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Definitions

Bx

In this annual report, unless the context otherwise requires, the RAFEREN - RXESERIEIN - Tz
following expressions shall have the following meanings. BLAT RS °

“AGM(s)” annual general meeting(s) of the Company

[RFBFRE | BEARNRNRFBAFRE

“Articles” the articles of association of the Company adopted on 18 June 2016

[Ei240R) ]

“Audit Committee”
[(BizEZEg]

“Board”
[Exg]
“CEO”
[TTEARE ]

“China” or “PRC”
[

“CG Code”
[KEERFAD]

“Company”, “our Company”,
“Group”, “our Group”,

TS

“China Leon”,

“Controlling Shareholders”

[ER AR

“Director(s)”

[E%]

"HKS"
(7t

we” or “us”
[RRE] - [REH] -
(B 3k [ 3]

AR AR 2016 E 6 A 18 B AH 484 =2 /4mE)

the audit committee of the Company

BARBNBZEZES

the board of Directors of the Company

BARBNEEZS

chief executive officer of the Company

AR BIRTTHARE

the People’s Republic of China
hEE AR HFE

the “Corporate Governance Code” set out in Appendix 14 to the Listing Rules

B AR DB 14 P (R EE AT RI)

China Leon Inspection Holding Limited (9 Bl /78542 A R A 7]), an exempted
company incorporated under the laws of the Cayman Islands with limited liability on
29 July 2015 and except where the context indicated otherwise its subsidiaries
EPE N BRBRIERER AT - —KP2015%F7 H29H $E%FE%§'—;E¥%5£?$EIHMZ
VHVERRBRETARK (BRXESBMEN HHEA

Mr. LI Xiangli, Ms. ZHANG Aliying, Mr. LIU Yi, Leon Cornerstone Investment Holding
Limited, Swan Stone Investment Holding Limited and Hawk Flying Investment
Holding Limited
EZEMAEE KRE R Z - 2 3 5% & - Leon Cornerstone Investment
Holding Limited * Swan Stone Investment Holding Limited }2 Hawk Flying Investment
Holding Limited

the director(s) of the Company
EARRBES

Hong Kong dollars, the lawful currency of Hong Kong

BEEATER AT

China Leon Inspection Holding Limited « Annual Report 2019



“Beijing Huaxia Lihong”

[EREE %]

“Listing Rules”

[{EMRAD]

“Model Code”

[T A

“Nomination Committee”

[fRREBE)]

“year”

[AFE ]

“Prospectus”
(B =R ]

“Remuneration Committee”

EES S

“RMB”
AR

“SFO”

[(FEZ REIE 15H))

“Share(s)”

(A7 |

“Shareholder(s)”
e

“Stock Exchange”
[ B 22 P |

wgy”
[%]

Definitions

e

Beijing Huaxia Lihong Commodity Inspection Co., Ltd. (It REE HEE RieRE
R A &), a company incorporated in the PRC on 19 January 2009 and an indirect
wholly-owned subsidiary of our Company

EREENEEMRBRERAR - —RN2009F1 A19 B LR B AR -

RANTNEEZERBEAF

the Rules Governing the Listing of Securities on the Stock Exchange (as amended
from time to time)

B AT % L AR B (B TRBERT)

the “Model Code for Securities Transactions by Directors of Listed Issuers” set out in
Appendix 10 to the Listing Rules
C ETRADMEE 10 sl 2 EMBEITAZZETE S R HHITAESFR])

the nomination committee of the Company

BARRNREEZES

from 1 January 2019 to 31 December 2019
5B 20191 A1 HE2019F 12 A31 H

the prospectus of the Company dated 29 June 2016
EARREIHEA2016 66 A 29 HHBIRER

the remuneration committee of the Company
BARRNHFMEES

Renminbi, the lawful currency of the PRC
BHBEEEEY AR

the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong), as
amended, supplemented or otherwise modified from time to time

BEBEDE ST BE(EHF LG RD) - KARHERT » FFRSAR 5B
ordinary share(s) of par value US$0.00005 each in the issued share capital of our
Company

FEARA BB BT A A =R E1E 0.00005 3£ T HY 8 A%

holder(s) of the Shares
HERDFE A

The Stock Exchange of Hong Kong Limited
EEBMAERIMBRLIT]

per cent.
== PaNng
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Company Profile
NGIE A

China Leon Inspection Holding Limited (“China Leon” or “We”),
headquartered in Beijing, is an international third-party independent
testing and inspection company listed on the Main Board of the Stock
Exchange (stock code: 1586.HK), and the first company within TIC
industry from China to be listed in Hong Kong. We are committed to
providing our clients with the best services available in (1) inspection;
(2) surveying; and (3) witnessing and ancillary services through
stringent professional standards, consistent operation procedures
and industry-leading labs.

Our competitive advantages consist of our (1) comprehensive service
network; (2) stable customer relations; (3) rigorous internal control
system; (4) industry leading technical expertise and strong R&D
capabilities; (5) well established brand and company reputation;
(6) open and inclusive talent recruitment policies, and flexible and
diverse in-house talent training and development programs, such as
“apprenticeship system” and “management trainee program”, which
have continuously powered the Company’s growth towards greater
heights.

We are determined to become the world’s leading international
third-party independent inspection and testing services provider, to
achieve this goal, we have formulated the following strategic plans: (1)
further cement our leading position in the coal testing and inspection
industry, accelerate business expansions in energy and commodities
inspections, and further penetrate into any related field with innovative
service offerings; (2) continuously improvement of our management
and control systems, further reduction in operation costs, fully utilise
our in-house developed equipment and systems to upgrade our
services, as well as (3) attract talents through M&A and incubator
framework to further improve the service capabilities and expand
the service scope, and continuously promote our enterprise wide
business platforms.

China Leon Inspection Holding Limited « Annual Report 2019
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Board of Directors

Executive Directors

Mr. LI Xiangli (Chairman and CEO)
Ms. ZHANG Alying (Vice President)
Mr. LIU Yi (Vice President)

Mr. YANG Rongbing (Vice Chairman)

Non-executive Director

Mr. WANG Gang

Independent Non-executive Directors

Mr. WANG Zichen
Mr. ZHAO Hong
Mr. LIU Hoi Keung

Company Secretary

Mr. CHAN Oi Fat

Authorised Representatives

Mr. LI Xiangli
Mr. CHAN Oi Fat

Audit Committee

Mr. LIU Hoi Keung (Chairman)
Mr. WANG Zichen
Mr. ZHAO Hong

Remuneration Committee

Mr. ZHAQO Hong (Chairman)
Ms. ZHANG Alying
Mr. WANG Zichen

Nomination Committee

Mr. LI Xiangli (Chairman)
Mr. WANG Zichen
Mr. ZHAO Hong
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Corporate Information
NEER

Auditor

Deloitte Touche Tohmatsu
Certified Public Accountants
35th Floor, One Pacific Place
88 Queensway

Hong Kong

Registered Office

Clifton House 75 Fort Street
PO Box 1350

Grand Cayman

KY1-1108

Cayman Islands

Headquarters and Principal Place of
Business in the PRC

Building No. 78
Zhuyuan Road

No. 12 District

Tianzhu Free Trade Zone
Beijing, China

Principal Place of Business in Hong Kong

Unit F, 16/F, Neich Tower
128 Gloucester Road
Wanchai, Hong Kong

Principal Banker

China Merchants Bank Shuangyushu Sub-branch
Ligong Science & Technology Building

No. 9 Zhongguancun South Street

Haidian District

Beijing, China

Hong Kong Legal Advisor

Michael Li & Co.

19/F Prosperity Tower

39 Queen’s Road Central Central,
Hong Kong

China Leon Inspection Holding Limited « Annual Report 2019
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Hong Kong Branch Share Registrar and
Transfer Office

Computershare Hong Kong Investor Services Limited
Shops 1712-1716, 17/F Hopewell Centre
183 Queen’s Road East Wanchai, Hong Kong

Principal Share Registrar and Transfer
Office

Ocorian Trust (Cayman) Limited

(formerly known as “Estera Trust (Cayman) Limited”)
Clifton House, 75 Fort Street

PO Box 1350

Grand Cayman

KY1-1108

Cayman Islands

Stock Code

1586

Website

www.huaxialihong.com

Corporate Information
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Ocorian Trust (Cayman) Limited
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Financial Highlights
MBREE

° Revenue for 2019 amounted to approximately RMB396.5
million, representing an increase of 69.6% from approximately
RMB233.8 million recorded in 2018.

° Gross profit for 2019 amounted to approximately RMB186.2
million, representing an increase of 51.5% from approximately
RMB122.9 million recorded in 2018.

° Profit for the year 2019 amounted to approximately RMB28.8
million, representing a increase of 486.8% from approximately

RMB4.9 million recorded in 2018.

° Final dividend of RMBO0.0375 per share recommended,
resulting in a full-year dividend of RMB0.0375 per share.

