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CORPORATE
PROFILE

IPE Group Limited (the “Company” or “IPE Group”) was incorporated in the Cayman Islands as an exempted company
with limited liability on 10 July 2002. The Company is an investment holding company and its subsidiaries (collectively
referred to as the “Group”) are principally engaged in the manufacture and sale of high precision metal components.

The Group started its high precision components business in 1990 in Singapore and now produces high precision
metal components and assembled parts used in automotive parts, hydraulic equipment, hard disk drives ("HDD"),
electronic and other devices.

The Group’s highly valued customers are top-tier multinational corporations in the information technology, fluid
power, automotive and electronic sectors where optimal precision is vital. Apart from supplying high volume precision
components according to customer specifications, we are providing solutions to our global partners and working
very closely with them in implementing new projects. Such projects typically take longer time to come to fruition as
they involve development of many metal and plastic parts, and electronic circuits and the necessary know-how in
final assembly and testing of the assembled device before shipment to the end customers can take place. The Group
has developed a team of high caliber engineers which are able to provide solutions to our global partners.
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2017

2014

2010

2004

1997

1990

2018 Signed a strategic framework cooperation agreement with Huanan Industrial
Technology Research Institute of Zhejiang University

Guangzhou Xinhao was accredited with High and New-Technology Enterprise

Changshu Keyu Greystone and Dongguan Koda were accredited
IATF 16949 certification — automotive certification

Success setup a Graduate School-Enterprise Education Partnership
Base with Graduate School at Shenzhen, Tsinghua University

Guangzhou Xinhao was accredited IATF16949 certification — automotive certification

2015 Success developed own brandname robots

Jiangsu Koda completed construction of Phase 1 of the development
of our Changshu site which provided 40,000m? of production area

201 Established Jiangsu Koda in Jiangsu Province, The PRC,
purchased 166,631m? of land in Changshu

Guangzhou Xin Hao was accredited AS9100
certification — aerospace certification

2006 Guangzhou Xin Hao was accredited TS16949
certification — automotive certification

Listed on the Main Board of The Stock Exchange
of Hong Kong Limited on 1 November 2004

Established Guangzhou Xin Hao in
2002 Guangdong Province, The PRC

Established IPE (Thailand) in Thailand

1994 Established IPE (Hong Kong) in Hong Kong
Established Dongguan Koda in Guangdong Province, The PRC

Established IPE (Singapore) in Singapore
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CORPORATE
STRUCTURE

Principal subsidiaries and associate of the Company as at 31 December 2018

IPE GROUP LIMITED

(the Cayman Islands)
Investment holding

~ 100% ~ 100% ~ 100% ~ 100%
Anglo Dynamic Tai Situpa Cyber Brilliant
Limited Group Limited Starpower Limited Precision Limited
(BVI) (BVI) (BVI) (BVI)
Investment Investment Investment Investment
holding holding holding holding
~ 100% - 100% - 100%
International Integrated
Precision Precision I\_Iivi:lttiﬁx
Engineering Engineering Tec%nol(?
Company Company Limitedgy
Limited Limited (Hong Kong)
(Hong Kong) (Hong Kong) Invegtmer?t
Investment Investment holdin
holding holding g
~ 100% ~ 100% ~ 100% -~ 99.99% ~ 100%
Jiangsu Koda Donaguan Koda Guangzhou Xin Igteegir:ige: Welltex Lighting
Precision Metg?Products Hao Precision Engineerin Technology
Engineering Company Limited Metal Products (T?\ailand)g (China)
Company Limited p(PF\Q/C) Company Limited Company Limited Company Limited
M (PRC) . Manufacturing (PRC) . (Thailand) (PRC) .
anufacturing and Manufacturing Manufacturing Manufacturing
and ) sales office and ) and and .
sales office sales office sales office sales office
a 100%
Shenzhen Intelligent Manufacturing Technology Company Limited
(PRC)
Investment holding
O

Shenzhen Intelligent Manufacturing Investment Company Limited

(PRC)
Investment holding

a 28.33%
Shenzhen X-TEC Technology Company Limited
(PRC)
Technology development office
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100%

100%

Lewiston
Group Limited
(BvI)
Investment
holding

100% 61%

IPE Macao Cullygrat Surface

; & Deburring
Limited Limited
(Macau) (Hong Kong)
Sales office Investment
holding
100%

Cullygrat Surface
& Deburring
Treatment

(Taicang)
Company Limited
(PRC)
Manufacturing
and
sales office

(BVI)
Investment holding

100%

Greatest All
Limited
(BVI)
Investment
holding

15%

Greystone-IPE
Plating
Company
Asia Limited
(Hong Kong)
Investment
holding

100%

Zhenjiang
Huishi Surface
Finishing
Company Limited
(PRC)
Manufacturing
and
sales office

100%

Prolific Sino
Limited
(BVI)
Investment
holding

85%

IPE-Greystone
Machining
Company

Asia Limited

(Hong Kong)

Investment
holding

100%

Changshu Keyu
Greystone
Machining

Company Limited
(PRC)
Manufacturing
and
sales office

100%

Gosmart
Global Limited
(8vI1)
Investment
holding

100%

IPE Robot
Manufacturing
Company
Limited
(Hong Kong)
Investment
holding

100%

Jiangsu
Kozhi Robot
Manufacturing
Company Limited
(PRC)
Manufacturing
and
sales office
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FINANCIAL
HIGHLIGHTS

RESULTS
Year ended 31December
pl}] 2017 2016 2015 2014
HK$'000 HK$'000 % HK$'000 % HK$'000 HK$'000
REVENUE 943,476 100% 941438  100% 851,908  100% 877194  100% 994,023  100%
Cost of sales (652,687) 69%  (618010) 66%  (589322) 69%  (632269) 72%  (715626) 72%
Gross profit 290,789 31% 323428  34% 262,586 31% 244025  28% 278397  28%
Other income 8,557 1% 7,017 1% 30,913 4% 12,571 1% 22,386 2%
Distribution costs (26,535) 3% (3778) 3%  (24889) 3% (23013) 3% (28693 3%
Administrative expenses and
other expenses (152,887 16%  (160639) 7%  (120064)  14% M3370)  13% (2412)  13%
Finance costs (18,41) 2% (15972) 2% (13130) 2% (19133) 2% (23924) 2%
Share of loss of an associate (1,2711) 0% 17 0% - 0% - 0% - 0%
PROFIT BEFORE TAX 100,182 1% 130,039 14% 135,316 16% 101,980 12% 124,045 12%
Income tax (15720) 2% (15327) 2% (25766) 3% (618) 2% (28384 3%
PROFIT FORTHE YEAR 84,462 9% 14,12 12% 109,550 13% 85,799 10% 95,661 10%
Attributable to:
Equity Shareholders of
the Company 85328 9% 14808  12% 10201 13% 86,093  10% 94845  10%
Non-controlling interests (866) 0% (96) 0% 651) 0% 294) 0% 816 0%
84,462 9% nan2 - 12% 109550  13% 85799  10% 95661  10%
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FINANCIAL
HIGHLIGHTS

CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSITION

2018
HKS’'000

As at 31 December

2017
HK$'000

2016
HK$'000

Total non-current assets
Total current assets

Total current liabilities

Net current assets

Total non-current liabilities
Total equity

828,700
1,426,636
550,870
875,766
11,601
1,692,865

883,043
1,447,979
438,977
1,009,002
190,770
1,701,275

750,068
1,388,241
399,491
988,750
248,122
1,490,696

857,412
1,163,281
574,735
588,546
9,898
1,436,060

912,033
1,295,367
616,132
679,235
102,627
1,488,641

RATIO ANALYSIS

Year ended 31 December

KEY STATISTICS:

Current ratio

Net cash to equity ratio

Dividend payout ratio

Gross profit margin

EBITDA margin

Net profit margin

Average days of debtor turnover
Average days of inventary turnover

PER SHARE DATA:

Net asset value per share (HK$)
Dividend per share

Earnings per share — basic
Earnings per share — diluted

2.59
0.24
n.2%
30.8%
27.5%
9.0%
103 days
143 days

1.61

HKO0.9 cent
HK8.11 cents
HK8.11 cents

2017

330
024
34.9%
34.4%
277%
12.2%

94 days
122 days

162

HK3.8 cents
HK10.91 cents
HK10.83 cents

2016

348
029
43.0%
30.8%
32.3%
12.9%

93 days
126 days

142

HK4.5 cents
HK10.66 cents
HK10.47 cents

2.02

015
40.6%
27.9%
30.1%
9.8%
101days
135 days

155

HK3.5 cents
HK9.26 cents
HK8.76 cents

210

014
49.0%
28.0%
30.8%
9.6%

94 days
116 days

160

HK5.0 cents
HK10.22 cents
HK10.15 cents
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FINANCIAL
HIGHLIGHTS

GEOGRAPHICAL COMBINATION
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FINANCIAL
HIGHLIGHTS

CASH AND CASH EQUIVALENTS, GROSS DEBT AND EQUITY
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On behalf of the board of directors (the “Board”), | present to shareholders the annual results of IPE Group Limited
(“IPE” or the “Company”) and its subsidiaries (collectively referred to as the “Group” or “IPE Group”) for the year ended 31
December 2018.

The Group prides itself on producing high-quality products for our customers as a cutting edge metal working
solutions provider. The Group has won recognition and awards from internationally renowned customers and has
become an indispensable partner in their supply chain.

Since the outbreak of the US-China trade conflicts in the third quarter of 2018, the conflicts between the two major
economies have left a pessimistic outlook on global economy. In addition, as the Group's production bases were
mainly located in China, our customers had to pay the temporary tariffs imposed on exports of our products to the US
as a result of the US-China trade conflicts. Amid such operating environment, the Group achieved sales of
HK$943,476,000 in 2018, representing a slight increase of 0.2% as compared to that of HK$941,438,000 in 2017.

In 2018, the automotive components business achieved a growth of 6.2% as compared to 2017 due to the
implementation of customer diversification strategy and shifting its sales focus to China to mitigate the impacts from
the US-China trade conflicts. The sales to North America accounted for 29.3% of the Company’s total sales in 2017 and
24.9% in 2018. Meanwhile, the sales to China accounted for 27.5% of the Company’s total sales in 2017 and 31.1% in 2018,
representing a growth of 3.6%. Due to the effective implementation of such strategies, there has been no significant
decline in sales. The Group's sales of automotive components amounted to HK$465,070,000 in 2018, representing an
increase of HK$27,061,000 as compared to that of HK$438,009,000 last year. Furthermore, in 2018, the Group was
successfully admitted to the recognised supplier lists of well-known domestic automotive manufacturers and
expanded into automotive manufacturer market in China.

Due to the downturn in the overall automotive market in the second half of the year, the Group immediately
strengthened its efforts in securing sales orders for hydraulic equipment components and deployed existing
production lines to satisfy such demand to mitigate decline in sales. As a result, the sales of hydraulic equipment
components for the whole year achieved an increase of 32%, so as to ease the pressure on decreasing sales of HDD
components. Therefore, the sales of hydraulic equipment components of HK$263,476,000 in 2018 was recorded,
representing an increase of HK$8,150,000 as compared to that of HK$255,326,000 in 2017.

In 2018, the Group’s sales of HDD components business amounted to HK$165,964,000, representing a decrease of
approximately 7.3% as compared to that of HK$179,018,000 in 2017. At the same time, the Group has gradually
deployed its existing production lines for HDD components business to automotive components business so as to
avoid wasting production capacity.

The Group face the uncertainties in the global economy caused by the US-China trade conflicts and increase in
labour costs, the Group recorded a gross profit margin of 30.8% in 2018, representing a decrease of 3.6% as compared
to 34.4% last year.

Due to the interest rate hike on borrowings and the payment to senior staff resigned for their past contribution, the

net profit attributable to equity shareholders for the year amounted to HK$85,328,000, representing a decrease of
HK$29,480,000 or 25.7% as compared to that of HK$114,808,000 in 2017.
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The Group's automotive components business accounted for nearly half of its annual sales. In order to develop this
business in a steady and healthy manner, the Group took the initiative to fight for more customer orders, obtain a
larger share of market and secure larger orders. The Group also focused on developing new customers, especially
automotive manufacturers in China. In addition, in response to the gradual development of new energy automotive in
the global automotive industry, the Group will focus on the trend of new energy automotive components business
and tap into such customers with a view to expand its automotive components business.

In the past few years, the Group put certain self-developed robots into its production lines such as the inspection
process and gained considerable progress. The Group will therefore strengthen automation and enhance its existing
production efficiency. In particular, the Group has set automated production lines as primary goal for products which
have large sales order and required more workers so that the automated production line would reduce the pressure
on shortage of workers, enhance our product quality and reduce our production costs. The Group will also continue to
enhance its self-developed robots and improve its quality.

The Group devoted more resources in research and development in 2018 and the annual research and development
costs amounted to HK$22,942,000, representing an increase of HK$10,427,000 or 83.3% as compared to that of
HK$12,515,000 last year. In addition to investing resources internally, the Group also signed a strategic framework
cooperation agreement with Huanan Industrial Technology Research Institute of Zhejiang University during the year
to integrate the resources, personnel and technologies of both parties, establish strategic cooperation and achieve
development collectively. By setting up a collaborative platform for technology transfer, the Group will make good use
of the scientific research achievements of the tertiary institution. In 2018, Guangzhou Xin Hao Precision Metal
Products Company Limited, a wholly-owned subsidiary of the Group, has been accredited with High and New-
Technology Enterprise (AR m#T#1ili 1 2), recognizing the achievements of the Group in previous technological
research and development. In the coming year, the Group will intensify collaboration with well-known institutions in
respect of research and development of robots, reducers and valves to achieve breakthroughs. The Group will apply
such research and development works to its automation transformation and put more resources to improve its
production efficiency.

On behalf of the Board, | would like to take this opportunity to express our heartfelt thanks to all staff for their hard
work throughout years.

Mr. Zeng Guangsheng
Chairman

25 March 2019
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MANAGEMENT DISCUSSION
AND ANALYSIS

FINANCIAL REVIEW

The automotive components business maintained its growth for years, making up the decline in the HDD
components business. The Group'’s overall sales amounted to HK$943,476,000 for the year ended 31 December 2018,
representing an increase of HK$2,038,000 or 0.2% as compared to that of HK$941,438,000 last year.

The Group’s sales by business segments, together with sales in 2017 are shown below for comparison.

2018 2017
HKS$'000 HK$'000
Automotive components 465,070 49.3 438,009 46.5 +6.2
Hydraulic equipment components 263,476 27.9 255,326 271 +32
HDD components 165,964 17.6 179,018 19.0 -73
Others 48,966 5.2 69,085 74 -291
943,476 100.0 041,438 100.0 +0.2

For the year ended 31 December 2018, other income of the Group amounted to HK$8,557,000. In 2018, the Group
recorded an increase in bank interestincome of HK$2,218,000 as compared to last year.

GROUP LIMITED
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In addition, distribution costs amounted to HK$26,535,000 in 2018, accounting for 2.8% of the Group's sales,
representing an increase of HK$2,757,000, which was mainly due to the tariffs imposed on certain components sales
to customers in the US.

For the year ended 31 December 2018, administrative expenses and other expenses amounted to HK$152,887,000,
representing a decrease of 4.8% or HK$7,752,000 as compared to last year. The decrease was mainly due to the
Group recorded a foreign exchange gain of HK$9,592,000 as compared to exchange loss of HK$20,074,000 in 2017.
Besides, the absence of expense in this year, namely a provision for impairment loss on investment in an associate of
HK$7,330,000, would further decrease the administrative expenses and other expenses. The impact of decrease in
abovementioned expenses have been partially offset by increase in salaries and allowances of HK$10,405,000, and
anincrease in resources devoted in research and development of HK$10,427,000 in 2018.

The finance costs for the year amounted to HK$18,471,000, mainly due to the increase in interest rate of bank loans,
resulting in an increase in interest expenses. The finance costs increased by HK$2,499,000 as compared to that of
HK$15,972,000 in 2017.

For the year ended 31 December 2018, profit attributable to equity shareholders of the Group amounted to
HK$85,328,000, representing a decrease of 25.7% as compared to HK$114,808,000 last year.

As at 31 December 2018, the Group had total borrowings of HK$436,775,000 (31 December 2017: HK$504,504,000)
secured by corporate guarantee given by the Company. The Group had no charge on any of its assets for its banking
facilities as at 31 December 2018.

The Group generally finances its operations with internally generated cash flow as well as banking facilities provided
by its bankers. As at 31 December 2018, cash per share was HK$0.80 (31 December 2017: HK$0.87) and net asset value
per share was HK$1.61 (31 December 2017: HK$1.62), based on the 1,052,254,135 ordinary shares in issue (31 December
2017:1,052,254,135 ordinary shares). During the period under review, the Group recorded a net cash inflow from
operating activities of HK$180,434,000 (2017: HK$180,126,000). The Group recorded a net cash outflow in investing
activities of HK$98,544,000 (2017: net cash outflow of HK$185,836,000).

The total bank borrowings as at 31 December 2018 amounted to HK$436,775,000 (31 December 2017:
HK$504,504,000). The Group is in a net cash position (cash and bank balances less total bank borrowings) of
HK$403,406,000 as at 31 December 2018 (31 December 2017: HK$408,930,000).

The Group is exposed to fluctuations in foreign exchange rates. Since most of the Group’s revenue is denominated in
US dollars, whereas most of the Group’s expenses, such as costs of major raw materials, machineries and production
expenses, are denominated in Japanese Yen, Renminbi, Thai Baht and Hong Kong dollars, fluctuations in exchange
rates can materially affect the Group, in particular, the fluctuation of Renminbi will adversely affect the Group's
profitability.
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As at 31 December 2018, the Group had 2,369 employees, a slight increase of 40 employees or 1.7% when compared to
2,329 employees as at 31 December 2017.

The Group has a share option scheme in place for selected participants as incentive and reward for their contribution
to the Group. A mandatory provident fund scheme and local retirement benefit schemes are also in effect.

The Group encourages employees to seek training to strengthen their work skills and for personal development. The
Group also provides workshops for staff at different levels to enhance their knowledge of work safety and to build
team spirit. Staff are rewarded based on performance of the Group as well as on individual performance and
contribution.
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Executive Directors

Mr. Zeng Guangsheng, aged 52, is the Chairman of the Board, the Chief Executive Officer, an executive director, the
chairman of both of the executive committee and nomination committee and a member of the remuneration
committee of the Company. He joined the Group in 2016. Mr. Zeng obtained a doctorate degree in economics from
Nankai University (R B A22) in 2004. He is currently an executive director and the Chief Investment Officer of China
Baoan Group Co, Ltd. (R & Z & E D AR A 7)) (together with its subsidiaries, the “Baoan Group”) (a company listed
on the Shenzhen Stock Exchange, stock code: 000009 and the controlling shareholder of the Company), the
chairman of the board of directors of China Baoan Group Assets Management Co, Ltd. (PR EZEBEETEARE A
7)) and the director of Baoan Technology Company Limited (B % £H% B R 2 7). Mr. Zeng had served various positions
at the managerial level in various subsidiaries of the Baoan Group and was the vice chairman of the board of directors
of Mayinglong Pharmaceutical Group Co,, Ltd. (5 f&#e %25 &£ B ik {7 B R 2 7) (@ company listed on the Shanghai Stock
Exchange, stock code: 600993).

Mr. Ng Hoi Ping, (former name: Wu Kai Ping), aged 50, is an executive director and a member of the executive
committee of the Company. He joined the Group in 2016 and is responsible for the overall financial management of
the Group. Mr. Ng obtained a master’s degree in economics from Nankai University (EIF X&) in 1996 and a master’s
degree in business administration from McMaster University in 2003. He is currently the general manager of Baoan
Technology Company Limited (B &R B R A7), the vice general manager of China Baoan Group Assets
Management Co, Ltd. (FRELZEEEEE R BB A A, the general manager of Nanjing Baoan High-tech Investment
Co, Ltd. @RELZSHILE AR A7) and the executive partner of Nangjing Bao Jun Ventures Fund (8 R B BLAI ¥R E
).

Non-executive Director

Ms. Zeng Jing, aged 44, is a non-executive director of the Company. She joined the Group in June 2017. Ms. Zeng
currently is the financial controller of China Baoan Group Assets Management Co, Ltd. (FRBZS@EEEEAR A
7). Ms. Zeng has served senior position in a subsidiary of China Baoan Group Co, Ltd. (FEREZE£BRMHERAF) (a
company listed on the Shenzhen Stock Exchange, stock code: 000009 and the controlling shareholder of the
Company) and Mayinglong Pharmaceutical Group Co, Ltd. (FFEBE LS ER (AR A E]) (a company listed on the
Shanghai Stock Exchange, stock code: 600993). She has over 21 years of experience in accounting and financial
management.
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Independent Non-executive Directors

Mr. Yang Rusheng, aged 51, is an independent non-executive director and a member of both the remuneration
committee and nomination committee of the Company and has been appointed as the chairman of the audit
committee of the Company since October 2018. He joined the Group in June 2017. Mr. Yang holds a master's degree in
economics from Jinan University (BFX28). He has over 24 years of experience in finance, audit and tax. Mr. Yang is a
Certified Public Accountants and Certified Tax Agents in the People’s Republic of China and is currently a partner of
Rui Hua Certified Public Accountants (wZE& TR = ). Mr. Yang is an independent director of Ping An Bank Co. Ltd.
(FLIR1TIRMH BR A7) (a company listed on the Shenzhen Stock Exchange, stock code: 000001) since February 2017
and Shenzhen Qianhai Webank (RINFDEHMRIRITAXA B R A7) since December 2014. Mr. Yang has been an
executive director of Guangdong Institute of Certified Public Accountants (ER & =&t €) since June 2015,
From November 2016, he is a president of Institute of Shenzhen Certified Public Accountants (FYIIFEf &5t ).
Prior to that, he was a partner of Wanlong Asia CPA Co., Ltd. (B =N & TR S5 A1) and Crowe Horwath China
Certified Public Accountants Co, Ltd. (B & /& &5TEM=A7). Mr. Yang had previously been a committee member of
Shenzhen Certified Public Accountants Ethic Committee (&I ITT s &I & 8% 8€) and Shenzhen Finance
Bureau Certified Public Accountants and Responsibility Judge Committee (ZYIT I B BMetMETEETEZES),
an executive director of the China Certified Tax Agents Association (Z I M EL#EM 17 €), and a director of Shenzhen
Certified Tax Agents Association (# B = #5R01% ). During the period from October 2010 to January 2017 and from
December 2016 to July 2017, Mr. Yang was an independent non-executive director of China Tangshang Holdings
Limited (formerly known as Culture Landmark Investment Limited) (a company listed on the Main Board of the Stock
Exchange, stock code: 674) and an independent non-executive director of Kantone Holdings Limited (a company
listed on the Main Board of the Stock Exchange, stock code: 1059). Mr. Yang has been appointed as an independent
director of Guo Fu Life Insurance Co, Ltd. (B& ASRER XD B R A7) in 2018 and an executive director of The Chinese
Institute of Certified Public Accountants ( BlzE & 5HAT 1 2) in July 2018.

Mr. Cheung, Chun Yue Anthony, aged 36, is an independent non-executive director and a member of both the audit
committee and nomination committee of the Company and has been appointed as the chairman of the remuneration
committee of the Company since October 2018. He joined the Group in June 2017. Mr. Cheung is currently the
managing director of Blackfriars Asset Management ("Blackfriars”). Prior to Blackfriars, Mr. Cheung served as an
executive director at BNP Paribas Hong Kong Branch, as the senior portfolio manager at Pictet Asset Managementin
London and investment manager at Gartmore Investment Management in London. Mr. Cheung holds a bachelor's
degree in economics from London School of Economics and Political Science, University of London. He is serving at
the Hong Kong Institute of Directors (HKloD) as training committee member and at the Chartered Institute for
Securities and Investment (CISI) as the senior representative, Asia Pacific.

Mr. Mei Weiyi, aged 45, is an independent non-executive Director, and a member of each of the audit committee,
nomination committee and remuneration committee of the Company. He joined the Group in October 2018. Mr. Mei
graduated from the University of Alberta, Canada, majoring in business administration (MBA) in mathematical finance.
He previously served as the general manager of the Equity Investment Department of China Re Asset Management
Company Ltd, the investment director of the asset management headquarters of China Investment Securities Co.
Ltd, the senior investment manager of the asset management department of Haitong Securities, and a funds
management officer and derivatives trader at the Canadian Wheat Board, etc. He is currently a non-executive director
of Huadian Fuxin Energy Corporation Limited (a company listed on the Main Board of the Stock Exchange, stock code:
816), the deputy general manager and an executive director of China Re Asset Management (Hong Kong) Company
Ltd.
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Mr. Ho Yu Hoi, Mark, aged 55, is the Vice President of the Group. He joined the Group in 1992 and was an executive
director of the Company from 1 November 2004 to 1 June 2017. Mr. Ho has over 36 years of experience in the field of
computer aided design and manufacturing and is currently responsible for overall marketing strategies of the Group
and the daily operation of Integrated Precision Engineering (Thailand) Company Limited.

Mr. Lau Siu Chung, aged 54, is the Vice President of the Group. Mr. Lau joined the Group in 1997 and was an executive
director of the Company from June 2009 to November 2018. He is responsible for the planning and implementation of
sales strategies and in charge of the sales and marketing activities of the Group. Mr. Lau has over 22 years of
experience in marketing and sales of precision components and industrial equipments.

Mr. Jiang Fei, aged 46, is the Deputy General Manager of the Group and is responsible for the Group's heat treatment
division. He joined the Group in 1995 after graduation from ZEg 3 T K22 (South China University of Technology) with a
graduate diploma in Mechanical Engineering. He has over 22 years of experience in the manufacturing industry.

Mr. Lei Ting Yong, aged 44, is the Deputy General Manager of the Group supervising the Group’s research and
product development department. He joined the Group in 1995 and is responsible for projects development and the
development of information control devices for production efficiency.

Mr. Tam Yiu Chung, aged 48, is the Chief Financial Officer and Company Secretary of the Company. He joined the
Group in 2007. He holds a Master degree in professional accounting and is a member of the Hong Kong Institute of
Certified Public Accountants.
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The board of directors of the Company (the “Board”) presents this Corporate Governance Report in the Company's
annual report for the year ended 31 December 2018.

The Group recognizes the vital importance of good corporate governance to the Group's success and sustainability
and wishes to highlight the indispensable role of its Board in ensuring effective leadership and control of the
Company and transparency and accountability of all its operations.

The Company has applied the principles as set out in the Corporate Governance Code (the “CG Code”) contained in
Appendix 14 to the Rules Governing the Listing of Securities (the “Listing Rules”) on The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”).

Throughout the year under review, the Company has complied with the code provisions set out in the CG Code, save
for the code provision A2.1. Key corporate governance principles and practices of the Company as well as details of
the said deviation are summarized below.

The Company is committed to reviewing and enhancing its corporate governance practices from time to time to
ensure that its corporate governance practices continue to meet the regulatory requirements and the growing
expectations of shareholders and investors.

Responsibilities and Delegation

The overall management and control of the Company’s business are vested in the Board, whose main roles are to
provide leadership and to approve strategic policies and plans with a view to enhancing shareholder value. All
directors take decisions objectively in the interests of the Company.

The Board reserves for its decision all major matters of the Company, including the approval and monitoring of all
policy matters, overall strategies and budgets, internal control and risk management systems, material transactions
(in particular those that may involve conflict of interests), financial information, appointment of directors and other
significant financial and operational matters.

All directors have timely access to all relevant information as well as the advice and services of the Company
Secretary and senior management, with a view to ensuring compliance with Board procedures and all applicable
laws and regulations. Any director may request independent professional advice in appropriate circumstances at the
Company’s expense, upon reasonable request made to the Board. All directors carry out their duties in good faith and
in compliance with the standards of applicable laws and regulations, and act in the interests of the Company and its
shareholders at all times.

The Board has also delegated a schedule of responsibilities to the senior management of the Company. These
responsibilities include the implementation of decisions of the Board, the co-ordination and direction of day-to-day
operation and management of the Company in accordance with the management strategies and plans approved by
the Board, formulating and monitoring the production and operating plans and budgets, and supervising and
monitoring the control systems.
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Board Composition

The following chart illustrated the structure and membership of the Board and the Board Committees as at 31
December 2018:

Board of Directors
Executive Directors
Mr. Zeng Guangsheng, Chairman of the Board and Chief Executive Officer
Mr. Ng Hoi Ping

Non-executive Director
Ms. Zeng Jing

Independent Non-executive Directors
Mr. Yang Rusheng
Mr. Cheung, Chun Yue Anthony

Mr. Mei Weiyi
Executive Committee Audit Committee Remuneration Committee Nomination Committee
Mr. Zeng Guangsheng, Mr. Yang Rusheng, Chairman Mr. Cheung, Chun Yue Mr. Zeng Guangsheng,
Chairman Mr. Cheung, Chun Yue Anthony, Chairman Chairman

Mr.Ng Hoi Ping Anthony Mr. Zeng Guangsheng Mr. Yang Rusheng

Mr. Mei Weiyi Mr. Yang Rusheng Mr.Cheung, Chun Yue

Mr. Mei Weiyi Anthony
Mr. Mei Weiyi

None of the members of the Board is related to one another. The biographical details of the directors are disclosed
under the section headed “Directors and Senior Management” in this annual report.

