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CHARACTERISTICS OF THE GROWTH ENTERPRISE MARKET (“GEM"”) OF THE STOCK
EXCHANGE OF HONG KONG LIMITED (THE “STOCK EXCHANGE")

GEM has been positioned as a market designed to accommodate companies to which a higher
investment risk may be attached than other companies listed on the Stock Exchange. Prospective
investors should be aware of the potential risks of investing in such companies and should
make the decision to invest only after due and careful consideration. The greater risk profile
and other characteristics of GEM mean that it is a market more suited to professional and
other sophisticated investors.

Given the emerging nature of companies listed on GEM, there is a risk that securities traded
on GEM may be more susceptible to high market volatility than securities traded on the Main
Board of the Stock Exchange and no assurance is given that there will be a liquid market in
the securities traded on GEM.

Hong Kong Exchanges and Clearing Limited and the Stock Exchange take no responsibility for the
contents of this report, make no representation as to its accuracy or completeness and expressly
disclaim any liability whatsoever for any loss howsoever arising from or in reliance upon the whole
or any part of the contents of this report.

This report, for which the directors (the “Directors”) of Huazhang Technology Holding Limited
(the “Company” ) collectively and individually accept full responsibility, include particulars given
in compliance with the Rules Governing the Listing of Securities on GEM of the Stock Exchange
(“the GEM Listing Rules”) for the purpose of giving information with regard to the Company. The
Directors, having made all reasonable enquiries, confirm that to the best of their knowledge and
belief the information contained in this report is accurate and complete in all material respects and
not misleading or deceptive, and there are no other matters the omission of which would make any
statement herein or this report misleading.

This report will remain on the “Latest Company Announcements” page of the GEM website at www.

hkgem.com for at least seven days from the date of its publication and the Company’s website at
www.hzeg.com.
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Financial Summary

Year ended 30 June

Major Items of Consolidated Statements
of Comprehensive Income

Revenue

Gross profit

Gross profit margin

Profit attributable to the owners of
the Company

Net profit margin

Major Items of Consolidated
Balance Sheets

Non-current assets

Current assets

Non-current liabilities

Current liabilities

Capital and reserves attributable
to the owners of the Company

Gearing ratio (Note 2)

Notes

308,905,915
86,230,820
27.9%

28,495,589
9.2%

62,630,598
317,783,433
1,360,000
182,513,113

196,540,918
10.1%

2013 2012 2011

HK$ HK$ HK$
251,362,209 229,520,229 99,115,212
71,672,996 64,348,803 28,760,539
28.5% 28.0% 29.0%
17,682,187 19,083,369 545,350
7.0% 8.3% 0.6%
49,671,908 50,513,239 40,131,361
244,241,640 199,612,318 181,194,694
807,350 — —
116,898,276 171,789,787 185,900,173
176,207,922 78,335,770 35,425,882
0.0% 23.9% 33.7%

) The results and summary of assets and liabilities for the year ended 30 June 2012 and 2013 which were extracted from
the Prospectus have been prepared on a combined basis to indicate the results of the Group as if the Group structure,
at time when the Company’s shares were listed on the GEM of the Stock Exchange, had been in existence through those

years.

(2) Gearing ratio is calculated based on the total debt at the end of the year divided by total debt plus total equity at the
end of the respective year and multiplied by 100%.
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Chairman’s Statement

Dear Shareholders,

On behalf of the board of (the “ Board”) directors of the Huazhang Technology Holding Limited (the
“"Huazhang Technology” or “Company”), | am pleased to report the annual results of the Company
and its subsidiaries (collectively the “Group”) for the year ended 30 June 2014.

In the past year, while the pace of global economic recovery was still low, the Chinese economy faced
great downside pressure. The Group’s revenue for the year achieved a continuous growth, reaching
approximately HK$308,906,000, compared with the previous year, an increase of approximately 22.9%.
The profit attributable to equity holders of the Company was approximately to HK$28,496,000, as
compared with the previous year, an increase of approximately 61.2%.

Throughout all these years, Huazhang Technology have been working in research and development
activities to improve technologies of the existing product. During the year, the Group had 25 new
patents and two new software copyrights. To date, the Group has registered 117 patents (including
37 invention patents, 75 utility model patents and five software copyrights). On 31 December 2013,
the enforced belt filter press manufactured by the Group, in the 2013 fourth revision of the industry
standard prepared by the General Office of Ministry of Industry and Information Technology of the
People’s Republic of China, was recognized as an industry standard. The continuous research and
development results of the Group will enhance the economic efficiencies.

Under the support of the Chinese micro-stimulus policy, macro-economic had an obvious stabilization
signs in the first half of 2014. The Chinese economy in the second quarter of 2014 remained in a
growth of 7.5%. Facing a complicated domestic economic situation, the paper industry has faced
various difficulties and challenges, including overcapacity, tightening environmental regulations and the
elimination of outdated production capacity. However, upon the efforts of the Group’s management
team and customer recognition of the Group’s products, these difficulties and challenges will bring
many opportunities to the Group.

In order to obtain these opportunities, the Group commenced to construct the 4th phase of the
production plant in December 2013, which is located in our production base in Tongxiang. The
construction of new plant was expected to be completed in September 2014 and will commence the
production thereafter. The Group expects the new plant will increase the production capacities of
the Group by approximately 1 times. In addition, the Group will invest in improving the production
process and by purchasing laboratory facilities and equipment. At the same time, the Group will
increase investments in research and development, and continuously develop new products and
enhance the existing products.

Furthermore, in order to explore the large markets, the Group has increased cooperation with
industry giants and provided a more comprehensive service to customers. In November 2013, the
Group signed a co-operation agreement with the Siemens (China) Co., Ltd.. Huazhang Technology
became the first and the only one of Siemens Industrial Solutions Partner in the China region. At the
same time, the Group worked with the finance leasing companies for customers to obtain project
financing. Through working with Siemens and finance leasing companies, the Group was able to
provide customers with more complicated technical solutions and high quality products in industrial
control as well as customers can upgrade themselves by using finance lease. The Group will keep
efforts to provide more comprehensive “design” “production” “Service” solutions to customers, by
working with various enterprises to increase the Group’'s competitiveness, and at the same time, to
explore customers in non-paper industries.

Huazhang Technology Holding Limited



Chairman’s Statement

As a listed company, the Group will care of the quality of the working environment, environmental
protection and community participation, so the Group will increase resources in these areas in the
coming year. Huazhang Technology undertake the staff and society responsibility as a corporate to
pursue economic efficiency as well as to pursue the society benefits.

Lastly, | would like to express my sincere gratitude to the Board, management and our staff for
their contributions to the development of the Group in the past year, it made Huazhang technology
toward a continued success road. | would also like to extend my heartfelt thanks to all the business
partners, customers and shareholders which have been supporting the Group. Through efforts and
contributions from the mentioned parties, the Group will go ahead to deliver sustainable business
growth and to create higher values for all parties.

Yours sincerely,

Zhu Gen Rong
Chairman

Hong Kong
5 September 2014
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Biographical Details of Directors and
Senior Management

EXECUTIVE DIRECTORS

Mr ZHU Gen Rong (%#R%8), aged 52, is the chairman of our board and an executive Director. He is also a member of the
Nomination Committee and one of our Controlling Shareholders. Mr Zhu oversees the overall operation and is responsible for
the overall strategic planning, development, and management of our Group. Mr Zhu has approximately 22 years of experience
in the mechanical and engineering industry. Prior to founding our Group, Mr Zhu worked at Hangzhou Project and Research
Institute of Electro-mechanic in Light Industry (8¢ T 211 # B &5 5EET) from 1984 to 1993, a state-owned entity principally
engaged in the business of, among others, researches in the technology for wood pulp, paper-making and the automation of
electric instruments and he took up several positions including the deputy head of the product development department. He
then worked as general manager at Hangzhou Microelectronics Company Limited (fi/NZEZHE A7) from 1993 to 1996,
a company principally engaged in the business of manufacturing of mixed integrated circuit and electrical ballast, accepting
tenders for projects of industrial automation system, and the purchasing of materials and equipment for industrial automation
systems. He also founded Hangzhou Yiyi Consultation (then known a Hangzhou Huazhang Electric Engineering Company Limited)
in December 1996, Hangzhou Rongtai Electric in December 1998 and Shanghai Yunjie Consultation (then known as Shanghai
Huazhang Electric Control Engineering Company Limited) in May 1999, of which the businesses of all three companies were
then transferred to Huazhang Automation (Zhejiang) in November 2006. Hangzhou Rongtai Electric has been deregistered. Mr
Zhu founded Zhejiang Huazhang Technology Limited (fT)TEEE £H% A R A A]), the PRC operating subsidiary of our Company, in
July 2001. Mr Zhu obtained a diploma in industrial electrical automation (T 2£E & B 81k) from Nanjing Electrical School (R R
HEER) in July 1984. He has been the vice president of the China Association of the Federation of Industry and Commerce (
REDB TR SRS SR since October 20009.

Mr ZHONG Xin Gang (§8378f), aged 45, is an executive Director. Mr Zhong oversees and is responsible for the strategic planning,
execution and day-to-day management and administration of our Group’s sludge treatment products department. Mr Zhong
has approximately 23 years of experience in the filter and engineering industry. Mr Zhong joined our Group in July 2011 and is
currently the general manager of environmental protection department at Huazhang Technology. Prior to joining our Group, Mr
Zhong worked at Hangzhou Better Filter Press Company Limited (f0/1 B #5388 # 5 'R A §) which is principally engaged in the
manufacture and sale of filter presses, in 2003 and held the position of director. He previously worked at Hangzhou Xingyuan
Filter Technology Company Limited (1)1 B B8 FEHE AR A 7)) which is principally engaged in the manufacture and sale of
filter presses, from August 1991 to April 2003 and was the chief of the technical department. Mr Zhong studied in Zhejiang
University (#T/TAE2) specialized in chemical mechanic in July 1991. Mr Zhong has been a member of the executive council and
the experts committee of the forth (from 2003 to 2006), fifth (from 2007 to 2011) and sixth (from 2012 to 2015) of China
General Machinery Industry Association-Separation Machinery Sub-Association (the “Sub-Association”) (FF B8 F % T 2 17
SOBEHM D E); and committee member of the forth (from 2003 to 2006), fifth (2007 to 2011) and sixth (2012 to 2015) of
Separation Machinery Standard Committee of the Sub-Association.

Mr JIN Hao (€f), aged 43, is an executive Director. Mr Jin oversees and is responsible for the strategic planning, execution and
day-to-day management and administration of our Group’s industrial automation system department. Mr Jin has approximately
21 years of experience in the electric and engineering industry. Mr Jin joined our Group in 2001. Mr Jin worked at Hangzhou
Huazhang Microelectronics Company Limited (fT/NZEZHE-F/A7]) from July 1993 to December 1995 as project person in
charge. Mr Jin joined Hangzhou Yiyi Consultation (formerly known as Hangzhou Huazhang Electric Engineering Company
Limited) in 1996 and worked as the general manager in the engineering department until 2001. He served as the engineering
general manager at Huazhang Technology from 2001 to 2009 and served as the general manager of the industrial automation
department of Huazhang Technology since 2009. Mr Jin obtained a bachelor’s degree in electrical engineering from Zhejiang

University (#/LAZ) in June 1993.

Huazhang Technology Holding Limited



Biographical Details of Directors and
Senior Management

INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr DAI Tian Zhu (B X #), aged 60, is an independent non-executive Director and the chairman of the Nomination Committee,
and a member of the Audit Committee and the Remuneration Committee respectively. Mr Dai was appointed as an independent
non-executive Director on 6 May 2013. Mr Dai obtained a graduate certificate in pulp from the Zhejiang University of Technology
(I T2 KE) (formerly known as Zhejiang Institute of Technology (#1/T T222Ft)) in January 1982. He then obtained a master
degree in economy planning and management from the Chinese Academy of Social Sciences Graduate School (FF Bl &2
BriftFt4ERT) in January 1989. Mr Dai obtained a doctorate degree in economics from the Chinese Academy of Social Sciences
Graduate School (FEIHL & RIELAFTAERT) in July 1997. He was a member of the Eight Chinese People’s Political Consultative
Conference of Zhejiang Province (B ARBUA R EZATLIE F/\JEZE ), and a member of the Economic Commission of
Zhejiang Province (T A F/\EE BRHEEZEEZ 8) in 1998. Mr Dai was the deputy director of Centre of Scientific Research
of Zhejiang University of Finance and Economics (47T 87 48 2 2Bt Bt FT) in 1998, a professor of the department of finance and
a member of the academic committee of the Shanghai University of International Business and Economics (previously known
as Shanghai Institute of Foreign Trade (_E/8 ¥ 4N $EP5T)) from March 2006. Mr Dai served as an independent director in Tian
He Securities Company Limited (K& FH4E42 B PR AF]) from December 2003 to December 2006. He was the main editor of
teaching material “Theory and practice of investment banking operations” (¥ & fR1T4#EE3E s E2 & 7%) for high school students.

Ms CHEN Jin Mei (PBR$%#8), aged 62, is an independent non-executive Director, and is the chairman of the Remuneration
Committee, and a member of the Audit Committee and the Nomination Committee respectively. Ms Chen was appointed as
an independent non-executive Director on 6 May 2013. Ms Chen began to work in November 1969, and joined the Hangzhou
Municipal Finance Bureau (fiN T8/ /®) in July 1980. Ms Chen was the deputy director general of Hangzhou Municipal Finance
Bureau from July 1997 to June 2002 and the director general of Hangzhou Local Tax Bureau from June 2002 to April 2011.
She then retired from her duties at the Hangzhou Municipal Finance Bureauin in August 2012. Ms Chen obtained a bachelor’s
degree in accounting from the Hangzhou Institute of Electronic Engineering (Ft/N & F T2 ZF%) in July 1997. She (i) completed
all the courses for a post graduate degree in management engineering from Zhejiang University (41T KXZ2) in June 1998; (ii)
graduated with a post graduate degree in political economics from Zhejiang Provincial Party School (FF 47/ T4E Z ER) in July
2000 and (iii) obtained master’s degree in business administration from the Macau University of Science and Technology (&
FIRI LA E) in August 2005. She also obtained the qualification of a professor-level senior accountant (¥4 = A& =tED) in
December 2010. As a the latest Practicable Date, Ms Chen was an independent director of Shenzhen Victor Onward Textile
Industrial Co., Ltd, a company listed on Shenzhen Stock Exchange (stock code: 000018).

Mr Roy KONG Chi Mo CI& ), aged 39, FCCA, FCIS, FCS(PE) & MHKIoD is an independent non-executive Director. He is the
chairman of the Audit Committee and a member of the Remuneration Committee and Nomination Committee respectively.
Mr Kong was appointed as an independent non-executive Director on 6 May 2013. He has over 17 years of experience in
accounting, corporate governance and capital market. Mr Kong has been the executive director and chief financial officer of
China Vanadium Titano-Magnetite Mining Company Limited (Stock code: 00893) (“China VTM") since October 2013 and May
2008, respectively. Also Mr Kong has been appointed as an independent non-executive director of CAA Resources Limited (Stock
code: 02112) and Hengshi Mining Investments Limited (Stock code: 01370), all are listed on the Stock Exchange, since 2013.
Prior to joining China VTM, Mr Kong joined KPMG in October 1999 and was a senior manager when he left in December 2007.
Prior to joining KPMG, Mr Kong worked as a finance trainee in Hutchison Telecommunications (Hong Kong) Limited from June
1997 to March 1998 and as a tax associate in PricewaterhouseCoopers from March 1998 to October 1999. Mr Kong has been
a fellow member of the Association of Chartered Certified Accountants since February 2008, a fellow member of the Hong
Kong Institute of Chartered Secretaries and the Institute of Chartered Secretaries and Administrators since February 2012, and
a member of the Hong Kong Institute of Directors (“HKloD"”) since May 2010. Mr Kong received bronze certificates of merit in
continuing professional development both in 2010 and 2011 and silver certificates of merit in continuing professional development
both in 2012 and 2013 respectively from the HKloD. Mr Kong obtained a bachelor’s degree in business administration from The
Chinese University of Hong Kong on 11 December 1997.
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Biographical Details of Directors and
Senior Management

SENIOR MANAGEMENT

Mr Liu Chuan Jiang (21)II3I), aged 51, is the deputy general manager and quality assurance director of Zheijiang Huazhang
Technology Limited (“Zheijiang Huazhang”). Mr Liu has approximately 22 years of experience in the mechanical and engineering
industry. He joined our Group in 2001 and is currently the deputy general manager and quality assurance director of Zheijiang
Huazhang and was also previously the technical director of Zheijiang Huazhang. Mr Liu obtained a bachelor’s degree in electrical
engineering and computer science from the Southwest Jiaotong University (FEFI X B A2 E R TIE Lt E#AEE+) in August
1984 and a master’s degree in electrical engineering from Shanghai Railway Institute (/& &3EEE R T2 KRBT EA) in
October 1989. Mr Liu obtained his professional qualification as an engineer by the Department of Light Industry (F%E A R+
FEIEE T2 5) of the PRC in July 1991.

Mr Tang Zhi Chao (E#&#), aged 55, is the deputy general manager and procurement director of Zheijiang Huazhang. Mr Tang
has over 10 years of experience in the mechanical and engineering industry. Mr Tang joined our Group in 2003 and worked
as the general manager of the sludge treatment products department of Zheijiang Huazhang. Mr Tang obtained a diploma in
pulp and paper technology from Zhejiang Institute of Technology, Hangzhou Campus (71T T2 2 5 H) in January 1982.

Mr Chan So Kuen (FR & #), aged 34, is company secretary, chief financial officer and authorized representative of the Company
with effect from 28 February 2014. Mr. Chan has over 12 years of experience in financing, auditing and accounting. Mr. Chan
is a member of the Hong Kong Institute of Certified Public Accountants and obtained a bachelor’s degree in accountancy from
The Hong Kong Polytechnic University in 2001.

