that had been recognised in
other comprehensive income and accumulated in equity
is recognised in profit or loss.

A financial liability is derecognised when, and only when,
the Group’s obligations are discharged, cancelled or have
expired. The difference between the carrying amount of
the financial liability derecognised and the consideration
paid and payable is recognised in profit or loss.

Provisions and contingent liabilities

Provisions are recognised when the Group has a present
obligation (legal or constructive) as a result of a past
event, and it is probable that the Group will be required
to settle that obligation, and a reliable estimate can
be made of the amount of the obligation. Provisions
are measured at the best estimate of the consideration
required to settle the present obligation at the end
of the reporting period, taking into account the risks
and uncertainties surrounding the obligation. When a
provision is measured using the cash flows estimated to
settle the present obligation, its carrying amount is the
present value of those cash flows (where the effect of the
time value of money is material).

Where it is not probable that an outflow of economic
benefits will be required, or the amount cannot be
estimated reliably, the obligation is disclosed as a
contingent liability, unless the probability of outflow of
economic benefits is remote. Possible obligations, whose
existence will only be confirmed by the occurrence or
non-occurrence of one or more future events are also
disclosed as contingent liabilities unless the probability of
outflow of economic benefits is remote.
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SIGNIFICANT ACCOUNTING POLICIES

(continued)
Equity-settled share-based payment transactions

For grants of share options that are conditional upon
satisfying specified vesting conditions, the fair value of
services received is determined by reference to the fair
value of share options granted at the date of grant and is
expensed on a straight-line basis over the vesting period,
with a corresponding increase in share options reserve.

At the end of the reporting period, the Group revises
its estimates of the number of share options that are
expected to ultimately vest. The impact of the revision
of the original estimates, if any, is recognised in profit or
loss such that the cumulative expense reflects the revised
estimate, with a corresponding adjustment to share
options reserve. For share options that vest immediately
at the date of grant, the fair value of the share options
granted is expensed immediately to profit or loss.

When share options are exercised, the amount previously
recognised in share options reserve will be transferred
to share premium. When the share options are forfeited
after the vesting date or are still not exercised at the
expiry date, the amount previously recognised in share
options reserve will be transferred to retained profits/
(accumulated losses).
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Notes to Consolidated Financial Statements

REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES 3. FESHBERM#E
(continued)
Related parties 22}yl
(i) A person, or a close member of that person’s family, (i) WHEEUTER BDZATEHZ
is related to the Group if that person: AT ZEBRREREHLARERT
o)

(@) has control or joint control over the Group; (@) FEHISHERIZESIARNEE

(b) has significant influence over the Group; or by HAEBBEEAFEN:

a0

(c) is a member of the key management personnel (0 AAREENAEELQFT
of the Group or the Group’s parent. FTEEEEKE -

(i)  An entity is related to the Group if any of the (ii) 1|JM*"AT§|JEEH1|7K1¢ Bz &

following conditions applies: B 7K £ (B 5 A B

(a) The entity and the Group are members of the (a) AEHE‘E‘E‘Z’SE EER—%
same Group (which means that each parent, B2ZKE R T(E'U% SN
subsidiary and fellow subsidiary is related to A MBARRERMBA
the others). ET?BZIH:F’%@F% #)o

(b) One entity is an associate or joint venture by —HEEZAES —TEH
of the other entity (or an associate or joint ENTSHBEENE(RE—
venture of a member of a group of which the ERAKERRIZEHE
other entity is a member). THEB QA ZHE QA

PANFU AN °
SE1E)

(c) Both entities are joint ventures of the same (0 EBEBHARERA—F=F26&
third party. B o

(d) One entity is a joint venture of a third entity (d —HMERAE=ZFERZ
and the other entity is an associate of the third BRETEMS—BERIAA
entity. ZE=HERZEERNA] -

(e) The entity is a post-employment benefit plan () BERAAEESHELEHE
for the benefit of employees of either the Bl o BEREERH
Group or an entity related to the Group. W2 EER R E B ANET

E

(f)  The entity is controlled or jointly controlled by f) EEIOFTHA A TEZH
a person identified in (). EJZ#\HT il o

(9) A person identified in (i)(a) has significant (9 WaffEsALTHERS
influence over the entity or is a member of the BATENKBLEE(K
key management personnel of the entity (or of ZERBIHNDREIZEEE
a parent of the entity). BEKE -

(h) The entity, or any member of a group of (hy BESNEEEZAEHL
which it is a part, provides key management ZEEEMKBERARME
personnel services to the group or to the B EETARRHREE
group’s parent. EEABRS -

Close family members of an individual are those family AT ZhABREKEERSHZE
members who may be expected to influence, or be BT GRTEHAIFEZATEHTZA
influenced by, that individual in their dealings with the +EE TREENE o

entity.
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CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

In the application of the Group’s accounting policies,
which are described in note 3, the directors of the
Company are required to make judgements, estimates
and assumptions about the amounts of assets, liabilities,
that are not readily apparent for other sources. The
estimates and underlying assumptions are based
on historical experience and other factors that are
considered to be relevant. Actual results may differ from
these estimates.

The estimates and underlying assumptions are reviewed
on an on-going basis. Revisions to accounting estimates
are recognised in the period in which the estimate is
revised if the revision affects only that period, or in the
period of the revision and future periods if the revision
affects both current and future periods.

Critical judgements in applying accounting policies
The following are the critical judgements, apart from
those involving estimations (see below), that the directors
of the Company have made in the process of applying
the Group’s accounting policies and that have the
most significant effect on the amounts recognised and
disclosures made in the consolidated financial statements.
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Notes to Consolidated Financial Statements

REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (continued)

Critical judgements in applying accounting policies
(continued)

Classification between investment properties and
owner-occupied properties

The Group determines whether a property qualifies as an
investment property, and has developed criteria in making
that judgement. Investment property is a property held to
earn rentals or for capital appreciation or both. Therefore,
the Group considers whether a property generates
cash flows largely independently of the other assets
held by the Group. Some properties comprise a portion
that is held to earn rentals or for capital appreciation
and another portion that is held for use in the supply
of goods or services or for administrative purposes. If
these portions could be sold separately (or leased out
separately under a finance lease), the Group accounts for
the portions separately. If the portions could not be sold
separately, the property is an investment property only
if an insignificant portion is held for use in the supply
of goods or services or for administrative purposes.
Judgement is made on an individual property basis to
determine whether ancillary services are so significant
that a property does not qualify as an investment

property.

Certain properties of the Group comprise a portion that
is held to earn rentals and another portion that is held
for use in the supply of goods and for administrative
purposes. As the portion that is held to earn rentals
is small and could not be sold separately and the
portion that is held for use in supply of goods and for
administrative purposes is significant, the properties are
not classified as investment properties.

Withholding taxes arising from the distributions
of dividends

The Group's determination as to whether to accrue for
withholding taxes from the distribution of dividends from
a subsidiary in the PRC according to the relevant tax
jurisdiction is subject to judgement on the timing of the
payment of the dividend, where the Group considered
that if it is probable that the profits of the subsidiary in
the PRC will not be distributed in the foreseeable future,
then no withholding taxes should be provided.
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CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (continued)

Key sources of estimation uncertainty

The following are the key assumptions concerning the
future, and other key sources of estimation uncertainty
at the end of the reporting period, that have a significant
risk of resulting in a material adjustment to the carrying
amounts of assets and liabilities within the next financial
year.

Useful lives and impairment of property, plant
and equipment

The Group determines the estimated useful lives and
related depreciation charges for its property, plant and
equipment. This estimate is based on the historical
experience of the actual useful lives of property,
plant and equipment of similar nature and functions.
Management will revise the depreciation charge where
useful lives are different to the ones previously estimated,
it will write-off or write-down technically obsolete or
non-strategic assets that have been abandoned or sold.

The Group assesses whether there are any indicators of
impairment for property, plant and equipment at the end
of each reporting period. Property, plant and equipment
are tested for impairment when there are indicators
that the carrying amounts may not be recoverable. An
impairment exists when the carrying value of an asset or
a cash-generating unit exceeds its recoverable amount,
which is the higher of its fair value less costs of disposal
and its value in use. The calculation of the fair value less
costs to sell is based on available data from binding sales
transactions in an arm’s length transaction of similar
assets or observable market prices less incremental costs
for disposing of the asset. When value in use calculations
are undertaken, management must estimate the expected
future cash flows from the asset or cash-generating unit
and choose a suitable discount rate in order to calculate
the present value of those cash flows.
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REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (continued)

Key sources of estimation uncertainty (continued)

Useful lives and impairment of property, plant
and equipment (continued)

As at 31 December 2018, the carrying amount of property,
plant and equipment was approximately RMB51,415,000
(2017: RMB41,416,000). The directors of the Company
consider that no impairment loss is recognised in respect of
property, plant and equipment during the years ended 31
December 2018 and 2017.

Impairment of intangible assets

Intangible asset is tested for impairment if there is any
indication that the carrying value of these assets may not
be recoverable and the assets are subject to impairment
loss. The recoverable amount is the value-in-use. The
value-in-use calculation requires the directors of the
Company to estimate the future cash flows expected
to arise from the relevant cash generating unit and a
suitable discount rate is used in order to calculate the
present value. Where the actual future cash flows are
less than expected, or change in facts and circumstances
which results in downward revision of future cash flows,
a material impairment loss/further impairment loss may
arise.

As at 31 December 2018, the carrying amount of
the Group’s intangible asset was approximately
RMB364,246,000 (2017: RMB636,981,000), net of
impairment loss of approximately RMB195,120,000
(2017: RMB537,286,000).
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CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (continued)

Key sources of estimation uncertainty (continued)
Allowance for inventories

Inventories are stated at the lower of cost and net
realisable value. Net realisable value of inventories is
the estimated selling price in the ordinary course of
business less estimated selling expenses. These estimates
are based on the current market conditions and the
historical experience of selling merchandise of a similar
nature. It could change significantly as a result of changes
in customer taste or competitor actions. The Group
reassesses these estimates at the end of the reporting
period. As at 31 December 2018, the carrying amount
of inventories was approximately RMB40,556,000
(2017: RMB36,227,000), net of allowance for write-
down inventories of approximately RMB4,361,000 (2017:
RMB4,907,000).

Provision of ECL for trade receivables

The Group uses provision matrix to calculate ECL for
the trade receivables. The provision rates are based
on internal credit ratings and/or past due analysis as
groupings of various debtors that have similar loss
patterns. The provision matrix is based on the Group’s
historical default rates taking into consideration forward-
looking information that is reasonable and supportable
available without undue costs or effort. At every
reporting date, the historical observed default rates
are reassessed and changes in the forward-looking
information are considered. In addition, trade receivables
with significant balances and credit impaired are assessed
for ECL individually.

The provision of ECL is sensitive to changes in estimates.
The information about the ECL and the Group’s trade and
bills receivables are disclosed in note 38 and note 19.
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For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (continued)

Key sources of estimation uncertainty (continued)
Valuation of convertible notes

As described in note 26 to the consolidated financial
statements, the convertible notes are measured at
fair values. The Group engaged independent firms of
professionally qualified valuers to assist in determining
the fair value of convertible notes. The fair value of
the convertible notes is determined using the binomial
model. The significant inputs into the model included
risk-free interest rate, conversion price/exercise price,
stock price, expected volatility, expected life and expected
dividend yield. When the actual results of the inputs
differ from management'’s estimate, it will have an impact
on the fair value gain or loss and the fair value of the
convertible notes.

Development costs

Development costs are capitalised in accordance with the
accounting policy for research and development costs
in note 3. Determining the amounts to be capitalised
requires management to make assumptions regarding
the expected future cash generation of the assets,
discount rates to be applied and the expected period
of benefits. At 31 December 2018, the best estimate of
the carrying amount of deferred development costs was
RMB27,806,000 (2017: RMB32,935,000). Further details
are included in note 17.

Provision for contingent considerations of
acquisitions

Acquisition of intangible assets has involved post-
acquisition performance-based contingent considerations.
The Group recognise the fair value of those contingent
considerations for acquisitions, as of their respective
acquisition dates as part of the consideration transferred
in exchange for the acquired intangible assets. These
fair value measurements require, among other things,
significant estimation of post-acquisition performance of
the acquired intangible assets and significant judgement
on time value of money. Contingent considerations shall
be remeasured at their fair value resulting from events
or factors emerging after the acquisition date, with any
resulting gain or loss recognised in the consolidated profit
and loss account.
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CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (continued)

Key sources of estimation uncertainty (continued)

Provision for contingent considerations of
acquisitions (continued)

The contingent consideration reflects a specified multiple
of the post-acquisition profitability of the acquired
intangible assets. Consequently, the actual additional
consideration payable will vary according to the future
performance generated from the intangible assets, and
the liabilities provided reflect estimates of such future
performances.

Due to the variety of bases of determination, it is not
practicable to provide any meaningful sensitivity in
relation to the critical assumptions concerning future
profitability of the acquired intangible assets and the
potential impact on the gain or loss on remeasurement of
contingent consideration payables.

SEGMENT INFORMATION

Information reported to the directors of the Company,
being the CODM, for the purposes of resource allocation
and assessment of segment performance, focuses
on types of goods or services delivered or provided.
Specifically, the Group’s reportable and operating
segments are as follows:

(@) the Boree branded products segment manufactures
and sells Boree branded slippers, sandals and casual
footwear (“Boree Products”);

(b) the Graphene-based products segment applied the
technology know-how by applying graphene in
the production of graphene-based ethylene-vinyl
acetate (“EVA") foam material (“Graphene-based
EVA Foam Material”) and slippers (“Graphene-
based Slippers”), and graphene deodorizing and
sterilizing chips for air purifiers and air conditioners
("Sterilizing Chips”) (collectively as “Graphene-
based Products”); and

(c) the Original Equipment Manufacturer (“OEM")
segment produces slippers for branding and resale
by others.
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For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

SEGMENT INFORMATION (continued)

CODM monitors the results of the Group’s operating
segments separately for the purpose of making decisions
about resource allocation and performance assessment.
Segment performance is evaluated based on reportable
segment result, which is a measure of adjusted result
before tax.

The accounting policies of the operating segments are
the same as the Group’s accounting policies described in
note 3. The segment profit or loss represents the profit
earned by or loss from each segment without allocation
of interest income, other unallocated net income and
gains, amortisation of intangible assets, impairment loss
on intangible assets and non-current assets held for sale,
fair value change on convertible notes and provision for
contingent consideration at FVTPL, gain on derecognition
of warrants at FVTPL, finance costs as well as corporate
and other unallocated expenses.

Segment assets exclude property, plant and equipment,
prepaid land lease payments, intangible assets, raw
materials, work in progress, prepayments, deposits and
other receivables, pledged deposits, cash and bank
balances and assets classified as held for sale as these
assets are managed on a group basis.