China Leon Inspection Holding Limited « Annual Report 2019
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Financial Summary

B

For the year ended 31 December

BZ12A31BLEE

2015 2016 2017 2018 2019
20154 2016 4F 2017 & 20184 2019 F
RMB’000 RMB’000 RMB’000 RMB’000 = RMB’000
ARETT AR¥BTRT ARETT ARBTT AR¥ETRT
Revenue ['ON 155,789 186,466 200,921 233,750 396,456
Gross profit EF 80,449 96,359 110,684 122,908 186,207
Profit before income tax PSRRI AE 33,023 38,058 43,137 14,212 46,900
Income tax expense gt = (5,448) (4,430) (8,434) 9,311) (18,143)
Profit for the year FRFE 27,575 33,628 34,703 4,901 28,757
Profit attributable to: AR B IERE(EFIE -
Owners of the Company ZIN/NTEZ SN 27,607 33,628 35,595 14,021 24,171
Non-controlling interests Bl g (32) - (892) (9,120) 4,586
As at 31 December
M12A31H
2015 2016 2017 2018 2019
20154 2016 4F 2017 4F 20184 2019
RMB’000 RMB’000 RMB’000 RMB’000 ~ RMB’000
AREBFIT AR®ETT ARETT AREBTT AR%TR
Total assets BEMBE 195,516 216,758 254,370 328,854 414,485
Total liabilities AfEEsR 134,517 45,108 56,072 131,863 193,215
Equity attributable to RATHB A
owners of the Company RIS 60,838 171,650 195,206 201,884 222,953

REERRERARAR « 2019FERE
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Chairman’s Statement

ERHRE

On behalf of the Board of China Leon, | am pleased to present the
annual report of the company and its subsidiaries for the year ended
December 31st, 2019.

In 2019, the global GDP growth continued to slow down, coupled
with stagnating trade and industrial production. The TIC industry,
however, remains strong amid weakening global economic growth. It
is well established in Europe and North America, while rapid growth
has been recorded in China. The TIC industry has been positioned
as a high-tech industry in China. The State Administration for Market
Regulation proposed in 2019, to promote the marketization of
inspection agencies, providing a better market environment for highly
competitive enterprises. Our company has also benefited from this.
By adopting strategies focused on sustainable growth, we have
developed derivative and innovative businesses while consolidating
the energy testing services. In addition to maintaining comparative
advantages in traditional operations, we actively developed the
upstream markets and delivered supporting services such as
quality control, technical consulting, branding, and management
output. As the company successfully developed diversified business
models, invested and adopted technical innovation, and put more
focus on talent acquisition and cultivation, the Group continued to
record a healthy performance in 2019 and significantly increased its
overall strength. Since the company went public in 2016, we have
consistently delivered a stable return on capital with cumulative
dividend payout of RMB23.0 million.

The Group has registered an upswing in its operations during the
reporting period and achieved a significant growth in its performance.
The Group generated a revenue of RMB396.5 million and net profit
of RMB28.8 million in 2019, representing an increase of 69.6% and
486.8%, respectively, compared to 2018. The Board of Directors has
passed the resolution for the proposed payment of the final dividend
of RMB 0.0375 per share for this year.

China Leon Inspection Holding Limited « Annual Report 2019
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Increased input in research and development to improve
customer experience. Technical innovation holds the key to our
brand recognition and comparative competitiveness in different
segments. We are actively involved in the standard-setting process
at both national and industry levels. During the reporting period,
our participation led to creation of 4 national standards, and within
our own enterprise, we crystallized 39 corporate standards. By
integrating LEON LIMS intelligent laboratory system and industrial
sample preparation smart robots, we have now achieved supervisory,
control, and tracking mechanisms of all aspects of the company’s
inspection and validation services. The sample preparation smart
robot can run 24 hours a day, which has greatly improved our
business efficiency, laying a solid foundation for quality control from
production to distribution. In order to better develop and integrate the
company’s management system, enhance the level of standardization
and digitalisation, and adapt to the strategic needs of group-
oriented development, we worked together with SAP, the leader in
international business management solution, to launch the ERP &
HR information system in July 2019. We will continue to broaden the
scope of this project and integrate different information and various
resources under the enterprise ecosystem with the help of proven
management tools, to achieve better efficiency, control risks and lay
the foundation for incorporating new business in the future. In this
era, when all things are connected via the internet, smart automation
of energy testing is an irreversible trend. China’s Leon’s R & D and
scientific achievements will contribute to a better competitive edge.

Focus on talent training and development. As TIC is a
professional and technical service industry, our company’s vision
is to build a strong pool of talents. By offering systematic talent
development program and flexible incentives, we are confident that
we are able to cultivate a group of exceptional and diligent talents
who possess the spirit of craftsmanship and are highly aligned with
our enterprise culture, to help ensure the company’s sustainable and
efficient development. In the future, we will target complementary
and mutually beneficial sectors that are in line with our strategic
development goals, proactively strengthen platform development and
diligently practise efficient allocation of resources. We will adopt a
centralized incubation model to attract top talents and teams in the
industry to join us.

Chairman’s Statement
FERE

BEMARFARFERA  BRAZFEE - BIEAE
EHRMEE D EERT@ER ] EFEERFED
WZLER RAERLEBIRIZE  ITEFRE
NREEEENGITE RGN H2EEEE
RIZEATE » B BFIZAEGZ9TE - ARIEBLEON
LIMSERLERE RS 6L T HEMEZ A SIS
% BRTHE2ARRBESSRONEEETEMN
AEMERR - BRe bl EHEs AT 24/ N T E
1T RRIBREBRE @ 7] Rl ot EES A
RIREEETIRHEBNRE - BREAFERE
REBRANEE - EHER(L - FE(LERKT - &
FEEE L EENEBIEE R - RPN 2019F7 A H
B EEIRMRTEEESAPRIE) T ERP & HR
SEMLIER - ZIBAEMFHEHE - §EEBIKA
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OB AT - AR B 0 s RHS I B AR R B K5
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T% RANEERZEREBFNDATHEZTA
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R AEDBECER - LA [BEFRH ] A0 [FEH] B
ARSITTEAEFAS - BEINA -
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Chairman’s Statement
FERE

Looking ahead to 2020, we will fully leverage on our international
service network, maintain stable and quality customer relationships,
and utilize suitable capital reserves to cement our leading position in
the coal testing industry, and focus on developing testing services
for other energy resources and commodities. We will break through
the major roadblocks that are hindering the company’s development
by further enhancing enterprise innovation, expanding the brand’s
influence, strengthening refined management, and pooling resources,
with a view to accelerating the company’s sustainable development.
Thus, we will create optimal returns for our investors!

Chairman
Mr. Li Xiangli

31 March 2020

China Leon Inspection Holding Limited « Annual Report 2019
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Below are the brief profiles of the current Directors and senior

Profile of Directors and Senior Management

management of the Group.

Directors

The Board currently consists of eight Directors, comprising
four executive Directors, one non-executive Director and three

EEREREEAEBR/N
AT RAEERTEELRMEEABNBN -

S

SFEEEAH/\BREFAEAR  BREENBRTES
—ZINTEZTR=RBIIFRITES - TRHT
BHREENER -

independent non-executive Directors. The following table sets forth

information regarding the Directors.

Date of
Appointment as
Name Age Position Director
HE Fie Bz EZAEENAH
Executive Directors
HITES
Mr. LI Xiangli 57 Chairman, CEO and executive Director 13 January 2016
FmHxEE FE O THAHFRNTES 201641 A13H
Ms. ZHANG Aiying 57 Vice president and executive Director 13 January 2016
REHRZE Bl FENTES 201641 A13H
Mr. LIU Yi 55 Vice president and executive Director 13 January 2016
bt BlARFNTES 201641 A13H
Mr. YANG Rongbing 39 Vice chairman and executive Director 18 June 2016
HERESE BlFERNTES 20166 A18H

Non-executive Director

FHITES

Mr. WANG Gang 49
FREE

Independent non-executive
Directors
BYFHTES

Mr. WANG Zichen 53
EREEA

Mr. ZHAO Hong 59
T ST A

Mr. LIU Hoi Keung 55
BFEkEE

Non-executive Director

FRTES

Independent non-executive Director

BUIATES

Independent non-executive Director

BIFBITES

Independent non-executive Director

BIIFITES

REERRERARAR « 2019FERE
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Profile of Directors and Senior Management

EENSREEBAEBN

Executive Directors

Mr. LI Xiangli, aged 57, is the chairman, CEO and an executive
Director. He is the spouse of Ms. ZHANG Aiying. Mr. Li is primarily
responsible for the strategic planning and overall management of
our Group. He is also the chairman of the Nomination Committee.
Mr. Li joined our Group in April 2009 and was appointed as our
executive Director on 13 January 2016. He is also a director of certain
subsidiaries of our Company.

