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FINANCIAL INFORMATION

The following discussion of our Group’s financial condition and results of operations
should be read in conjunction with our Group’s consolidated financial statements as at the end
of and for each of FY2019, FY2020 and FY2021, including the notes thereto, included in
Appendix I to this document. The consolidated financial statements have been prepared in
accordance with HKFRSs. The following discussion contains certain forward-looking statements
that involve risks and uncertainties. Our Group’s future results could differ materially from
those discussed below as a result of various factors, including those set forth under the section
headed ‘“‘Risk factors’ and elsewhere in this document.

OVERVIEW

We are a PRC-based cigarette packaging paper manufacturer with research and development
capabilities to supply customised products to our customers. We supply our products primarily to
cigarette package manufacturers which operate in different provinces of the PRC, mainly including
Hubei Province and Henan Province. The products sold by us are used in the manufacture of
cigarette packages for well-known cigarette brands in the PRC. During the Track Record Period,
our products were used as cigarette packaging materials for at least nine cigarette brands which
were recognised as the “Dual 15 cigarette brands (% 1 FLEE# 51 j8)” by the STMA. The “Dual 15
cigarette brands” represent the 15 cigarette brands which derived the highest sales from tier 1 and
tier 2 cigarettes in 2020 in the PRC. According to the Industry Report, we were ranked as the
largest cigarette packaging paper manufacturer (in terms of revenue) in Hubei Province in 2020,
with a market share of approximately 14.9% in Hubei Province. For further details of our business,
please refer to the paragraph headed ‘“Business — Business overview” in this document.

KEY FACTORS AFFECTING OUR RESULTS OF OPERATIONS AND FINANCIAL
CONDITION

Our results of operations and financial condition have been and will continue to be affected
by a number of factors, including those set out below and in the section headed *“Risk factors” in
this document.

Our sales of cigarette packaging paper are dependent on the PRC legislative and regulatory
control on cigarette consumption and awareness of health concerns

According to the Industry Report, the PRC Government has promulgated a series of
legislative and regulatory control on the cigarette industry and health promotion initiatives. Major
legislative and regulatory control and initiatives include:

e  Regulations on the Administration of Sanitation at Public Places ({3t iir 5 4F 48 Hi ¢
#1)) which took effect on 1 April 1987 and was last amended on 6 February 2016, and
the Detailed Rules for the Implementation of the Regulations on the Administration of
Sanitation at Public Places ({335 irfiy A= 45 BRG EAEAN I )) which took effect on 1
May 2011 and was subsequently amended on 19 January 2016, prohibits smoking in
indoors public areas. Conspicuous no-smoking warnings and signs shall be set up in
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public operations. Various provincial and municipal government authorities such as
Beijing, Shanghai, Shenzhen and another 16 provinces had issued their detailed rules on
smoking control in public areas in recent years;

° The Provisions of Regulating the Packaging and Labeling of Domestic Sales of Tobacco
(KR A 153 360 5 ) 1 85 6 R A0 2B ARk 1 #2E )), which came into effect in 2006, requires,
amongst others, the warning statement of “Smoking is harmful (WJEA FE @) to be
shown on cigarette packages and the tobacco manufacturers are responsible for ensuring
the compliance with such provisions. The latest announcement “Notice of China
National Tobacco Corporation on Further Strengthening the Labeling of Warning Signs
on Cigarette Packages (€% R AR\ W) B A 28 — 20 I K F6 M8 0 2 A bk ) 114 3
1)) issued in 2011, amongst others, prescribes additional requirements on the font
size of the warning statement and colour difference for the relevant backgrounds;

e  The Advertising Law of the People’s Republic of China ({H'#E A R LA & 15 %)),
which was amended by the Standing Committee of the National People’s Congress in
April 2015, prohibits the publication of tobacco advertisements in the mass media or
public places, public transportation and outdoors;

e  The “Healthy China 2030” Planning Outline ({fgJ51[E203041 #|4H2)), which was
issued by the State Council of the PRC in October 2016, emphasised the need to
comprehensively push forward the implementation of tobacco control agreements,
intensify tobacco control efforts, and improve the effectiveness of tobacco control
through pricing, taxation, and legal means. Further publicity and education on tobacco
control will be carried out. The PRC Government will actively promote a smoke-free
environment, strengthen the supervision and law enforcement of tobacco control in

public places and target to reduce the smoking rate among people aged 15 or above to
20 percent by 2030;

° The Law of the People’s Republic of China on the Promotion of Basic Medical and
Health Care (CHP 3 A R F0 B0 A Bt 2L B fi iR {2 475 )) was issued by the
Standing Committee of the National People’s Congress on 1 June 2020 for the purposes
of developing the medical and health care cause, ensuring that citizens enjoy basic
medical services, improving the health care level of citizens, and promoting the
construction of healthy China according to the Constitution of the PRC. The PRC
Government will take measures to reduce the harm of smoking to the health of citizens,
and control smoking in public places. Supervision and law enforcement will be
strengthened. Tobacco product packaging should be printed with warnings describing
the dangers of smoking. The sale of tobacco to minors is prohibited.

There is no assurance that the PRC Government will not promulgate any further legislative or
regulatory control measures on the PRC cigarette market or industry. In the event that any such
measures are promulgated, cigarette consumption and the size of the overall PRC cigarette market
may further shrink, as a result of which the demand for cigarette packaging paper may also be
negatively affected. If cigarette consumption and demand for cigarette packaging paper decrease,
our business and results of operations could be materially and adversely affected.
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The global trend of increasing awareness of health and the health hazards associated with
cigarette smoking may negatively influence the sales of cigarette, which in turn would affect the
demand for cigarette packaging in the PRC and our sales of cigarette packaging paper. As our
revenue was derived from business relating to the sales of cigarette packaging paper during the
Track Record Period, in the event that cigarette demand in the PRC shrinks significantly and we
are unable to promptly shift our product mix and customer base to other end markets, our business,
results of operations, financial conditions and future prospects could be adversely affected.

Our competitiveness depends, to a larger extent, on our ability to expand production capacity
and product range

Our competitiveness depends, to a larger extent, on our ability to expand production capacity
and product range, in order to increase our market share. We manufactured our products in our
production facility located in Hubei Province, the PRC. The actual production volumes of our
production facility were approximately 23,352 tonnes, 22,749 tonnes and 26,733 tonnes and the
effective utilisation rates were approximately 83.3%, 97.4% and 95.4% for FY2019, FY2020 and
FY2021, respectively. For more information about our production capacity and utilisation rates,
please refer to the paragraph headed “Business — Production facility and capacity” in this
document. Given the utilisation rates of our production facility have reached a relatively high level
as mentioned above, our Directors believe that it is critical to expand our production capacity in
order to capture the expected growth in sales volume and sales value of cigarette packaging paper
in the PRC as stated in the Industry Report.

We will continue to expand our production capacity and product range to capture market
opportunities. For details of our future expansion plans, please refer to the section headed “Future
plans and use of [REDACTED]” in this document.

Our business strategies are subject to significant business, economic and competitive
uncertainties and contingencies in the market, many of which are beyond our control and may
delay or increase the costs of implementation. Such uncertainties and contingencies may include,
inability to finance or obtain capital to finance our expansion plans, delays in the delivery and
installation of machinery and equipment, labour shortage and related issues, raw materials and
other cost increases or the promulgation of new laws and regulations related to environmental
protection, delays or failure in securing the necessary governmental approvals and downturn in the
economy. If we are unable to further expand our production capacity and product range, we may
lose our competitiveness in the market, which could materially and adversely affect our financial
condition and results of operations, as well as the growth of our revenue and profits.

The demand for our cigarette packaging paper is affected by the demand for cigarettes in the
PRC, which in turn is subject to the prices of cigarettes and economic conditions in the PRC

We supply our products mainly to cigarette package manufacturers which operate in different
provinces of the PRC. To a much lesser extent, some of our customers are trading companies
which on-sell our products to cigarette package manufacturers. The products sold by us are used in
the manufacture of cigarette packages for well-known cigarette brands in the PRC. Therefore,
demand for our cigarette packaging paper is highly associated with the demand for cigarettes in
the PRC.
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Demand for cigarettes is dependent on, amongst other factors, prices of cigarettes and
economic conditions in the PRC. For instance, increase in tobacco tax imposed by the PRC
Government may result in an increase in retail prices of cigarettes and adversely affect the demand
for cigarettes. Likewise, the demand for cigarettes is influenced by the purchasing power and
preferences of consumers which is dependent on the PRC economic conditions. Any downturn in
the PRC economic conditions or outlook may adversely affect the demand for cigarettes.

Any potential decline in the demand for cigarettes due to increase in cigarette prices or
downturn in the PRC economic conditions may have a material adverse impact on our business,
financial conditions, results of operations and growth prospects.

Fluctuation in our cost of sales

Our cost of sales mainly comprised of raw materials and goods used, direct labour, utilities
and depreciation. We source raw materials such as white cardboard, film and other accessory
materials such as glue and ink from various suppliers in the PRC. Please refer to the paragraph
headed “Business — Our suppliers” in this document for more information.

The following sensitivity analysis illustrates the impact of hypothetical fluctuations of the
major component of our cost of sales, namely, costs of raw materials and goods used, on our profit
before income tax during the Track Record Period. The hypothetical fluctuation rate for white
cardboard and film (as represented by its key raw materials including BOPP, PET and aluminum
foil) which are the major raw materials used in our production, is set at 0.2% and 4.2%,
respectively, which correspond to the approximate minimum and maximum CAGR percentage
changes in the average price of such raw materials in the PRC from 2016 to 2021 as stated in the
Industry Report, and are therefore considered reasonable for the purpose of this sensitivity
analysis.

Hypothetical fluctuations in
our raw materials and goods used -0.2% -4.2% +0.2% +4.2%

Increase/(decrease) in profit before

income tax (Note) RMB’000 RMB’000 RMB’000 RMB’000
FY2019 469 9,864 (469) (9,864)
FY2020 475 9,965 (475) (9,965)
FY2021 553 11,615 (553) (11,615)

Note: Our profit before income tax was approximately RMB39.0 million, RMB48.4 million and RMB42.1 million
for FY2019, FY2020 and FY2021, respectively.
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BASIS OF PRESENTATION AND PREPARATION OF FINANCIAL INFORMATION

Please refer to note 1.3 and 2.1 of the Accountant’s Report as set out in Appendix I to this
document.

CRITICAL ACCOUNTING POLICIES, ESTIMATES AND JUDGEMENTS

The financial information of our Group has been prepared in accordance with accounting
policies which conform with HKFRSs. The significant accounting policies adopted by our Group
are set forth in detail in note 2 to the Accountant’s Report as set out in Appendix I to this
document, while the critical accounting estimates and judgements adopted by our Group are set
forth in note 4 to the Accountant’s Report as set out in Appendix I to this document.

Impairment of trade and bills receivables

Our Group’s management determines the provision for impairment of trade and bills
receivables and the expected lifetime losses are recognised from initial recognition of the assets.
For trade receivables, the expected credit losses are determined based on our Group’s historical
observed default rates and industry credit loss rate over the expected life of the trade receivables
with similar credit risk characteristics and is adjusted for forward-looking estimates. For bills
receivable, the expected credit losses are mainly assessed by taking into account the credit rating
for issuing financial institutions and is adjusted for forward-looking estimates. In making the
judgement, our Group’s management considers available reasonable and supportive forward-
looking information such as actual or expected significant changes in the operating results of
customers or issuing financial institutions, actual or expected significant adverse changes in
business and customers or issuing financial institutions’ financial position including, among others,
the economic impact of the unprecedented COVID-19 pandemic on the customers or issuing
financial institutions and the regions in which they operate. At every reporting date, historical
observed default rates and industry credit loss rate are updated (for trade receivables) and the
credit rating for issuing financial institutions (for bills receivable) and changes in the forward-
looking estimates are analysed by our Group’s management. For details, please refer to note 3.1.2
of the Accountant’s Report in Appendix I to this document.

Net realisable value of inventories

Our Group writes down inventories to net realisable value based on an assessment of the
realisability of inventories. Write-downs of inventories are recorded where events or changes in
circumstances indicate that the balances may not be realised. The identification of write-downs
requires the use of judgment and estimates. These estimates are based on the market condition and
the historical experience of selling prices of similar nature. Where the expectation is different from
the original estimate, such difference will impact the carrying value of inventories and write-
downs of inventories in the period in which such estimate has been changed.
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Estimated useful lives of property, plant and equipment

Our Group’s management determines the estimated useful lives, and related depreciation
charges for our property, plant and equipment. The estimates are based on the historical experience
of the actual useful lives of property, plant and equipment of similar nature and functions. Our
management will increase the depreciation charges where useful lives are less than previously
estimated lives. We will write off or write-down technically obsolete or non-strategic assets that
have been abandoned or sold. Actual economic lives may differ from estimated useful lives.
Periodic review could result in a change in depreciable lives and therefore affect the depreciation
charges in future periods.