Segment liabilities exclude trade and bills payables,
certain other payables and accruals, short term
borrowings, convertible notes, income tax payable,
deferred tax liability and provision for contingent
consideration as these liabilities are managed on a group
basis.
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Notes to Consolidated Financial Statements

e M ®RNE

For the year ended 31 December 2018 #HZ_—-ZF—\F+_-A=+—HILFE

. 5. SEGMENT INFORMATION (continued) 5. oHERE
Segment revenues and results DU R EE
The following is an analysis of the Group’s revenue and T AZA 2R MEL D BE D ARE
results by reportable and operating segment. Bz R EEDHT -
Year ended 31 December 2018 BE—F—\F+-A=+—HLEFE
Graphene-
Boree based
Products Products OEM Total
BAR Yok 3
Em Em R

RMB'000  RMB'000  RMB'000  RMB'000
ARBTR AR®TR AR®TR AR%®TrR

Segment revenue Pl 6
Sales to external customers — MAINARE P IHE 3,463 4,510 156,507 164,480
Segment results DEELE (550) 537 29,451 29,438
Reconciliation: #E
Interest income 2 A 61
Other unallocated net income E fh & 7 B2z A M Uk =5

and gains il 2,488

Impairment loss on trade  $HEERES 2 EKRE
receivables from sales of SRR EEEE

goods (3,718)
Corporate and other TEREMKRDEFRS

unallocated expenses (51,264)
Amortisation of intangible B EESHE

assets (77,640)
Impairment loss on intangible &2 & & R E & 18

assets (195,120)
Fair value loss on convertible 2R FEzt ABE 2

notes at FVTPL MR ER 2 AFE

oS (17,797)

Fair value gain on BATEGFABR ZEA

provision for contingent REBEH 2 AFERE

consideration at FVTPL 43,533
Finance costs BEKA (5,862)
Loss before tax B A B 1B (275,881)
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REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

SEGMENT INFORMATION (continued) 5. oHERE
Segment revenues and results (continued) DEBUEE R EE (4E)
Year ended 31 December 2017 BE-ZE—+t&+=-A=+—HLEE
Graphene-
Boree based
Products Products OEM Total
B AR AR
E Em k]
RMB'000 RMB'000 RMB'000 RMB'000
ARBTT ARETT AR®TT ARETT
Segment revenue i L6
Sales to external customers MINREZFEE 3,517 2,130 119,854 125,501
Segment results DHEE (1,431) (14) 21,003 19,558
Reconciliation: R -
Interest income FEWA 83
Other unallocated net income  E 7k » Bl A K Uz
and gains HEE 1,608
Reversal of impairment HEMMEE Z EIKE
loss on trade receivables 5 BRI EEE RO
from sales of goods 737
Corporate and other TEREMRIEERAX
unallocated expenses (40,544)
Amortisation of intangible BREESE
assets (128,261)
Impairment loss on intangible & & R E &8
assets (537,286)
Impairment loss on non- BEGEIRRHEERE
current assets held for sale 18 (23,244)
Fair value gain on convertible XA FEzt ABZ 2
notes at FVTPL ARRERZ A TE
Wz 50,002
Gain on derecognition of BRAFEFABR 2RI
warrants at FVTPL R 2 R PR R 5,067
Fair value gain on BATEFABREZHA
provision for contingent REBEH AT
consideration at FVTPL 219,888
Finance costs BEKA (6,050)
Loss before tax BR 0 i B 18 (438,442)
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e M ®RNE

For the year ended 31 December 2018 #HZ_—-ZF—\F+_-A=+—HILFE

. 5. SEGMENT INFORMATION (continued) 5. DEERE)
Segment assets and liabilities PTHEEREE
The following is an analysis of the Group’s assets and T AZA 2R MEL D BE D ARE
liabilities by reportable and operating segment: BEENMBEDN
Year ended 31 December 2018 BE-Z-N\Ft+ZA=+—HLFE
Graphene-
Boree based
Products Products OEM Total
BEAR VaE--Yi
Em Em mE

RMB'000  RMB'000  RMB'000  RMB'000
ARBTRE AR®TR AR®TR AR%®TrR

Segment assets DEHEE 1,580 461 55,716 57,757
Reconciliation: #E
Corporate and other TERAEMKIEEE

unallocated assets 486,902
Assets classified as held DEABAERENEE

for sale 26,000
Total assets BEBEE 570,659
Segment liabilities aHEE 300 - - 300
Reconciliation: #HE
Corporate and other TEREMKRIEERE

unallocated liabilities 256,417
Total liabilities BEAEH 256,717
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For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

Notes to Consolidated Financial Statements

SEGMENT INFORMATION (continued) 5.
Segment assets and liabilities (continued)
Year ended 31 December 2017

REMBERRME

N

7 EER ()
APEERAMA)
BE-—Z—tF+-A=+-ALEE

Graphene-
Boree based
Products Products OEM Total
PN Yoy
Em Em B
RMB’000 RMB'000 RMB'000 RMB'000
AREBEFTT AREFT AREFTRT ARBTT
Segment assets DEEE 1,885 4,457 33,574 39,916
Reconciliation: HAR
Corporate and other TrEREMRSIEEE
unallocated assets 749,804
Assets classified as held NEAEBEGENEE
for sale 26,000
Total assets BERE 815,720
Segment liabilities PHEE 300 - - 300
Reconciliation: HER -
Corporate and other TrEREMARSEEE
unallocated liabilities 402,007
Total liabilities BEHE 402,307
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For the year ended 31 December 2018 E = —Z

Notes to Consolidated Financial Statements

—NF+ZA=+—HIFE

. 5. SEGMENT INFORMATION (continued) 5. oHERE)
Other segment information Hitb 5 & &R
Year ended 31 December 2018 BE-Z—\F+-A=+—HLFE
Graphene-
Boree based
Products Products OEM Total
- UN: REFK
Em Em R
RMB'000 RMB'000 RMB'000 RMB'000
ARBTR AR®TnR AR%¥®TR AR%®Tx
Included in arriving at EEaIER,
segment profit/(loss) are:  (F#E)KEETA :
(Reversal of impairment loss)/ SEEREMELZEKE S
impairment loss on trade BROREsERR),/
receivables from sales of WEEE
goods (278) 41 3,955 3,718
Reversal of write-down of 15 & R B o
inventories (546) - - (546)
3,172
Year ended 31 December 2017 B8 -FE—t+tH&+=-HA=+—HIEE
Graphene-
Boree based
Products Products OEM Total
BAR ARG
Em = R
RMB’000 RMB’000 RMB’000 RMB'000
ARETT ARBTT ARETT ARBTT
Included in arriving at EEaImRER,
segment profit/(loss) are:  (E#E)KEETA :
(Reversal of impairment loss)/ SEEREMELZEKE S
impairment loss on trade BROREsERR),/
receivables from sales of WEEE
goods 56 - (793) (737)
Write-down of inventories 17 & #R 98 - - 98
(639)
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REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

SEGMENT INFORMATION (continued) 5. TEPER(#E)
Geographical information i EE R
(a) Revenue from external customers (a) KREIIEEFH Wz
2018 2017
—E-N\#F —E—tF
RMB’000 RMB'000
AR¥ T ARETIT
PRC (principal place of operations) FE(EE2EME) 10,449 5,664
United States of America (“US") EFERE RE([EE]) 147,314 109,394
South America mEM 590 551
Europe B 1,730 2,058
South East Asia REgg 1,128 2,353
Other countries Hi B xR 3,269 5,481
164,480 125,501

The revenue information above is based on the

locations of the customers.

(b) Non-current assets

AEWSEREREFPUES

7 e

(b) ¥FHBEE

2018 2017

—E-N\#F —E—+F

RMB’000 RMB’'000

AR¥ T ARETIT

PRC (principal place of operations) FE(FELEME) 441,881 705,345

The non-current assets information above is based

on the locations of the assets.
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e M ®RNE

For the year ended 31 December 2018 #HZ_—-ZF—\F+_-A=+—HILFE

5. SEGMENT INFORMATION (continued)

Information about major customers

Revenue from customers of the corresponding years
contributing over 10% of the total sales of the Group are

DEBER (&

TEEFNER
RIABIEE BB S 2 WA
B 0% EEMT -

as follows:
2018 2017
—E-N\F —E—+4F
RMB’000 RMB’'000
AR®T ARETFT
Customer A ZEA 94,663 75,643
Customer B* EPB* 19,034 4,370
Customer C* BHEC* 16,446 2,038
* Revenue from Customers B and C contributed less than * KARFPBNCZWHIIEAEH

10% of the total sales of the Group for the year ended 31
December 2017.

The Group’s major customers are in the OEM segment.
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REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

REVENUE, OTHER NET INCOME AND GAINS

Revenue, which is also the Group’s turnover, represents
the net invoiced value of goods sold, after allowances for

returns and trade discounts.

An analysis of revenue, other net income and gains is as

6. Wi HAbW AR W FEE

WA AKBENZEXE  HERD
HRRERESTHNBBENEEEm

WEFR -

Yoa ~ B s WA R ek % BB RO 0 AT 40

follows: T~
2018 2017
—E-N\F —T—+F
RMB’'000 RMB'000
AR®T T AREET T
Revenue g
Manufacture and sale of goods AERHEEE R 164,480 125,501
Other net income and gains Hty g A R Wi R 5
Interest income F B A 61 83
Sales of scrap materials $HE RER 591 300
Sales of semi-products SHE A 115 54
Sales of gas emission quota HE BE R E AL RE - 412
Rental income e A 315 382
Subsidy income* Y N 1,446 450
Others Hib 21 10
2,549 1,691

* There are no unfulfilled conditions or contingencies

* W EEA R RL T R RO AR E R R

relating to these subsidies. sl ARIE o
FINANCE COSTS 7. MERK
2018 2017
—E-N\F —E—tF
RMB’000 RMB’'000
ARBT T AREETIT
Interest on loans B3R 2 5,862 6,050

RN —2-\FERH 13;/
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LOSS BEFORE TAX

The Group’s loss before tax is arrived at after charging/

Notes to Consolidated Financial Statements

e M ®RNE

For the year ended 31 December 2018 E = —Z

® -

—NF+ZA=+—HIFE

8. BRBIAIEIE

AEBOBRBATBES MR (GTA)

(crediting) the following items: LATNIER -
2018 2017
—E-N\#F —tF
RMB’000 RMB'000
AR¥T AR®EFTT
Cost of inventories sold* BEFERA* 125,575 96,896
Depreciation* e 6,001 6,467
Amortisation of prepaid land lease T - A S 5
payments 731 845
Amortisation of intangible assets BB E 77,640 128,261
Minimum lease payments under IRAR T RIEFAE LI
operating leases in respect of land and SIEF SR
buildings* 1,863 867
Employee benefit expenses (including EERMAXZ(BRIEES
directors’ remuneration - note 9)*: BB 5E9)* -
Wages and salaries ITENFHS 52,391 42,578
Equity-settled share based payments AR A B AR D
RETEE K 15,205 5,411
Staff welfares EEREN 1,210 934
Contributions to retirement benefits RIREAFTEIME R
schemes 2,305 3,126
71,111 52,049
Auditors’ remuneration: ZEEMEN &
Audit service HER 1,332 920
Non-audit service JEEFTER - 251
1,332 1,171
Impairment loss on intangible assets BILEEREER 195,120 537,286
Impairment loss on non-current assets BEGEIFRBEERE
held for sale E518 - 23,244
Impairment loss/(reversal of Impairment  $4&E R RES 7 EKE 58k
loss) on trade receivables from sales of FUREEE CRIEE B #
goods /) 3,718 (737)
(Reversal of write-down)/write-down of  7F& (MU [1),/ #i Ak
inventories (546) 98
Loss on disposals of items of property, HEME WMENEREEB
plant and equipment &8 167 162
Exchange loss, net P B RFEE 579 877
Research and development costs** T B AR AN * * 8,233 6,358
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REMBERRME

For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

LOSS BEFORE TAX (continued) 8. KMRBIAIEE(E

* The cost of inventories sold for the year ended 31 * Bz_Z2—N\F+_-_A=+—H1t
December 2018 includes RMB35,819,000 (2017: FEDEFEXABRTHARE
approximately RMB28,677,000) relating to direct staff 35,819,0007T (—ZE—+F: AR
costs, depreciation of manufacturing facilities and 28,677,0007C) MEEEB KA - £
operating lease payments in respect of land and buildings, EXBITEU R L REFLEHE
which are also included in the respective total amounts R EEEB BT A L XA
disclosed above for each of these types of expenses. WRESEMTMEELESE-

** The research and development costs are included ** RERADI AGEEEAEMSE
in “General and administrative expenses” in the E RN [—RITEHAEZ] -

consolidated statement of profit or loss and other
comprehensive income.

DIRECTORS’ AND CHIEF EXECUTIVES’ 9. EERFETHAEME
REMUNERATION

Directors’ and chief executives’ remuneration for the RIBFER ETARA - FBQBERD K&
years, disclosed pursuant to the applicable Listing Rules, ARel(BEESEMNAER)ROI(E
the Hong Kong Companies Ordinance and Companies 622GE ) BENFREEEREET
(Disclosure of information about benefits of directors) BAEBMEHMT :

Regulations (Cap. 622G), are as follows:

2018 2017
—E-N\F —T—+F
RMB’000 RMB’000

ARBTT AREBTIT

Fees (note a) & (note b) we (Kata) % (Katb) 543 554
Other emoluments: Hibife -
— Salaries, allowances and benefits in — %% EUNEY
kind (note c) BA(HaEc) 1,281 1,315
— Contributions to retirement benefits —RIKEFET 2130
schemes (note ¢) (Btatc) 30 32
— Equity-settled share based payments —IRREEE ARG AR
i) S R 492 797
2,346 2,698

mgEy —2-nf5g |37/
e (
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For the year ended 31 December 2018 #HZ_—-ZF—\F+_-A=+—HILFE

9. DIRECTORS’ AND CHIEF EXECUTIVES’
REMUNERATION (continued)

Notes

(@) Independent non-executive directors
The fees paid or payable to independent non-executive
directors during the current year are as follows:

9. ESERFEMTBAEME(H)

ff &

() BUFBITEES
AEEENRENBULIFNTES

MBS WT:
2018 2017
—E-N\EF —E—tF
RMB’000 RMB'000

AR¥TT ARETT

Ms. An Na i+
Professor Zhao Jinbao e R
Mr. Chen Shaohua BRAEZE S &

There were no other emoluments payable to the
independent non-executive directors during the year
(2017: Nil).

(b) Non-executive director
The fees paid or payable to non-executive director during
the current year are as follows:

170 175
102 103
169 173
441 451
FRYEEMBYIIFHNTEED

Hthfe (Z2— L5 ) -

(b) FBITES
REEENHEMNIERTEZN®

Ay NE
2018 2017
—E-N\F —E—tF
RMB’'000 RMB'000

AR¥T T ARETT

Ms. Lin Weihuan MEE L

There were no other emoluments payable to the non-
executive director during the year (2017: Nil).
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DIRECTORS’ AND CHIEF EXECUTIVES' 9. EERFETHAEMEE)
REMUNERATION (continued)
Notes (continued) Ktat (&)
() Executive directors and chief executive officer () BTEERITHAR
Salaries, Contributions
allowances  Equity-settled  to retirement
and benefits share based benefits
Fees in kind payments schemes Total
ERELE
§& 28R URHAER BHER
we ENER EVE HE LS aE
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000

ARBT R ARBT R ARBT T AR®T R ARBT T

Year ended 31 December 2018 BE-3-N\E+ZA

Zt-ALEE
Mr. Zheng Jingdong’ PERELE - 553 49 15 1,060
Mr. Leung Tz Chung S ik - 728 - 15 3
- 1,281 492 30 1,803
Salaries, Contributions
allowances Equity-settled to retirement
and benefits share based benefits
Fees in kind payments schemes Total
ERERE
HeREk  URDAER RN
e EiEr IR BENRE g
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000

ARBTT ARETT ARBTT ARBTT ARBTT

Year ended 31 December 2017 BEZ-E-tE1-R

ST-BLEE
Mr. Zheng Jingdong' BEREE - 564 797 16 1377
Mr. Leung Tsz Chung REHEE - 751 - 16 767
- 1,315 797 32 2,144
1 Mr. Zheng lingdong has been appointed as the chief ! BEREERNZZT—=FHA
executive officer of the Company on 10 May 2013 and THEHEZETAKRRQBITHRE
his emoluments disclosed above include those for services o HELie B EERTT
rendered by him as the chief executive officer. HABEFTIR RG2S -
There was no arrangement under which a director and FA-BIEEI Y ES RITHRAAEK
chief executive officer waived or agreed to waive any EYRAEREAMNMES 2 2H (=
remuneration during the year (2017: Nil). Tt F )

Hghs —FT—\FFH
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For the year ended 31 December 2018 #HZ_—-ZF—\F+_-A=+—HILFE

10. FIVE HIGHEST PAID EMPLOYEES 10. EEREHESR
No director and the chief executive officer during the year FR AEEedEERLEAES
included the five highest paid employees (2017: two). RITHBEH(ZE—+F : B ) K
Details of the remuneration for the year of the remaining NAEBRE(ZE—+F : =8)3F
five (2017: three) highest paid employee who is neither a EENIFTHREASNESHEE RN
director nor chief executive officer of the Company are as FEHNMEFBOT
follow:
2018 2017
—E-N\E —T—+F
RMB’000 RMB'000
ARET AREET T
Salaries, allowances and benefits in kind ~ ¥% « 285 R EW1E 1,849 1,227
Contributions to retirement benefits RIREFFH B X
scheme 68 21
Equity-settled share based payments 1R IR 4 E AR D
RERERK 5,772 646
7,689 1,894
The number of non-director and non-chief executive MENFIATEEZIEE S RIFITH
officer, highest paid employees whose remuneration fell BHMBEEEEE AY

within the following bands:

Number of employees

EE®H
2018 2017
—B-N\F —T—+F
RMB500,001 to RMB 1,000,000 AR #500,0017C

= AR #1,000,0007T - 3

RMB1,000,001 to RMB1,500,000 A #1,000,0017T
= AR #1,500,0007T 4 -

RMB1,500,001 to RMB2,000,000 AR #1,500,0017TC
= AR #%2,000,0007T - N

RMB2,000,001 to RMB2,500,000 AR #2,000,0017T
= AR #2,500,0007T 1 -
5 3
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11. INCOME TAX CREDIT

11. Frf8BIEH0

2018 2017
—E2-N\F —F—+F
RMB’000 RMB'000
AR®T T AREEF T

Current — PRC Enterprise Income Tax Bl — B %¥FrEH
Charge for the year FREF 700 2,209

Under/(over)-provisions in prior years BEFEREBTIR

(farasm) 21 (5,281)
Deferred tax EIEFL IR (1,274) -
Total tax credit for the year FRFIEE (553) (3,072)

On 21 March 2018, the Hong Kong Legislative Council
passed The Inland Revenue (Amendment) (No. 7) Bill
2017 (the "Bill”) which introduces the two-tiered profits
tax rates regime. The Bill was signed into law on 28
March 2018 and was gazetted on the following day.
Under the two-tiered profits tax rates regime, the first
HK$2 million of profits of the qualifying group entity
will be taxed at 8.25%, and profits above HK$2 million
will be taxed at 16.5%. The profits of group entities not
qualifying for the two-tiered profits tax rates regime will
continue to be taxed at a flat rate of 16.5%.