The composition of the Board reflects the necessary balance of skills and experience appropriate to the
requirements of the business of the Group and to the exercising of independent judgement. All directors bring a wide
range of valuable business and financial expertise, experiences and professionalism to the Board for its effective
functioning. Independent non-executive directors are invited to serve on the Board Committees of the Company.

During the year ended 31 December 2018, the Board at all times met the requirements of the Listing Rules of having at
least three independent non-executive directors (representing at least one-third of the Board) with at least one
independent non-executive director possessing appropriate professional qualifications and accounting and related
financial management expertise.

The Company has received written annual confirmation from each independent non-executive director in respect of

his independence in accordance with the independence guidelines set out in Rule 313 of the Listing Rules. The
Company is of the view that all independent non-executive directors are independent.
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Chairman and Chief Executive Officer

Code provision A2 of the CG Code stipulates that the roles of chairman and chief executive should be separate and
should not be performed by the same individual. After the resignation of Mr. Chui Siu On as the Chief Executive Officer
of the Company with effect from 29 October 2018, Mr. Zeng Guangsheng has assumed the roles of both Chairman of
the Board and Chief Executive Officer of the Company. The Board believes that by assuming both roles, Mr. Zeng will
be able to provide the Group with strong and consistent leadership, allowing for more effective and efficient business
planning and decisions as well as execution of long-term business strategies of the Group. The structure is therefore
beneficial to the Group.

Appointment and Re-election of Directors

Each of the independent non-executive directors is appointed for a term of about 1year up to the date of holding the
forthcoming annual general meeting of the Company (the “2019 AGM").

In accordance with the Company’s Articles of Association (the “Articles of Association”), all directors of the Company
are subject to retirement by rotation at least once every three years and any new director appointed to fill a casual
vacancy or as an addition to the Board shall submit himself/herself for re-election by shareholders at the next general
meeting after appointment.

In accordance with the Articles of Association, Mr. Mei Welyi, who has been appointed as an independent non-
executive director of the Company with effect from 29 October 2018, will hold office only until the 2019 AGM and, be
eligible, offer himself for re-election at the said meeting.

In addition, pursuant to the Articles of Association, Mr. Yang Rusheng and Mr. Cheung, Chun Yue Anthony shall retire
by rotation and, being eligible, offer themselves for re-election at the 2019 AGM. The Board and the Nomination
Committee of the Company recommended the re-appointment of these retiring directors standing for re-election at
the 2019 AGM. The Company's circular, sent together with this annual report, contains detailed information of such
retiring directors for re-election pursuant to the requirements of the Listing Rules.
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Training and Continuing Development of Directors

Each newly appointed director receives comprehensive induction on the first occasion of his/her appointment so as
to ensure that he/she has appropriate understanding of the business and operations of the Group and that he/she is
fully aware of his/her responsibilities and obligations under the Listing Rules and relevant regulatory requirements.

Directors should participate in appropriate continuous professional development to develop and refresh their
knowledge and skills to ensure that their contribution to the Board remains informed and relevant. Internally-
facilitated briefings for directors will be arranged and reading material on relevant topics will be issued to directors
where appropriate. All directors are encouraged to attend relevant training courses at the Company's expenses.

During the year ended 31 December 2018, the Company (i) has organized briefings for all its directors, namely, Mr. Zeng
Guangsheng, Mr. Ng Hoi Ping, Ms. Zeng Jing, Mr. Yang Rusheng, Mr. Cheung, Chun Yue Anthony and Mr. Mei Weiyi on
update on the Listing Rules amendments and (ii) has provided reading materials on regulatory update to all the
directors for their reference and studying. Besides, Mr. Ng Hoi Ping, Mr. Cheung, Chun Yue Anthony and Mr. Mei Weiyi
attended other seminars and training sessions arranged by other professional firms/institutions.

Model Code for Securities Transactions

The Company has adopted its own code of conduct governing directors’ dealings in the Company's securities (the
“Own Code”) on terms no less exacting than the Model Code for Securities Transactions by Directors of Listed Issuers
(the "Model Code”) as set out in Appendix 10 to the Listing Rules. Specific enquiry has been made to all directors and
all of them have confirmed that they have complied with the Own Code and the Model Code throughout the year
ended 31 December 2018.

The Company has also established written guidelines on no less exacting terms than the Model Code (the “Employees
Written Guidelines”) for governing the securities transactions by employees who are likely to possess inside
information of the Company or its securities. No incident of non-compliance of the Employees Written Guidelines by
the relevant employees was noted by the Company.

In case when the Company is aware of any restricted period for dealings in the Company's securities, the Company
will notify its directors and relevant employees in advance.

Corporate Governance Functions

The Board is responsible for performing the functions set out in the code provision D.3.1 of the CG Code.

During the year ended 31 December 2018, the Board has reviewed the Company’s corporate governance policies and
practices, training and continuous professional development of directors and senior management, the Company's
policies and practices on compliance with legal and regulatory requirements, the Company’s compliance of the Own
Code and Employees Written Guidelines, and the Company's compliance with the CG Code and disclosure in this
Corporate Governance Report.
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THE BOARD (Continued)
Attendance Records of Directors and Committee Members

The attendance records of each director at the Board and Board Committee meetings and the general meetings of
the Company held during the year ended 31 December 2018 are set out in the table below:

Attendance/Number of Meetings

Annual
Audit Remuneration Nomination General
Name of Director Board Committee Committee Committee Meeting
Mr.Zeng Guangsheng 4/4 - "N [l N
Mr. Chui Siu On (Note 1) 2/3 - " 1N on
Mr. Lau Siu Chung (Note 2) 3/3 - - - 1N
Ms. Chiu Tak Chun (Note 2) 3/3 - - - "N
Mr. Ng Hoi Ping 4/4 - - - "N
Ms. Zeng Jing 4/4 - - - "N
Dr. Cheng Ngok (Note 3) 3/3 2/2 n N 0/1
Mr. Yang Rusheng 4/4 2/2 N N "N
Mr. Cheung, Chun Yue Anthony 4/4 2/2 1N N N
Mr. Mei Weiyi (Note 4) 1N - - - -
Notes:
1. Mr. Chui Siu On resigned as an executive director of the Company on 29 October 2018. Before his resignation, 3 Board meetings, 1 Remuneration

Committee meeting, 1 Nomination Committee meeting and 1 Annual General Meeting were held during the year ended 31 December 2018.

2. Mr. Lau Siu Chung and Ms. Chiu Tak Chun resigned as executive directors of the Company on 12 November 2018. Before their resignation, 3 Board
meetings and 1Annual General Meeting were held during the year ended 31 December 2018.

58 Dr. Cheng Ngok resigned as an independent non-executive director of the Company on 29 October 2018. Before his resignation, 3 Board
meetings, 2 Audit Committee meetings, 1 Remuneration Committee meeting, 1 Nomination Committee meeting and 1 Annual General Meeting

were held during the year ended 31 December 2018.

4, Mr. Mei Weiyi was appointed as an independent non-executive director of the Company on 29 October 2018. Subsequent to his appointment, 1
Board meeting was held during the year ended 31 December 2018.

In addition, the Chairman of the Board also held meeting with the independent non-executive directors without the
presence of other directors during the year.
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The Board has established 4 Board committees, namely, the Executive Committee, Remuneration Committee, Audit
Committee and Nomination Committee, for overseeing particular aspects of the Company’s affairs. All Board
committees of the Company are established with defined written terms of reference which are posted on the
Company's website “www.ipegroup.com” and on the Stock Exchange’s website “www.hkexnews.hk” (except for the
written terms of reference of the Executive Committee which is available to shareholders upon request). All the Board
committees should report to the Board on their decisions or recommendations made.

Executive Committee

The Executive Committee currently comprises a total of 2 members, namely, Mr. Zeng Guangsheng (Chairman) and
Mr. Ng Hoi Ping. The main duties of the Executive Committee include monitoring the execution of the Group's strategic
plans and operations of all business units of the Group and discussing and making decisions on matters relating to
the day-to-day management and operations of the Group.

Remuneration Committee

The Remuneration Committee currently comprises a total of 4 members, being 3 independent non-executive
directors, namely, Mr. Cheung, Chun Yue Anthony (Chairman), Mr. Yang Rusheng and Mr. Mei Weiyi; and 1 executive
director, namely, Mr. Zeng Guangsheng. Accordingly, the majority of the members are independent non-executive
directors.

The main duties of the Remuneration Committee are to (i) make recommendations to the Board on the remuneration
packages of directors and senior management and the remuneration policy and structure for all directors and senior
management (i.e. the model described in the code provision B.1.2(c(ii) of the CG Code was adopted) and (ii) establish
transparent procedures for developing such remuneration policy and structure to ensure that no director or any of
his associates will participate in deciding his own remuneration.

During the year ended 31 December 2018, the Remuneration Committee has performed the following major tasks:

—  Review and discussion of the remuneration policy of the Group and the remuneration packages of directors and
senior staff of the Group; and

—  Recommendation of the remuneration package of Mr. Mei Weiyi, the newly appointed director.

Pursuant to code provision B.1.5 of the CG Code, the annual remuneration of the members of the senior management
by band for the year ended 31 December 2018 is set out below:

Nil to HK$1,000,000

HK$1,000,001 to HK$2,000,000
HK$2,000,001 to HK$3,000,000
HK$3,000,001 to HK$4,000,000

N o o N

Details of the remuneration of each of the directors of the Company for the year ended 31 December 2018 are set out
in note 7 to the financial statements.
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Audit Committee

The Audit Committee currently comprises a total of 3 members, namely, Mr. Yang Rusheng (Chairman), Mr. Cheung,
Chun Yue Anthony and Mr. Mei Weiyi. All of the members are independent non-executive directors, with at least one
independent non-executive director possessing the appropriate professional qualifications and accounting and
related financial management expertise. None of the members of the Audit Committee is a former partner of the
Company's existing external auditors.

The main duties of the Audit Committee are to (i) review the financial statements and reports and consider any
significant or unusual items raised by the financial officers of the Group or external auditors before submission to the
Board; (i) review and monitor the external auditors’ independence and objectivity and the effectiveness of the audit
process; (i) make recommendation to the Board on the appointment, re-appointment and removal of external
auditors; and (iv) review the adequacy and effectiveness of the Company’s financial reporting system, internal control
system, risk management system and internal audit function and associated procedures and arrangements to
enable employees of the Company to raise, in confidence, concerns about possible improprieties in financial
reporting, internal control or other matters of the Company.

During the year ended 31 December 2018, the Audit Committee has performed the following major tasks:

— Review and discussion of the annual financial results and report for the year ended 31 December 2017 and
interim financial results and report for the six months ended 30 June 2018;

— Review of the scope of audit work, auditors’ fees and terms of engagement for the year ended 31 December
2018;

—  Discussion and recommendation of the re-appointment of the external auditors;

—  Review of the risk management and internal control systems; and

—  Review of the arrangements for employees to raise concerns about possible improprieties.

The external auditors were invited to attend the meetings to discuss with the Audit Committee on issues arising from

the audit and financial reporting matters. Besides, there is no disagreement between the Board and the Audit
Committee regarding the re-appointment of external auditors.
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Nomination Committee

The Nomination Committee currently comprises a total of 4 members, being 1 executive director, namely, Mr. Zeng
Guangsheng (Chairman); and 3 independent non-executive directors, namely, Mr. Yang Rusheng, Mr. Cheung, Chun
Yue Anthony and Mr. Mei Weiyi. Accordingly, the majority of the members are independent non-executive directors.

The main duties of the Nomination Committee are to (i) review the Board composition, develop and formulate relevant
procedures for the nomination and appointment of directors; (i) make recommendations to the Board on the rotation,
appointment and succession planning of directors; and (iii) assess the independence of independent non-executive
directors.

The Company recognizes and embraces the benefits of having a diverse Board and sees increasing diversity at
Board level as an essential element in maintaining the Company's competitive advantage. A new Board Diversity
Policy was adopted by the Company during the year under review, pursuant to which the Nomination Committee will
review annually the structure, size and composition of the Board and where appropriate, make recommendations on
changes to the Board to complement the Company's corporate strategy and to ensure that the Board maintains a
balanced diverse profile. In relation to reviewing and assessing the Board composition, the Nomination Committee is
committed to diversity at all levels and will consider a number of aspects, including but not limited to gender, age,
cultural and educational background, professional qualifications, skills, knowledge and regional and industry
experience.

The Company aims to maintain an appropriate balance of diversity perspectives that are relevant to the Company’s
business growth and is also committed to ensuring that recruitment and selection practices at all levels (from the
Board downwards) are appropriately structured so that a diverse range of candidates are considered. The Board will
consider setting measurable objectives to implement the Board Diversity Policy and review such objectives from time
to time to ensure their appropriateness and ascertain the progress made towards achieving those objectives.

During the year under review, in response to the amendment to the CG Code effective on 1January 2019, the Company
has also adopted the Director Nomination Policy. Such policy sets out the selection criteria and process and the
Board succession planning considerations in relation to nomination and appointment of directors of the Company
and aims to ensure that the Board has a balance of skills, experience and diversity of perspectives appropriate to the
Company and the continuity of the Board and appropriate leadership at Board level.

The Director Nomination Policy sets out the factors for assessing the suitability and the potential contribution to the
Board of a proposed candidate, including but not limited to the following: character and integrity; qualifications
including professional qualifications, skills, knowledge and experience that are relevant to the Company's business
and corporate strategy; diversity in all aspects, including but not limited to gender, age (18 years or above), cultural
and educational background, ethnicity, professional experience, skills, knowledge and length of service; requirements
of independent non-executive directors on the Board and independence of the proposed Independent Non-executive
Directors in accordance with the Listing Rules; and commitment in respect of available time and relevant interest to
discharge duties as a member of the Board and/or Board committee(s) of the Company.
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Nomination Committee (Continued)

During the year ended 31 December 2018, the Nomination Committee has performed the following major tasks:

—  Review of the structure, size and composition of the Board to ensure that it has a balance of expertise, skills and
experience appropriate to the requirements of the business of the Company with due regard for the benefits of
diversity on the Board;

— Recommendation of the re-appointment of those directors standing for re-election at the 2018 annual general
meeting of the Company;

—  Assessment of the independence of all the independent non-executive directors of the Company; and

—  Recommendation of the appointment of Mr. Mei Weliyi as an independent non-executive director.

The directors acknowledge their responsibility for preparing the financial statements of the Company for the year
ended 31 December 2018,

The Board is responsible for presenting a balanced, clear and understandable assessment of annual and interim
reports, inside information announcements and other disclosures required under the Listing Rules and other
regulatory requirements. The senior management has provided to the Board such explanation and information as
are necessary to enable the Board to carry out an informed assessment of the financial information and position of
the Company, which are put to the Board for approval.

The directors are not aware of any material uncertainties relating to events or conditions that may cast significant
doubt on the Company's ability to continue as a going concern.

The Board is responsible for evaluating and determining the nature and extent of risk it is willing to take in achieving
the Group's strategic objectives, as well as ensuring the Group establishes and maintains appropriate and effective
risk management and internal control systems. The Board should oversee management in the design,
implementation, and monitoring the risk management and internal control systems. The Board acknowledges its
responsibility for the risk management and internal control systems and reviewing their effectiveness, and ensures
that a review of the effectiveness of the risk management and internal control systems of the Company and its
subsidiaries will be conducted at least annually. However, such risk management and internal control systems are
designed to manage rather than eliminate the risks of failure to achieve business objectives, and can only provide
reasonable and not absolute assurance against material misstatements or losses.
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The Board and the Audit Committee also confirmed that they have reviewed the effectiveness of the risk
management and internal control systems of the Group during the reporting period, which covered all material
controls, including financial, operational and compliance controls. The Company's procedures involved in the risk
management and internal control mainly included:

() Riskidentification: A list of risks was created after the scope of risks was determined and risks were identified.

(2) Risk assessment: Based on the impacts and the possible occurrence of various potential risks with reference to
the risk rating methods determined by the management of the Group, the priority of the risks was determined.

(3)  Risk control: The efficiency of internal controls over the risks identified were assessed, in order to keep the risks
within the risk tolerance of each aspect.

(4)  Risk reporting: The reports of assessment results with respect to risk management and internal control were
submitted to the management and the Board on a regular basis.

The Group established the internal audit function, and appointed relevant personnel to be responsible for identifying
and assessing the risks and internal controls with respect to daily operation of the group and its subsidiaries,
reporting the assessment results and subsequent action to the Board. Besides, the management of the Group
appointed a professional consulting firm to assist the Group in reviewing the efficiency of risk management and
internal controls over material business processes of the reporting period, while the scopes of review activities were
determined and authorized by the Board and the Audit Committee. The measures to improve the weaknesses
identified during the independent review have been formulating by the companies.

The Board believes the risk management and internal control systems are effective and sufficient upon reviewing

their effectiveness. The Board will continue to improve and monitor the effectiveness of the risk management and
internal control systems.
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EXTERNAL AUDITORS AND AUDITORS' REMUNERATION

The statement of the external auditors of the Company about their reporting responsibilities for the Company’s
financial statements for the year ended 31 December 2018 is set out in the section headed “Independent Auditor’s

Report”in this annual report.

The fees paid/payable to the Group’s external auditors in respect of audit services and non-audit services for the year
ended 31 December 2018 are analyzed below:

Type of services provided by the external auditors Fees paid/payable

(HK$'000)

Audit services:
Audit fees for the year ended 31 December 2018 1,800

Non-audit services:

Tax services and others 699
TOTAL: 2,499
COMPANY SECRETARY

During the year ended 31 December 2018, Mr. Tam Yiu Chung, the Company Secretary, has taken no less than 15 hours
of relevant professional training. Biographical details of Mr. Tam are set out in the section headed “Directors and
Senior Management” in this annual report.
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The Company considers that effective communication with shareholders is essential for enhancing investor relations
and investors’ understanding of the Group'’s business performance and strategies. The Group also recognizes the
importance of transparency and timely disclosure of corporate information which enables shareholders and
investors to make the best investment decision.

To promote effective communication, the Company’s website at “www.ipegroup.com” serves as a communication
platform for shareholders and investors, where information and updates on the Group’s business developments and
operations, financial information, corporate governance practices and other information are available for public
access. Shareholders and investors may send written enquiries or requests to the Company as follows:

Address: Unit 5-6, 23/F, Enterprise Square Three
39 Wang Chiu Road, Kowloon Bay, Kowloon
Hong Kong
(For the attention of the Chairman of the Board)
Fax: (852) 2688 6155
Email: ipehk@ipehk.com.hk

The Company continues to enhance communications and relationships with its shareholders and investors.
Designated senior management maintains regular dialogue with institutional investors and analysts to keep them
posted of the Company’s developments. Enquiries from shareholders and investors are dealt with in an informative
and timely manner.

In addition, the general meetings of the Company provide a good opportunity for communication between the Board
and the shareholders. Board members and appropriate senior staff of the Group are available to answer questions at
the annual general meeting and other shareholders' meetings.

The Company has in place a Shareholders' Communication Policy to ensure that shareholders’ views and concerns
are appropriately addressed.

The Company has adopted a Dividend Policy on payment of dividends. Depending on the financial conditions of the
Company and the Group and the conditions and factors as set out in the Dividend Policy, dividends may be proposed
and/or declared by the Board during a financial year and any final dividend for a financial year will be subject to the
shareholders’'approval.
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To safeguard shareholders’ interests and rights, separate resolutions are proposed at shareholders’ meetings on
each substantial issue, including the election of individual directors, for shareholders’ consideration and voting.
Besides, the Company's shareholders may convene an extraordinary general meeting or put forward proposals at
shareholders’ meetings pursuant to the Articles of Association as follows:

(i) Any one or more shareholders holding at the date of deposit of the requisition not less than one-tenth of the
paid up capital of the Company carrying the right of voting at general meetings of the Company shall at all times
have the right, by written requisition to the Board or the Company Secretary, to require an extraordinary general
meeting to be called by the Board for the transaction of any business specified in such requisition.

(i) If a shareholder wishes to propose a person other than a retiring director for election as a director of the
Company at a general meeting, the shareholder (other than the person to be proposed) duly qualified to attend
and vote at the general meeting shall send a written notice, duly signed by the shareholder, of his/her intention
to propose such person for election and also a notice signed by the person to be proposed of his/her
willingness to be elected together with the required information under Rule 13.51(2) of the Listing Rules. These
notices should be lodged at the Company's head office in Hong Kong or the Company’s registration office (i.e.
Tricor Investor Services Limited) at least 7 days prior to the date of the general meeting. If the notices are
submitted after the dispatch of the notice of the general meeting appointed for such election, the period for
lodgement of such notices shall commence on the day after the dispatch of the notice of such general meeting
and end no later than 7 days prior to the date of such general meeting.

For the avoidance of doubt, shareholder(s) must deposit and send the original duly signed written requisition, notice
or statement (as the case may be) to the Company’s head office in Hong Kong and provide their full name, contact
details and identification in order to give effect thereto. Shareholders’ information may be disclosed as required by
law.

During the year under review, the Company has not made any changes to its Articles of Association. An up-to-date
version of the Articles of Association is available on the websites of the Company and the Stock Exchange.
Shareholders may refer to the Articles of Association for further details of the rights of shareholders.

All resolutions proposed at shareholder meetings (save for those related purely to a procedural or administrative matter
which may be voted by a show of hands) will be voted by poll pursuant to the Listing Rules and the poll voting results will
be posted on the websites of the Stock Exchange (www.hkexnews.hk) and the Company (www.ipegroup.com)
respectively immediately after the relevant general meetings.
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ENVIRONMENTAL,
SOCIAL AND GOVERNANCE REPORT

SCOPE AND REPORTING PERIOD

This is the third Environmental, Social, and Governance ("ESG") report by the IPE Group Limited (“the Group”),
highlighting its ESG performance, with disclosure reference made to the ESG Reporting Guide as described in
Appendix 27 of the Listing Rules and Guidance set out by The Stock Exchange of Hong Kong Limited. The Group also
referred to the elements of GRI's Sustainability Reporting (G3) Guidelines (hereafter “the GRI") with application level C.

This ESG report covers the Group’s overall performance in two subject areas, namely, Environmental and Social of the
following business operations from 1January 2018 to 31 December 2018, unless otherwise stated:

(i) manufacturing site and sales office at Guangzhou Xin Hao Precision Metal Products Company Limited (hereafter
“GZXH"), Guangzhou, the People’s Republic of China (“PRC");

(i) manufacturing site and sales office at Dongguan Koda Metal Products Company Limited (hereafter “DGKD"),
Dongguan, the PRC;

(i)  manufacturing site and sales office at Integrated Precision Engineering (Thailand) Company Limited (hereafter
“IPET"), Bangkok, Thailand.

There were no major operational changes in the scope compared with the last Reporting Period. No major changes in
numbers of employees, net sales/income, and operational location have occurred. The above three sites were
included in the scope of this ESG report as it collectively contributed to over 90% of the Group's total revenue during
the Reporting Period.

STAKEHOLDER ENGAGEMENT AND MATERIALITY

The Group engages with the key stakeholders such as board members, managers, supervisors, frontline workers,
customers, and suppliers through daily interactions and works closely with them to understand their needs,
concerns, motivations, and objectives, accommodating them where reasonable and justifiable. Key stakeholders
continue to be involved in regular engagement sessions to discuss and to review areas of attention via various
communication channels such as reviewing employees’ performance, holding shareholder meetings, sending
company letters, disclosing on company websites, and conducting regular e-mail and business meetings with
suppliers and customers.

Through the stakeholder surveys carried out during this Reporting Period, key material issues raised by the
stakeholders mainly focused on social aspects, environmental aspects, on the other hand, were considered less
material for the Group. Followings topics have been deemed as the mostimportant by stakeholders:

Anti-corruption

Occupational health and safety

Customer Privacy

Labour Standards

Environmental protection measures
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STAKEHOLDER ENGAGEMENT AND MATERIALITY (Continued)

In addition, many stakeholders responded to the survey and highlighted that ensuring environmental protection,
reinforcing community relationship and interacting with surrounding areas around factory considered are all
important aspects for the long-term success of the Group. Customers surveyed were satisfied with the Group’s
commitment to environmental and social sustainability as they responded “The Group conserves energy, reduces
emissions and pollutants, and commits to the progressive development of employees. The stable organizational
structure is also the cornerstone of the Group’s development and the guarantee of customer trust.”

STAKEHOLDERS' FEEDBACK

The Group welcomes stakeholders’ feedback on our ESG approach and performance. Please give your suggestions
or share your views with us by mailing to Unit 5-6, 23/F, Enterprise Square Three, 39 Wang Chiu Road, Kowloon Bay,
Kowloon, Hong Kong.

THE GROUP’S SUSTAINABILITY MISSION AND VISION

The Group strives to achieve the optimum balance to achieve maximum profit, responsibility and satisfaction for
stakeholders.

The Group actively strives for management excellence and have continuously being certified and renewed various
systems such as IATF16949:2016, AS9100:2016, ISO9001:2015, ISO14001:2004 for selected operational sites. In addition,
DGKD has also been accredited with IATF16949 as well as ISO 14001 certification, and GZXH has been accredited with
High and New-Technology Enterprise during the Reporting Period.

Other than continuously investing in technology advancement, the Group sees 2018 as a milestone year to achieve
the Authorized Economic Operator (AEO) 52 7] 487 & {5 certificate. The Group commits to the principals of AEQ as to:

Facilitate legitimate trade;

Reinforce Safety and Security;

Harmonize and standardize the application of customs controls; and
Provide an electronic environment

This new step further helps the Group to achieve processes improvement and standardize internal procedures to
increase efficiency, reliability and robustness.
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A. ENVIRONMENTAL

The Group stringently complies with national and local laws and regulations concerning environmental
protection and pollution control. The two Chinese sites strictly follow applicable laws, regulations, and various
specifications including Environmental Protection Law of the PRC; Law of the PRC on the Prevention and Control
of Environmental Pollution by Solid Waste; Atmospheric Pollution Prevention and Control Law of the PRC; Law of
the PRC on Prevention and Control of Water Pollution; Emission Limits of Air Pollutants (DB44/27-2001);
Discharge Limits of Water Pollutants (DB44/26-2001); Guangdong Solid Waste Pollution Prevention Regulation
etc. IPET follows local laws and regulations such as Soil and Groundwater Contamination Control in Factory Area
B.E. 2559 (2016). The Group also closely follows any updates on relevant regulations and standards, such as the
new announcement of the Ministry of Industry Plant Drainage Standard in Thailand.

The Group implemented various energy and resource saving schemes for its daily operation during this
Reporting Period. Air-conditioning temperature is set at no less than 26 degrees Celsius to allow energy saving.
All lighting is turned-off for un-occupied space. Specifically, DGKD has improved the oil mist purification system
to improve the indoor environment of workshops, achieving both a healthier work environment for employees
and reduced pollution emission to the atmosphere.

No non-compliance with relevant laws and regulations that have a significant impact on the Group relating to air
and greenhouse gas emissions, discharges into water and land, and generation of hazardous and non-
hazardous waste had been identified during the Reporting Period.

Al. Emissions
A1.1 Air Emissions

The major source of air pollutants for the Group's operational sites was particulates (i.e. metallic dust)
from production processes. All air pollutants in GZXH and DGKD were monitored and within the
permissible level set by Emission Limit of Air Pollutants (DB44/27-2001) in Guangdong Province. Other
than air pollutants from production lines, the cooking fume from canteen was also monitored and
within the permissible level set by GB 18483-2001 Emission standard of cooking fume. Other than
direct air emissions, greenhouse gas (GHG) and non-GHG emissions were also generated from the
consumption of stationary fuels and gasoline for group-owned vehicles.

Gaseous Fuel Consumption and Vehicle Operations

Gaseous fuel such as town gas and liquefied petroleum gas (LPG) were used in GZXH. LPG was used
for canteen and town gas was consumed as a fuel source for production machinery. Nitrogen oxides
(NOx) and sulphur oxides (SOx) were generated from gaseous fuel consumption, as shown in below
table. LPG consumption for canteen operation and its associated emissions are not reported as the
operation was outsourced to external service provider.
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A. ENVIRONMENTAL (Continued)

Al. Emissions (Continued)
A1.1 Air Emissions (Continued)

Passenger cars operated on gasoline was used for daily business operations. Diesel and LPG were
also consumed for other types of vehicles. Their combustion generated several air emissions which
include NOx, SOx, and respiratory suspended particles (PM).

Table 1: Annual emission of various air pollutants from 1) gaseous, and 2) mobile fuel
combustion

Air emissions (non-GHG) from gaseous fuel consumption

(1) Gaseous fuel emissions NOx (kg) SO0x (kg)

Town gas 175 0.01

Air emissions (non-GHG) from vehicle operations

(2) Mobile fuel emissions NOx (kg) SO0x (kg) PM (kg)

Gasoline, diesel, and LPG 635.32 219 21.92

Note: Emission factors for calculations on environmental parameters throughout the report were made reference to Appendix
27 of the Main Board Listing Rules and their referred documentation as set out by Hong Kong Exchanges and Clearing
Limited, unless stated otherwise.