Current and deferred income tax

Our Group is subject to income taxes in the PRC. Significant judgment is required in
determining the provision for income taxes. There are many transactions and calculations for
which the ultimate tax determination is uncertain. Our Group recognises liabilities for anticipated
tax audit issues based on estimates of whether additional taxes will be due. Where the final tax
outcome of these matters is different from the amounts that were initially recorded, such
differences would impact the current and deferred income tax assets and liabilities in the period in
which such determination is made.

Deferred tax assets relating to certain temporary differences and tax losses are recognised
when our management considers it is probable that future taxable profit will be available against
which the temporary differences or tax losses can be utilised. Where the expectation is different
from the original estimates, such difference will impact the recognition of deferred tax assets and
income tax in the period in which such estimates are changed.
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SUMMARY OF RESULTS OF OPERATIONS

The consolidated statements of comprehensive income during the Track Record Period are
summarised below, which have been extracted from the Accountant’s Report set out in Appendix I
to this document:

FY2019 FY2020 FY2021
RMB’000 RMB’000 RMB’000

Revenue 312,800 318,346 370,311
Cost of sales (247,050) (248,236) (288,522)
Gross profit 65,750 70,110 81,789
Selling expenses (8,133) (7,153) (10,123)
Administrative expenses (16,985) (15,700) (32,389)
Net impairment (losses)/reversal of impairment

on financial assets (2,041) (1,755) 474
Other income 1,549 3,347 1,972
Other gains — net 44 451 100
Operating profit 40,184 49,300 41,823
Finance income 214 236 1,070
Finance costs (1,361) (1,171) (825)
Finance (costs)/income — net (1,147) (935) 245
Profit before income tax 39,037 48,365 42,068
Income tax expense (4,740) (6,194) (6,381)
Profit for the year 34,297 42,171 35,687

Other comprehensive income for the year — — —

Total comprehensive income for the year
attributable to
Owners of the Company 34,297 42,171 35,687
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PRINCIPAL COMPONENTS OF RESULTS OF OPERATIONS
Revenue

We generated our revenue mainly from the sale of cigarette packaging paper during the Track
Record Period, and our products are categorised into (i) transfer paper; (ii) laminated paper; and
(ii1) frame paper. To a lesser extent, we also provide cigarette packaging paper processing services
to our customers. We generated revenue of approximately RMB312.8 million, RMB318.3 million
and RMB370.3 million for FY2019, FY2020 and FY2021, respectively. Our revenue is generally
affected by the selling price and sales volume of our products. Please refer to the paragraph
headed ‘“‘Period-to-period comparison of results of operations™ in this section for a discussion of
the change in our revenue during the Track Record Period.

Revenue breakdown by product and service type

The following table sets forth a breakdown of (i) our revenue, sales volume and average
selling price by type of our cigarette packaging paper; and (ii) revenue generated from the
provision of cigarette packaging paper processing services during the Track Record Period:

FY2019 FY2020 FY2021
% of Average % of Average % of Average
total Sales  selling total Sales  selling total Sales  selling
Revenue  revenue  volume price  Revenue  revenue  volume price  Revenue  revenue  volume price
RMB RMB RMB
RMB 000 fonnes  per tonne  RMB'000 fonnes  per tonne  RMB'000 fonnes  per tonne
Sale of cigarette packaging
paper
— Transfer paper 246,017 786 16,162 15200 253250 796 17326 14600 312,741 845 20357 15400
— Laminated paper 01,414 19.6 5517 1L100 59,616 18.7 5,55 10,700 55,889 15.1 5,137 10,900
— Frame paper 2,328 0.8 312 7,500 1,486 04 175 8,500 1,594 0.3 180 8,800
Sub-total 309,759 99.0 21,991 314,352 98.7 23054 370,224 999 25,674
Provision of cigarette
packaging paper
processing service 3,041 1.0 3,994 1.3 87 0.1
Total 312,800 100.0 318,346 100.0 370,311 100.0
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Revenue generated from sale of transfer paper accounted for approximately 78.6%, 79.6%
and 84.5% of our total revenue for FY2019, FY2020 and FY2021, respectively, being the product
type with the largest revenue contribution. Please refer to the paragraph headed “Period-to-period
comparison of results of operations” in this section for the reasons of the fluctuations in our
revenue during the Track Record Period.

Revenue breakdown of our product sales by the categories of cigarettes

During the Track Record Period, a majority of our revenue was derived from the sales of
cigarette packaging paper products applied for mid-to-high-end cigarettes. The table below sets
forth a breakdown of revenue of our sales of cigarette packaging paper products by the categories
of cigarettes during the Track Record Period:

FY2019 FY2020 FY2021

Revenue Revenue Revenue

RMB’000 % RMB’000 % RMB’000 %
Mid-to-high-end cigarettes V' 2 292,787 94.5 296,881 94.4 358,652 96.9
Low-end cigarettes V¢ 7/ 16,972 55 17471 56 11,572 3.1
Total 309,759 100.0 314,352 100.0 370,224 100.0
Notes:
1. The classification of our products by the tiers of cigarettes that our products were applied for was compiled

based on information provided by our customers and Ipsos, and the product description set out in the
framework sales agreements and/or purchase orders.

2. Mid-to-high-end cigarettes represent tier 1 to tier 3 cigarettes, with retail price at or above RMB6 per box.

3. Low-end cigarettes represent tier 4 to tier 5 cigarettes, with retail price below RMB6 per box.

During the Track Record Period, our revenue generated from the sales of cigarette packaging
paper for the use in the manufacture of mid-to-high-end cigarettes increased from approximately
RMB292.8 million for FY2019 to approximately RMB296.9 million for FY2020, and further
increased to approximately RMB358.7 million for FY2021. The significant increase in the sales of
cigarette packaging paper products applied for mid-to-high-end cigarettes in FY2021 was mainly
due to the increase in demand for mid-to-high-end cigarettes as a result of the continuation of the
focus of cigarette industry towards mid-to-high-end cigarettes with government’s policy on
promoting mid-to-high-end cigarette as discussed under the paragraph headed ‘“‘Industry Overview
— Industry drivers and opportunities” in this document. Our Directors believe that we are well-
positioned to capture the growing demand for mid-to-high-end cigarette packaging paper in the
PRC mainly because of our production capability and ability in manufacturing quality cigarette
packaging paper for the use by mid-to-high-end cigarette brands.

- 228 —



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST BE READ IN
CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

FINANCIAL INFORMATION

Revenue breakdown by geographical locations of our customers

Our customers are all situated in China, and a majority of them are situated in Hubei
Province and Henan Province. The following table sets forth a breakdown of our revenue by
geographical locations of our customers during the Track Record Period:

FY2019 FY2020 FY2021

RMB’000 % RMB’000 % RMB’000 %
Hubei Province 166,038 53.1 186,063 584 166,162 44.9
Henan Province 63,883 20.4 94,500 29.7 121,230 32.7
North-east China "¢ "/ 34,910 112 16,959 53 44,165 11.9
East China ' %/ 11,280 3.6 13,138 41 33,266 9.0
Others Vo' 36.689 11.7 7,686 2.5 5.488 1.5
Total 312,800 100.0 318,346 100.0 _ 370,311 100.0
Notes:
1. North-east China mainly include Liaoning Province, Jilin Province and Heilongjiang Province.
2. East China mainly include Shanghai Municipality, Jiangsu Province, Zhejiang Province, Anhui Province,

Fujian Province, Jiangxi Province and Shandong Province.

3. Others mainly include Guangdong Province, Shaanxi Province and Chongqing Municipality.

Please refer to the paragraph headed “Business — Our customers — Sales by geographical
locations of our customers” in this document for the reasons of fluctuations in revenue by
geographical locations.

Cost of sales

Our cost of sales consisted of raw materials and goods used, direct labour, utilities,
depreciation and other cost of sales. The following table sets forth a breakdown of our cost of
sales during the Track Record Period:

FY2019 FY2020 FY2021

RMB’000 % RMB’000 % RMB’000 %
Raw materials and goods used 234,430 949 237,253 95.6 276,548 95.8
Direct labour 4,753 1.9 4,068 1.6 4,153 1.4
Utilities 3,193 1.3 2,905 1.2 4,022 1.4
Depreciation 2,392 1.0 2,452 1.0 2,479 0.9
Others 2,282 0.9 1,558 0.6 1,320 0.5
Total 247,050 100.0 248,236 100.0 288,522 100.0
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Our cost of sales during the Track Record Period comprised:

(a) raw materials and goods used, which included white cardboard, film and other raw
materials such as ink and glue used in our production;

(b) direct labour costs consisted of salaries, wages and benefits of our workers directly
engaged in production;

(c) utilities, which mainly represented the electricity costs for our production facility.

(d) depreciation, which mainly represented the depreciation expenses of our buildings and
machinery; and

(e) others, which mainly include maintenance fees and other overheads incurred in our
production.

Please refer to the paragraph headed‘Period-to-period comparison of results of operations” in
this section for the reasons of the fluctuations in our cost of sales during the Track Record Period.

Gross profit and gross profit margin

Our gross profit was approximately RMB65.8 million, RMB70.1 million and RMBS81.8
million for FY2019, FY2020 and FY2021, respectively. Our gross profit margin was
approximately 21.0%, 22.0% and 22.1% for FY2019, FY2020 and FY2021, respectively. For the
fluctuations of our gross profit and gross profit margin during the Track Record Period, please
refer to the paragraph headed ‘“Period-to-period comparison of results of operations” in this
section.
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Gross profit and gross profit margin by product and service type

Our gross profit and gross profit margin by product and service type during the Track Record
Period are set out below:

FY2019 FY2020 FY2021

Gross Gross Gross
Gross profit Gross profit Gross profit
profit  margin profit  margin profit  margin
RMB’000 % RMB’000 % RMB’000 %

Cigarette packaging paper
— Transfer paper 49 818 20.2 54,713 21.6 74,572 23.8
— Laminated paper 12,735 20.7 11,732 19.7 6,952 12.4
— Frame paper 438 18.8 426 28.7 190 11.9
Sub-total 62,991 20.3 66,871 21.3 81,714 22.1

Cigarette packaging paper

processing service 2,759 90.7 3,239 81.1 75 86.2
Total 65,750 21.0 70,110 22.0 81,789 22.1

Please refer to the paragraph headed ‘“‘Period-to-period comparison of results of operations”
in this section for the reasons of the fluctuations in our gross profit and gross profit margin by
product type during the Track Record Period.

Our gross profit margin of cigarette packaging paper processing service remained relatively
stable at approximately 90.7%, 81.1% and 86.2% for FY2019, FY2020 and FY2021, respectively.
As the customers are responsible for the procurement of raw materials which they will provide us
for further processing, we mainly incurred labour costs thereby leading to high gross profit margin
for our cigarette packaging paper processing services.
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Gross profit and gross profit margin of our product sales by the categories of cigarettes

The table below sets forth a breakdown of gross profit and gross profit margin of our sales of
cigarette packaging paper products by the categories of cigarettes during the Track Record Period:

FY2019 FY2020 FY2021

Gross Gross Gross

Gross profit Gross profit Gross profit

profit  margin profit  margin profit  margin

RMB’000 % RMB’000 % RMB’000 %

Mid-to-high-end cigarettes V¢ 2 59,187 202 62,583 21.1 79,860 223

Low end cigarettes V"¢ ¥/ 3,804 22.4 4,288 24.5 1,854 16.0

Total 62,991 20.3 66,871 21.3 81,714 22.1
Notes:

1. The classification of our products by the tiers of cigarettes that our products were applied for was compiled

based on information provided by our customers and Ipsos, and the product description set out in the
framework sales agreements and/or purchase orders.