No provision for Hong Kong profits tax has been provided
as the Group’s tax losses brought forward from prior
years exceeded the assessable profits arising in Hong
Kong for the year (2017: Nil). Taxes on profits assessable
in the PRC have been calculated at the prevailing rates,
based on existing legislation, interpretations and practices
in respect thereof.

Under the law of the PRC on Enterprise Income Tax (the
"EIT Law”) and Implementation Regulation of the EIT
Law, the tax rate of the PRC subsidiaries is 25% (2017:
25%), except for one of the PRC subsidiaries which has
been granted Advanced and New Technology Enterprise
status which entitles the subsidiary to a reduced income
tax rate at 15% for 2017 and 2018.

e

R-ZE-NE=A=-+—B FHL
FERBT—tFRBEUERT(ET
FOBRMER([EHIEZR]) 5| AR
FIFEHESE ZIEOERR=F
—NEFEZA-+N\BEEEREEL
B UHRBAEZIRTEZ - REMARK
FIFEHESNE AEREEERER
2,000,0007% 7t i F #5 1£8.25% 1Y
TR BF - B 482,000,000/ JT B 4
G A16. 5% HEEHBH - THFEW
TBFEHEFEERNER TR G
FIHS UL B 12 16.5% B A7 — Bt RBUF -

HRAEEEBEFEAE ZHIEAR
BEEFRNEBTEEENERTL
M W EBIELBEBNSHEE(—F
—tF ) R B ERT S A IR
TR ERBANRITEN REBRER
REAR R E

BEFBRCEMSHE(EEMBR
EDREERBBEAEHREN  BRE
P—EEEES T EERHNFT
BENBARBEER-E—+tFR=F
—NFEZHI5%HBEAMEH X
SN BB B AR R A25%(ZF
—+%F 1 25%)°

Hghs —FT-N\FFH
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For the year ended 31 December 2018 #HZ_—-ZF—\F+_-A=+—HILFE

11. INCOME TAX CREDIT (continued)

The tax credit for the year can be reconciled to the “loss
before tax” per consolidated statement of profit or loss
and other comprehensive income as below:

M. RSB
FABUABMA REABER A
R SR AT 25160 [ IR B A S 18 ) YR
T

2018 2017
—E-N\F —E—+F
RMB’000 RMB’000
ARET R ARETT
Loss before tax BRILRIEE (275,881) (438,442)
Tax at the applicable tax rates REAREGTENIE (46,428) (75,336)
Income not subject to tax HBERBUA (8,738) (46,612)
Expenses not deductible for tax PRI XX 55,866 124,157
Under/(over)-provisions in prior years BRAFERETR

(HBRRRE) 21 (5,281)

Tax effect of temporary differences RIERERHMEE=E VIR
not recognised - (1,274) -
Income tax credit for the year FARGHRER (553) (3,072)

Pursuant to the income tax law of the PRC, a 10%
withholding tax is levied on dividends declared to
foreign investors from the foreign investment enterprises
established in the PRC. The requirement is effective
from 1 January 2008 and applies to earnings after
31 December 2007. A lower withholding tax rate
may be applied if there is a tax treaty between the
PRC and the jurisdiction of the foreign investors. For
the Group, the applicable rate for the withholding
tax is 5% (2017: 5%). In estimating the withholding
taxes on dividends expected to be distributed by
those subsidiaries established in the PRC in respect of
earnings generated from 1 January 2008, the directors
of the Company have made assessment based on the
factors which included dividend policy and the level of
capital and working capital required for the Group'’s
operations in the foreseeable future. No deferred tax
liability has been provided for the remaining of such
profits of approximately RMB492,201,000 (2017:
RMB507,170,000) as the Group is able to control the
timing of the reversal of the temporary difference and it
is probable that the temporary difference will not reverse
in the foreseeable future.
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For the year ended 31 December 2018 HZ_—FT—N\F+_-_A=+—HIFE

INCOME TAX CREDIT (continued)

At 31 December 2018, there were no significant
unrecognised deferred tax liabilities (2017: Nil) for
withholding taxes that would be payable on the
unremitted earnings of the Company’s subsidiaries
expected to be distributed, after considering the
abovementioned factors, in the foreseeable future.

There are no income tax consequences attaching
to the payment of dividends by the Company to its
shareholders.

At 31 December 2018, the Group has unused tax losses
of HK$1,486,000 (2017: HK$1,486,000) equivalent
to RMB1,254,000 (2017: RMB1,288,000) available for
offsetting against future profits, no deferred tax asset has
been recognised in respect of such tax losses due to the
unpredictability of future profit streams. Tax losses may
be carried forward indefinitely.

LOSS ATTRIBUTABLE TO OWNERS OF THE
COMPANY

The consolidated loss attributable to owners of the
Company for the year ended 31 December 2018
includes a loss of approximately RMB255,581,000 (2017:
RMB336,521,000) which has been dealt with in the
financial statements of the Company (note 40(i)).

The loss of RMB255,581,000 (2017: RMB336,521,000)
for the year ended 31 December 2018 included a
management fee of RMB46,000 (2017: RMB140,000) to
a subsidiary of the Company.

DIVIDEND

No dividend was proposed for the years ended 31
December 2018 and 2017 and since the end of the
reporting period.

e

1.

12.

13.

FrigBiEM e
R-T—\F+t=A=t+—RH &=
B ARR AR KRB DR
A7 B B 2% R R B ) R ) 0
TR & - 3 4% B A K SRR B
BEE(ZB—F )

A% 2N R 180 L R SRR A 0 AR 8 3 4R
PRS-

R-ZE-—NE+-_A=+—H0 &&
B &) 5k ) 3 7 18 fE5 181,486,000/ 7T
(ZZT—+4 : 1,486,000/ 7T )(HE
RAREN,254,000 )( ZF—+4F -
AR ¥1,288,0007T ) A FA A 85 K 2R
i A BB R 2R g B R AN AT TR R - I
EREARESEERELCHES
E-HIEEEEREE-

RARFERABGEER

HE T N\Ft+-_A=+—HIF
B ARBHEEARGGABERRE
&5 18 4 A R #255,581,0000( = &
—+t % AR#¥336,521,0005T ) &
TEARR R Rz (MIFE40()) °

BE-—T—N\E+-A=+—HI#E
[E /BB AR #255,581,000L(=F
—tF : AR¥336,521,0007T) B 3E
TN EREB ARKL00T( =
—+F : AR¥140,00070) T AR A
s LENGIE

iR E

Bz N\Er-_ZT—+F+=HA
—t+—BILHFEUARBZ2HRPRUK
WEZEZRIRERE

BgHY —B-N\FER 143/

\



_\(44

14. LOSS PER SHARE

The calculation of basic loss per share is based on the
consolidated loss for the year attributable to owners of
the Company of approximately RMB275,328,000 (2017:
RMB435,370,000) and the weighted average number of
ordinary shares of 1,095,511,663 (2017: 1,084,059,608)
in issue during the year.

The weighted average number of ordinary shares used
to calculate the basic loss per share for the year ended
31 December 2018 included the 1,084,059,608 ordinary
shares in issue as at 1 January 2018, and 220,000,000
ordinary shares issued on 13 December 2018 in respect
of conversion of convertible notes.

The weighted average number of ordinary shares used
to calculate the basic loss per share for the year ended
31 December 2017 included the 1,084,059,608 ordinary
shares in issue as at 1 January 2017 and 31 December
2017.

During the years ended 31 December 2018 and 2017,
diluted loss per share does not assume the exercise of
the Company’s share options and/or convertible notes
as the exercise of the Company’s share options and/or
convertible notes would result in a decrease in loss per
share, and is regarded as anti-dilutive.
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BRESE
BREXNBEDIENAAREEG AL
HMFEFARAEEBEBHOHARE
275,328,0007C( — T —+F : AR
435,370,0007T ) R F A E 817 E@AR
2 DNAEF A% £01,095,511,6630% ( —
T —+4F : 1,084,059,608f% )5t+H o

RIEFEBE _ZT—-\F+ A
=+t BUEFESRERAERNER
B2 MEFARBEER T~ \F
— A — H B #17#1,084,059,608/%
BEE AERITEBRENN —F
-~ NF+ AT =ZB#HTH
220,000,0000% ¥ A%

BEFFEHEZE T —tF+=A
= t+t—HIEFESREARFEENL B
Bz IEFIRBERER T —tF
—RB—HBEZZT—+F+_A=+—
HE2717H91,084,059,608 % & @ L -

BE_Z-\FR-_ZE—tF+_-A
=T HLEFE SREEERLR
BRBTEARRREERER, A
BERER RERTEARR RN B
L R R B S EREARER
B R AR IR R
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15. PROPERTY, PLANT AND EQUIPMENT 15. ¥ -BERRE
Furniture
fixtures
Plant and Motor andoffice  Leasehold Construction
Buildings  machinery ~vehicles equipment improvements in progress Total
Bl RER

B HERASR RE WAERRE  BERE  EEIR 3]
RMB000  RMBOO0  RMB0O0  RMB'ODO  RMBO0D  RMB000  RMB'000
ARETR ARETT ARETR ARBTR ARETR ARETR ARETR

Cost: R
At 1 January 2017 RZE—tF-f-H 72,543 23,007 1912 6,531 41,14 4,681 149,815
Additions 0 - 4,360 - 143 632 5,303 10,438
Disposals HE - (375) (182) (46) - - (603)
Transfer g - - - - 177 (177) -
Reclassified as held for sale ERRABERNE (27,300 - - - (25,991) - (53,291)
At 31 December 2017 S 2 g
=1-H 45,243 26,992 1,730 6,628 15,959 9,807 106,359
Accumulated depreciation: ZifE:
At 1 January 2017 RZE-tE-A-H 29,563 15,550 1,574 4,641 16,477 - 67,805
Provided during the year EnEE 3,265 1,264 114 m 1,052 - 6,467
Eliminated on disposals HEBHE - (144) (173) (39 - - (356)
Reclassified as held for sale ENRRRANE - - - - (8,973) - (8,973)
At 31 December 2017 S i g
=1-H 32,828 16,670 1,515 5,374 8,556 - 64,943
Net carrying amount: FHAE:
At 31 December 2017 e i
=1+-H 12,415 10,322 215 1,254 7403 9,807 41,416
Cost: A
At 1 January 2018 R=E-\E-A-H 45,243 26,992 1,730 6,628 15,959 9,807 106,359
Additions I - 3,450 3 767 2,269 10,000 16,489
Disposals HE - (1,618) (374) (1) (10) - (2,003)
At 31 December 2018 RZE-NE+ZA
=+-A 45,243 28,824 1,359 1.3% 18,218 19,807 120,845
Accumulated depreciation: 2iE:
At 1 January 2018 RZE-\E-f-H 32,828 16,670 1,515 5374 8,556 - 64,943
Provided during the year EnEE 3,265 1,501 57 667 511 - 6,001
Eliminated on disposals HERHH - (1,158) (355) (1) - - (1,514)
At 31 December 2018 R-E-\E+-A
=t-H 36,093 17,013 1,217 6,040 9,067 - 69,430
Net carrying amount: BHFE:
At 31 December 2018 RZE-NFT2A
=+-H 9,150 11,81 142 1,354 9,151 19,807 51,415

Hghs —FT-N\FFH

e



N46

Notes to Consolidated Financial Statements

e M ®RNE
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15.

16.

PROPERTY, PLANT AND EQUIPMENT
(continued)
The above items of property, plant and equipment are

depreciated on a straight-line basis at the following rates
per annum:

Buildings Over the shorter of the lease
terms and 20 years

Plant and machinery 10 years

Motor vehicles 5 years

Furniture, fixtures and 5 years
office equipment
Leasehold improvements Over the shorter of the lease
terms and 5 years

The Group’s buildings are situated in the PRC and are
held under medium term leases.

The Group has pledged buildings with a net carrying
value of approximately RMB9,150,000 (2017:
RMB12,415,000) to secure general banking facilities
granted to the Group.

PREPAID LAND LEASE PAYMENTS

15. V¥ BERREZ)

ERE - BE REREEE A TIE
EIREBOAFTE -

BF FAEAN 20 2
BRE

BB Kt Es 104

B 54

FE-KER 5F

/N

HERE FAEANMGEZ

BRE

AEENEFTHLNFE - RIEH H
GERDESECI

AEBEEEBFEMFENARE
9,150,000c( —ZE —tF : AR
12,415,000 ) EEFIEA RN EEE
B—MIBITRE R LR o

16. FE{T LS

2018 2017
—E-N\FE  ZTtF
RMB’000 RMB’000

AR®T ARETTT

Carrying amount at 1 January R—A—B®EREE 27,685 33,456
Amortisation during the year F N EE (731) (845)
Reclassified as held for sale BENEARAEEE - (4,926)
Carrying amount at 31 December R+ZA=+—HBrEEE 26,954 27,685
Less: current portion included in B A ATERNFIE e R E

prepayments, deposits and other fth FE YR IE B TR B 2B

receivables (731) (731)
Non-current portion FERENEL 26,223 26,954
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16. PREPAID LAND LEASE PAYMENTS (continued) 16. FE{F A& (&)

The leasehold land is situated in the PRC and the HE T A B ARETEN i
respective prepaid land lease payments are held under S RBIEFIRELYESE -
medium term leases.

The Group has pledged the land use right with a net AEEFEEEBREDFEHOARE
carrying amount of approximately RMB26,954,000 (2017: 26,954,000c( ZF—+F : AR
RMB27,685,000) to secure general banking facilities 27,685,0007T ) & + # i A #E /5 A A
granted to the Group. SEER—RBRITRENER-
17. INTANGIBLE ASSETS 17. BILEE
020

distribution Deferred

Technology vending development
Know-how system costs Total

02078  BERH
RiiAE  BERS 2% wE

(notes a, ¢)  (notes b, ¢) (note d)

(Bita~c) (Matb-c)  (HiEd)
RMB'000  RMB'000  RMB'000  RMB'000
ARETT ARETT ARETT ARETRL

Cost: A
At 1 January 2017 R-ZE—+F—F—H 1,587,518 60,000 92,378 1,739,896
Addition Eeige - - 150 150
At 31 December 2017 and 1 January 2018 R=Z—+F

+-RA=+-8kK

“E-NF-F—H 1,587,518 60,000 92,528 1,740,046
Addition it - - 25 25
At 31 December 2018 RZE-NE

+-A=+—R 1,587,518 60,000 92,553 1,740,071

Accumulated amortisation and impairment:  Z 55 KRE ¢

At 1 January 2017 RZE—+F—H—H 437,518 - - 437,518
Provided for the year ERNEE 123,214 4,954 93 128,261
Impairment loss for the year FRREERE 477,786 - 59,500 537,286
At 31 December 2017 and 1 January 2018 RZZ—+F

TZA=t—-Bk

“T-N\¥—-F—H 1,038,518 4,954 59,593 1,103,065
Provided for the year FREE 65,880 6,606 5,154 77,640
Impairment loss for the year FERREER 195,120 - - 195,120
At 31 December 2018 RZE—-N\5F

+-ZR=1t—H 1,299,518 11,560 64,747 1,375,825
Net carrying amount: HREFE
At 31 December 2018 RZE-\F+=A

=t—H 283,000 48,440 27,806 364,246
At 31 December 2017 RZB—+F

+-A=+—H 549,000 55,046 32,935 636,981
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17. INTANGIBLE ASSETS (continued)

Notes:

(a)

It represented certain technological know-how in respect
of the application of graphene and includes one patent in
the US (“US Patent”), four invention patent applications,
three utility model patent applications and two utility
model patents in the PRC (collectively as “PRC Patents”),
relating to the manufacturing of Graphene-based EVA
Foam Material, Sterilizing Chips and graphene-based
pressure-sensitive sensors and the exclusive formula
(collectively “Technology Know-how"), which was
acquired from Bluestone Technologies (Cayman) Limited
("Bluestorne”), an independent third party, in 2015.