Mr. Li has approximately 30 years of experience in the coal testing
and inspection industry. Prior to joining our Group, from October
2008 to April 2009, Mr. Li served as a project manager of China
Certification & Inspection Group Co., Ltd. (T E#%E 2% (£E) BIR
‘A7), a state-owned testing company that serves different industries,
and was responsible for the establishment of the platform for mineral
inspection. From January 1989 to September 2008, he worked at
the coal inspection technology center of Qinhuangdao Entry-Exit
Inspection and Quarantine Bureau (225 H AER#HREZ D) and
was promoted to a deputy director in April 2004, responsible for coal
testing and inspection.

Mr. Li obtained a bachelor’s degree in chemistry from Hebei Normal
College (AHtEM#EFR) in the PRC in July 1985, and a master’s
degree in materials science from Yanshan University (#&1LIAE2) in the
PRC in December 1999. He obtained the qualification as a senior
engineer in November 2001 granted by State Administration for
Entry-Exit Inspection and Quarantine of the PRC (B% £ AE & is
Z ).

Mr. Li is the sole director and sole shareholder of Leon Cornerstone
Investment Holding Limited, a controlling shareholder of the
Company, as disclosed in the “Substantial Shareholders’ Interests in
the Shares” section of the Directors’ Report. Also, Mr. Li, Ms. ZHANG
Aiying and Mr. LIU Vi (23f) entered into an acting-in-concert deed
on 31 January 2016. Pursuant to the deed, Ms. ZHANG Aiying and
Mr. LIU Vi (23) shall support Mr. Li's decisions on material matters in
relation to the operation and management of our Group by exercising
their voting rights at the meetings of the shareholders and boards of
the members of our Group in accordance with the decision of Mr. Li.

China Leon Inspection Holding Limited « Annual Report 2019
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Profile of Directors and Senior Management

Ms. ZHANG Aiying, aged 57, is a vice president of the Company
and an executive Director. She is the spouse of Mr. LI Xiangli. Ms.
Zhang is primarily responsible for overall business management,
overall management of the procurement and human resources
departments of our Group. She is also a member of the Remuneration
Committee. Ms. Zhang was appointed as our executive Director on
13 January 2016. She is also a director of certain subsidiaries of the
Company.

Ms. Zhang has over 17 years of experience in coal industry. Prior
to joining our Group, from May 1995 to February 2005. Ms. Zhang
served as a manager of examination department of Shanxi Coal
Import & Export Group Qinhuangdao Branch (LU P8 R+ D £ E
2855 /A7]), a company primarily engaged in coal trading, and was
responsible for coal testing. From August 1988 to May 1995, she was
a teacher at No. 11 High School of Qinhuangdao (RE£&ME+—
&), and was responsible for teaching chemistry.

Ms. Zhang obtained a bachelor’s degree in chemistry from Hebei
Normal College (/1L AT#IEZ3FE ) in the PRC in July 1988.

Ms. Zhang is the sole director and sole shareholder of Swan
Stone Investment Holding Limited, a substantial shareholder of
the Company (by virtue of the Listing Rules), as disclosed in the
“Substantial Shareholders’ Interests in the Shares” section of the
Directors’ Report. Also, Ms. Zhang, Mr. LI Xiangli and Mr. LIU Yi (21I35)
entered into an acting-in-concert deed on 31 January 2016. Pursuant
to the deed, Ms. Zhang and Mr. LIU Yi (2] ) shall support Mr. LI
Xiangli’s decisions on material matters in relation to the operation
and management of our Group by exercising their voting rights at
the meetings of the shareholders and boards of the members of our
Group in accordance with the decision of Mr. LI Xiangli.

Mr. LIU Yi, aged 55, is a vice president of the Company and an
executive Director. He is primarily responsible for overall management
of sales, quality control and research. Mr. Liu joined our Group in
February 2010 as deputy general manager of Beijing Huaxia Lihong,
and was appointed as our executive Director on 13 January 2016. He
is also a director of a subsidiary of the Company.
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Mr. Liu has approximately 31 years of experience in the coal testing
and inspection industry. Prior to joining our Group, from September
1988 to January 2010, Mr. Liu worked with Qinhuangdao Entry-Exit
Inspection and Quarantine Bureau (F£5 H A B RBZE D) and
was promoted to the director of the coal inspection technology center
in September 20083, responsible for coal inspection. From July 1987
to September 1988, he was a teacher at Hebei Building Materials
Vocational and Technical College (771t 2 M B2 K17 267 ), and was
responsible for teaching analytical chemistry.

Mr. Liu obtained a master’s degree in materials engineering from
Yanshan University (%L XZ%) in the PRC in November 2006. He
obtained the qualification as a senior engineer in June 1998 granted
by National Commodity Inspection Bureau (EXEMe%RE),
currently known as General Administration of Quality Supervision,
Inspection and Quarantine of the PRC (X E 2 - B iR 4a5).

Mr. Liu, Mr. LI Xiangli and Ms. ZHANG Aliying entered into an acting-
in-concert deed on 31 January 2016. Pursuant to the deed, Mr.
Liu and Ms. ZHANG Aiying shall support Mr. LI Xiangli’s decisions
on material matters in relation to the operation and management
of our Group by exercising their voting rights at the meetings of the
shareholders and boards of the members of our Group in accordance
with the decision of Mr. LI Xiangli.

Mr. YANG Rongbing, aged 39, is an executive Director. Mr. Yang
was appointed as our independent non-executive Director on 18
June 2016 and was mainly responsible for providing independent
opinion to the Board. He was re-designated as executive Director
on 23 July 2018 as well as appointed as the vice chairman and is
mainly responsible for corporate strategies, capital planning, internal
control and compliance of the Group. He is also a director of certain
subsidiaries of the Company.
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Mr. Yang, holder of a MBA from Central University of Finance and
Economics, was a distinguished professor of Capital University of
Economics and Business. He has served in the capital markets in
both Mainland China and Hong Kong for a long period of time. He is
an expert in adopting innovative financial tools to provide support to
enterprises on sustainable development and continuously improving
capital vehicles. Mr. Yang previously served as an executive director
and the chief executive officer of SMI Holdings Group Limited (£
EEREBEARAR]) (“SMI Holdings”), a company listed on the
Main Board of the Stock Exchange (Stock code: 0198). Before
joining SMI Holdings in 2010, Mr. Yang served in various financial
and investment roles in State-owned enterprises and institutions
such as Beijing Golden Tide Group Co., Ltd. (It RE&REEHA
fR/A 7)), Foreign Economic Cooperation Office under Ministry of
Environmental Protection (B ZIRIFIRE DL INE 1EF L)) and Center
for Development of Trade and Control of Investment in Europe (BUM
RERBREERT D).

Non-executive Director

Mr. WANG Gang, aged 49, is the non-executive Director. He is
primarily responsible for providing business guidance in relation to the
industry to our Group. Mr. Wang was appointed as our non-executive
Director on 13 January 2016.

Mr. Wang has extensive experience in testing industry. Since
August 2011, Mr. Wang has been serving as a general manager of
operation department and legal and investment department of China
Inspection Company Limited (F Bl #8: BFR A 7)) (“CIC”), a company
primarily engaged in inspection and certification service, and has
been responsible for the overall management of operation, strategic,
quality control and investment. CIC is a substantial shareholder of the
Company (by virtue of the Listing Rules), indirectly holding 11.63%
of the issued share capital of the Company through its subsidiary.
From January 2010 to July 2011, Mr. Wang served as the director
of the inspection and supervision department of Zhejiang Entry-
Exit Inspection and Quarantine Bureau (#7L i AE#E#%% B) and
was responsible for the overall management of the inspection and
supervision department. From December 2003 to January 2010, Mr.
Wang served as a deputy general manager of China Certification &
Inspection Group Zhejiang Co., Ltd. (fBEBRBRAEFEEINTIAR
A H|]), a company primarily engaged in inspection and certification
service, and was responsible for inspection and quality management.
From December 1999 to December 2003, Mr. Wang served as the
head of Zhejiang Entry-Exit Inspection and Quarantine Firm (37T H A
B Z 2 FFT) and was responsible for its overall management.
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Mr. Wang obtained a bachelor’s degree in electrical engineering
from Zhejiang University (#T/TAE2) in the PRC in July 1992. He also
obtained a master’s degree in finance from Zhejiang University in the
PRC in July 2005.

Independent non-executive Directors

Mr. WANG Zichen, aged 53, is an independent non-executive
Director. Mr. Wang is primarily responsible for providing independent
advice and judgment to our Board. He is also a member of the
Audit Committee, the Remuneration Committee and the Nomination
Committee. Mr. Wang was appointed as an independent non-
executive Director on 18 June 2016.