Huazhang Technology Holding Limited



Management Discussion and Analysis

SUMMARY

The Group is principally engaged in research and development, manufacture and sale of industrial
automation systems and sludge treatment products. Our industrial automation systems and sludge
treatment products are custom-built in accordance with the specifications and requirements provided
by our customers. Moreover, we are also engaged in the provision of after-sales and other services
to our existing customers.

The Group's industrial automation systems and related projects (the “Industrial Automation Business”)
compress the industrial automation systems, which are used in industrial production applications to
improve production line efficiency by controlling the production process, and other related services.
The Group’s industrial automation system consists of the following four products:

o drive control system;

distributed control system;
o machine control system; and
o motor control centre

The sludge treatment products developed are used for the separation of solid from liquid in the
handling of industrial waste in order to reduce sludge disposal costs and to meet the PRC government’s
requirement for environmental protection. The Group’s sludge treatment products comprise two
categories, namely, filter press and steel-belt filter press.

The Group also provides after-sales and other services to the existing customers of Industrial Automation
Business and sludge treatment products.

INDUSTRY REVIEW

In the previous year, Chinese economic situation is complicated. Although the Chinese government
announced that Chinese economic growth is maintained at 7.5% in the second quarter of 2014, in
terms of the Chinese economic transformation, all industries were in difficult challenges. The paper
industry in the previous year has been facing the problem of overcapacities. In 2013, the Ministry
of Industry announced the elimination of outdated production capacities, which could not meet the
environmental requirements, in the paper industry. It led to some uncertain factors in development
of the industry. Although the paper industry was in the trough, many paper companies were still
willing to increase capital expenditure, including the construction of a new production line or project
for renovation of the plant, in order to meet future demands on its developments.
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Management Discussion and Analysis

BUSINESS REVIEW

For the year ended 30 June 2014, the Group has entered into contracts (including industrial automation
systems, sludge treatment product and after-sales service) with amount of HK$400,061,000, as
compared with last year, an increase of 69.1%. As at 30 June 2014, the outstanding contracts amount
was HK$297,436,000. Most of them was expected to be completed in the financial year ending 30
June 2015. For the year ended 30 June 2014, the Group’s turnover was HK$308,906,000, an increase
of 22.9% as compared to that of year ended 30 June 2013. With our management team’s efforts
and customer recognition of the Group's products, even the Chinese economic was complicated, the
competitive advantage of the Group’s products and services in the industry prompted an increase in
the revenue.

Under the difficult business environment faced by the Chinese paper industry, the Group is actively
expanding the market share in the non-paper industries. For the year ended 30 June 2014, revenue
from the non-paper industry was accounted for approximately 27.5% of the Group’s revenue, as
compared with last year, an increase of 8.3%.

FINANCIAL REVIEW
Revenue and gross profit margin

Revenue increased by approximately 22.9% from approximately HK$251,362,000 for the year ended
30 June 2013 to approximately HK$308,906,000 for the year ended 30 June 2014. Gross profit margin
decreased from approximately 28.5% for the year ended 30 June 2013 to approximately 27.9% for
the year ended 30 June 2014.

(i) Industrial Automation Business

Revenue from sales of Industrial Automation Business increased by approximately 16.6%
from approximately HK$174,946,000 for the year ended 30 June 2013 to approximately
HK$203,949,000 for the year ended 30 June 2014. Such increase was primarily attributable
to the number of completed contracts amounting to HK$5,000,000 or above increased from 7
contracts amounting to approximately HK$50,282,000 for the year ended 30 June 2013 to 10
contracts amounting to approximately HK$89,321,000 for the year ended 30 June 2014. The
demand on Industrial Automation Business was high as the Group can provide one-stop value-
added services to our customers. The gross profit margin of Industrial Automation Business
decreased from approximately 28.0% for the year ended 30 June 2013 to approximately 26.8%
for the year ended 30 June 2014. Such decrease is a result of the Group sold the systems
with a lower profit margin in order to explore a new market as well as increase in provision
of one-stop value-added services.

(ii) Sludge treatment products

Revenue from sales of sludge treatment products increased by approximately 19.8% from
approximately HK$54,852,000 for the year ended 30 June 2013 to approximately HK$65,686,000
for the year ended 30 June 2014. Such increase was primarily attributable to the increase in
number of contracts completed. The Group completed 127 contracts for the year ended 30
June 2014 as compared with there were only 91 contracts completed for the year ended 30
June 2013 due to our customers are more focused on the environmental protection policy. The
gross profit margin of our sludge treatment products increased from approximately 26.4% for
the year ended 30 June 2013 to approximately 28.3% for the year ended 30 June 2014. Such
increase is mainly attributing to more recognition of our products in the markets under the
new environmental protection policy.

Huazhang Technology Holding Limited



Management Discussion and Analysis

FINANCIAL REVIEW (Continued)

Revenue and gross profit margin (Continued)

(iii) After-sales and other services

Revenue from provision of after-sales and other services increased by approximately 82.1%
from HK$21,564,000 for the year ended 30 June 2013 to HK$39,272,000 for the year ended
30 June 2014. Such increase was primarily attributable to increase in demand on after-sales
and other services from our customers, including system improvement projects, as well as to
increase our resources to provide the service. The gross profit margin for provision of after-sales
and other services decreased from approximately 38.3% for the year ended 30 June 2013 to
approximately 33.3% for the year ended 30 June 2014. Such decrease is attributing to increase
in supply of spare parts and components only with a lower gross profit margin.

Other income

For the years ended 30 June 2013 and 2014, other income amounted to approximately HK$8,214,000
and HK$3,018,000 respectively. The decrease was mainly due to decrease in subsidy received from
Tongxiang municipal government of Zhejiang Province amounting to HK$4,889,000 for the year.

Distribution costs

The distribution costs slightly increased by approximately HK$435,000 from approximately HK$11,765,000
for the year ended 30 June 2013 to approximately HK$12,200,000 for the year ended 30 June 2014,
accounting for approximately 3.9% of the Group’'s revenue for the year ended 30 June 2014, as
compared with approximately 4.7% last year. The increase in distribution costs is mainly attributing
to the increase in costs of sales staff resulted from the growth in sales activities.

Administrative expenses

The administrative expenses decreased by approximately HK$4,553,000 from approximately HK$35,265,000
for the year ended 30 June 2013 to approximately HK$30,713,000 for the year ended 30 June 2014,
accounting for approximately 9.9% of the Group’s revenue for the year ended 30 June 2014, as
compared with approximately 14.0% last year. The decrease in administrative expenses was mainly
attributing to the expenses of approximately HK$12,479,000 incurred in connection with the listing
of the Company for the year ended 30 June 2013 as no such expenses were incurred for the year.
Decrease in such expense decrease was partially offset by the increase in provision for impairment of
trade receivables and increase in the headcount of administrative staff and the increase in remuneration.

Research and development expenses

The research and development expenses increased by approximately HK$1,570,000 from approximately
HK$8,567,000 for the year ended 30 June 2013 to approximately HK$10,137,000 for the year ended
30 June 2014, accounting for approximately 3.3% of the Group’s revenue for the year ended 30 June
2014, as compared with approximately 3.4% last year. The increase in research and development
expenses was mainly attributing to the continuous investment in research and development activities
and business development, and the increase in the headcount and salaries of research and development
experts and engineers. The research and development expenses was mainly used in the research and
development of sludge treatment products and the upgrade of existing product.
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Management Discussion and Analysis

FINANCIAL REVIEW (Continued)
Finance (income)/costs - net

For the year ended 30 June 2014, the Group had a finance income - net of approximately HK$1,220,000
as compared with the finance costs - net of approximately HK$657,000 for the year ended 30 June
2013. Such change was mainly attributing to a significant increase in finance income in connection
with the increase in the cash and cash equivalents balance after the listing of the Company.

Income tax expense

For the years ended 30 June 2013 and 2014, income tax expense were approximately HK$6,131,000
and HK$8,867,000 respectively. The increase was mainly attributable to the increase in taxable profit
earned by the Company’s operating subsidiary for the year ended 30 June 2014 and a tax rate of
25% adopted by the Company’s operating subsidiary for the six months ended 30 June 2014. The
subsidiary obtained qualification as High and New Technology Enterprise in 2011 for a period of
three years effective from 2011. The applicable enterprise income tax rate of the subsidiary was
15% from 2011 till 2013. Since the preferential tax treatment resulting from such a title is expired
in December 2013, the subsidiary have applied to the relevant PRC authorities in June 2014 for the
classification of the subsidiary as a High and New Technology Enterprise and upon completion of such
re-application, the subsidiary will try to register with the tax authorities in-charge for the entitlement
to the preferential tax rate of 15% for the period from January 2014 to December 2016. Due to
this reason, the applicable tax rate of the subsidiary was 15% and 25% for the six months ended
31 December 2013 and the six months ended 30 June 2014 respectively.

The effective tax rates of the Group for the years ended 30 June 2013 and 2014 were 25.7% and
23.7% respectively. The decrease was mainly attributing to re-measurement of deferred tax as a
result of change in tax rate adopted by the subsidiary.

Profit attributable to the owners of the Company and net profit margin

Profit attributable to the owners of the Company increased by approximately 61.2% from approximately
HK$17,682,000 for the year ended 30 June 2013 to approximately HK$28,496,000 for the year
ended 30 June 2014. At the same time, the net profit margin increased by approximately 2.2% from
approximately 7.0% for the year ended 30 June 2013 to approximately 9.2% for the year ended 30
June 2014. Such increase is primarily attributing to the Group had enhanced its operating efficiencies
as well as no listing expenses incurred for the year ended 30 June 2014.

LIQUIDITY AND FINANCIAL RESOURCES

The Group maintained a healthy liquidity position during the period under review. The Group was
principally financed by internal resources and borrowing. As at 30 June 2014, the Group have net cash
and cash equivalent balance amounting to approximately HK$69,859,000 (30 June 2013: approximately
HK$80,921,000) as the Group had a borrowing amounting to HK$22,000,000 (30 June 2013: Nil).
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LIQUIDITY AND FINANCIAL RESOURCES (Continued)

Borrowing and charges of assets

As at 30 June 2014, the Group's interest-bearing loan was HK$22,000,000 (30 June 2013: Nil) which
will be repayable within 1 year. Such borrowing is all denominated in HK$, and bear an interest at
rate of 6.0% per annum.

As at 30 June 2014, the banking facilities granted by the bank was secured by land use rights and
properties of the Group amounting to approximately HK$2,632,000, and HK$17,155,000 respectively
(30 June 2013: Nil and Nil respectively).

Gearing ratio

The gearing ratio was 10.1% as at 30 June 2014 while the ratio as at 30 June 2013 was nil. The
increase was mainly attributable to a loan from an independent third party amounting to approximately
HK$22,000,000 which was borrowed as at 30 June 2014 (30 June 2013: Nil). Based on the gearing
ratio as at 30 June 2014, the Group still maintained a good financial position.

Gearing ratio is calculated based on the total debt at the end of the year divided by total debt plus
total equity at the end of the respective year and multiplied by 100%.

Capital Expenditure

For the year ended 30 June 2014, the Group’'s capital expenditure amounted to approximately
HK$14,156,000 (30 June 2013: HK$971,000), which was mainly used for the construction of 4th
phase of production plant amounting to approximately HK$12,168,000.

Commitments

As at 30 June 2014, the Group had capital expenditure in respect of acquisition of property, plant
and equipment contracted for but not provided in the consolidated financial statements amounting
to approximately HK$5,140,000 (30 June 2013: Nil).

Foreign Currency Risk

The Group’s principal business is located in the PRC and its major transactions are conducted in
Renminbi. Most of its assets and liabilities are denominated in Renminbi, except for certain payables
to professional parties and administrative expenses in Hong Kong office that are denominated in
Hong Kong dollars.

The Renminbi is not freely convertible. There is a risk that the Chinese government may take actions
affecting exchange rates which may have a material adverse effect on the Group’s net assets, earnings
and any dividends it declares if such dividend is to be exchanged or converted into foreign exchange.
The Group has not entered into any hedging transactions to manage the potential fluctuation in
foreign currencies. The Group does not consider that it has any significant exposure to the risk of
fluctuation in the exchange rate between HK$, US$ and RMB.

Contingent liabilities

As at 30 June 2014, the Group had no material contingent liabilities.
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SIGNIFICANT INVESTMENTS HELD, MATERIAL ACQUISITIONS AND
DISPOSALS

The Group had no significant investments held or material acquisitions and disposals during the year
ended 30 June 2014.

EMPLOYEE AND REMUNERATION POLICIES

As at 30 June 2014, the Group had 228 employees (30 June 2013: 202 employees), including the
Directors. Total staff costs (including Directors’ emoluments) for the year ended 30 June 2014 were
approximately HK$40,132,000, as comparable to approximately HK$30,771,000 for the year ended
30 June 2013.

The remuneration of employees is determined based on job nature and market conditions, combined
with increment on performance appraisal and year-end bonus which are designed to stimulate and
award employee’s individual performance. During the period, the Group continued its commitment
to employees’ training and development programme.

FUTURE PROSPECTS

The Group expects the paper industry has reached bottom and will recover gradually. The elimination
of outdated production capacity in the industry will be accelerated. It will bring opportunities to the
Group. The Group will use our design experience in the industrial automation systems and sludge
treatment products to further expand the Group's products to different markets and industries.

Effort to expand the share of the industrial automation systems in non-
paper market

In the year, the Group established the general sales division to explore sales of industrial automation
systems in the non-paper industry, such as metallurgy, electric power, chemical and other non-paper
industries. The general sales division team will actively participate in various exhibitions and marketing
activities to increase sales of industrial automation systems of the Group in the non-paper markets.

Promotion of “design” “production” “service” business model

In the year, the Group established the project division. Through working with the finance leasing
companies, the division successfully provided customers an one-stop value-added service with “design”
“production” “service”. In the fiscal year of 2015, the Group will further promote such matured
model to the markets. The Group is not only to assist our customers for designing the industrial
automation systems and sludge treatment products, but also provide valued-added service on design
or renovation of the whole production line, including to assist customers to obtain funds from the
finance leasing companies. This business model will achieve a triple win situation, which in turn
increase the Group’s sales.
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FUTURE PROSPECTS (Continued)
Investments in new capacity and cost-effectiveness

The Group expects the 4th phase of the production plant to be completed in September 2014 and
production will be commenced thereafter. After the completion of the new plant, it will bring the
Group to develop in more sustainable and secured way. The new plant will increase the production
capacities of the industrial automation and sludge treatment products by approximately 100% to
5,000 units and 119.0% to 92 units. The Group believes that increase in the production capacity
will enhance the economies scale of the Group and the Group have enough capacities to sell our
products to various industries. In addition, the Group will further strengthen our cost control to
maximize our benefits.

Use of existing customer resources to explore the after-sales service business

The Group is one of the leading suppliers of drive control system in the paper industry with a huge
high-quality customer resources. Currently, the reformation and enhancement of environmental
protection in the industry will require our customers to upgrade their equipment, reduce energy
consumption and pollution. The Group takes advantages in the customer networks which the
Group can assist the customers by supplying the appropriate systems and products. In addition, the
modern production emphasizes on stabilization and high quality, especially for non-stop production
model. Therefore, the customers are more emphasis on timely and pre-warning service. The Group
will gradually promote the annual service plan to our customers. Under the service plan, the Group
will be actively to provide annual inspection, software upgrades and services for maintenance and
replacement of the hardware to our customers. The customers can enjoy an excellent protection on
its non-stop production environments.

2014 Annual Report

17



18

Management Discussion and Analysis

BUSINESS PLAN AND ACTUAL BUSINESS PROGRESS

The following is a comparison of the Group’s business plan as set out in the Prospectus with actual
business progress for the year ended 30 June 2014. Capitalised terms used herein shall have the
same meanings as those defined in the Prospectus unless the context requires otherwise.

Business plan up to 30 June 2014 as set out
in the Prospectus

Actual business progress up to 30 June 2014

Increase production capacity

— Build a new production plant of approximately
11,000 sg. m. and improve the roads and
increase the greenery in the factory area

— Improve the production process using the high/
low voltage power supply systems; addition
of new laboratory facilities; and addition of
testing facilities

Cost saving construction

— A new production line and numerical control
center equipment for production of cabinets

Continuous product development and innovation

— Design and development of (i) RGU; (ii) newer
models of our existing industrial automation
systems

— Design and development of new sludge treatment
products

Huazhang Technology Holding Limited

The Group has commenced the construction of
the new production plant in December 2013. It
is expected that the construction work should be
completed in September 2014 and the production
plant will commence production thereafter.

The improvement will be commenced after the
completion of the new production plant, which
is expecting to be done by the end of 2014.

The new production line and control center
equipment were expected to commence the
construction after the completion of the construction
of the new production plant.

(i) The development of RGU has been completed, it
reached the field testing stage. It was expected
that the use of RGU will be commenced.

(ii) The Group is still in the progress in design and
development of newer model and improving the
existing industrial automation system. For the
year ended 30 June 2014, five new patents and
two new software copyrights were registered.

The Group is still in the progress in design and
development of newer model and improving the
existing sludge treatment products. For the year
ended 30 June 2014, twenty new patents was
registered.
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BUSINESS PLAN AND ACTUAL BUSINESS PROGRESS (Continued)

Business plan up to 30 June 2014 as set out Actual business progress up to 30 June 2014

in the Prospectus

Increase market awareness and enhance image/ The Group has applied funding aiming to increase
reputation market awareness and enhance its image/reputation
through placing advertisements in trade magazines
for the paper-making industry and attending trade

exhibition.
Improve the current information management
system
— Upgrade the current ERP system The system has been upgraded gradually in the

year of 2014.

From the listing date to 30 June 2014, the proceeds from the global offering were used as follows:

Use of

proceeds in the
same manner

and proportion

as shown in the
prospectus from the
listing date to

30 June 2014

Actual use of the
proceeds from the
listing date to

30 June 2014

HK$000 HK$000
Increase production capacity 27,100 7,195
Cost saving construction 16,900 -
Continuous product development and innovation 4,700 4,700
Increase market awareness and image of the Group 2,600 498
Improve the current information management system 300 87

51,600 12,480

The unused net proceeds have been placed as interest bearing deposits with licensed bank in Hong

Kong and the PRC.