2. Mid-to-high-end cigarettes represent tier 1 to tier 3 cigarettes, with retail price at or above RMB6 per box.

3. Low-end cigarettes represent tier 4 to tier 5 cigarettes, with retail price below RMB6 per box.

During the Track Record Period, the gross profit of the sales of cigarette packaging paper for
the use in the manufacture of mid-to-high-end cigarettes increased from approximately RMB59.2
million for FY2019 to approximately RMB62.6 million for FY2020, and further increased to
approximately RMB79.9 million for FY2021, while the gross profit margin remained relatively
stable at approximately 20.2%, 21.1% and 22.3% for FY2019, FY2020 and FY2021, respectively.
The increase in gross profit from approximately RMB62.6 million for FY2020 to approximately
RMB79.9 million for FY2021 was mainly due to the increase in revenue as discussed above.

Selling expenses

The following table sets forth a breakdown of our selling expenses during the Track Record
Period:

FY2019 FY2020 FY2021

RMB’000 % RMB’000 % RMB’000 %

Freight charges 4,645 57.1 4,105 57.4 5,302 52.4

Salaries and benefits 1,948 24.0 1,626 22.7 2,632 26.0
Travelling and entertainment

expenses 1,350 16.6 1,202 16.8 1,948 19.2

Others 190 2.3 220 3.1 241 2.4

Total 8,133 100.0 7,153 100.0 10,123 100.0

-232 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST BE READ IN
CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

FINANCIAL INFORMATION

Our selling expenses during the Track Record Period mainly comprised of:

(a) freight charges, which was the costs incurred in relation to the delivery of our cigarette
packaging paper to our customers;

(b) salaries and benefits, which represented the salaries, benefits and contributions to
defined contribution retirement benefit plans for our marketing staff;

(c) travelling and entertainment expenses, which was the costs incurred for our marketing
activities; and

(d) others, which mainly represented motor vehicles expenses incurred by our marketing
staff.

Please refer to the paragraph headed ‘““Period-to-period comparison of results of operations”
in this section for the reasons of the fluctuations in our selling expenses during the Track Record
Period.

Administrative expenses

The following table sets forth a breakdown of our administrative expenses during the Track
Record Period:

FY2019 FY2020 FY2021
RMB’000 % RMB’000 % RMB’000 %

Research and development

expenses 10,713 63.1 10,394 66.2 13,115 40.5
Staff costs, including directors’

emolument 3,585 21.1 2,839 18.1 3,676 11.3
Travelling and entertainment

expenses 916 5.4 795 5.1 893 2.8
Depreciation 649 3.8 663 4.2 668 2.1
Costs of security and cleaning 274 1.6 175 1.1 130 0.4
Tax surcharges 256 1.5 173 1.1 298 0.9
Office expense 174 1.0 164 1.0 205 0.6
[REDACTED] expenses — — — — 12,700 39.2
Others 418 2.5 497 3.2 704 2.2
Total 16,985 100.0 15,700 100.0 32,389 100.0

Our administrative expenses during the Track Record Period mainly comprised of:

(a) research and development expenses, which mainly represented our costs incurred on
improving our production efficiency and expanding our product offerings, including raw
materials consumed in our research and development and staff costs. Please refer to the
paragraph headed “Business — Research and development” in this document for more
information in relation to our research and development projects.
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(b) staff costs, including directors’ emolument, which represented salaries, benefits and
contribution to defined contribution retirement benefit plans for our Directors and
finance and administration staff;

(c) travelling and entertainment expenses, which represented the transportation expenses
incurred by our administration staff for our Group’s daily business operations and
expenses in relation to internal company functions;

(d) depreciation, which mainly represented the depreciation expenses of our buildings,
motor vehicles, leasehold land use right and electronic and other equipments, etc.;

(e) costs of security and cleaning, which represented the security and cleaning expenses for
the daily operations of our Group generally;

(f) tax surcharges, which represented tax expenses including stamp duty, property tax and
land tax;

(g) office expense, which mainly represented the expenses for printing, stationary and
telecommunication, etc;

(h) [REDACTED] expenses, which represented the expenses in relation to the
[REDACTED]; and

(1) others, which mainly represented expenses for utilities, office maintenance fees and
other miscellaneous expenses.

Net impairment (losses)/reversal of impairment on financial assets

Our net impairment losses/reversal of impairment on financial assets mainly represented the
provision for/reversal of loss allowances for trade and bills receivables. Our net impairment losses
on financial assets decreased slightly form approximately RMB2.0 million for FY2019 to
approximately RMB1.8 million for FY2020 mainly attributable to the decrease in the gross
carrying amount of our trade and bills receivables from approximately RMB184.8 million as at 31
December 2019 to approximately RMB157.0 million as at 31 December 2020.

We recorded a reversal of impairment on financial assets of approximately RMBO0.5 million
mainly due to the decrease in the gross carrying amount of our trade and bills receivables from
approximately RMB157.0 million as at 31 December 2020 to approximately RMB150.0 million as
at 31 December 2021. For details, please refer to note 3.1.2 of the Accountant’s Report as set out
in Appendix I to this document.
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Other income

The table below sets forth a breakdown of our other income during the Track Record Period:

FY2019 FY2020 FY2021
RMB’000 RMB’000 RMB’000

Government grants related to income 276 148 242
Sales of raw and waste materials, net 1,204 3,058 1,561
Amortisation of deferred income 22 42 42
Others 47 99 127

1,549 3,347 1,972

Our other income during the Track Record Period mainly comprised of:

(a) government grants related to income, which mainly represented the grants received by
our Group from the PRC Government to reward our Group’s contribution to the local
economic growth, and all government grants received by our Group during the Track
Record Period were one-off in nature;

(b) sales of raw and waste materials, net, which represented the net income generated from
(i) the sales of raw materials; and (ii) the sales of waste materials in relation to the
leftover materials scrapped from our finished goods as a result of customising the sizes
of our cigarette packaging paper according to our customers’ requirements; and

(c) amortisation of deferred income, which represented the amortisation of the government
grants received by our Group in relation to the purchase of land use right.

Please refer to the paragraph headed ‘“‘Period-to-period comparison of results of operations”
in this section for a discussion of material fluctuations in our other income.
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Other gains — net
The table below sets forth a breakdown of our other gains during the Track Record Period:

FY2019 FY2020 FY2021
RMB’000 RMB’000 RMB’000

Other gains
— Dividend income from financial assets at fair

value through profit or loss (“FVPL”) 22 448 308

— Gain on disposal of property,
plant and equipment 12 — 4
— Exchange gains — — 54
— Others 10 3 75
44 451 441

Other losses
— Bank charges on bills receivable

discounted to banks — — (339)

— Others — — 2)
— — (341)

Other gains — net 44 451 100

Our other gains during the Track Record Period mainly comprised of:

(a) dividend income from financial assets at FVPL, which represented dividend income
derived from our Group’s financial assets at FVPL consisting of certain non-capital
protected wealth management products denominated in RMB and issued by reputable
banks in the PRC, which primarily invested in listed or unlisted securities and bonds;

(b) gain on disposal of property, plant and equipment, which represented our gain on the
disposal of laminating machine to an independent third party trading company; and

(c) bank charges on bills receivable discounted to banks, which represented the bank
charges for discounting bills to banks prior to the maturity dates.

- 236 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST BE READ IN
CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

FINANCIAL INFORMATION

Finance (costs)/income — net

FY2019 FY2020 FY2021
RMB’000 RMB’000 RMB’000

Finance income
— Interest income on bank deposits and
restricted cash 214 236 1,070

Finance costs

— Interest expenses on bank borrowings (1,359) (1,170) (825)
— Interest expenses on lease liabilities 2) (1) —

(1,361) (1,171) (825)
Finance (costs)/income — net (1,147) (935) 245

We recorded a net finance income of approximately RMBO0.2 million for FY2021, and we
recorded a net finance costs of approximately RMBI1.1 million and RMBO0.9 million for FY2019
and FY2020 respectively.

Our finance income mainly comprised of interest income on bank deposits and restricted
cash, which amounted to approximately RMBO0.2 million, RMB0.2 million and RMB1.1 million for
FY2019, FY2020 and FY2021, respectively.

Our finance costs mainly comprised of interest expenses on bank borrowings and interest
expenses on lease liabilities, which amounted to approximately RMB1.4 million, RMB1.2 million
and RMBO0.8 million for FY2019, FY2020 and FY2021, respectively.

Please refer to the paragraph headed ‘“Indebtedness — Bank borrowings” in this section for
details of our bank borrowings and the paragraph headed ‘““Period-to-period comparison of results
of operations” in this section for the reasons of the fluctuations in our finance income and finance
costs during the Track Record Period.

Income tax expense

The income tax expense for the period is the tax paid or payable by us on the current period’s
taxable income based on the applicable income tax rate for each jurisdiction adjusted by changes
in deferred tax assets and liabilities attributable to temporary differences and to unused tax losses.

Cayman Islands and BVI profits tax

Our Group is incorporated in the Cayman Islands as an exempted company and is not liable
for taxation in the Cayman Islands. Our Group’s subsidiary incorporated in the BVI is also an
exempted company and is not liable for taxation in the BVIL.
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Hong Kong profits tax

Subsidiary incorporated in Hong Kong is subject to Hong Kong profits tax at a rate of 16.5%.
No provision for Hong Kong profits tax has been made as our Group did not have estimated
assessable profit in Hong Kong during the Track Record Period.

The PRC withholding tax

According to the applicable PRC tax regulations, dividends distributed by a company
established in the PRC to a foreign investor with respect to profits derived after 1 January 2008
are generally subject to a 10% withholding tax. If a foreign investor incorporated in Hong Kong
meets the conditions and requirements under the double taxation treaty arrangement entered into
between the PRC and Hong Kong, the relevant withholding tax rate will be reduced from 10% to
5%. The applicable withholding tax rates of our Group in Hong Kong is 10% after the completion
of the Reorganisation.

The PRC Enterprise Income Tax

Our Group’s subsidiary incorporated in the PRC has obtained the approvals to become a new
and high-technology enterprise and is entitled to a preferential income tax rate of 15% on the
estimated assessable profits for the Track Record Period.

The following table sets forth the breakdown of our income tax expense of our Group during
the Track Record Period:

FY2019 FY2020 FY2021
RMB’000 RMB’000 RMB’000

Current income tax

— The PRC income tax 4,717 6,443 6,313
Deferred income tax 23 (249) 68
Income tax expense 4,740 6,194 6,381

According to the relevant laws and regulations promulgated by the State Administration of
Taxation of the PRC that has been effective from 2018 onwards, enterprises engaging in research
and development activities are entitled to claim 175% of their eligible research and development
expenses so incurred as tax deductible expenses when determining their assessable profits for that
year (“Super Deduction”). The additional tax deducting amount of the qualified research and
development expenses has been increased from 175% to 200% for manufacturing enterprises,
effective from 2021, according to a new tax incentives policy promulgated by the State Tax
Bureau of the PRC in March 2021. Our Group has considered the Super Deduction to be claimed
for our Group entities in ascertaining our assessable profits during the Track Record Period.
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The tax on our Group’s profit before income tax differs from the theoretical amount that
would arise using the tax rate applicable to profit of our PRC subsidiary as follows:

FY2019 FY2020 FY2021
RMB’000 RMB’000 RMB’000

Profit before income tax 39,037 48,365 42,068

Tax calculated at the preferential tax rate of

15% 5,856 7,255 6,310
Expenses not deductible for tax purposes 93 88 2,038
Super deduction for research and development

expenses (1,209) (1,149) (1,967)
Income tax expense 4,740 6,194 6,381

Our effective tax rates were approximately 12.1%, 12.8% and 15.2% for FY2019, FY2020
and FY2021, respectively. Please refer to the paragraph headed ‘‘Period-to-period comparison of
results of operations” in this section for the reasons of the fluctuations in our income tax expense
and effective tax rates during the Track Record Period.