The completion date of the transaction (“Completion
Date”) was 16 December 2015. The cost of the
Technology Know-how was determined by the directors
of the Company and represented the sum of the cash
consideration, the fair value of the convertible notes
(note 26) and provision for contingent consideration
at the acquisition date (note 27), and the capitalised
transaction costs arising directly from the acquisition of
the Technology Know-how. The Group’s first graphene
application products mass production line was completed
and commenced trial production in late May 2016, and
mass production has already been commenced in July
2016.

The Technology Know-how has definite useful lives and is
amortised over 10 years using the straight-line method.

In July 2016, the Group acquired the design of Online-
to-Offline (“020") distribution vending system at the
consideration of RMB60,000,000 from two independent
third parties. The directors of the Company consider
that the 020 distribution vending system would provide
customers with an interactive and unique shopping
experience, enhance the distribution channel of the
products made by the Group and establish the core
technical competitiveness of the Group.

The 020 distribution vending system has definite useful
lives and is amortised over 9 years using the straight-line
method.
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17. INTANGIBLE ASSETS (continued)

Notes: (continued)

(@

The directors of the Company consider that 020
distribution vending system is a contributory asset
necessary to support the earnings associated with the
Technology Know-how (collectively “O20 Unit"”), being
the smallest identifiable group of assets that generates
earnings that are largely independent of the earnings from
other assets.

The directors of the Company conducted an impairment
assessment on the Technology Know-how and considered
that provision for impairment to the carrying amount of
the Technology Know-how of RMB195,120,000 (2017:
RMB477,786,000) should be made as at 31 December
2018, with reference to a valuation of the value-in-use of
the Technology Know-how conducted by an independent
professional valuer, Ascent Partners Valuation Service
Limited (“Ascent Partners”), using multi-period excess
earnings method (2017: multi-period excess earnings
method). The multi-period excess earnings method is
based on a discount rate of approximately 24.66%
(2017: 23.69%) and financial forecasts approved by the
directors of the Company. Assumption of budgeted sales
was based on estimated daily average sales of slippers
from 020 distribution vending system and expected
growth rate of product mix. Other key assumptions for
the multi-period excess earnings method relate to the
estimation of earnings which include estimated gross
profit margin, operating expenses and working capital
requirements, such estimation is based on the expected
and forecasted performance generated from the past
performance of the 020 Unit and management’s
expectations for the market development.
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For the year ended 31 December 2018 #HZ_—-ZF—\F+_-A=+—HILFE

17. INTANGIBLE ASSETS (continued)

Notes: (continued)

(d)

In July 2016, the Group engaged several independent
third parties in the research and development of
manufacturing and application technology of graphene
material on Sterilizing Chips, energy storage materials for
batteries and pressure sensitive lighting devices for shoes
("Other Deferred Development Costs”). The directors
of the Company seek the opportunities in applying the
graphene material in products other than shoes and plan
to launch in future.

The directors of the Company conducted an impairment
assessment and considered that there was no impairment
to the carrying amount of the Sterilizing Chips as at 31
December 2018, with reference to a valuation of the
value-in-use of the Sterilizing Chips conducted by an
independent professional valuer, Peak Vision Appraisals
Limited, using discounted cash flow approach (2017:
discounted cash flow approach). The discounted cash
flow approach is based on a post-tax discount rate of
approximately 20.26% and cash flow projections prepared
from financial forecasts approved by the directors of
the Company. Key assumptions for the discounted cash
flow approach relate to the estimation of cash inflows/
outflows from the development projects which include
estimated gross profit margin, operating expenses and
working capital requirements, such estimation is based
on the expected and forecasted performance generated
from the use of the Sterilizing Chips and management’s
expectations for the market development. The Sterilizing
Chips at the cost of RMB32,500,000 has definite useful
lives and is amortised over 5 years using the straight-line
method.

The directors of the Company conducted an impairment
assessment on Other Deferred Development Costs and
considered that the future economic benefits attributable
to Other Deferred Development Costs is uncertain and
provision for impairment of RMB59,500,000 was made as
at 31 December 2017.
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18. INVENTORIES 18. 78
2018 2017
—E2-N\F —T—+tF
RMB’000 RMB’000
AR®T AR®EF T
Raw materials and consumables R R RSB FE R 6,523 7,636
Work in progress E& M 9,959 18,544
Finished goods RIAL T 24,074 10,047
40,556 36,227
During the year ended 31 December 2018, the reversal of BE-_Z— )/ \F+-_A=+—HBI1F
write-down of inventories of approximately RMB546,000 [ - B A RE R 89 B B 17 B MUR A
(2017: write down of inventory of approximately AR#546,000(ZF—+F : 78
RMB98,000) was recognised in the profit or loss. BB A A E%98,0007T) ©
19. TRADE AND BILLS RECEIVABLES 19. EWEZRAKREWEE
2018 2017
—E2-N\F —T—+tF
RMB’000 RMB'000

AR®TT ARETT

Trade receivables from sales of goods HEEmMEECEKES

ARK 42,033 31,224

Less: allowance for credit losses W S EEE R (8,374) (2,689)
33,659 28,535

Bills receivables R EIE - 1,271
33,659 29,806

As at 31 December 2018 and 1 January 2018, trade RZFE-\F+ZA=Z+—BHE=F
receivables from contracts with customers amounted to —N\F-—A—RB BFEHNELEZE
RMB42,033,000 and RMB3 1,224,000 respectively. B 5835 Bl A AR 842,033,000

TR AER¥31,224,0007T ©

mgEy —2-nf58 |5
e (
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19. TRADE AND BILLS RECEIVABLES (continued) 19. ERESRIERREWERE &

NSZ

An aging analysis of the Group’'s trade and bills
receivables, net of allowance for credit losses as at the
end of the reporting period, based on the invoice dates,

REBHPR AEERKE S ER R
FBUEEHREEEERERRER
BEE D MR DT

is as follows:
2018 2017
—E-N\F —E—+F
RMB’000 RMB’'000
ARETTT AREEFTT
Within 3 months 3MEARN 32,877 19,703
4 to 6 months 472 6{E A 739 786
7 to 12 months 7E1218 A 43 6,405
Over 1 year 1A £ - 2,912
33,659 29,806

The Group’s trading terms with its customers are mainly
on credit. The credit period offered to its customers is
generally for a period of three months. The Group seeks
to apply strict control over its outstanding receivables
and has a credit control department to minimise credit
risk. Overdue balances are reviewed regularly by senior
management. In view of the aforementioned and the
fact that the Group’s trade receivables relate to a large
number of diversified customers, there is no significant
concentration of credit risk. The Group does not hold
any collateral or other credit enhancements over its trade
receivable balances. Trade receivables are non-interest-
bearing.

As at 31 December 2018, included in the Group’s trade
receivables balance are debtors with aggregate carrying
amount of approximately RMB9,429,000 which are
past due as at the reporting date. Out of the past due
balances, approximately RMB8,206,000 has been past
due and all of which is considered as in default. The
Group does not hold any collateral over these balances.

As at 31 December 2017, included in the Group's trade
and bills receivable balances are debtors with aggregate
carrying amount of approximately RMB10,103,000 which
are past due as at the reporting date for which the Group
has not provided for impairment loss. The Group does
not hold any collateral over these balances.
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19. TRADE AND BILLS RECEIVABLES (continued) 19. ERE ZIRRREWREE (&
Receivables that were past due but not impaired relate £ %8 B3 B SRR E B FE R IB S K % (3
to a number of independent customers that have a HAEEERIFERLHENBILE
good repayment record with the Group. Based on past FoiREBBTER XRAEERE
experience, the directors of the Company are of the HRAEEBETEEANE  BE
opinion that no impairment is necessary in respect of SRR AR 28U E - MEBEER
these balances as there has not been a significant change TRE A -
in credit quality and the balances are still considered fully
recoverable.

As at 31 December 2017, receivables that were neither R-E—+F+-_A=1+—H &
past due nor impaired mainly represent sales made to B B U R 2 JEGRIA £ 245 M &
recognised and creditworthy customers for whom there RO MEEBRITHAHEELGCE
was no recent history of default. BEPEHZIHE -
An aging analysis of the Group’s trade and bills REBWEIFR ERENEKE FE
receivables that are not considered to be impaired is as TN EWEIEARERITIT ¢
follows:
2017
—T—+tF
RMB'000
ARBTTT
Neither past due nor impaired RNE AT ERE 19,703
Less than 3 months past due BHAZE A A 786
Over 3 months past due i EER e 31E A 9,317
29,806

migry —2-ng5% 15
e {
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19. TRADE AND BILLS RECEIVABLES (continued) 19. EWWEB S ERFNEKRERE &)

Movement in the allowance for doubtful debts RIREEET
2017
—E—+F
RMB’'000
ARETFT
As at 1 January m—AR—H 3,426
Reversal of impairment loss on trade receivables JEWE 5 BR OB B B 1R R [ (737)
As at 31 December Rt+=—A=+—H 2,689
As at 31 December 2017, included in the allowance RZEBE—+F+-_A=+—H" R
for doubtful debts are individually impaired trade BEBERENRENERE ZEZ -
receivables with an aggregate balance of approximately ZEFHEERBEKREE Q&G A
RMB2,689,000 which are long outstanding. The Group 4 ANERBE2,689,0007T © AN E= B0 5L
does not hold any collateral over these balances. REEBRFTBEMERR -
Detail of impairment assessment of trade receivables for BE-_Z—/\F+-_A=+—BI#F
the year ended 31 December 2018 are set out in note 38. B EWESERZ AT EFSH

HIFE38 ©
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20. PREPAYMENTS, DEPOSITS AND OTHER

21.

20. ENFIE - BERAMEKRR

RECEIVABLES 18
2018 2017
—E-N\F —E—tF
RMB’000 RMB'000
AR®T T AR®EF T

Prepayments: TARN IR -

— Advanced to suppliers — M EETEN R 626 2,333
— Prepaid land lease payments — A LA 731 731
— Others —Hfh 1,321 1,315
Deposits e 3,162 4,128
Other receivables H b e sk IE 1,272 1,814
VAT tax recoverable 368 -
7,480 10,321

As at 31 December 2018, none of the above assets is
either past due or impaired (2017: Nil). The financial
assets included in the above balances relate to receivables
for which there was no recent history of default.

Detail of impairment assessment of other receivables for
the year ended 31 December 2018 are set out in note 38.

PLEDGED DEPOSITS, CASH AND BANK
BALANCES

No deposits were pledged for bills payable for the year
ended 31 December 2018 (2017: pledged deposits
amounted to RMB2,127,000) (note 23).

At 31 December 2018, the cash and bank balances
of the Group denominated in RMB amounted to
RMB2,116,000 (2017: cash and bank balances amounted
to RMB3,554,000 and pledged deposits amounted
to RMB2,127,000). The RMB is not freely convertible
into other currencies, however, under the PRC Foreign
Exchange Control Regulations and Administration of
Settlement, Sale and Payment of Foreign Exchange
Regulations, the Group is permitted to exchange RMB
for other currencies through banks authorised to conduct
foreign exchange business.

Cash at banks earns interest at floating rates based on
daily bank deposit rates. At 31 December 2017, pledged
deposits earn fixed interest rate at 1.55% per annum.
The bank balances and pledged deposits are deposited
with creditworthy banks with no recent history of default.

e

21.

NZZEBE—-NE+-_A=+—8" kit
EEMEARIRE(ZZE—tF
ME)ost ALl r R & E BT R
I B R AL R FEW R IR B -

HE_Z—N\Ft+_HA=+—HIHF
& Hib UGB 2R B EF B
PAHIFE38 ©

CEFAFER BERBITHEES

BE-_Z-N\F+_A=+—H8IF
B UTEEEHRFER(ZE—+F: B
LHFERBARE2,127,00070 ) (M5
23)°

R-E—NE+_A=+—0 K&
EUARBETENRE RIRITEHR B
AR®2,116,000L(ZE—+F : 1§
& MIRTTH 8 A AR #3,554,0007C
e ERFERAEAR2127,000
Tl ARERATEREBKEMNE
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22.

23.

ASSETS CLASSIFIED AS HELD FOR SALE

On 10 October 2017, the Group entered into a sales and
purchase agreement with an independent third party at
a consideration of RMB26,000,000 to dispose of certain
property, plant and equipment with land use right located
in PRC. In accordance with IFRS 5, the disposal assets
were reclassified as assets held for sale. During the year
ended 31 December 2018, the transfer of legal title of
the disposal asset is in progress. In the opinion of the
directors of the Company, the disposal will be completed
in 2019.

The major classes of assets classified as held for sale as at
31 December 2017 and 2018 are as follows:

2. 7ERKEHENEE

R-ZFE—+tF+A+H AEHHE—
BB FE=HEINEE D UKRE
AR #26,000,000t HEWE - BE

REBARAMPA B Z 4 {FE A -
BIE R R B TSRS R ESS - HEE
EENMOBEARAEGENEE-HE
—E-NFF+-_A=+—HB HEZL
ESEMAENEZDNEETH K
RAEERALERBRR T —NFT
Wo

R-_E—N\EKR-_ZT—tF+_A8
=t HYBEAREGFENEETE
ERIT -

RMB’000

AR®BT T

Building and leasehold improvements BFRBEEREE 44,318
Prepaid land lease payments SELR ik 4,926
Impairment loss for 2017 R-ZE—tFREEBE (23,244)
26,000

The Group has pledged the land use right with a net
carrying amount of approximately RMB4,926,000 to
secure general banking facilities granted to the Group as
at 31 December 2017. The pledge of the land use right
was released in 2018.

TRADE AND BILLS PAYABLES

R-E—+E+=-A=+—8 K&
AR EFE LD ARE4L,926,000
TR L AEE RN EEER — K
IRITRE BRI AL
BER T \FRWEEHERE -

23. ENEZRARENE

2018 2017

—®-N\F T tF

RMB’000 RMB'000

AR®T T AREFT

Trade payables T E IR 46,806 40,911
Bills payables EANESE - 7,090
46,806 48,001
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23. TRADE AND BILLS PAYABLES (continued) 23. ENESEREFRENEE &)

An aging analysis of the Group’s trade and bills payables
as at the end of the reporting period, based on the

REBYPR AEBRNEZER R
BN RERETE A RE D OKREK DT

invoice dates, is as follows: [N
2018 2017
—E-N\F —E—4F
RMB’000 RMB’'000
AR¥T R AREFTT
Within 3 months 3MEAR 31,300 29,396
Over 3 months 3ME A E 15,506 18,605
46,806 48,001

The trade and bills payables are non-interest-bearing
and are normally settled on six months terms (2017:
six months). Bills payable were secured by the Group’s
pledged deposits amounted to RMB2,127,000 in 2017.
The Group has no bills payable as at 31 December 2018.

ENEZEFREMFEERETE B
—RANEA(ZE—+F : XEAR)
NEB- R -_ZT—+F AEF@B
BEHEFERARE?2,127,0007T & fE
NEZEBEEEER- R_T—N\F+=
A=+—R AEBEVEENEE-

24. DEPOSITS RECEIVED, OTHER PAYABLES 24. EWRE  HttEARERE
AND ACCRUALS TER
2018 2017
—E-N\F ZE—+tF
RMB’000 RMB’000
AR®T T AR¥TT
Deposits received: Bz -
— From customers —RBPERNFIA 300 300
— For disposal of assets held for sale —HEREHFEHFRDEE 16,500 5,000
— For subscription of new Shares — R 19,715 -
— Others —HA 405 551
Accruals and other payables FEETE A R E A FER FRIE 42,431 33,044
Provision for contingent consideration SRR ERE (FE27)
(note 27) 2,457 1,030
81,808 39,925

Other payables are non-interest-bearing and have a credit

term of two to three months.

HtENFIBETE EEHAWE
=f&8A -

Hghs —FT—\FFH
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25. SHORT TERM BORROWINGS

25. EHEE

2018 2017
—E-N\F —T—+F
RMB’'000 RMB’000
ARET T AR®EF T

Secured bank loans repayable AR —FRNEENEEFIRT
within one year =58 (b) 106,000 117,000

Unsecured loans repayable AR —FNEENBEERER

within one year 17,100 -
123,100 117,000
(@) At 31 December 2018 and 2017, the loans were (@ MZE—NFER-_ZET—+F+=

(b)

(@

Baofeng

denominated in Renminbi (2017: Renminbi) and

bore interest rates ranging from:

Year ended
31 December 2018

Year ended
31 December 2017

RMB26,954,000 (2017:

a director of the Company.

During the year ended 31 December 2018, the
Group has repaid the bank loans with principal
amount of RMB11,000,000 (2017: RMB7,000,000).