The Directors will constantly evaluate the business targets of the Group and adjust their plans
according to the ever-changing market conditions, so as to ensure the growth of Group’s business.
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The Directors hereby presents the annual report together with the audited consolidated financial
statements of the Group for the year ended 30 June 2014.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding. The principal activities of its subsidiaries
are, set out in note 27 to the consolidated financial statements. There were no significant changes
in the nature of the Group’s principal activities during the year.

An analysis of the Group's performance for the year by segments is set out in note 5 to the consolidated
financial statements.

RESULTS

The Group’s profit for the year ended 30 June 2014 and the state of the Company's and of the
Group’s as affair at that date are set out in the consolidated financial statements on pages 42 to 45.

FINAL DIVIDEND

The board of directors recommended to pay the final dividend for 2014 at 5.0 HK cents per share
(2013: 3.3 HK cents per share). The proposed dividend account for approximately 47.7% of the profit
attributable to the owners of the Company of the year. The proposed distribution of final dividends
is subject to the approval of the Annual General Meeting ("AGM").

CLOSURE OF REGISTER OF MEMBERS

The register of members of the Company will be closed during the following periods:

(i) from 6 November 2014 (Thursday) to 10 November 2014 (Monday), both days inclusive, for the
purpose of ascertaining shareholders’ entitlement to attend and vote at the AGM. In order to
be eligible to attend and vote at the AGM, all transfer documents accompanied by the relevant
share certificates must be lodged for registration with the Company’s share registrar in Hong
Kong, Tricor Investor Services Limited, at Level 22, Hopewell Centre, 183 Queen’s Road East,
Hong Kong for registration no later than 4:30 p.m. on 5 November 2014 (Wednesday); and

(ii)  from 14 November 2014 (Friday) to 18 November 2014 (Tuesday), both days inclusive, for the
purpose of ascertaining shareholders’ entitlement to the final dividend. In order to establish
entitlements to the final dividend, all transfer documents accompanied by the relevant share
certificates must be lodged for registration with the Company’s share registrar in Hong Kong,
Tricor Investor Services Limited, at Level 22, Hopewell Centre, 183 Queen’s Road East, Hong
Kong for registration no later than 4:30 p.m. on 13 November 2014 (Thursday).

During the periods mentioned in sub-paragraphs (i) and (ii) above, no transfers of shares will be
registered.

FINANCIAL SUMMARY

A summary of the results and of the assets and liabilities of the Group for the last four financial
years is set out on page 5.
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PROPERTY, PLANT AND EQUIPMENT

Details of the movements in the property, plant and equipment of the Group are set out in note 7
to the consolidated financial statements.

SHARE CAPITAL

Details of the movements in the Company’s share capital during the year are set out in note 12 to
the consolidated financial statements.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Company’s articles of association or the laws
of the Cayman Islands which would oblige the Company to offer new shares on a pro rata basis to
existing shareholders.

PURCHASE, SALE OR REDEMPTION OF LISTED SECURITIES

Neither the Company nor any of its subsidiaries had purchased, sold or redeemed any securities of
the Company during the year ended 30 June 2014.

DISTRIBUTABLE RESERVES

Details of the movements in the reserves of the Company and the Group during the year are set out
in notes 12, 13 and 14 to the consolidated financial statements.

As at 30 June 2014, the Company’s reserves available for distribution, calculated in accordance with
the Companies Law, Cap.22 (Law 3 of 1961, as consolidated and revised) of the Cayman Islands,
amount to HK$59,213,000. The amount of HK$59,213,000 represents the Company’s share premium,
net of accumulated losses, which may be distributable provided that immediately following the date
on which the dividend is proposed to be distributed, the Company will be in a position to pay off
its debts as and when they fall due in the ordinary course of business.

BORROWINGS

Particulars of borrowings of the Group as at 30 June 2014 are set out in note 16 to the consolidated
financial statements.

MAJOR CUSTOMERS AND SUPPLIERS

The aggregate amount of revenue from the Group’s largest and five largest customers for the year
ended 30 June 2014 represented approximately 6.4% (30 June 2013: 6.2%) and 25.5% (30 June
2013: 26.4%), respectively, of the Group's total revenue from sales operations.

The aggregate amount of purchases from the Group’s largest and five largest suppliers for the year
ended 30 June 2014 represented approximately 26.1% (30 June 2013: 38.5%) and 42.2% (30 June
2013: 53.6%), respectively, of the Group’s total purchases.

To the best of the Directors’ knowledge, except for Mr Zhu Gen Rong, Mr Wang Ai Yan, Mr Liu Chuan
Jiang and Ms Zhu Ling Yun, who are the Company’s controlling shareholders, none of the Directors or
their respective associates, and none of the existing shareholders who owned more than 5% of the
Company'’s issued share capital, had any interest in any of the five largest customers and suppliers.
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DIRECTORS

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

Executive Directors

Mr Zhu Gen Rong (Chairman)
Mr Zhong Xin Gang
Mr Jin Hao

Independent Non-Executive Directors

Mr Dai Tian Zhu
Ms Chen Jin Mei
Mr Kong Chi Mo

The biographical details of the Directors are disclosed in the section headed “Biographical Details of
Directors and Senior Management” on pages 8 to 10 in this annual report.

In accordance with Articles 84 of the Articles, Mr Dai Tian Zhu and Mr Kong Chi Mo will retire at
the 2014 AGM and, being eligible, will offer themselves for re-election at the 2014 AGM.

CONFIRMATION OF INDEPENDENCE OF INDEPENDENT NON-EXECUTIVE
DIRECTORS

The Company has received an annual confirmation of independence pursuant to rule 18.39B of
the Rules Governing the Listing of Securities on GEM (the “GEM Listing Rules”) from each of the
independent non-executive Directors and the Company considers such Directors to be independent
for the year ended 30 June 2014.

DIRECTORS’ SERVICE CONTRACTS

Each of executive Directors has entered into a service agreement with the Company for an initial
term of three years commencing from 16 May 2013 and will continue thereafter until terminated in
accordance with the terms of the agreement.

Independent non-executive Directors are appointed for a term up to 30 June 2015 and will continue
thereafter unless terminated by either party giving at least one month’s notice in writing.

Other than as disclosed above, no Director proposed for re-election at the forthcoming annual general
meeting has service contract with the Company which is not determinable by the Company within
one year without payment of compensation other than statutory compensation.

DIRECTORS’ INTERESTS IN CONTRACTS

No contracts of significance in relation to the Croup’s business to which the Company, any of its
subsidiaries, or its parent company was a party and in which a director of the Company had a material
interest, whether directly or indirectly, subsisted at the end of the year or at any time during the year.
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TRANSACTIONS WITH CONNECTED PERSON

On 6 May 2013, the Company entered into (i) a master supply agreement in relation to the provision
of industrial automation system by the Group from time to time (the “Master Supply Agreement”); and
(ii) a master purchase agreement in relation to the purchase of branded industrial automation products
as well as other hardware and components by the Group from time to time with Zhejiang Huazhang
Automation Equipment Company Limited (W TEZ B {LEZEHBRAF) (“Huazhang Automation
(Zhejiang)") for a term of approximately 36 months, expiring on 30 June 2015. Huazhang Automation
(Zhejiang) is indirectly owned as to 30% by Huazhang Overseas Holding, Inc.(“Huazhang Overseas”),
which is in turn owned as to approximately 77.9% in aggregate by our Controlling Shareholders,
and therefore Huazhang Automation (Zhejiang) is a connected person to the Company under the
GEM Listing Rules. In July 2014, Huazhang Overseas disposed 30% interests in Huazhang Electric
Automation Holding Company Limited (“Huazhang Automation (Hong Kong)”), which holds 100%
shares of Huazhang Automation (Zhejiang), to a french business partners. After such transaction, the
Group ceased the connected relationship with the Huazhang Automation (Zhejiang).

CONTINUING CONNECTED TRANSACTIONS

Certain related party transactions as disclosed in Note 30 to the consolidated financial statements
also constituted continuing connected transactions under the GEM Listing Rules which are required
to be disclosed in this report in accordance with Chapter 20 of the GEM Listing Rules. During the
year, the Group entered into certain transactions with Huazhang Automation (Zhejiang), as follows:

Nature of transactions Amount
Sales of industrial automation system 5,904,167
Purchases of branded industrial automation products, hardware and components 58,767,237

Save as disclosed therein, there were no transactions required to be disclosed as connected transactions
in accordance with the requirements of the GEM Listing Rules.

The continuing connected transactions have been subject to annual review by the Independent Non-
executive Directors of the Company pursuant to Rule 20.53 of the GEM Listing Rules and confirmation
of the auditor of the Company pursuant to Rule 20.54 of the GEM Listing Rules.

In respect of the financial year ended 30 June 2014, the Independent Non-executive Directors of the
Company have concluded that the continuing connected transaction has been entered into:

o in the ordinary and usual course of business of the Company;
o either on normal commercial terms or, if there are not sufficient comparable transactions to
judge whether they are on normal commercial terms, on terms no less favorable to the Company

than terms available to or from (as appropriate) independent third parties; and

o in accordance with the relevant agreements governing them on terms that are fair and reasonable
and in the interests of the Company and the Shareholders as a whole.

The Board has engaged the auditor of the Company to perform certain agreed-upon procedures
on the aforesaid continuing connected transactions. Based on the work performed, the auditor has

issued a confirmation letter to the Board in accordance with Rule 20.55 of the GEM Listing Rules.
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MANAGEMENT CONTRACTS

No contracts concerning the management and administration of the whole or any substantial part
of the business of the Group were entered into or existed during the year.

REMUNERATION OF THE DIRECTORS AND FIVE HIGHEST PAID
INDIVIDUALS

Details of the remuneration of the Directors of the Company and five highest paid individuals are
set out in note 22 to the consolidated financial statements in this annual report.

Except for Ms Chen Jin Mei, no Director has waived or has agreed to waive any emoluments during
the year ended 30 June 2014.

EMOLUMENT POLICY

A remuneration committee is set up for reviewing the Group’s emolument policy and structure for all
remuneration of the Directors and senior management of the Group, having regard to the Group's
operating results, individual performance and comparable market practices. The remunerations of
the Directors are determined with reference to the economic situation, the market condition, the
responsibilities and duties assumed by each Director as well as their individual performance.

The Company has adopted a share option scheme as incentive to Directors and eligible employees,
details of which are set out in the paragraph headed “Share Option Scheme” below.

Details of the retirement benefit schemes of the Group are set out in note 2.18 to the consolidated
financial statements.

COMPLIANCE OF NON-COMPETITION UNDERTAKINGS

In order to protect the Group’s interest in its business activities, on 6 May 2013, each of Florescent
Holdings Limited, Lian Shun Limited, Mr Zhu Gen Rong, Mr Wang Ai Yan, Mr Liu Chuan lJiang
and Ms Zhu Ling Yun, the controlling shareholders of the Company, has given a non-competition
undertaking in favour of the Company, pursuant to which each of them undertakes and covenants
with the Company that, for as long as it/he and/or its/his associates, directly or indirectly, whether
individually or taken together, remain to be the controlling shareholders, it/he will not and will
procure its/his associates not to directly or indirectly carry on, participate, engage or otherwise be
interested in any business which is or may be in competition with the business of any members of
the Group from time to time.

To further delineate the respective business of Huazhang Automation (Zhejiang) and the Group
and to protect the Group from any potential competition from Huazhang Automation (Zhejiang),
Huazhang Automation (Hong Kong) and Huazhang Automation (Zhejiang) have entered into a deed
of non-competition in favour of the Company on 6 May 2013, pursuant to which, they will not, and
any company directly or indirectly controlled by any of them (excluding any member of the Group)
will not, either on its own or in conjunction with any body, corporate, partnership, joint venture
or other contractual agreement, whether directly or indirectly, whether for profit or not, carry on,
participate in, hold, engage in, acquire or operate, or provide any form of assistant to any person,
firm or company (except members of the Group) to conduct any business which, directly or indirectly,
competes or may compete with the business of supply and sale of industrial automation systems
and sludge treatment products in the PRC (including Hong Kong) from time to time after listing of
the Company.
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DIRECTORS’ INTERESTS IN COMPETING BUSINESS

Save as the information set out in the section headed “Compliance of Non-competition Undertakings”,
during the year ended 30 June 2014 and up to the date of this report, none of the Directors or any
of their respective associates, had engaged in any business that competes or may compete with the
business of the Group, or has any other conflict of interest with the Group.

SHARE OPTION SCHEME

The Company adopted a share option scheme (the “Share Option Scheme”) on 6 May 2013 and
effective on the 16 May 2013 (the “Listing Date”).

1.

Purpose

The purpose of the Share Option Scheme is to enable the Company to grant options to eligible
persons as incentives or rewards for their contributions to the Group.

Participants

The Board may, at its discretion, invite any full-time or part-time employees including any
executive, non-executive Directors, advisors, consultants of the Group to take up options.

Total number of shares available for issue under the Share Option Scheme

The maximum number of shares which may be issued upon the exercise of all options to be
granted under the Share Option Scheme must not, in aggregate, exceed 10% of the issued
share capital of the Company as at the Listing Date (i.e. a total of 27,200,000 shares).

Maximum entitlement of each participant

The total number of shares issued and to be issued upon exercise of options granted to a
participant under the Share Option Scheme (including both exercise and outstanding options)
in any 12-month period must not exceed 1% of the shares in issue from time to time.

Period within which the shares must be taken up under an option

An option may be exercised in accordance with the terms of the Share Option Scheme at any
time during a period to be determined and notified by the Board to each participant provided
that the period within which the option must be exercised shall not be more than 10 years
from the date of the grant of option subject to the achievement of performance target and/
or any other conditions to be notified by the Board to each participant, which the board may
in its absolute discretion determine.

Time of acceptance and the amount payable on acceptance of the option

The option will be offered for acceptance for a period of 28 days from the date on which
the option is granted. Upon acceptance of the option, the grantee shall pay HK$1.00 to the
Company by way of consideration for the grant.
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SHARE OPTION SCHEME (Continued)
7. Basis of determining the subscription price

The subscription price for the shares subject to options will be a price determined by the
Board and notified to each participant and shall be the highest of (i) the closing price of the
shares as stated in the Stock Exchange’s daily quotations sheet on the date of grant of the
options, which must be a day on which trading of the Company’s shares takes place on the
Stock Exchange (the “Trading Date”); (ii) the average closing price of the shares as stated in
the Stock Exchange’s daily quotations sheets for the five Trading Days immediately preceding
the date of grant of the options; and (iii) the nominal value of a share.

8. Life of the Share Option Scheme

The Share Option Scheme became valid and effective for a period of ten years commencing on
the Listing Date subject to the early termination by passing an ordinary resolution in general
meeting. After such period no further options may be granted but the provisions of the Share
Option Scheme shall remain in full force and effect in all other respects and options granted
during the life of the Share Option Scheme may continue to be exercisable in accordance with
their terms of issue.

As at 30 June 2014, no option under the Share Option Scheme has been granted by the Company.

INTERESTS AND SHORT POSITIONS OF DIRECTORS AND CHIEF
EXECUTIVE IN SHARES, UNDERLYING SHARES AND DEBENTURES OF
THE COMPANY OR ITS ASSOCIATED CORPORATION

As at 30 June 2014, the interests and short positions of the Directors and chief executive of the
Company in the shares, underlying shares and debentures of the Company or its associated corporations
(within the meaning of Part XV of the Securities and Future Ordinance (the “SFO")) which will have
to be notified to the Company and the Stock Exchange under Divisions 7 and 9 of Part XV of the SFO
(including interests or short positions which they are taken or deemed to have under such provisions
of the SFO) or which will be required, pursuant to section 352 of the SFO, to be entered in the
register as referred to therein, or pursuant to Rules 5.46 to 5.67 of the GEM Listing Rules required
to be notified to the Company and the Stock Exchange, are as follows:

Long positions in the shares

Approximate

Name of Company/name of percentage of
director associated company Natural of interest Number of securities shareholding
Mr Zhu Gen Rong The Company Interest of a controlled 204,000,000 75.00%
corporation Shares (Note 1)
Florescent Holdings Interest of a controlled 779 shares of 77.90%
Limited corporation US$1.00 each (Note 2)
Lian Shun Limited Beneficial interest 5,005,500 shares of 53.79%

US$0.001 each (Note 3)
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INTERESTS AND SHORT POSITIONS OF DIRECTORS AND CHIEF
EXECUTIVE IN SHARES, UNDERLYING SHARES AND DEBENTURES OF
THE COMPANY OR ITS ASSOCIATED CORPORATION (Continued)

Long positions in the shares (Continued)

Notes:

1. The shares are registered in the name of Florescent Holdings Limited, a company owned as to 77.90% by Lian Shun
Limited, which in turn is owned as to 53.79% by Mr Zhu Gen Rong. Mr Zhu is deemed to be interested in the Shares
held by Florescent Holdings Limited.

2. Florescent Holdings Limited is owned as to 77.90% by Lian Shun Limited and as to 22.10% by Qunyu Limited.

3. Lian Shun Limited is owned as to 53.79% by Mr Zhu Gen Rong, as to 20.74% by Mr Wang Ai Yan, as to 17.95% by
Mr Liu Chuan Jiang and as to 7.52% by Ms Zhu Ling Yun.

Save as disclosed above, as at 30 June 2014, none of the Directors of the Company had any interest
or short position in the shares, underlying shares or debentures of the Company or any of its
associated corporations (within the meaning of Part XV of the SFO) which will have to be notified
to the Company and the Stock Exchange under Divisions 7 and 8 of Part XV of the SFO (including
interests or short positions which he is taken or deemed to have under such provisions of the SFO)
or which will be required, pursuant to Section 352 of the SFO, to be entered in the register referred
to therein, or which will be required pursuant to Rules 5.46 to 5.67 of the GEM Listing Rules to be
notified to the Company and the Stock Exchange.