PERIOD-TO-PERIOD COMPARISON OF RESULTS OF OPERATIONS
FY2019 compared with FY2020
Revenue

Despite the impact of the outbreak of COVID-19, our revenue increased slightly from
approximately RMB312.8 million for FY2019 to approximately RMB318.3 million for FY2020.
During the first quarter of FY2020, the business of our Group was substantially disrupted by the
outbreak of COVID-19, in particular, transport was severely restricted and manufacturing
companies like our Group, was ordered to suspend operations by the PRC Government during the
lockdown period in Huanggang, Hubei Province, from 23 January 2020 to 25 March 2020 as
discussed in the paragraph headed ‘“Business — Impact of the outbreak of COVID-19 on our
operations” in this document. Our business suspension during the lockdown period had led to a
significant decrease in the revenue of our Group recognised during the three months ended 31
March 2020 of approximately RMB35.4 million as compared to the three months ended 31 March
2019 of approximately RMB78.2 million. However, following the resumption of our Group’s
operations in full scale since late-March 2020, our Group was able to recoup the operational and
financial losses due to the COVID-19 and our revenue subsequently increased substantially from
approximately RMB234.6 million for the nine months ended 31 December 2019 to approximately
RMB282.9 million for the nine months ended 31 December 2020. Subsequent to our resumption of
business operations, our production facility was operated at a high utilisation level to fulfill the
purchase orders in the remaining period of the year. Specifically, we arranged our workers to work
overtime immediately after the lockdown period, to fulfil the volume of purchase orders received
by us prior to the lockdown period, while the utilisation rates of our production facility was
approximately 131.5% and 112.9% for the months of April and May 2020, respectively. Once the
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transportation resumed, our Group managed to complete the delivery of purchase orders received
prior to the lockdown period by April 2020. Besides, our marketing staff worked closely with our
customers after the lockdown period to understand their product needs and production target for
the remaining period of 2020, and the resumption of our operations and high utilisation of our
production facility enabled us to fulfil the increased purchase orders from our customers in order
to recoup the sales volume as originally planned for the year.

In general, the revenue contribution from our sales of transfer paper had increased from
approximately RMB246.0 million for FY2019 to approximately RMB253.3 million for FY2020,
given that the sales volume of transfer paper increased from approximately 16,162 tonnes for
FY2019 to approximately 17,326 tonnes for FY2020.

Cost of sales

Our cost of sales increased slightly from approximately RMB247.1 million for FY2019 to
approximately RMB248.2 million for FY2020, representing an increase of approximately 1.1
million or 0.4%, which was generally in line with the increase in our overall revenue of
approximately 1.8% for the corresponding financial year. Our direct labour costs decreased from
approximately RMB4.8 million for FY2019 to approximately RMB4.1 million for FY2020, which
was mainly due to (i) the decrease in number of employees in production and quality control
departments during FY2020 while our actual production volume slightly decreased in FY2020; and
(ii) the partial exemption of social insurance contributions in accordance with the government
policy in FY2020. Our utilities costs decreased from approximately RMB3.2 million for FY2019 to
approximately RMB2.9 million FY2020, representing a decrease of approximately 9.0%. Such
decrease was mainly due to the (i) the decrease in our actual production volume by approximately
2.6% from FY2019 to FY2020; and (ii) the 5% discount on electricity costs announced by the
local government from February to December 2020 due to the outbreak of COVID-19, from which
we had saved electricity costs of approximately RMB146,000 in FY2020.

Gross profit and gross profit margin

Our Group’s gross profit remained relatively stable at approximately RMB65.8 million and
RMB70.1 million for FY2019 and FY2020, respectively, and given that the increase in our cost of
sales was generally in line with the increase in our overall revenue for the corresponding financial
year, our Group’s gross profit margin remained relatively stable at approximately 21.0% for
FY2019 and approximately 22.0% for FY2020.

Our gross profit margin of transfer paper and laminated paper remained broadly stable,
changing from approximately 20.2% and 20.7% respectively for FY2019 to approximately 21.6%
and 19.7% respectively for FY2020. Despite the slight decrease in our average selling price of the
transfer paper and laminated paper from FY2019 to FY2020, the relatively stable gross profit
margin for FY2019 and FY2020 was mainly due to (i) the decrease in unit costs of two types of
white cardboards, namely Hongta red fiber white cardboard (L4 %L4 ~) and Hongta primary
fiber white cardboard (XL3& 44 ), supplied by Zhuhai Hongta Renheng Paper Industry Co.,
Ltd.* (RIGALDE(H B3R A R A]) (“Zhuhai Hongta”), Supplier B, Wuhan Jinfengda Paper
Co., Ltd.* (RiE4 WK EA R/ F) and Shenzhen Bolida Paper Industry Co., Ltd.* (G
SLEAEA BR/AF]) during FY2020. To the best of our Directors’ knowledge and according to the
Industry Report, Zhuhai Hongta is the ultimate supplier and manufacturer of both Hongta red fiber
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white cardboard and Hongta primary fiber white cardboard. Hongta red fiber white cardboard and
Hongta primary fiber white cardboard involved special anti-counterfeiting features (the “Special
Technical Features’). Prior to 2020, there were a limited number of paper product suppliers in
the PRC which possessed the required technical knowledge and production skills in manufacturing
white cardboards with similar Special Technical Features, resulting in limited alternative products
available in the PRC paper industry. Subsequently, other paper products manufacturers in the PRC
have also developed white cardboards with technical specifications similar to Hongta red fiber
white cardboard or Hongta primary fiber white cardboard, resulting in an emergence of alternative
suppliers capable of producing white cardboards with the Special Technical Features. The
emergence of alternative suppliers and increase in supply of white cardboards with Special
Technical Features in the PRC paper industry has created downward pressure on the average
selling price of Hongta red fiber white cardboard and Hongta primary fiber white cardboard. In
order to maintain the price competitiveness and market share of Hongta red fiber white cardboard
and Hongta primary fiber white cardboard, Zhuhai Hongta has lowered the average selling price of
both products in FY2020; and (ii) the decrease in our direct labour costs as discussed above. The
gross profit margin of frame paper increased from approximately 18.8% for FY2019 to
approximately 28.7% for FY2020. Such increase was mainly because we were able to earn a
higher gross profit margin for one of our frame paper products sold to a new customer based in
Harbin, Heilongjiang Province, in FY2020 which required different technical specifications
compared to our other products and for which the pricing of raw materials required was relatively
low during FY2020.

Selling expenses

Our selling expenses decreased from approximately RMBS8.1 million for FY2019 to
approximately RMB7.2 million for FY2020, representing a decrease of approximately RMBO0.9
million or 11.1%. Such decrease in our selling expenses was mainly attributable to (i) the decrease
in our freight charges by approximately RMBO0.5 million which was mainly due to the increase in
proportion of our sales to customers located in Hubei Province and Henan Province during FY2020
which are located within a shorter distance from our production facility as compared to customers
located in other locations in North-east China and East China, resulting in lower freight charges,
which was charged based on distance, being incurred by us; and (ii) the decrease in our salaries
and benefits by approximately RMBO0.3 million mainly due to the decrease in remuneration to our
marketing staff as less marketing activities were carried out by them during the outbreak of
COVID-19 as well as the partial exemption of social insurance in accordance with the government
policy in FY2020.

Administrative expenses

Our administrative expenses decreased from approximately RMB17.0 million for FY2019 to
approximately RMB15.7 million for FY2020 which was mainly attributable to the decrease in our
staff costs, including directors’ emolument, by approximately RMBO0.7 million, due to the decrease
in number of employees in the administration and finance departments during FY2020 as well as
the partial exemption of social insurance in accordance with the government policy in FY2020.
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Net impairment (losses)/reversal of impairment on financial assets

We recorded a net impairment losses on financial assets of approximately RMB2.0 million
and RMBI1.8 million for FY2019 and FY2020, respectively. For details, please refer to the
paragraph headed “Principal components of results of operations — Net impairment (losses)/
reversal of impairment on financial assets” in this section.

Other income

Our other income increased from approximately RMBI1.5 million for FY2019 to
approximately RMB3.3 million for FY2020, mainly attributable to the increase in income
generated from the sales of raw and waste materials, net from approximately RMB1.2 million for
FY2019 to approximately RMB3.1 million for FY2020, which mainly depends on the ad-hoc
orders placed by customers.

Other gains — net

Our other gains increased from approximately RMB44,000 for FY2019 to approximately
RMBO0.5 million for FY2020 mainly attributable to the increase in dividend income from financial
assets at FVPL from approximately RMB22,000 for FY2019 to approximately RMBO0.4 million for
FY2020 derived from our Group’s non-capital protected wealth management products during
FY2020.

Finance (costs)/income — net

We recorded a net finance costs of approximately RMBI1.1 million for FY2019 and
approximately RMBO0.9 million for FY2020 mainly attributable to the interest expenses on bank
borrowings.

Income tax expense

Despite slight increase in our revenue and gross profit, our profit before income tax increased
from approximately RMB39.0 million for FY2019 to approximately RMB48.4 million for FY2020
mainly due to the decrease in our administrative expenses, selling expenses and net impairment
losses of impairment on financial assets, as well as the increase in our other income as discussed
above.

Our income tax expense increased from approximately RMB4.7 million for FY2019 to
approximately RMB6.2 million for FY2020 due to the increase in our profit before income tax
while our effective tax rates remained relatively stable at approximately 12.1% for FY2019 and
approximately 12.8% for FY2020.

FY2020 compared with FY2021
Revenue

Our overall revenue increased from approximately RMB318.3 million for FY2020 to
approximately RMB370.3 million for FY2021, representing an increase of approximately RMB52.0
million or 16.3%. Such increase was mainly due to (i) the increase in demand from some of our
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major customers, in particular, the revenue derived from Harbin Shixiang increased from
approximately RMB15.3 million for FY2020 to approximately RMB42.8 million for FY2021
which was mainly driven by the increase in sales of three other types of cigarette packaging paper
products in FY2021 for the use in the manufacture of cigarette packages under Brand A and Brand
G, both are “Dual 15 cigarette brands”, to Harbin Shixiang and the revenue derived from
Customer E increased from approximately RMB32.1 million for FY2020 to approximately
RMB55.6 million for FY2021 which was mainly attributable to the increase in sales of cigarette
packaging paper for the use in the manufacture of cigarette packages under Brand A, a “Dual 15
cigarette brand”, to Customer E; (ii) the increase in average selling price of our products upon
renewal of certain framework sales agreements with our customers during FY2021. When
determining the average selling price of our products prior to the renewal of such framework sales
agreements, we had taken into consideration the general increase in price of white cardboards used
for our production and increased the average selling price of our products accordingly. As a result,
our Group was able to shift part of the increase in price of white cardboards to our customers; and
(ii1) our Group was adversely affected by the outbreak of COVID-19 in early 2020. In particular,
the PRC Government imposed a lockdown in Huanggang, Hubei Province from 23 January 2020 to
25 March 2020, during which we completely suspended all our sales and production activities. We
resumed business operation since late-March 2020, and we were able to complete product delivery
in respect of certain purchase orders received prior to the lockdown period by April 2020. For
details, please refer to the paragraph headed “Business — Impact of the outbreak of COVID-19 on
our operations” in this document. Our Group was under full operation and did not experience any
business suspension or disruption due to the outbreak of COVID-19 in FY2021.

Cost of sales

Our cost of sales increased from approximately RMB248.2 million for FY2020 to
approximately RMB288.5 million for FY2021, representing an increase of approximately
RMB40.3 million or 16.2%. The increase in cost of sales was generally in line with the increase
in our revenue of approximately 16.3% for FY2021. Our business was operated in full scale
throughout FY2021 while we experienced temporary suspension of our business during the
lockdown period in FY2020. Our costs of raw materials increased from approximately RMB237.3
million for FY2020 to approximately RMB276.5 million for FY2021, representing an increase of
approximately 16.6%. Such increase was mainly due to (i) the increase in sales volume in FY2021
as discussed above; and (ii) the increase in price of white cardboard used for our Group’s
production in FY2021 as aforementioned. The relatively higher utilities costs in FY2021 was
mainly due to (i) the increase in our actual production volume by approximately 17.5% from
FY2020 to FY2021; (ii) the 5% discount on electricity costs announced by the local government in
FY2020 was not available in FY2021; and (iii) our Group purchased additional machinery and
electronic and other equipment to enhance our Group’s production process in 2021, which resulted
in additional electricity costs of approximately RMBO0.6 million incurred based on our estimation.
Despite the increase in production volume in FY2021, our direct labour costs remained relatively
stable at approximately RMB4.1 million and RMB4.2 million for FY2020 and FY2021,
respectively. The less-than-proportionate increase in our direct labour costs was mainly due to the
implementation of human resources cost control measures during the year which resulted in the
reduction of headcount in some of our operation departments.
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Gross profit and gross profit margin

Our Group’s gross profit increased from approximately RMB70.1 million for FY2020 to
approximately RMB81.8 million for FY2021, representing an increase of approximately RMB11.7
million or 16.7%. Such increase was mainly due to the increase in revenue as discussed above.
Our gross profit margin remained relatively stable at approximately 22.0% and 22.1% for FY2020
and FY2021, respectively, given that the increase in our cost of sales was generally in line with
the increase in our overall revenue for the corresponding financial year.