A1.2 Greenhouse Gas (GHG) Emissions

There were 39,875 tonnes of carbon dioxide equivalent (tCO.e) GHG (mainly carbon dioxide, methane
and nitrous oxide) emitted from the Group’s operation during the Reporting Period. The overall
intensity for GHG emissions represented by the total area was 18.74 (tCO.e) per employee.

The GHG emissions reported included the following activities and scopes. The scope 1 direct GHG
emissions were generated on-site due to combustion of fuels, whereas scope 2 and scope 3 indirect
GHG emissions were generated due to the Group's activity while owned or controlled by another
entity.

Direct (scope 1) GHG emissions from the consumption of stationary and mobile sources,
including town gas, diesel (for production machinery in GZXH as well as for mobile combustion),
gasoline, and LPG (for mobile combustion in IPET);

Energy indirect (scope 2) GHG emissions from purchased electricity and town gas;

Other indirect (scope 3) GHG emissions from municipal freshwater and sewage processing,
business air travel, and waste paper landfilling.
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A. ENVIRONMENTAL (Continued)

Al. Emissions (Continued)
A1.2 Greenhouse Gas (GHG) Emissions (Continued)

Table 2: Annual GHG emissions

Scope of
GHG emissions

Emission sources

GHG Emission
(intCO,e)

Total GHG
Sub-total emission
(intCO,e) (in percentage)

Scope1 Combustion of fuels Diesel 46251
Direct emission' in stationary sources Town gas 2324
Combustion of fuels Diesel 75.84 894.66 2%
in mobiles sources Gasoline 317.94
LPG 1513
Scope 2 Purchased electricity 2 38,587.03
Energy indirect Purchased town gas’® 539 3859242 97%
emission
Scope 3 Electricity used for processing 21873
Other indirect fresh water by government
emission departments/third parties
Electrici df i 10861
ectricity used for processing 28778 %
sewage by government
departments/third parties
Business air travel by employees 1425
Paper waste disposed at landfills 4619
Total 39,875 100%

Note 1: Emission factors were made reference to Appendix 27 to the Listing Rules and their referred documentation as set out
by Hong Kong Exchanges and Clearing Limited, unless stated otherwise.

Note2:  Emission factor (EF) of 0.63 and 0.568 kg CO.e/kWh was used for purchased electricity in Guangdong province, China;
and Bangkok, Thailand, respectively.

Note 3:  Emission factor (EF) of 0.592 kg COze/unit was used for scope 2 GHG of purchased town gas.

Note 4:

Emissions were calculated using the online tool provided by International Civil Aviation Organization.

ANNUAL REPORT 2018 57



ENVIRONMENTAL,
SOCIAL AND GOVERNANCE REPORT

A. ENVIRONMENTAL (Continued)

Al. Emissions (Continued)
A1.3 Hazardous Waste

The Group generated a total of 100.37 tonnes of hazardous waste during the Reporting Period. The
major hazardous waste generated from the Group’s operational sites were oil and chemical
contaminated materials (e.g., oil tanks, detergent and chemical cleansers bottles). On-site
wastewater treatment facility also generated sludge. All hazardous waste has been managed per
Law of the PRC on the Prevention and Control of Environmental Pollution by Solid Waste, as well as
following ISO 14001 standard for safe on-site storage of hazardous waste.

Table 3: Annual hazardous waste generation, treatment methods, and intensity

Types of Hazardous waste amount and treatment method

hazardous waste DGKD IPET

Waste ol 2,700 kg, incinerated 223 kg, incinerated 780 kg, recycled as mixed
(treated by government  (treated by government  fuel
certificated 3rd party certificated 3rd party

handler) handler)

Lighting waste n/a 14 kg, landfilled 9 kg, landfilled

(e.g. fluorescent lamps) (treated by government  (treated by government
certificated 3rd party certificated 3rd party
handler) handler)

Oil and chemical 38,692 kg, collected by 10,148 kg, collected by 8,041 kg, landfilled
contaminated materials suppliers and recycled suppliers and recycled (treated by government
(e.g. waste oil tanks and certificated 3rd party
bottles) handler)

Sludge 34,850 kg, landfilled 1240 kg, landfilled 3,670 kg, landfilled

(treated by government  (treated by government  (treated by government
certificated 3rd party certificated 3rd party certificated 3rd party

handler) handler) handler)
Total hazardous waste 76,242 kg 1,625 kg 12,500 kg
Intensity 4741kg/employee 3229 kg/employee 77.64 kg/employee
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A. ENVIRONMENTAL (Continued)

Al

Emissions (Continued)
Al1.4 Non-hazardous Waste

Other than waste office paper, the Group generated a total of 164.83 tonnes of non-hazardous waste
during the Reporting Period. Two major categories of non-hazardous waste — the industrial waste
and domestic waste — were generated from the Group's operational sites. Sources of industrial
waste were from production lines and were mainly metal scraps. They were collected by designated
handlers for downstream recycling. Other non-hazardous waste mainly included non-office waste
papers, food waste, and waste packaging materials. Food waste from canteen were encouraged to
be collected for animal feed by local farmers. For waste office paper, GZXH and DGKD will consider
implementing waste auditing so that different paper waste streams can be traced.

Table 4: Annual non-hazardous waste generation, treatment methods, and intensity

Types of non-hazardous Non-hazardous waste amount and treatment method
waste GZXH DGKD IPET

Waste office paper 7,733 kg purchased,

assuming all landfilled*

1,821 kg purchased,
assuming all landfilled*

690 kg purchased, 207 kg
recycled, and 69 kg
landfilled

Non-office paper waste
(e.g. wrapped paper)

Metal, Glass, and
Plastic waste

Waste packaging materials

(e.g. wooden pallets)

Other general waste

20,175 kg, recycled by n/a

downstream industry

38,875 kg, recycled by
downstream industry

58,566 kg, recycled by
downstream industry

n/a

Total non-hazardous waste 117,616 kg

except waste office
paper

Intensity

7314 kg/employee

4,500 kg, recycled by
downstream industry

14,760 kg, recycled by
downstream industry

n/a

23160 kg

64.33 kg/employee

50 kg, stored on-site for
resell

n/a

n/a

24,000 kg, landfilled

24,050 kg

149.38 kg/employee

Under the assumption that all paper, whether is stored or purchased within the organization boundary, will eventually be
disposed at landfills unless collected and recycled EMSD/EPD Guidelines to Account for and Report on Greenhouse Gas
Emissions and Removals for Buildings (Commercial, Residential or Institutional Purposes) in Hong Kong, 2008 and 2010

Editions
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40

Al.

Emissions (Continued)

Al5

A6

Measures to Mitigate Emissions

The direct emissions generated onsite were mitigated via various controlling schemes such as
substituting vehicle fuels with LPG for IPET. Effective vehicle management has been implemented to
reduce fuel consumption and associated air emissions. It is required to have the transportations
schedules planned in advance before dispatching vehicles. Carpooling is highly encouraged when
schedules allow. Fuel-efficient and low-emissions vehicles are prioritized during purchase when
replacement is needed. The Group also highly encourages employees to use public transport
whenever possible.

Wastes Reduction and Initiatives

The Group manages its solid waste via waste management procedure, which regulates the waste
sorting procedures, waste internal transfer and storage procedures, and waste disposal procedures.
The Group has provided recycling bins with clear instruction on separating recyclable and non-
recyclable waste. Waste papers are collected by certified handlers for downstream recycling. To
reduce production cost and the amount of waste generation, cutting oil from production lines has
been reused. After the cutting oil reached maximum reusable times, it was stored within designated
areas for further collection by certified handlers.

Each waste-generating department has set up designated waste collection areas, with clear
labelling to avoid any mix of different waste categories, then they shall mark and transport the
classified waste to designated storage yards. Each department is also responsible for routine
inspection and cleaning their internal waste collection areas. Qualified personnel in charge of the
yard shall sort all waste handed over by various departments to ensure accurate external delivery. All
waste collection areas are well protected against abnormal storm sewage to avoid any leakage. Fire
equipment are placed within 20 meters near the hazardous waste. During final disposal stage,
Material Safety Data Sheet (MSDS) would be provided to hazardous waste disposal handlers, whom
are all qualified and authorized by local Environmental Protection Agency, and recorded with the
Hazardous Waste Transfer Documents.

The Group has issued management policy of paper saving in the hope of reducing paper
consumption and paper waste, in detail:

The administration department records the quantity of paper purchased every month, and
rationally controlling the usage of paper by each department;

The administration department keeps a record of the amount of paper used by each
department every month. When a sudden increase in paper consumption is found, the
administration department will follow up with the responsible department and make
corresponding control measures if necessary;

All employees are encouraged to apply paperless office, e.g., to use computer systems and
transmit documents via e-mail;
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A. ENVIRONMENTAL (Continued)

Al. Emissions (Continued)
A1.6 Wastes Reduction and Initiatives (Continued)

Double-sided printing is encouraged. If applicable, documents are printed in shrinkable size to
reduce the amount of paper used. Internal classification of waste paper is carried out to
maximize its reusing rate;

When using the photocopier, correct operation processes should be followed to ensure it is not
malfunctioned. Regular maintenance is carried out by professional teams.

A2. Use of Resources
A2.1 Energy Consumption
Total electricity consumption by the Group was 61,666,651 Kilowatt-hour (kWh).

Table 5: Annual direct energy consumption and intensity

Intensity
Direct energy source (electricity) Consumption (kWh) (Muh/employee)
GZXH 48,175,251 29.96
DGKD 8,964,120 24.90
IPET 4,527,280 2812
The Group total 61,666,651 2897

Consumption of gasoline, diesel, town gas, and LPG were also presented in kWh unit.

Table 6: Annual indirect energy consumption

Indirect

consumption

Energy source Direct consumption (in kWh)

Gasoline (for vehicles in three sites) 117,946 liters 1,045,626.52
Diesel (for vehicles in GZXH and IPET,

and machinery in GZXH) 204,274 liters 2,042,729.51

Town gas (for machinery in GZXH) 14,602 kg 121,360.01

LPG (for vehicles in IPET) 8,976 liters 65,334.00

The Group total 3,275,050.04

Note: Conversion factors were made reference to IEA Energy Statistics Manual and 2006 IPCC Guidelines for National Greenhouse
Gas Inventories.
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A. ENVIRONMENTAL (Continued)

A2. Use of Resources (Continued)
A2.2 Water Consumption

The total water consumption for the Group was 543,437 m3. Water used in all operational sites was
sourced from municipal tap-water. No issues on sourcing water were reported during the Reporting
Period. Water has been consumed for manufacturing and domestic purposes. Both GZXH and DGKD
had a relative high intensity possibly due to extra water used for cleaning final products to meet
more stringent quality requirements. When feasible, the Group will plan to upgrade production
equipment to accommodate the trade-off between extra water consumption and products’ quality.

Table 7: Annual water consumption and intensity

Intensity

Water consumption (m3) (m3/employee)

GZXH 433,173 269.39
DGKD 94,196 26166
IPET 16,068 99.80
The Group total 543,437 25525

The major source of wastewater for the Group’s operational sites was from production wastewater
including ultrasonic cleaning, grinders cleaning, and work environment cleaning. GZXH has upgraded
its wastewater treatment facility with increased treatment capacity during the Reporting Period. All
wastewater in China has been monitored and its pollutants were within the permissible level set by
Emission Limit of Water Pollutants (DB44/26-2001) in Guangdong Province. Wastewater in IPET was
treated by biological and chemical processes and monitoring results showed all wastewater
indicators were within the permissible level set by the Standard Methods for the Examination of
Water and Wastewater, 22nd Edition.

A2.3 Energy Use Efficiency Initiatives

To further reduce energy consumption, each operational site has implemented specific practices
during the Reporting Period.

GZXH has implemented the following practices:
used LED for production line and office setting;
optimizing transformer and distribution line;
optimizing the arrangement of AC and pressure piping;
re-designing and/or purchasing new lathe for energy saving;

installing new energy and water meters for more accurate monitoring.
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A. ENVIRONMENTAL (Continued)

A2. Use of Resources (Continued)
A2.3 Energy Use Efficiency Initiatives (Continued)
DGKD has implemented the following practices:

used LED for production line and office setting;
establishing an energy management centre to monitor electricity usage;
giving priority to energy efficiency machinery during new purchases;
supplying waste heat from air compressors to staff for hot water.

IPET has implemented the following practices:
used LED for production line and office setting;

Energy Conservation schemes were set for the production line, with monthly monitoring carried
out.

The Group also adopts management policy of electricity saving focusing on various aspects to save
electricity:

1. Save electricity for air conditioning:
Improve the air conditioning temperature control mode;
Strictly implement the air conditioning temperature control standards;
Make full use of natural ventilation;
Set temperature at no less than 26 degrees Celsius;
Turn off the air-conditioning half an hour before leaving work;
Close doors and windows when AC is operating;

Clean the air conditioner regularly and improve energy efficiency.
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A. ENVIRONMENTAL (Continued)

A2. Use of Resources (Continued)
A2.3 Energy Use Efficiency Initiatives (Continued)

2,

3.

4,

Save electricity for the lighting system:

Make full use of natural lighting during day time;
Minimize unnecessary lighting in public areas in the building (e.g. toilets);

Adopt energy saving lighting throughout office buildings.

Save electricity for office equipment:

Office equipment such as computers, printers, photocopiers and fax machines should be
turned off to reduce standby power consumption when not in use mode for a long time
(e.g. overnight);

All newly purchased office equipment shall meet applicable energy efficiency labels
required by local and national specifications.

Save electricity for manufacturing processes:

Designated engineer is responsible for checking each equipment is functional before
production. All equipment are disconnected to the power supply when not in-use for a
long period;

Power sockets used in the workshop should be maintained regularly, the switch box
should be equipped with leakage protection, with regular checking performed by qualified
electricians;

Transformer and Distribution cabinet shall be kept clean and clear, regular checking on
equipment and wiring are performed to eliminate any hidden dangers and power outage.
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A2. Use of Resources (Continued)
A2.4 Water Use Efficiency Initiatives

The Group continuously conserves water and promotes water recycling. At GZXH, all wastewater has
been treated on-site and used for other purposes such as cooling water, landscaping etc. At DGKD,
65% of wastewater was reused for production after on-site treatment, with the remaining connected
to the municipal wastewater pipelines. At IPET, water conservation practices were implemented for
the production line as well as general usage.

The Group adopts management policy of water saving to control and regulate water consumption.

1. Save water for production consumption:

Water resources need to be used rationally and recycling of water should be maximized;

Drinking water in the production workshop is prohibited to be used for other purposes
such as cleaning;

All water-consumption equipment in the workshop are checked on a daily basis and
maintenance unit will be called in upon finding any leakage.

2. Save water for domestic consumption:

Each department has the obligations to make rational use of water and save water
resources;

All staff accommodating on-site must strictly abide by the Dormitory Management
Regulations to save water;

Custodians shall save water resources during daily cleaning, recycle water when
appropriate;

Maintenance of pipelines, valves, joints and fixtures are carried out regularly to ensure
any leakage and damage are repaired and/or replaced in time.

3. Management and control:

The Ministry of Administration shall regularly inspect the use of water, educate those who
make unrational use, and if necessary, discipline them according to policy;

Put up water-saving sticks and raise employees’ awareness of water-saving through
training and posters.
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A2. Use of Resources (Continued)
A2.5 Packaging Material

Major packaging materials consumed by the Group included those from both renewable resources
(such as wood-based, paper and pulp products) and non-renewable resources (such as plastic
products). The Group has not designated formal policies on specifying recycled content for
packaging materials. Practically, cardboard has been reused within the Group, while other paper-
based packaging materials were difficult to be reused due to company logos printed.

Table 8: Annual consumption of packaging materials

Types of common packaging Total amount (in kg)

materials used GZXH DGKD

Corrugated paperboard 105,800 10,712 2,922
Plastic film & bags 40,600 22,670 4,673
Total packaging materials 146,400 33,382 7,595

A3. The Environment and Natural Resources
A3.1 Significant Impacts of Activities on the Environment

The Group'’s operation does not cause significant adverse impacts on the environment. The Group
also continues to implement various environmental management policies to minimize negative
impacts on the environment.

The major environmental impacts caused by the Group was the consumption of purchased
electricity. The management policy of electricity saving was adopted to control and regulate
electricity consumption. Similarly, the management policy of water saving was adopted to control
the water consumption. While the environmental impacts associated with the waste paper disposal
is much less than other landfilling processes or other activities such as energy consumption, the
Group, nevertheless, issued management policy of paper saving in the hope of promoting pro-
environmental behaviours among staff. The Group will continue to implement various measures to
reduce the impact on the environment and natural resources arising from business operations.
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1.

Employment and labour practices

The Group stringently complies with national and local laws and regulations concerning employment and
labour practices, including but not limited to the followings:

Labour Law of the PRC

Labour Contract Law of the PRC

Law on the Protection of Minors

Law on the Protection of Disabled Persons

Law on Labour Unions of the PRC

The Labour Protection Act B.E. 2541 of Thailand

No non-compliance with relevant laws and regulations that have a significant impact on the Group relating
to compensation and dismissal, recruitment and promotion, working hours, rest periods, equal
opportunity, diversity, anti-discrimination, and other benefits and welfare had been identified during the
Reporting Period.

B1.

Employment

The Staff Management Manual oversees the recruitment policy, compensation and dismissal policy,
promotion policy, holiday/paid/sick/compassionate leave policies, working attendance policy, and
remuneration policy. There were no major changes in policies regarding employees’ welfare. The
Group continues to provide a competitive salary for employees and utilizes other incentives and
rewards to motivate employees.

The Group has formally established a labour union, all qualified staff are encouraged to join the union
for collective bargaining. Compare with the last Reporting Period, GZXH has an over 50% increase for
those employees who are covered by collective bargaining agreements. Major operational and
business changes are communicated with workers through various written and oral channels. The
workers will be informed at least two weeks prior to the implementation of any significant operational
changes that could have a direct impact on them.
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48

1.

Employment and labour practices (Continued)

B1.

Employment (Continued)

Table 9: Labour & management relations

GZXH DGKD IPET

Number of total employees

covered by collective

bargaining agreements 1,400 people 300 people 161 people
Percentage of total employees

covered by collective

bargaining agreements 93% 83% 100%
Minimum number of weeks

notice provided to employees

prior to significant operational

changes 3 weeks 4 weeks 2 weeks

A major upgrade during the Reporting Period was that the Group has strengthened the safety
management, responding to the call to fight against organized crime by the central government of
the PRC. In particular, the Group has educated all employees to raise their safety awareness, and
they are encouraged to report to his/her supervisor upon finding any suspicious persons, or any
terrorist activities.

The Group has updated dismissal policy to reinforce internal security management. The following
resignation procedures have been standardized: job tasks and office items are handed-over and
confirmed by the recipient’s signature; personal belongings are packed and placed in the security
room, received by the security guard on-duty with signed confirmation; factory uniform and license,
and the dormitory key are handed over to the housekeeper, who will issue a release form after
confirmation; which will be further used to claim personal belongings in the security room; all former
employees are not allowed to re-enter the workplace and/or to use enterprise information systems;
the IT department will lock the usage of work mailbox and related passwords to ensure no leakage of
information.

Equal opportunity is provided to all employees in respect of promotion, appraisal, training,
development and other aspects. Employees are not discriminated against or deprived of
opportunities based on gender, nationality, ethnic background, religion, political affiliation, age,
marital status, and physical disability. Similar to the last Reporting Period, the Group achieved a
balanced ratio of basic salary of women to men for different employee categories.
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1. Employment and labour practices (Continued)
Bl. Employment (Continued)

Table 10: Incidents of discrimination reported

GZXH DGKD IPET
Total number of incidents of
discrimination reported
by employees in 2018 0 0 0

Table 11: Ratio of basic salary of women to men

GZXH DGKD IPET
Employee category
Senior management 0.99 n/a, only one 1.09
male employees
Middle management 0.86 0.81 1.00
Frontline and other Staff 0.90 1.00 0.91

As at 31 December 2018, GZXH, DGKD and IPET had 1,608, 360 and 161 employees, respectively, with a
total of 2,129 employees. All of them are full-time employees.
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1. Employment and labour practices (Continued)
Bl. Employment (Continued)

Table 12: Employment by type, category, contract, age, gender, and region (unit: no. of
employees, as of 2018/12/31)

GZXH DGKD IPET Total

Total number of employees
Employment types
Full-time
Part-time
Employee category
Senior management
Middle management
Frontline and other Staff
Age
below 30
>= 30, and <50
>=50
Gender
Male
Female
Region
Mainland China
Thailand
Others (e.g, Hong Kong,
Macau, and Taiwan)
Employment Contract
Indefinite or permanent
contract
Fixed term contract
Temporary contract
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1.  Employment and labour practices (Continued)
Bl. Employment (Continued)

For those with Indefinite/
permanent contract

Senior management
Middle management
Frontline and other Staff
Age (for those with indefinite/
permanent contract)
below 30
=30, and <50
=50
Gender (for those with
indefinite/permanent
contract)
Male
Female
Region (for those with
indefinite/permanent
contract)
Mainland China
Thailand
Others (e.g, Hong Kong,
Macau, and Taiwan)
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o2

1.

Employment and labour practices (Continued)

B1.

Employment (Continued)

Table 13: Employment diversity for governance bodies and all employees (unit: no. of
employees)

Total

Governance bodies by age

below 30

230, and <50

=50

Governance bodies by gender

Male

Female

Governance bodies by
minority groups

Chinese_ethnic Han

Chinese_ethnic non-Han

Chinese_ethnic Han
Chinese_ethnic non-Han

The overall staff turnover rate was 57% during the Reporting Period. Similar to the last Reporting
Period, most employees who left the Group were frontline staff, which is a common phenomenon in
the manufacturing industry, especially for China. IPET, on the other hand, had a much lower turnover
rate than both GZXH and DGKD.
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1.  Employment and labour practices (Continued)

Bl. Employment (Continued)

Table 14: Total turnover rate by employment category, age, gender, and region

Senior management
Middle management
Frontline and other Staff
Turnover rate by age
below 30
=30, and <50
=50
Turnover rate by gender
Male
Female
Turnover rate by region
Mainland China
Thailand

Others (e.g. Hong Kong, Macau, and Taiwan)

Turnover rate by employee category
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1.

Employment and labour practices (Continued)

B1.

Employment (Continued)

Table 15: Break-down of turnover and turnover rate by employment type, category, age,
gender and region

Total

Total number of employees leaving
employmentin 2018
(unit: no. of employees)
Turn-over rate

Full-time
Part-time

Senior management
Middle management
Frontline and other Staff

below 30
>=30, and <50
>=50

Male
Female

Mainland China
Thailand
Others (e.g., Hong Kong, Macau,
and Taiwan)
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1.

Employment and labour practices (Continued)
B2. Employee Health and Safety

The Group highly values the importance of providing a safe and accident-free working environment
for employees. For production lines, personal protection equipment is provided to all frontline staff.
Noise levels, indoor air pollutants levels are monitored according to local and national laws to ensure
that they do not exceed permissible levels.

The Group established Emergency Evacuation Management Procedure E&EiBE R TE to
formulate contingency plans, emergency evacuation, and fire drilling organization. The
administration department will organize fire drills every year to ensure all employees are familiar with
evacuation schemes during emergency situations.

The Group has strengthened fire control equipment management, according to the Fire Control
Equipment Management Procedure SEFF#3# B 2R E. All department shall ensure their fire control
facilities are functional and no one shall move them arbitrarily. Nothing shall be placed around any
fire control equipment to block its potential use. The purchase and maintenance of fire control
equipment are also strictly monitored. The equipment shall be inspected monthly by the Security
Department. The results of inspection shall be recorded. Any equipment found to be ineffective or
expired shall be replaced in time. Fire extinguishers that are invalid or expired are placed in
designated areas for further treatment. For equipment expiring its service life or not functioning well,
suppliers will be contacted for pressure testing, filling, testing, maintenance or replacement.

During this Reporting Period, DGKD has updated its occupational health and safety system. In
particular, risk factors in the workplace have been identified, and detailed health examination has
been carried out for employees. DGKD has applied the Safety Production Standardization certificate
during the Reporting Period and is expected to be granted with the certificate in the upcoming year.
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Employment and labour practices (Continued)
B2. Employee Health and Safety (Continued)

The Group strictly follows relevant laws and regulations such as Law of the PRC on the Prevention
and Control of Occupational Diseases, and Law on Safety Production of the PRC, the Occupational
Safety, Health and Environment Act B.E. 2554 (A.D. 201) of Thailand, and the Fire Prevention and
Extinguishing in Factory B.E. 2552 (2009). No non-compliance with relevant laws and regulations that
have a significant impact on the Group relating to occupational health and safety had been identified
during the Reporting Period.

Table 16: Work-related fatalities, lost days, injuries, occupational disease and absentee rate

Occupational safety

and health data IPET Group-level

Total working hours (hrs)
by all workforce
No. of work-related fatality
Total lost days
Lost day rate (LDR)
Number of work injuries
Injury rate (IR)
Number of occupational
diseases
Occupational diseases rate (ODR)
Absentee rate (AR)
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1.

Employment and labour practices (Continued)

B3.

Development and Training

The Group provided comprehensive career development and training to employees. Training was
conducted per training plans constructed in advance. External training was arranged for employees
with special duties. At year-end, the Human Resource Department will launch the training survey to
each department to set the training plan for the next year.

The Group did not involve in formal cooperation with educational institutions during this Reporting
Period. Nevertheless, GZXH encouraged employees to continue their studies, and fully supported
them to apply for applicable government funding. Internally, the Group subsidizes training via labour
union and online training have been provided to employees, such as providing Online Chinese

Accounting courses FE& 484X, IPET has also sent employees to join training courses set by
educational institution such as “Design a link between FMEA, SPC, error proofing & control plan”.

During the Reporting Period, a total of 7,362.5 training hours were completed for a total of 1,350
employees. The average training hours per employee was 3.46 hours, a slight decrease from the last
Reporting Period. DGKD has achieved an exceptionally high average training hours for middle
management during the Reporting Period, at 45hours per employee. This was due to large
investment in capacity building in the middle management team, for example, to prepare for the
application of Safety Production Standardization certificate and IATF certificate.

Table 17: Number of employees receiving training and average training hours received

Training data Group-total
Total number of trained employees 1,022 239 89 1,350
Total training hours for all employees 5,0385 1,790 534 73625
Average training hours per employee 3.13 497 3.32 3.46
By Employee Category

Senior Management 3 people O people 2 people 5 people
Average training hours per employee 2.36 0.00 12.00 317
Middle Management 13 people 9 people 3 people 25 people
Average training hours per employee 14 45.00 450 743
Frontline and other Staff 1,006 people 230 people 84 people 1,320 people
Average training hours per employee 3.19 4.07 3.23 3.34
By Gender

Male 524 people 133 people 21people 678 people
Average training hours per employee 3.31 533 541 374
Female 498 people 106 people 68 people 672 people
Average training hours per employee 295 460 0.81 297
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1.  Employment and labour practices (Continued)
B3. Development and Training (Continued)

Table 18: Total percentage of trained employee (%)

GZXH DGKD IPET Group-total
Total percentage of trained employee 64% 66% 55% B63%
Employee Category
Senior Management 43% 0% 200% 56%
Middle Management 27% 13% 75% 42%
Frontline and Other Staff 65% 66% 54% 64%
Gender
Male 64% 2% 57% 65%
Female 63% 60% 55% 62%

B4. Labour Standards
The Group strictly follows the Labour Law of the PRC, the labour Contract Law of the PRC, the Law on
the Protection of Minors, and the Labour Protection Act B.E. 2541 of Thailand to manage labour
practices.

Background check has been performed when recruiting new employees. Administration department
will verify personal documents such as ID card, education certificate and technical certificate to
make sure all engagement processes follow applicable laws and internal regulations.

No child labour, forced, or compulsory labour was reported and/or identified within any sites of the

Group during the Reporting Period. There are no major risks associated with incidents of child labor,
forced or compulsory labour within the Group’s operation sites.
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Operating Practices
B5. Supply Chain Management

The Group invested extensively during the Reporting Period to upgrade management on suppliers
and has obtained the Authorized Economic Operator (AEO) certificate. The Suppliers and Purchasing
Management Procedure was established to evaluate, manage, control, and monitor the business
operations of suppliers.

Four major types of suppliers were defined with different levels of control efforts. Type A suppliers are
key suppliers that directly impact the Group's operation, including suppliers for raw materials,
components, and outsourcing manufacturers. For these key suppliers, they are required to
implement ISO 9001 quality management system and sign off a Commitment Letter of Supply
Capacity ftIERIH G NAGEE.
When evaluating suppliers, the Group specifically considers their environmental and social
performance to ensure the suppliers are committed to ESG optimization. Following items were
included to monitor suppliers’ environmental management system in the Supplier Audit Checklist:
Whether the supplier has obtained License of Discharging Pollutants;
Whether the supplier has obtained the ISO 14001 certificate;

Whether the supplier has materials with high toxicity;

Whether the supplier has a discharge volume of the solid waste within permissible level set by
applicable laws/regulations.