Since September 2007, Mr. Wang has been working with China Bohai
Bank Co., Ltd (#/88R7T% 5B PR A &) and is currently a branch head
of China Bohai Bank Co., Ltd Tianjin Fifth Avenue Branch (#/&8R77
f&1n BB A AR 2ZE B AHZ1T), responsible for the management
and operation of the branch.

Mr. Wang obtained a master’s degree in software engineering from
Beijing University of Aeronautics and Astronautics (it ZAZEMK
K& in the PRC in July 2010. He obtained the qualification as a
certified cost engineer (FEfHiE{E TH2AM) granted by the Ministry of
Housing and Urban-Rural Development of the PRC (12 A R4
Bl {F = A 4852 2%5F) in 2001. He also obtained the qualification as
a senior engineer granted by China State Construction Engineering
Corporation (Bl £E T #2482 7)) in December 2008.

Mr. ZHAO Hong, aged 59, is an independent non-executive Director.
Mr. Zhao is primarily responsible for providing independent advice and
judgment to the Board. He is also the chairman of the Remuneration
Committee and a member of the Audit Committee and the
Nomination Committee. Mr. Zhao was appointed as an independent
non-executive Director on 18 June 2016.

Mr. Zhao has extensive experience in thermal engineering. Since
March 1991, Mr. Zhao has been serving as a teacher in College of
Energy Engineering of Zhejiang University and has been responsible
for teaching and scientific research.
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Mr. Zhao obtained a bachelor’s degree in thermal energy from
Zhejiang University in the PRC in July 1984, and a master’s degree in
engineering from Zhejiang University in the PRC in January 1991. He
obtained the qualification as a professor in December 2001 granted
by Personnel Department of Zhejiang Province (17L& A ZEE).

Mr. LIU Hoi Keung, aged 55, is an independent non-executive
Director. Mr. Liu is primarily responsible for providing independent
opinion and judgement to the Board, He is also the chairman of
the Audit Committee. He was appointed as an independent non-
executive Director on 23 July 2018.

Mr. Liu is a director of JWMG Professional Services Limited (“JWMG”),
and often being nominated by JWMG to provide services to various
listed client companies. He has over 30 years of experience in the
field of auditing, accounting, finance, management and secretarial
work and is now the company secretary of Tungtex (Holdings)
Company Limited, a company listed on the Main Board of the Stock
Exchange (Stock code: 0518). He is also the executive director of
Alco Holdings Limited, a company listed on the Main Board of the
Stock Exchange (Stock code: 0328). Mr. Liu received his Master
of Science degree from the University of Hong Kong in 2002. He is
an associate member of the Hong Kong Institute of Certified Public
Accountants and a fellow member of the Association of Chartered
Certified Accountants.

Mr. Liu served as director and senior management positions with a
number of public companies listed on the Stock Exchange, including
being a director and joint chief executive officer of PanAsialum
Holdings Company Limited (Stock code: 2078); an executive director
and the chief financial officer of Beijing Enterprises Medical and
Health Industry Group Limited (formerly known as Genvon Group
Limited, Stock code: 2389); and a director, the chief executive officer
and the chief financial officer of China Merchants Land Limited
(formerly known as Tonic Industries Holdings Limited, Stock code:
0978). Besides, Mr. Liu previously worked at international accounting
firms for a total of nine years and gained extensive experience in
accounting, auditing and taxation of listed companies.
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Senior Management

Mr. LIU Yi, aged 41, is the secretary to the Board and assistant
to the chief executive officer of our Company. Mr. Liu is primarily
responsible for managing daily work of the Board and assisting the
CEO in managing the business operation of our Group. Mr. Liu joined
our Group in July 2011 and was appointed current position on 16
January 2016. He is also the supervisor and director of a subsidiary
of the Company.

Mr. Liu has over 13 years of experience in testing industry. Prior to
joining our Group, from August 2009 to July 2011, Mr. Liu served as
the project manager of China Certification & Inspection Group Beijing
Co., Ltd. (FRERABEEEILRERAF]), a company primarily
engaged in import and export commodity inspection, and was
responsible for inspection business. From August 2006 to July 2009,
Mr. Liu served as the business line manager of Sinoswiss Inspection
Co., Ltd. (P8 AR A 7)), a company primarily engaged in import
and export commodity inspection, and was responsible for inspection
business management. From July 2004 to July 2006, Mr. Liu served
as the inspection supervisor of China Certification & Inspection Group
Co., Ltd. (FEI#% 5 E (£E) R A A]), and was responsible for
import and export commodity inspection management.

Mr. Liu obtained a bachelor’s degree in chemistry in July 2001 and
a master’s degree in chemistry from Tsinghua University (& A )
in the PRC in July 2004. He obtained the qualification as chemical
analysis engineer (L2511 T2A0) in September 2013 granted
by Beijing Intermediate Professional and Technical Qualification
Evaluation Committee.
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Management Discussion and Analysis

Business and Market Review

According to IHS, the global TIC market size reached
RMB1.601 trillion in 2018, while the overall industry growth
was stable. In the past five years, the compound growth
rate of the global TIC industry had been approximately 10%,
and that of Chinese market for the same period was as
high as 15%, indicating the continuing rapid growth of TIC
industry in developing countries. The TIC industry in China
mainly benefited from two aspects: firstly, the relaxation
of government policies of third party inspection market;
secondly, the increasing demand for internal quality control by
companies from all types of industries. As a result, the industry
has witnessed the rise of companies becoming leaders in
their respective niche markets. With strong technology and
abundant talent resources, they enjoy good market credibility
and large economies of scale, therefore, ensuring a long-
term and stable development of the industry. During the year,
the Company has also expanded its service network in Asia-
Pacific region where there are emerging markets with high
growth potential.

The Company recorded a revenue of RMB396.5 million and a
net profit of RMB28.8 million in 2019, representing an increase
of 69.6% and 486.8%, respectively, as compared to 2018,
which was mainly attributable to the Company’s successful
layout and stable development in the field of commodities and
energy inspection.

m Further improvement of service network.

The energy inspection business is limited by service
radius, thus the location of outlets is absolutely
essential to business development. During the reporting
period, the Company has 20 inspection agencies and
laboratories within China, covering major domestic
trading ports and cities, including Hong Kong,
Qinhuangdao, Tangshan, Tianjin, Cangzhou, Nanjing,
Jiangyin, Hunan, Hubei, Guangzhou, Zhuhai, Xinjiang,
Shaanxi, Inner Mongolia, Dalian, Zhoushan, Xiamen,
Nanjing and Dongguan. Overseas, the Company
has 8 inspection agencies and laboratories, covering
Singapore, India, Malaysia, Indonesia, Pakistan, Brunei
and Australia. Singapore is our overseas command
center which allows us to capitalise on its unique
advantage in the oil and commodities trading markets
in order to actively participate international markets.
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Sustainable business structure and growing
customer base.

While further strengthening the leading position in coal
inspection industry within China, the Company has
made great efforts in developing the petrochemical
product inspection business and achieved remarkable
results, thereby forming the two major pillars of
inspection business of coal and petrochemical product
and supplemented by other commodities inspection
business including mineral products and agricultural
products. During the reporting period, the energy
inspection business continuously integrated both
upstream and downstream in the supply chain. The
key customers of the Group include CHN Energy,
Shaanxi Coal Group, China Coal Group, Yitai Group,
Datang Group, China Resources Group, CNPC,
SINOPEC, CNOOC, ChemChina, SinoChem, Shell, BR,
Exxon — Mobil, Chevron, Total, Saudi Aramco, ENOC
and Rosneft, etc.

Management capabilities and talent platform

The Company remains committed in enhancing
operational efficiencies and internal controls by
continuously embarking in three initiatives that involve
(1) standardisation, (2) digitisation and (3) automation.
In addition, the company strives to improve
management control and enhance key management
execution capabilities through better performance
measurement systems and improving investment
analysis. During the year, the Company (1) partnered
with SAP in implementing ERP and HR information
systems, (2) established a strategic ‘Innovation’
taskforce dedicated in exploring new service offerings
in the inspection field and (3) continued to attract new
talents through incubator framework and M&A.
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Improving core competence through
research and development

During the year, the Company successfully conducted
‘China Leon Innovative Coal Quality Management
Forum 2019’ to showcase its 10-year scientific
achievements, particularly its in-house ‘LEON LIMS’
laboratory system, which not only automates much of
laboratory processes, but also feeds important data
to the Company for better operational monitoring.
In another feat, the Company developed China’s
first robotic coal sampling system, which became
operational-ready. It not only leads to lower manpower
costs and higher service efficiency, but also ensures
the Company’s sustainable growth.