Transfer paper

Our gross profit margin of transfer paper increased from approximately 21.6% for FY2020 to
approximately 23.8% for FY2021. The increase in gross profit margin of transfer paper was mainly
attributable to the increase in sales of transfer paper products with higher gross profit margin
during FY2021 while such products were mainly used for mid-to-high-end cigarettes packaging

paper.
Laminated paper

Our gross profit margin of laminated paper decreased from approximately 19.7% for FY2020
to approximately 12.4% for FY2021. The relatively lower gross profit margin of laminated paper
for FY2021 was mainly due to our pricing strategy in respect of certain laminated paper ordered
by one of our major customers. Our management had factored in a lower gross profit margin when
determining the fee quotation for such laminated paper after considering the increase in sales of
transfer paper with higher gross profit margin to such customer during the year. Our sales of
transfer paper to such customer accounted for approximately 70.6% of our revenue derived from
such customer for FY2021; whereas our sale of laminated paper to such customer accounted for
only approximately 29.4% of our revenue derived from such customer during the corresponding
year. Our Directors consider that such pricing strategy is conducive to our efforts in strengthening
our business relationship with such customer by being its supplier of different kinds of cigarette
packaging paper.

Frame paper

Our gross profit margin of frame paper decreased from approximately 28.7% for FY2020 to
approximately 11.9% for FY2021. The higher gross profit margin of frame paper for FY2020 was
mainly due to certain purchase orders of frame paper placed by a new customer based in Harbin,
Heilongjiang Province in FY2020. The selling price of frame paper to the new customer was
generally in line with similar products sold to other customers. However, our Group was able to
reduce our production costs by using certain type of white cardboard which is mainly applied in
the production of such product and generally less costly as compared to other types of white
cardboard that could be applied in the production of a wider range of cigarette packaging
materials.
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The decrease in our gross profit margin of frame paper for FY2021 as compared to FY2020
was mainly due to the unavailability of the less costly white cardboard at the time when the
aforesaid new customer placed purchase orders of frame paper with us during FY2021. In order to
ensure timely delivery of products, our Group used an alternative white cardboard at a higher cost
for the production of the frame paper products ordered by such customer, resulting in a relatively
lower gross profit margin of frame paper for FY2021 as compared to FY2020.

Selling expenses

Our selling expenses increased from approximately RMB7.2 million for FY2020 to
approximately RMB10.1 million for FY2021, representing an increase of approximately RMB2.9
million or 40.3%. The lower selling expenses for FY2020 was mainly due to the negative impact
of COVID-19 on the economic activities in the PRC during the first three months of FY2020,
resulting in (i) the lower remuneration to our marketing staff for FY2020 due to the lower revenue
for FY2020 as well as the partial exemption of social insurance in accordance with the government
policy during February to December 2020; and (ii) lower sales volume recorded in FY2020 which
led to lower freight charges incurred.

Administrative expenses

Our Group’s administrative expenses increased from approximately RMB15.7 million for
FY2020 to approximately RMB32.4 million for FY2021 mainly due to (i) the [REDACTED]
expenses of approximately RMB12.7 million incurred during FY2021; (ii) the increase in research
and development expenses from approximately RMB10.4 million for FY2020 to approximately
RMBI13.1 million for FY2021; and (iii) the increase in our staff costs, including directors’
emolument by approximately RMBO0.8 million.

Net impairment (losses)/reversal of impairment on financial assets

We recorded a net impairment losses on financial assets of approximately RMB1.8 million
for FY2020 and a net reversal of impairment on financial assets of approximately RMB0.5 million
for FY2021. For details, please refer to the paragraph headed ‘““Principal components of results of
operations — Net impairment (losses)/reversal of impairment on financial assets’ in this section.

Other income

Our other income decreased from approximately RMB3.3 million for FY2020 to
approximately RMB2.0 million for FY2021 which was mainly attributable to the net effect of (i)
the decrease in sales of raw and waste materials, net, from approximately RMB3.1 million for
FY2020 to approximately RMB1.6 million for FY2021, which mainly depends on the ad-hoc
purchase orders placed by customers; and (ii) the increase in government grants related to income
from approximately RMBO.1 million for FY2020 to approximately RMB0.2 million for FY2021.
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Other gains — net

Our Group’s net other gains decreased from approximately RMBO0.5 million for FY2020 to
approximately RMBO0.1 million for FY2021 which was mainly attributable to the net effect of (i)
the increase in bank charges on bills receivable discounted to banks from nil for FY2020 to
approximately RMBO0.3 million for FY2021; and (ii) the decrease in dividend income from
financial assets at FVPL from approximately RMBO0.4 million for FY2020 to approximately
RMBO0.3 million for FY2021.

Finance (costs)/income — net

We recorded a net finance costs of approximately RMBO0.9 million for FY2020 and a net
finance income of approximately RMBO0.2 million for FY2021, which was mainly attributable to (i)
the increase in interest income on bank deposits and restricted cash by approximately RMBO.8
million and (ii) the decrease in interest expenses on bank borrowings by approximately RMBO0.3
million as a result of decrease in our bank borrowings.

Income tax expense

Our profit before income tax decreased from approximately RMB48.4 million for FY2020 to
approximately RMB42.1 million for FY2021 mainly due to the net effect of (i) increase in our
revenue and gross profit as discussed above and (ii) the increase in our administrative expenses as
discussed above.

Our income tax expense increased from approximately RMB6.2 million for FY2020 to
approximately RMB6.4 million for FY2021 and our effective tax rate increased from
approximately 12.8% for FY2020 to approximately 15.2% for FY2021, which was mainly due to
the non-deductible [REDACTED] expenses incurred during FY2021.

LIQUIDITY AND CAPITAL RESOURCES
Overview

Our primary use of cash is to fund our working capital requirements, purchase of property,
plant and equipment and to repay bank borrowings and related interest expenses. During the Track
Record Period, there have been no material changes in our underlying drivers of the sources and
uses of cash.

We have funded our business primarily using proceeds from cash generated from our
operating activities and bank borrowings. Our sources of liquidity will be satisfied using a
combination of cash generated from operating activities, bank loans and the net [REDACTED]
from the [REDACTED] and other funds raised from the capital markets from time to time upon
[REDACTED]. We will closely monitor the level of our working capital, particularly for our
future plans which may utilise significant amount of working capital.
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Details of the funds necessary to meet our existing operations and to fund our future plans
are set out in the section headed “Future plans and use of [REDACTED]” in this document.

Cash flows
The following table sets forth a summary of our cash flows for the periods indicated:

FY2019 FY2020 FY2021
RMB’000 RMB’000 RMB’000

Net cash generated from operating activities 24,415 70,770 28,628
Net cash (used in)/generated from investing

activities (1,259) (107) 37
Net cash (used in) financing activities (20,178) (59,639) (7,687)
Net increase in cash and cash equivalents 2,978 11,024 20,978
Cash and cash equivalents at beginning of year 23,557 26,535 37,559
Exchange differences on cash and cash

equivalents — — 41
Cash and cash equivalents at end of year 26,535 37,559 58,578
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Cash flows from operating activities

We derived our cash flow from operating activities primarily through the receipt of payments
from sales of cigarette packaging paper. Our cash outflow for operating activities was primarily
attributable to payment for purchase of raw materials and other expenses for our operating
activities. A statement of cash flow in relation to our operating activities is set out below.

FY2019 FY2020 FY2021
RMB’000 RMB’000 RMB’000

Profit before income tax 39,037 48,365 42.068
Adjustments for:
— Depreciation of property, plant and equipment 3,124 3,197 3,229
— Depreciation of right-of-use assets 144 140 108
— Amortisation of the intangible assets 130 130 125
— Amortisation of deferred income (22) (42) 42)
— Net impairment losses/(reversal of impairment)

on financial assets 2,041 1,755 474)
— Interest income (214) (236) (1,070)
— Interest expenses on bank borrowings 1,359 1,170 825
— Interest expenses on lease liabilities 2 1 —
— Dividend income from financial asset at FVPL (22) (448) (308)
— Gain on disposal of property, plant and

equipment (12) — 4)
— Net exchange gains — — (54)

Changes in working capital:

— Inventories 2,764 3,263 (12,661)
— Trade receivables (27,028) 4,425 (2,257)
— Bills receivable (28,600) 23,300 9,300
— Prepayments and other receivables 774 532 (1,130)
— Restricted cash 9,532 (59,542) 62,190
— Trade and other payables 25,702 50,524 (71,776)
— Amount due from a related party 187 — —
— Amount due to related parties — — 5,496
Cash generated from operations 28,898 76,534 33,565
— Interest received 214 236 1,070
— Income tax paid (4,697) (6,000) (6,007)
Net cash generated from operating activities 24,415 70,770 28,628

For FY2019, we recorded profit before income tax of approximately RMB39.0 million and
cash generated from operating activities of approximately RMB24.4 million, which was resulted
from the negative adjustment due to (i) the increase in our bills receivable by approximately
RMB28.6 million mainly because our Group received certain amount of bills from our customers
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in late-December 2019, leading to the relatively larger amount of bills receivables balance of our
Group of approximately RMB32.6 million as at 31 December 2019 as compared to approximately
RMB4.0 million as at 31 December 2018; (ii) the increase in our trade receivables by
approximately RMB27.0 million which in line with our revenue growth in FY2019; and partially
offset by positive adjustment due to (iii) the increase in our trade and other payables by
approximately RMB25.7 million as a result of greater amount of purchases made to support our
business growth; and (iv) the decrease in our restricted cash by approximately RMB9.5 million
mainly due to the decrease in bills payable.

For FY2020, we recorded profit before income tax of approximately RMB48.4 million and
cash generated from operating activities of approximately RMB70.8 million, which was resulted
from the positive adjustment due to (i) the increase in our trade and other payables by
approximately RMBS50.5 million due to the increase in purchase of raw materials from our
suppliers following the resumption of economic activities in the PRC; (ii) the decrease in our bills
receivable by approximately RMB23.3 million, and such decrease in our bills receivables was
mainly due to the relatively larger amount of bills receivables balance as at 31 December 2019 as
discussed above.

For FY2021, we recorded profit before income tax of approximately RMB42.1 million and
cash generated from operating activities of approximately RMB33.6 million, which was mainly
resulted from (i) the positive adjustment due to the decrease in restricted cash by approximately
RMB62.2 million mainly attributable to the decrease in bills payable; (ii) the negative adjustment
due to the increase in inventories by RMB12.7 million mainly due to greater amount of raw
materials purchased to support our increased sales; and (iii) the negative adjustment due to the
decrease in trade and other payables by approximately RMB71.8 million mainly attributable to the
reasons as discussed under the paragraph headed “Discussion on selected financial positions —
Trade and other payables” in this section below.

Cash flows from investing activities

FY2019 FY2020 FY2021
RMB’000 RMB’000 RMB’000

Assets-related government grants received 1,005 — —
Proceeds from disposal of property, plant and

equipment 283 — 1,004
Purchase of property, plant and equipment (2,569) (555) (1,275)
Purchase of financial assets at FVPL (8,000) (169,100) (215,000)
Proceeds from disposal of financial assets at

FVPL 8,000 169,100 215,000
Dividend income from financial assets at FVPL 22 448 308
Net cash (used in)/generated from investing

activities (1,259) (107) 37
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During the Track Record Period, our cash outflows from investing activities primarily
includes purchase of financial assets at FVPL, purchase of property, plant and equipment whereas
our cash inflows from investing activities primarily includes proceeds from disposal of financial
assets at FVPL, dividend income from financial assets at FVPL, assets-related government grants
received and proceeds from disposal of property, plant and equipment.

For FY2019, we recorded net cash used in investing activities of approximately RMB1.3
million, which was primarily attributable to the purchase of financial assets at FVPL of
approximately RMBS8.0 million and the purchase of property, plant and equipment & land use right
of approximately RMB2.6 million, while partially offset by the proceeds from disposal of financial
assets at FVPL of approximately RMBS8.0 million and the assets-related government grants
received of approximately RMB1.0 million.

For FY2020, we recorded net cash used in investing activities of approximately RMBO.1
million, which was primarily attributable to the purchase of financial assets at FVPL of
approximately RMB169.1 million and the purchase of property, plant and equipment of
approximately RMBO0.6 million, while partially offset by the proceeds from disposal of financial
assets at FVPL of approximately RMB169.1 million and the dividend income from financial assets
at FVPL of approximately RMB0.4 million.