Modern Annual Report 2018

/

o)

At 31 December 2018, the secured bank loans of
the Group were secured by a pledge of certain of
the Group’s buildings and land use rights, with
carrying amounts of approximately RMB9,150,000
(2017: RMB12,415,000) and approximately
RMB32,611,000)
respectively. In addition, the bank loans were
secured by guarantees provided by an independent
third party, a director of the Company and a son of

A=T—B BEFHUARE
(ZZF—t5F: AR®)FE X
RATHERNBSXEE

4.35% - 5.22% BHE-ZT—N\F  BF435%

per annum +=—A=+—H %£5.22%
IFFE

4.35% - 5.00% HE—T—+F  H5F435%

per annum +—-A=+—H %£5.00%
IFFE

RZE—NF+=ZA=+—8"
REEDREEBRAMAEOHAR
#9,150,000C( = —t4%F : A
R #12,415,00070) & THEF
M #4 AN R ¥26,954,000t( =&
—+t&: AR#32,611,0007T)
2 L FE AEE RS E A HE T
IRITERAER - BLIN BRAIR
TEFRH—BBIE=H —4%
ARAREER—BARREERZ
TBFRMEER

E_FE-NF+_A=1+—H
IEFE AEBEEEASEA
AE#11,000,0007T 2 $RITE K

—+F : AR¥7,000,000
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26. CONVERTIBLE NOTES AND WARRANTS 26. TRAREBRARER
Valuation of the Convertible Notes and the R EERAREREE
Warrants
The movements of the Convertible Notes and the AR RIE RRBREENZEBIT

Warrants were as follows:

2015 2016
Convertible Convertible 2012
Notes Notes Warrants Total
ZE-1% ZE-RE ut- 3
TRREE TRREE ARERE an
(note a) (note a) (note b)
(fiita) (fiita) (frith)
RMB'000 RMB'000 RMB'000 RMB'000

AEETT AEETT AT ARETT

Fair value at 1 January 2017 RZE—tEN—-A-BNATE 116,894 77,930 5,067 199,891
Derecognition during the year FRR LR - - (5,067) (5,067)
Fair value gain credited to profit or loss ERRBRTANATERS

during the year (29,892) (20,110) - (50,002)
Fair value at 31 December 2017 and R-E—+E+-A=1-H

1 January 2018 k=%-N\5-A-H

MATE 87,002 57,820 - 144,822

Fair value loss charged to profit or loss ERRERMRHATERR

during the year 10,570 7221 - 17,797
Conversion of convertible notes during the year £/ X AR S (97,572) (65,047) - (162,619)
Fair value at 31 December 2018 RZE-\E+Zf=1-H

MATE - - - -
Represented by: BIATEERT
2018 =21\
Current portion eIk - - - -
Non-current portion ErHID - - _ _
il ot
Current portion fEdE 87,002 - - 87,002
Non-current portion ErGIL - 57,820 - 57,820
87,002 57,820 - 144,822

Hghs —FT-N\FFH
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26. CONVERTIBLE NOTES AND WARRANTS

(continued)

Valuation of the Convertible Notes and the
Warrants (continued)
Notes:

(a)

In connection with the acquisition of the Technology
Know-how as explained in note 17, the Company
issued zero-coupon unsecured convertible notes (the
“2015 Convertible Notes”) with principal amount of
HK$110,880,000 as part of the initial consideration on
16 December 2015. As a settlement of part of contingent
consideration, the Company also issued zero-coupon
unsecured convertible notes (the “2016 Convertible
Notes”) with principal amount of HK$73,920,000 on 2
February 2016.

The 2015 Convertible Notes and 2016 Convertible Notes
(collectively the “Convertible Notes”) entitle the holder
to convert them into ordinary shares of the Company
(the “Shares”) at any time from the date of issue of the
2015 Convertible Notes and 2016 Convertible Notes to
the date immediately prior to the Maturity Dates, being
the third anniversary of the date of issue, in multiples
of HK$1,000,000 at a conversion price of HK$0.84 per
conversion share subject to adjustments in certain events.
The shares to be allotted and issued upon conversions
shall rank pari passu in all respects among themselves and
with all other ordinary shares in issue by the Company on
the date of such allotment and issue. Also, the Company
has a right to redeem the Convertible Notes at any time
before the maturity date of the Convertible Notes.

The Convertible Notes included a debt instrument with
embedded derivatives. Upon initial recognition, the
Convertible Notes are designated as financial liabilities
at FVTPL since it contains embedded foreign exchange
derivatives. The fair values of the Convertible Notes are
remeasured at the end of each reporting period and any
gains or losses arising from changes in fair value are
recognised in the statement of profit or loss.

During the year ended 31 December 2018, the Group
received a total of two conversion notices from Bluestone
in respect of the exercise of the conversion rights
attached to the Convertible Notes in the aggregate
principal amount of HK$184,800,000 at the conversion
price of HK$0.84 per conversion share. As a result of
this conversion, the Company allotted and issued a
total of 220,000,000 Shares to Bluestone in December
2018 with additional share capital and share premium
of approximately HK$17,193,000 (equivalent to
RMB15,129,000) and approximately HK$167,607,000
(equivalent to approximately RMB147,489,000)
respectively. No Convertible Notes remain outstanding at
31 December 2018.
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26. CONVERTIBLE NOTES AND WARRANTS

(continued)

Valuation of the Convertible Notes and the
Warrants (continued)

Notes: (continued)
(@) (continued)

Valuation

As at 31 December 2017, the fair values of the
Convertible Notes were based on the valuations
performed by Ascent Partners and calculated using the
binomial model and the inputs into the model were as

26. TRBREERARESE &)

THRREERARERLEE)

Krat: (&)
@ (#)

1418
RZT—+E+-_A=+—8 7
BRZEN A FETREN AT
THEE WA -EERE 2%
B W@ ABURDT

follows:
2015 Convertible Notes

Stock closing price (HK$)
Principal amount (HK$'000)
Coupon rate (%)

Conversion price (HK$)
Volatility (%)

Risk-free rate (% per annum)
Expected life (years)
Expected dividend yield (%)

2016 Convertible Notes

Stock closing price (HK$)
Principal amount (HK$'000)
Coupon rate (%)

Conversion price (HK$)
Volatility (%)

Risk-free rate (% per annum)
Expected life (years)
Expected dividend yield (%)

—E-EFUBRRERE

R ZEU B E (BTT) 0.52
e (FHET) 110,880
SH A FE (%) 0
wmRE (BT) 0.84
8 (%) 84.94
mERANE%  §F) 1.04
TEEAFEY (5F) 0.96
T8 HA A% B W 2 2 (%) 0
—E-REUBRKRERE

=W RE (BT 0.52
e (FHET) 73,920
S A (%) 0
wmRE (BT) 0.84
18 (%) 79.09
mEERANE%  §F) 1.07
TEEAFEY (5F) 1.09
T8 HA A% B W 2 2 (%) 0

mgwy —2-ns5% 1071/
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26. CONVERTIBLE NOTES AND WARRANTS

(continued)

Valuation of the Convertible Notes and the
Warrants (continued)

Notes: (continued)

(b)

Pursuant to a subscription agreement entered into with
Asia Equity Value Ltd (the “Subscriber”) on 8 June 2012
(the “Subscription Agreement”), the Company issued a
7% senior guaranteed convertible notes with a principal
amount of HK$176,000,000 (i.e. RMB143,470,000)
(the “2012 Convertible Notes”) to the Subscriber on 21
June 2012 (the “Issuance Date”). No 2012 Convertible
Notes remained outstanding as at 31 December 2015.
In addition, pursuant to the Subscription Agreement,
the Company also issued to the Subscriber warrants (the
“2012 Warrants”) which carry the rights to subscribe for
62,026,431 new Shares as a condition to the issuance of
the 2012 Convertible Notes.

The 2012 Warrants initially give the holder of the 2012
Warrants (the “Warrants Holder”) the rights to subscribe
for 62,026,431 new Shares. The initial subscription
price of the 2012 Warrants is HK$1.53 per share (the
“Subscription Price”), subject to anti-dilution adjustment
for stock dividends, stock splits, dilutive securities
issuances and other customary adjustment events from
time to time in accordance with the terms and conditions
of the 2012 Warrants.
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26. CONVERTIBLE NOTES AND WARRANTS

(continued)

Valuation of the Convertible Notes and the
Warrants (continued)

Notes: (continued)

(b)

(continued)

On 7 February 2013, the Company entered into
a supplemental instrument with the Subscriber to
amend certain major terms and conditions of the 2012
Warrants (the “Supplemental Warrants Instrument”). The
Supplemental Warrants Instrument had been approved by
the Subscriber as the sole holder of the 2012 Warrants
in accordance with the terms and conditions of the 2012
Warrants. In accordance with the Supplemental Warrants
Instrument, the Company and the Subscriber agreed
that any adjustments to the Subscription Price should
take effect if the adjustment is HK$0.01 or more. The
Subscription Price had been adjusted from HK$1.53 to
HK$1.49 with effect from 12 October 2012 as a result of
the distribution of the 2012 interim dividend of HK2.5
cents per ordinary share by the Company.

According to the agreement amongst the Subscriber and
three independent third parties (the “Transferees”) on 29
October 2014, the 2012 Warrants were transferred from
the Subscriber to the Transferees on 29 October 2014.

The subscription period of the 2012 Warrants commences
from 6 months after the Issuance Date (i.e. 22 December
2012) (the “Warrants Subscription Date”), and expired on
the fifth anniversary from the Warrants Subscription Date
(i.e. 22 December 2017).

No warrants have been exercised during the year ended
31 December 2017.

The 2012 Warrants are classified as derivatives and are
accounted for as financial liabilities at FVTPL upon initial
recognition since it contains embedded foreign exchange
derivatives. The fair values of the 2012 Warrants are
remeasured at the end of each reporting period and any
gains or losses arising from changes in fair value are
recognised in the statement of profit or loss.
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27. PROVISION FOR CONTINGENT

CONSIDERATION

In connection with the acquisition of the Technology
Know-how as explained in note 17, provision for
contingent consideration as at 31 December 2015
represented the acquisition-date fair value of contingent
consideration of i) a maximum of approximately
RMB1,289,409,836 in cash (“Cash Consideration”); and
ii) the contingent convertible notes (“Contingent CNs")
with principal amount of HK$73,920,000 (equivalent
to approximately RMB60,590,164), which will be issued
by the Company after fulfilment of certain conditions
specified in the acquisition agreement signed on 14
October 2015 ("Acquisition Agreement”), as part of
the consideration for the acquisition of the Technology
Know-how.

The settlement of Cash Consideration and the
Contingent CNs is subject to the following conditions:

“Second Instalment Conditions” refer to (a) the
registration of the transfer of the PRC Patents and
the US Patent having been completed in the State
Intellectual Property Office of the PRC and the United
States Patent and Trademark Office respectively, such that
the Company having become the applicant of the PRC
Patents (or if the PRC Patents are granted, the Company
having become the PRC Patents owner) under the record
of the State Intellectual Property Office of the PRC, and
the Company having become the US Patent owner under
the record of the United States Patent and Trademark
Office; and (b) the training provided by Bluestone
to the technicians of the Group and its contracted
parties having been completed, such that the Group
and its contracted parties having been able to produce
graphene-based EVA foam material and graphene
deodorizing and sterilizing chips based on the Technology
Know-how independently, and the graphene-based EVA
foam material and graphene deodorizing and sterilizing
chips produced having been certified by an independent
technical organisation at provincial level or above to
meet the inspection standard as stipulated under the
Acquisition Agreement.
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27. PROVISION FOR CONTINGENT

CONSIDERATION (continued)

Upon fulfilment of the Second Instalment Conditions, the
second instalment in the amount of RMB450,000,000
should be payable by the Company, of which (a)
RMB389,409,836 should be paid in cash within 6
months after fulfilment of the Second Instalment
Conditions; and (b) RMB60,590,164 should be satisfied
by issuing the convertible notes with principal amount
of HK$73,920,000 to Bluestone or its nominee(s) within
15 business days after the fulfilment of the Second
Instalment Conditions.

“Third Instalment Conditions” refer to (a) the
accumulated turnover of a special purpose vehicle
("SPV") to be established by the Group for the sales
of graphene-based EVA foam material, graphene
deodorizing and sterilizing chips and graphene-based
wearable devices manufactured using the Technology
Know-how and/or any other companies (other than
companies of the Group) authorised to use the
Technology Know-how having reached RMB40,000,000;
and (b) the sales volume of graphene-based EVA foam
material having reached 20,000 cubic meters, each within
9 months after the Completion Date (or such later date
as the Company may agree).

Upon fulfilment of the Second Instalment Conditions
and the Third Instalment Conditions, the third instalment
in the amount of RMB270,000,000 should be payable
by the Company in cash to Bluestone or its nominee(s)
within 15 business days after the fulfilment of the Third
Instalment Conditions.

Second Instalment Conditions and Third Instalment
Conditions had been fulfilled and the Company had paid
RMB389,409,836 by way of cash and RMB60,590, 164 by
way of issuing the 2016 Convertible Notes (refer to note
26) and RMB270,000,000 by way of cash on 2 February
2016 and 8 September 2016 respectively.
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27. PROVISION FOR CONTINGENT

CONSIDERATION (continued)

Pursuant to the Acquisition Agreement, upon fulfilment
of the Second Instalment Conditions and the Third
Instalment Conditions, Bluestone is entitled to share 35%
of the earnings before interests, taxes, depreciation and
amortisation (“EBITDA") of the SPV for the 6-month
period ended 30 June or 31 December of each year
("Interim Financial Period”) starting from the year the
Second Instalment Conditions and the Third Instalment
Conditions are fulfilled and each subsequent Interim
Financial Period (until the end of the sixth financial year
ending 31 December from the Completion Date), subject
to a maximum sharing amount of RMB630,000,000 (the
"EBITDA Sharing Mechanism”).

For the avoidance of doubt, the financial year in which
the Completion Date ending on would be considered
as the first financial year for the purpose of the EBITDA
Sharing Mechanism. During the period under the EBITDA
Sharing Mechanism, for each Interim Financial Period, the
Company should appoint an independent auditor to issue
a certificate for the EBITDA of the SPV during the relevant
Interim Financial Period within 4 months from the end
of such Interim Financial Period, and the sharing amount
shall be paid by the Company in cash to Bluestone or its
nominee(s) within 15 business days after the issuance
of such certificate. Any license fees for the Technology
Know-how payable by the SPV to the Group will be
disregarded in the calculation of the EBITDA.

If the accumulated EBITDA of the SPV during the period
under the EBITDA Sharing Mechanism is less than
RMB1,800,000,000 (for the purpose, if the SPV records a
loss in any Interim Financial Period, the EBITDA of the SPV
of that Interim Financial Period would be regarded as zero
in calculating the accumulated EBITDA), the total sharing
amount under the EBITDA Sharing Mechanism will be less
than RMB630,000,000 and the Company is not obligated
to pay the shortfall between RMB630,000,000 and 35%
of the actual accumulated EBITDA of the SPV during the
period under the EBITDA Sharing Mechanism.

Provision for contingent consideration as at 31 December
2018 represented the contingent cash consideration
payable to Bluestone or its nominee(s) under the EBITDA
Sharing Mechanism.
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27. PROVISION FOR CONTINGENT

CONSIDERATION (continued)

27. RRERE @)

The movements of the provision for contingent AR EBREEZEHUOT -
consideration were as follows:
2018 2017
—E-N\F —E—+F
RMB’'000 RMB'000
AR®T AR®EF T
As at the beginning of the year REY] 48,302 276,868
Amount incurred during the year FRNFFARRE - (8,678)
Fair value change credited to profit or loss XA BT A2 A F(E
during the year & (43,533) (219,888)
As at the end of the year RER 4,769 48,302
Current portion included in deposits SFABWIZ S - BB IR
received, other payables and accruals KRIESHER 2 meh#H o (2,457) (1,030)
Non-current portion EREE D 2,312 47,272

The fair value of the provision for contingent
consideration is calculated using the discounted cash flow
approach (2017: discounted cash flow approach). The
inputs into the approach as at 31 December 2018 and
2017 were as follows:

RARBEEOAFERBERES
TE(ZE—tF - BBERESRE)F
- R _E-—NER_T—tF+=
A=+—8 ZENHAENT

2017
—E—F

2018
—E2-N\F

Discount rate BLIR &

The provision for contingent consideration is classified
as a financial liability which will then be measured at fair
value and any changes in fair value will be recognised in
the consolidated statement of profit or loss.