The Supplier Audit Checklist also included several items for promoting suppliers’ social performance,
for example, it encourages the staff training by asking:

Whether there is a clear ability description for the employee, who contribute to the achievement
of the quality;

Whether there is any education, training, or other related records to ensure the required ability.
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2. Operating Practices (Continued)
B5. Supply Chain Management (Continued)
The Group also established the Agreement on Trade Security with business partners BEZEHE 5%

215 The Agreement needs to be formally signed by business partners, with detailed clauses listed
on safety management, including the following areas:

Workplace safety;

Entrance security;

Staff safety

Suppliers safety

Material safety

Container safety;

Transportation safety; and

Contingency plans

The Group conducts regular inspections to business partners to ensure that they have implemented
above safety management.

The Group continues to source from key suppliers located in OECD countries. IPET has specified

human rights clauses in investment agreements, or specified detailed screening on human rights
for suppliers.
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2. Operating Practices (Continued)

B5.

Supply Chain Management (Continued)

Table 19: Investment and procurement practices for IPET

Total number of significant investment agreements that Tagreement
include human rights clauses or that underwent human rights screening.
Percentage of significant investment agreements that include human rights clauses  20%
or that underwent human rights screening.
Total number of significant suppliers and contractors 10 suppliers
Percentage of contracts with significant suppliers and contractors that included 20%
criteria or screening on human rights.
Percentage of contracts with significant suppliers and contractors that were either 20%
declined orimposed performance conditions, or were subject to other actions as a
result of human rights screening.

A total of 726 suppliers were engaged during the Reporting Period, with the majority from mainland
China.

Table 20: Number of major suppliers by region/country

Country/region GZXH DGKD IPET Group-total
Mainland China 462 83 1 546
Hong Kong, Macau, and Taiwan 19 2 4 25
Thailand n/a n/a 97 97
Others 51 1 6 58
Total 532 86 108 726

Product Responsibility
Product Labelling, Health and Safety, and Advertising

Due to the nature of our products, the Group did not adopt specific programs related to marketing
communications, including advertising, promotion, and sponsors. The Group does not produce and/
or sell end-consumer products and are not banned in any market.

No non-compliance with relevant laws and regulations that have a significant impact on the Group

relating to health and safety, advertising, labeling and privacy matters relating to products and
services provided had been identified during the reporting period.
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2. Operating Practices (Continued)
B6. Product Responsibility (Continued)

Quality Assurance

As a component supplier to the high-end auto-mobile industry, the Group maintains its product
quality at the highest standard. Quality management has been rooted in every aspect of the business
operation. Strict QA/QC processes have been followed:

Table 21: Quality assurance and quality control

Control point Detailed controlling processes

Incoming
inspection
(raw materials)

Incoming
inspection
(outsourcing
materials)

First piece
inspection

Process inspection

Semi-finished
product
inspection

Finished
product test

62 IPE GROUP LIMITED

Incoming Quality Control (IQC) inspects raw materials according to the “raw
materials inspection instructions” { R+ ¥t & T{EE7R) and keeps records in
the “incoming materials (raw materials) inspection report” 2k (R #H) & R &
For all batches, suppliers are required to provide a certificate to indicate that
chemical composition and/or physical properties of the materials are qualified.
When necessary, the material shall be sent to a qualified third-party laboratory
for analysis.

Incoming inspection (outsourcing materials): 1QC inspects the materials
according to the inspection plans.

First piece inspection: under certain circumstance (e.g., drawing revision,
power outage), the technician takes first five pieces for inspection. Production
will not be started until the first piece inspection results are qualified. All results
are recorded.

Input Process Quality Control (IPQC) takes random sampling on an active
machine according to the inspection plan. All results are recorded.

IQC take inspection of products that need further outward processing,
according to drawings and inspection plans. All results are recorded.

Final Quality Control (FQC) takes random sampling on finished products
according to drawings and inspection plans. All results are recorded in the
“incoming/outgoing inspection report” A& HEHREHRE or customers’
forms.
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2. Operating Practices (Continued)
B6. Product Responsibility (Continued)

Quality Assurance (Continued)

Control point Detailed controlling processes

Full-size test Full dimension inspection and functional test of each product are conducted
according to the material and performance standards set by customers. All
results are made available for customers’ review. Full-size test frequency is set

by customers.

Customer The quality department shall conduct a preliminary verification after receiving
complaint customer complaints. For non-compliance products, short-term solutions are
handling formulated according to the description of the problem by customers. Further
procedure actions would be carried out by tracing the original records of the production

and inspection records for the suspicious materials (including raw materials,
semi-finished products, finished products). The internal investigation shall be
with responsible departments for root cause analysis. A permanent
improvement plan will be structured according to the analysis. The QA
engineers will report to the customer about the planned improvement
measurement. After confirming the implementation of the improvement
measurement, the corrective action report shall be closed at the requested
time set by customers.

Compared with the last Reporting Period, GZXH has reduced the percentage of products’ recalls and
achieved a 25% reduction on the monetary value lost due to products’ recalls.

Table 22: Product compliance, and product recalls

Product Responsibility

Total monetary value of significant fines 0 0 0
Total number of products' recalls 1,355,580 PCS 10,268 PCS 567,145 PCS
Percentage of products' recalls 0.58% <0.01% 0.62%
Total monetary value lost due to products’ recalls RMB 3,092,018 RMB 8,008 THB 2,296,937
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Operating Practices (Continued)
B6. Product Responsibility (Continued)

Customer Data Protection

The Group formulated the Information System Safety Management Procedure £ BZ2 &2 HE to
standardize IT management, to ensure the robustness of computer equipment, to ensure the safe,
stable and reliable operation of information systems. The procedure guides all sectors of the
computer network and equipment management, e.g., internal network, office network, server,
workstation and network equipment.

Data protection and data safety management remain one of the most important aspects within the
management procedure. Data is protected through a variety of technical schemes, management
and control measures and mechanism. Backup of data was conducted regularly and in time to
prevent any data loss and guarantee system robustness and data security due to any intentional
and/or unintentional failures such as physical disasters like floods, fires, lightning, or network
interruption, data intrusion and destruction. All key data is backed up every day and stored securely
on external servers.

Furthermore, the Information Security Accountability Management System guides IT department to
ensure data protection {5 B 22 EFBREEHIE In case of any tampering with data, change of
business data, and/or data leakage, the responsible party will be penalized, some may be handed
over to the law enforcement department if the case is serious.

Intellectual Property

Innovation plays a key role to achieve business success. The Group has specified a management
procedure on the industry-university-research cooperation to supervise relevant R&D activities. The
unique cooperation model has the advantage to combine most updated market information and
technical support, to accelerate new technology development and deployment cycle. At the same
time, the Group signs a confidentiality agreement with clients when appropriate to protect their
intellectual property rights.

The Group continues to protect intellectual property by registering new technologies and applying
patent with the State Intellectual Property Office of the PRC. During this Reporting Period, the Group
has successfully obtained 16 new utility model patents, 4 new design patents, and 2 new invention
patents.

IPE GROUP LIMITED
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Operating Practices (Continued)

B7.

Anti-corruption

The Group has regarded honesty, integrity, and fairness as its core values. All employees are required
to undergo a security background check during recruitment to investigate whether the applicant has
a criminal record or not. Background checks such as illegal and criminal records shall be
investigated regularly, and is further conducted during promotion or job transfer.

Personnel in charge of import and export business are monitored strictly per “accountability system
for import and export business” #t it A % % & {F38 50 E 2 HIE. Those who violate laws and regulations
will be punished, some may be handed over to law enforcement department if the case is serious.

In addition to internal control, the Agreement on Trade Security with business partners BEEHE 5
#2213 also prohibits business partners to seek to engage in smuggling, selling counterfeit
products, commit, or intend to commit tax evasion, and bribery activities.

The Group has not violated, engaged to violate any law relating to corruption. The Group has not been
involved in, or seek to engage in, money laundering. The Group has not aided, abetted, assisted or
colluded with an individual who has committed, or conspired to commit any unlawful activities. No
non-compliance with relevant laws and regulations that have a significant impact on the Group
relating to corruption, bribery, fraud and money laundering had been identified during the Reporting
Period.
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2. Operating Practices (Continued)
B8. Community Investment

The Group encourages employees to participate in various volunteering activities. Furthermore, the
Group strongly promotes collaboration with think tanks for mutual benefits according to the
management procedure on the industry-university-research cooperation. The Group offers its R&D
centre as an off-campus training base for colleges and university students. When production
condition allows, students can utilize R&D facilities and equipment for practical activities. In addition,
the Group allows researchers to carry out test and other research activities in the R&D centre,
providing real production and experimental conditions for scientific research. The Group encourages
communication and knowledge exchange between its employees and professors from local
institutes and universities. This allows sharing of latest trend and facilitates talent training at both
sides.

Table 23: Community investment, collaborators and activities

Beneficiary/

Collaborators/
Activities Partner organizations

Jan/2018 DGKD has donated to Dongguan Shijie Huangsiwei Local government
Village Committee for supporting elderly caring
activities REm AMREENENEZ S

Jan/2018 IPET organized community activities for the Local schools
Children’s Day

March/2018 IPET has donated for an event “Wat prabath numpu” Local government
for supporting caring of AIDS patients

June/2018 IPET has donated to Ministry of Industrial Ayutthaya Local government

Office for promoting active exchange of knowledge
among industrial professionals

June/2018 GZXH has supported CNC car, CNC milling skills Guangdong Huali
competition and the Group offered RMB 4,600 as the technician college
prize EREEAIEM

December/2018 IPET has shared environmental protection activities Local communities
with local community
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APPENDIX: ESG INDEX

HKEx Reporting Guide Page, Table

A. Environmental

Aspect Al: Emissions

“Comply or explain”
Provisions

General Disclosure Page 35

Information on:

a) thepolicies; and

b)  compliance with relevant laws and regulations that have a

significantimpact on the issuer

relating to air and greenhouse gas emissions, discharges into water and

land, and generation of hazardous and non-hazardous waste:

KPI Al The types of emissions and respective emissions data. Table1&2

KPI A1.2 Greenhouse gas emissions in total and, where appropriate, | Table 2
intensity.

KPIA13 Total hazardous waste produced and, where appropriate, | Table 3
intensity.

KPI Al4 Total non-hazardous waste produced and, where Table 4
appropriate, intensity.

KPI Al5 Description of measures to mitigate emissions and results | Page 40
achieved.

KPI AL.6 Description of how hazardous and non-hazardous wastes | Table 3 &4

are handled, reduction initiatives and results achieved.
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APPENDIX: ESG INDEX (Continued)

HKEx Reporting Guide Page, Table

Aspect A2: Use of Resources

“Comply or explain” General Disclosure Page 43
Provisions
Policies on the efficient use of resources, including energy, water and
other raw materials.

KPI A2 Direct and/or indirect energy consumption by type in total | Table 5& 6
and intensity.

KPIA2.2 Water consumption in total and intensity. Table7

KPIA2.3 Description of energy use efficiency initiatives and results | Page 42
achieved.

KPIA24 Description of whether there is any issue in sourcing water | Page 45

that is fit for purpose, water efficiency initiatives and
results achieved.

KPIA2.5 Total packaging material used for finished products and, if | Table 8
applicable, with reference to per unit produced.

Aspect A3: The Environment and Natural Resources

“Comply or explain” General Disclosure Page 46
Provisions
Policies on minimising the issuer’s significant impact on the environment
and natural resources

KPI A31 Description of the significant impacts of activities on the Page 46
environment and natural resources and the actions taken
to manage them.
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HKEx Reporting Guide Page, Table

B. Social

Employment and Labour Practices

Aspect B1: Employment

“Comply or explain” General Disclosure Page 47
Provisions

Information on:

a) thepolicies; and

b)  compliance with relevant laws and regulations that have a

significantimpact on the issuer

relating to compensation and dismissal, recruitment and promotion,

working hours, rest periods, equal opportunity, diversity, anti-

discrimination, and other benefits and welfare.
Recommended KPI B1.1 Total workforce by gender, employment type, age group Table12
Disclosures and geographical region.

KPIB12 Employee turnover rate by gender, age group and Table14

geographical region.

Aspect B2: Health and Safety
“Comply or explain” General Disclosure Page 55
Provisions

Information on:

a) thepolicies; and

b)  compliance with relevant laws and regulations that have a

significantimpact on the issuer

relating to providing a safe working environment and protecting

employees from occupational hazards.
Recommended KPI B21 Number and rate of work-related fatalities. Table 16
Disclosures KPI B2.2 Lost days due to work injury. Table 16

KPIB2.3 Description of occupational health and safety measures Page 55

adopted, how they are implemented and monitored.
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APPENDIX: ESG INDEX (Continued)

HKEx Reporting Guide Page, Table

Aspect B3: Development and Training

“Comply or explain” General Disclosure Page 57
Provisions
Policies on improving employees’ knowledge and skills for discharging
duties at work. Description of training activities.

Recommended KPIB31 The percentage of employees trained by gender and Table18
Disclosures employee category.
KPIB3.2 The average training hours completed per employee by Table17
gender and employee category

Aspect B4: Labour Standards

“Comply or explain” General Disclosure Page 58
Provisions

Information on:
a) thepolicies

b)  compliance with relevant laws and regulations that have a
significantimpact on the issuer

relating to preventing child and forced labour.

Recommended KPIB41 Description of measures to review employment practices | Page 58
Disclosures to avoid child and forced labour.
KPIB4.2 Description of steps taken to eliminate such practices Page 58
when discovered.
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HKEx Reporting Guide Page, Table

Operating Practices

Aspect B5: Supply Chain Management

“Comply or explain” General Disclosure Page 59
Provisions
Policies on managing environmental and social risks of the supply chain.
Recommended KPIB5!1 Number of suppliers by geographical region. Table 20
Disclosures KPI B5.2 Description of practices relating to engaging suppliers, Page 59
number of suppliers where the practices are being
implemented, how they are implemented and monitored.
Aspect B6: Product Responsibility
“Comply or explain” General Disclosure Page 61
Provisions
Information on:
a) thepolicies
b)  compliance with relevant laws and regulations that have a
significantimpact on the issuer
relating to health and safety, advertising, labelling and privacy matters
relating to products and services provided and methods of redress.
Recommended KPIB6.1 Percentage of total products sold or shipped subject to n/a
Disclosures recalls for safety and health reasons.
KPIB6.2 Number of products and service related complaints Table 22
received and how they are dealt with.
KPIB6.3 Description of practices relating to observing and Page 64
protecting intellectual property rights.
KPIB6.4 Description of quality assurance process and recall Table 21
procedures.
KPIB6.5 Description of consumer data protection and privacy Page 64
policies, how they are implemented and monitored.
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APPENDIX: ESG INDEX (Continued)

HKEx Reporting Guide Page, Table

Aspect B7: Anticorruption

“Comply or explain” General Disclosure Page 65
Provisions
Information on:

a) thepolicies

b)  compliance with relevant laws and regulations that have a
significantimpact on the issuer

relating to bribery, extortion, fraud and money laundering.

Recommended KPIB71 Number of concluded legal cases regarding corrupt n/a
Disclosures practices brought against the issuer or its employees
during the reporting period and the outcomes of the cases.

KPIB7.2 Description of preventive measures and whistle-blowing Page 65
procedures, how they are implemented and monitored.

Community

Aspect B8: Community Investment

“Comply or explain” General Disclosure Page 66
Provisions
Policies on community engagement to understand the needs of the
communities where the issuer operates and to ensure its activities take
into consideration the communities’ interests.

Recommended KPIB8.1 Focus areas of contribution. Page 66

Disclosures KPIB8.2 Resources contributed to the focus area. Table 23
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REPORT OF THE DIRECTORS

The board of directors (the “Board”) of IPE Group Limited (the “Company”) is pleased to present this report together
with the audited financial statements of the Company and its subsidiaries (collectively referred to as the “Group”) for
the year ended 31 December 2018.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding. Details of the principal activities of the subsidiaries are
set outin note 12 to the financial statements. There were no significant changes in the nature of the Group’s principal
activities during the year.

RESULTS AND DIVIDEN7DS

The Group's profit for the year ended 31 December 2018 and the Group’s financial position at that date are set out in
the financial statements on pages 90 to 93.

An interim dividend of HK$0.9 cent per share (2017: HK$2.2 cents per share) was paid on 21 September 2018. The Board
does not recommend the payment of a final dividend (2017: HK$1.6 cents per share) in respect of the year ended 31
December 2018.

CLOSURE OF REGISTER OF MEMBERS

The register of members of the Company will be closed from Wednesday, 15 May 2019 to Monday, 20 May 2019 (both
days inclusive), during which period no transfer of shares will be effected. In order to qualify for the right to attend and
vote at the Company’s annual general meeting to be held on Monday, 20 May 2019 (the “2019 AGM"), all transfers
accompanied by the relevant share certificates must be lodged with the Company’s Branch Share Registrar in Hong
Kong, Tricor Investor Services Limited at Level 22, Hopewell Centre, 183 Queen’s Road East, Hong Kong, no later than
4:30 p.m. on Tuesday, 14 May 2019 for registration of transfer.

BUSINESS REVIEW

A review of the Group's business during the year, which includes a discussion of the principal risks and uncertainties
facing by the Group, an analysis of the Group's performance using financial key performance indicators, particulars of
important events affecting the Group during the year, an indication of likely future developments in the Group's
business and discussion on the relationships with its stakeholders and the Group’s environmental policies and
performance, can be found in the Chairman’s Statement, Management Discussion and Analysis, Corporate
Governance Report and Environmental, Social and Governance Report contained in this annual report. The review
forms part contained in this directors’ report.

Pertinent to ESG performance, the Group strictly complied with applicable regulations, laws, and standards related to
environmental and social aspects. Technology advancement, especially the newly deployed industrial robot and
operation automatization, continues to assist the Group to achieve long-term business resilience. Specifically, it is
expected to increase operational efficiency, which further reduces resource consumption, and prevents on-site
injuries. Engagement with stakeholders has resulted in raised concerns on various material issues, including
environmental aspects such as Resources, Emissions & Waste; as well as social aspects such as Workers, Value
Chain & Society. The Group will continue to identify areas of improvement for the concerned aspects and keep close
communication with its stakeholders for advancing ESG management.
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SUMMARY FINANCIAL INFORMATION

A summary of the published results and assets, liabilities and non-controlling interests of the Group for the last five
financial years, as extracted from the audited financial statements and restated/reclassified as appropriate, is set out
on pages 8 to 11 of the annual report. This summary does not form part of the audited financial statements.

BANKLOANS AND OTHER BORROWINGS

Particulars of bank loans and other borrowings of the Group as at 31 December 2018 are set out in note 18 to the
financial statements.

PROPERTIES

Particulars of the major properties and property interests of the Group are shown on page 129 of annual report.

SHARE CAPITAL AND SHARE OPTIONS

Details of movements in the Company's share options and share capital during the year are set outin notes 19 and 21
to the financial statements.

EQUITY-LINKED AGREEMENTS

Details of the equity-linked agreements entered into by the Company are disclosed under the section headed “Share
Option Scheme” in this directors’ report and in note 19 to the financial statements.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Company’s articles of association (the “Article of
Association”) or the laws of the Cayman Islands, being the jurisdiction in which the Company was incorporated, which
would oblige the Company to offer new shares on a pro rata basis to existing shareholders.

PURCHASE, REDEMPTION OR SALE OF LISTED SECURITIES OF THE COMPANY

Neither the Company nor any of its subsidiaries purchased, redeemed or sold any of the Company’s listed securities
during the year.

DISTRIBUTABLE RESERVES

At 31 December 2018, the Company's reserves available for distribution, calculated in accordance with the provisions
of the Companies Law of the Cayman Islands, amounted to HK$833,205,000. The Company’s share premium account
and contributed surplus, amounting to HK$462,243,000 at 31 December 2018, may be distributed provided that
immediately following the date on which such reserves are proposed to be distributed, the Company is in a position
to pay off its debts as and when they fall due in the ordinary course of business.

CHARITABLE CONTRIBUTIONS
During the year, the Group made charitable contributions totalling HK$1,042,000 (2017: HK$140,000).
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MAJOR CUSTOMERS AND SUPPLIERS

In the year under review, sales to the Group's five largest customers accounted for 30.1% of the total sales for the year
and sales to the largest customer included therein amounted to 9.1%. Purchases from the Group's five largest
suppliers accounted for 29.6% of the total purchases for the year and purchases from the largest supplier included
therein amounted to 8.0%.

None of the directors of the Company or any of their close associates or any shareholders (which, to the best
knowledge of the directors, own more than 5% of the number of issued shares of the Company) had any beneficial
interests in the Group's five largest customers and suppliers.

MANAGEMENT CONTRACT

No contract 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.

DIRECTORS

The directors of the Company during the year were:

Executive directors:

Mr. Zeng Guangsheng

Mr. Ng Hoi Ping

Mr. Chui Siu On (resigned on 29 October 2018)

Mr. Lau Siu Chung (resigned on 12 November 2018)
Ms. Chiu Tak Chun (resigned on 12 November 2018)

Non-executive director:
Ms. Zeng Jing

Independent non-executive directors:

Mr. Yang Rusheng

Mr. Cheung, Chun Yue Anthony

Mr. Mei Weiyi (appointed on 29 October 2018)
Dr.Cheng Ngok (resigned on 29 October 2018)

According to Article 87 of the Articles of Association, Mr. Yang Rusheng and Mr. Cheung, Chun Yue Anthony shall retire
from office by rotation at the 2019 AGM whereas according to Article 86(3) of the Articles of Association, Mr. Mei Welyi
shall hold office until the 2019 AGM. All of the above retiring Directors, being eligible, will offer themselves for re-
election at the 2019 AGM.

The Company has received annual confirmations of independence from Mr. Yang Rusheng, Mr. Cheung, Chun Yue
Anthony and Mr. Mei Welyi, as at the date of the report, still considers them to be independent.
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DIRECTORS’ AND SENIOR MANAGEMENT’S BIOGRAPHIES

Biographical details of the directors of the Company and the senior management of the Group are set out on pages 17
to 19 of the annual report.

DIRECTORS’ SERVICE CONTRACTS

Each of the executive directors has entered into a service agreement with the Company for a term of three years.
Each of independent non-executive directors has been appointed for a term of about one year.

No director proposed for re-election at the 2019 AGM has a service contract with the Company which is not
determinable by the Company within one year without payment of compensation, other than statutory compensation.

DIRECTORS' REMUNERATION

The directors'’ fees are subject to shareholders’ approval at general meetings. Other emoluments are determined by
the Board with reference to directors’ duties, responsibilities and performance and the results of the Group.

DIRECTORS’ INTERESTS IN TRANSACTIONS, ARRANGEMENTS OR CONTRACTS

No director nor a connected entity of a director had a material interest, either directly or indirectly, in any transactions,
arrangements or contracts of significance to the business of the Group to which the holding company of the
Company, or any of the Company’s subsidiaries was a party during the year.

INDEMNITY OF DIRECTORS

A permitted indemnity provision (as defined in the Hong Kong Companies Ordinance) for the benefit of the directors
of the Company is currently in force and was in force throughout the year.
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DIRECTORS’ AND CHIEF EXECUTIVE'S INTERESTS AND SHORT POSITIONS IN SHARES

AND UNDERLYING SHARES

As at 31 December 2018, the interests and short positions of the directors, in the share capital and underlying shares
of the Company (within the meaning of Part XV of the Securities and Futures Ordinance (the “SF0")), as recorded in the
register required to be kept by the Company pursuant to section 352 of the SFO, or as otherwise notified to the
Company and the Stock Exchange pursuant to the Model Code for Securities Transactions by Directors of Listed
Issuers (the “Model Code”), were as follows:

(A) Long positions in the underlying shares of the Company — physically settled unlisted

equity derivatives:

Name of director

Mr.Zeng Guangsheng
Mr. Ng Hoi Ping
Ms. Zeng Jing

Number of
underlying shares
in respect of

the share

options granted

Capacity and nature
of interests

Directly beneficially owned 22,000,000
Directly beneficially owned 10,000,000
Directly beneficially owned 8,000,000

Percentage of
underlying shares
over the Company'’s
issued capital*

2.09%
0.95%
0.76%

The percentage represents the number of underlying shares divided by the number of the Company’s issued shares as at 31 December

2018.

Note: Details of the above share options granted by the Company are set out in the section headed "Share option scheme” below and note 19

to the financial statements.

(B) Long positionsin the ordinary shares of the associated corporation — China Baoan
Group Co,, Ltd., the Company'’s holding company:

Name of director

Number of
ordinary shares
in China Baoan
Group Co,, Ltd.

Capacity and
Nature of interests

Percentage of
China Baoan Group
Co., Ltd.'sissued
share capital

Mr. Zeng Guangsheng
Ms. Zeng Jing

560,755
8,518,819

Directly beneficially owned
Directly beneficially owned

0.03%
0.40%

Save as disclosed above, as at 31 December 2018, none of the directors or chief executive of the Company had
registered an interest or short position in the shares, underlying shares or debentures of the Company or any of its
associated corporations which were required to be recorded pursuant to section 352 of the SFO, or as otherwise
notified to the Company and the Stock Exchange pursuant to the Model Code.
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SHARE OPTION SCHEME

The Company operates a share option scheme for the purpose of providing incentives and rewards to eligible
participants who contribute to the success of the Group’s operations. Further details are disclosed in note 19 to the
financial statements.

The following table discloses movements in the Company'’s share options outstanding during the year:

Number of share options Exercise
Expired/ Forfeited/ Date of price of share
Name or At1  Granted Exercised lapsed cancelled At31  grantof options®
category of January duringthe during during during December share Exercise period HKS per
participant 2018 year theyear theyear theyear 2018 options® of share options share
Directors
Mr.Zeng Guangsheng® 22,000,000 - - - - 22000000  06-06-17 01-09-18 to 31-08-22 20200
Mr. Chui Siu On
(resigned on
29 October 2018) 2,000,000 - - - - 2000000  06-06-17 01-09-18to 31-08-22 20200
Mr. Lau Siu Chung
(resigned on
12 November 2018) 2,000,000 - - (2000,000) - - 06-06-17 01-09-18t031-08-22 20200
Ms. Chiu Tak Chun
(resigned on
12 November 2018) 2,000,000 - - (2000,000) - - 06-06-17 01-09-18to 31-08-22 20200
Mr.Ng Hoi Ping 10,000,000 - - - - 10000000  06-06-17 01-09-18to 31-08-22 20200
Ms.Zeng Jing 8,000,000 - - - - 8000000  06-06-7 01-09-181t031-08-22 20200
46,000,000 - - (4000,000) - 42,000,000
Members of senior management and other employees of the Group
Inaggregate 4,000,000 - - (4000,000) - - 06-06-17 01-09-18to 31-08-22 20200
50,000,000 - - (8,000,000) - 42,000,000
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SHARE OPTION SCHEME (Continued)

Notes to the table of share options outstanding during the year:

(1) The closing price of the Company's shares immediately before the date of grant of share options was HK$2.02
per share. The fair value of the options granted on 6 June 2017 was determined at the date of grant using the
binominal option pricing model and was approximately HK$30 million.

(2)  The vesting period of the share options is from the date of grant until the commencement of the exercise period.

(3) The exercise price of the share options is subject to adjustment in the case of rights or bonus issues, or other
similar changes in the Company'’s share capital.

(4)  The grant of share options to Mr. Zeng Guangsheng in June 2017, which exceeded the individual limit, was
approved by the independent shareholders at the extraordinary general meeting held on 14 August 2017
pursuant to the Listing Rules.

Information on the accounting policy for share options granted and the weighted average value per option is provided
in note 1(n)(ii) and note 19 to the financial statements respectively.

Save as disclosed above, at no time during the year were rights to acquire benefits by means of the acquisition of
shares in or debentures of the Company granted to any of the directors or their respective spouses or minor children,
or were any such rights exercised by them; or was the Company, its holding company, or any of its subsidiaries or
fellow subsidiaries a party to any arrangement to enable the directors to acquire such rights in any other body
corporate.
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SUBSTANTIAL SHAREHOLDERS' AND OTHER PERSONS’ INTERESTS AND SHORT
POSITIONS IN SHARES AND UNDERLYING SHARES

As at 31 December 2018, the following parties (not being directors or chief executive of the Company) with interests of
more than 5% in the shares and underlying shares of the Company were recorded in the register of interests required
to be kept by the Company pursuant to section 336 of the SFO:

(A) Long positionsin the ordinary shares of the Company:

Number of Percentage of

Name of ordinary the Company'’s
substantial Capacity and sharesin issued share
shareholder nature of interests the Company
Baoan Technology Directly beneficially owned 547,506,250 52.03%
Company Limited
China Baoan Group (@) Through controlled corporation 547,506,250 52.03%
Co, Ltd.
Tottenhill Limited Directly beneficially owned 167,966,975 15.96%
Mr. Chui Siu On (b)  Through controlled corporation 167,966,975 15.96%
Directly beneficially owned 14,576,250 1.39%
(c)  Through spouse 125,000 0.01%
182,668,225 17.36%
Ms. Leung Wing Yi Directly beneficially owned 125,000 0.01%
(d)  Through spouse 182,543,225 17.35%
182,668,225 17.36%

The percentage represents the number of ordinary shares divided by the number of the Company’s issued shares as at 31 December
2018.