For FY2021, we recorded net cash generated from investing activities of approximately
RMB37,000, which was primarily attributable to the proceeds from disposal of financial assets at
FVPL of approximately RMB215.0 million, proceeds from disposal of property, plant and
equipment of approximately RMB1.0 million and dividend income from financial assets at FVPL
of approximately RMBO0.3 million, while partially offset by the purchase of financial assets at
FVPL of approximately RMB215.0 million and purchase of property, plant and equipment of
approximately RMB1.3 million.

Cash flows from financing activities

FY2019 FY2020 FY2021
RMB’000 RMB’000 RMB’000

Loan received from shareholders™*’ — — 82,261
Deemed distribution to the shareholders of the

Company — — (74,693)
Proceeds from bank borrowings 31,500 21,500 15,000
Repayments of bank borrowings (16,500) (24,500) (26,500)
Interest paid on bank borrowings (1,330) (1,183) (840)
Dividends paid (33,771) (55,341) —
Payment of lease liabilities (75) (114) 4
Interest paid on lease liabilities 2) () —
Payment of [REDACTED] expenses — — (2,911)
Net cash used in financing activities (20,178) (59,639) (7,687)
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Note: The loan received from shareholders represented loans received by our Group from each of City Ease, Yong
Ning, Enlighten East and Mr. Hu in the amount of approximately RMB43.5 million, RMB12.3 million,
RMB19.6 million and RMB6.8 million, respectively. The purpose of the loan received from City Ease, Yong
Ning and Enlighten East was for facilitating the implementation of the Reorganisation. Pursuant to the
resolution passed by the board of directors of our Company on 31 July 2021, approximately RMB43.5
million, RMB12.3 million and RMB18.9 million due to each of City Ease, Yong Ning and Enlighten East,
respectively, was capitalised by increasing the reserve of our Company by the same amount (without allotting
and issuing new shares). The remaining balance of approximately RMBO0.8 million due to Enlighten East will
be settled before the [REDACTED]. For further details, please refer to note 31(b) of the Accountant’s
Report to this document.

Pursuant to a loan agreement entered into between Mr. Hu and our Group on 1 August 2021, Mr. Hu granted
a loan of approximately RMB6.8 million to our Group which was unsecured, interest free and repayable on
demand. Such loan represented the cash advanced by Mr. Hu to our Group for working capital purpose.

During the Track Record Period, our cash outflows from financing activities primarily
includes dividends paid, repayments of bank borrowings, interest paid on bank borrowings,
payment of lease liabilities and interest paid on lease liabilities, whereas our cash inflows from
financing activities primarily includes loan received from shareholders and proceeds from bank
borrowings.

For FY2019, we recorded net cash used in financing activities of approximately RMB20.2
million, which was mainly attributable to the dividend paid of approximately RMB33.8 million
and the repayments of bank borrowings of approximately RMB16.5 million, and partially offset by
cash inflows from the proceeds from bank borrowings of approximately RMB31.5 million.

For FY2020, we recorded net cash used in financing activities of approximately RMB59.6
million, which was mainly attributable to the dividend paid of approximately RMBS55.3 million
and the repayments of bank borrowings of approximately RMB24.5 million, and partially offset by
cash inflows from the proceeds from bank borrowings of approximately RMB21.5 million.

For FY2021, we recorded net cash used in financing activities of approximately RMB7.7
million, which was attributable to (i) the deemed distribution to the shareholders of the Company
of approximately RMB74.7 million; (ii) the repayments of bank borrowings of approximately
RMB26.5 million; partially offset by (iii) the loan from shareholders of approximately RMB82.3
million; and (iv) the proceeds from bank borrowings of approximately RMB15.0 million.

WORKING CAPITAL

Our Directors are of the opinion that, taking into consideration our internal resources, cash
generated from our operations, credit facilities as well as our existing cash and cash equivalents
and the estimated net [REDACTED] of approximately HK$[REDACTED] million to be received
by us from the [REDACTED], assuming the [REDACTED] is not exercised based on the
[REDACTED] of HK$[REDACTED] per [REDACTED], being the mid-point of the indicative
[REDACTED] Range of HK$[REDACTED] to HK$[REDACTED] per [REDACTED], after
deducting the related expenses in relation to the [REDACTED], our Group has sufficient working
capital for our present requirements for at least 12 months from the date of this document.
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NET CURRENT ASSETS

The following table sets forth a breakdown of our Group’s current assets and liabilities as at
the dates indicated:

As at 31 As at 31 As at 31 As at 31

December December December January
2019 2020 2021 2022
RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)
Current assets

Inventories 40,701 37,438 50,099 40,654
Trade receivables 148,525 142,418 145,076 162,965
Bills receivable 32,600 9,228 — 12,519
Prepayments and other receivables 1,147 614 5,106 4,996
Amount due from a related party 1,550 — — —
Restricted cash 8,908 68,450 6,260 13,000
Cash and cash equivalents 26,535 37,559 58,578 49,666
Total current assets 259,966 295,707 265,119 283,800

Current liabilities
Trade and other payables 149,416 199,632 128,258 142,814
Bank borrowings 24,545 21,532 10,017 10,014
Dividends payable 17,401 — 37,872 37,872
Lease liabilities 42 — 43 39
Amount due to related parties — — 13,051 13,128
Current income tax liabilities 1,071 1,514 1,820 2,144
Total current liabilities 192,475 222,678 191,061 206,011
Net current assets 67,491 73,029 74,058 77,789

Our net current assets increased from approximately RMB67.5 million as at 31 December
2019 to approximately RMB73.0 million as at 31 December 2020. Such increase was mainly due
to the combined effects of (i) the increase in our restricted cash by approximately RMB59.5
million as a result of increase in issuance of bills payable in respect of future settlement to
suppliers; (ii) the increase in our cash and cash equivalents by approximately RMB11.0 million;
and partially offset by (iii) the increase in our trade and other payables by approximately RMB50.2
million mainly attributable to the increase in bills payable from approximately RMB12.3 million as
at 31 December 2019 to approximately RMB75.8 million as at 31 December 2020 for the purchase
of raw materials from our suppliers which was in line with the increase in restricted cash.
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Subsequently, our net current assets slightly increased from approximately RMB73.0 million
as at 31 December 2020 to approximately RMB74.1 million as at 31 December 2021. Such
increase was mainly due to the combined effects of (i) the decrease in trade and other payables of
approximately RMB71.4 million due to the decrease in bills payable as a result of decrease in
issuance of bills payable in FY2021 as compared to FY2020; (ii) the decrease in bank borrowings
by approximately RMB11.5 million as we repaid bank borrowings during the year; (iii) increase in
our cash and cash equivalents by approximately RMB21.0 million; partially offset by (iv) the
increase in dividends payable by approximately RMB37.9 million as at 31 December 2021 (31
December 2020: nil) and (v) the decrease in our restricted cash by approximately RMB62.2
million which was in line with the decrease in bills payable.

As at 31 January 2022, being the latest practicable date for ascertaining our net current assets
position, our net current assets amounted to approximately RMB77.8 million, which was greater
than our net current assets as at 31 December 2021 mainly due to the combined effect of (i) the
increase in trade receivables by approximately RMB17.9 million; (ii) the increase in our bills
receivable by approximately RMB12.5 million; partially offset by (iii) the increase in our trade
and other payables by approximately RMB14.6 million as a result of the increase in issuance of
bills payables and increase in trade payables.

DISCUSSION ON SELECTED FINANCIAL POSITION ITEMS
Inventories

The following table sets forth the breakdown of our inventories as at the dates indicated:

As at As at As at

31 December 31 December 31 December

2019 2020 2021

RMB’000 RMB’000 RMB’000

Raw materials 10,778 14,202 13,506
Finished goods 29,840 23,038 36,315
Packaging materials and others 83 198 278
40,701 37,438 50,099

Our inventories mainly includes raw materials, finished goods and packaging materials and
others. Our raw materials mainly include white cardboard, film and other accessory materials such
as glue and ink.

Our Group has implemented inventory management policies to monitor and control our
inventory level so as to facilitate our production in a timely manner and control our inventory at
an optimal level to avoid obsolescence. Throughout the year, our Group reviews the stock-take
records and performs inventory ageing analysis to ensure that inventory is properly used and there
is no unnecessary accumulation of aged inventory. For details, please refer to the section headed
“Business — Inventory control” in this document.
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The following table sets forth the turnover days of our inventories for the periods indicated:

FY2019 FY2020 FY2021

Inventory turnover days¥"® 62.2 days 57.4 days 55.4 days

Note: Inventory turnover days is calculated as the average of the beginning and ending inventory balances for the
year, divided by the cost of sales of the relevant year, multiplied by the number of days in the relevant year
(i.e. 365 days for full year).

Our inventory turnover days decreased from approximately 62.2 days for FY2019 to
approximately 57.4 days for FY2020. Subsequently, our inventory turnover days decreased further
to approximately 55.4 days for FY2021 primarily attributable to improvement in managing our
inventory level.

As at the Latest Practicable Date, approximately RMB35.5 million or 70.9% of our
inventories as at 31 December 2021 had been used or sold.

Trade receivables

The following table sets forth a breakdown of our trade receivables as at the respective dates
indicated:

As at As at As at

31 December 31 December 31 December

2019 2020 2021

RMB’000 RMB’000 RMB’000

Trade receivables 152,165 147,740 149,997
Less: allowance for impairment (3,640) (5,322) (4,921)
Trade receivables — net 148,525 142,418 145,076

Our customers generally settle the trade receivables by bank acceptance bills or bank transfer.
We generally granted a credit period of 60 to 180 days to our customers from the date of billing
during the Track Record Period.
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The following is an ageing analysis of trade receivables presented based on invoice date as at
the respective dates indicated:

As at As at As at

31 December 31 December 31 December

2019 2020 2021

RMB’000 RMB’000 RMB’000

Within 30 days 48,390 44,111 66,6006
31 to 90 days 44,455 68,682 57,017
91 to 180 days 39,544 32,004 22,915
181 days to 1 year 17,736 1,905 2,823
Over 1 year 2,040 1,038 636
152,165 147,740 149,997

Our trade receivables decreased from approximately RMB152.2 million as at 31 December
2019 to approximately RMB147.7 million as at 31 December 2020. This was mainly due to the
decreased level of trade receivables that were aged 181 days to 1 year from certain customers,
which in aggregate amounted to approximately RMB10.0 million as at 31 December 2019 and such
amount was settled during FY2020. Subsequently, our trade receivables slightly increased from
approximately RMB147.7 million as at 31 December 2020 to approximately RMB150.0 million as
at 31 December 2021 which was mainly due to the increased level of trade receivables aged within
30 days, from approximately RMB44.1 million as at 31 December 2020 to approximately
RMB66.6 million as at 31 December 2021 partially offset by the decrease in trade receivables aged
31 to 90 days by approximately RMB11.7 million.

We determine the provision for impairment over our trade receivables and bills receivables
based on expected credit losses (the “ECL”), calculated by using the simplified approach
permitted by HKFRS 9, which requires expected lifetime losses to be recognised from initial
recognition of the assets. As at 31 December 2019, 31 December 2020 and 31 December 2021, we
had allowance for impairment of RMB3.6 million, RMB5.3 million and RMB4.9 million,
respectively. For further details, please refer to notes 2.8 and 3.1.2 of the Accountant’s Report to
this document.

We have adopted an internal policy to monitor the recoverability of our trade receivables
including reviewing the credit terms and credit limits granted to customers, their financial
performance and historical payment records, and communicating to them regularly to obtain their
latest business condition and financial performance.
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The following table sets forth the turnover days of our trade receivables for the periods
indicated:

FY2019 FY2020 FY2021

Trade receivables turnover days/"*'¢/ 158.7 days 166.8 days 141.7 days

Note: Trade receivables turnover days is calculated as the average of aggregate balance of the trade receivables for
the year, divided by revenue for the relevant year, multiplied by the number of days in the relevant year (i.e.
365 days for full year).

Our trade receivables turnover days for FY2019, FY2020 and FY2021 were approximately
158.7 days, 166.8 days and 141.7 days, respectively, which were relatively stable and within the
credit period we granted to our customers.

As at the Latest Practicable Date, approximately RMB32.2 million or 21.5% of the trade
receivables outstanding as at 31 December 2021 had been subsequently settled.

Bills receivables

Bills receivables were all bank acceptance bills, and a total amount of approximately
RMB50.5 million, RMB48.7 million and RMB133.5 million as at 31 December 2019 and 2020,
and 31 December 2021, respectively, that have been endorsed to the suppliers, and a total amount
of nil, nil and approximately RMB22.1 million that have been discounted to bank had been
derecognised as our Directors considered substantially all risks and rewards of ownership of those
bills receivable have been transferred before maturity.