INTERESTS AND SHORT POSITIONS OF SUBSTANTIAL SHAREHOLDERS
IN SHARES, UNDERLYING SHARES AND DEBENTURES OF THE COMPANY
OR ITS ASSOCIATED CORPORATION

As at 30 June 2014, so far as the Directors are aware, the interests and short positions owned by the
following persons or institutions (other than the Directors and chief executive of the Company) in
the shares and underlying shares of the Company which are required to be notified to the Company
under Divisions 2 and 3 of Part XV of the SFO or which are required to be recorded in the register
of the Company required to be kept under section 336 of the SFO are as follows:

Long positions in the shares

Number of

Shares directly = Approximate

Name of Substantial Capacity/Natural or indirectly percentage of

Shareholders of interest held shareholding

Florescent Holdings Limited Beneficial owners 204,000,000 75%

Lian Shun Limited Interest of a controlled 204,000,000 75%
corporation (Note 1)

Mr Zhu Gen Rong Interest of a controlled 204,000,000 75%
corporation (Note 2)

Mr Wang Ai Yan Interest of a controlled 204,000,000 75%
corporation (Note 3)

Mr Liu Chuan Jiang Interest of a controlled 204,000,000 75%
corporation (Note 4)

Ms Zhu Ling Yun Interest of a controlled 204,000,000 75%
corporation (Note 5)
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INTERESTS AND SHORT POSITIONS OF SUBSTANTIAL SHAREHOLDERS
IN SHARES, UNDERLYING SHARES AND DEBENTURES OF THE COMPANY
OR ITS ASSOCIATED CORPORATION (Continued)

Long positions in the shares (Continued)

Notes:

1. The shares are registered in the name of Florescent Holdings Limited, a company owned as to 77.90% by Lian Shun
Limited. Under the SFO, Lian Shun Limited is deemed to be interested in the shares held by Florescent Holdings Limited.

2. Florescent Holdings Limited is owned as to 77.90% by Lian Shun Limited, which in turn is owned as to 53.79% by Mr
Zhu Gen Rong. Under the SFO, Mr Zhu is deemed to be interested in the shares held by Florescent Holdings Limited.

3. Florescent Holdings Limited is owned as to 77.90% by Lian Shun Limited, which in turn is owned as to 20.74% by Mr
Wang Ai Yan. Mr Wang is regarded as one of the parties acting in concert with Mr Zhu Gen Rong under the Takeovers
Code and is therefore deemed to be interested in the shares held by Florescent Holdings Limited.

4. Florescent Holdings Limited is owned as to 77.90% by Lian Shun Limited, which in turn is owned as to 17.95% by Mr
Liu Chuan Jiang. Mr Liu is regarded as one of the parties acting in concert with Mr Zhu Gen Rong under the Takeovers
Code and is therefore deemed to be interested in the shares held by Florescent Holdings Limited.

5. Florescent Holdings Limited is owned as to 77.90% by Lian Shun Limited, which in turn is owned as to 7.52% by Ms
Zhu Ling Yun. Ms Zhu is regarded as one of the parties acting in concert with Mr Zhu Gen Rong under the Takeovers
Code and is therefore deemed to be interested in the Shares held by Florescent Holdings Limited.

Save as disclosed above, as at 30 June 2014, the Directors are not aware of any interests or short
positions owned by any persons (other than the Directors or chief executive of the Company) in the
shares or underlying shares of the Company which are required to be disclosed under Divisions 2
and 3 of Part XV of the SFO or which are required to be recorded in the register of the Company
required to be kept under Section 336 of the SFO.

INTERESTS OF THE COMPLIANCE ADVISER

As at 30 June 2014, as notified by the Company’s compliance adviser, Guotai Junan Capital Limited
(the “Compliance Adviser”), except for the compliance adviser agreement entered into between the
Company and the Compliance Adviser dated 8 May 2013, neither the Compliance Adviser nor its
directors, employees or associates had any interests in relation to the Company which is required to
be notified to the Group pursuant to Rule 6A.32 of the GEM Listing Rules.

AUDIT COMMITTEE

The audit committee was established with its terms of reference in compliance with Rules 5.28 to
5.33 of the GEM Listing Rules and Paragraph C.3.3 of the Corporate Governance Code on 6 May
2013. The primary duties of the audit committee are mainly to review the financial systems of the
Group; to review the accounting policy, financial position and financial reporting procedures of the
Group; to communicate with external auditor; to assess the performance of internal financial and
audit personnel; and to assess the internal controls of the Group. The audit committee consists of
three independent non-executive Directors namely, Mr Kong Chi Mo, Ms Chen Jin Mei and Mr Dai
Tian Zhu. The audit committee is chaired by Mr Kong Chi Mo.

Huazhang Technology Holding Limited
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AUDIT COMMITTEE (Continued)

The Audit Committee of the Company has discussed with the management and external auditor
about the accounting principles and policies adopted by the Group and discussed internal controls
and financial reporting matters including a review of the Group’s audited consolidated financial
statements for the year ended 30 June 2014.

SUFFICIENCY OF PUBLIC FLOAT

As at the date of this report, based on the information that is publicly available to the Company
and to the best knowledge of the Directors, the Directors confirm that the Company maintained the
amount of public float as required under the GEM Listing Rules.

AUDITOR

PricewaterhouseCoopers was appointed by the Directors as the auditor of the Company.
PricewaterhouseCoopers will retire, and being eligible, offer themselves for re-appointment at the
forthcoming annual general meeting. A resolution for their re-appointment as auditor of the Company
will be proposed at the forthcoming annual general meeting. The consolidated financial statements
for the year ended 30 June 2014 have been audited by PricewaterhouseCoopers.

On behalf of the Board
Zhu Gen Rong

Chairman

Hong Kong, 5 September 2014
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CORPORATE GOVERNANCE PRACTICES

The Board and the management of the Company are committed to establishing good corporate
governance practices and procedures. The maintenance of high standard of business ethics and
corporate governance practices has always been one of the Group’s goals. The Company believes
that good corporate governance provides a framework that is essential for effective management,
successful business growth and a healthy corporate culture, thereby leading to the enhancement of
shareholders’ value.

The Board has adopted the Corporate Governance Code (the “CG Code”) as set out in Appendix 15
to the GEM Listing Rules. Continuous efforts are made to review and enhance the Group’s internal
controls and procedures in light of changes in regulations and developments in best practices. To
us, maintaining high standards of corporate governance practices is not just complying with the
provisions but also the intent of the regulations to enhance corporate performance and accountability.

The Board is pleased to report compliance with the code provisions of the CG Code for the year
ended 30 June 2014, except the deviation under the Code Provision A.2.1 stated in the section
headed “Chairman and Chief Executive Officer” in this report.

CODE OF CONDUCT REGARDING SECURITIES TRANSACTIONS BY
DIRECTORS

The Company has adopted a code of conduct regarding directors’ securities transactions on terms
set out in Rules 5.48 to 5.67 of the GEM Listing Rules regarding the directors’ securities transactions
in securities of the Company. Specific enquiry has been made of all the Directors and the Directors
have confirmed that they had complied with such code of conduct for the year ended 30 June 2014.

BOARD OF DIRECTORS

The Board should have a balance of skills and experience appropriate for the requirements of the
business of the Company. Board should ensure that changes to its composition can be managed
without undue disruption. Board should include a balanced composition of Executive Directors and
Independent Non-Executive Directors so that there is a strong independent element on the Board,
which can effectively exercise independent judgment. As of the date of this annual report, the
composition of the Board is as follows:

Executive Directors: Mr Zhu Gen Rong (Chairman)
Mr Zhong Xin Gang
Mr Jin Hao

Independent Non-executive Directors: ~ Mr Dai Tian Zhu
Ms Chen Jin Mei
Mr Kong Chi Mo

An updated list of directors and their role and functions is maintained at the websites of the Company

and the Stock Exchange and the independent non-executive Directors are identified by name in all
corporate communications.
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BOARD OF DIRECTORS (Continued)

Each independent non-executive Director has given an annual confirmation of his/her independence
to the Company, and the Company considers them to be independent under Rule 5.09 of the GEM
Listing Rules.

RESPONSIBILITIES OF THE BOARD

All the directors (including the independent non-executive Directors) have acquired a proper
understanding of the Company’s operation and business and are fully aware of his/her functions and
responsibilities under statute and common law, the GEM Listing Rules and other applicable legal and
regulatory requirements. Every director has given the Company the details on the number and nature
of offices held in other companies and significant commitments at the time of his/her appointment.

The Board is responsible for leadership and control of the Group and be collectively responsible
for promoting the success of the Group by directing and supervising the Group's affairs. The Board
focuses on formulating the Group’s overall strategies, authorizing the development plan and budget;
monitoring financial and operating performance; reviewing the effectiveness of the internal control
system; supervising and managing management’s performance of the Group; and setting the Group's
values and standards. Though the Board delegates the day-to-day management, administration and
operation of the Group to management, all the directors continue to give sufficient time and attention
to the Company’s affairs. The delegated functions are reviewed by the Board periodically to ensure
that they accommodate the needs of the Group.

Apart from the Audit Committee, Remuneration Committee and Nomination Committee (as defined
below), the Company did not set up any other board committees for dealing with any matters during
the year.

The Company has in force appropriate insurance coverage on Director’s and Officer’s liabilities arising
from the Group’s business. The Company reviews the extent of insurance coverage on an annual basis.

THE ATTENDANCE OF MEETINGS OF THE BOARD

During the year, the Company held five regular Board meetings for the reviewing and approving
the financial and operating performance of the Group. At least 14 days notice of regular Board
meetings would be given to all directors and they can include matters for discussion in the agenda
as they think fit. The agenda accompanying Board papers would be sent to all directors at least 3
days before the date of every Board meeting in order to allow sufficient time for the directors to
review the documents. The Chairman would also ensure that all directors are properly briefed on
matters arising at board meetings.

Minutes of every Board meeting are circulated to all directors for their perusal and comments prior
to confirmation of the minutes. The duly signed minutes are open for inspection by any director. The
Board also ensures that it is supplied in a timely manner with all necessary information in a form
and of a quality appropriate to enable it to discharge its duties.
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THE ATTENDANCE OF MEETINGS OF THE BOARD (Continued)

Every Board member has full access to the advice and services of the company secretary with a view
to ensuring that Board procedures, and all applicable rules and regulations are followed. The Board
members are enabled to seek independent professional advice in appropriate circumstances, at the
Company’s expense, to assist them to discharge their duties. They are also entitled to have full access
to Board papers and related materials so that they are able to make an informed decision and to
discharge their duties and responsibilities.

Details of the Director’s attendance record in full meetings of the Board are as follows:

Meeting of the

Board of Directors General meeting

No. of Attendance No. of Attendance

by Directors/ by Directors/

Name of Director No. of Meetings No. of Meetings
Mr Zhu Gen Rong (Chairman) 5/5 11
Mr Zhong Xin Gang 5/5 171
Mr Jin Hao 4/5 171
Mr Dai Tian Zhu 5/5 171
Ms Chen Jin Mei 5/5 171
Mr Kong Chi Mo 5/5 171

CORPORATE GOVERNANCE FUNCTIONS

No corporate governance committee has been established and the Board is responsible for performing
the corporate governance functions such as developing and reviewing the Company'’s policies, practices
on corporate governance, training and continuous professional development of the directors and
senior management, the Company’s policies and practices on compliance with legal and regulatory
requirements, etc. This corporate governance report has been reviewed by the Board in discharge
of its corporate governance functions in compliance with the Code Provision D.3 of the Corporate
Governance Code.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Mr Zhu Gen Rong is the Chairman of the Board of the Company and is responsible for the overall
strategy planning and policy making of the Group.

The Chairman also takes the lead to ensure that the Board works effectively and acts in the best
interest of the Company by encouraging the directors to make active contribution in Board’s affairs
and promoting a culture of openness and debate.

The Company has no such position as the chief executive and therefore the daily operation and
management of the Company is monitored by the executive directors as well as the senior management.

The Board is of the view that although there is no chief executive, the balance of power and authority

is ensured by the operation of the Board, which comprises experienced individuals who would meet
from time to time to discuss issues affecting operation of the Company.
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APPOINTMENT AND RE-ELECTION OF DIRECTORS

The current articles of association of the Company (the “Articles”) provide that at each annual general
meeting, one-third of the directors for the time being shall retire from office by rotation and that
every director shall be subject to retirement by rotation at least once every 3 years.

Independent non-executive Directors are appointed for a specific term subject to retirement by
rotation and re-election in accordance with the Articles. Each independent non-executive Director is
required to inform the Company as soon as practicable if there is any change that may affect his/her
independence and must provide an annual confirmation of his/her independency to the Company.
Up to the date of this report, no independent non-executive director has served the Company more
than 9 years.

BOARD DIVERSITY POLICY

The Board has adopted a board diversity policy which sets out the approach to achieve a sustainable
and balanced development of the Company and also to enhance the quality of performance of the
Company.

The Company seeks to achieve board diversity through the consideration of a number of factors,
including but not limited to gender, age, cultural and educational background, ethnicity, professional
experience, skills, knowledge and length of service. All board appointments will be based on
meritocracy, and candidates will be considered against objective criteria, having due regard for the
benefits of diversity on the Board.

Selection of candidates will be based on a range of diversity perspectives as stated in the above. The
ultimate decision will be based on merit and contribution that the selected candidates will bring to
the Board.

As at the date of this report, the Board comprises 6 directors. One of them is woman. Three of the
directors are independent non-executive directors and independent of management, thereby promoting
critical review and control of the management process. The Board is also characterised by significant
diversity, whether considered in terms of gender, professional background and skills.

PROFESSIONAL DEVELOPMENT

To assist directors’ continuing professional development, the Company recommends directors to
attend relevant seminars to develop and refresh their knowledge and skills. Directors also participate
in continuous professional development programmes such as external seminars organized by qualified
professionals, to develop and refresh their knowledge and skills in relation to their contribution to
the Board. Records of the training received by the respective directors are kept and updated by the
company secretary of the Company.
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PROFESSIONAL DEVELOPMENT (Continued)

The individual training record of each director received for the year ended 30 June 2014 is summarized
below:

Attending

seminar(s)/

programme(s)/

conference(s)

relevant to

the business or

Name of director directors’ duties

Mr Zhu Gen Rong
Mr Zhong Xin Gang
Mr Jin Hao

Mr Dai Tian Zhu

Ms Chen Jin Mei
Mr Kong Chi Mo

LS S S S

All directors also understand the importance of continuous professional development and are committed
to participating any suitable training to develop and refresh their knowledge and skills.

AUDIT COMMITTEE

The audit committee of the Company (the “Audit Committee”) was established on 6 May 2013
comprising 3 independent non-executive Directors namely, Mr Kong Chi Mo, Ms Chen Jin Mei and
Mr Dai Tian Zhu. Mr Kong Chi Mo is the chairman of the Audit Committee. No member of the Audit
Committee is a member of the former or existing auditor of the Company. The terms of reference
of the Audit Committee are available at the Company’s website and on the website of the Stock
Exchange.

The major roles and functions of the Audit Committee are to review and supervise the financial
reporting process, financial controls, internal control and risk management system of the Company
and to provide recommendations and advices to the Board on the appointment, re-appointment and
removal of the external auditor as well as their terms of appointment.

In performing its duties in accordance with its terms of reference, the work to be performed by the
Audit Committee includes:

(a) review and supervise the financial reporting process and internal control system of the Company
and its subsidiaries;

(b) recommendation to the Board, for the approval by shareholders, of the re-appointment of
external Auditor and approval of their remuneration;

(c) determination of the nature and scope of the audit; and

(d)  review the financial statements for the relevant financial period and discuss corporate governance
practice.
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AUDIT COMMITTEE (Continued)

Draft and final versions of the minutes of the Audit Committee meetings will be sent to all committee
members for their comment and records within a reasonable time after the meetings and the full
minutes will be kept by the company secretary who is also the secretary of the Audit Committee.

The Audit Committee is provided with sufficient resources to perform its duties and is enabled to
seek independent professional advice in appropriate circumstances, at the Company’s expense, to
discharge its responsibilities.

During the year, the Audit Committee reviewed the final, interim and quarterly results of the Group
as well as discussed with the management and/or the external auditors of the Group. In addition,
the Audit Committee has reviewed external auditor’s remuneration, internal control system and non-
exempt connected transactions recorded for the year ended 30 June 2014 at the relevant meeting
and recorded unanimous decisions.

The attendance of each Director at Audit Committee meetings as follows:

Audit Committee meeting
No. of Attendance/

Name of Director No. of Meetings
Mr Kong Chi Mo (Chairman) 5/5
Ms Chen Jin Mei 5/5
Mr Dai Tian Zhu 5/5

REMUNERATION COMMITTEE

The remuneration committee of the Company (the “Remuneration Committee”) was established on 6
May 2013 comprising the 3 independent non-executive Directors. Ms Chen Jin Mei is the chairman of
the Remuneration Committee. The terms of reference of the Remuneration Committee are available
at the Company’s website and on the website of the Stock Exchange.

The roles and functions of the Remuneration Committee include consulting the Chairman of the Board
about their remuneration proposals for other executive directors, having the delegated responsibility
to determine the specific remuneration packages of all executive directors of the Group and senior
management, including benefits in kind, pension rights and compensation payments, including
any compensation payable for loss or termination of their office or appointment, and making
recommendations to the Board of the remuneration of the non-executive Directors.

The Remuneration Committee is provided with sufficient resources to perform its duties and is enabled
to seek independent professional advice in appropriate circumstances, at the Company’s expense,
to discharge its responsibilities.