Notes:

(a) These shares were held by Baoan Technology Company Limited. Baoan Technology Company Limited is a wholly owned entity of China
Baoan Group Co, Ltd. Accordingly, China Baoan Group Co,, Ltd. was deemed to be interested in the 547,506,250 shares of the Company
owned by Baoan Technology Company Limited pursuant to Part XV of the SFO.

(b) These shares were held by Tottenhill Limited. Tottenhill Limited is a wholly owned entity of Mr. Chui Siu On. Accordingly, Mr. Chui Siu On
was deemed to be interested in the 167,966,975 shares of the Company owned by Tottenhill Limited pursuant to Part XV of the SFO.

(c) These shares were held by Ms. Leung Wing Yi, the wife of Mr. Chui Siu On. Accordingly, Mr. Chui Siu On was deemed to be interested in
these 125,000 shares of the Company held by his wife pursuant to Part XV of the SFO.

(d) These shares were held by Mr. Chui Siu On, the husband of Ms. Leung Wing Yi. Accordingly, Ms. Leung Wing Yi was deemed to be
interested in these shares owned by her husband pursuant to Part XV of the SFO.
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SUBSTANTIAL SHAREHOLDERS' AND OTHER PERSONS’ INTERESTS AND SHORT
POSITIONS IN SHARES AND UNDERLYING SHARES (Continued)

(B) Long positionsin the underlying shares of the Company — physically settled unlisted
equity derivatives:

Number of Percentage of

underlying shares  underlying shares

Name of in respect of the over the

substantial Capacity and share options Company'’s issued
shareholder nature of interests granted share capital*

Mr. Chui Siu On Directly beneficially owned 2,000,000 0.19%

Ms. Leung Wing Vi Through spouse 2,000,000 0.19%

(Note)

The percentage represents the number of underlying shares divided by the number of the Company’s issued shares as at 31 December
2018.

Note: These underlying shares were held by Mr. Chui Siu On, the husband of Ms. Leung Wing Yi. Accordingly, Ms. Leung Wing Yi was deemed to
be interested in these underlying shares held by her husband pursuant to Part XV of the SFO.

Details of the above share options granted by the Company are set out in the section headed “Share option
scheme” above and note 19 to the financial statements.

Save as disclosed above, as at 31 December 2018, no person, other than the directors of the Company, whose
interests are set out in the section headed “Directors’ and chief executive’s interests and short positions in shares and
underlying shares” above, had registered an interest or short position in the shares or underlying shares of the
Company that was required to be recorded pursuant to section 336 of the SFO.

SUFFICIENCY OF PUBLIC FLOAT

Based on information that is publicly available to the Company and within the knowledge of the directors, at least 25%
of the Company’s total number of issued shares were held by the public as at the date of this report.

CORPORATE GOVERNANCE

Details of the corporate governance of the Group are set out in the section headed “Corporate Governance Report” in
this annual report.

COMPLIANCE WITH THE RELEVANT LAWS AND REGULATIONS

As far as the Board is aware, the Group has complied in material respects with the relevant laws and regulations that
have a significant impact on the business and operation of the Group.
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AUDITORS

KPMG were first appointed as auditors of the Company in 2018 upon the retirement of Ernst & Young.

KPMG retire and, being eligible, offer themselves for re-appointment. A resolution for the re-appointment of KPMG as
auditors of the Company is to be proposed at the 2019 AGM.

GENERAL DISCLOSURE PURSUANT TO RULE 13.18 OF THE LISTING RULES

As detailed in the Company’s announcement dated 16 May 2016, pursuant to the term loan facility agreement (the
“Facility Agreement’), a term loan facility of HK$300,000,000 (the "Facility Loan”) is made available to the Group for the
general corporate purposes including, but not limited to financing working capital and refinancing or full repayment
of existing indebtedness due under the term and revolving facility made available to the Group in 2013. The Facility
Loan is repayable in 10 quarterly instalments commencing 9 months from the date of the Facility Agreement.

As common with other syndicated loan facilities, the Facility Agreement imposes a specific performance obligation
on Mr. Chui Siu On ("“Mr. Chui”) who was the Chief Executive Officer, an executive director and still being a substantial
shareholder of the Company. It will be an event of default under the Facility Agreement if: (a) Mr. Chui ceases to be the
chairman or chief executive officer; (b) Mr. Chui ceases to be one of the substantial shareholders of the Company with
at least 15% voting power/shareholding; or (c) Mr. Chui is not actively involved in, or maintain control in the
management and business of the Company, in which event all or any part of the commitments under the Facility
Loan may be cancelled and all amounts outstanding under the Facility Loan may immediately become due and
payable. In this regard, the Group has granted waivers from the lenders under the Loan Facilities from strict
compliance with the provisions involving the role of Mr. Chui in the Group as disclosed above or approvals for the
deletion of such provisions from the Loan Facilities.

ON BEHALF OF THE BOARD

Zeng Guangsheng
Chairman and the Chief Executive Officer

Hong Kong
25 March 2019
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To the shareholders of IPE Group Limited
(Incorporated in the Cayman Islands with limited liability)

OPINION

We have audited the consolidated financial statements of IPE Group Limited (“the Company”) and its subsidiaries (“the
Group”) set out on pages 90 to 156, which comprise the consolidated statement of financial position as at 31
December 2018, the consolidated statement of profit or loss and other comprehensive income, the consolidated
statement of changes in equity and the consolidated cash flow statement for the year then ended and notes to the
financial statements, including a summary of significant accounting policies.

In our opinion, the consolidated financial statements give a true and fair view of the consolidated financial position of
the Group as at 31 December 2018 and of its consolidated financial performance and its consolidated cash flows for
the year then ended in accordance with Hong Kong Financial Reporting Standards ("HKFRSs") issued by the Hong
Kong Institute of Certified Public Accountants (‘HKICPA") and have been properly prepared in compliance with the
disclosure requirements of the Hong Kong Companies Ordinance.

BASIS FOR OPINION

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

KEY AUDIT MATTERS

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

Revenue recognition

Refer to note 3 to the consolidated financial statements and the accounting policies on page 114.

The Key Audit Matter

Revenue of the Group mainly comprises sale of precision
components to customers.

The Group enters into sales orders with customers and
sells its products in accordance with the terms agreed in
the sales orders.

Once the products are delivered to the location
designated by the customers, the control of the goods
are considered to have been transferred to the
customers and revenue is recognised accordingly.

The Group does not offer any discounts or rebates to
customers and does not permit sales return except for
where the products are damaged or defective.

We identified the revenue recognition as a key audit
matter because revenue is one of the key performance
indicators of the Group and therefore there is an inherent
risk of manipulation of the revenue recognition by
management to meet specific targets or expectations.

IPE GROUP LIMITED
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How the matter was addressed in our audit

Our audit procedures to assess the revenue recognition
included the following:

. obtaining an understanding of and assessing the
design, implementation and operating
effectiveness of management’s key internal
controls in relation to revenue recognition;

inspecting sales orders with customers, on a
sample basis, to understand the terms of the sales
transactions including the terms of delivery and
acceptance and any sales return arrangements to
assess the Group's revenue recognition policies
with reference to the requirements of the prevailing
accounting standards;

. inspecting goods delivery notes and shipping
documentation, on a sample basis, to assess
whether revenue transactions recorded before and
after the financial year end date had been
recognised in the appropriate financial period on
the basis of the terms of sale as set out in the sales
orders;

. inspecting underlying documentation for manual
journal entries and adjustments relating to revenue
raised during the year which were considered to be
material or met other specific risk-based criteria;
and

. inspecting actual sales returns and credit notes
recorded after the financial year end and evaluating
whether the related adjustments to revenue had
been recorded in the appropriate financial period.
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KEY AUDIT MATTERS (Continued)

Loss allowance for trade receivables

Refer to note 15 to the consolidated financial statements and the accounting policies on pages 105 to 110.

The Key Audit Matter

At 31 December 2018, the Group's gross trade receivables
totalled HK$265.9 million and loss allowance of HK$1.3
million were recorded.

Management measured loss allowance at an amount
equal to lifetime expected credit loss, based on aging of
the receivables and loss rate. According to the
experience of the Group, the loss patterns for different
customers are not significantly different. Therefore, the
receivables are not segmented when calculating the loss
allowance based on aging information.

We identified loss allowance for trade receivables as a
key audit matter because trade receivables and loss
allowance are material to the Group and the recognition
of expected credit losses is inherently subjective which
requires the exercise of significant management
judgement.

How the matter was addressed in our audit

Our audit procedures to assess the loss allowance for
trade receivables included the following:

Obtaining an understanding of and assessing the
design, implementation and operating
effectiveness of management’s key internal
controls relating to credit control, estimate of
expected credit losses and making related
allowances;

Assessing the reasonableness of management’s
loss allowance estimates by examining the
information used by management to form such
judgements, including testing the accuracy of the
historical default data and evaluating whether the
historical loss rates are appropriately adjusted
based on current economic conditions and
forward-looking information;

Assessing whether items were correctly
categorised in the trade receivables aging report by
comparing a sample of individual items with the
underlying goods delivery notes, sales invoices and
other relevant underlying documentation; and

Comparing, on a sample basis, cash receipts from
debtors subsequently to the financial year relating
to trade receivables balances at 31 December 2018
with bank-in slips.
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KEY AUDIT MATTERS (Continued)

Valuation of inventories

Refer to note 14 to the consolidated financial statements and the accounting policies on page T10.

The Key Audit Matter

Inventories are carried at the lower of cost and net
realisable value in the consolidated financial statements.
At 31 December 2018, the net carrying value of inventories
was HK$284.5 million.

Management determines the lower of cost and net
realisable value of inventories by considering the ageing
profile, inventory obsolescence and the subsequent
selling price of individual inventory item.

We identified the valuation of inventories as a key audit
matter because the Group held significant inventories at
the reporting date and because of the significant degree
of managementjudgementinvolved in evaluating the net
realisable value for inventories.
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How the matter was addressed in our audit

Our audit procedures to assess the valuation of
inventories included the following:

obtaining an understanding of and assessing the
design, implementation and operating
effectiveness of management’s internal controls
relating to valuation of inventories;

comparing the purchase prices of inventories with
supplier invoices, on a sample basis;

for work-in-progress and finished goods,
challenging the key assumptions concerning
overhead absorption by assessing the cost of items
included in the overhead absorption calculations,
on a sample basis;

comparing, on a sample basis, the actual selling
prices achieved during the current year with the
estimated selling prices of the respective
inventories at the end of the previous financial year
to assess the historical accuracy of management’s
estimating process;

assessing, on a sample basis, the accuracy of the
ageing profile of individual inventory items by
checking the goods receipt notes; and

comparing, on a sample basis, the subsequent
selling price of the finished goods to their carrying
values of these inventories as at the financial year
end.
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INFORMATION OTHER THAN THE CONSOLIDATED FINANCIAL STATEMENTS AND
AUDITOR’S REPORT THEREON

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

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

In connection with our audit of the consolidated financial statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materially inconsistent with the consolidated
financial statements or our knowledge obtained in the audit or otherwise appears to be materially misstated. If, based
on the work we have performed, we conclude that there is a material misstatement of this other information, we are
required to report that fact. We have nothing to report in this regard.

RESPONSIBILITIES OF THE DIRECTORS FOR THE CONSOLIDATED FINANCIAL
STATEMENTS

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

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

The directors are assisted by the Audit Committee in discharging their responsibilities for overseeing the Group's
financial reporting process.

AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF THE CONSOLIDATED FINANCIAL
STATEMENTS

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our
opinion. This report is made solely to you, as a body, and for no other purpose. We do not assume responsibility
towards or accept liability to any other person for the contents of this report.

ANNUAL REPORT 2018 87



INDEPENDENT AUDITOR'S REPORT

AUDITOR’'S RESPONSIBILITIES FOR THE AUDIT OF THE CONSOLIDATED FINANCIAL
STATEMENTS (Continued)

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance
with HKSAs will always detect a material misstatement when it exists. Misstatements can arise from fraud or error
and are considered material if, individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these consolidated financial statements.

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

83

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

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

Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and
related disclosures made by the directors.

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

Evaluate the overall presentation, structure and content of the consolidated financial statements, including the

disclosures, and whether the consolidated financial statements represent the underlying transactions and
eventsin a manner that achieves fair presentation.
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AUDITOR’'S RESPONSIBILITIES FOR THE AUDIT OF THE CONSOLIDATED FINANCIAL
STATEMENTS (Continued)

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

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

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

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

The engagement partner on the audit resulting in this independent auditor’s report is Li Shiu Chung.

KPMG
Certified Public Accountants

8th Floor, Prince’s Building
10 Chater Road
Central, Hong Kong

25 March 2019
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CONSOLIDATED STATEMENT
OF PROFIT OR LOSS

For the year ended 31 December 2018 (Expressed in Hong Kong dollars)

2018 2017

(Note)

HKS$'000 HK$'000

Revenue 3 943,476 941,438
Cost of sales (652,687) (618,010)
Gross profit 290,789 323,428
Otherincome 4 8,557 7,017
Distribution costs (26,535) (23,778)
Administrative expenses and other expenses (152,887) (160,639)
Profit from operations 119,924 146,028
Finance costs 5(a) (18,47) (15,972)
Share of losses of an associate 13 (1,27) (17)
Profit before taxation 5 100,182 130,039
Income tax 6(a) (15,720) (15,327)
Profit for the year 84,462 N4,712

Attributable to:

Equity shareholders of the Company 85,328 114,808
Non-controlling interests (866) (96)
Profit for the year 84,462 na,72
Earnings per share 9

Basic HK8.11cents  HKIO.91cents
Diluted HK8.1Mcents HKI10.83 cents

Note: The Group has initially applied HKFRS 15 and HKFRS 9 at 1January 2018. Under the transition methods chosen, comparative information is not
restated. See note 1(c).

The notes on pages 96 to 156 form part of these financial statements. Details of dividends payable to equity
shareholders of the Company attributable to the profit for the year are set out in note 21(b).
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CONSOLIDATED STATEMENT OF PROFIT OR LOSS
AND OTHER COMPREHENSIVE INCOME

For the year ended 31 December 2018 (Expressed in Hong Kong dollars)

2018 2017

(Note)
HKS$'000 HK$'000

Profit for the year 84,462 N4,712

Other comprehensive income for the year
Exchange differences on translation of foreign operations (80,959) 132,344

Total comprehensive income for the year 3,503 247,056

Attributable to:

Equity shareholders of the Company 4,325 246,963
Non-controlling interests (822) 93
Total comprehensive income for the year 3,503 247,056

Note: The Group has initially applied HKFRS 15 and HKFRS 9 at 1January 2018. Under the transition methods chosen, comparative information is not
restated. See note 1(c).

The notes on pages 96 to 156 form part of these financial statements.
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CONSOLIDATED STATEMENT

OF FINANCIAL POSITION

(Expressed in Hong Kong dollars)

Non-current assets

31December
2018

HK$'000

31 December
2017

(Note)
HK$'000

Property, plant and equipment and leasehold land 10 737,495 775,257
Lease prepayments ll 76,848 83,101
Interest in an associate 13 1,480 2,844
Deposits for purchase of non-current assets 4,269 16,414
Deferred tax assets 20(b) 8,608 5,427
e .........___828,700 = 8830435
Current assets
Inventories 14 284,463 227,809
Trade and other receivables 15 301,992 306,736
Cash and cash equivalents 16 840,181 013,434
1,426,636 1,447,979
Current liabilities
Trade and other payables 17 110,311 107,616
Bank loans 18 436,775 325,129
Tax payable 20(a) 3,784 6,232
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 550,870 438917
Net current assets 875,766 1,009,002
Total assets less current liabilities 1,704,466 1,892,045
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CONSOLIDATED STATEMENT
OF FINANCIAL POSITION

(Expressed in Hong Kong dollars)

Non-current liabilities

31December
2018

HKS$’000

31 December
2017

(Note)
HK$'000

Bank loans 18 - 179,375
Other payables 17 1,299 1294
Deferred tax liabilities 20(b) 10,302 10,101
. ... A 190770
NET ASSETS 1,692,865 1,701,275
CAPITAL AND RESERVES
Share capital 21(c) 105,225 105,225
Reserves 1,588,355 1,594,656
Total equity attributable to equity shareholders of the Company 1,693,580 1,699,881
Non-controlling interests (715) 1,394
TOTAL EQUITY 1,692,865 1,701,275

Note: The Group has initially applied HKFRS 15 and HKFRS 9 at 1January 2018. Under the transition methods chosen, comparative information is not
restated. See note 1(c).

Approved and authorized for issue by the board of directors on 25 March 2019.

Zeng Guangsheng Ng Hoi Ping
Director Director

The notes on pages 96 to 156 form part of these financial statements.
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CONSOLIDATED STATEMENT
OF CHANGES IN EQUITY

For the year ended 31 December 2018 (Expressed in Hong Kong dollars)

Attributable to equity shareholders of the Company
Statutory

public ~ Capital Share Non-
Issued Share Contributed  Statutory  welfare redemption option  Exchange  Retained controlling Total
capital  premium  surplus  reserve fund  reserve  reserve reserve profits Total interests equity
Note HK$000  HKS000  HKS000  HKS000  HKS000  HKSO00  HKSO00  HKSO00  HKSO00  HKS000  HK$000  HK$000
Balance at1January 2017 105225 489197 (i116) 42682 27 7905 8452 4579 790303 1488654 2042 1490696
Changes in equity for 2017:
Profit for the year - - - - - - - - 14808 14808 (96) nm
Other comprehensive income - - - - - - - 132155 - 132155 189 132344
Total comprehensive income
for the year - - - - - - - 132165 14808 246963 93 247056
Dividends approved in respect
of the previous year 2b) - - - - - - - - (26,306) (26,306) (741) (27.047)
Cancellation of options 9 - - - - - - (8452 - 8452 - - -
Equity settled share-based
transaction 19 - - - - - - 13720 - - 13720 - 13720
Appropriation for surplus reserve - - - 3036 - - - - (3,038) - - -
Dividends declared in respect of
the current year 2b) - - - - - - - - (23150) (23150) - (23150)
Balance at 31 December 2017 105225 489,197 (1,116) 45118 287 7,905 13720 177874 861071 1,699,881 1394 1,701,275
Changes in equity for 2018:
Profitfor the year - - - - - - - - 85,328 85,328 (866) 84,462
Other comprehensive income - - - - - - - (81,003) - (81,003) 44 (80,959)
Total comprehensive income
for the year - - - - - - - (81,003) 85328 4325 (822) 3,503
Dividends approved in respect of
the previous year 2b) - - - - - - - - (16,836) (16,836) (1,287) (18,123)
Equity settled share-based
transaction 19 = = = = = = 10,976 = 4,704 15,680 = 15,680
Appropriation for surplus reserve = = = 4,993 = - = = (4,993) = = -
Dividends declared in respect of
the current year 2b) - - - - - - - - (9,470) (9,470) - (9,470)
Balance at 31 December 2018 105225 489,197 (1,116) 50,711 287 7905 24,696 96,871 919,804 1,693,580 (15) 1,692,865

Note: The Group has initially applied HKFRS 15 and HKFRS 9 at 1January 2018. Under the transitions method chosen, comparative information is not

restated. See note 1(c).

The notes on pages 96 to 156 form part of these financial statements.
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CONSOLIDATED CASH FLOW STATEMENT

For the year ended 31 December 2018 (Expressed in Hong Kong dollars)

2018
HKS'000
Operating activities
Cash generated from operations 16(b) 201,941 202,523
Income tax paid 20(a) (21,507) (22,397)
Net cash generated from operating activities 180,434 180,126

Investing activities

Interest received 6,601 4,383
Payment for purchase of property, plant and equipment (106,922) (187,232)
Payment for purchase of share in an associate - (9,779)
Proceeds from disposal of property, plant and equipment 1,777 6,792
Net cash used in investing activities (98,544) (185,836)

Financing activities

Interest paid 16(c) (16,587) (14,088)
Proceeds from new bank loans 16(c) 240,664 296,978
Repayment of bank loans 16(c) (308,213) (325,572)
Dividends paid to equity shareholder of the Company 21(b) (26,306) (49,456)
Dividends paid to non-controlling shareholders (1,287) (741)
_Netcashusedinfinancing activites | (m729) (92879)
Net decrease in cash and cash equivalents (29,839) (98,589)
Cash and cash equivalents at1January 16(a) 913,434 961,592
Effect of foreign exchange rate changes (43,414) 50,431
Cash and cash equivalents at 31 December 16(a) 840,181 913,434

Note: The Group has initially applied HKFRS 15 and HKFRS 9 at 1January 2018. Under the transition methods chosen, comparative information is not
restated. See note 1(c).

The notes on pages 96 to 156 form part of these financial statements.
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NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars unless otherwise indicated)

1 SIGNIFICANT ACCOUNTING POLICIES

(a) Statement of compliance

These financial statements have been prepared in accordance with all applicable Hong Kong Financial
Reporting Standards (HKFRSs), which collective term includes all applicable individual Hong Kong
Financial Reporting Standards, Hong Kong Accounting Standards (HKASs) and Interpretations issued by
the Hong Kong Institute of Certified Public Accountants (HKICPA), accounting principles generally
accepted in Hong Kong and the requirements of the Hong Kong Companies Ordinance. These financial
statements also comply with the applicable disclosure provisions of the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited. Significant accounting policies adopted by the
Group are disclosed below.

The HKICPA has issued certain new and revised HKFRSs that are first effective or available for early
adoption for the current accounting period of the Group. Note 1(c) provides information on any changes in
accounting policies resulting from initial application of these developments to the extent that they are
relevant to the Group for the current and prior accounting periods reflected in these financial statements.

(b) Basis of preparation of the financial statements

The consolidated financial statements for the year ended 31 December 2018 comprise the
Company and its subsidiaries (together referred to as the “Group”) and the Group’s interest in
associates

The measurement basis used in the preparation of the financial statements is the historical cost.

The preparation of financial statements in conformity with HKFRSs requires management to make
judgements, estimates and assumptions that affect the application of policies and reported amounts of
assets, liabilities, income and expenses. The estimates and associated assumptions are based on
historical experience and various other factors that are believed to be reasonable under the
circumstances, the results of which form the basis of making the judgements about carrying values of
assets and liabilities that are not readily apparent from other sources. Actual results may differ from these
estimates.

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

Judgements made by management in the application of HKFRSs that have significant effect on the
financial statements and major sources of estimation uncertainty are discussed in note 2.
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NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars unless otherwise indicated)

1

SIGNIFICANT ACCOUNTING POLICIES (Continued)

(c)

Changesin accounting policies

The HKICPA has issued a number of new HKFRSs and amendments to HKFRSs that are first effective for
the current accounting period of the Group. Of these, the following developments are relevant to the
Group's financial statements:

(i)

)

(i)

HKFRS 9, Financial instruments
HKFRS 15, Revenue from contracts with customers

HK(IFRIC) 22, Foreign currency transactions and advance consideration

The Group has not applied any new standard or interpretation that is not yet effective for the current
accounting period, except for the amendments to HKFRS 9, Prepayment features with negative
compensation which have been adopted at the same time as HKFRS 9.

U

HKFRS 9, Financial instruments, including the amendments to HKFRS 9, Prepayment
features with negative compensation

HKFRS 9 replaces HKAS 39, Financial instruments: recognition and measurement. It sets out the
requirements for recognising and measuring financial assets, financial liabilities and some contracts
to buy or sell non-financial items.

The Group has applied HKFRS 9 retrospectively to items that existed at 1January 2018 in accordance
with the transition requirements. The Group chose to recognise the cumulative effect of initial
application as an adjustment to the opening equity at 1January 2018. However, there is no impact of
transition to HKFRS 9 on retained earnings and reserves at1January 2018.

Further details of the nature and effect of the changes to previous accounting policies and the
transition approach are set out below:

a. Classification of financial assets and financial liabilities

HKFRS 9 categorises financial assets into three principal classification categories: measured at
amortised cost, at fair value through other comprehensive income (FVOCI) and at fair value
through profit or loss (FVPL). These supersede HKAS 39’s categories of held-to-maturity
investments, loans and receivables, available-for-sale financial assets and financial assets
measured at FVPL. The classification of financial assets under HKFRS 9 is based on the
business model under which the financial asset is managed and its contractual cash flow
characteristics. Under HKFRS 9, derivatives embedded in contracts where the host is a financial
asset in the scope of the standard are not separated from the host. Instead, the hybrid
instrument as a whole is assessed for classification.

The measurement categories for all financial liabilities remain the same. The carrying amounts

for all financial liabilities (including financial guarantee contracts) at 1 January 2018 have not
been impacted by the initial application of HKFRS 9.
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NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars unless otherwise indicated)

1

93

SIGNIFICANT ACCOUNTING POLICIES (Continued)

(c)

Changes in accounting policies (Continued)

U

HKFRS 9, Financial instruments, including the amendments to HKFRS 9, Prepayment
features with negative compensation (Continued)

b.

Credit losses

HKFRS 9 replaces the “incurred loss” model in HKAS 39 with the “expected credit loss” (ECL)
model. The ECL model requires an ongoing measurement of credit risk associated with a
financial asset and therefore recognises ECLs earlier than under the “incurred loss” accounting
model in HKAS 39.

The Group applies the new ECL model to the following items:

— financial assets measured at amortised cost (including cash and cash equivalents and
trade and other receivables); and

— leasereceivables.

For further details on the Group’s accounting policy for accounting for credit losses, see note

1))

Transition

Changes in accounting policies resulting from the adoption of HKFRS 9 have been applied
retrospectively, except as described below:

— Information relating to comparative periods has not been restated. Differences in the
carrying amounts of financial assets resulting from the adoption of HKFRS 9 are
recognised in retained earnings and reserves as at 1 January 2018. Accordingly, the
information presented for 2017 continues to be reported under HKAS 39 and thus may not
be comparable with the current period.

—  The following assessments have been made on the basis of the facts and circumstances
that existed at1January 2018 (the date of initial application of HKFRS 9 by the Group):

— the determination of the business model within which a financial asset is held; and

—  the designation of certain investments in equity instruments not held for trading to
be classified as at FVOCI (non-recycling).

— If, at the date of initial application, the assessment of whether there has been a significant
increase in credit risk since initial recognition would have involved undue cost or effort, a
lifetime ECL has been recognised for that financial instrument.
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NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars unless otherwise indicated)

1

SIGNIFICANT ACCOUNTING POLICIES (Continued)

(c)

Changes in accounting policies (Continued)

(i)

HKFRS 15, Revenue from contracts with customers

HKFRS 15 establishes a comprehensive framework for recognising revenue and some costs from
contracts with customers. HKFRS 15 replaces HKAS 18, Revenue, which covered revenue arising from
sale of goods and rendering of services, and HKAS 11, Construction contracts, which specified the
accounting for construction contracts.

HKFRS 15 also introduces additional qualitative and quantitative disclosure requirements which aim
to enable users of the financial statements to understand the nature, amount, timing and uncertainty
of revenue and cash flows arising from contracts with customers.

The Group has elected to use the cumulative effect transition method and has recognised the
cumulative effect of initial application as an adjustment to the opening balance of equity at1January
2018. However, there is no impact of transition to HKFRS 15 on retained earnings and reserves at 1
January 2018.

Further details of the nature and effect of the changes on previous accounting policies are set out
below:

a.  Timing of revenue recognition

Previously, revenue from sale of goods was generally recognised at a point in time when the
risks and rewards of ownership of the goods had passed to the customers.

Under HKFRS 15, revenue is recognised when the customer obtains control of the promised
good or service in the contract. This may be at a single point in time or over time. HKFRS 15
identifies the following three situations in which control of the promised good or service is
regarded as being transferred over time:

A.  When the customer simultaneously receives and consumes the benefits provided by the
entity’s performance, as the entity performs;

B.  When the entity’s performance creates or enhances an asset (for example work in
progress) that the customer controls as the asset is created or enhanced;

C. When the entity's performance does not create an asset with an alternative use to the
entity and the entity has an enforceable right to payment for performance completed to
date.

If the contract terms and the entity’s activities do not fall into any of these 3 situations, then
under HKFRS 15 the entity recognises revenue for the sale of that good or service at a single
pointin time, being when control has passed. Transfer of risks and rewards of ownership is only
one of the indicators that is considered in determining when the transfer of control occurs.

The adoption of HKFRS 15 does not have a significant impact on when the Group recognises
revenue from sales of products.
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NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars unless otherwise indicated)

1

100

SIGNIFICANT ACCOUNTING POLICIES (Continued)

(c)

Changes in accounting policies (Continued)

(i)

HKFRS 15, Revenue from contracts with customers (Continued)

b.