Becoming a global brand

In April 2019, the Company became the first member
of TIC Council (a merger of IFIA and CEOC) from
China, and was invited to attend the first TIC Council
meeting to discuss industry development issues with
90 active member organisations from more than 160
countries. The conference laid foundation for inter-
organisation cooperation and provided the Company
an excellent platform in promoting its brand.
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Il. Business Strategies and Future — - EBERBRRAREE

Outlook

In 2020, the Company will continue to focus on the
performance targets set by the management in line with
our strategic goals. Our growth strategy is based on further
strengthening existing business as well as continuing to
expand into new service offerings. We will increase our
competitive advantage through better allocation of enterprise’s
resources on cost control and performance measurement as
well as improve our enterprise-wide business platform. BP
World Energy Outlook report indicates that most of the world
energy consumption growth in Asia-Pacific region is driven
by the total population and ever growing middle class group.
The Company aims to maximise our local strength within
the region by continuously improve our regional network.
The Company will continue maintain its leading position and
market share in its established markets while further promoting
our “Leon” brand. In addition to maintaining our competitive
advantage in the traditional operation settings, the Company
will also actively develop new service offering in quality control
solutions and related technical consulting areas in order to
capitalise on our brand and service capabilities.

Impact of the pandemic of novel coronavirus on
the Company’s business

The pandemic of novel coronavirus in 2020 is a tremendous
challenge for all companies. Even though it brings delayed
operations to the TIC industry, the overall situation of energy
demand which grows continuously has not changed.
The demand for energy inspection will rebound when the
pandemic is over.

Due to the inherent nature and unpredictability of future
development, the actual financial effects could be different
depending on the future development of the outbreak,
government policies and measures in response to the
outbreak. The management team will continuously monitor the
development and further strengthen cost control and improve
the quality of services and business.
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FINANCIAL REVIEW Bf 7 B g
Overview BE
2019 2018
2019 F 20184
RMB’000 RMB’000 Change
AR¥ET T AREFIT EE)
Revenue A 396,456 233,750 69.6%
Gross Profit EF 186,207 122,908 51.5%
Profit before tax FAT A 46,900 14,212 230.0%
Profit for the year FERF]E 28,757 4,901 486.8%
Revenue A

The Group’s revenue increased by 69.6% from approximately
RMB233.8 million in 2018 to approximately RMB396.5 million in
2019. The increase was mainly due to a combination of steady growth
in traditional coal inspection business and successful deployment of
Group’s strategy in developing new inspection business focused on
petroleum and oil industry. The table below sets forth the revenue
breakdown for each of our service offerings.

REEAM AN 2018 F 4 AR 233.8 5 & L1l
E2019FHAREE396.5FHE T * HIEA69.6% °
MDD EBHREHERBEBNBTEER
AR AEBKINBEI EAHE &AL TERFIRA
FEEEREE o TRIIBMEBIRS &I WA B
M -

2019 2018

2019 F 20184

RMB’000 RMB’000

AR¥T AREEFTT

Testing services 50R BR 75 254,282 204,108
Surveying services EETF RTE 127,426 21,619
Witnessing and ancillary services REBRERS 14,748 8,023
396,456 233,750

Cost of Sales

The Group’s cost of sales consists primarily of operational manpower-
related costs, port charges and third-party subcontract inspection
costs. The Group’s cost of sales was approximately RMB210.2
million in 2019, compared to approximately RMB110.8 million in
2018, representing 53.0% and 47.4% of the Group’s revenue for the
same periods respectively. Such increase was in tandem with a rise in
Group’s revenue.

SHERA
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Gross Profit and Gross Profit Margin

The Group’s gross profit increased by 51.5% from approximately
RMB122.9 million in 2018 to approximately RMB186.2 million in 2019
mainly due to rise in revenue. The gross profit margin decreased
from 52.6% in 2018 to 47.0% in 2019, which was primarily due to
lower gross margin from business generated by the Group’s overseas
subsidiaries.

Selling, Distribution and Administrative Expenses

The Group’s selling, distribution and administrative expenses
increased by 34.3% from approximately RMB93.8 million in 2018 to
approximately RMB126.0 million in 2019. Such increase was primarily
attributable to (1) significant increase in scale of business; (2) rise in
manpower-related costs and (3) higher depreciation of properties,
plant and equipment.

Other Expenses

The Group recorded other expenses of RMB14.7 million and
RMB11.8 million in 2018 and 2019 respectively, representing a
decrease of 19.9%, mainly due to lower other impairment losses.

Finance Costs

The Group recorded finance costs of approximately RMB2.6 million
and RMB6.9 million in 2018 and 2019, respectively, representing
an increase of 160.8%, as a result of finance costs incurred by an
interest-bearing Secured Guaranteed Note which was issued to CCB
International (Holdings) Limited by the Group in September 2018.

Income Tax Expense

For the year ended 31 December 2019, income tax expense
amounted to approximately RMB18.1 million, representing a 94.9%
increase from approximately RMB9.3 million recorded last year,
primarily due to higher current income and increase in deferred tax.

Profit for the Year

The Group’s profit for the year increased by 486.8% from
approximately RMB4.9 million in 2018 to approximately RMB28.8
million in 2019, Such increase was mainly attributable to a significant
rise in overall business volume.
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Management Discussion and Analysis

Property, Plant and Equipment

Property, plant and equipment consist primarily of buildings, vehicles,
equipment and construction in progress. The Group had property,
plant and equipment of RMB118.7 million and RMB140.4 million as
at 31 December 2018 and 2019, respectively. The increase as at
31 December 2019 was primarily due to (1) inclusion of plant and
equipment from overseas acquisitions of petroleum and oil inspection
business and (2) completion of plant and equipment setup in various
PRC provinces.

Investment Properties

Investment properties consist of a commercial property in Beijing,
which was originally purchased at RMB25.5 million in April 2014,
and Room 202 and 302 of Wanxingyuan Yingang in Cangzhou,
which were originally purchased at RMB1.3 million in August 2011.
The investment properties of the Group had a carrying amount of
RMB20.7 million and RMB19.4 million as at 31 December 2018 and
2019, respectively.

Goodwill

The Group’s goodwill represents the excess of fair value of
consideration paid by the Group over the net fair value of acquisition
target’s identifiable assets and liabilities measured at acquisition
date. As at 31 December 2018 and 2019, the Group had goodwill of
approximately RMB3.1 million and RMB18.4 million, respectively. The
increase arose mainly from a new overseas acquisition by the Group
in May 2019 of an inspection business focused on petroleum and oil
industry as part of the Group’s effort to expand its service network.

Intangible Assets

The Group’s intangible assets primarily consist of software, patents,
customer relationship and inspection certificate. As at 31 December
2018 and 2019, the Group had intangible assets of approximately
RMB4.4 million and RMB3.8 million, respectively. The decrease was
mainly due to amortisation of these intangible assets.
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Trade Receivables

The Group’s trade receivables primarily represented amounts due
from its customers for its services provided in the ordinary course
of business. As at 31 December 2018 and 2019, the Group had
trade receivables of approximately RMB42.3 million and RMB94.7
million respectively. Such increase in receivables as at 31 December
2019 was primarily due to significant increase in scale of business
compared to last year.

Prepayments, Other Receivables and Other Assets

The Group’s prepayments, other receivables and other assets
primarily represent rental payments, value-added tax, prepayment
for construction in process, and deposits paid to enter open tender
process and land auction process. The current portion of the Group’s
prepayments, other receivables and other assets were approximately
RMB15.5 million and RMB16.8 million as at 31 December 2018 and
31 December 2019 respectively, representing an increase of 8.0%,
primarily due to higher other receivables. The non-current portion
of the Group’s prepayments, other receivables and other assets
decreased from approximately RMB6.6 million as at 31 December
2018 to approximately RMB5.8 million as at 31 December 2019,
primarily due to transfer of prepayment of setup costs to property,
plant and equipment on completion.

Financial Assets at Fair Value through Profit or Loss

The Group’s financial assets at fair value through profit or loss
primarily represent low-risk financial products purchased from
commercial banks using its cash on hand. Such financial assets
decreased from RMB27.0 million as at 31 December 2018 to zero
value as at 31 December 2019 due to disposal of these financial
products.

Cash and Cash Equivalents

The Group’s cash and cash equivalents consist primarily of cash
and bank balances denominated in RMB, United States dollar and
Singapore dollar. As at 31 December 2018 and 2019, the Group’s
cash and cash equivalents remained steady at RMB76.9 million and
RMB76.0 million respectively.
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Management Discussion and Analysis

Trade Payables

The Group’s trade payables primarily represent amounts payable for
port charges and third-party inspection work. As at 31 December
2018 and 2019, the Group had trade payables of RMB12.3 million
and RMB45.5 million, respectively. The increase in the Group’s trade
payables as at 31 December 2019 was primarily attributable to
significant increase in scale of business compared to last year.

Other Payables and Accruals

The Group’s other payables and accruals primarily represent accrued
salaries, wages and benefits, other taxes payable and other payables.
As at 31 December 2018 and 2019, the Group had other payables
and accruals of RMB35.4 million and RMB41.8 million, respectively.
Such increase as at 31 December 2019 was mainly due to increase
in accrued salaries, wages and benefits as the number of employees
grew.