During the year, the Remuneration Committee held one meeting. The Remuneration committee has

reviewed and approved the remuneration package of the Executive Directors. Details of the directors’
emolument are set out in note 22 to the financial statements.
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REMUNERATION COMMITTEE (Continued)

The attendance of each Director at Remuneration Committee meetings as follows:

Remuneration Committee meeting
No. of Attendance/

Name of Director No. of Meetings
Ms Chen Jin Mei (Chairman) 1/1
Mr Kong Chi Mo 171
Mr Dai Tian Zhu 1/1

NOMINATION COMMITTEE

The nomination committee of the Company (the “Nomination Committee”) was established on 6 May
2013 comprising the 3 independent non-executive directors and Mr Zhu Gen Rong. Mr Dai Tian Zhu
is currently the chairman of the Nomination Committee. The terms of reference of the Nomination
Committee are available at the Company’s website and on the website of the Stock Exchange.

The roles and functions of the Nomination Committee include reviewing the structure, size and
composition of the Board, making recommendations on any proposed changes to the Board to
complement the Company’'s corporate strategy, identifying individuals suitably qualified to become
members of the Board and selecting individuals nominated for directorship (if necessary), assessing
the independence of the independent non- executive directors and making recommendations to the
Board on the appointment or re-appointment of directors and succession planning for directors, in
particular the Chairman. In considering the nomination of new directors, the Board will take into
account the qualification, ability, working experience, leadership and professional ethics of the
candidates, especially their experience in industrial automation systems and sludge treatment products
and/or other professional areas.

The Nomination Committee is provided with sufficient resources to perform its duties and is enabled
to seek independent professional advice in appropriate circumstances, at the Company’'s expense,
to discharge its responsibilities.

On 9 May 2014, the Nomination Committee considered the nomination of a new director in the coming
periods. The nomination was made in accordance with the terms of reference of the Nomination
Committee, against objective criteria of a candidate’s background and professional experience.

The attendance of each Director at Nomination Committee meetings as follows:

Remuneration Committee meeting
No. of Attendance/

Name of Director No. of Meetings
Mr Dai Tian Zhu (Chairman) 2/2
Mr Zhu Gen Rong 2/2
Ms Chen Jin Mei 2/2
Mr Kong Chi Mo 2/2
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ACCOUNTABILITY AND AUDIT
Financial Reporting

The management provides such explanation and information to the Board and reports regularly to
the Board on financial position and prospects of the business of the Company so as to enable the
Board to make an informed assessment of the financial and other information put before the Board
for approval.

The directors acknowledge their responsibilities (as set out in the Independent Auditor's Report)
for preparing the financial statements of the Group that give a true and fair view of the state of
affairs of the Group. The Board was not aware of any material uncertainties relating to events or
conditions that might cast significant doubt upon the Group’s ability to continue as a going concern
and the Board has prepared the financial statements on a going concern basis. The responsibility of
the external auditor is to form an independent opinion, based on their audit, on those consolidated
financial statements prepared by the Board and to report their opinion to the shareholders of the
Company. A statement by auditor about their reporting responsibility is set out in the Independent
Auditor’s Report.

Internal Control and Risk Management

The Board is responsible for the Company’s internal control system and risk management procedures
and for reviewing the effectiveness of the Company’s internal control. The Board has conducted a
review of, and is satisfied with the effectiveness of the system of internal controls of the Group
as well as the adequacy of resources, staff qualifications and experience, training programmes and
budget of the Company’s accounting and financial reporting function.

The Group is committed to the identification, monitoring and management of risks associated with
its business activities. The Group's internal control system is designed to provide reasonable assurance
against material misstatement or loss and to manage and eliminate risks of failure in operational
systems and fulfillment of business objective. The system includes a defined management structure
with segregation of duties and a cash management system such as monthly reconciliation of bank
accounts.

The Board reviews the effectiveness of the Group’s material internal controls. Based on information
furnished to it and on its own observations, the Board is satisfied with present internal controls of
the Group.

AUDITOR’S REMUNERATION

During the financial year ended 30 June 2014, the fees paid/payable to the Company’s auditor are
set out as follows:

Fees paid/

Services rendered payable
(HK$'000)

Annual audit services 1,458
Interim review services 252
1,710
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COMPANY SECRETARY

Effective from 28 February 2014, Mr Chan So Kuen appointed as company secretary of the Company and
filled the casual vacancy left by the resignation of Mr Alan So Wai Shing. The selection, appointment
or dismissal of the company secretary is approved by the Board. Mr Chan is an employee of the
Company and has day-to-day knowledge of the Company’'s affairs. For the year under review, Mr.
Chan has taken no less than 15 hours of relevant professional training under the Rule 5.15 of the
GEM Listing Rules.

The biographical details of Mr Chan are set out under the section headed “Biographical Details of
Directors and Senior Management”.

SHAREHOLDERS’ RIGHTS

The general meetings of the Company provide an opportunity for communication between the
shareholders and the Board. An annual general meeting of the Company shall be held in each year
and at the place as may be determined by the Board. Each general meeting, other than an annual
general meeting, shall be called an extraordinary general meeting ("EGM").

Right to convene extraordinary general meeting

Any one or more members holding at the date of the deposit of the requisition not less than one-
tenth of the paid-up capital of the Company carrying the right of voting at general meetings of the
Company, shall at all times have the right, by written requisition sent to the Company’s principal
office as set out in the manner below, to require an EGM to be called by the Board for the transaction
of any business specified in such requisition; and such meeting shall be held within two (2) months
after the deposit of such requisition.

The written requisition must state the purposes of the meeting, signed by the requisitionist(s) and
deposit it to the Board or the company secretary of the Company at the Company’s principal place of
business at Unit No. 5A, 8th Floor, Tower 1, South Seas Centre, 75 Mody Road, Kowloon, Hong Kong,
and such may consist of several documents in like form, each signed by one or more requisitionists.

The request will be verified with the Company’s branch share registrars in Hong Kong and upon
their confirmation that the request is proper and in order, the company secretary of the Company
will ask the Board to convene an EGM by serving sufficient notice in accordance with the statutory
requirements to all the registered members. On the contrary, if the request which has been verified
is not in order, the shareholders will be advised of this outcome and accordingly, an EGM will not
be convened as requested. If within twenty-one days from the date of the deposit of the requisition
the Board fails to proceed to convene such meeting, the requisitionist(s), may convene a meeting
in the same manner, and all reasonable expenses incurred by the requisitionist(s) as a result of the
failure of the Board shall be reimbursed by the Company to the requisitionist(s).
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SHAREHOLDERS' RIGHTS (Continued)

Right to convene extraordinary general meeting (Continued)

The notice period to be given to all the registered members for consideration of the proposal raised by
the requisitionist(s) concerned at the EGM varies according to the nature of the proposal, as follows:

(a) At least 14 clear days’ notice in writing (and not less than 10 business days) if the proposal
constitutes an ordinary resolution of the Company;

(b) At least 21 clear days’' notice in writing (and not less than 20 business days) if calling for an
annual general meeting or the proposal constitutes a special resolution of the Company in
EGM.

Right to put enquiries to the Board

Shareholders have the right to put enquiries to the Board. All enquiries shall be in writing and sent
by post to the principal place of business of the Company in Hong Kong or by phone at (852) 3153
4985.

Right to put forward proposals at general meetings

There are no provisions allowing shareholders to purpose new resolutions at the general meetings
under the Cayman Islands Companies Law (2011 Revision). However, shareholders are requested to
follow Article 58 of the Company’s Articles for including a resolution at an EGM. The requirements
and procedures are set out above. Pursuant to Article 85 of the Articles, no person other than a
director retiring at the meeting shall, unless recommended by the directors for election, be eligible
for election as a director at any general meeting unless a notice signed by a member (other than
the person to be proposed) duly qualified to attend and vote at the meeting for which such notice
is given of his intention to propose such person for election and also a notice signed by the person
to be proposed of his willingness to be elected shall have been lodged at the head office or at the
registration office provided that the minimum length of the period, during which such notice(s) are
given, shall be at least seven (7) days and that (if the notices are submitted after the despatch of the
notice of the general meeting appointed for such election) the period for lodgment of such notice(s)
shall commence on the day after the dispatch of the notice of the general meeting appointed for
such election and end no later than seven (7) days prior to the date of such general meeting. The
written notice must state that person’s biographical details as required by Rule 17.50(2) of the GEM
Listing Rules. The procedures for shareholders of the Company to propose a person for election as
director is posted on the Company’s website.

INVESTOR RELATIONS

The Company has established a range of communication channels between itself and its shareholders,
investors and other stakeholders. These include the annual general meeting, the annual, interim and
guarterly reports, notices, announcements and circulars and the Company’s website at www.hzeg.com.

During the year ended 30 June 2014, there had been no significant change in the Company’s
constitutional documents.
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TO THE SHAREHOLDERS OF HUAZHANG TECHNOLOGY HOLDING LIMITED
(Incorperated in Cayman Islands with limited liability)

We have audited the consolidated financial statements of Huazhang Technology Holding Limited (the
“Company"”) and its subsidiaries (together, the “Group”) set out on pages 42 to 100, which comprise
the consolidated and company balance sheets as at 30 June 2014, and the consolidated statement
of comprehensive income, the consolidated statement of changes in equity and the consolidated
cash flow statement for the year then ended, and a summary of significant accounting policies and
other explanatory information.

DIRECTORS’ RESPONSIBILITY FOR THE CONSOLIDATED FINANCIAL
STATEMENTS

The directors of the Company are responsible for the preparation of the consolidated financial
statements that give a true and fair view in accordance with Hong Kong Financial Reporting Standards
issued by the Hong Kong Institute of Certified Public Accountants and the disclosure requirements
of the Hong Kong Companies Ordinance, and for such internal control as the directors determine
is necessary to enable the preparation of the consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

AUDITOR’S RESPONSIBILITY

QOur responsibility is to express an opinion on these consolidated financial statements based on
our audit and to report our opinion solely to you, as a body, and for no other purpose. We do not
assume responsibility towards or accept liability to any other person for the contents of this report.

We conducted our audit in accordance with Hong Kong Standards on Auditing issued by the Hong
Kong Institute of Certified Public Accountants. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance about whether the
consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the auditor's judgement,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation of the consolidated financial statements that give a true and
fair view in order to'design audit procedures that are apprepriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit
also includes‘evaluating the appropriateness of ‘accounting policies used and the reasonableness of
accounting estimates made by the directors, as well"as evaluating the overall presentation of the
consolidated financial statements.

PricewaterhouseCoopers, 22/F Prince’s Building, Central, Hong Kong
T: +852 2289 8888, F: +852 2810 9888, www.pwchk.com
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Retained es ' 3 67,282,385 42,088,858

196,540,918 176,207,922
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Consolidated Balance Sheet

As at 30 June 2014

LIABILITIES
Non-current liabilities
Deferred income tax li

1,360,000

Current liabilities
Trade and other pa
Current income tax
Borrowings

155,912,619
4,600,494
22,000,000

182,513,113

Total liabilities 183,873,113

Net current assets 135,270,320

A
Total equity and liabilities ' 380,414,031 .
v

Total assets less current liabilities : 197,900,918

part of these co x» ]

) were approved by the

The notes on pages 48 to 100 are an inte

The financial statements on pages 42 to
2014 and were signed on its behalf.




As at 30 June 2014

Bala.rﬂlhée“s_ljleet of the Company

Note

- ASSETS
“"_Non-current assets

Investmients in subsidiaries
s i

27

Curr"efnt a“ssets
Trade'and other receivables
Prepayments

Cash and cash equivalents

.
{

Totai assets

EQUITY

Capital and reserves attributable to
the owners of the Company

Share capital

Share premium

Accumulated losses

12
12

Total equity

LIABILITIES
Current liabilities
Other payables

15(b)

Total equity and liabilities

Net current liabilities

Total assets less current liabilities

The notes on pages 48 to 100 are.an-inte

The financial stater_neﬁt; onp to
2014 and were signed on its

r

Zhu Gen Rong '

Director

As at 30 June

66,697,008

2,020
50,000
1,647,791

1,699,811

68,396,819

2,720,000
61,934,254
(2,721,543)

61,932,711

6,464,108

68,396,819

(4,764,297)

61,932,711

J-ir.\ Hao

2013
HK$

66,697,008

518,081
50,000
4,067,174

4,635,255

71,332,263

2,720,000
70,910,254
(9,878,927)

63,751,327

7,580,936

71,332,263

(2,945,681)

63,751,327

art of these consolidated financial statements.

re app'r‘O\‘/'e-d__by the Board of Directors on 5 September

Holding Limited

Director

\
)
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Consolidated Statement Of Comprehenswe Income

For the year ended 30 June 2014

2014

Note HK$
Revenue 18 308,905,915
Cost of sales 20 (222,675,095)
Gross profit 86,230,820
Distribution costs 20 (12,200,366)
Administrative expenses 20 (30,712,604)
Research and development expenses 20 (10,137,341)
Other income 19 3,018,267
Other (losses)/gains- net (56,259)
Operating profit 36,142,517
Finance income 23 1,380,747
Finance costs 23 (160,428)
Finance income/(costs) — net 23 1,220,319

37,362,836
(8,867,247)

Profit before income tax

Income tax expense 24

Profit for the year, all attributable to

the owners of the Company 28,495,589

Other comprehensive income:

Items that may be reclassified to profit or loss

Currency translation differences 813,407

Other comprehensive income for the year, net of tax 813,407

Total comprehensive income for the year and

attributable to equity holders of the Company 29,308,996

Earnings per share for profit attributable to
the owners of the Company
— Basic earnings per share

— Diluted earnings per share

| 2014
Note HK$
Dividends 26 13,600,000
( v
|

2013
HK$

251,362,209

(179,689:213)

71,672,996

(11,765,216)
(35,265,116)
8,566,882)
8,213,826

180,631
24,470,239

180,992
(838,332)

(657,340)

23,812,899
(6,130,712)

17,682,187

1,359,711

1,359,711

19,041,898

0.08

. 0.08

ted financial statements

Year ended 30 June

12013
HKS

8,976,000




ed Statement of Changes in Equity

ne 2014

Attributable to the owners of the Company

Par value
of ordinary Share Other Retained Total
shares Premium Reserves Earnings Equity
HK$ HK$ . HK$ HK$ HK$

1 July 2013 2,720,000 70,910,254 60,488,810 42,088,858 176,207,922

Comp ive incom {
Profit f ' - 28,495,589 28,495,589
Transla 813,407 - 813,407
1
Tota 813,407 28,495,589 29,308,996
- (8,976,000) - (8,976,000)

= - 3,302,062 (3,302,062) =

2,720,000 61,934,254 64,604,279 67,282,385 196,540,918

- 51,468,818 26,866,952 78,335,770

= - 17,682,187 17,682,187
- 1,359,/ - 1,359,711

- 1,359,711 17,682,187 19,041,898

Transactions
Issuance of ordinal
Share issuance

680,000 ),000 = - 81,600,000
69,746) = - (7,969,746)

,040,000 = -

5,200,000

70,910,254 60,488,810 176,207,922

ancial statements

ding Limited



Consolidated Cash Flow State

For the year ended 30 June 2014

ded 30 June

2014 2013
HK$ HK$

Cash flows from operating activiti

Cash generated from ope 10,852,423 480

Interest paid - (8

Income tax paid (6,384,732) (3 855)

Net cash inflow/(ou ) from operating activities 4,467,691 ' 3,777)
| N

Cash flows from i
Purchase of property,
Interest received

ing activities
and equipment (7,898,053)

1,380,747 |

521)
027

Net cash outflow from investing activities (6,517,306)‘ 2.4
Cash flows from financing activities .

Proceeds from issuance of ordinary shares, net -

Proceeds from borrowings \ 22,000,000 4,
Repayments of borrowings = 3
Dividends paid to the owners of the company (8,976,000) ]

Loan from a related party 7 =

Net cash inflow from financing activities ' ' 13,024,000

Net increase in cash and cash equiv , 10,974,385

Effect of foreign exchange rate changes (35,761)
Cash and cash equivalents at beginni the year 80,920,622 43,817,

Cash and cash equivalents at end o CA LY 80,920,622

The notes on pages 48 to 100
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Notes to the Consolidated Financial Statements

For the year ended 30 June 2014

1

GENERAL INFORMATION AND REORGANISATION

1.1 General information

Huazhang Technology Holding Limited (the “Company”) was incorporated on 26 June
2012 in the Cayman Islands as an exempted company with limited liability under the
Companies Law, Cap. 22 (Law 3 of 1961, as consolidated and revised) of the Cayman
Islands. The address of its registered office is Cricket Square, Hutchins Drive, P.O. Box
2681, Grand Cayman KY1-1111, Cayman Islands.

The Company is an investment holding company. The Company and its subsidiaries (together,
the “Group”) are principally engaged in the research and development, manufacture
and sale of industrial automation and sludge treatment products and the provision of
after-sales service in the People’s Republic of China (the “PRC"). The ultimate controlling
parties of the Group are Mr. Zhu Gen Rong (“Mr. Zhu”), Mr. Wang Ai Yan (“Mr. Wang"),
Mr. Liu Chuan Jiang (“Mr. Liu”), and Ms. Zhu Ling Yun (“Ms. Zhu") (the “Persons Acting
in Concert”, or “Controlling Shareholders”).

The Company’s ordinary shares were listed on the Growth Enterprise Market of The Stock
Exchange of Hong Kong Limited (the “SEHK”) on 16 May 2013 (the “Listing”) by way
of placing (the “Placing”).

The consolidated financial statements are presented in Hong Kong Dollars (“HK$ "), unless
otherwise stated. These consolidated financial statements have been approved for issue
by the Board of Directors (the “Board”) of the Company on 5 September 2014.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

2.1 Basis of preparation

The consolidated financial statements of the Company have been prepared in accordance
with Hong Kong Financial Reporting Standards (“HKFRSs”). The consolidated financial
statements have been prepared.under the historical cost convention.

The preparation of the consolidated financial statements in conformity with HKFRSs requires
the use of certain critical accounting estimates. It also requires management to exercise
judgement in the process of applying the Group’s accounting policies. The areas involving
a higher degreeof judgement or complexity, or areas where assumptions and estimates
are significant to the consolidated financial statements are disclosed in Note 4 below.