Significant financing component

HKFRS 15 requires an entity to adjust the transaction price for the time value of money when a
contract contains a significant financing component, regardless of whether the payments from
customers are received significantly in advance of revenue recognition or significantly
deferred.

Previously, the Group only applied such a policy when payments were significantly deferred,
which was not common in the Group'’s arrangements with its customers. The Group did not
apply such a policy when payments were received in advance.

It is not common for the Group to receive payments significantly in advance of revenue
recognition in the Group'’s arrangements with its customers.

The adoption of HKFRS 15 does not have a significant impact on when the Group recognises
financing component from sale of goods and this change in accounting policy had no material
impact on opening balances as at1January 2018.

Presentation of contract assets and liabilities

Under HKFRS 15, a receivable is recognised only if the Group has an unconditional right to
consideration. If the Group recognises the related revenue (see note 1(j)) before being
unconditionally entitled to the consideration for the promised goods and services in the
contract, then the entitlement to consideration is classified as a contract asset. Similarly, a
contract liability, rather than a payable, is recognised when a customer pays consideration, or
is contractually required to pay consideration and the amount is already due, before the Group
recognises the related revenue. For a single contract with the customer, either a net contract
asset or a net contract liability is presented. For multiple contracts, contract assets and
contract liabilities of unrelated contracts are not presented on a net basis.

The adoption of HKFRS 15 does not have a significant impact on presentation of contract assets
and liabilities and this change in accounting policy had no material impact on opening
balances as at1January 2018.
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NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars unless otherwise indicated)

1

SIGNIFICANT ACCOUNTING POLICIES (Continued)

(c)

Changes in accounting policies (Continued)
(iii) HK(IFRIC) 22, Foreign currency transactions and advance consideration

This interpretation provides guidance on determining “the date of the transaction” for the purpose of
determining the exchange rate to use on initial recognition of the related asset, expense or income
(or part of it) arising from a transaction in which an entity receives or pays advance consideration in a
foreign currency.

The Interpretation clarifies that “the date of the transaction” is the date on initial recognition of the
non-monetary asset or liability arising from the payment or receipt of advance consideration. If there
are multiple payments or receipts in advance of recognising the related item, the date of the
transaction for each payment or receipt should be determined in this way. The adoption of HK(IFRIC)
22 does not have any material impact on the financial position and the financial result of the Group.

(d) Subsidiaries and non-controlling interests

Subsidiaries are entities controlled by the Group. The Group controls an entity when it is exposed, 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. When assessing whether the Group has power, only substantive rights
(held by the Group and other parties) are considered.

An investment in a subsidiary is consolidated into the consolidated financial statements from the date
that control commences until the date that control ceases. Intra-group balances, transactions and cash
flows and any unrealised profits arising from intra-group transactions are eliminated in full in preparing
the consolidated financial statements. Unrealised losses resulting from intra-group transactions are
eliminated in the same way as unrealised gains but only to the extent that there is no evidence of
impairment.

Non-controlling interests represent the equity in a subsidiary not attributable directly or indirectly to the
Company, and in respect of which the Group has not agreed any additional terms with the holders of those
interests which would result in the Group as a whole having a contractual obligation in respect of those
interests that meets the definition of a financial liability. For each business combination, the Group can
elect to measure any non-controlling interests either at fair value or at the non-controlling interests’
proportionate share of the subsidiary’s netidentifiable assets.

Non-controlling interests are presented in the consolidated statement of financial position within equity,
separately from equity attributable to the equity shareholders of the Company. Non-controlling interests in
the results of the Group are presented on the face of the consolidated statement of profit or loss and the
consolidated statement of profit or loss and other comprehensive income as an allocation of the total
profit or loss and total comprehensive income for the year between non-controlling interests and the
equity shareholders of the Company.
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NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars unless otherwise indicated)

1

102

SIGNIFICANT ACCOUNTING POLICIES (Continued)
(d) Subsidiaries and non-controlling interests (Continued)

(e)

Changes in the Group’s interests in a subsidiary that do not result in a loss of control are accounted for as
equity transactions, whereby adjustments are made to the amounts of controlling and non-controlling
interests within consolidated equity to reflect the change in relative interests.

When the Group loses control of a subsidiary, it is accounted for as a disposal of the entire interest in that
subsidiary, with a resulting gain or loss being recognised in profit or loss.

In the Company’s statement of financial position, an investment in a subsidiary is stated at cost less
impairment losses (see note 1(h)(ii)).

Associates

An associate is an entity in which the Group or Company has significant influence, but not control or joint
control, over its management, including participation in the financial and operating policy decisions.

An investment in an associate is accounted for in the consolidated financial statements under the equity
method, unless itis reclassified as held for sale (or included in a disposal group that is classified as held for
sale). Under the equity method, the investment is initially recorded at cost, adjusted for any excess of the
Group's share of the acquisition-date fair values of the investee's identifiable net assets over the cost of
the investment (if any). The cost of the investment includes purchase price, other costs directly attributable
to the acquisition of the investment, and any direct investment into the associate that forms part of the
Group's equity investment. Thereafter, the investment is adjusted for the post acquisition change in the
Group's share of the investee's net assets and any impairment loss relating to the investment (see notes
1(h)(ii)). Any acquisition-date excess over cost, the Group's share of the post-acquisition, post-tax results of
the investees and any impairment losses for the year are recognised in the consolidated statement of
profit or loss, whereas the Group's share of the post-acquisition post-tax items of the investees’ other
comprehensive income is recognised in the consolidated statement of profit or loss and other
comprehensive income.
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NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars unless otherwise indicated)

1 SIGNIFICANT ACCOUNTING POLICIES (Continued)
(f) Property, plant and equipment

The following property held for own use are stated at their revalued amount, being their fair value at the
date of the revaluation less any subsequent accumulated depreciation:

—  freehold land and buildings.

Revaluations are performed with sufficient regularity to ensure that the carrying amount of these
assets does not differ materially from that which would be determined using fair values at the end of
reporting period.

The following items of property, plant and equipment are stated at cost less accumulated depreciation
and impairment losses (see note 1(h)(ii)):

—  buildings held for own use which are situated on leasehold land classified as held under operating
leases (see note 1(g)); and

—  otheritems of plant and equipment.

The cost of self-constructed items of property, plant and equipment includes the cost of materials, direct
labour, the initial estimate, where relevant, of the costs of dismantling and removing the items and
restoring the site on which they are located, and an appropriate proportion of production overheads and
borrowing costs (see note 1(s)).

Gains or losses arising from the retirement or disposal of an item of property, plant and equipment are
determined as the difference between the net disposal proceeds and the carrying amount of the item and
are recognised in profit or loss on the date of retirement or disposal. Any related revaluation surplus is
transferred from the revaluation reserve to retained profits and is not reclassified to profit or loss.
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NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars unless otherwise indicated)

1

104

SIGNIFICANT ACCOUNTING POLICIES (Continued)

(f)

(9)

Property, plant and equipment (Continued)

Depreciation is calculated to write off the cost or valuation of items of property, plant and equipment, less
their estimated residual value, if any, using the straight line method over their estimated useful lives as
follows:

—  Freehold land is not depreciated.

—  Buildings situated on freehold land are depreciated over their estimated useful life, being no more
than 50 years after the date of completion.

—  Buildings situated on leasehold land are depreciated over the shorter of the unexpired term of lease
and their estimated useful lives, being no more than 50 years after the date of completion.

— Leasehold improvements are depreciated over the shorter of the unexpired term of lease and their
estimated useful lives, being 5 to 10 years after the date of completion.

—  Plantand machinery 10 years
—  Furniture and fixtures 5years
—  Motor vehicles 5years

Where parts of an item of property, plant and equipment have different useful lives, the cost or valuation of
the item is allocated on a reasonable basis between the parts and each part is depreciated separately.
Both the useful life of an asset and its residual value, if any, are reviewed annually.

Operating leases

Where the Group has the use of assets held under operating leases, payments made under the leases are
charged to profit or loss in equal instalments over the accounting periods covered by the lease term,
except where an alternative basis is more representative of the pattern of benefits to be derived from the
leased asset. Lease incentives received are recognised in profit or loss as an integral part of the aggregate
net lease payments made. Contingent rentals are charged to profit or loss in the accounting period in
which they are incurred. The cost of acquiring land held under an operating lease is amortised on a
straight-line basis over the period of the lease term.
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NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars unless otherwise indicated)

1

SIGNIFICANT ACCOUNTING POLICIES (Continued)
(h) Creditlosses and impairment of assets

U

Credit losses from financial instruments and lease receivables

A)

Policy applicable from 1January 2018
The Group recognises a loss allowance for expected credit losses (ECLs) on the following items:

— financial assets measured at amortised cost (including cash and cash equivalents, trade
and other receivables and loans to associates); and

— leasereceivables.

Financial assets measured at fair value, including units in bond funds, equity securities
measured at FVPL, equity securities designated at FVOCI (non-recycling) and derivative
financial assets, are not subject to the ECL assessment.

Measurement of ECLs

ECLs are a probability-weighted estimate of credit losses. Credit losses are measured as the
present value of all expected cash shortfalls (i.e. the difference between the cash flows due to
the Group in accordance with the contract and the cash flows that the Group expects to
receive).

The maximum period considered when estimating ECLs is the maximum contractual period
over which the Group is exposed to credit risk.

In measuring ECLs, the Group takes into account reasonable and supportable information that
is available without undue cost or effort. This includes information about past events, current
conditions and forecasts of future economic conditions.

ECLs are measured on either of the following bases:

— 12-month ECLs: these are losses that are expected to result from possible default events
within the 12 months after the reporting date; and

— lifetime ECLs: these are losses that are expected to result from all possible default events
over the expected lives of the items to which the ECL model applies.

Loss allowances for trade receivables and lease receivables are always measured at an
amount equal to lifetime ECLs. ECLs on these financial assets are estimated using a provision
matrix based on the Group'’s historical credit loss experience, adjusted for factors that are
specific to the debtors and an assessment of both the current and forecast general economic
conditions at the reporting date.

For all other financial instruments (including loan commitments issued), the Group recognises
a loss allowance equal to 12-month ECLs unless there has been a significant increase in credit
risk of the financial instrument since initial recognition, in which case the loss allowance is
measured at an amount equal to lifetime ECLs.
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NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars unless otherwise indicated)

1

106

SIGNIFICANT ACCOUNTING POLICIES (Continued)
(h) Creditlosses and impairment of assets (Continued)

U

Credit losses from financial instruments and lease receivables (Continued)

(A)

Policy applicable from 1January 2018 (Continued)

Significant increases in credit risk

In assessing whether the credit risk of a financial instrument (including a loan commitment)
has increased significantly since initial recognition, the Group compares the risk of default
occurring on the financial instrument assessed at the reporting date with that assessed at the
date of initial recognition. In making this reassessment, the Group considers that a default
event occurs when (i) the borrower is unlikely to pay its credit obligations to the Group in full,
without recourse by the Group to actions such as realising security (if any is held); or (ii) the
financial asset is 90 days past due. The Group considers both quantitative and qualitative
information that is reasonable and supportable, including historical experience and forward-
looking information that is available without undue cost or effort.

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

— failure to make payments of principal or interest on their contractually due dates;

— an actual or expected significant deterioration in a financial instrument's external or
internal credit rating (if available);

— anactual or expected significant deterioration in the operating results of the debtor; and

—  existing or forecast changes in the technological, market, economic or legal environment
that have a significant adverse effect on the debtor’s ability to meet its obligation to the
Group.

Depending on the nature of the financial instruments, the assessment of a significant increase
in credit risk is performed on either an individual basis or a collective basis. When the
assessment is performed on a collective basis, the financial instruments are grouped based on
shared credit risk characteristics, such as past due status and credit risk ratings.

ECLs are remeasured at each reporting date to reflect changes in the financial instrument’s
credit risk since initial recognition. Any change in the ECL amount is recognised as an
impairment gain or loss in profit or loss. The Group recognises an impairment gain or loss for all
financial instruments with a corresponding adjustment to their carrying amount through a loss
allowance account, except for investments in debt securities that are measured at FVOCI
(recycling), for which the loss allowance is recognised in other comprehensive income and
accumulated in the fair value reserve (recycling).
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NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars unless otherwise indicated)

1 SIGNIFICANT ACCOUNTING POLICIES (Continued)
(h) Creditlosses and impairment of assets (Continued)

(i) Creditlossesfrom financial instruments and lease receivables (Continued)
(A)  Policy applicable from 1January 2018 (Continued)

Significant increases in credit risk (Continued)

At each reporting date, the Group assesses whether a financial asset is credit-impaired. A
financial asset is credit-impaired when one or more events that have a detrimental impact on
the estimated future cash flows of the financial asset have occurred.

Evidence that a financial asset is credit-impaired includes the following observable events:
— significant financial difficulties of the debtor;
— abreach of contract, such as a default or delinquency in interest or principal payments;

— it becoming probable that the borrower will enter into bankruptcy or other financial
reorganisation;

— significant changes in the technological, market, economic or legal environment that
have an adverse effect on the debtor; or

— thedisappearance of an active market for a security because of financial difficulties of the
issuer.

Write-off policy
The gross carrying amount of a financial asset or lease receivable is written off (either partially

or in full) to the extent that there is no realistic prospect of recovery. This is generally the case
when the Group determines that the debtor does not have assets or sources of income that
could generate sufficient cash flows to repay the amounts subject to the write-off.

Subsequent recoveries of an asset that was previously written off are recognised as a reversal
of impairment in profit or loss in the period in which the recovery occurs.
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1

108

SIGNIFICANT ACCOUNTING POLICIES (Continued)
(h) Creditlosses and impairment of assets (Continued)

U

Credit losses from financial instruments and lease receivables (Continued)

(B)

Policy applicable prior to 1January 2018

Prior to 1January 2018, an “incurred loss” model was used to measure impairment losses on
financial assets not classified as at FVPL (e.g. trade and other receivables). Under the “incurred
loss” model, an impairment loss was recognised only when there was objective evidence of
impairment. Objective evidence of impairment included:

significant financial difficulties of the debtor;
a breach of contract, such as a default or delinquency in interest or principal payments;

it becoming probable that the debtor will enter bankruptcy or other financial
reorganisation;

significant changes in the technological, market, economic or legal environment that
have an adverse effect on the debtor; and

a significant or prolonged decline in the fair value of an investmentin an equity instrument
below its cost.

If any such evidence existed, an impairment loss was determined and recognised as follows:

For trade and other receivables and other financial assets carried at amortised cost,
impairment loss was measured as the difference between the asset's carrying amount
and the present value of estimated future cash flows, discounted at the financial asset's
original effective interest rate, where the effect of discounting was material. This
assessment was made collectively where these financial assets shared similar risk
characteristics, such as similar past due status, and had not been individually assessed
as impaired. Future cash flows for financial assets which were assessed for impairment
collectively were based on historical loss experience for assets with credit risk
characteristics similar to the collective group.

If in a subsequent period the amount of an impairment loss decreased and the decrease
could be linked objectively to an event occurring after the impairment loss was
recognised, the impairment loss was reversed through profit or loss. A reversal of an
impairment loss was only recognised to the extent that it did not result in the asset’s
carrying amount exceeding that which would have been determined had no impairment
loss been recognised in prior years.

When the recovery of a trade debtor or other financial assets carried at amortised cost
was considered doubtful but not remote, associated impairment losses were recorded
using an allowance account. When the Group was satisfied that recovery was remote, the
amount considered irrecoverable was written off against the gross carrying amount of
those assets directly. Subsequent recoveries of amounts previously charged to the
allowance account were reversed against the allowance account. Other changes in the
allowance account and subsequent recoveries of amounts previously written off directly
were recognised in profit or loss.
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1

SIGNIFICANT ACCOUNTING POLICIES (Continued)
(h) Creditlosses and impairment of assets (Continued)

(i)

Impairment of other non-current assets

Internal and external sources of information are reviewed at the end of each reporting period to
identify indications that the following assets may be impaired or an impairment loss previously
recognised no longer exists or may have decreased:

property, plant and equipment (other than properties carried at revalued amounts);
pre-paid interests in leasehold land classified as being held under an operating lease; and

investments in subsidiaries and associates in the Company's statement of financial position.

If any such indication exists, the asset’s recoverable amount is estimated.

Calculation of recoverable amount

The recoverable amount of an asset is the greater of its fair value less costs of disposal and
value in use. In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects current market assessments of the
time value of money and the risks specific to the asset. Where an asset does not generate cash
inflows largely independent of those from other assets, the recoverable amount is determined
for the smallest group of assets that generates cash inflows independently (i.e. a cash-
generating unit).

Recognition of impairment losses

An impairment loss is recognised in profit or loss if the carrying amount of an asset, or the
cash-generating unit to which it belongs, exceeds its recoverable amount. Impairment losses
recognised in respect of cash-generating units are allocated to reduce the carrying amount of
the other assets in the unit (or group of units) on a pro rata basis, except that the carrying value
of an asset will not be reduced below its individual fair value less costs of disposal (if
measurable) or value in use (if determinable).

Reversals of impairment losses

An impairment loss is reversed if there has been a favourable change in the estimates used to
determine the recoverable amount.

Areversal of an impairment loss is limited to the asset’s carrying amount that would have been

determined had no impairment loss been recognised in prior years. Reversals of impairment
losses are credited to profit or loss in the year in which the reversals are recognised.
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(Expressed in Hong Kong dollars unless otherwise indicated)

1 SIGNIFICANT ACCOUNTING POLICIES (Continued)

(h) Creditlosses and impairment of assets (Continued)
(iii) Interim financial reporting and impairment
Under the Rules Governing the Listing of Securities on the Stock Exchange of Hong Kong Limited, the
Group is required to prepare an interim financial report in compliance with HKAS 34, Interim financial
reporting, in respect of the first six months of the financial year. At the end of the interim period, the
Group applies the same impairment testing, recognition, and reversal criteria as it would at the end
of the financial year (see notes 1(h)(i)).

() Inventories

Inventories are assets which are held for sale in the ordinary course of business, in the process of
production for such sale or in the form of materials or supplies to be consumed in the production process
or in the rendering of services.

Inventories are carried at the lower of cost and net realisable value. Cost is calculated using the weighted
average cost formula and comprises all costs of purchase, costs of conversion and other costs incurred in
bringing the inventories to their present location and condition.

Net realisable value is the estimated selling price in the ordinary course of business less the estimated
costs of completion and the estimated costs necessary to make the sale.

When inventories are sold, the carrying amount of those inventories is recognised as an expense in the
period in which the related revenue is recognised. The amount of any write-down of inventories to net
realisable value and all losses of inventories are recognised as an expense in the period the write-down or
loss occurs.

The amount of any reversal of any write-down of inventories is recognised as a reduction in the amount of
inventories recognised as an expense in the period in which the reversal occurs.

(j); Trade and other receivables

A receivable is recognised when the Group has an unconditional right to receive consideration. A right to
receive consideration is unconditional if only the passage of time is required before payment of that
consideration is due.

Receivables are stated at amortised cost using the effective interest method less allowance for credit
losses (see note 1(h)(i)).

(k) Cash and cash equivalents

Cash and cash equivalents comprise cash at bank and on hand, demand deposits with banks and other
financial institutions, and short-term, highly liquid investments that are readily convertible into known
amounts of cash and which are subject to an insignificant risk of changes in value, having been within
three months of maturity at acquisition. Cash and cash equivalents are assessed for expected credit
losses (ECL) in accordance with the policy set out in note 1(h)(i).
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1

SIGNIFICANT ACCOUNTING POLICIES (Continued)

()

(m)

(n)

Trade and other payables

Trade and other payables are initially recognised at fair value and are subsequently stated at amortised
cost unless the effect of discounting would be immaterial, in which case they are stated at cost.

Interest-bearing borrowings

Interest-bearing borrowings are measured initially at fair value less transaction costs. Subsequent to initial
recognition, interest-bearing borrowings are stated at amortised cost using the effective interest method.
Interest expense is recognised in accordance with the Group’s accounting policy for borrowing costs (see
note 1(s)).

Employee benefits

U

(i)

(i)

Short-term employee benefits

Salaries, annual bonuses, paid annual leave, contributions to defined contribution retirement plans
and the cost of non-monetary benefits are accrued in the year in which the associated services are
rendered by employees. Where payment or settlement is deferred and the effect would be material,
these amounts are stated at their present values.

Share-based payments

The fair value of share options granted to employees is recognised as an employee cost with a
corresponding increase in a capital reserve within equity. The fair value is measured at grant date
using the binomial lattice model, taking into account the terms and conditions upon which the
options were granted. Where the employees have to meet vesting conditions before becoming
unconditionally entitled to the options, the total estimated fair value of the options is spread over the
vesting period, taking into account the probability that the options will vest.

During the vesting period, the number of share options that is expected to vest is reviewed. Any
resulting adjustment to the cumulative fair value recognised in prior years is charged/credited to the
profit or loss for the year of the review, unless the original employee expenses qualify for recognition
as an asset, with a corresponding adjustment to the capital reserve. On vesting date, the amount
recognised as an expense is adjusted to reflect the actual number of options that vest (with a
corresponding adjustment to the capital reserve) except where forfeiture is only due to not achieving
vesting conditions that relate to the market price of the Company's shares. The equity amount is
recognised in the capital reserve until either the option is exercised (whenitis included in the amount
recognised in share capital for the shares issued) or the option expires (when it is released directly to
retained profits).

Termination benefits

Termination benefits are recognised at the earlier of when the Group can no longer withdraw the
offer of those benefits and when it recognises restructuring costs involving the payment of
termination benefits.
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(Expressed in Hong Kong dollars unless otherwise indicated)

1 SIGNIFICANT ACCOUNTING POLICIES (Continued)

(0) Income tax

Income tax for the year comprises current tax and movements in deferred tax assets and liabilities.
Current tax and movements in deferred tax assets and liabilities are recognised in profit or loss except to
the extent that they relate to items recognised in other comprehensive income or directly in equity, in
which case the relevant amounts of tax are recognised in other comprehensive income or directly in
equity, respectively.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or
substantively enacted at the end of the reporting period, and any adjustment to tax payable in respect of
previous years.

Deferred tax assets and liabilities arise from deductible and taxable temporary differences respectively,
being the differences between the carrying amounts of assets and liabilities for financial reporting
purposes and their tax bases. Deferred tax assets also arise from unused tax losses and unused tax
credits.

Apart from certain limited exceptions, all deferred tax liabilities, and all deferred tax assets to the extent
that it is probable that future taxable profits will be available against which the asset can be utilised, are
recognised. Future taxable profits that may support the recognition of deferred tax assets arising from
deductible temporary differences include those that will arise from the reversal of existing taxable
temporary differences, provided those differences relate to the same taxation authority and the same
taxable entity, and are expected to reverse either in the same period as the expected reversal of the
deductible temporary difference or in periods into which a tax loss arising from the deferred tax asset can
be carried back or forward. The same criteria are adopted when determining whether existing taxable
temporary differences support the recognition of deferred tax assets arising from unused tax losses and
credits, that is, those differences are taken into account if they relate to the same taxation authority and
the same taxable entity, and are expected to reverse in a period, or periods, in which the tax loss or credit
can be utilised.

The limited exceptions to recognition of deferred tax assets and liabilities are those temporary differences
arising from goodwill not deductible for tax purposes, the initial recognition of assets or liabilities that
affect neither accounting nor taxable profit (provided they are not part of a business combination), and
temporary differences relating to investments in subsidiaries to the extent that, in the case of taxable
differences, the Group controls the timing of the reversal and it is probable that the differences will not
reverse in the foreseeable future, or in the case of deductible differences, unless it is probable that they
will reverse in the future.

The amount of deferred tax recognised is measured based on the expected manner of realisation or

settlement of the carrying amount of the assets and liabilities, using tax rates enacted or substantively
enacted at the end of the reporting period. Deferred tax assets and liabilities are not discounted.
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1

SIGNIFICANT ACCOUNTING POLICIES (Continued)

(o)

(p)

Income tax (Continued)

The carrying amount of a deferred tax asset is reviewed at the end of each reporting period and is reduced
to the extent that it is no longer probable that sufficient taxable profits will be available to allow the related
tax benefit to be utilised. Any such reduction is reversed to the extent that it becomes probable that
sufficient taxable profits will be available.

Current tax balances and deferred tax balances, and movements therein, are presented separately from
each other and are not offset. Current tax assets are offset against current tax liabilities, and deferred tax
assets against deferred tax liabilities, if the Company or the Group has the legally enforceable right to set
off current tax assets against current tax liabilities and the following additional conditions are met:

— inthe case of current tax assets and liabilities, the Company or the Group intends either to settle on a
net basis, or to realise the asset and settle the liability simultaneously; or

— in the case of deferred tax assets and liabilities, if they relate to income taxes levied by the same
taxation authority on either:

— the same taxable entity; or

— different taxable entities, which, in each future period in which significant amounts of deferred
tax liabilities or assets are expected to be settled or recovered, intend to realise the current tax
assets and settle the current tax liabilities on a net basis or realise and settle simultaneously.

Provisions and contingent liabilities

Provisions are recognised when the Group has a legal or constructive obligation arising as a result of a
past event, itis probable that an outflow of economic benefits will be required to settle the obligation and a
reliable estimate can be made. Where the time value of money is material, provisions are stated at the
present value of the expenditure expected to settle the obligation.

Where it is not probable that an outflow of economic benefits will be required, or the amount cannot be
estimated reliably, the obligation is disclosed as a contingent liability, unless the probability of outflow of
economic benefits is remote. Possible obligations, whose existence will only be confirmed by the
occurrence or non-occurrence of one or more future events are also disclosed as contingent liabilities
unless the probability of outflow of economic benefits is remote.
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1

n4

SIGNIFICANT ACCOUNTING POLICIES (Continued)
(g) Revenue and otherincome

Income is classified by the Group as revenue when it arises from the sale of goods, the provision of
services or the use by others of the Group’s assets under leases in the ordinary course of the Group’s
business.

Revenue is recognised when control over a product or service is transferred to the customer, or the lessee
has the right to use the asset, at the amount of promised consideration to which the Group is expected to
be entitled, excluding those amounts collected on behalf of third parties. Revenue excludes value added
tax or other sales taxes and is after deduction of any trade discounts. No adjustment was made to the
opening balance as at1January 2018 due to the adoption of HKFRS 15 has no impact on the Group.

Further details of the Group’s revenue and other income recognition policies are as follows:

U

(i)

(iif)

(iv)

Sale of goods

Revenue from sales of precision component products was recognised when the products were
delivered to the customers’ premises, which was taken to be the point in time when the customer
had accepted the goods, irrespective of whether the products had been made-to-order or were
standardised.

Rental income from operating leases

Rental income receivable under operating leases is recognised in profit or loss in equal instalments
over the periods covered by the lease term, except where an alternative basis is more representative
of the pattern of benefits to be derived from the use of the leased asset. Lease incentives granted are
recognised in profit or loss as an integral part of the aggregate net lease payments receivable.

Dividends

Dividend income from unlisted investments is recognised when the shareholder’s right to receive
payment is established.

Interestincome

Interest income is recognised as it accrues using the effective interest method.
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1

SIGNIFICANT ACCOUNTING POLICIES (Continued)

(r)

(s)

Translation of foreign currencies

Foreign currency transactions during the year are translated at the foreign exchange rates ruling at the
transaction dates. Monetary assets and liabilities denominated in foreign currencies are translated at the
foreign exchange rates ruling at the end of the reporting period. Exchange gains and losses are
recognised in profit or loss.

Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign currency are
translated using the foreign exchange rates ruling at the transaction dates. The transaction date is the
date on which the Company initially recognises such non-monetary assets or liabilities. Non-monetary
assets and liabilities denominated in foreign currencies that are stated at fair value are translated using
the foreign exchange rates ruling at the dates the fair value was measured.

The results of foreign operations are translated into Hong Kong dollars at the exchange rates
approximating the foreign exchange rates ruling at the dates of the transactions. Statement of financial
position items, are translated into Hong Kong dollars at the closing foreign exchange rates at the end of
the reporting period. The resulting exchange differences are recognised in other comprehensive income
and accumulated separately in equity in the exchange reserve.

Borrowing costs

Borrowing costs that are directly attributable to the acquisition, construction or production of an asset
which necessarily takes a substantial period of time to get ready for its intended use or sale are capitalised
as part of the cost of that asset. Other borrowing costs are expensed in the period in which they are
incurred.

The capitalisation of borrowing costs as part of the cost of a qualifying asset commences when
expenditure for the asset is being incurred, borrowing costs are being incurred and activities that are
necessary to prepare the asset for its intended use or sale are in progress. Capitalisation of borrowing
costs is suspended or ceases when substantially all the activities necessary to prepare the qualifying
asset for its intended use or sale are interrupted or complete.
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1

16

SIGNIFICANT ACCOUNTING POLICIES (Continued)
(t) Related parties

(a)

A person, or a close member of that person’s family, is related to the Group if that person:

(i
(it

(i)

has control or joint control over the Group;
has significant influence over the Group; or

is a member of the key management personnel of the Group or the Group's parent.