As at As at As at
31 December 31 December 31 December
2019 2020 2021
RMB’000 RMB’000 RMB’000
Bills receivables measured at fair value
through other comprehensive income
(“FVOCT”) 32,600 9,228 —

Our bills receivable decreased from approximately RMB32.6 million as at 31 December 2019
to approximately RMB9.2 million as at 31 December 2020, then further decrease to nil as at 31
December 2021. In particular, the significant large amount of bills receivable as at 31 December
2019 was mainly because our Group received certain amount of bills from our customers in late-
December 2019, leading to the relatively larger amount of bills receivables of our Group as at 31
December 2019. The decrease in our bills receivable as at 31 December 2021 was mainly because
we have endorsed the bills receivables for settlement of outstanding balances to our suppliers.

As at 31 December 2021, we have no outstanding bills receivables.
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Prepayments and other receivables

Our current portion of prepayments and other receivables mainly consists of [REDACTED]
expenses to be capitalised upon the [REDACTED], recoverable of value added tax, prepayments
for purchase and materials to our suppliers and other receivables such as deposits to our customers
as performance guarantee, which amounted to approximately RMB1.1 million, RMBO0.6 million
and RMBS5.1 million as at 31 December 2019, 31 December 2020 and 31 December 2021,
respectively.

Amount due from a related party

The following table sets forth a summary of the amounts due from a related party which are
non-trade in nature as at the dates indicated:

As at As at As at

31 December 31 December 31 December

2019 2020 2021

RMB’000 RMB’000 RMB’000

Mr. Lin 1,550 — —

Amount due from a related party mainly represented the amount due from Mr. Lin of
approximately RMB1.6 million, nil and nil as at 31 December 2019, 31 December 2020 and 31
December 2021, respectively. Such amount mainly represented the disposal of an item of property,
plant and equipment owned by our Group to Mr. Lin in 2017 for his personal use. The amount was
non-trade in nature, unsecured, interest-free, repayable on demand and denominated in RMB and
was set off against the dividends payable to Mr. Lin in FY2020.

Trade and other payables

The following table sets out the breakdown of trade and other payables as at the dates
indicated:

As at As at As at

31 December 31 December 31 December

2019 2020 2021

RMB’000 RMB’000 RMB’000

Trade payables 129,424 112,522 106,627

Bills payable 12,258 75,800 12,520

Employee benefits payable 1,959 1,934 1,942

Other accrued expenses 528 366 2,564

Refund liabilities 84 72 86
Other tax payable excluding income tax

liabilities 5,163 8,938 4,519

149,416 199,632 128,258
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Trade payables

Trade payables mainly consist of amounts due to our suppliers for the purchase of raw
materials.

The following table sets forth the ageing analysis of the trade payables based on invoice

dates:
As at As at As at
31 December 31 December 31 December
2019 2020 2021
RMB’000 RMB’000 RMB’000
Up to 30 days 38,346 51,911 37,809
31 to 90 days 59,406 44,479 44,311
91 to 180 days 22,173 10,295 16,138
181 days to 1 year 8,815 5,269 6,632
Over 1 year 684 568 1,737
129,424 112,522 106,627

Our trade payables decreased from approximately RMB129.4 million as at 31 December 2019
to approximately RMB112.5 million as at 31 December 2020 and then further decreased to
approximately RMB106.6 million as at 31 December 2021 mainly due to our settlement of
outstanding balances to our suppliers near the year end.

The following table sets forth the turnover days of our trade payables for the periods
indicated:

FY2019 FY2020 FY2021

Trade payables turnover days™'¢/ 168.7 days 177.9 days 138.6 days

Note: Trade payables turnover days is calculated as the average of aggregate balance of the trade payables for the
year, divided by the cost of sales for the relevant year, multiplied by the number of days in the relevant year
(i.e. 365 days for full year).

Our trade payables turnover days increased from approximately 168.7 days for FY2019 to
approximately 177.9 days for FY2020. Subsequently, it decreased to approximately 138.6 days for
FY2021.

As at the Latest Practicable Date, approximately RMB26.5 million or 24.8% of our trade
payables as at 31 December 2021 had been subsequently settled. None of our outstanding trade
payables as at 31 December 2021 were in dispute with our suppliers.
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Other payables

Our other payables mainly comprised of bills payables and other tax payables excluding
income tax liabilities.

Our Group’s bills payables increased from approximately RMBI12.3 million as at 31
December 2019 to approximately RMB75.8 million as at 31 December 2020 and decreased to
approximately RMB12.5 million as at 31 December 2021. The significant increase in amount of
bills payables as at 31 December 2020 was mainly due to the increase in issuance of bills payables
to suppliers as a result of greater amount of purchases made to support our business growth.

Our Group’s other tax payables excluding income tax liabilities amounted to approximately
RMBS5.2 million, RMB8.9 million and RMB4.5 million as at 31 December 2019, 31 December
2020 and 31 December 2021, respectively, mainly comprised of value-added tax payables in the
PRC.

Bank borrowings

Our bank borrowings amounted to approximately RMB24.5 million as at 31 December 2019,
RMB21.5 million as at 31 December 2020 and RMB10.0 million as at 31 December 2021. The
decrease in bank borrowings as at 31 December 2021 was due to the net effect of (i) the
repayment of bank borrowings of approximately RMB26.5 million during FY2021; and (ii) the
drawdown of bank borrowings of approximately RMB15.0 million during the year. Please refer to
the paragraph headed ‘“Indebtedness — Bank borrowings”™ in this section for more information.

Current income tax liabilities

Our current income tax liabilities were relatively stable at approximately RMB1.1 million as
at 31 December 2019, RMB1.5 million as at 31 December 2020 and RMB1.8 million as at 31
December 2021.

Capital expenditure

During FY2019, FY2020 and FY2021, we incurred capital expenditures of approximately
RMB1.7 million, RMBO0.3 million and RMB1.3 million, respectively as set out in below:

FY2019 FY2020 FY2021

RMB’000 RMB’000 RMB’000

Machinery 104 25 1,174
Buildings 1,416 136 —
Motor vehicles 74 — 22
Electronic and other equipments 98 144 67
Total 1,692 305 1,263
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Our capital expenditures primarily consisted of purchase of machinery, buildings, motor
vehicles and electronic and other equipments. Our Directors consider that continued investments in
property, plant and equipment are necessary in order to cope with our business development and
expand our overall production capacity, production efficiency and product portfolio. As such, we
plan to acquire additional machinery and equipment and construct additional properties in the
future, further information of which is disclosed in the sections headed ‘“Business — Business
strategies” and ‘“Future plans and use of [REDACTED]” in this document. We plan to finance
future capital expenditures primarily through the net [REDACTED] of the [REDACTED] as well
as from cash flows generated from operations.

INDEBTEDNESS

As at 31 January 2022, being the latest practicable date for the purpose of the indebtedness
statement, the total balance of our interest-bearing liabilities was RMB10.1 million. Other than as
disclosed above and apart from intra-group liabilities, we did not have any other loan capital
issued and outstanding or agreed to be issued, bank overdrafts, loans or other similar indebtedness,
liabilities under acceptances (other than normal trade bills) or acceptable credits, debentures,
mortgages, charges, finance leases or hire purchases commitments, guarantees, material covenants
or other material contingent liabilities.

The following table sets forth our Group’s indebtedness as at the respective dates indicated.
Our Directors confirm that we had neither experienced any difficulties in obtaining or repaying,
nor breached any major covenant or restriction of our bank loans or other credit facilities during
the Track Record Period. As at the Latest Practicable Date, there are no material covenants related
to our outstanding debts that would materially limit our ability to undertake additional debt or
equity financing.

Our Directors confirm that we did not have any other immediate plan for additional material
external debt financing and there has not been any material change in our indebtedness or
contingent liabilities since 31 January 2022 and up to the date of this document.

The following table sets forth our Group’s indebtedness as at the respective dates indicated:

As at As at As at As at
31 December 31 December 31 December 31 January
2019 2020 2021 2022
RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)

Current liabilities
Bills payable 12,258 75,800 12,520 19,260
Bank borrowings 24,545 21,532 10,017 10,014
Dividends payable 17,401 — 37,872 37,872
Lease liabilities 42 — 43 39
Amounts due to related parties — — 13,051 13,128
54,246 97,332 73,503 80,313
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Bills payable

As at As at As at As at

31 December 31 December 31 December 31 January

2019 2020 2021 2022

RMB’000 RMB’000 RMB’000 RMB’000

(unaudited)

Bills payable 12,258 75,800 12,520 19,260

As at 31 December 2019, the bills payable was secured by bank deposits, and were
guaranteed by Mr. Yu.

As at 31 December 2020, the bills payable was secured by bank deposits and bills receivable
pledged to banks, and guaranteed by Mr. Yu and a staff of the Group. The guarantees were
subsequently released. As at 31 December 2021 and 31 January 2022, the bills payable was
secured by bank deposits, the Group’s buildings and land-use right.

Bank borrowings

The following table sets forth our bank borrowings as at the respective dates indicated:

As at As at As at As at

31 December 31 December 31 December 31 January

2019 2020 2021 2022

RMB’000 RMB’000 RMB’000 RMB’000

(unaudited)

Bank borrowings — secured 24,545 21,532 10,017 10,014

As at 31 December 2019, 2020 and 2021 and 31 January 2022, the above bank borrowings
were secured by our Group’s buildings and land use rights and were to be settled within one year.
Our Group’s bank borrowings as at 31 December 2019 were guaranteed by Mr. Chen, Mr. Yu and
his spouse. Our Group’s bank borrowings as at 31 December 2020 were guaranteed by Mr. Chen,
Mr. Hu, Mr. Yu and his spouse, the guarantees were subsequently released on or before 18
November 2021.

The weighted average effective interest rates of our Group’s bank borrowings as at 31
December 2019, 2020 and 2021 were 6.93%, 6.00% and 5.32% per annum, respectively.

As at 31 January 2022, being the latest practicable date for the liquidity disclosures in this
document, we had available credit facilities including bills payable and bank borrowings of
approximately RMB60.0 million, of which approximately RMB27.5 million of bills payable and
approximately RMB10.0 million of bank borrowings were unutilised. We are not committed to
draw down the unutilised amount.
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Dividends payable

As at 31 December 2019, 2020 and 2021 and 31 January 2022, the Group’s dividends payable
to related parties was as follows.

As at As at As at As at

31 December 31 December 31 December 31 January

2019 2020 2021 2022

RMB’000 RMB’000 RMB’000 RMB’000

(unaudited)

Mr. Chen 9,402 — 21,397 21,397
Mr. Yu 2,663 — 6,060 6,060
Mr. Hu 1,831 — 4,166 4,166
Mr. Wu 1,165 — 2,651 2,651
Mr. Lu 1,355 — 2,083 2,083
Mr. Lin 985 — 1,515 1,515
17,401 — 37,872 37,872

Dividends payable was unsecured, interest-free, repayable on demand and denominated in
RMB. The dividends payable as at 31 December 2021 will be settled before the [REDACTED] by
our own internal resources.

Lease liabilities

Our Group recorded total lease liabilities of approximately RMB42,000, nil, RMB43,000 and
RMB39,000 as at 31 December 2019, 31 December 2020, 31 December 2021 and 31 January 2022,
respectively.

Capital commitments

As at 31 December 2019, 31 December 2020, 31 December 2021 and 31 January 2022, we
had the following capital commitments:

As at As at As at As at

31 December 31 December 31 December 31 January

2019 2020 2021 2022

RMB’000 RMB’000 RMB’000 RMB’000

(unaudited)

Property, plant and equipment 167 — — —

Our capital commitments which were contracted but not yet incurred mainly represented the
expected capital expenditure in respect of acquisition of property, plant and equipment.
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Amounts due to related parties

Our Group recorded amounts due to related parties of nil, nil, approximately RMBI13.1
million and approximately RMB13.1 million as at 31 December 2019, 2020 and 2021 and 31
January 2022, respectively. Such amount mainly represented (i) the cash advanced by Mr. Hu of
approximately RMB6.8 million to our Group for working capital purpose, which was non-trade in
nature; and (ii) the [REDACTED] expenses of approximately RMBS5.5 million paid by Mr. Hu on
behalf of our Group, which was trade in nature. The amount due to related parties was unsecured,
interest-free, repayable on demand and denominated in HKD and will be settled before
[REDACTED].