Huazhang Technology Holding Limited



Notes to the Consolidated Financial S

For the year ended 30 June 2014

2 SUMMARY OF SIGNIFICANT ACCOU ES (Continued)
2.1 Basis of preparation (Continued)
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Notes to the Consolidated Financial Statements

For the year ended 30 June 2014

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

2.1 Basis of preparation (Continued)

Changes in accounting policies and disclosures (Continued)

(a) New and amended standards adopted by the Group in the year ended 30 June
2014 (continued)

o Amendment to HKFRS 7 ‘Financial instruments: Disclosures’ on asset and
liability offsetting is effective for annual periods beginning on or after 1
January 2013. The amendments also require new disclosure requirements which
focus on quantitative information about recognised financial instruments that
are offset in the statement of financial position, as well as those recognised
financial instruments that are subject to master netting or similar arrangements
irrespective of whether they are offset.

The adoption of the above new standards and amendment starting from 1 July 2013 did
not give rise to any significant impact on the Group’s results of operations and financial
position for year ended 30 June 2014. There are no other new standards and amendments
to standards which are mandatory for the first time for the financial year beginning on 1
July 2013 which had a material impact on the Group’s consolidated financial statements.

(b) New and amended standards which have been issued and are relevant to the Group’s
operations but are not yet effective for the financial year beginning on 1 July 2013
and have not been early adopted by the Group

o Amendment to HKAS 32 ‘Financial instruments: Presentation’ on asset and
liability offsetting. These amendments are to the application guidance in HKAS
32, 'Financial instruments: Presentation’, and clarify some of the requirements
for offsetting financial assets and financial liabilities on the balance sheet.
Amendment HKAS 32 is effective for annual periods beginning on or after 1
January 2014.

o Amendments to HKFRS 10, 12 and HKAS 27 “Consolidation for investment
entities™. These amendments mean that many funds and similar entities will
be exempt from consolidating most of their subsidiaries. Instead, they will
measure them at fairvalue through profit or loss. The amendments give an
exception to entities that meet an ‘investment entity’ definition and which
display particular characteristics. Amendments to HKFRS 10, 12 and HKAS 27
is effective for annual periods beginning on or after 1 January 2014.

o Amendment to HKAS 36, ‘Impairment of assets’ on recoverable amount
disclosures. This amendment addresses the disclosure of information about
the recoverable amount of impaired assets. if that amount is based on fair
value less costs of disposal. Amendment to HKAS 36 is effective for annual
periods beginning on or after 1 January 2014.

Huazhang Technology Holding Limited



Notes to the Consolidated Financial Statements

For the year ended 30 June 2014

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

2.1 Basis of preparation (Continued)

Changes in accounting policies and disclosures (Continued)

(b)

New and amended standards which have been issued and are relevant to the Group’s
operations but are not yet effective for the financial year beginning on 1 July 2013
and have not been early adopted by the Group (continued)

HK(IFRIC) 21 ‘Levies’. This is an interpretation of HKAS 37, 'Rrovisions,
contingent liabilities and contingent assets’. HKAS 37 sets out criteria for the
recognition of a liability, one of which is the requirement for the entity to
have a present obligation as a result of a past event (known as an obligating
event). The interpretation clarifies that the obligating event that gives rise to
a liability to pay a levy is the activity described in the relevant legislation that
triggers the payment of the levy. HK(IFRIC) 21 is effective for annual periods
beginning on or after 1 January 2014.

Amendments to HKFRS 8 “Operating segments” requires disclosure of the
judgements made by management in aggregating operating segments anda
reconciliation of segment assets to the entity’s assets when segment assets
are reported. Amendment to HKFRS 8 is effective for annual periods beginning
on or after 1 July 2014.

Amendments to HKAS 16 and HKAS 38 on clarification of acceptable methods
of depreciation and amortisation. The amendments clarify when a method
of depreciation or amortisation based on revenue may be appropriate. The
amendment to HKAS 16 clarifies that depreciation of an item of property,
plant and equipment based on revenue generated by using the asset is not
appropriate. Amendment to HKAS19 is effective for annual periods beginning
on or after 1 January 2016.

HKFRS15 “Revenue from Contracts with Customers”. HKFRS 15 establishes
a comprehensive framework for determining when to recognise revenue and
how much revenue to recognise through a 5-step approach: (1) Identify the
contract(s) with customer; (2) Identify separate performance obligations in
a contract (3) Determine the transaction price (4) Allocate transaction price
to performance obligations and (5) recognise revenue when performance
obligation is satisfied.. The core principle is that a company should recognise
revenue to depict the transfer of promised goods or services to the customer
in an amount that reflects the consideration to which the company expects
to be entitled in exchange for those goods or services. It moves away from a
revenue recognition model based on an ‘earnings processes to an ‘asset-liability’
approach based on transfer of control. HKFRS 15 provides specific guidance
on capitalisation of contract cost and licence arrangements. It also includes
a cohesive set of disclosure requirements about the nature, amount, timing
and uncertainty of revenue and cash flows arising-from the entity's contracts
with customers. HKFRS 15 replaces the previous reventue standards: HKAS 18
Revenue and HKAS 11 Construction Contracts, and the related Interpretations
on revenue recognition: HK(IFRIC) 13 Customer Loyalty Programmes, HK(IFRIC)
15 Agreements for the Construction of Real Estate, HK(IFRIC) 18 Transfers of
Assets from Customers and (HK)SIC-31 Revenue — Barter Transactions Involving
Advertising Services. Amendment to HKAS19 is effective for annual periods
beginning on or after 1 January 2017.

2014 Annual Report
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Notes to the Consolidated Financial Statements

For the year ended 30 June 2014

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

2.1 Basis of preparation (Continued)

Changes in accounting policies and disclosures (Continued)

(b)

New and amended standards which have been issued and are relevant to the Group's
operations but are not yet effective for the financial year beginning on 1 July 2013
and have not been early adopted by the Group (continued)

o HKFRS 9 “Financial Instruments” is the first standard issued as part of a
wider project to replace HKAS 39. HKFRS 9 “Classification and Measurement”
retains but simplifies the mixed measurement model and establishes two
primary measurement categories for financial assets: amortised cost and fair
value. The basis of classification depends on the entity’s business model and
the contractual cash flow characteristics of the financial asset. For financial
liabilities designated at fair value through profit or loss, the changes in the
fair value due to changes in the liability’s own credit risk are recognised in
other comprehensive income (“OCI"), unless such changes in fair value would
create an accounting mismatch in profit or loss, in which case, all fair value
movements are recognised in profit or loss. There is no subsequent recycling
of the amounts in OCI to profit or loss. HKFRS 9 is effective for annual periods
beginning on or after 1 January 2018.

The Group is yet to assess the full impact of the amendments and standards and
intends to adopt the amendments no later than the respective effective dates of
the amendments.

There are no other HKFRSs or HK (IFRIC) interpretations that are not yet effective
that would be expected to have a material impact on the Group.

2.2 Consolidation

(a)

(b)

Subsidiaries

A subsidiary is an entity (including a structured entity) over which the group has
control. The group controls an entity when the group is exposed to, or has rights
to, variable returns from its involvement with the entity and has the ability to affect
those returns through its power over the entity. Subsidiaries are consolidated from
the date on which control is transferred to the group. They are deconsolidated from
the date that control ceases.

Business combinations

The group applies the acquisition method to account for business combinations.
The consideration transferred for the acquisition of a subsidiary is the fair values of
the assets transferred, the liabilities incurred to the former owners of the acquiree
and the equity interests issued by the group. The consideration transferred includes
the fair value of any asset or liability resulting from a contingent consideration
arrangement. ldentifiable assets acquired and liabilities and contingent liabilities
assumed in a business combination are measured initially at their fair values at the
acquisition date. The group recognises any non-controlling interest in the acquiree
on an acquisition-by-acquisition basis, either at fair value or at the non-controlling
Iinterest’s proportionate share of the recognised amounts of acquiree’s identifiable
net assets.

Huazhang Technology Holding Limited
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Notes to the Consolidated Financial S

For the year ended 30 June 2014

2 SUMMARY OF SIGNIFICANT ACCOU

2.5

2.6
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Notes to the Consolidated Financial Statements

For the year ended 30 June 2014

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

2.9

2.10

2.1

Impairment of financial assets carried at amortised cost

The Group assesses at the end of each reporting period whether there is objective evidence
that a financial asset or group of financial assets is impaired. A financial asset or a group
of financial assets is impaired and impairment losses are incurred only if there is objective
evidence of impairment as a result of one or more events that occurred after the initial
recognition of the asset (a ‘loss event’) and that loss event (or events) has an impact on
the estimated future cash flows of the financial asset or group of financial assets that
can be reliably estimated.

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

The amount of the loss is measured as the difference between the asset’s carrying amount
and the present value of estimated future cash flows (excluding future credit losses that
have not been incurred) discounted at the financial asset’s original effective interest
rate. The asset’s carrying amount of the asset is reduced and the amount of the loss
is recognised in the consolidated statements of comprehensive income. As a practical
expedient, the Group may measure impairment on the basis of an instrument’s fair value
using an observable market price.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease
can be related objectively to an event occurring after the impairment was recognised (such
as an improvement in the debtor’s credit rating), the reversal of the previously recognised
impairment loss is recognised in the consolidated statements of comprehensive income.

Inventories

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

Trade and other receivables

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

Trade and other receivables are recognised initially at fair value and subsequently measured
at amortised cost using the effective interest method, less provision for impairment.
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Notes to the Consolidated Financial Statements

For the year ended 30 June 2014

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

2.16

2.17

Borrowing costs

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

Investment income earned on the temporary investment of specific borrowings pending
their expenditure on qualifying assets is deducted from the borrowing costs eligible for
capitalisation.

All other borrowing costs are recognised in the consolidated statement of comprehensive
income in the period in which they are incurred.

Current and deferred income tax

The tax expense for the period comprises current and deferred income tax.

(a) Current income tax

The current income tax charge is calculated on the basis of the tax laws enacted
or substantively enacted at the consolidated balance sheets date in the countries
where the Company and its subsidiaries operate and generate taxable income.
Management periodically evaluates positions taken in tax returns with respect to
situations in which applicable tax regulation is subject to interpretation. It establishes
provisions where appropriate on the basis of amounts expected to be paid to the
tax authorities.

(b) Deferred income tax
Inside basis differences

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

Deferred income tax-assets are recognised only to the extent that it is probable

that future taxable profit will be available against which the temporary differences
can be utilised.
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Notes to the Consolidated Financial Statements

For the year ended 30 June 2014

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

2.17

2.18

2.19

Current and deferred income tax (Continued)

(b) Deferred income tax (Continued)
Outside basis differences

Deferred income tax is provided on temporary differences arising on investments in
subsidiaries, except where the timing of the reversal of the temporary difference is
controlled by the Group and it is probable that the temporary difference will not
reverse in the foreseeable future.

(c) Offsetting

Deferred income tax assets and liabilities are offset when there is a legally enforceable
right to offset current tax assets against current tax liabilities and when the deferred
income taxes assets and liabilities relate to income taxes levied by the same taxation
authority on either the taxable entity or different taxable entities where there is an
intention to settle the balances on a net basis.

Employee benefits - pension obligations

The Group entities in the PRC participate in defined contribution retirement benefit
plans organised by relevant government authorities for its employees in the PRC and
contribute to these plans based on certain percentage of the salaries of the employees on
a monthly basis, up to a maximum fixed monetary amount, as stipulated by the relevant
government authorities. The government authorities undertake to assume the retirement
benefit obligations payable to all existing and future retired employees under these plans.

The Group has no further obligation for post-retirement benefits beyond the contributions
made. The contributions to these plans are recognised as employee benefits expenses
when incurred and contributions paid to the defined-contribution pension plans for a staff
are not available to reduce the Group’s future obligations to such defined-contribution
pension plans even if the staff leave the Group.

Provisions

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

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

Huazhang Technology Holding Limited
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

2.19

2.20

2.21

Provisions (Continued)

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

Government grants

Government grants are recognised at their fair value, when there is a reasonable assurance
that the grant will be received and the Group will comply with all attached conditions.

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

Revenue recognition

Revenue comprises the fair value of the consideration received or receivable for the sale
of goods and services in the ordinary course of the Group’s activities. Revenue is shown
net of value-added tax, returns, rebates and discounts and after eliminating sales within
the Group.

The Group recognizes revenue when the amount of revenue can be reliably measured,
it is probable that future economic benefits will flow to the entity and when specific
criteria have been met for each of the Group’s activities as described below. The Group
bases its estimates on historical results, taking into consideration the type of customer,
the type of transaction and the specifics of each arrangement.

(a) Sales of goods

The Group manufactures and sells a range of industrial automation systems and
sludge treatment products. Revenue from the sales of goods is recognised when
the risk and reward of the goods has been transferred to the customer, which is
usually upon delivery products.to the customer and completion of the installation
and debugging (if required), and the customer has accepted the products, and
there is no unfulfilled obligation that could affect the customer’s acceptance of
the products.

(b) Revenue from after-sales and othersservice

The Group is engaged in_the provision of after-sales and other.service to the existing
industrial automationsystems customers and sludge treatment products customers.
Revenue from after-sales and other service is recognised in accounting period in
which the services rendered.
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2.21 Revenue

(c)

FICANT ACCOUNTING POLICIES (Continued)
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3 FINANCIAL RISK MANAGEMENT
3.1 Financial risk factors
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3 FINANC AGEMENT (Continued)
(Continued)

d

(ii) i value inter

3.1 Financia

(a) Market

stantially independent
o significant interest-
its and borrowings.
flows interest-rate
r value interest-rate
ue interest rate risk.
ve been disclosed in

interest rates as the Group
abilities other than its bank
ble s expose the Group to
expose the Group t
its cash flow and fai
sits and borrowi

and 2013, if av interest rates on borrowings which
d been 10% higher/lower with all other variables held
ax profit for the year would change as follows:

Year ended 30 June

2014 2013
HK$ HK$

(12,467) =
12,467 -

nts, restricted cash and trade and other
ndiscounted nominal amounts, where
assets represent the Group’s maximum
orresponding class of financial assets.

s from cash and cash equ
e carrying amounts or

ivalents, bank deposits are

to 30% of the
tract or within
) 95% of the
tract value
is usually
ompletion
credit risk
receive up

ding Limited



Notes to the Consolidated Financial S

For the year ended 30 June 2014

3 FINANCIAL RISK MANAGEMENT (contin
3.1 Financial risk factors (Continued)

(c) Liquidity risk

g sufficient cash and g
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3 FINANC AGEMENT (Continued)
3.2 Capital
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ment (Continued)

2014 and 2013, the Group's strategy is to maintain the
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4 CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (Continued)

4.1 Critical accounting estimates and assumptions

(a)

(b)

(c)

(d)

Carrying value of non-current assets

Non-current assets, including land use rights and property, plant and equipmentsare
carried at cost less accumulated amortisation/depreciation. These carrying amounts
are reviewed for impairment whenever events or changes in circumstances/indicate
that the carrying amounts may not be recoverable. An impairment loss is recognised
for the amount by which the asset’s carrying amount exceeds its recoverable
amount. The recoverable amount is the higher of an asset’s fair value less costs
to sell and value in use. In estimating the recoverable amounts of assets, various
assumptions, including future cash flows to be associated with the noncurrent
assets and discount rates, are made. If future events do not correspond to such
assumptions, the recoverable amounts will need to be revised, and this may have
an impact on the Group’s results of operations or financial position.

Useful lives of property, plant and equipment

The management determine the estimated useful lives and related depreciation
charges for its property, plant and equipment. This estimate is based on the
historical experience of the actual useful lives of property, plant and equipment of
similar nature and functions. These estimates may change in the future as a result
of technical innovations and competitor actions. The management will increase
depreciation charges where useful lives are less than previously estimated lives, or
will write off or write down technically obsolete or non-strategic assets that have
been abandoned or sold.

Impairment of trade receivables

Over 25% and 20% of the trade receivables were past due over one year but not
considered as impaired as at 30 June 2014 and 2013 respectively. The management
estimates the provision of impairment of such receivables by assessing their
recoverability individually with reference to their past repayment history as well
as subsequent settlement status. Provisions are.applied to these receivables where
events or changes in circumstances indicate that the balances may not be collectible
and require the use of estimates. Where the expectation is different from the
original estimate, such difference will impact carrying value of trade receivable
and impairment charge in the period in which such estimate has been changed.

Net realisable value of inventories

Net realisable value of inventories is the estimated selling.price in the ordinary
course of business, less estimated costs of completion and selling expenses. These
estimates are based on the current market condition and historical experience of
manufacturingsand selling products of similar nature. It could change significantly
as a result of changes in customer taste and competitor-actions in response to
industry cycles. Management reassesses the estimates at each balance sheet date.
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4 CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (Continued)

4.1 Critical accounting estimates and assumptions (Continued)

(e)

(f)

Current and deferred income taxes

The Group is subject to income taxes in a few jurisdictions. Judgement is required
in determining the provision for income taxes. Where the final tax outcome of these
matters is different from the amounts that were initially recorded, such differences
will impact the current income tax and deferred income tax provisions in the periods
in which such determination are made.

Deferred income tax assets relating to certain temporary differences and tax losses
are recognised as management considers it is probable that future taxable profits will
be available against which the temporary differences or tax losses can be utilised.
Where the expectation is different from the original estimate, such differences will
impact the recognition of deferred income tax assets and taxation in the periods
in which such estimate is changed.

Warranty claims

The Group generally offers one to two years warranties for its products sold.
Management estimates the related provision for future warranty claims based on
historical warranty claim information, as well as recent trends that might suggest
that past cost information may differ from future claims. Factors that could impact
the estimated claim information include the success of the Group’s productivity
and quality initiatives, as well as parts and labour costs. However, in so far as the
factors changes, the estimate of the associated expenses may be subject to revision
from time to time.