An entity is related to the Group if any of the following conditions applies:

(i

(it

(i)

(iv)

V)

(i)

The entity and the Group are members of the same group (which means that each parent,
subsidiary and fellow subsidiary is related to the others).

One entity is an associate or joint venture of the other entity (or an associate or joint venture of
amember of a group of which the other entity is a member).

Both entities are joint ventures of the same third party.

One entity is a joint venture of a third entity and the other entity is an associate of the third
entity.

The entity is a post-employment benefit plan for the benefit of employees of either the Group or
an entity related to the Group.

The entity is controlled or jointly controlled by a person identified in (a).

A person identified in (a)(i) has significant influence over the entity or is a member of the key
management personnel of the entity (or of a parent of the entity).

The entity, or any member of a group of which it is a part, provides key management personnel
services to the Group or to the Group’s parent.

Close members of the family of a person are those family members who may be expected to influence, or
be influenced by, that person in their dealings with the entity.
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NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars unless otherwise indicated)

1 SIGNIFICANT ACCOUNTING POLICIES (Continued)

(u)

Segment reporting

Operating segments, and the amounts of each segment item reported in the financial statements, are
identified from the financial information provided regularly to the Group’s most senior executive
management for the purposes of allocating resources to, and assessing the performance of, the Group’s
various lines of business and geographical locations.

Individually material operating segments are not aggregated for financial reporting purposes unless the
segments have similar economic characteristics and are similar in respect of the nature of products and
services, the nature of production processes, the type or class of customers, the methods used to
distribute the products or provide the services, and the nature of the regulatory environment. Operating
segments which are notindividually material may be aggregated if they share a majority of these criteria.

2 ACCOUNTING JUDGEMENT AND ESTIMATES

Key sources of estimation uncertainty are as follows:

(a)

(b)

Depreciation

Property, plant and equipment are depreciated on a straight-line basis over the estimated useful lives,
after taking into account the estimated residual value.

The Group reviews annually the useful life of an asset and its residual value, if any. The depreciation
expense for future years is adjusted if there are significant changes from previous estimation.

Impairments

(i) Inconsidering the impairment losses that may be required for certain property, plant and equipment,
lease prepayments, non-current financial assets and prepayment for machinery, recoverable
amount of these assets needs to be determined. The recoverable amount is the greater of the net
selling price and the value in use. It is difficult to precisely estimate selling price because quoted
market prices for these assets may not be readily available. In determining the value in use, expected
cash flows generated by the asset are discounted to their present value, which requires significant
judgment relating to items such as level of revenue and amount of operating costs. The Group uses
all readily available information in determining an amount that is reasonable approximation of
recoverable amount, including estimates based on reasonable and supportable assumptions and
projections of items such as revenue and operating costs.
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(Expressed in Hong Kong dollars unless otherwise indicated)

2 ACCOUNTINGJUDGEMENT AND ESTIMATES (Continued)
(b) Impairments (Continued)

(i) Impairment losses for bad and doubtful debts are assessed and provided based on the directors’
regular review of aging analysis and evaluation of collectability. A considerable level of judgment is
exercised by the directors when assessing the credit worthiness and collection history of each
individual customer.

An increase or decrease in the above impairment losses would affect the net profit or loss in future
years.

(i)  Impairment losses for inventories are assessed and provided based on the directors’ regular review
of market price against inventories costs. A considerable level of judgment is exercised by the
directors when assessing the market price.

An increase or decrease in the above impairment losses would affect the net profit or loss in future
years.

3 REVENUEAND SEGMENT REPORTING

(a) Revenue

The principal activities of the Group are the manufacturing and sale of precision components products.
Further details regarding the Group's principal activities are disclosed in note 3(b).

() Disaggregation of revenue

Disaggregation of revenue from contracts with customers by major products or service lines is as

follows:

2018

HKS'000
Sales of automotive components 465,070 438,009
Sales of hydraulic equipment components 263,476 255,326
Sales of Hard Disk Driver ("HDD") components 165,964 179,018
Others 48,966 69,085
Total 943,476 941,438

Note: The group has initially applied HKFRS 15 using the cumulative effect method. Under this method, the comparative
information is not restated and was prepared in accordance with HKAS 18 and HKAS 11 (see note 1(c)(ii)).

The Group’s customer base is diversified and does not include any individual customer (2017: Nil) with
whom transactions have exceeded 10% of the Group’s revenue.
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NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars unless otherwise indicated)

3 REVENUEAND SEGMENT REPORTING (Continued)

(a) Revenue (Continued)

(ii) Asat31December 2018, there were no revenue expected to be recognised in the future arising from
contracts with customers in existence.

(b) Segmentreporting

The Group manages its businesses by divisions, which are organised by the geographical locations of the
customers. In a manner consistent with the way in which information is reported internally to the Group’s
most senior executive management for the purposes of resource allocation and performance
assessment, the Group has presented the following six reportable segments. No operating segments have
been aggregated to form the following reportable segments.

(@)  Thailand;

(b)  Malaysia;

(c)  Mainland China, Macau and Hong Kong;

(d)  North America;

(e) Europe;and

(f)  Other countries.

() Segmentresults, assets and liabilities
For the purposes of assessing segment performance and allocating resources between segments,
the Group's senior executive management monitors the results attributable to each reportable
segment on the following bases:

Revenue and expenses are allocated to the reportable segments with reference to sales generated
by those segments and the expenses incurred by those segments or which otherwise arise from the

depreciation or amortisation of assets attributable to those segments.

The measure used for reporting segment profit is gross profit. The Group's senior executive
management is provided with segment information concerning segment revenue and gross profit.
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(Expressed in Hong Kong dollars unless otherwise indicated)

3 REVENUE AND SEGMENT REPORTING (Continued)

(b) Segmentreporting (Continued)
() Segmentresults, assets and liabilities (Continued)

Information regarding the Group’s reportable segments as provided to the Group’s most senior
executive management for the purposes of resource allocation and assessment of segment
performance for the years ended 31 December 2018 and 2017 is set out below.

Mainland
China,

ELETEND North Other
Thailand  Malaysia HongKong  America Europe  countries Total
HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000

Revenue from external customers

recognised by pointin time 57,889 108,335 293,750 235,070 218,725 29,707 943,476
Inter-segment revenue 15,430 - - - - - 15,430
Reportable segment revenue 73,319 108,335 293,750 235,070 218,725 29,707 958,906
Reportable segment profit
Gross profit 17,842 33,390 90,537 72,451 67,413 9,156 290,789

Mainland
China,

Macau and North Other
Thailand Malaysia  Hong Kong America Europe  countries Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

Revenue from external customers

recognised by pointin time 58,161 120,328 259,332 275548 194,785 33284 941438
Inter-segment revenue 7999 - - - - - 7999
Reportable segment revenue 66,160 120,328 259,332 275548 194,785 33284 949,437
Reportable segment profit
Gross profit 20,007 4226 88,951 94789 67,006 1449 323428
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(Expressed in Hong Kong dollars unless otherwise indicated)

4 OTHERINCOME

2018 2017
HKS'000 HK$'000

Interestincome 6,601 4,383
Rental income 77 358
Others 1,879 2,276

8,557 7,017

5 PROFIT BEFORE TAXATION

Profit before taxation is arrived at after charging/(crediting):

2018 2017

(Note)
HKS'000 HK$'000

(a) Finance costs

Interest on bank loans (note 16(c)) 16,587 14,088
Financial arrangement fees 1,884 1,884
18,471 15,972

(b) Staffcosts (i)

Contributions to defined contribution retirement plan 12,263 10,584
Equity-settled share-based payment expenses 15,680 13,720
Salaries, wages and other benefits 241,177 184,232

269,120 208,536

ANNUAL REPORT 2018 121



NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars unless otherwise indicated)

5 PROFIT BEFORE TAXATION (Continued)

2018 2017

(Note)
HKS'000 HK$'000

(c) Otheritems

Cost of inventories (i) (Note 14) 646,391 612,146
Depreciation (note 10) 121,321 12,792
Amortisation of lease prepayments (Note Ti) 2,158 2,100
Operating lease charges 1,508 1,472
Net foreign exchange (gain)/loss (9,592) 20,074
Research and development costs (jii) 22,942 12,515
Auditor's remuneration

— audit services 1,800 2,400

— other services 699 901
Loss on disposal of items of property, plant and equipment 74 570
Impairment losses/(written back) on:

— investment in associate (Note 13) - 7,330

— trade receivables (Note 22(a)) 556 7

— other receivables (1,046) -

Note: The Group has initially applied HKFRS 15 and HKFRS 9 at 1January 2018. Under the transition methods chosen, comparative information is
not restated. See note 1(c).

()  The amount of staff costs includes HK$26,554,000 (2017: HK$24,831,000) relating to director’s
remuneration, which is disclosed in note 7.

(i)  Cost of inventories includes HK$278,006,000 (2017: HK$239,101,000) relating to staff costs and
depreciation, which amount is also included in the respective total amounts disclosed separately above or
in note 5(b) for each of these types of expenses.

(i)  Research and development costs includes HK$14,004,000 (2017: HK$6,200,000) relating to staff costs and

depreciation, which amount is also included in the respective total amounts disclosed separately above or
in note 5(b) for each of these types of expenses.
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6

INCOME TAXIN THE CONSOLIDATED STATEMENT OF PROFIT ORLOSS
(a) Taxationinthe consolidated statement of profit or loss represents:

2017
HK$'000

Current tax

Provision for currentincome tax 19,502 13,496

(Over)/under-provision in prior years (443) 2,901
19,059 16,487

Deferred tax

Origination and reversal of temporary differences (3,339) (1160)
15,720 15,327

(if)

(i)

(iv)

Pursuant to the rules and regulations of the Cayman Islands and the British Virgin Islands (the "BVI),
the Group is not subject to any income tax in the Cayman Islands and the BVI.

The provision for Hong Kong Profits Tax is calculated at 16.5% of the estimated assessable profits for
the year ended 31 December 2018 except that the first HK$2 million estimated assessable profits of
one of the subsidiaries of the Group in Hong Kong is calculated at 8.25% (2017:16.5%).

Pursuant to the income tax rules and regulations of the PRC, the PRC subsidiaries of the Group are
liable to PRC corporate income tax at a rate of 25% for 2018 (2017: 25%) except for Guangzhou Xin Hao
Precision Metal Products Company Limited (“Guangzhou Xinhao”) which was certified as "High and
New-Technology Enterprise” and entitled to the preferential income tax rate of 15% from 2018 (2017
25%).

Integrated Precision Engineering (Thailand) Company Limited (“IPE Thailand”), a subsidiary
incorporated in Thailand, is subject to income tax in Thailand at a rate of 20% (2017: 20%). IPE Thailand
has four production factories, namely Factory |, Factory Il (Phase 1), Factory Il (Phase 2) and Factory I,
Factory Il (Phase 1) enjoys exemptions from income tax granted by the Board of Investment, a
government authority in Thailand, for income generated for the respective periods of eight years
from 1 April 2011 to 31 March 2019 under Certificate Number 1666(1)/2553.

Under Decree-Law no. 58/99/M, companies in Macau incorporated under the said Decree-Law are
exempted from Macau complementary tax (Macau income tax), subject to the fulfilment of certain
conditions. IPE Macao Commercial Offshore Limited, a subsidiary of the Group in Macau, is
incorporated under the Decree-Law no. 58/99/M and should be qualified for the tax exemption.
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6 INCOMETAXIN THE CONSOLIDATED STATEMENT OF PROFIT ORLOSS (Continued)
(b) Reconciliation between tax expense and accounting profit at applicable tax rates:

p{ut:] 2017
HKS’000 HK$'000

Profit before taxation 100,182 130,039

Notional tax on profit before taxation, calculated at

the rates applicable to profits in the countries concerned 22,295 22,769
Effect of tax concessions for a subsidiary (18,334) (28,371)
Super deduction on research and development expenses (2,490) -
Tax effect of non-deductible expenses 6,301 2,871
Tax effect of non-taxable income (1,665) (269)
Tax effect of unused tax losses not recognised 8,804 16,831
Tax losses utilised (170) (1,495)
Effect of tax rate changes 1,422 -
(Over)/under-provision in prior years (443) 2,991
Actual tax expense 15,720 15,327

The Hong Kong Inland Revenue Department initiated a review on the tax affairs of certain subsidiaries of
the Group for prior years, inter alia, the eligibility of depreciation allowance for certain machinery,
deductibility of expenses and taxability of trading profits of those subsidiaries for Hong Kong profits tax
purposes for the past years. The Group is currently providing information and documents to support its tax
position. As advised by the external tax expertise, it is premature to draw a conclusion on the outcome of
the review.
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7 DIRECTORS' EMOLUMENTS

Directors’ emoluments disclosed pursuant to section 383(1) of the Hong Kong Companies Ordinance and Part 2
of the Companies (Disclosure of Information about Benefits of Directors) Regulation are as follows:

Salaries, Equity-
allowances settled Pension

Directors’ and benefits Discretionary share option scheme Total
fees inkind bonuses expense contributions remuneration
HKS'000 HKs'000 HKS'000 HKS'000 HKS'000 HKS'000

2018

Executive directors:

Mr.Zeng Guangsheng 250 2,210 = 6,507 18 8,985
Mr.Ng Hoi Ping 250 1,380 - 3,277 18 4,925
Mr. Chui Siu On (i) 208 2,593 - 655 15 3,471
Mr. Lau Siu Chung (ii) 229 842 1,195 655 17 2,938
Ms. Chiu Tak Chun (ii) 229 792 1,195 655 17 2,888

Non-executive director:
Ms.Zeng Jing 250 - - 2,621 - 2,87

Independent non-executive

director:
Mr.Yang Rusheng 150 = = = = 150
Mr. Cheung, Chun Yue, Anthony 150 = = = = 150
Mr. Mei Weiyi (iii) 26 - - = - 26
Dr. Cheng Ngok (i) 150 - - - = 150

1,892 7,817 2,390 14,370 85 26,554
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7 DIRECTORS’ EMOLUMENTS (Continued)

126

2017

Executive directors:

Directors'
fees
HK$'000

Salaries,
allowances
and benefits
inkind
HK$'000

Discretionary
bonuses
HK$'000

Equity-
settled share
option
expense
HK$'000

Pension
scheme
contributions
HK$'000

Total
remuneration
HK$'000

Mr.Zeng Guangsheng 308 1977 - 5693 18 7,996
Mr. Chui Siu On 308 2,448 - 573 18 3,347
Mr. Lau Siu Chung 296 947 386 573 18 2,220
Ms. Chiu Tak Chun 246 764 552 573 18 2153
Mr. Ng Hoi Ping 296 1230 - 2,868 18 4412
Mr. Ho Yu Hoi (iv) 161 392 - - 1 554
Mr. Li Chi Hang (iv) 100 183 - - 9 292
Mr. Yuen ChiHo (iv) 150 550 155 - 8 863
Non-executive director:
Ms. Zeng Jing 146 - - 2293 - 2439
Independent non-executive
director:
Dr.Cheng Ngok 129 - - - - 129
Mr.Yang Rusheng 88 - - - - 88
Mr. Cheung, Chun Yue, Anthony 88 - - - - 88
Mr. Choi Hon Ting, Derek (v) 100 - - - - 100
Mr. Wu Karl Kwok (v) 100 - - - - 100
Mr. Hung King Kuen, Randy (vi) 50 - - - - 50
2,566 8,491 1093 12,573 108 24,831
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7 DIRECTORS’ EMOLUMENTS (Continued)

(i) Mr. Chui Siu On and Dr. Cheng Ngok resigned as executive directors and independent non-executive
directors on 29 October 2018.

(i) Mr.Lau Siu Chung and Ms. Chiu Tak Chun resigned as executive director on 12 November 2018.
(i) Mr.Mei Weiyi was appointed as independent non-executive directors on 29 October 2018.
(iv)  Mr.Ho Yu Hoi, Mr. Li Chi Hang and Mr. Yuen Chi Ho resigned as executive directors on 2 June 2017.

(v} Mr.ChoiHon Ting, Derek and Mr. Wu Karl Kwok resigned as independent non-executive directors on 2 June
2017.

(vi)  Mr.Hung King Kuen, Randy resigned as independent non-executive directors on 9 May 2017.

8 INDIVIDUALS WITH HIGHEST EMOLUMENTS

Of the five individuals with the highest emoluments, 3 (2017: 4) are directors whose emoluments are disclosed in
note 7. The aggregate of the emoluments in respect of the other two (2017: one) individuals are as follows:

2018 2017
HKS’000 HK$'000

Salaries and other emoluments 5,709 1,599
Discretionary bonuses - 155
Share-based payments 1,310 1147
Retirement scheme contributions 33 18

7,052 2,919

The emoluments of the two (2017: one) individuals with the highest emoluments are within the following bands:

2018 2017

Number of Number of

individuals individuals

HK$2,000,001 to HK$3,000,000 - 1
HK$3,000,001to HK$4,000,000 2 -
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9 EARNINGS PER SHARE

(a) Basic earnings per share

The calculation of basic earnings per share is based on the profit attributable to ordinary equity
shareholders of the Company of HK$85,328,000 (2017: HK$114,808,000) and the weighted average of
1,052,254,135 ordinary shares (2017:1,052,254,135 ordinary shares) in issue during the year.

(b) Diluted earnings per share

The calculation of diluted earnings per share is based on the profit attributable to ordinary equity
shareholders of the Company of HK$85,328,000 (2017: HK$114,808,000) and the weighted average number
of ordinary shares of 1,052,254,135 shares (2017:1,060,209,466 shares), calculated as follows:

Weighted average number of ordinary shares (diluted)

2018 2017

Weighted average number of ordinary shares at 31 December 1,052,254,135 1,052,254,135
Effect of deemed issue of shares under the Company's share
option scheme for nil consideration (Note 19) = 7,955,331

Weighted average number of ordinary shares (diluted)
at 31 December 1,052,254,135 1,060,209,466
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10 PROPERTY, PLANT AND EQUIPMENT AND LEASEHOLD LAND

Land
and Leasehold Plantand Furniture Motor  Construction
buildings improvements machinery  andfixtures vehicles in progress Total
HK$'000 HK$000 HK$'000 HK$'000 HK$000 HK$'000 HK$000
Cost:
At1January 2017 617,138 13,778 1317,386 69,519 19,522 24,746 2,062,089
Additions 3810 1456 122470 3,963 3819 42,591 178,09
Transfer from construction
inprogress 7428 134 8,980 2676 794 (20,012) =
Disposals - - (5162) (1592) (2,265) (6,330) (15,349)
Exchange adjustment 50,271 998 113,194 5694 1179 2572 173,908
At 31 December 2017 678,647 16,366 1,556,868 80,260 23,049 43,567 2,398,757
At1January 2018 678,647 16,366 1,556,868 80,260 23,049 43,567 2,398,757
Additions 70,768 686 33,021 5,451 1,739 9,469 121,134
Transfer from construction
inprogress - 2,828 1,120 - - (3,948) -
Disposals - - (2,964) (1,049) (5,408) (1,213) (10,634)
Exchange adjustment (30,436) (758) (68,187) (3,865) (791) (2,364) (106,401)
At 31 December 2018 78,979 19,122 1,519,858 80,797 18,589 45,51 2,402,856

Accumulated depreciation:

At1January 2017 (211,422) (5.800) [n4121) (53,034) (15,617) - (1399,994)
Charge for the year (Note 5) (35,536) (2,349) (67.424) (5907) (1576) - (12792)
Written back on disposals - - 4491 1560 1,936 - 7,987
Exchange adjustment (18,701) (400) (94/94) (4379) (1027) - (ng,701)
_M3\December207 | (265659) (6549 | (2n248) eeo) (6284 . p (1625500)
At1January 2018 (265,659) (8,549) (1,27m,248) (61,760) (16,284) - (1,623,500)
Charge for the year (Note 5) (37,240) (2,849) (73,007) (6,713) (1,512) - (121,321)
Written back on disposals = = 2,950 1,026 2,954 = 6,930
Exchange adjustment 12,574 449 55,861 3,028 618 - 72,530
At 31 December 2018; (290,325) (10,949) (1,285,444) (64,419) (14,224) - (1,665,361)
Net book value:
At 31 December 2018 428,654 8,173 234,414 16,378 4,365 45,511 737,495
At 31 December 2017 412,988 7817 285,620 18,500 6,765 43567 775257
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PROPERTY, PLANT AND EQUIPMENT AND LEASEHOLD LAND (Continued)

The freehold land amounting to THB19,201,000 (equivalent to HK$4,633,000 included in land and buildings is
situated in Thailand (2017: THB19,201,000 (equivalent to HK$4,613,000)).

As at 31 December 2018, the Group is in the process of applying for the title certificates of certain properties with
carrying value of approximately HK$28,745,000 as at 31 December 2018 (2017: HK$33,001,000). The directors of
the Company are of the opinion that the use of and the conduct of operating activities at the properties referred
to above are not affected by the fact that the Group has not yet obtained the relevant property title certificates.

LEASE PREPAYMENTS

p{of:] 2017

HKS'000 HK$'000

Carrying amount at1January 85,282 81189
Amortised during the year (2,158) (2100)
Exchange adjustment (4,204) 6,193
Carrying amount at 31 December 78,920 85,282
Current portion included in prepayments, deposits and other receivables (2,072) (2181)
Non-current portion 76,848 83,101

As at 31 December 2018, the Group is in the process of applying for the title certificates of a land use right with
carrying value of approximately HK$3,281,000 (2017: HK$3,584,000). The directors of the Company are of the
opinion that the use of and the conduct of operating activities referred to above are not affected by the fact that
the Group has not yet obtained the relevant land use right title certificates.
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12 INVESTMENTS IN SUBSIDIARIES

The following list contains only the particulars of subsidiaries which principally affected the results, assets or
liabilities of the Group. The class of shares held is ordinary unless otherwise stated.

Name of company

Integrated Precision Engineering
(Thailand) Company Limited

(PE Thailand’

Integrated Precision Engineering

Company Limited

IPE Macao Commercial Offshore Limited
Dongguan Koda Metal Products
Company Limited {'Dongguan Koda')

Guangzhou Xin Hao Precision Metal
Products Company Limited (‘Xin Hao')

Cullygrat Surface Treatment (Taicang)
Company Limited  Taicang’)

International Precision Engineering

Company Limited

Jiangsu Koda Precision Engineering
Company Limited "Jiangsu Koda')

Changshu Keyu Greystone Machining
Company Limited {"Changshu Keyu')

Changshu Kuria Intelligent Equipment
Company Limited (‘Changshu Kuria')

Particulars of
issued and
paid-up capital
and debt
securities

Place of
incorporation
and business

Thailand THBI50,000,000
Hong Kong HK$3,000,000
Macau Macao Pataca

100,000
PRC HK$213,000,000
PRC HK$742,000,000
PRC HK$5,000,000
Hong Kong HK$1,000
PRC US$40,000,000
PRC US$1,300,000
PRC HK$20,000,000

Proportion of ownership interest

Group's
effective
interest

99.99%

100%

100%

100%

100%

61%

100%

100%

85%

100%

Held by the
Company

Heldbya
subsidiary

99.99%

100%

100%

100%

100%

61%

100%

100%

85%

100%

Principal activities

Trading and manufacture of
precision metal components

Trading of precision metal
components and investment
holding

Trading of precision metal
components

Manufacture of precision metal
components

Manufacture of precision metal
components

Surface and deburring treatment
services

Investment holding
Manufacture of precision metal
components

Manufacture of precision metal
components

Trading and manufacture of
intelligent equipment

The above table lists the subsidiaries of the Company which, in the opinion of the directors, principally affected
the results for the year or formed a substantial portion of the net assets of the Group. To give details of other
subsidiaries would, in the opinion of the directors, result in particulars of excessive length.
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13 INTERESTIN AN ASSOCIATE

The following is the Group’s only associate which is an unlisted corporate entity:

Proportion of
ownership interest
Form of Placeof Particulars Group's
business incorporation  ofissued  effective  Heldbya
Name of associate structure and business capital interest  subsidiary  Principal activity
Shenzhen X-TEC Technology Incorporated PRC RMB 2833% 2833%  Manufacture of precision metal
Company Limited 13,953,500 components

The above associate is accounted for using the equity method in the consolidated financial statements.

Summarised financial information of the associate, adjusted for any differences in accounting policies, and
reconciled to the carrying amounts in the consolidated financial statements, is disclosed below:

2018 2017
HKS$'000 HK$'000

Gross amounts of the associate

Current assets 9,360 12,886
Non-current assets 575 222
Current liabilities 4,712 3,069
Equity 5,223 10,039
Revenue 9,266 -
Total comprehensive income (4,486) (60)

Reconciled to the Group’s interests in the associate

Gross amounts of net assets of the associate 5,223 10,039
Group's effective interest 28.33% 28.33%
Group's share of net assets of the associate 1,480 2,844
Carrying amount in the consolidated financial statements 1,480 2,844
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14 INVENTORIES

ENTS

2018 2017

HKS'000 HK$'000

Raw materials 65,303 74,962
Consumables 26,630 36,026
Work in progress 70,913 64,812
Finished goods 121,617 52,009
284,463 227,809

The analysis of the amount of inventories recognised as an expense and included in profit or loss is as follows:

2018 2017

HKS'000 HK$'000

Carrying amount of inventories sold 652,687 618,010

Write down of inventories (6,296) (5,864)

Cost of inventories (Note 5(c)) 646,391 612,146
15 TRADE AND OTHER RECEIVABLES

2018 2017

Note HKS'000 HK$'000

Trade debtors and bills receivable, net of loss allowance (i) 264,658 266,630

Other debtors 29,961 26,927

Financial assets measured at amortised cost 294,619 293,557

Deposits and prepayments 7,373 13179

301,992 306,736

Notes:

(i) Upon the adoption of HKFRS 9, an opening adjustment as at 1January 2018 was made to recognise additional ECLs on trade debtors and

bills receivable (see note 1(c)(i)).
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15 TRADE AND OTHER RECEIVABLES (Continued)
Ageing analysis

As of the end of the reporting period, the ageing analysis of trade debtors (which are included in trade debtors
and bills receivables), based on the invoice date and net of loss allowance, is as follows:

2018 2017
HKS'000 HK$'000

Within 1 month 91,388 100,814
1to 2 months 70,772 74,986
2 to 3 months 51,135 43,938
3to 4 months 33,854 32,455
4t012 months 17,509 14,437

264,658 266,630

Trade debtors are due within 60 to 120 days from the date of billing. Further details on the Group’s credit policy
and credit risk arising from trade debtors and bills receivable are set out in note 22(a).

16 CASH AND CASH EQUIVALENTS AND OTHER CASH FLOW INFORMATION
(a) Cash and cash equivalents comprise:

2018 2017

HKS'000 HK$'000

Deposits with banks 175,576 109,997
Cash at bank and on hand 664,605 803,437

Cash and cash equivalents in the consolidated
statement of financial position 840,181 013,434
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16 CASH AND CASH EQUIVALENTS AND OTHER CASH FLOW INFORMATION
(Continued)

(b) Reconciliation of profit before taxation to cash generated from operations:

p{of:]

HKS'000
Profit before taxation 100,182 130,039

Adjustments for:

Depreciation 5(c) 121,321 12,792
Amortisation of land lease payments 5(c) 2,158 2,100
Impairment of an investment in associate = 7,330
Impairment loss of trade receivables 5(c) 556 7
Finance costs 5(a) 18,471 15,972
Interestincome 4 (6,601) (4,383)
Share of losses of an associate 1,271 17
Loss on sale of property, plant and equipment 5(c) 714 570
Equity-settled share-based payment expenses 15,680 13,720

Changes in working capital:

Increase in inventories (56,654) (29,238)
Decrease/(increase) in trade and other receivables 4,192 (53,044)
Increase in trade and other payables 651 6,641
Cash generated from operations 201,941 202,523

Note: The Group has initially applied HKFRS 15 and HKFRS 9 at 1January 2018. Under the transition methods chosen, comparative
information is not restated. See note 1(c).
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16 CASHAND CASH EQUIVALENTS AND OTHER CASH FLOW INFORMATION
(Continued)

(c) Reconciliation of liabilities arising from financing activities

Interest

Bankloans [EVE] ][
HK$'000 HK$'000

At1January 2018 504,504 - 504,504

Changes from financing cash flows:

Proceeds from new bank loans 240,664 - 240,664
Repayments of bank loans (308,213) - (308,213)
Interest paid - (16,587) (16,587)
_Totalchangesfromfinancingcashflows  (67,549) i6,587) | (84,136)
Other changes:
Interest on bank loans (Note 5(a)) - 16,587 16,587
Exchange adjustment (180) - (180)
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, (1so) 16587 16,407
At 31 December 2018 436,775 - 436,775
At1January 2017 530,516 - 530,516

Changes from financing cash flows:

Proceeds of new bank loans 296,978 - 296,978
Repayments of bank loans (325,572) - (325,572)
Interest paid - (14,088) (14,088)

_Totalchangesfromfinancing cashflows (28594) | (1a088) (42682
Other changes:

Interest on bank loans (Note 5(a)) - 14,088 14,088
Exchange adjustment 2,582 - 2,582
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 2582 14088 16670
At 31 December 2017 504,504 - 504,504

156 IPE GROUP LIMITED



NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars unless otherwise indicated)

17 TRADE AND OTHER PAYABLES

2018 2017
HK$'000 HK$'000

Trade payables 60,759 60,672

Other payables 26,623 23,808

Accruals 24,228 24,430
1m,610 108,910

Portion classified as non-current:

Other payables (1,299) (1,294)

Current portion 110,311 107,616

As of the end of the reporting period, the ageing analysis of trade payables based on the invoice date, is as

follows:
2018 2017
HKS'000 HK$'000
Within Tmonth 26,241 25,814
1to 2 months 22,087 24,414
2 to 3 months 9,737 9,619
Over 3 months 2,694 825

60,759 60,672

The trade payables are non-interest bearing and are normally settled on terms ranging from 30 to 90 days.
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18

19

138

BANKLOANS

At 31 December 2018, the bank loans were repayable as follows:

2017
HK$'000

Within 1year or on demand 436,775 325,129
After 1year but within 2 years = 179,375
436,775 504,504

Some of the Group's banking facilities are subject to the fulfilment of covenants relating to certain of the Group’s
financial ratios, as are commonly found in lending arrangements with financial institutions. If the Group were to
breach the covenants the drawn down facilities would become payable on demand. The Group regularly
monitors its compliance with these covenants. Further details of the group’s management of liquidity risk are
set out in note 22(b). As at 31 December 2018 none of the covenants relating to drawn down facilities had been
breached (2017: $ nil).