Borrowings

The Group had borrowings of RMB76.1 milion and RMB63.3 million
as at 31 December 2018 and 2019, respectively. The decrease in the
Group’s borrowings was due to partial repayment of principal during
the year.

Cash Flows from Operating Activities

The Group had net cash inflows from operating activities of
approximately RMB20.0 million and RMB70.6 million in 2018 and
2019 respectively. The increase in the Group’s cash flows from
operating activities was primarily due to higher revenue generation.

Cash Flows from Financing Activities

The Group had net cash inflows from financing activities of
approximately RMB47.8 million in 2018 and net cash outflows
of approximately RMB36.9 million in 2019. The cash flows from
financing activities changed from net inflows to net outflows. This
was primarily due to (1) repayment of borrowings, interest and lease
liabilities of RMB66.9 million and (2) dividend payment of RMB3.0
million, partially offset by additional borrowing of RMB35.0 million.
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Commitments

As at 31 December 2019, the Group had a total capital commitment
of approximately RMB1.7 million for contracted but not performed
acquisition of property, plant and equipment.

Liquidity and Capital Resources

The Group had cash and cash equivalents of RMB76.0 million as at
31 December 2019. The Group is in a strong and healthy financial
position and has enough resources to support its operations and
meet its foreseeable capital expenditures.

Treasury Management and Funding Policy

The primary objectives of our capital management are to safeguard
our ability to continue as a going concern and to maintain healthy
capital ratios in order to support our business and maximize our
Shareholders’ value. We manage and adjust our capital structure
considering changes in economic conditions and the risks of the
underlying assets. To maintain or adjust our capital structure, we
may adjust dividend payments to shareholders, return capital to
shareholders or raise funds through issuing new equity.

We have a prudent treasury operation to manage our investments
in financial products. We only invest in low risk financial instruments
from reputable commercial banks that can be redeemed on a same-
day basis or otherwise within a short notice period, including primarily
bank-sponsored wealth management products, such as bonds,
money market funds and interbank deposits. We purchase and
redeem financial products multiple times over the course of a year as
and when needed to meet our real-time funding requirements, as a
result of which our cash flows related to the purchase and disposal
of financial products could be significantly higher than period-end
balance amounts.

Contingent Liabilities

As at 31 December 2019, the Group did not have any significant
contingent liabilities or guarantees to third parties.
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Management Discussion and Analysis

Gearing Ratio

The Group monitors capital on the basis of the gearing ratio.
The calculation of gearing ratio is based on total debt divided by
total equity and multiplied by 100.0%. Total debt is calculated as
“borrowings” as shown in the consolidated statement of financial
position. Total capital is calculated as “total equity” as shown in the
consolidated statement of financial position.

BB WD AT
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2019 2018

2019 F 20184

RMB’000 RMB’000

ARET T ARETIT

Total debt 63,273 76,085
Total equity R faEE 221,270 196,991
Gearing Ratio EARABELE 28.6% 38.6%

Credit Risk

Credit risk is the risk of loss arising from a customer’s or
counterparty’s inability to meet its obligations. The Group enters into
transactions only with recognized and creditworthy parties. It is the
Group’s policy that all customers who wish to have credit transactions
with the Group are subject to credit verification procedures taking
into account the customers’ financial position and the Group’s past
experience with the customers.

In addition, the Group monitors receivable balances on an ongoing
basis, and its exposure to bad debts is not significant. The
management of the Group evaluates the creditworthiness of its
existing and prospective customers and ensures that the customers
have adequate financing for the projects as well as the source of the
financing. No collateral is required.

The Group’s other financial assets include other receivables and cash
and cash equivalents. The credit risk of these financial assets arises
from default of the counterparty. The maximum exposure to credit risk
equals to the carrying amounts of these assets.

FERR

EERBRIERTFPHRH T REBOMELIRRD
R - AN EERER A REERIFNR ST FHE
R5 o AEBNBRERTE A EEAEERREER
RGNMARPHABBEERERF GH LA
EF OB R EAREERBERZHER)

AN - REE SRR E RUGIRMAS: - HXORE
EREAZRER - EEESFEARERE BT
EFNEE  URREFHEEARENHEEEEMNE
IR - REBEWTFEEAY -

A B 2 BLA B DS E AN B
RESEEY - ZECMEENIEERRER S
B19311 - RS EEAREZZEENREER

=
s °

REERRERARAR « 2019FERE

31



32

Management Discussion and Analysis
EEERWED T

Foreign Exchange Risk

The Group was exposed to foreign currency risk on cash and
cash equivalents, receivables, payables and borrowings that were
denominated in a currency other than respective functional currencies
of the Group’s entities. The currencies giving rise to this risk were
primarily Hong Kong dollar and United States dollar.

Significant Investments

The Group did not have any significant investments during the year.

Material Acquisitions and Disposals of Subsidiaries and
Associated Companies

On 8 May 2019, Leon Overseas Pte. Ltd., a subsidiary of the Group,
entered into a sales and purchase agreement with Saybolt Holding BV
to purchase the entire share capital of Saybolt (Singapore) Pte. Ltd. at
a consideration of US$3.75 million. The acquisition was completed on
15 May 2019 and with effective from this date, the financial results of
Saybolt (Singapore) Pte. Ltd. were consolidated into the accounts of
the Group.

Charges on Assets

During the year ended 31 December 2017, the Group purchased two
buildings from an independent third party with a cash consideration of
RMB37.7 million. One of the buildings was pledged by this third party
for certain purpose before the purchase, and as of 31 December
2019, the pledge had not been released and property ownership
certificates had not been obtained. The directors of the Company,
after taking into account of legal opinion, were in the opinion that the
ownership of these properties rest with the Company.

In addition, certain investment properties of the Group with a total
carrying value of RMB18.6 million as at 31 December 2019 (31
December 2018: RMB19.9 million) were pledged to obtain a banking
facility from a bank amounting to RMB10.0 million (31 December
2018: RMB15.0 million).
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Corporate Governance Report

The Board has committed to maintaining good corporate governance
standards. The Board believes that good corporate governance
standards are essential in providing framework for the Company to
safeguard the interests of Shareholders and to enhance corporate
value and accountability.

In the opinion of the Directors, throughout the year ended 31
December 2019, the Company had complied with all code provisions
as set out in the CG Code save for the deviation from code provision
A.2.1 while such deviation is explained in the relevant paragraph
below of this corporate governance report.

The Board will, from time to time, review and enhance its corporate
governance practices to ensure that the Company continues to meet
the requirements of the CG Code.

A. The Board
A1. Responsibilities and Delegation

The powers and duties of our Board include managing
our business, convening general meetings, reporting
our Board’s work at our Shareholder’s meetings,
preparing financial budgets and final reports,
formulating proposals for profit distributions as well
as exercising other powers, functions and duties as
conferred by our Articles.

A2. Board Composition

As at the date of this annual report, the Board
comprises eight members, which consist of four
executive Directors, one non-executive Director, and
three independent non-executive Directors, as follows:

Executive Directors

Mr. LI Xiangli (Chairman and Chief Executive Officer)
Ms. ZHANG Alying

Mr. LIU Yi

Mr. YANG Rongbing (Vice Chairman)

Non-executive Director
Mr. WANG Gang
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Independent Non-executive Directors
Mr. WANG Zichen

Mr. ZHAO Hong

Mr. LIU Hoi Keung

Chairman and Chief Executive

Currently, Mr. LI Xiangli takes up the roles of both
chairman of the Board and CEO, which is deviated
from code provision A.2.1 of the CG Code that the
roles of chairman and chief executive officer of the
Company are performed by the same individual. The
Board considers that Mr. Li possesses the essential
leadership skills to manage the Board and extensive
knowledge in the business of the Group. In the opinion
of the Directors, through supervision by the Board and
the independent non-executive Directors, together with
effective control of the Company’s internal check and
balance mechanism, the same individual performing
the roles of chairman and CEO can achieve the goal
of improving the Company’s efficiency in decision-
making, execution and effectively capturing business
opportunities. The Board will review the effectiveness
of this arrangement from time to time.

During the year, the chairman met once with
independent non-executive Directors without the
presence of other directors.

Appointment and Re-election of Directors

All Directors are appointed for a specific term, subject
to renewal upon expiry of the existing term. Each
of the Directors is appointed for a term of three
years pursuant to their service contracts or letters of
appointment.