The directors of the Company conducted a fair value
assessment of the provision for contingent consideration
as at 31 December 2018, with reference to a valuation
conducted by Ascent Partners.

e

12.54% - 12.72% 12.32% - 12.54%

SLARBBERHABSRAS A
EBEATENE EARTER
BRGARERNRR -

ARBEFEZ2ENFHEL ZEES
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28. DEFERRED TAX LIABILITY

For the purpose of presentation in the consolidated
statement of financial position, certain deferred tax
asset and liability have been offset. The following is
the analysis of the deferred tax balances for financial
reporting purposes:
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28. EIEFIEE S

MEINGEMBRRAEMS & TIE
EHIEEERBED THIE AR
BWmE 2 REEHIBEESR D TEHI W
I

2018 2017

—g-NF —TtF

RMB’000 RMB’'000

AR¥T T ARETIT

Deferred tax asset FELEFRIBE E 580 -
Deferred tax liability EEHIBEE (3,071) (3,071)
(2,491) (3,071)

The following are the major deferred tax liability and
asset recognised and movements thereon during the
current and prior years:

AT AE R M FEHEE ER
FERERBEEREENANE

Allowance
for inventories Undistributed
and doubtful profits of PRC
debts subsidiary Total
FENEATF
FERRERE ZRA K RH @zt
RMB'000 RMB'000 RMB'000
AREFT ARETR AEETT
(note a)
(Wita)
At 1 January 2017, 31 December 2017 RIZ—t5-A-B ZF—tF
and 1 January 2018 +ZA=+t-AKk=E-\&
—H—H - (3,071) (3,071)
Credit to profit or loss STAER 580 - 580
At 31 December 2018 “E-\E+ZA=1+-H 580 (3,071) (2,491)
Note (a): K5t (a)
The amount represents Group’s withholding taxes to the ZEeHRER—_E—-NEFEE_E—+F+=
dividend payable by a PRC subsidiary amounted RMB62,075,000 B=+—8 ANEEFPRE QG EN
as at 31 December 2018 and 2017. f% B A R#62,075,000 T Y FE O FL ©
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29. SHARE CAPITAL 29. BA
The details of the authorised and issued share capital of RAKANRZEERBETRAZFBWN
the Company are as follows: N
2018 2017
—g-NE “TLF
RMB'000 RMB'000
ARBTR ARETTT
Authorised: T
5,000,000,000 ordinary shares of US$0.01 each 5,000,000,000/ &R E(E0.01% T
VE R 342,400 342,400
Issued and fully paid: BETRAR :
1,304,059,608 (2017: 1,084,059,608) ordinary shares of ~ 1,304,059,608%( = Z—+ % :
US$0.01 each 1,084,059,608f% ) SR EE0.01ETT
VERR 86,758 71,629
Ordinary shares ZER
Number of ordinary
shares of US$0.01 Nominal value of Nominal value of
each ordinary shares ordinary shares
BRE[EO
ERMEER
HE ERREE LEREE
US§'000 RMB'000
TER ARBFT
Authorised: BE
At 1 January 2017, 31 December 2017, NZE-—t5-F—-H
1 January 2018 and 31 December 2018 ZEtETZA=T-H
“Z-\5-A-BRk
“Z-N\FtZA=1+-H 5,000,000,000 50,000 342,400
Issued and fully paid: ERTRME :
At 1 January 2017, 31 December 2017 and e e =R
1 January 2018 “3tEtZA=T-AR
“Z-\¥-5-H 1,084,059,608 10,841 71,629
Conversion of convertible notes (note 26) RATTRRER (Ht26) 220,000,000 2,200 15,129
At 31 December 2018 R-F-\E+-A=1-H 1,304,059,608 13,041 86,758
HERY —T—N\EFH

e
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29. SHARE CAPITAL (continued)

Ordinary shares (continued)

Pursuant to the Company’s announcements dated 9
November 2018, 12 November 2018 and 8 March
2019, two independent subscribers subscribed for a
total of 182,800,000 new Shares at a subscription
price. of HK$0.27 per subscription share which were
completed on 8 March 2019 (the “Subscription”). The
net proceeds from the Subscription (after deducting
the relevant expenses incurred in the Subscription)
were approximately HK$49,136,000 (equivalent to
approximately RMB42,982,000).

As at 31 December 2018, deposit received for
the Subscription amounted to approximately
RMB19,715,000.
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30. SHARE-BASED PAYMENT TRANSACTIONS

Equity-settled share option scheme of the
Company

On 8 January 2011, the Company operates a share
option scheme (the “Share Option Scheme”) for the
purpose of providing incentives and rewards to eligible
participants who contribute to the success of the
Group’s operations. Eligible participants of the Share
Option Scheme include, among others, the Company’s
directors, including independent non-executive directors,
employees, suppliers of goods or services, customers,
consultants of the Group, the Company’s shareholders,
and any non-controlling shareholder in the Company’s
subsidiaries. The Share Option Scheme became effective
on 28 January 2011 and, unless otherwise cancelled or
amended, will remain in force for 10 years from that
date.

The maximum number of shares which may be issued
upon exercise of all option to be granted under the Share
Option Scheme and any other schemes of the Group
shall not in aggregate exceed 10% of the Shares in issue
at the Listing Date. The maximum number of Shares
issuable under share options to each eligible participant
in the Share Option Scheme within any 12-month period
is limited to 1% of the Shares in issue at any time. Any
further grant of share options in excess of this limit is
subject to shareholders’ approval in a general meeting.

Share options granted to a director, chief executive or
substantial shareholder of the Company, or to any of
their respective associates, are subject to approval in
advance by the independent non-executive directors.
In addition, any share options granted to a substantial
shareholder or an independent non-executive director of
the Company, or to any of their associates, in excess of
0.1% of the Shares in issue and or with an aggregate
value (based on the closing price of the Shares at the
date of grant) in excess of HK$5 million, in the 12-month
period up to and including the date of grant, are subject
to shareholders’ approval in advance in a general
meeting.

An offer of the grant of share options may be accepted
within 28 days from the date of offer, upon payment of
a nominal consideration of HK$1 in total by the grantee.
The exercise period of the share options granted is
determinable by the directors of the Company, and which
shall not exceed 10 years after the date on which the
share options are granted and accepted. The exercise of
any option may be subject to a vesting schedule to be
determined by the Board.
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(continued)

Equity-settled share option scheme of the
Company (continued)

The exercise price of share options is determinable by
the directors of the Company, but may not be less than
the higher of (i) the Stock Exchange closing price of the
Shares on the date of offer of the share options; (ii) the
average Stock Exchange closing price of the Shares for
the five trading days immediately preceding the date of
offer and (iii) the nominal value of the Shares.

Share options do not confer rights on the holders to
dividends or to vote at shareholders’ meetings.

The following share options were outstanding under the
Share Option Scheme during the year:

(&)

RRBAREEE 2 BREE
(%)
BREZTEERARREFETE -
HEASERATZ2ESE : (RO
BREENHBBMERMZEHE
(MR EREZEH AR EERXS A
FERE 2 A 2 “F A U {8 R (i) Bt BV
D

FERCEY A TR A AMEUR B 3R
BRARGREZHER

FA-RBEERET BN RITERE
PEEMT -

2018 2017
—E-N\F —E—LtF

Weighted Weighted
average Number average Number
exercise of share exercise of share
price options price options
hn#EF 5 BRE nETH BB
TEE A 1B #H

HK$ HK$

AT BT
At 1 January R—H—H 0.73 143,680,000 0.73 153,200,000
Granted during the year FREE 0.54 108,300,000 - -
Forfeited during the year FRRI 0.67 (10,800,000) 0.80 (9,520,000)
At 31 December Rt+=-—A=+—H 0.65 241,180,000 0.73 143,680,000

108,300,000 share options were granted (2017: Nil)
and 10,800,000 (2017: 9,520,000) share options
were forfeited due to cessation of employment of the
participants during the year ended 31 December 2018.

The outstanding share options as at 31 December 2018
were vested to the grantees in the following manner:

- 10,917,000 of such share options were vested on
10 December 2015 with an exercise period from 10
December 2015 to 9 December 2020.
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. SHARE-BASED PAYMENT TRANSACTIONS 30. UM AEBRNARZRS

(continued) (&)

Equity-settled share option scheme of the ARATUARELEE 2 BIRETE
Company (continued) (&)

19,356,000 of such share options were vested on
10 December 2016 with an exercise period from 10
December 2016 to 9 December 2020.

3,195,000 of such share options were vested on 10
December 2017 with an exercise period from 10
December 2017 to 9 December 2020.

2,556,000 of such share options were be vested on
10 December 2018 with an exercise period from 10
December 2018 to 9 December 2020.

2,556,000 of such share options will be vested on
10 December 2019 with an exercise period from 10
December 2019 to 9 December 2020.

45,660,000 of such share options were vested on
24 June 2016 with an exercise period from 24 June
2016 to 23 June 2021.

31,600,000 of such share options were vested on
24 June 2017 with an exercise period from 24 June
2017 to 23 June 2021.

2,900,000 of such share options were vested on
24 June 2018 with an exercise period from 24 June
2018 to 23 June 2021.

2,320,000 of such share options will be vested on
24 June 2019 with an exercise period from 24 June
2019 to 23 June 2021.

2,320,000 of such share options will be vested on
24 June 2020 with an exercise period from 24 June
2020 to 23 June 2021.

1,425,000 of such share options were vested on 16
December 2016 with an exercise period from 16
December 2016 to 15 December 2021.

1,900,000 of such share options were vested on 16
December 2017 with an exercise period from 16
December 2017 to 15 December 2021.
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30. SHARE-BASED PAYMENT TRANSACTIONS 30.

(continued)

Equity-settled share option scheme of the
Company (continued)

- 2,375,000 of such share options were vested on 16
December 2018 with an exercise period from 16
December 2018 to 15 December 2021.

- 1,900,000 of such share options will be vested on
16 December 2019 with an exercise period from 16
December 2019 to 15 December 2021.

- 1,900,000 of such share options will be vested on
16 December 2020 with an exercise period from 16
December 2020 to 15 December 2021.

- 64,980,000 of such share options were vested on
19 June 2018 with an exercise period from 19 June
2018 to 18 June 2023.

- 43,320,000 of such share options will be vested on
19 June 2019 with an exercise period from 19 June
2019 to 18 June 2023.

The outstanding share options as at 31 December 2017
were vested to the grantees in the following manner:

- 10,917,000 of such share options were vested on
10 December 2015 with an exercise period from 10
December 2015 to 9 December 2020.

- 19,356,000 of such share options were vested on
10 December 2016 with an exercise period from 10
December 2016 to 9 December 2020.

- 3,195,000 of such share options were vested on 10
December 2017 with an exercise period from 10
December 2017 to 9 December 2020.

- 2,556,000 of such share options were vested on 10
December 2018 with an exercise period from 10
December 2018 to 9 December 2020.

- 2,556,000 of such share options will be vested on
10 December 2019 with an exercise period from 10
December 2019 to 9 December 2020.
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SHARE-BASED PAYMENT TRANSACTIONS

(continued)

Equity-settled share option scheme of the
Company (continued)

52,140,000 of such share options were vested on
24 June 2016 with an exercise period from 24 June
2016 to 23 June 2021.

35,920,000 of such share options were vested on
24 June 2017 with an exercise period from 24 June
2017 to 23 June 2021.

2,900,000 of such share options were vested on
24 June 2018 with an exercise period from 24 June
2018 to 23 June 2021.

2,320,000 of such share options will be vested on
24 June 2019 with an exercise period from 24 June
2019 to 23 June 2021.

2,320,000 of such share options will be vested on
24 June 2020 with an exercise period from 24 June
2020 to 23 June 2021.

1,425,000 of such share options were vested on 16
December 2016 with an exercise period from 16
December 2016 to 15 December 2021.

1,900,000 of such share options were vested on 16
December 2017 with an exercise period from 16
December 2017 to 15 December 2021.

2,375,000 of such share options were vested on 16
December 2018 with an exercise period from 16
December 2018 to 15 December 2021.

1,900,000 of such share options will be vested on
16 December 2019 with an exercise period from 16
December 2019 to 15 December 2021.

1,900,000 of such share options will be vested on
16 December 2020 with an exercise period from 16
December 2020 to 15 December 2021.
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(continued)

Equity-settled share option scheme of the
Company (continued)

The exercise prices and exercise periods of the share
options outstanding as at the end of the reporting period
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(%)
RATUREEE 2 BIRET S
(%)

R 2 R 8 RTT R RO BB AR T 2
BRITERT

are as follows:

2018

—2-N\E

Number of Exercise price

share options HK$ per share Exercise period

BREHR TEESRER T

108,300,000 0.54 19 June 2018 to 18 June 2023
—E-NFRATABEZZ=-=FxA+N\H

9,500,000 0.99 16 December 2016 to 15 December 2021
ZTE-RE+tZHAt+XRBE=E=—F+=A+EHH

84,800,000 0.67 24 June 2016 to 23 June 2021
—E-RERAZtTHNBE=ZE=-_—FXA=Z+=H

38,580,000 0.81 10 December 2015 to 9 December 2020
—E-RF+-At+HE-ZE-ZEHF+=-AANAH

2017

—g—tF

Number of Exercise price

share options HKS$ per share Exercise period

BREHE TEESRER TEH

9,500,000 0.99 16 December 2016 to 15 December 2021
—E-RE+-_A+RAHE-_Z-_—%+-A+HH

95,600,000 0.67 24 June 2016 to 23 June 2021
TE-RFARAA-tTWNHEHE-_Z-_—FXA-1+=H

38,580,000 0.81 10 December 2015 to 9 December 2020

The fair value of the share options granted during the
year ended 31 December 2015 was HK$24,872,000
(equivalent to RMB20,837,000) of which the Group
recognised share based payments of RMB860,000 and
RMB1,081,000 during the years ended 31 December

2017 and 2018 respectively.

The fair value of the share options granted on 24 June Qg
2016 and 16 December 2016 was HK$18,960,000 TN
(equivalent to RMB16,204,000) and HK$3,924,000 ‘FED
(equivalent to RMB3,510,000) of which the Group b
recognised share based payments of RMB4,551,000 and
RMB2,155,000 during the years ended 31 December

2017 and 2018 respectively.
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30. SHARE-BASED PAYMENT TRANSACTIONS

(continued)

Equity-settled share option scheme of the
Company (continued)

The fair value of the share options granted on
19 June 2018 was HK$17,289,000 (equivalent to
RMB14,148,000) of which the Group recognised share
based payments of RMB11,969,000 during the year
ended 31 December 2018.

The fair value was estimated as at the date of grant,
using a binomial model, taking into account the terms
and conditions upon which the options were granted.
The following table lists the inputs to the model used:

/|

30. URBAEBNNRZRS
(%)
AABURELEE 2 BIRESTE
(&)
RZZE—N\ENA+TILBRENER
RENT1E 17,289,000 T (FER A
R#514,148,0007T )+ E A AN 5 B A &
2T N\F+_A=1+—HIFE
BRUBRDAEAERONRARE
11,969,0007T °

RNETIEE MR HBRE KRG
MR R R B B(E A —H AR
BUEEE o FRIIR AT A R 8 A 2K
e

2018 share options —E-NGFERE

Weighted average share price (HK$ per share) IREFHRE (FRET) 0.54
Exercise price (HK$ per share) TEE (8RET) 0.54
Expected volatility (%) T8 HA R 18 (%) 70.79
Expected life of options (year) BRENTEERTE (F) 5
Risk-free rate (% per annum) ERRMNE(FF%) 2.266
Expected dividend yield (%) TE HA AR B Uk 5 2 (%) 0
Exercise multiple — director TEEH-—£=F 2.57
Exercise multiple — employee TEEH—EE 1.54

Expected volatility was determined by using the historical
volatility of the Company’s share price over the previous 5
years. The expected life and exercise multiple used in the
model have been adjusted, based on management’s best
estimate, for the effects of non-transferability, exercise
restrictions and behavioural considerations.

No other feature of the options granted was incorporated
into the measurement of fair value.

The binomial model has been used to estimate the fair
value of the options. The variables and assumptions
used in computing the fair value of the share options are
based on the directors’ best estimate. The value of an
option varies with different variables of certain subjective
assumptions.

During the year ended 31 December 2018, 10,800,000
(2017: 9,520,000) of forfeited share options with fair value
of approximately RMB1,689,000 (2017: RMB2,490,000)
which previously recognised in share options reserve had
been transferred to retained profits.
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30. SHARE-BASED PAYMENT TRANSACTIONS

31.