Contingent liabilities

As at the Latest Practicable Date, we were not engaged in any litigation, arbitration or claim
of material importance, and no litigation, arbitration or claim of material importance is known to
our Directors to be pending or threatened by or against us, that would have a material adverse
effect on our business, results of operations or financial condition. Accordingly, no provision for
the contingent liabilities in respect of litigations is necessary.

OFF-BALANCE SHEET ARRANGEMENTS AND COMMITMENTS

As at the Latest Practicable Date, we did not have any material off-balance sheet
arrangements or commitments except as otherwise disclosed.

KEY FINANCIAL RATIOS

FY2019 FY2020 FY2021

or as at or as at or as at

31 December 31 December 31 December

2019 2020 2021

Revenue growth 33.7% 1.8% 16.3%
Net profit growth 9.5% 23.0% (15.4)%
Gross profit margin 21.0% 22.0% 22.1%
Net profit margin 11.0% 13.2% 9.6%
Return on equity 34.1% 40.9% 35.3%
Return on total assets 11.6% 12.9% 12.1%
Current ratio 1.4 times 1.3 times 1.4 times
Quick ratio 1.1 times 1.2 times 1.1 times
Inventory turnover days 62.2 days 57.4 days 55.4 days
Trade receivables turnover days 158.7 days 166.8 days 141.7 days
Trade payables turnover days 168.7 days 177.9 days 138.6 days
Gearing ratio 24.5% 20.9% 10.0%
Net debt to equity ratio Net cash Net cash Net cash
Interest coverage 29.7 times 42.3 times 52.0 times
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Revenue growth

Revenue growth is calculated as the difference between revenue of the respective year and
revenue of the previous corresponding year, then divided by revenue of the previous corresponding
year.

Please refer to the paragraph headed ‘“‘Period-to-period comparison of results of operations”
in this section for the reasons for the fluctuation in our revenue.

Net profit growth

Net profit growth is calculated as the difference between profit of the respective year and
profit of the previous corresponding year, then divided by profit of the previous corresponding
year.

Please refer to the paragraph headed *“Period-to-period comparison of results of operations™
in this section for the reasons for the fluctuation in our net profit.

Gross profit margin

Gross profit margin is calculated as gross profit divided by total revenue of the respective
year.

Please refer to the paragraph headed ‘“‘Period-to-period comparison of results of operations”
in this section for the reasons for the fluctuation in our gross profit margin.

Net profit margin

Net profit margin is calculated as profit and total comprehensive income for the year divided
by total revenue of the respective year.

Our net profit margin increased from approximately 11.0% for FY2019 to approximately
13.2% for FY2020. Such increase was mainly due to (i) the increase in gross profit margin from
approximately 21.0% for FY2019 to approximately 22.0% for FY2020; and (ii) the increase in our
other income as discussed in the paragraph headed ‘Period-to-period comparison of results of
operations — FY2019 compared with FY2020” in this section.

Our net profit margin decreased from approximately 13.2% for FY2020 to approximately
9.6% for FY2021 mainly due to the net effect of the increase in revenue and gross profit, and the
increase in administrative expenses as discussed under the paragraph headed ‘“Period-to-period
comparison of results of operations — FY2020 compared with FY2021" in this section.

Return on equity

Return on equity is calculated as profit and total comprehensive income for the year divided
by the ending total equity as at the respective reporting dates.
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Our return on equity increased from approximately 34.1% for FY2019 to approximately
40.9% for FY2020 mainly attributable to our Group’s enhanced profitability with the increase in
our Group’s net profit margin as discussed under the paragraph headed ‘Period-to-period
comparison of results of operations — FY2019 compared with FY2020" in this section.

Our return on equity decreased from approximately 40.9% for FY2020 to approximately
35.3% for FY2021 mainly due to the net effect of the increase in revenue and gross profit, and the
increase in administrative expenses as discussed under the paragraph headed “Period-to-period
comparison of results of operations — FY2020 compared with FY2021" in this section.

Return on total assets

Return on total assets is calculated as profit and total comprehensive income for the year
divided by the ending total assets as at the respective reporting dates.

Our return on total assets had remained relatively stable at approximately 11.6%, 12.9% and
12.1% for FY2019, FY2020 and FY2021, respectively. The Group’s return on assets decreased
slightly from approximately 12.9% for FY2020 to approximately 12.1% for FY2021, which was
mainly due to the net effect of (i) the decrease in net profit margin as discussed above ; and (ii)
the decrease in total assets due to the decrease in restricted cash of approximately RMB62.2
million as at 31 December 2021 as a result of the maturity of bills payable issued by the Group.

Current ratio

Current ratio is calculated as current assets divided by current liabilities as at the respective
reporting dates.

Our current ratio remained relatively stable at approximately 1.4 times, 1.3 times and 1.4
times as at 31 December 2019, 31 December 2020 and 31 December 2021, respectively.

Quick ratio

Quick ratio is calculated as current assets minus inventories, then divided by current
liabilities as at the respective reporting dates.

Our quick ratio remained relatively stable at approximately 1.1 times, 1.2 times and 1.1 times
as at 31 December 2019, 31 December 2020 and 31 December 2021, respectively.

Inventory turnover days

Inventory turnover days is calculated as the average of the beginning and ending inventory
balances for the year, divided by the cost of sales of the relevant year, multiplied by the number of
days in the relevant year (i.e. 365 days for full year).

Please refer to the paragraph headed “Net current assets — Inventories” in this section for
the reasons of the fluctuations in our inventory turnover days.
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Trade receivables turnover days

Trade receivables turnover days is calculated based on the average of the beginning and
ending balance of trade receivables divided by revenue for the year, then multiplied by the number
of days of the year (i.e. 365 days for full year).

Please refer to the paragraph headed ‘““Net current assets — Trade receivables” in this section
for the reasons for the change in our trade receivables turnover days.

Trade payables turnover days

Trade payables turnover days is calculated based on the average of the beginning and ending
balance of trade payables divided by cost of sales for the year, then multiplied by the number of
days of the year (i.e. 365 days for full year).

Please refer to the paragraph headed “Net current assets — Trade and other payables™ in this
section for the reasons for the change in our trade payables turnover days.

Gearing ratio

Gearing ratio is calculated as total borrowings (including bank borrowings and finance lease
liabilities) divided by the total equity as at the respective reporting dates.

Our gearing ratio decreased from approximately 24.5% as at 31 December 2019 to
approximately 20.9% as at 31 December 2020 and further decreased to approximately 10.0% as at
31 December 2021. Such changes in our gearing ratio was mainly due to the fluctuations in our
total borrowings, given our equity base has remained relatively stable as at these reporting dates.

Net debt to equity ratio

Net debt to equity ratio is calculated as net debts (i.e. total borrowings, net of cash and cash
equivalents) divided by total equity as at the respective reporting dates.

We recorded a net cash position as at 31 December 2019, 31 December 2020 and 31
December 2021, respectively.

Interest coverage

Interest coverage is calculated as profit before finance costs and income tax divided by
finance costs of the respective reporting years/period.

Our interest coverage increased from approximately 29.7 times for FY2019 to approximately
42.3 times for FY2020 and increased further to approximately 52.0 times for FY2021. Such
increase was mainly due to the decrease in our bank borrowings during the Track Record Period.
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CAPITAL AND FINANCIAL RISK MANAGEMENT
Capital risk management

Our Group is exposed to customer concentration risk, credit risk and liquidity risk in the
normal course of business. For further details of our operational and financial risk management,
please refer to the section headed “Business — Risk management and internal control systems”
and note 3 of the Accountant’s Report set out in Appendix I to this document.

We manage our capital to ensure that entities in our 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. Our overall strategy remains unchanged during the Track Record Period.

Treasury Policy

We have implemented a series of internal control policies and rules regarding investment to
ensure that the purpose of investment is to preserve capital and liquidity, and we would only
purchase investment products under limited circumstances. Our finance department is responsible
for managing our investment activities, and investment strategies and decisions of our finance
department are subject to review and approval of our Board and management team. Prior to
making a proposal to invest in investment products, we will assess and ensure that there remains
sufficient working capital for our business needs, operating activities, research and development
and capital expenditures even after purchasing such investment products. We adopt a prudent
approach in selecting investment products. Our investment decisions are made on a case-by-case
basis and after due and careful consideration of a number of factors, such as duration of
investment and the expected returns. To control our risk exposure, we will invest in investments
products offered by reputable commercial banks or reputable financial institutions. We generally
select investment products with flexible redemption options. After making an investment, we
closely monitor its performance and fair value on a regular basis.

UNAUDITED PRO FORMA ADJUSTED NET TANGIBLE ASSETS

For our unaudited pro forma adjusted net tangible assets, please refer to the section headed
“Unaudited pro forma financial information” in Appendix II to this document.

[REDACTED] EXPENSES

Our Directors estimate that the total amount of expenses in relation to the [REDACTED] is
approximately RMB[REDACTED] million (equivalent to approximately HK$[REDACTED]
million), comprising (i) [REDACTED]-related expenses, including [REDACTED] commission
and other expenses, of approximately RMB[REDACTED] million (equivalent to approximately
HK$[REDACTED] million); and (ii) non-[REDACTED]-related expenses of approximately
RMB[REDACTED] million (equivalent to approximately HK$[REDACTED] million), including
(a) fees paid and payable to legal advisers and reporting accountant of approximately
RMB[REDACTED] million (equivalent to approximately HK$[REDACTED] million; and (b)
other fees and expenses, including sponsor fees, of approximately RMB[REDACTED] million
(equivalent to approximately HK$[REDACTED] million). Out of the amount of approximately
RMB[REDACTED] million (equivalent to approximately HK$[REDACTED] million),
approximately RMB[REDACTED] million (equivalent to approximately HK$[REDACTED]
million) is directly attributable to the issue of the [REDACTED] and is expected to be accounted
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for as a deduction from equity upon [REDACTED]. The remaining amount of approximately
RMB[REDACTED] million (equivalent to approximately HK$[REDACTED] million), which
cannot be so deducted, shall be charged to profit or loss, among which, approximately RMB12.7
million (equivalent to approximately HK$15.5 million) has been charged during FY2021, while
approximately RMB[REDACTED] million (equivalent to approximately HK$[REDACTED]
million) is expected to be incurred during FY2022. The [REDACTED] expenses are expected to
represent approximately [REDACTED]% of the gross [REDACTED] of the [REDACTED],
assuming an [REDACTED] of HK$[REDACTED] per [REDACTED] (being the mid-point of the
indicative [REDACTED] range) and the [REDACTED] is not exercised. Expenses in relation to
the [REDACTED] are non-recurring in nature. Our Group’s financial performance and results of
operations for FY2022 will be adversely affected by the estimated expenses in relation to the
[REDACTED].

DIVIDEND

For each of FY2019, FY2020 and FY2021, we declared dividends of approximately RMB42.5
million, RMB39.5 million and RMB37.9 million, respectively, to our then shareholders. Out of the
dividend of approximately RMB42.5 million we declared in FY2019, approximately RMB15.9
million was declared out of the profit and total comprehensive income for the year ended 31
December 2017 and approximately RMB26.6 million was declared out of the profit and total
comprehensive income for FY2018.

The declaration and payment of future dividends will be subject to the decision of the Board
having regard to various factors, including but not limited to our operation and financial
performance, profitability, business development, prospects, capital requirements, and economic
outlook. It is also subject to any applicable laws. The historical dividend payments may not be
indicative of future dividend trends. We do not have any predetermined dividend payout ratio.

DISTRIBUTABLE RESERVES

Our Company was incorporated on 21 April 2021. As at 31 December 2019, 31 December
2020 and 31 December 2021, our Company had no reserves available for distribution to our
Shareholders.

RELATED PARTY TRANSACTIONS

Our related party transactions during the Track Record Period are summarised in note 31 to
the Accountant’s Report set out in Appendix I to this document.

RULES 13.13 TO 13.19 OF THE LISTING RULES

Our Directors confirmed that, as at the Latest Practicable Date, they were not aware of any
circumstances which, had we been required to comply with Rules 13.13 to 13.19 of the Listing
Rules, would have given rise to a disclosure requirement under Rules 13.13 to 13.19 of the Listing
Rules.
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NO MATERIAL ADVERSE CHANGE

Our Directors confirm that, save for the expenses in connection with the [REDACTED], up
to the date of this document, there has been no material adverse change in our financial or trading
position or prospect since 31 December 2021, and there had been no events since 31 December
2021 which would materially affect the information shown in our consolidated financial statements
included in the Accountant’s Report set out in Appendix I to this document.
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