Details of specific term of each of the Directors are
set out in the paragraph headed “Directors’ Service
Contracts” of the Directors’ Report.
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According to the Articles, one third of the Directors for
the time being (if their number is not three or a multiple
of three, the number nearest to but not less than one-
third) shall retire from office by rotation at each AGM.
The Directors who shall retire in each year will be those
who have been longest in the office since their last
re-election or appointment, but as between persons
who become or were last re-elected Directors on the
same day, those to retire will (unless they otherwise
agree among themselves) be determined by lot. The
retiring Directors should be eligible for re-election at the
relevant AGM. In addition, any new Director appointed
by the Board to fill a casual vacancy shall hold office
only until the first general meeting of the Company after
his/her appointment and be subject to re-election at
such meeting, whereas any Director appointed by the
Board as an addition to the existing Board shall hold
office only until the next following AGM and shall then
be eligible for re-election. The Director appointed by
the Board as aforesaid shall be eligible for re-election
at the relevant general meeting.

Training and Continuing Development for
Directors

Each newly appointed Director will receive formal
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
Company and that he/she is fully aware of his/her
responsibilities and obligations under the Listing Rules
and relevant regulatory requirements. Such induction
shall be supplemented by visiting to the Company’s
key plant sites and meetings with senior management
of the Company.

The existing Directors are continually updated with
legal and regulatory developments, and the business
and market changes to facilitate the discharge of their
responsibilities. Trainings and professional development
for Directors are arranged whenever necessary. In
addition, reading materials on new or changes to
salient laws and regulations applicable to the Company
are provided to Directors from time to time for their
studying and reference.
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SRR

The Directors are required to submit to the Company
details of the training they received in each financial
year for the Company’s maintenance of proper training
records of the Directors. According to the training
records currently maintained by the Company, during
the year, the Directors had complied with the code
provision A.6.5 of the CG Code on participation in

continuous professional training as follows:

EEARBMRFERARARAIRER
HERZHEIFE - AEARAF]
FEEENEERIIRE - REN
RABAIFEMEIZCE  EF
RAFEEDBR(EERERTRDSE
AB.5 1T AR 2B IR EE R

=l -

Type of training/education

B HERR

Attending training
on regulatory
development,

directors’ duties or
other relevant topics

Reading regulatory
updates or corporate
governance related
materials or
materials relevant to
directors’ duties

HERREERE - MEEERMEAR

ESHER HEPEERBRANERDS

Name of Director BEENSR H B EREAIET HEEREEBENME
Mr. LI Xiangli R EE v v
Ms. ZHANG Alying RERL LT v/ v/
Mr. LIU Vi Eibtes v v/
Mr. YANG Rongbing B ESE v 4
Mr. WANG Gang FHREE v v
Mr. WANG Zichen TrRE LA v v/
Mr. ZHAO Hong FHEL ST v v
Mr. LIU Hoi Keung B LE v v
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AG6.

A7.

Directors’ Attendance Records at Meetings

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 2019 are set out below:
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A6. EENERHFETLHE

EEEHRARNBEZE2019F12
A1 BIEFEHERITHNESRS S
# EFTEEEEABREAREN
EEREFIT ¢

Audit Remuneration Nomination
Board Committee Committee Committee General
Meeting Meeting Meeting Meeting Meeting
ERERE FMzEe REZES
Name of Director T A = =6 =6 REAE
Executive Directors: HTES:
Mr. LI Xiangli FmLE 6/6 N/A N/A 1/1 1/2
NEA NER
Ms. ZHANG Alying RERLTL 5/6 N/A 1/1 N/A 1/2
TEA ik
Mr. LIU Yi it 4/6 N/A N/A N/A 1/2
N F TEH TER
Mr. YANG Rongbing BRERAE 6/6 N/A N/A N/A 2/2
NEA NER el
Non-executive Director: FBTESR
Mr. WANG Gang FREE 1/6 N/A N/A N/A 1/2
N F ik TER
Independent non-executive ~ BYFEHTES :
Directors:
Mr. WANG Zichen TRERE 2/6 2/2 11 11 1/2
Mr. ZHAO Hong kbt 2/6 2/2 1/1 1/1 1/2
Mr. LIU Hoi Keung BH@EE 2/6 2/2 N/A N/A 0/2
NEA ik
N/A: not applicable TEMA - TEA

Model Code for Securities Transactions

The Company has adopted the Model Code as
set out in Appendix 10 to the Listing Rules as its
own code of conduct regarding dealings in the
securities of the Company by the Directors and the
Company’s employees who, because of their offices or
employments, are likely to possess inside information
of the Company and/or securities.
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Having made specific enquiry by the Company
with all Directors, all Directors confirmed that they
had complied with the required standards set out
in the Model Code regarding Directors’ securities
transactions throughout the year ended 31 December
2019.

Corporate Governance Functions

The Audit Committee is responsible for performing the
corporate governance functions set out in the code
provision D.3.1 of the CG Code.

Role and Function of the Board and the
Management

The Company has set out the respective functions and
responsibilities which are reserved to the Board and
delegated to management or Board committees. The
Board delegates day-to-day operations of the Group
to management while reserving certain key matters,
mainly relating to the approval and monitoring of the
Group’s overall strategies, policies and business plans,
and overseeing and evaluating the performance of
the Group. It is also responsible for promoting the
success of the Group and its businesses by directing
and supervising the Group’s affairs. Board committees
for specific functions are also set up to ensure efficient
Board operations. The composition and functions
of each Board committee and their major roles and
functions are described below. The final decision
still rests with the Board unless otherwise provided
for in the terms of reference of the relevant Board
committees.
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A10. Relationship between Directors

Set out below are the relationship between Directors
as required to be disclosed under code provision I(h) of
the CG Code:

1. Mr. LI Xiangli is the spouse of Ms. ZHANG
Aliying.

2. Mr. LI Xiangli, Ms. ZHANG Aiying and Mr. LIU
Yi entered into an acting-in-concert deed on
31 January 2016 whereby Ms. ZHANG Aiying
and Mr. LIU Yi shall support Mr. LI Xiangli’'s
decisions on material matters in relation to the
operation and management of our Group by
exercising their voting rights at the meetings of
the shareholders and boards of the members
of our Group in accordance with the decision of
Mr. LI Xiangli.

Board Committees

The Company has three Board committees, namely, the

Remuneration Committee, the Nomination Committee and

the Audit Committee, for overseeing particular aspects of

the Company’s affairs. All Board committees have been

established with defined written terms of reference which are

available on the Stock Exchange’s website (www.hkexnews.hk)

and on the Company’s website (www.huaxialihong.com). All

the Board committees should report to the Board on their

decisions or recommendations made.

B1.

Remuneration Committee

During the year ended 31 December 2019, the
Remuneration Committee comprises a total of three
members, being two independent non-executive
Directors, namely Mr. ZHAO Hong (chairman of
the committee) and Mr. WANG Zichen, and one
executive Director, namely Ms. ZHANG Aiying.
Throughout the year, the Company had met the
Listing Rule requirements of having the majority of the
Remuneration Committee members being independent
non-executive Directors as well as having the
committee chaired by an independent non-executive
Director.
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The primary function of the Remuneration Committee
is to develop remuneration policies of our Directors,
evaluate the performance, make recommendations
on the remuneration packages of our Directors
and senior management and evaluate and make
recommendations on employee benefit arrangements.
During the year, one meeting of the Remuneration
Committee was held to review the remuneration of the
Directors and senior management of the Company as
well as the total amount of remuneration paid by the
Company in year 2019.

The attendance records of each committee member in
the Remuneration Committee meeting held during the
year are set out in section A6 above.

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 is set out below:

TNEZEEMNEIEREABRES
MEHMECK - STHERE REER
SREEAENTFINGFBIRER
& WHE TRF L EL T ER
REER - FTHEEERAFER
BITT R UWEBEBARRE
EREREREANBNFINAK2019
FARRRFTIRAT BB B4R EE o

ELZBGNBHERARFEEANREIT
WEFWEZ s eeRansHI N L
X A6 —Ef e

BB EERFRINE BA .5 §FA
B RREBREXNERAFEA
MEE BRI T -

Number of individuals

Remuneration band (HK$) FHENEE (GBT) A
Nil to 1,000,000 =% 1,000,000 4
1,000,001 - 1,500,000 1,000,001 £ 1,500,000 1
1,500,001 - 1,900,000 1,500,001 2 1,900,000 2

Details of the remuneration of each Director for the
year are set out in Note 11 to the financial statements
contained in this annual report.

Nomination Committee

During the year ended 31 December 2019, the
Nomination Committee comprises a total of three
members, being one executive Director, namely
Mr. LI Xiangli (chairman of the committee), and two
independent non-executive Directors, namely Mr.
WANG Zichen and Mr. ZHAO Hong. Throughout the
year, the Company had met the code provision A.5.1
of having a majority of the committee members being
independent non-executive Directors and having the
committee chaired by the chairman of the Board.
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The principal duties of the Nomination Committee
include reviewing the structure, size and composition
of the Board; identifying individual suitably qualified to
become members of the Board and select or making
recommendations to the Board on the selection
of individuals nominated for directorship; making
recommendations to the Board on the appointment,
re-appointment and succession planning of Directors;
and assessing the independence of independent non-
executive Directors, as well as reviewing the board
diversity policy and the nomination policy.