EQUITY SETTLED SHARE-BASED TRANSACTIONS

In 201, the Company has adopted a Share Option Scheme (the “2011 Scheme”) pursuant to a resolution passed
in the annual general meeting dated 17 May 2011 which became effective on the same date. The 2011 Scheme will
remain in force for ten years commencing from the effective date, after which period no further options will be
granted but the provisions of the 2011 Scheme shall remain in full force in all other respects.

The purpose of the 2011 Scheme is to provide incentives and rewards to eligible participants for their
contribution to the Group, and/or to enable the Group to recruit and retain high-calibre employees and attract
the human resources that are valuable to the Group and any entity in which the Group holds any equity interest
(the “Invested Entity”). Under the 2011 Scheme, the directors of the Company are authorised, to invite directors
(including executive, non-executive and independent non-executive directors) of the Group or any Invested
Entity, employees (whether full-time or part-time) of the Group or any Invested Entity, suppliers of goods or
services to any member of the Group or any Invested Entity, any customers of the Group or any Invested Entity,
any person or entity that provides research, development or other technological support to the Group or any
Invested Entity, and any shareholder of any member of the Group or any Invested Entity or any holder of any
securities issued by any member of the Group or any Invested Entity, at their absolute discretion to take up
options to subscribe for shares in the Company.

The maximum number of shares which may be issued upon exercise of all options to be granted under the 201

Scheme of the Company shall not, in aggregate, exceed 10% of the total number of shares in issue as at any
time.
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19 EQUITY SETTLED SHARE-BASED TRANSACTIONS (Continued)

As at the date of approval of these financial statements, the total number of shares of the Company available for
issue under the 2011 Scheme was 63,075,413 (2017: 55,075,413) shares, which represented approximately 6.00%
(2017: approximately 5.23%) of the Company’s shares in issue as at that date.

The offer of a grant of share options under these schemes must be accepted within 28 days from the date of
offer, upon payment of a consideration of HK$1 by the grantee. Under the 2011 Scheme, share options may be
exercised at any time during a period determined and notified by the board of directors of the Company at its
absolute discretion, save that such period shall not be more than 10 years from the offer date subject to the
provisions for early termination thereof.

Share options do not confer rights on the holders to dividends or to vote at shareholders’ meetings.

(a) Theterms and conditions of the grants are as follows:

Number of Contractual

instruments Exercise period life of options

Options granted to directors:
— on 6 June 2017 24,000,000 2018/9/1-2022/8/31 5years
— on 14 August 2017 22,000,000 2018/9/1-2022/8/31 5years

Options granted to employees:
—on 6 June 2017 4,000,000 2018/9/1-2022/8/31 5years

Total share options granted 50,000,000

(b) The number and weighted average exercise prices of share options are as follows:

2018 2017

Weighted Weighted

average average
exercise Number of exercise Number of
price HKS options price HK$ options
per share ‘000 per share ‘000
At1January 2.02 50,000 1.01 44,300
Granted during the year - - 202 50,000
Lapsed during the year 2.02 (8,000) S =
Cancelled during the year - - 1.01 (44,300)
At 31 December 2.02 42,000 202 50,000
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20 INCOMETAXIN THE CONSOLIDATED STATEMENT OF FINANCIAL POSITION
(a) Current taxation in the consolidated statement of financial position represents:

2018 2017
HK$’000 HK$'000

At1January 6,232 12142
Provision for current income tax (note 6(a)) 19,059 16,487
Income tax paid (21,507) (22,397)
At 31 December 3,784 6,232

(b) Deferred tax assets and liabilities recognised:
() Movementof each component of deferred tax assets and liabilities

The components of deferred tax assets/(liabilities) recognised in the consolidated statement of
financial position and the movements during the year are as follows:

Deferred tax assets/(liabilities)

Withholding
Depreciation tax for
allowancein distributable
Provision for excess of profit of
impairment Deductible related the PRC
of assets taxloss depreciation  subsidiaries Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
At1January 2017 3190 - (665) (8,837) (6.112)
Deferred tax credited/(charged) to
the statement of profit or loss
during the year 1,901 - (741) - 1160
Exchange adjustment 336 - (58) - 278
At 31December 2017 and 1 January 2018 5,427 - (1,464) (8,637) (4,674)

Deferred tax credited/(charged) to

the statement of profit or loss

during the year 1,960 2,996 (195) - 4,761
Effect on deferred tax balances

at1January resulting froma

changeintaxrate (1,422) - - - (1,422)
Exchange adjustment (233) (120) (6) - (359)
At 31 December 2018 5,732 2,876 (1,665) (8,637) (1,694)
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20 INCOMETAXIN THE CONSOLIDATED STATEMENT OF FINANCIAL POSITION
(Continued)

(b) Deferred tax assets and liabilities recognised: (Continued)
(ii) Reconciliation to the consolidated statement of financial position

r{t:] 2017
HKS’000 HK$'000

Net deferred tax asset recognised in the consolidated

statement of financial position 8,608 5,427

Net deferred tax liability recognised in the consolidated
statement of financial position (10,302) (10,101)
(1,694) (4,674)

(c) Deferred tax assets not recognised
In accordance with the accounting policy set out in note 1(0), the Group has not recognised deferred tax
assets in respect of cumulative tax losses of HK$165,583,000 (2017: HK$142,836,000) as it is not probable
that future taxable profits against which the losses can be utilised will be available in the relevant tax
jurisdiction and entity. The tax losses do not expire under current tax legislation.

(d) Deferred tax liabilities not recognised
At 31 December 2018, temporary differences relating to the undistributed profits of subsidiaries amounted
to HK$230,513,000 (2017: HK$185,246,000). Deferred tax liabilities of HK$23,051,300 (2017: HK$18,525,000)
have not been recognised in respect of the tax that would be payable on the distribution of these retained
profits as the Company controls the dividend policy of these subsidiaries and it has been determined that
itis probable that these profits will not be distributed in the foreseeable future.
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21 CAPITAL, RESERVES AND DIVIDENDS
(a) Movementsin components of equity

The reconciliation between the opening and closing balances of each component of the Group's
consolidated equity is set out in the consolidated statement of changes in equity. Details of the changes in
the Company's individual components of equity between the beginning and the end of the year are set out
below:

Share Capital Share
Share  premium redemption Contributed option  Retained

capital account reserve surplus reserve profits Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

Balance at1January 2017 105,225 472,201 7905 (9.958) 8,452 348114 931939

Changes in equity for 2017
Total comprehensive income

for the year - - - - - 63,852 63,852
Dividends approved in respect

of the previous year - - - - - (26,306) (26,306)
Cancellation of options - - - - (8452) 8,452 -
Equity settled share-based

transaction - - - - 13,720 - 13,720
Dividends declared in respect

of the current year - - - - - (23,150 (23,150
Balance at 31 December 2017 105,225 472,201 7,905 (9,958) 13,720 370,962 960,055

Changes in equity for 2018
Total comprehensive income

for the year - - - - - 35,678 35,678
Dividends approved in respect

of the previous year - - - - - (16,836) (16,836)
Equity settled share-based

transaction - - - - 10,976 4,704 15,680
Dividends declared in respect

of the current year - - - - - (9,470) (9,470)
Balance at 31December 2018 105,225 472,201 7,905 (9,958) 24,696 385,038 985,107

Note: The Group, including the Company, has initially applied HKFRS 15 and HKFRS 9 at 1 January 2018. Under the transition methods
chosen, comparative information is not restated. See note 1(c).
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21 CAPITAL, RESERVES AND DIVIDENDS (Continued)
(b) Dividends

(i) Dividends payable to equity shareholders of the Company attributable to the year

2018 2017
HKS'000 HK$'000
Interim dividend declared and paid of HKO.9 cent per ordinary
share (2017: HK$2.2 cents per ordinary share) 9,470 23150
No final dividend proposed after the end of the reporting
period (2017: HK$1.6 cents per ordinary share) - 16,836
9,470 39,986

The final dividend proposed after the end of the reporting period has not been recognised as a

liability at the end of the reporting period.

(ii) Dividends payable to equity shareholders of the Company attributable to the previous

financial year, approved and paid during the year.

Final dividend in respect of the previous financial year,
approved and paid during the year, of HK$1.6 cents per
ordinary share (2017: HK$2.5 cents per ordinary share)

2018

HKS$'000

16,836

2017
HK$'000

26,306

(c) Issued share capital

2018
No. of
shares
("'000) HKS$'000

Ordinary shares, issued and fully paid:

At1January and 31 December 1,052,254 105,225

2017
No. of
shares
(000)

1,052,254

HK$'000

105,225
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21 CAPITAL, RESERVES AND DIVIDENDS (Continued)
(d) Nature and purpose of reserves

144

U

(i)

(iif)

(iv)

Statutoryreserve

In accordance with the law of the PRC on wholly-foreign-owned investment enterprises, each of the
Company’s subsidiaries which are registered in the mainland China is required to transfer at least
10% of its net profit as determined in accordance with the Company Law of the PRC to its statutory
surplus reserve until the reserve balance reaches 50% of the registered capital. The transfer to this
reserve must be made before distribution of a dividend to equity owner. The statutory reserve can be
utilised, upon approval by the relevant authorities, to offset accumulated losses or to increase capital
of the subsidiary, provided that the balance after such issue is not less than 25% of its registered
capital.

Exchange reserve

The exchange reserve comprises all foreign exchange differences arising from the translation of the
financial statements of foreign operations as well as the effective portion of any foreign exchange
differences arising from hedges of the net investment in these foreign operations. The reserve is
dealt with in accordance with the accounting policies set outin note 1(r).

Contributed surplus

The Group’s contributed surplus represented the difference between the nominal value of the shares
and the share premium account of the subsidiaries acquired pursuant to the Group reorganization
prior to the listing of the Company’s shares, and the nominal value of the Company’s shares issued in
exchange therefor.

Statutory public welfare fund reserve

The statutory public welfare fund is made at the discretion of the directors at 5% of the net profit of
the Company's subsidiaries which are registered in the Mainland China in prior years. The statutory
public welfare fund can be used for employee’s welfare facilities. The directors did not resolve to
make any transfer of retained profits to the statutory public welfare fund for the year ended 31
December 2018 (2017: Nil).
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21 CAPITAL, RESERVES AND DIVIDENDS (Continued)
(e) Capital management

The Group's primary objectives when managing capital are to safeguard the Group's ability to continue as
a going concern, so that it can continue to provide returns for shareholders and benefits for other
stakeholders, by pricing products and services commensurately with the level of risk and by securing
access to finance at a reasonable cost.

The Group actively and regularly reviews and manages its capital structure to maintain a balance between
the higher shareholder returns that might be possible with higher levels of borrowings and the advantages
and security afforded by a sound capital position, and makes adjustments to the capital structure in light
of changes in economic conditions.

The Group monitors its capital structure on the basis of an adjusted net cash-to-capital ratio. For this
purpose, adjusted net cash is defined as total cash less interest-bearing loans and borrowings. Adjusted
capital comprises all components of equity.

During 2018, the Group’s strategy, which was unchanged from 2017, was to maintain the cash-to-equity
ratio at a level considered reasonable by the Group’s management from time to time with reference to the
prevailing market conditions. In order to maintain or adjust the ratio, the Group may adjust the amount of
dividends paid to shareholders, issue new shares, return capital to shareholders, raise new debt financing
or sell assets to reduce debt. The Group’s adjusted net cash-to-capital ratio at 31 December 2018 and 2017
was as follows:

2018 2017
Note HKS’000 HK$'000

Cash and cash equivalents 16 840,181 013,434
Less: Bank loans 18 (436,775) (504,504)
Adjusted net cash 403,406 408,930
Total equity 1,693,580 1,699,881
Adjusted net cash-to-capital ratio 24% 24%

Neither the Company nor any of its subsidiaries are subject to externally imposed capital requirements.
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22

146

FINANCIAL RISK MANAGEMENT AND FAIR VALUES OF FINANCIAL INSTRUMENTS

Exposure to credit, liquidity, interest rate and currency risks arises in the normal course of the Group's business.
The Group is also exposed to equity price risk arising from its equity investments in other entities and
movements in its own equity share price.

The Group’s exposure to these risks and the financial risk management policies and practices used by the
Group to manage these risks are described below.

(a) Creditrisk

Credit risk refers to the risk that a counterparty will default on its contractual obligations resulting in a
financial loss to the Group. The Group's credit risk is primarily attributable to trade and other receivables.

Trade receivables

The Group’s exposure to credit risk is influenced mainly by the individual characteristics of each customer
rather than the industry or country in which the customers operate and therefore significant
concentrations of credit risk primarily arise when the Group has significant exposure to individual
customers. At the end of the reporting period, 6.47% (2017: 3.16%) and 32.12% (2017: 28.76%) of the total trade
receivables was due from the Group's largest customer and the five largest customers respectively.

In respect of trade and other receivables, individual credit evaluations are performed on all customers
requiring credit over a certain amount. These evaluations focus on the customer’s history of making
payments when due and current ability to pay, and take into account information specific to the customer
as well as pertaining to the economic environment in which the customer operates. Trade receivables are
due within 60-120 days from the date of billing. Debtors with balances that are more than 6 months past
due are requested to settle all outstanding balances before any further credit is granted. Normally, the
Group does not obtain collateral from customers.

The Group measures loss allowances for trade receivables at an amount equal to lifetime ECLs, which is
calculated using a provision matrix. As the Group'’s historical credit loss does not indicate significantly
different loss patterns for different customer segments, the loss allowance based on past due status is
not further distinguished between the Group's different customer bases.
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22 FINANCIAL RISK MANAGEMENT AND FAIR VALUES OF FINANCIAL INSTRUMENTS
(Continued)

(a) Creditrisk (Continued)
Trade receivables (Continued)

The following table provides information about the Group’s exposure to credit risk and ECLs for trade
receivables as at 31 December 2018:

Gross
Expected carrying Loss
loss rate amount allowance
% HKS'000 HKS'000
Current (not past due) 0.1% 181,414 181
1-90 days past due 0.2% 67,008 134
91-180 days past due 0.5% 13,114 66
181-365 days past due 5.0% 3,687 184
Over1years past due 100% 691 691
265,914 1,256

Expected loss rates are based on actual loss experience over the past 3 years. These rates are adjusted to
reflect differences between economic conditions during the period over which the historic data has been
collected, current conditions and the Group’s view of economic conditions over the expected lives of the
receivables.

Comparative information under HKAS 39

Prior to 1 January 2018, an impairment loss was recognised only when there was objective evidence of
impairment (see note 1(h)(i) — policy applicable prior to 1 January 2018). At 31 December 2017, trade
receivables of HK$6,461,000 were determined to be impaired. The aging analysis of trade debtors that
were not considered to be impaired was as follows:

2017
HK$'000

Neither past due nor impaired 213,703
Less than 90 days past due 45,880
90 to 180 days past due 6,854
Over180 days past due 193

266,630
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22 FINANCIAL RISK MANAGEMENT AND FAIR VALUES OF FINANCIAL INSTRUMENTS

(Continued)
(a) Creditrisk (Continued)

148

Comparative information under HKAS 39 (Continued)

Receivables that were neither past due nor impaired related to a wide range of customers for whom there

was no recent history of default.

Receivables that were past due but not impaired related to a number of independent customers that had
a good track record with the Group. Based on past experience, management believed that no impairment
allowance was necessary in respect of these balances as there had been no significant change in credit

guality and the balances were still considered fully recoverable.

Movementin the loss allowance account in respect of trade receivables during the year is as follows:

2018 2017
HKS'000 HK$'000

Balance at1January 6,461 6,005
Amounts written-off during the year (5,655) -
Impairment losses recognised during the year 592 7
Write back during the year (36) -
Exchange adjustment (106) 449
Balance at 31 December 1,256 6,461
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22 FINANCIAL RISK MANAGEMENT AND FAIR VALUES OF FINANCIAL INSTRUMENTS
(Continued)

(b) Liquidity risk
The Group's policy is to regularly monitor its liquidity requirements and its compliance with lending
covenants, to ensure that it maintains sufficient reserves of cash and readily realisable marketable

securities and adequate committed lines of funding from major financial institutions to meet its liquidity
requirements in the short and longer term.

The following tables show the remaining contractual maturities at the end of the reporting period of the
Group's financial liabilities, which are based on contractual undiscounted cash flows (including interest
payments computed using contractual rates or, if floating, based on rates current at the end of the
reporting period) and the earliest date the Group can be required to pay:

2018
Contractual undiscounted cash outflow
More than
Within 1year but Carrying
1year or less than amount at
on demand 2years Total 31December
HKS$'000 HKS'000 HKS'000 HKS'000
Bank loans 451,238 - 451,238 436,775
Trade and other payables 110,31 1,299 m,610 1,610
561,549 1,299 562,848 548,385
2017
Contractual undiscounted cash outflow
More than
Within Tyear but Carrying
1year or less than amount at
on demand AVCELS Total 31 December
HK$'000 HK$'000 HK$'000 HK$'000
Bank loans 333,019 181,993 515,012 504,504
Trade and other payables 107,616 1294 108,910 108,910
440,635 183,287 623,922 613,414
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22 FINANCIAL RISK MANAGEMENT AND FAIR VALUES OF FINANCIAL INSTRUMENTS
(Continued)

150

(c)

Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market interest rates. The Group's interest rate risk arises primarily from bank
loans. Bank loans issued at variable rates and fixed rates expose the Group to cash flow interest rate risk
and fair value interest rate risk respectively. The Group’s interest rate profile as monitored by management
is set outin (i) below.

(i) Interestrate profile

2018 2017
Effective Effective

interest interest
rate rate
% HKS$'000 % HK$'000

Variable rate borrowings:
Bank loans 4.07-4.61% 436,775 253-3.69% 504,504

Total borrowings 436,775 504,504

(ii) Sensitivity analysis
At 31 December 2018, it is estimated that a general increase/decrease of 100 basis points in interest

rates, with all other variables held constant, would have decreased/increased the Group's profit after
tax and retained profits by approximately HK$3,647,000 (2017: HK$4,213,000).

The sensitivity analysis above indicates the instantaneous change in the Group’s profit after tax (and
retained profits) and other components of consolidated equity that would arise assuming that the
change in interest rates had occurred at the end of the reporting period and had been applied to re-
measure those financial instruments held by the Group which expose the Group to fair value interest
rate risk at the end of the reporting period. In respect of the exposure to cash flow interest rate risk
arising from floating rate non-derivative instruments held by the Group at the end of the reporting
period, the impact on the Group's profit after tax (and retained profits) and other components of
consolidated equity is estimated as an annualised impact on interest expense or income of such a
change ininterest rates. The analysis is performed on the same basis as 2017.
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22 FINANCIAL RISK MANAGEMENT AND FAIR VALUES OF FINANCIAL INSTRUMENTS
(Continued)

(d) Currencyrisk

The Group is exposed to currency risk primarily through sales and purchases which give rise to
receivables, payables and cash balances that are denominated in a foreign currency, i.e. a currency other
than the functional currency of the operations to which the transactions relate. The currencies giving rise
to this risk are primarily Renminbi, Euros, United States dollars and Thai Baht.

() Exposure to currency risk

The following table details the Group's exposure at the end of the reporting period to currency risk
arising from recognised assets or liabilities denominated in a currency other than the functional
currency of the entity to which they relate. For presentation purposes, the amounts of the exposure
are shown in Hong Kong dollars, translated using the spot rate at the year end date. Differences
resulting from the translation of the financial statements of foreign operations into the Group’s
presentation currency is excluded.

Exposure to foreign currencies (expressed in Hong Kong dollars)

United

States
Dollars Euros Renminbi
HK$'000 HKS$'000 HKS$'000
Trade and other receivables 6,945 29,903 1,600
Cash and cash equivalents 183,809 19,198 19,754
Trade and other payables (1,331) (1,854) (1,193)

Gross and net exposure arising from
recognised assets and liabilities 189,423 47,247 20,161

United

States
Dollars Euros Renminbi
HK$'000 HK$'000 HK$'000
Trade and other receivables 8,245 20,391 2,289
Cash and cash equivalents 212,699 30,689 18,159
Trade and other payables (46,612) (2,357) (1,967)

Gross and net exposure arising from
recognised assets and liabilities 174,332 48,723 18,481
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FINANCIAL RISK MANAGEMENT AND FAIR VALUES OF FINANCIAL INSTRUMENTS
(Continued)

(d) Currencyrisk (Continued)
(ii) Sensitivity analysis

The following table indicates the instantaneous change in the Group’s profit after tax (and retained
profits) and other components of consolidated equity that would arise if foreign exchange rates to
which the Group has significant exposure at the end of the reporting period had changed at that
date, assuming all other risk variables remained constant. In this respect, it is assumed that the
pegged rate between the Hong Kong dollar and the United States dollar would be materially
unaffected by any changes in movement in value of the United States dollar against other

currencies.
2018 2017
Increase/ Effecton Increase/ Effect on
(decrease) profit after (decrease) profit after
in foreign taxand in foreign taxand
exchange retained exchange retained
rates profits rates profits
HK$'000 HK$'000
United States Dollars 5% 7,508 5% 6,933
Euros 5% 2,276 5% 2,396
Renminbi 5% 813 5% 732

Results of the analysis as presented in the above table represent an aggregation of the
instantaneous effects on each of the Group entities’ profit after tax and equity measured in the
respective functional currencies, translated into Hong Kong dollars at the exchange rate ruling at the
end of the reporting period for presentation purposes.

The sensitivity analysis assumes that the change in foreign exchange rates had been applied to re-
measure those financial instruments held by the Group which expose the Group to foreign currency
risk at the end of the reporting period, including inter-company payables and receivables within the
Group which are denominated in a currency other than the functional currencies of the lender or the
borrower. The analysis excludes differences that would result from the translation of the financial
statements of foreign operations into the Group's presentation currency. The analysis is performed
on the same basis for 2017.

(e) Fair value measurement
Fair value of other financial assets and liabilities carried at other than fair value

The carrying amount of the Group’s financial instruments carried at cost or amortised cost were not
materially different from their fair value as at 31 December 2018 and 2077.
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23 COMMITMENTS

(a) Capital commitments outstanding at 31 December 2018 not provided for in the
financial statements were as follows:

2018 2017
HKS'000 HK$'000

Contracted for:
— Plant and machinery 7,024 12,577
— Buildings 3,131 67,121

10,155 79,698

(b) At31December 2018, the total future minimum lease payments under
non-cancellable operating leases are payable as follows:

2018 2017
HK$'000 HK$'000

Within 1year 1,387 1,435
After 1year but within 5 years 2,203 2,590
3,590 4,025

24 MATERIAL RELATED PARTY TRANSACTIONS

Key management personnel remuneration

Remuneration for key management personnel of the Group, including amounts paid to the Company's directors
as disclosed in note 7 and certain of the highest paid employees as disclosed in note 8, is as follows:

2018 2017
HKS'000 HK$'000

Short-term employee benefits 26,804 19,899
Discretionary bonuses 2,390 1,093
Equity-settled share option expense 15,680 13,720
Post-employment benefits 306 193

45,180 34,905

Total remuneration is included in “staff costs” (see note 5(b)).
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25 COMPANY-LEVEL STATEMENT OF FINANCIAL POSITION

2018 2017
HKS'000 HK$'000

Non-current assets

Investments in subsidiaries 43 43
Amounts due from subsidiaries 969,452 892,956
_Totalnon-currentassets 96949 892,999

Current assets
Prepayments, deposits and other receivables 435 262
Cash and cash equivalents 15,615 67,649
Totalcurrentassets 16050 67.9m
Current liability
_Otherpayablesand accrvals 438 855
Net current assets 15,612 67,056
Net assets 985,107 960,055
Equity
Issued capital 105,225 105,225
Reserves 879,882 854,830
Total equity 985,107 960,055

26 IMMEDIATE AND ULTIMATE CONTROLLING PARTIES

At 31 December 2018, the directors consider the immediate parent of the Group to be Baoan Technology
Company Limited, while the ultimate controlling party of the Group to be China Baocan Group Co, Ltd, which are
both incorporated in the PRC. China Baoan Group Co, Ltd. produces financial statements available for public
use.
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27 POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS AND INTERPRETATIONS
ISSUED BUT NOT YET EFFECTIVE FOR THE YEAR ENDED 31 DECEMBER 2018

Up to the date of issue of these financial statements, the HKICPA has issued a number of amendments, new
standards and interpretations which are not yet effective for the year ended 31 December 2018 and which have
not been adopted in these financial statements. These include the following which may be relevant to the Group.

Effective for

accounting periods
beginning on or after

HKFRS 16, Leases 1January 2019
HK(IFRIC) 23, Uncertainty over income tax treatments 1January 2019
Annual Improvements to HKFRSs 2015-2017 Cycle 1January 2019
Amendments to HKAS 28, Long-term interest in associates and joint ventures 1January 2019

The Group is in the process of making an assessment of what the impact of these amendments, new standards
and interpretations is expected to be in the period of initial application. So far the Group has identified some
aspects of the HKFRS 16 which may have a significant impact on the consolidated financial statements. Further
details of the expected impacts are discussed below. While the assessment has been substantially completed
for HKFRS 16, the actual impact upon the initial adoption of this standard may differ as the assessment
completed to date is based on the information currently available to the Group, and further impacts may be
identified before the standard is initially applied in the Group’s interim financial report for the six months ended
30 June 2019. The Group may also change its accounting policy elections, including the transition options, until
the standard is initially applied in that financial report.

HKFRS 16, Leases

As disclosed in note 1(h), currently the Group classifies leases into finance leases and operating leases and
accounts for the lease arrangements differently, depending on the classification of the lease. The Group enters
into some leases as the lessor and others as the lessee.

HKFRS 16 will primarily affect the Group’s accounting as a lessee of leases for properties, plant and equipment
which are currently classified as operating leases. The application of the new accounting model is expected to
lead to an increase in both assets and liabilities and to impact on the timing of the expense recognition in the
statement of profit or loss over the period of the lease.
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POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS AND INTERPRETATIONS
ISSUED BUT NOT YET EFFECTIVE FOR THE YEAR ENDED 31 DECEMBER 2018
(Continued)

HKFRS 16, Leases (Continued)

HKFRS 16 is effective for annual periods beginning on or after 1 January 2019. As disclosed in note 23(b), at 31
December 2018 the Group’s future minimum lease payments under non-cancellable operating leases amount
to HK$3,590,000, the majority of which is payable either between 1and 5 years after the reporting date. Upon the
initial adoption of HKFRS 16, the opening balances of lease liabilities and the corresponding right-of-use assets
will be adjusted to HK$3,500,000 respectively, after taking account the effects of discounting, as at 1January
2019.

Other than the recognition of lease liabilities and right-of-use assets, the Group expects that the transition
adjustments to be made upon the initial adoption of HKFRS 16 will not be material.

HK(IFRIC) 23, Uncertainty over income tax treatments

This Interpretation provides guidance on how to apply HKAS 12, Income taxes when there is uncertainty over
whether a tax treatment will be accepted by the tax authority.

Under the Interpretation, the key test is whether it is probable that the tax authority will accept the entity’s tax
treatment. If it is probable, then the entity should measure current and deferred tax consistently with the tax
treatment in its tax return. If it is not probable, then the entity should reflect the effect of uncertainty in its
accounting for income tax by using the “expected value” approach or the “the most likely amount” approach —
whichever better predicts the resolution of the uncertainty and in that case the tax amounts in the financial
statements will not be the same as the amounts in the tax return.

Upon the initial adoption of HK (IFRIC)23, there is no impact of the opening balances of income tax payable.

IPE GROUP LIMITED
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