(continued)

Equity-settled share option scheme of the
Company (continued)

As at 31 December 2018, the Company had 241,180,000
(2017: 143,680,000) share options outstanding under the
Share Option Scheme, which represented approximately
18.49% (2017: 13.3%) of the Shares in issue as at
that date. The exercise in full of the outstanding share
options would, under the present capital structure
of the Company, result in the issue of 241,180,000
(2017: 143,680,000) additional Shares and additional
share capital and share premium of approximately
HK$18,891,000 (equivalent to RMB16,553,000) (2017:
HK$11,231,000 and equivalent to RMB9,388,000)
and approximately HK$137,061,000 (equivalent to
RMB120,093,000) (2017: HK$93,476,000 equivalent to
RMB78,137,000), before issue expenses.

RESERVES

The amounts of the Group’s reserves and movements
therein for the current and prior reporting periods are
presented in the consolidated statement of changes in
equity.

(i) Contributed surplus

On 17 January 2011, CITIC Capital, the Company
and its shareholders had entered into certain
conditional release and discharge agreements,
pursuant to which, the new exchangeable note
would be duly released and discharged, which had
taken place on the Listing Date, 28 January 2011,
and prior to the commencement of the trading of
the Shares on the Stock Exchange. Accordingly,
the liability component of the new exchangeable
note of RMB57,768,000 on the Listing Date was
extinguished and transferred to the contributed
surplus in shareholders’ equity upon the full
conversion of the new exchangeable note.
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31. RESERVES (continued)

(@

(i)

(iii)

Contributed surplus (continued)

Pursuant to the stock borrowing agreement entered
into between Best Mark and the Subscriber on 21
June 2012, Best Mark lent 32,000,000 Shares to
the Subscriber. Upon initial recognition, the value
of such contribution amounting to approximately
RMB12,183,000 from the substantial shareholder
was accounted for as a deemed contribution in the
shareholder’s equity. The carrying amount of such
contribution from the substantial shareholder is not
remeasured in subsequent years.

On 10 September 2012, Best Mark and the
Subscriber entered into a letter agreement (the
“Call and Put Option Confirmation”) pursuant to
which the Subscriber had granted to the Best Mark
the right to purchase 32,000,000 of the Shares at
a strike price of HK$1.01 and the Best Mark has
granted the Subscriber the right to require the Best
Mark to purchase 32,000,000 of the Shares at the
same strike price.

On 17 December 2014, the Company was informed
by Best Mark that 32,000,000 Shares had been
transferred by the Subscriber to Best Mark and
the transaction set out in the Call and Put Option
Confirmation was terminated.

Statutory surplus fund

In accordance with the relevant regulations
applicable in the PRC, the Group’s subsidiary
established in the PRC is required to transfer a
certain percentage of its statutory annual profits
after tax (after offsetting any prior period’s losses), if
any, to the statutory surplus fund until the balance
of the fund reaches 50% of its registered capital.
Subject to certain restrictions as set out in the
relevant PRC regulations, the statutory surplus fund
may be used to offset against accumulated losses
of the PRC subsidiary. The amount of the transfer is
subject to the approval of the board of directors of
the PRC subsidiary.

Exchange fluctuation reserve

The exchange fluctuation reserve comprises all
foreign exchange differences arising from the
translation of the financial statements of operations
outside the PRC which are dealt with in accordance
with the accounting policy set out in note 3 to the
financial statements.

e

. R
() ﬁﬁx%i%ﬁ,%(%‘)
BER-_T——FRXA-+— A

(i)

(iii)
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% BRTERFIENEELY
A ANRH12,183,0007T ' AR
BmBTNARNAGRIETE-B
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32. OPERATING LEASE ARRANGEMENTS 2. REMNRH
The Group leases a production plant and premises under REBREBELLEHENOLTHEELEM
operating lease arrangements. Leases for these properties B R iGH - 5%E W e 9 HE B &
are negotiated for average terms of one to five years. EER—FERF-
At the end of the reporting period, the Group had total REREAR  REEIRIE T AT BE&
future minimum lease payments under non-cancellable ZRLN TS B B E m Rk =K
operating leases falling due as follows: SRRERAT
2018 2017
—E-N\F —E—tF
RMB’000 RMB’'000
AR®TT ARETTT
Within one year —FR 668 397
In the second to fifth years, inclusive F_ERF(BEEREMTE) 984 560
1,652 957
33. COMMITMENTS 33. A
In addition to the operating lease commitments M b SCP 532 AT sE il A9 48 &8 FH 4 A I
detailed in note 32 above, the Group had the following SN REBER 2 REAFRA A TAIE :

commitments at the end of the reporting period:

2018 2017
—E-N\F —EF—+F
RMB’000 RMB’000
AR®T T ARETTT
Contracted for capital commitment in BERKBARRENGTA
respect of investment in subsidiaries BN EHE 185,021 128,171
Contracted for commitments in respect of: HRILA ~IE B 85T £IH&IE ¢
— advertising and consultancy services —EE REARS 373 571
- construction in progress —HEETRE 354 149
- research and development contract —HWEE 4 300 685
— property, plant and equipment /e RS ] 9,468 7,539
10,495 8,944
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34. RELATED PARTY TRANSACTIONS

35.

Compensation of key management personnel of the
Group is as follows:

. BEALRS

AEBTZERASNMEMT

2018 2017

—E2-N\F ZE—LF

RMB’000 RMB’'000

AR®T ARETFTT

Fees we - _

Other emoluments: HAmHE :

Salaries, allowances and benefits in kind & ZEE R EWFIZ 1,968 2,001
Contributions to retirement benefits RNBAIFHEIGERK

schemes 30 31

1,998 2,032

CAPITAL RISK MANAGEMENT

The Group manages its capital to ensure that entities in
the Group will be able to continue as a going concern
while maximising the return to shareholders through the
optimisation of the debt and equity balance. The Group’s
overall strategy remains unchanged from prior year.

The capital structure of the Group consists of net
debt, which includes the borrowings (note 25),
convertible notes (note 26), and provision for contingent
consideration (note 27); net of cash and cash equivalents
and equity attributable to owners of the Company,
comprising issued share capital, reserves and retained
profits.

The directors of the Company review the capital structure
on a semi-annual basis. As part of this review, the
directors of the Company consider the cost of capital
and the risks associates with each class of capital. Based
on recommendations of the directors of the Company,
the Group will balance its overall capital structure
through the payment of dividends, new share issues and
share buy-backs as well as the issue of new debt or the
redemption of existing debt.

e

35. EAXEREE

AEEEEAEEN §HEBBELE
B AR RER AR B B R8T
AEEMERRE R FEFIE -

AEENEARBEEEEFE(E
EEE(ME25) ATk EE(H T
26) Ml A BB (B E27)(F0RR R
ERBEESEEY)) RARBHEA AR
EED(BREBEITHRA  HEMRE
Al e

ARBEEGLFRST —RENHE
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36. FINANCIAL INSTRUMENTS BY CATEGORY

36. ZERIBAITNEMTR

The carrying amounts of each of the categories of RZE—-NFER-_ZE—tF+=A
financial instruments as at 31 December 2018 and 2017 —tT—HRNZEem T AEREEAN
are as follows: T
Financial assets SREE
2018 2017
—E-N\E T —+F
RMB’000 RMB'000
ARET R AREET T
Loans and receivables: ERREW
Trade and bills receivables (note 19) F WE SRS &EH&ZMF(/W?@) 33,659 29,806
Financial assets included in prepayments, BEEENKIE Re kHEM
deposits and other receivables W RIEN EREE 1,854 2,442
Pledged deposits BEERER - 2,127
Cash and bank balances B4 LiIRT4E% 21,080 5,888
56,593 40,263
Financial liabilities SHEE
2018 2017
—E-\E e
Financial Financial
Financial liabilities at Financial liabilities at
liabilities at  amortised liabilities at ~ amortised
FVTPL cost Total FVTPL cost Total
BATE \Rﬁﬁﬁ BATHE \W?ﬁﬁ
FTABR  RARE SABE RAEE
WemesE HNepas am NEREE MeRai B
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
AR¥ETT AR®TR AR®TR ARETT ARETRT AR®ETR
Non-derivative financial liabilities:  3E{T4+ 2 BEE
Trade and bills payables (note 23)  FEFTE S8R R ER
SB(HH23) - 46,806 46,806 - 48,001 48,001
Financial liabilities included in BEERYRS  Eft
deposits received, other payables  fEfTZIE K BT EF
and accruals HeRaiE - 42,431 42,431 - 33,044 33,044
Short term borrowings (note 25)  REREE (A1:#25) - 123,100 123,100 - 117,000 117,000
Provision for contingent SAREREHF27)
consideration (note 27) 4,769 - 4,769 48,302 - 48,302
4,769 212,337 217,106 43,302 198,045 246,347
Derivative financial liabilities: TEEHERE
Convertible notes BREE - - - 144,822 - 144,822
- - - 144,822 - 144,822
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37. FAIR VALUE MEASUREMENTS OF 37. eI AMNAFEFE
FINANCIAL INSTRUMENTS
Fair value of the Group’s financial assets and AEBRBELSEMHEERATES
financial liabilities that are measured at fair value ENSREERSRMEBENATE
on a recurring basis
Some of the Group’s financial assets and financial REZW|R XEENETERE
liabilities are measured at fair value at the end of each EXeHAERATENE - TR2
reporting period. The following table gives information NzEcHMEERTRABBATEE
about how the fair values of these financial assets and EARNLERFANMGES ELEH
financial liabilities are determined (in particular, the ANBE)RFEREE R -

valuation technique(s) and inputs used).

Significant
Fair value as at Fair value unobservable Valuation technique(s)
Financial liabilities 31 December 2018 hierarchy inputs Range and key input(s)
RZF-N¥
t-h=1-A EARAEE HERERTE
tREE WATE NYEZH GAfl L BAE
Provision for Liabilities, Level 3 Discount rate 12.54%-12.72% Discounted Cash Flow
contingent RMB4,769,000 (2017:12.32%-12.54%) Approach
consideration The key inputs are set out in
note 27
FARERRE g E BRE 12.54%-12.72% ERREW
AR#4,769,0007 (ZB3—L5F:1230%-1254%)  EEHAEHRKF
During the year of 2018, all convertible notes were R-ZE—N\F MEAREEEREE
converted to Shares. No outstanding balance as at 31 BREG - RZF-N\F+A=+
December 2018. A $EKEEEH-

iRy —2-nFFR |8
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37. FAIR VALUE MEASUREMENTS OF 37. TR I EMNQAFEFE#E)
FINANCIAL INSTRUMENTS (continued)
The directors of the Company consider that the carrying RABEFRE RESUBREE
amounts of financial assets and financial liabilities RNeREERCRBENREE N
recognised in the consolidated financial statements HAVERE -

approximate their fair values.

Fair value hierarchy NHEER

As at 31 December 2018 R-ZE—-NE+ZA=+—H
Level 1 Level 2 Level 3 Total
F—R - 11} E=4 W

RMB’000 RMB’000 RMB’000  RMB'000
ARBTR AR®TR AR® TR AR¥TX

Provision for contingent AR ERE
consideration - - 4,769 4,769
As at 31 December 2017 R_E—+F+=-_A=+—H
Level 1 Level 2 Level 3 Total
F—H F-H B R
RMB’000 RMB'000 RMB'000 RMB'000
AREBTIT AREFTTT AREBTFIT AREFTITC
Convertible notes AR ERIE - - 144,822 144,822
Provision for contingent AR ERE
consideration - - 48,302 48,302
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37. FAIR VALUE MEASUREMENTS OF 37. EMIT AN AFEFE®E)
FINANCIAL INSTRUMENTS (continued)
Reconciliation of Level 3 fair value measurements BoR AT EFTEWHER

Provision for
Convertible contingent
notes consideration

TRERE SIRAKERE

RMB’000 RMB'000
ARETT ARETT
(note 26) (note 27)
(ftzt26) (Kt:£27)
As at 31 December 2017 and 1 January 2018 AZZE—+F+-_A=+—8BK
—Z-\F—-H—H 144,822 48,302
Fair value loss charged/(gain credited) to profit FRRBRIIBHAFEERL
or loss during the year (FEAB R FEKER) 17,797 (43,533)
Conversion of convertible notes during the year 8/ i, 3 A9 A] #2 j% 2 15 (162,619) -
As at 31 December 2018 R-ZE-N\FE+=-F=1+—H - 4,769
38. FINANCIAL RISK MANAGEMENT 38. IEEREERERKE
OBJECTIVES AND POLICIES
The Group’'s major financial instruments, include REENMFESHTEBRIEEKRES
trade receivables, deposits and other receivables, B e hEMEKE . 2 G
pledged deposits, cash and bank balances, trade FH Re RIBTTES ENESE
and bills payables, other payables and accruals, short KRG FENEYE - A E A FRIE N FEET
term borrowings, convertible notes and provision B -RHEE THREZE LA
for contingent consideration. Details of the financial RERE ZEZELHTEANFERNE
instruments are disclosed in respective notes. Mz 45 5 o
The main risks arising from the Group’s financial NEFESB T AN T ERKEBFEINE
instruments are foreign currency risk, credit risk, interest B EERR - FXREE RHES
rate risk, liquidity risk and commodity price risk. The &L N R ERERS - S E S a0
policies on how to mitigate these risks are set out below. BRIEZERBABR - BEEEEER
The management manages and monitors these exposures BEIn 2y 58 @ bl 0 DARE R N B DA i
to ensure appropriate measures are implemented on a PREGE S B E o

timely and effective manner.

migRy —2-nFEg |8
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38. FINANCIAL RISK MANAGEMENT 38. BiIEREEEERBEE)

N86
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OBJECTIVES AND POLICIES (continued)

Foreign currency risk

The Group has transactional currency exposures. Such
exposures arise from sales transactions and financing
denominated in US dollars (“US$”) and Hong Kong
dollars ("HK$").

ShEEELRR

AEEARSERRR  TBRE MU
Ern(Ex)EBET(EBITDFHERN
HER S LBERD -

The following table demonstrates the sensitivity at the TRETVREFREBER WA HME
end of the reporting period to a reasonably possible EREFETNE  AEBRUAIEELE
change in the US$ and HK$ exchange rate, with all other 7T I B TUIE SR B & 1R A B B Eh 9 UK
variables held constant, of the Group’s loss before tax. T o

Increase/

(decrease) in

Increase/  the Group's
(decrease) in loss before
US$/HKS rate tax
AEBRRB
Exn/ BrER GIBELA
EH(FE) (T%)
% RMB’000
ARBTT
2018 —B-N\E
If US$ strengthens against RMB WETHAREHE 5 1,692
If HK$ strengthens against RMB BT H AREHE 5 935
If US$ weakens against RMB WMETHARKRE (5) (1,692)
If HK$ weakens against RMB BT L ARERE (5) (935)
2017 —E—+F
If US$ strengthens against RMB WETHAREHE 5 1,359
If US$ weakens against RMB WETEAREEE (5) (1,359)

The Group currently does not have a foreign currency
hedging policy but the management monitors foreign
exchange exposure and will consider hedging significant
foreign currency exposure should the need arise.

/
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38. FINANCIAL RISK MANAGEMENT

OBJECTIVES AND POLICIES (continued)

Credit risk and impairment assessment

As at 31 December 2018, the Group’s maximum exposure
to credit risk which will cause a financial loss to the
Group due to failure to discharge an obligation by the
counterparties is arising from the carrying amount of the
respective recognised financial assets as stated in the
consolidated statement of financial position.

In order to minimise the credit risk, the management
of the Group has delegated a team responsible for
determination of credit limits, credit approvals and other
monitoring procedures to ensure that follow-up action is
taken to recover overdue debts. In addition, the Group
performs impairment assessment under ECL model upon
application of IFRS 9 (2017: incurred loss model) on trade
receivables individually or based on provision matrix. In
this regard, the directors of the Company consider that
the Group’s credit risk is significantly reduced.

For prepayments, deposits and other receivables, the
Group makes individual assessment based on industrial
factors, historical observed default rates and are adjusted
for forward-looking information that is available without
undue cost or effort. No impairment allowance was
provided by the Group on prepayments, deposits and
other receivables during the current year.

The Group’s credit risk on bank balances and cash is low
and there is no significant concentration of credit risk
because all bank deposits are deposited in or contracted
with several state-owned banks with good reputation and
with high credit ratings assigned by international credit-
rating agencies. No recognition of ECL on bank balances,
restricted bank balances and cash is considered necessary.

The Group's concentration of credit risk by geographical
locations is mainly in US (2017: US), which accounted for
76% (2017: 69%) of the total trade receivables as at 31
December 2018.