4.2 Critical judgements in applying the Group’s accounting policies

Revenue recognition in respect of sales of goods

The Group manufactures and sells a range of industrial automation systems and sludge
treatment products. Cash collection is in accordance with the milestone specified in each
sales contract (Note 3.1(b)). Under respective contracts, the Group is obliged to design
and manufacture the products, and complete the functional testing after the customer’s
whole production line including the Group’s products has been installed, for which the
duration of each contact fluctuated and may last over one year. As such, the revenue to
be recognised in future periods maybe related to products delivered in earlier periods.

Huazhang Technology Holding Limited
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4 CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (Continued)

4.2 Critical judgements in applying the Group’s accounting policies
(Continued)

The Group determines whether the sales contract is sales of goods or qualifies as construction
contract. In making its judgement, the Group considers whether the sales contract is
specifically negotiated for construction of a product. If the major structural elements of
the products are designed by the Group directly with limited custom-built features based
on the customer’s requirements, revenue from the sales of goods is recognised when the
risk and reward of the goods has been transferred to the customer, which is usually upon
delivery of products to the customer and completion of the installation and debugging
(if required), and the customer has accepted the products, and there is no unfulfilled
obligation that could affect the customer’s acceptance of the products. Otherwise, the
sales contract qualifies as construction contract and revenue is recognised applying
the percentage of completion method. Judgment is applied in determining whether
the customers’ specifications are limited and that a sales contract does not qualify as
construction contract. The Group considers each sales contract separately in making its
judgment. During the years ended 30 June 2014 and 2013, all the sales of the industrial
automation systems and sludge treatment products made by the Group are recognised
as sales of goods under HKAS 18 Revenue.

5 SEGMENT INFORMATION

The chief operating decision-maker has been identified as the Board. The Board reviews the
Group’s internal reporting in order to assess performance and allocate resources. The Board
has determined the operating segments based on these reports.

The Board considers the business from a product perspective. The Board assesses the performance
of the operating segments based on a measure of segment profit or loss.

The reportable operating segments derive their revenue primarily from the research and
development, supply and sale of (i) industrial automation systems and related projects, (ii)
sludge treatment products, and (iii) provision of after-sales and other service.

No geographical segment information is presented as all the sales and operating profits of the
Group are derived within the PRC and all the operating assets of the Group are located in the

PRC, which is considered as one geographic location with similar risks and returns.

No revenue from transactions with a single external customer amounted to 10% or more of
the Group’s total revenue for the year ended 30 June 2014.
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FORMATION (Continued)

The Board assesses the performance of the operating segments based on a measure of adjusted
operating profit or loss which in certain respects, as explained in the table below, is measured
differently from operating profit or loss in the consolidated financial statements. The common
administrative expenses, other losses, other income, financing (including finance costs and
terest income) and income taxes are managed on a group basis and are not allocated to
rating segments.

ent assets consist pri ily of land use rights, property, plant and equipment, inventories,
and other receivab nd prepayment. They exclude deferred income tax assets and
id tax, rest_ricte'd cash and the cash and cash equivalents.

ent liabilities comprise operating liabilities which exclude borrowings and tax liabilities.
e segment results for the year ended 30 June 2014:

Industrial
Automation Sludge After-sales
systems and treatment and other
related projects products service Total
HK$ HK$ HK$ HKS$

203,948,533 65,685,847 39,271,535 308,905,915
(149,363,059)  (47,116,238)  (26,195,798) (222,675,095)
54,585,474 18,569,609 13,075,737 86,230,820

31,158,805 9,069,057 12,410,175 52,638,037

3,018,267
1,220,319
37,362,836

(8,867,247)

28,495,589
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5 SEGMENT INFORMATION (Continued)

Other segment items included in the consolidated statement of comprehensive income:

Industrial
Automation
systems
and related
projects
HK$

Capital expenditure 7,487,085
Depreciation of property,
plant and equipment

Amortization of land use rights

1,464,846
71,249

The segment assets and liabilities as at 30 June 2014 are as follows:

Industrial
Automation
systems
and related
projects
HK$

Segment assets

Segment liabilities

Sludge
treatment
products
HK$

6,669,111

1,145,340
94,532

Sludge
treatment
products
HK$

172,688,868 85,907,446

(123,706,219) (24,251,398)

After-
sales and
other
service
HK$

Total
HK$

Unallocated
HK$

14,156,196

928,356
85,248

3,538,542
251,029

After-
sales and
other
service
HK$

Total
HK$

Unallocated
HK$

10,271,630 111,546,087 380,414,031

(2,574,913) (33,340,583)(183,873,113)
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5 SEGMENT INFORMATION (Continued)
The segment results for the year ended 30 June 2013:

Industrial

Automation After-

systems and Sludge sales and

related treatment other
projects products service Total
HK$ HK$ HK$ HK$

Segment revenue from

external customers 174,946,086 54,851,876 21,564,247 251,362,209
Segment cost of sales (126,016,342) (40,375,705) (13,297,166) (179,689,213)
Segment gross profit 48,929,744 14,476,171 8,267,081 71,672,996
Segment results 33,796,200 6,029,449 7,195,767 47,021,416
Common administrative expenses (30,945,634)
Other gains — net 180,631
Other income 8,213,826
Finance costs — net (657,340)
Profit before income tax 23,812,899
Income tax expense (6,130,712)
Profit for the year 17,682,187

Other segment items included in the consolidated statement of comprehensive income:

Industrial
Automation After-
systems and Sludge sales and
related treatment other
projects products service  Unallocated Total
HK$ HK$ HK$ HK$ HK$
Capital expenditure - 734,568 - 235,979 970,547
Depreciation of property,
plant and equipment 1,327,375 1,068,968 — 984,070 3,380,413
Amortization of land use rights 70,302 93,276 - 84,116 247,694
The segment assets'and liabilities as at.30 June 2013 are as follows:
Industrial
Automation After-
systems and Sludge sales and
related treatment other
projects products service  Unallocated Total
HK'$ HK$ HK$ HK$ HK$
Segment assets 103,332,857 66,819,376 18,306,231 105,455,084 293,913,548

Segment liabilities

(84,198,828) (27,347,693)

(624,542)

(5,534,563)(117,705,626)

Huazhang Technology Holding Limited
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6 LAND USE RIGHTS

Land use rights represent the net book amount of pre
land use rights of the Group are located in the PRC
periods of between 31 to 41 years.

ease payments. All the
on leases with remaining

Movements in lan lows:

ended 30 J

2014
HKS$ |° HK$

N

At beginning o
Cost ;
Accumulated amortisation

10,394,878
(1,355,189) &

Net book amount 9,039,689

Opening net book amount 9,039,689
Amortisation for the year (Note 20) . (251,029)
Foreign exchange difference 30,881

¥

Closing net book amount : 8,819,541

At end of year ‘ :
Cost ' h 10,430,889
Accumulated amortisation : (1,611,348)

Net book amount 8,819,541

Amortisation expense has been ¢ ed to “administrati onsolidated
statements of comprehensive inco o -

As at 30 June 20°
pledged as ¢
"

acilities (Note
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7 PROPERTY, PLANT AND EQUIPMENT

Buildings
HK$

Machineries

Furniture,

and fittings and Construction

vehicles
HK$

equipment in progress
HK$ HK'$

Total
HK$

A1 July 2013
N Cost

A IAccu‘muIated depreciation

Net book amount

I I

Year ended 30 June 2014
Opening net book amount
Additions
Depreciation (Note 20)

~ Foreign exchange difference

Closing net book amount

At 30 June 2014
Cost
Accumulated depreciation

Net book amount

At 1 July 2012

34,178,410
(6,953,337)

27,225,073
27,225,073
75,455

(1,500,505)
91,848

25,891,871
34,372,402
(8,480,531)

25,891,871

8,143,563
(1,793,054)

6,350,509
6,350,509
1,624,273

(799,666)
23,427

7,198,543
9,798,861
(2,600,318)

7,198,543

6,955,349
(2,336,277)

4,619,072

4,619,072 -
288,057 12,168,411
(1,238,371)
14,294

21,078

3,683,052 12,189,489

7,264,743
(3,581,691)

12,189,489

3,683,052 12,189,489

49,277,322
(11,082,668)

38,194,654
38,194,654
14,156,196

(3,538,542)
150,647

48,962,955

63,625,495
(14,662,540)

48,962,955

Cost 33,395,663 7,230,903 6,563,008 - 47,189,574
Accumulated depreciation (5,368,196) (1,030,366) (1,088,587) - (7,487,149)
Net book amount 28,027,467 6,200,537 5,474,421 - 39,702,425
Year ended 30 June 2013

Opening net book amount 28,027,467 16,200,537 5,474,421 - 39,702,425
Additions - 734,568 235,979 - 970,547
Depreciation (Note 20) (1,442,414) (729,983) (1,208,019) - (3,380,413)
Foreign exchange difference - 640,017 145,387 116,691 - 902,095
Closi.ng net book amount 27,225,073 6,350,509 4,619,072 - 38,194,654

At 30 June 2013
Cost ; o 10, 8,143,563 6,955,349 - 49,277,322
Accumulated depredétio 337)  (1,793,054) (2,336,277) - (11,082,668)
Net book amount 25,073 6,350,509, 4,619,072 - 38,194,654
Holding Limited ¢ _aa
Y
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PROPERTY, PLANT AND EQUIPMENT (Continued)

Depreciation expense have been charged to the consolidated statements of comprehensive

income as follows:

Cost of sales
Administrative expenses
Research and development expenses

Year ended 30 June

2014
HK$

1,547,318
1,680,712
310,512

3,538,542

y

HK$

(874,409
2, 340,588
165,416

‘3,380,41 3

During the years ended 30 June 2014 and 2013, the Group did not capitalise any mterest

expense.

As at 30 June 2014, buildings with an aggregate carrying amount of HK$17,155,450 were
pledged as collateral for the Group’s banking facilities (Note 16) (2013: Nil). .

8 TRADE AND OTHER RECEIVABLES

(a) Group
As at 30 June

2014 2013
HK$ HK$
Warranty receivables — due from third parties (i) 24,319,196 23,040,517
Other trade receivables — due from third parties 37,291,531 24,282,747

Other trade receivables — due from related parties
(Note 30) - 2,152,565
61,610,727 49,475,829
Less: provision for impairment of trade receivables (6,722,075) (3,617,438)
Trade receivables — net 54,888,652 45,858,391
Bills receivable 44,019,889 4,748,783
Trade and bills receivables 98,908,541 50,607,174
Other receivables due from related parties (Note 30) 142,777 21,880
Other receivables due from the sponsor - 518,081
Others 3,568,895 1,753,835
3,711,672 2,293,796
Total trade and other receivables 102,620,213 § 52,900,970
Less: trade receivables_.:non—current portior (1,251,763) (828,573)
101,368,450 52,072,397
(i) Warranty recéivables represéﬁt the approximately 5% to 10% of the contract value which will be collected

upon the expiry of the warranty period (which is usually for a period. of 18 months from the date of

delivery Qr 12 months after on-site testing, whichever is earlier)..

/—,
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8 TRADE A RECEIVABLES (Continued)

(a) Group (Cc

As at 30 June
trade receivable

the ageing analysis of the warranty receivables and other
n-current portion) is as follows:

‘As at 30 June

2013
HK$
3,478,647 5,130,520
1,536,694 1,708,071
6,114,641 4,098,100
9,085,052 7,964,120
4,104,162 4,139,706
24,319,196 23,040,517
As at 30 June
2014 2013
HKS$ HK$
11,071,235 7,653,062
8,462,070 1,244,621
7,892,886 14,014,175
8,037,689 1,956,242
1,827,651 1,567,212
37,291,531 26,435,312

ding Limited
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8 TRADE AND OTHER RECEIVABLES (Conti

(a) Group (Continued)

As at 30 June 2014 and 2013, trade receivables
respectively were but not impaired.
customers for recent histo
trade recei :

3,670 and HK$34,921,700
O a number of independe
he ageing analysis of

at 30 June

2014
HK$

|
11,071,235
8,462,070
Past due in 6 months t 7,892,886
1 year to 2 years ' 14,006,956
Over 2 years 2,325,523

43,758,670

As at 30 June 2014 and 2013, trade receivables of }
impaired respectively. The amount of the provision wa

as at 30 June 2014 and 2013 respectively. The individt
relate to customers, which are in unt ctedly difficult e
of these trade receivables is as .

2014
HKS &

1 year to 2 years 3,115,785 2,296,597

Over 2 years 3,606,290 - 1,320,841

6,722,075
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8 TRADE A RECEIVABLES (Continued)

(a) Group (Cc

Movements o rovision for impairment of trade receivables are as follows:

- ~ Year ended 30 June

2 2014 2013
HKS$ HK$

3,617,438 3,493,754
a : 3,086,758 41,312
g‘anﬂe di ! 17,879 82,372

6,722,075 3,617,438

ovision for impaired receivables have been included in

e creation and
consolidated statement of comprehensive income.

are unsecured and interest — free. The carrying amounts of
- approximates their fair values.
f the Group’s trade and other receivables are denominated in RMB.

e reporting date is the carrying value of each
oup does not hold any collateral as security.

Year ended 30 June

2014 2013
HK$ HK$
2,020 -
= 518,081
518,081

ding Limited
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9

10

PREPAYMENTS

(a) Group
" As at 30 June

2014
HK$

Non-curre
Prepayme
— non

for operating lease payment

ent portion 509,453 3,700

Current
Prepayme

for raw materials 14,627,384 5,461

Prepayments for operating lease
— current portion

Prepayments for other expe

319,03 00

0,5

14,946,416

15,455,869 l

(b) Company

Prepaid service fees

INVENTORIES

2014 20
HK$ HK$

Raw materials ' 34,669,664 28,960,234
Work in progress 25,267,062 25
Finished goods : 48,715,370

108,652,096

The cost
HK$22
of HK
(Note

0,061 and HK$299
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10 INVENTO

Movements on tt

d)

ion for write-down of inventories are as follows:

Year ended 30 June

2014 2013
HKS$ HK$

2,727,905 2,369,463
1,320,061 299,396
11,738 59,046

4,059,704 2,727,905

th cost of ,529 were considered as obsolete
provision of HK$4,059,704 was made against these raw
e 2013: HK$2,727,905). The Group made an additional
HK$1,320,061 for the year ended 30 June 2014 (30 June
rged has been included in ‘cost of sales’ in the consolidated
e.

IVALENTS AND RESTRICTED CASH

As at 30 June

2014 2013
HKS$ HK$

78,959,076 85,945,969

13,857,395 =

92,816,471 85,945,969
(CEY Y] (5,025,347)

91,859,246 80,920,622

on debenture J.,-i' ith maturities of
qual (Year ended 30 June 20° i

acilities such
1B.

eposits for issuance of
ash is denominated

ding Limited
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11 CASH AND CASH EQUIVALENTS AND RE

12 SHARE CAPITAL AND PREMIUM -
(a) Authorized shares

ASH (Continued)

Cash and cash equivalents are denominated in tf encies:

As at 30 June

2014

HK$
RMB | 83,530,779
HK$ | 4,994,101
usD 3,334,366

EURO 5 -

91,859,246

At 26 June 2012 (date of incorporation
Authorized shares increase on 6 Ma)

At 30 June 2013 and 2014

Note: Pursuant to a shareholder
increased from HK$380,0
8,000,000,000 ordinary sh

lution dated 6 May 2013, t ] 0
ided into 38,000,000 ordina ¢ 0 divided
f par value HK$0.01 each.
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12 SHARE CAPITAL AND PREMIUM - GROUP AND COMPANY (Continued)

(b) Issued shares
Number of Ordinary Share
issued shares shares premium Total
HK$ HK'$ HK$

At 1 July 2013 272,000,000
Dividends (i) -

At 30 June 2014 272,000,000

Representing:

2,720,000

2,720,000

70,910,254
(8,976,000)

61,934,254

73,630,254
(8,976,000)

64,654,254

Proposed dividends (i) 13,600,000
Others 48,334,254
At 30 June 2014 61,934,254
At 30 June 2012 1 - - -
Issuance of ordinary shares (iii) 68,000,000 680,000 80,920,000 81,600,000
Share issuance costs (iii) - - (7,969,746) (7,969,746)
Capitalisation issue (iv) 203,999,999 2,040,000 (2,040,000) -
At 30 June 2013 272,000,000 2,720,000 70,910,254 73,630,254
(i) Pursuant to Section 34 of the Cayman Companies Law (2003 Revision) and the Articles of Association

of the Company, share premium of the Company is available for distribution to shareholders subject to
a solvency test on the Company and the provision of the Articles of Association of the Company. Details
of the proposed dividends are set out in Note 26.

(ii) On 13 July 2012, Mr. Zhu transferred the 1 ordinary share to Florescent Holdings Limited (“Florescent”),
the sole shareholder prior to the Listing of the:Company.

(iif) On 16 May 2013, the Company-issued 68,000,000 new ordinary shares of par value HK$0.01 each at
HK$1.2 per share in connection with its Placing and the commencement of the Listing of its shares on
the SEHK, and raised gross proceeds of approximately HK$81,600,000. The excess over the par value of
HK$680,000 for the 68,000,000 ordinary share issued net of transaction costs HK$7,969,746 was credited
to “share premium” with amount of HK$72,950,254.

(ivy =~ On 16 May:2
14 May 2013, c

der's,resolution dated 6 May 2013 and a board resolution dated

remium aceount of the Company being credited as a result of the
issue of the offe e Placing, the Company capitalised an amount of HK$2,039,999.99,

- standing to the its s mium account by applying such sum to pay up in full at par a total
of 203,999,999 shares for allotment a'hd-iss_u‘e to Florescent.

Holding Limited =i
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13 RETAINED EARNINGS

Year ended 30 June

2014
HK$

At 1 July - O i 42,088,858
Profit for the year a 28,495,589
Appropriation to statutory reserves (Note 14) | (3.302,062)
At 30 June 67,282,385
|
14 OTHER RESERVES | : | |
) 1 1 ‘,‘
- Reorganisation ' Merger Statutory Transla\tion
reserve (i)  reserve (ii) reserves (i)  differences

HKS HK$ O HKS HK$

.‘ \ !
At 1 July 2013 3,000,000 40,424,773 5,272,939 11,791,098 60,488,810
Translation differences - 813,407 813,407
Appropriation to statutory reserves (Note 13) 3,302,062 - 3,302,062

At 30 June 2014

3,000,000 40,424,773 8,575,001 12,604,505 64,604,279

.