The Group has concentration of credit risk as 74%
(2017: 45%) and 99% (2017: 78%) of the total trade
receivables was due from the Group’s largest customer
and the five largest customers respectively.

e

38.
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38. FINANCIAL RISK MANAGEMENT 38. KEREEEERBE#

OBJECTIVES AND POLICIES (continued)
Credit risk and impairment assessment (continued) EERBRRENG(E)
The tables below detail the credit risk exposures of T%p¥L$EIE’MELTﬁEHﬁTZTEﬁ
the Group’s financial assets, which are subject to ECL Btz eREERRCEER
assessment:
2018 —E— N\

External

credit rating  12m or lifetime ECL Gross carrying amount

12BRH2H
HIBEETR AHEEBE BEREE
RMB’000 RMB'000

ARETT ARET T

Financial assets at amortised

costs
RBMRAGTECERMEE
Trade receivables (note a) Lifetime ECL 33,787
from sales of goods (not credit impaired)
HENMELZEWE HER (Ktita) >HIRHEEERRE
(BZERE)
Credit-impaired 8,246 42,033
EERME
Bank balances and cash AA+ 12m ECL 21,080
RITEBRRES AA+ REABHEEER
Credit-impaired - 21,080
EERME
Prepayments, deposits and (note b) Lifetime ECL 7,480
other receivables (not credit impaired)
FAN IR 12 E RHE YT (Ktztb) SHEHEEER
(BEERE)
Credit-impaired - 7,480
EERME
Notes: Bfat -
(@)  For trade receivables from sales of goods, the Group has (@) HEEMMELEZEKEZENRM
applied the simplified approach in IFRS 9 to measure the & AR E B R IR A 75 R S 2 A

EFZBLTE NI EMEHE
EEEGAEEERB-BRELRE
EREZEBAN AEEEBRE

loss allowance at lifetime ECL. Except for debtors credit-
impaired, the Group determines the ECL on these items by

using a provision matrix, grouped by internal credit rating IR E B R R s R
A A=A = 7 v
and/or past due status. B BBEREEXSEE 2B
HiEEEE-
(b)  For prepayments, deposits and other receivables, the (b) gﬂﬁﬁ TIE e R E M E I
external credit ratings are not available for each individual S EESE TG ZERNAL
to be assessed. Z%?%W%M%EEW& °
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38. FINANCIAL RISK MANAGEMENT

OBJECTIVES AND POLICIES (continued)

Credit risk and impairment assessment (continued)

As part of the Group’s credit risk management, the
Group uses debtors’ aging to assess the impairment for
its customers in relation to its sales of goods operation
because these customers consist of a large number of
small customers with common risk characteristics that
are representative of the customers’ abilities to pay all
amounts due in accordance with the contractual terms.

The following table provides information about the
exposure to credit risk for trade receivables, which are
assessed based on provision matrix as at 31 December
2018 within lifetime ECL (not credit impaired). Debtors
credit-impaired with gross carrying amounts of
RMB8,246,000 as at 31 December 2018 were assessed
individually.

Gross carrying amount

38.

Average
loss rate

FHBRE

BHEREERERBERE)

EE R RORE R ()
ERAEBEEERREEN—7
AEEFERESARKIEEHEER
mEFBEENEFPRE RESZF
EFmZRAAKRRERRS RN
BEFMARK - mMARRREFHEZFR
BA KRR A B BRI 8L

TRREERZ2HEBEEBE(ES
ERE) AR -_ZSE—NE+_-A
=+t HEBEEEIHZEKE S
RRERZEERRZER -R=F
—N\FE+=-A=+—8 BERALER
& A ARS8,246,000T 22 HIEE
BREZERANETEBTME -

HBIREE

ECL (not
credit
impaired)
AHEEEE
(BEERE)
RMB'000
ARETTT

Trade
receivables

FE W B 5 BR X
RMB’000

ARETTT

Current (not past due) BIHR (#EEER)
Less than 1 months past due BELREA
2 to 3 months past due wHER2 2= 318 A
4 to 6 months past due #E4Z=61E A

As at 31 December 2018, the Group provided
RMB128,000 impairment allowance for trade receivables
based on the provision matrix, while impairment
allowance of RMBS8,246,000 were made on credit
impaired debtors by individual ECL assessment.

e

5%
10%
50%

32,564 -
574 29
564 56

85 43

33,787 128

R-ZZE—-NE+-_A=+—80 K&
ERIEREEEERE SRR
B R E AR 128,000t M. &A@
ERBEHEERETAMRELREER
BEZEEAGTIRBAEREBARE
8,246,0007T, °
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38. FINANCIAL RISK MANAGEMENT
OBJECTIVES AND POLICIES (continued)

38. IEMREEEERBEKE)

Credit risk and impairment assessment (continued) SRR KRR ERNE(E)
The following table shows the movement in lifetime ECL T%%ﬁ'lE@T)?%Mﬁ}iﬁﬁiﬁijﬁl%

that has been recognised trade receivables under the
simplified approach.

R 2HEMER

EBRzE

Lifetime ECL  Lifetime ECL
(not credit (credit
impaired) impaired) Total
2 HifE 2 HiFEH
FEEE FEBER
(BEERE) (E&RHE) st
RMB'000 RMB'000 RMB’000
ARBTT ARBFTT ARBFTT
As at 31 December 2017 -2 -+t F
under IAS 39 TZA=+—HRE
B g s £ A
3955 - 2,689 2,689
Adjustment upon application of & F BUFR B 75 R & 7
IFRS 9 AIFESSRILAE - 1,967 1,967
As at 1 January 2018 - As =22 -N#&
restated —B—H-&&E% - 4,656 4,656
— Impairment losses recognised — B MR (E 18 128 3,590 3,718
At 31 December 2018 =2 -N#F
+=HA=+—H 128 8,246 8,374
The Group writes off a trade receivable when there i B B R R RETS A H R R & I IS
is information indicating that the debtor is in severe B WEZHIBBHEERSK(EBEA
financial difficulty and there is no realistic prospect of BEEBRIEARERT HEWES
recovery, e.g. when the debtor has been placed under NEREBHER —F UREER
liquidation or has entered into bankruptcy proceedings, 2 REESMEEKE SRR -
or when the trade receivables are over one year past due,
whichever occurs earlier.
Interest rate risk F == 2 b
The Group's exposure to the risk of changes in market AEERBNTSMESCRREE
interest rates relates primarily to the Group's short term HEAEERZ ST ESNEHEEER-

borrowings with floating interest rates.
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38. FINANCIAL RISK MANAGEMENT

OBJECTIVES AND POLICIES (continued)
Interest rate risk (continued)

The Group regularly reviews and monitors the floating
interest rate borrowings in order to manage its interest
rate risks. The short term borrowings, cash and short
term deposits are stated at amortised cost and not
revalued on a periodic basis. Floating rate interest income
and expenses are credited/charged to the statement of
profit or loss as earned/incurred.

The following table demonstrates the sensitivity to a
reasonably possible change in interest rates, with all other
variables held constant, of the Group’s net loss before tax
(through the impact on floating rate borrowings)

8. M ERE B FERBER &

F=mE b ()
AEBEREEMERNT BEENE
BEEMXER-EHEE RehE
HIF SR IR B SH A AN ABR - T & E
B FRBRARTHRNEBRRAR
EMEBEE TSRk -

TRETMHA SR RS TE
AEEREANERIE(ETAEE
B HFI% 2 A A B B
I‘\Eo

Increase in

Increase in loss before
interest rate tax
R Bt AT

FI 2= 38 hn B
(basis points) RMB’'000

(£%) ARBTE

2018 —E-N\F
2017 —ZE—tF
Liquidity risk

In the management of the liquidity risk, the Group
monitors and maintains a level of cash and cash
equivalents deemed adequate by the management
to finance the Group’s operations and mitigate the
effects of fluctuations in cash flows. The management
monitors the utilisation of bank borrowings and ensures
compliance with loan covenants.

The Group relies on bank borrowings as a significant
source of liquidity. As at 31 December 2018, the Group
has available unutilised short-term bank loan facilities of
approximately RMB9,000,000 (2017: RMB51,040,000).

The following table details the Group’s remaining
contractual maturity for its non-derivative financial
liabilities. The table has been drawn up based on the
undiscounted cash flows of financial liabilities based on
the earliest date on which the Group can be required to
pay. The maturity dates for other non-derivative financial
liabilities are based on the agreed repayment dates. The
table includes both interest and principal cash flows.
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38. FINANCIAL RISK MANAGEMENT 38.
OBJECTIVES AND POLICIES (continued)

Liquidity risk (continued)

MgmEEERE B FERBER(#

REESER(E)
/\\E:Eli&ﬁﬁji {IJVN o /}IL /?'@J*Ug !
E'J%Tﬁfﬁi%ﬁﬂuzﬁﬁu He

To the extent that interest flows are floating rate, the
undiscounted amount is derived from interest rate curve

at the end of the reporting period.

2018
—E-N\F
Less than 12 1to5 Undiscounted Carrying
On demand months years cash flow amount
PR A8
REXE TZfiA -21f Refg FEf
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARETT ARETR ARETR ARBTR ARETT
Non-derivative financial liabilities: FELReE:
Trade and bils payables (note 23) EIEFEIRENEE
(Hit23) - 46,806 - 46,806 46,806
Financial liabilties included in deposits B4R NIES - Z{HEMH
received, other payables and accruals BREERNSRARE - 42,431 - 42,431 42,431
Short term borrowings i - 125,930 - 125,930 123,100
Provision for contingent consideration SRR ERE - 3,078 3,077 6,155 4,769
- 218,245 3,017 21,322 217,106
Derivative financial liabilites; EeraE:
Convertible notes BREE - - - - _
2017
—T—+tF
Less than 12 1105 Undiscounted Carrying
On demand months years cash flow amount
SR AR
RERE TZfA -E1f Reng BEE
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
AE®TT ARETT AR ARETT AE®TT
Non-derivative financial liabilities: 3E$}i$ﬁﬂ’éf :
Trade and bills payables (note 23) BREFEIRENRE
(Hi23) - 48,001 - 48,001 48,001
Financial liabilties included in deposits ~ BAEENUES  ZHERF
received, other payables and accruals EREGERNEHAR - 33,044 - 33,044 33,044
Short term borrowings ot - 118,202 - 118,202 117,000
Provision for contingent consideration RRERRE - 1,142 65,502 66,644 48,302
- 200,389 65,502 265,891 246,347
Derivative financial liabilties: fTEeBaR:
Convertible notes HRRE - 92,686 61,790 154,476 144,822
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FINANCIAL RISK MANAGEMENT
OBJECTIVES AND POLICIES (continued)
Liquidity risk (continued)

The amounts included above for variable interest rate
instruments for non-derivative financial liabilities are
subject to change if changes in variable interest rates

differ to those estimates of interest rates determined at
the end of the reporting period.

Commodity price risk

The major raw materials used in the production of
the Group’s products include rubber and plastics. The
Group is exposed to fluctuations in the prices of these
raw materials which are influenced by global as well as
regional supply and demand conditions. Fluctuations in
the prices of raw materials could adversely affect the
Group’s financial performance. The Group historically has
not entered into any commodity derivative instruments to
hedge the potential commodity price changes.

EVENT AFTER THE REPORTING PERIOD

The net proceeds from the Subscription (after deducting
the relevant expenses incurred in the Subscription)
were approximately HK$49,136,000 (equivalent to
approximately RMB42,982,000). The net proceeds were
intended to be used for the research and development
of carbon application products and to provide additional
general working capital for the Company. These new
Shares rank pari passu with other shares in issue in all
respects.
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40. STATEMENT OF FINANCIAL POSITION OF 40. DT 2 MR R T
THE COMPANY

2018 2017
—E-N\F —T—+F
NO}‘(\? RMB’000 RM{B'OOﬁO
i it ARET AREET T
NON- CURRENT ASSET FRBEE
Intangible assets B EE 288,000 549,000
Interest in subsidiaries AN EENGILE L T 902,882 888,248
1,190,882 1,437,248
CURRENT ASSETS RBEE
Prepayments, deposits and other TENFUE - B E REMIE
receivables W8 331 296
Cash and bank balances e MIRTTES 51 51
382 347
CURRENT LIABILITIES nEEE
Deposits received, other payables and Y34 - H b fE(S
accruals FIERETER 32,791 11,584
Amounts due to subsidiaries IENEIENGIE S 1,112,580 1,112,580
Convertible notes AR RE - 87,001
1,145,371 1,211,165
NET CURRENT LIABILITIES BB EFEE (1,144,989) (1,210,818)
TOTAL ASSETS LESS CURRENT BEERABAEG
LIABILITIES 45,893 226,430
NON-CURRENT LIABILITIES ERBEE
Convertible notes AT 4R - 57,820
Provision for contingent consideration s SR {C(BE B 2,312 47,272
2,312 105,092
NET ASSETS EEFRE 43,581 121,338
EQUITY =
Share capital R 86,758 71,629
Reserves ] i (43,177) 49,709
TOTAL EQUITY ESEEE 43,581 121,338
Approved and authorised for issue by the Company’s ARREBEFER _ZTE—NLE=ZA
board of directors on 27 March 2019 and signed on its —ttEBEHERKETZE WHNLT
behalf by: ATHREREE -
ZHENG Jingdong LEUNG Tsz Chung
BRR RF
Director Director
EF -
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40. COMPANY LEVEL STATEMENT OF 40. XR B 2 MR K (& .
FINANCIAL POSITION (continued)
Note Kzt
i) Reserves of the Company i) ZINYNESIR R
Capital Share
Share  Contributed  redemption options  Accumulated
premium surplus reserve reserve losses Total
BHEE 428 HARERE  BRERE ZitE8 &3t

RMB'000 RMB'000 RMB'000 RMB000 RMB000 RMB000
ARBTL  ARETL  ARETR  ARETR  ARETR  ARETR

At 1 January 2017 RZE—t5-F-8 416,325 395,026 524 25,363 (456,419) 380,819
Loss and total comprehensive expense for - FREERZER X
the year e - - - - (3652
Forfeiture of share options R E - - - (2,490) 2,490 -
Equity-settled share based payments EREEENRELSH
RiERH - - - 5,411 - 5,411
At 31 December 2017 and RZZB-tE+ZA=+-8
1 January 2018 k=%-\g-A-H 416,325 395,026 524 28,284 (790,450) 49,709
Conversion of convertible notes FRUTRREE 147,490 - - - - 147,490
Loss and total comprehensive expense  EABRR2EHX
for the year am - - - - (255,581) (255,581)
Forfeiture of share options RUERE - - - (1,689) 1,689 -
Equity-settled share based payments  EREEENRABERN
E - - - 15,205 - 15,205
At 31 December 2018 W=B-NtZA=t-H 563,815 395,026 524 41800 (1,004,382 #3.177)

migry —2-ng5x |0
e \;
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41.

42.

PARTICULARS OF PRINCIPAL SUBSIDIARIES
OF THE COMPANY

Place of registration/

incorporation and Issued and fully

41.

ARREEMBARANFS

Percentage of equity

Name operations paid up capital attributable to the Company  Principal activities
BR/2MAIR  CRAREH
£ Reny HEER AAREEEREDL TEER
Direct Indirect
EE 5k
BAOF International Limited Hong Kong HK$10,000 100 - Trading of slippers
and provision of
management services

EBHERARARF Bk 10,000 7T 100 - EBERERREERRS

Quanzhou Baofeng Shoes Co., Ltd.*  PRC RMB544,229,000 - 100 Manufacture and sale of
("Quanzhou Baofeng”) slippers, sandals and

casual footwear

FMEEESXBERAR e ARH - 100 BERHEEHRE RER

([FMEE]) 544,229,00070 NG

Baofeng Modern (HK) Limited Hong Kong HK$10,000 100 - Dormant

EliH (BE)FRAA &E 10,0003 ¢ 100 - EmEX

Astute Sino Developments Limited ~ BVI US$100 100 - Dormant

EERRARLA EBRAHS 100 T 100 - EEEX

2D Material Technology Hong Kong HK$100 100 - Dormant
Company Limited

WEMHHMBARRA EE 1007t 100 - EEEX

2D Material Technology Limited BVI US$100 100 - Dormant

ABRUES 100%7T 100 - EEE%

Xinfeng 2D (Fujian) Material PRC RMB7,500,000 - 100 Manufacture and sale
Technology Company Limited of Graphene-based
("Xinfeng 2D")* Products

BEME_EMHMEERAE @ ARH - 100 BERHEARBER
([FrEe=g])~ 7,500,007

(Fujian Caidian Keji Company PRC RMB650,000 - 100 Dormant

Limited)
BREGRENRAREELT e AR #650,0007T - 100 EEg%

* Quanzhou Baofeng and Xinfeng 2D are wholly-foreign-
owned enterprise established under the law of the PRC.

None of the subsidiaries had issued any debt securities at
31 December 2018 and 2017 or at any time during the
year.

APPROVAL OF THE FINANCIAL
STATEMENTS

The financial statements were approved and authorised
for issue by the board of directors on 27 March 2019.
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