281265

At 1 July 2012 (i)
Translation differences
Capitalisation of loan from
the former parent company (ii)
Appropriation to statutory reserves (Note 13)

3,000,000 35224773
F -
!}
| 5,200,000
2,460,281

At 30 June 2013

3,000,000 40,424,773 72,939 11,791,098 60,488,810

(i) Reorganisation reserve
e =
/J— . . -.
On 3 May 2013, pursuant to which Likwin Limited ("Lik 5
shares Qf-_’f-lua Zhang Electric Holding Company Limited (“Huazhang Electric
(“Huazhang O'\jars’éas"), the former parerf't'rsqmpany, nd 1 share of Huz
the entire issued share capital of Huazhang Electric, through-a-share sv
of procuring Florescent, Likwin’s ultimate
and 2,210 shares to Qunyu Limited, b
result, the Company became the

. +
subsidiary.
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14 OTHER R ontinued)

(ii) Merger reserve

Additions in the ye 12013 represent the capitalised amount of loans from Huazhang Overseas.

Pursuant to the boart
HK$5,200,000 payable
Huazhang Electric a

, Huazhang Electric capitalised
of one (1) ordinary share of
mium of HK$5,199,999.

erseas, which atisfied by the
$1 per share to Huazhang Overseas

Statutol

idiary of the Company in
PRC accounting standard
until such reserve reached

etionary surplus reserves must be made before distribution of dividends
be used to make up for previous years’ losses, to expand production
‘of the PRC subsidiary. The statutory surplus reserve can be transferred to

ance of the statutory surplus reserve after such transfer is not less than 25%

'PAYABLES

As at 30 June

2014 2013
HKS$ HK$

' 29,133,087 20,193,031
o a related party (Note 13,860,684 968,581
2,139,058 15,757,999

45,132,829 36,919,611

2,475,826 2,564,940
2,191,731 2,510,828

94,341,429 68,465,543
1,565,766 % 1,489,942
8,311,239 2,053,096

= 45,000
1,893,799 2,073,559

110,779,790 | 9,202,908

155,912,619 6,122,519

ding Limited
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15 TRADE AND OTHER PAYABLES (Continued)

(a)

(b)

Group (Continued)

omers according to the contract
oximately 10% to 30% of the to
within 30 days from the date
on delivery, but before the ca

N

2014
HKS$ &

(a) Advances from customers represent the down payn
payment schedule. T roup usually requires a do
igning of the rel

includi

Up to 3 months 41,603,159
3 to 6 months 508,821
6 to 1 year | 308,277
1 to 2 years 106,513
Over 2 years '\ 467,001

42,993,771

Company

2014
HKS b

-
1

Other payables — due to fe subsidiaries 6,232,108 7,469,120
Payables for service fees to ompliance adviser - ‘ 45,000
Others 232,000 66,816

6,464,108
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16 BORROW

As at 30 June

2014 2013
HKS$ HK$

S  22.000,000 -

000 from an independent thi ' arty and borne an interest
August 2014. The above lo as extended for another

an from an independe

As at 30
at th

amounts of t re all denominate HKS.

/alue of current

pproximate ying amount.

0 June 2014, the e following unutilised banking facilities:

As at 30 June

2014 2013
HK$ HK$

s — expiring within one year 62,988,158 62,770,699
) (2,475,309) (12,505,932)

‘ 60,512,849 50,264,767

(Note 7) was pledged as securities for

ding Limited
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17 DEFERRED INCOME TAX ASSETS AND LIABILIT-I'E-S.-"”V

Deferred income tax assets and liabilities are offset when there is a legally enforceable right
to offset and when the deferred income taxes related to the same tax authority. As at 30 June :
2014 and 2013, the analysis of deferred tax assets and deferred tax liabilities are as follows @

As at 30 June .

- 2013
HK$
"‘ ’
Deferred tax assets Aoy
|
— to be recovered after more than 12 months - ! \ -
— to be recovered within 12 months 3,086,886 1,175,292
3,086,886 1,175,292
Deferred tax liabilities
— to be recovered after more than 12 months - -
— to be recovered within 12 months 1,360,000 807,350
1,360,000 807,350

The gross movement on the deferred income tax account is as follows:

Deferred tax

Deferred tax assets liabilities
Withholding
tax on
Provision unremitted
for Provision earnings of
warranty for Zhejiang
expenses impairment Total Huazhang
HK$ ~ HK$ HK'$ HK$
At 1 July 2013 223,490 951,802 1,175,292 (807,350)
Payments - - - 453,740

Credited/(charged) to the consolidated
statement of comprehensive income
(Note 24) 166,888 1,737,336 1,904,224 (1,015,742)

Foreign exchange difference 1,063 6,307 7,370 9,352

At 30 June 2014 P 391,441 2,695,445 3,086,886 (1,360,000)

At 1 July 2012 - 207,238 83 1,086,721
Credited/(charged) to the con.s‘olldated e S e

statement of comprehenswe income | ‘ . '
(Note 24) 11,262 51,107 62,369 (797,998)"

Foreign exchange dn‘ference 4,990 21,212 26,202 . (9,352)

At 30 June 2013 223,490 951,802 . 1,175,292 (807,350)
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17 DEFERRE

Deferred income
realisation of the
2014, the Group did
HK$420,039) and in re
ising from Huazhang
not expect the tax lo
he tax losse

TAX ASSETS AND LIABILITIES (Continued)

ecognized for tax loss carry-forwards to the extent that the
ofit through future taxable profits is probable. At 30 June
deferred income tax assets of HK$1,005,323 (30 June 2013:
bsses of to HK June 2013: HK$2,545,690)
mpany incc ng, as the management
alised in th here is no expiry date

6 (Year ended 30 Jun
tax of on the unremi
ered permanently
June 2013: H

13: HK$1,373,270)
earnings of certain
ested and amounted
32,696).

Year ended 30 June

2014 2013
HK$ HK$

automation systems

203,948,533 174,946,086
' treatment products 65,685,847 54,851,876
after- d other services 39,271,535 21,564,247

‘ RN 251,362,209

Year ended 30 June

2014 2013
HK$ HK$

2,789,197 7,677,770
229,070 536,056

8,213,826

i .
ived from local

ding Limited
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20 EXPENSES BY NATURE

Year ended 30 June

2014
HK$

Raw materials used 207,726,159 150,

2013

Change in inventories of finished goods

and work in progress (Note 10) (7,909,892) 1 ,653
Employee benefit expenses (Note 21) I 40,131,548 ( 1,384
Amortisation of land use rights (Note 6) 251,029 ' ™% 7,694
Depreciation of property, plant and equipment (Note 7) 3,538,542 . 0,413
Transportation expenses 4,005,616 /7,698
Utilities 1,065,879 83
Travelling expenses 5,760,219 § 4,
Provision for impairment of trade receivables o

(Note 8) - 3,086,758 [ 41,312
Provision for write-down of inventories (Note 10) 1,320,061 . 299,396

Miscellaneous tax charges other than value

|
|

added tax and income tax ' 2,460,033 - 1,825,082
Warranty expenses \ 3,084,241 3,274,628
Office expenses 1 MWLV | 3,284,497
Auditor’s remuneration (WILKFIN & 11364,959
Professional service fees 1,703,887 12,f1r78,682

Other expenses . ' . 4,874,900 4,595,704
Total cost of sales, distribution costé‘, administrative : l.'
expenses and research and development expenses || 275,725,406 235,286,427

21 EMPLOYEE BENEFIT
EMOLUMENTS) ‘ "

PENSES (INLL

1

‘.J‘ ~ Year ¢ ' June
- i 2014
- ‘ HK$

-

Wages and salaries 25,181,537 7,07
Bonus : , 3,671,896 14
Social security costs Nt | 7,008,272

Other benefits 4,269,843 k‘

40,131,548 “_

)ING DIRECTORS’

2013
HKS$

9,347
5,263
3,969

805
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22 DIRECTC
(a) Directo

ENTS
ts

rector of the Company paid/payable by the Group for the
t out as follows: —

The remunera _
year ended 30

Other
Salary Bonus Benefits Total
HK$ HK$ HK$ HK$

1,056,371 168,759 5,030 1,230,160

498,004 85,714 30,182 613,900

ong Xin Gang - 347,093 - 62,879 409,972
ong Chi Mo (ii) = 120,000 - - - 120,000
Dai Tian Zhu (ii) 120,000 = = = 120,000
s. Chen Jin Mei (ii) 60,000 = = = 60,000

300,000 1,901,468 254,473 98,091 2,554,032

“director of the Company paid/payable by the Group for the
is set out as follows:

Other
Salary Bonus Benefits Total
HK$ HK$ HK$ HK$
,813 168,753 45,260 1,186,826
313 481,704 53,839 1,000,856
470 28,539 49,237 420,246
- - - 18,387
= = = 18,387
— = — 18,387
148,336 2,663,089

ding Limited
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22 DIRECTORS’ EMOLUMENTS (Continued)

(a)

(b)

Directors’ emoluments (Continued)

(i) The chief executive officer of the Compan o is one of the directors.

i Tian Zhu Jin Mei were appoin

For the ended 30 June 2014 and 2¢ ed emolu rom
the Gro s inducement to join o on j pensati or loss
of offic r the years ended 30 ment

amount HK$60,000 (Year en

The five individuals wh uments we
ended 30 June 2014 an
the analysis presented above. The emolumen
during the years ended 30 June 2014 and 201

Fees g

Salary . : 1,193,187
Bonus . . 188,638
Other benefits - : 45,182

1,427,007 [0

N

The emoluments fell within following bands:

bands (in HK$)
HK$500,000
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23 FINANCE

COSTS - NET

Year ended 30 June

2014 2013
HKS$ HK$

inance costs

nterest expenses on b 838,332
2t foreign ex -
838,332

d debentu ecuritie (1,380,747) (164,027)

ign exchange g - (16,965)
(1,380,747) (180,992)

ance (income (1,220,319) 657,340

Year ended 30 June

2014 2013
HKS$ HK$

9,731,976 5,395,083
23,753 =
(888,482) 735,629

8,867,247 6,130,712

t the rate of
ne 2013, as

ding Limited
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24 INCOME TAX EXPENSE (Continued)

(iii)

PRC enterprise income tax (“EIT")

EIT is provided on the assessable income of e Group incorporated in the

Pursuant t i EIT Law"), the EIT i ed

Zhejian zhang is qualified as a
pplicable EIT rate is
the new EIT Law,
y Enterprise in

2013, hence the applicable income tax rate
months period ended 31 December 2013 anc
June 2014 (Year ended 30 June 2013: 15%).

PRC withholding income tax

According to the new EIT Law, starting from 1 Januz
be levied on the immediate holding company establis'
subsidiary declares dividends out of thei fits earne
withholding tax rate of 5% may be ¢ , a ta
the PRC and the jurisdiction of reign i :
tax liabilities in respect of th holding tax on t
subsidiaries are disclosed in 17.
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24 INCOM

The tax on the G
using the weighted

SE (Continued)

ore tax differs from the theoretical amount that would arise
e applicable to profits of the consolidated entities as follows:

Year ended 30 June

2014 2013
HK$ HK$

37,362,836 23,812,899

9,642,219 8,524,651

(1,563,382) (3,555,142)
242,374 165,797

sset was recognli 585,284 197,408
asurement of de Hte) (1,054,990) -
pected
sidiary in

1,015,742 797,998

8,867,247 6,130,712

ation as High and
ewal is progress. As at
nagement used EIT tax re

hnology Enterprise, ended on 31 December 2013
ate of this report, the above application has not
25% to re-measure deferred tax balance due
ion.

ding Limited
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25

26

EARNINGS PER SHARE

Basic earnings per share for the years ended 30 June 2014 and 2013 is calculated by dividing the
profit attributable to the owners of the Company by the weighted average number of ordinary
shares in issue. In determining the weighted average number of ordinary shares in issue during
the years ended 30 June 2013, 203,999,999 shares issued and allotted through capitalisation
of the share premium account of the Company upon Listing on 16 May 2013 (Note 12(b)(iv))
have been regarded as if these shares were in issue since 1 July 2012.

Year ended 30 June

2014 2013
HK$ HK$

Profit attributable to the owners of the Company 28,495,589 17,682,187

Weighted average number of ordinary shares in issue 272,000,000 212,500,000

Basic earnings per share 0.10 0.08

As there were no dilutive options and other dilutive potential shares in issue during the years
ended 30 June 2014 and 2013, diluted earnings per share is the same as basic earnings per
share.

DIVIDENDS
Year ended 30 June
2014 2013
HKS$ HK$
Proposed final dividends 13,600,000 8,976,000

At a meeting held on 5 September 2014, the Board proposed a final dividend of HK5.0 cents
(Year ended 30 June 2013: HK3.3 cents) per share, representing HK$13,600,000 (Year ended
30 June 2013: HK$8,976,000) using the share premium account.

Such dividend is to be approved by the shareholders at the forthcoming Annual General
Meeting. The proposed dividend is not reflected as a dividend payable in these consolidated
financial statements, but will be reflected as an appropriation of share premium for the year
ending 30 June 2015.

The consolidated profit attributable to equity shareholders of the Company for.the year ended

30 June 2014 includes a profit of HK$1,818,616 (Year ended 30 June 2013: HK$9,878,927)
which has been dealt with in the financial statements of the Company.

2014 Annual Report

95
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27 INVESTN

BSIDIARIES - COMPANY

As at 30 June

2014 2013
HKS$ HK$

Due from a subsidiary A 66,697,000 66,697,000
isted equity investme 8 8

66,697,008 66,697,008

ent eg unding by the Company to th
ng pol investments in subsidiarie:

bsidiary and are measured
ey are unsecured and non-

ries as at 30 June 2014 and 2013

pany’s direct a erests in its

out as follows:

Effective
interest held*
As at 30 June

Registered Issued and
or authorised fully paid
capital share capital

Principal activities
2013

. usb 100%  Research and development
16,300,000 , 578,280 supply and sale of industrial
automation systems and
sludge treatment products,
and the provision of after-sales
and other service

HKS BIFY 100%  Investment holding and
00,00 trade of electronic parts

Investment vestment holding
enterprise " i

of the Group are

ding Limited
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28 CASH GENERATED FROM OPERATIONS

(a)

(b)

29 COMMITMENTS

(a)

Reconciliation of Profit before income tax to net cash generated
from operations

Year ended 30 June

2014
HK$

Profit before income tax 37,362,836 ™
Adjustments for:
— Depreciation of property, plant and

equipment (Notes 7) 3,538,542
— Amortisation of land use rights (Notes 6) 251,029 |
— Provision for impairment of receivables (Note 8) 3,086,758 &
— Provision for write-down of inventories (Note 10) 1,320,061
— Finance income (Note 23) \ (1,380,747)

— Finance costs (Note 23) , 160,428 I 838,332
Changes in working capital: | \
— Restricted cash 4,068,122 ' (3,497,863).

— Inventories k- (14,951,121) ‘.’ 15,779,291
— Trade and other receivables and prepayments (RO AEY] | (21,843,287)
— Trade and other payables EER Oy IM & (18,396,785)

Cash generated from operations : N 10,852,423

i

ne 2013 is the cap|taI|sat|on
as discussed in Note 14(ii),
the share premium account

12(b)(iv)).

The principal non-cash transaction during the year ended
of loan from the former parent company, Huazhang O
and the capitalisation issue 0f 203,999,999 shares throl
of the Company upon the L

Non-cash transactions %

Capltal commltments

Capital expend|tu4fe contracted for at the end of the rep 1 ariod b tincurred
is as follows: ' ' '

Property, plant and :




e Consolidated Financial Statements

ne 2014

29 CcCOMMI
(b) Operati

The Group lec
operating lease
agreements are
lease payments u
summarized as fo

ued)
itments

use, an office and motor vehicles under non-cancellable
e lease terms are within 3 years, and the majority of lease
e end of the lease peri “market rate. The minimum
lease as at years ended June 2014 and 2013 are

Ye ded 30 June

2014 2013
HKS$ HK$

A AWEL 377,939
458,551 =

1,249,785 377,939

ACTIONS

e significant transactions carried out between the Group and
ary course of business during the years ended 30 June 2014
ng from related party transactions as at 30 June 2014 and 2013.

ion ' 2lated parties

ionships

cting in Concert,
an of the Company
cting in Concert
Acting in Concert
Acting in Concert
er of Mr. Zhu
ompany, controlled by
olders
held by Huazhang

Automation
y Limited

Overseas

e “Controlling

ding Limited
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30 RELATED-PARTY TRANSACTIONS (Contin

(b)

Transactions with related parties

The Group’s pricing policy on products sell to
determined on a ca e and arm’s lengt
price of simil

from related parties are
erence to prevailing mar}
d by both parties.

ear ended 30 J

2014
HK$

| . ‘
tomation (Zhejiang) .

5,904,167
58,767,237
164,095

s and services
— Purchase goods and se
— Rental income

Huazhang Overseas
— Loan from a related party

Key management compensation :
— Salaries 3,671,020
— Bonus 443,111
— Other benefits . 184,956

4,299,087
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30 RELATELD

(c) Balances
(i) Due fro

SACTIONS (Continued)
d parties
(Note 8):

- As at 30 June

2014 2013
HK$ HK$

2,152,565
at 30 June
2014 2013
HK$ HK$
ceivables 142,777 21,880

elated parties as at 30 June 2014 and 2013 arise mainly from
businesses.

are unsecured, bear no interest and are repayable on demand. There
510 7 _ ceivables from related parties.

arties (Note 15):
As at 30 June

2014 2013
HK$ HK$

13,860,684 968,581

e 2013 arise mainly

|
|

|
lemand.

ding Limited
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