Nomination Policy

The Board has adopted a nomination policy which
sets out the criteria for and process and procedures
of nomination of Directors. In accordance with the
nomination policy, in evaluation and selecting a
candidate for acting as a Director, the criteria to be
considered include:

- character and integrity of the individual;

- qualifications including professional
qualifications, skills, knowledge and experience
and diversity aspects under the board diversity
policy (summarised below) of the Company that
are relevant to the Company’s business and
corporate strategy;

- any measurable objectives adopted for
achieving diversity on the Board;

- requirement for the Board to have independent
Directors in accordance with the Listing
Rules and whether the candidate would be
considered independent with reference to the
independence guidelines set out in the Listing
Rules;

- any potential contributions the candidate can
bring to the Board in terms of qualifications,
skills, experience, independence and gender
diversity;
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- willingness and ability to devote adequate time
to discharge duties as a member of the Board
and/or Board committee(s) of the Company;
and

- such other perspectives that are appropriate to
the Company’s business and succession plan
and where applicable, may be adopted and/or
amended by the Board and/or the Nomination
Committee from time to time for nomination of
Directors and succession planning.

The nomination policy also sets out the nomination
process and procedures, including but not limited to:

1. evaluate the candidate based on the
abovementioned criteria upon receipt of the
proposal of appointment of new Director;

2. if there are more than one desirable candidate,
rank the candidates with reference to the needs
of the Company and the reference check of
each candidate; and

3. recommend to the Board to appoint the
appropriate candidate as the new Director.

Board Diversity Policy

The Company recognises and embraces the benefits
of having a diverse Board and regards the increasing
diversity at the Board as an essential element in
maintaining the Company’s competitive advantage.
The Board has adopted a board diversity policy which
sets out the approach to achieve diversity on the
Board.
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Summary of Policy

The Nomination Committee reviews 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.

In reviewing and assessing the Board composition
and the nomination of directors (as applicable),
Board diversity has to be considered from a number
of aspects, including gender, age, cultural and
educational background, professional qualifications,
skills, knowledge and experience.

Measurable Objectives and Progress

The Company aims to maintain an appropriate balance
of diversity perspectives of the Board that are relevant
to the Company’s business growth. The Nomination
Committee will discuss and where necessary, agree on
the measurable objectives for achieving diversity on the
Board and make recommendation to the Board. For
the purpose of implementation of the Board Diversity
Policy, the following measurable objectives were fulfilled
during the year:

1. at least one-third of the members of the Board
shall be independent non-executive Directors;

2. at least one of the members of the Board shall
have obtained accounting or other professional
qualifications;

3. at least one of the members of the Board is
female; and
4. at least half of the independent non-executive

Directors shall have work experience in
industries other than coal inspection.
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Annual Review

During the year, one meeting of the Nomination
Committee was held to review the structure, size and
composition of the Board in consideration of the board
diversity policy, and to review the nomination criteria
and procedures, the performance of Directors and the
independence of independent non-executive Directors.

The independence of the independent non-executive
Directors has been assessed in accordance with the
applicable Listing Rules. The Company has received an
annual confirmation of independence pursuant to Rule
3.13 of the Listing Rules from each of the independent
non-executive Directors, and the Company is of the
view that all independent non-executive Directors meet
the guidelines for assessing the independence set out
in Rule 3.13 of the Listing Rules and are independent.

The Nomination Committee considered an appropriate
balance of diversity perspectives of the Board
is maintained. The Nomination Committee also
considered that the Directors are rich in knowledge,
experience and background and their outstanding skills
in their respective expertise can meet the development
needs of the Company.

The attendance records of each committee member
in the Nomination Committee meeting are set out in
section A6 above.

Audit Committee

During the year ended 31 December 2019, the Audit
Committee comprises a total of three members, all
being independent non-executive Directors, namely
Mr. LIU Hoi Keung (chairman of the committee), Mr.
WANG Zichen and Mr. ZHAO Hong. The Company
has met the Listing Rule requirements regarding the
composition of the Audit Committee throughout the
year.
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The principal duties of the Audit Committee include
monitoring the integrity of the Company’s financial
statements, annual report and interim report, and
reviewing significant financial reporting judgements
contained therein; reviewing the Company’s financial
controls, and overseeing the risk management and
internal control systems; making recommendations
to the Board on the appointment, re-appointment
and removal of external auditor, and approving the
remuneration and terms of engagement of external
auditor, as well as reviewing arrangements which
can be used by the employees of the Company,
in confidence, to raise concerns about possible
improprieties in financial reporting, internal control or
other matters.

The Audit Committee is also responsible for performing
the corporate governance functions as set out in
the code provision D.3.1 of the CG Code. Its main
duties include developing and reviewing the Group’s
policies and practices on corporate governance and
making recommendations to the Board; reviewing
and monitoring the Group’s policies and practices on
compliance with legal and regulatory requirements;
reviewing and monitoring the training and continuous
professional development of directors and senior
management of the Group; and reviewing the Group’s
compliance with the CG code and the Model Code
and the disclosure in the corporate governance report
to be contained in the Company’s annual reports.
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During the year, two meetings of the Audit Committee
were held to review the annual and interim financial
results and reports in respect of the year ended 31
December 2018 and in respect of the six months
ended 30 June 2019, and to recommend the
change of external auditor. The Audit Committee also
reviewed financial reporting, internal control and risk
management systems as well as the scope of work of
external auditor. The Audit Committee also 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 compliance
of the Model Code, and the Company’s compliance
with the CG Code and disclosure in this Corporate
Governance Report.

The attendance records of each committee member
in the Audit Committee meetings are set out in section
A6 above.

Directors’ Responsibilities for Financial
Reporting in Respect of the Financial
Statements

The Directors have acknowledged their responsibilities for
preparing the financial statements of the Group for the year.

The Board is responsible for presenting a balanced, clear and
understandable assessment of annual and interim reports and
other financial disclosures required under the Listing Rules and
other regulatory requirements.

Risk Management and Internal Control

The Board acknowledges its responsibility to maintain effective
risk management and internal control systems of the Company
and review their effectiveness in order to manage rather than
eliminate risks of failure to achieve business objectives, and
to provide reasonable but not absolute assurance against
material misstatement or loss.
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D.1

D.2

Control Structure

The Company implemented various policies and
procedures to ensure effective risk management at
each aspect of its operation, including the provision of
on-site inspection, surveying and sampling services,
performance of analytical tests in our laboratories,
administration of daily operation, financial reporting
and recording, fund management, compliance with
applicable laws and regulations on environmental
protection and workplace safety. The policies and
procedures are designed to manage rather than
eliminate the risk of failure to achieve business
objectives, and can only provide reasonable and not
absolute assurance against material misstatement or
loss.

The internal audit department monitors compliance
with policies and procedures and the effectiveness of
risk management and internal control structures across
the Group and its principal divisions. The internal audit
department reports directly to the Audit Committee
and ensure the internal controls are in place and
functioning properly as intended.

Control Approach

The risk management process includes risk
identification, risk evaluation, risk management
measures, reviewing the effectiveness of the internal
control and risk management systems and resolving
material internal control defects. The management
conducted interviews with relevant staff members,
reviewing relevant documentation of the internal
control system, identifying and evaluating findings
of any deficiencies in the design of the Company’s
internal control system, providing recommendations
for improvement and following up on the effectiveness
of implementation of such recommendations, where
appropriate. The scope and findings of review on the
risk management and internal control are reported to
and reviewed by the Audit Committee during the year.
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Procedure manuals and operational guidelines are in
place to safeguard the assets against unauthorised
use or disposition, ensuring maintenance of proper
accounting records in compliance with the applicable
laws, rules and regulations for the provision of reliable
financial information for internal use and/or external
publication.

The Board, in conjunction with the Audit Committee,
annually assessed and reviewed the effectiveness of
the risk management and internal control systems and
procedures and considered the adequacy of resources
and financial reporting function.

Annual Review

For the year 2019, the Board through the Audit
Committee had conducted an annual review on the
systems of internal control and risk management of
the Company. The review covered material controls,
including financial, operational and compliance controls
and risk management functions of the Group. Areas
of improvement have been identified and appropriate
measures have been put in place to manage the risks.
The improvement of the systems of risk management
and internal control is an ongoing process and
the Board maintains a continuing commitment to
strengthen the Company’s control environment and
processes. The Board considers that the internal
control and risk management systems are effective
and adequate.
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D.4 Inside Information

The Company formulated the inside information policy.
The Company regularly reminds the Directors and
employees of the Group about the due compliance with
all policies regarding the inside information (as defined
under the SFO). Also, the Company keeps Directors,
senior management and employees appraised of the
latest regulatory updates. The Company shall prepare
or update appropriate guidelines or policies to ensure
the compliance with regulatory requirements. Under
the policy, heads of business units shall report to the
Directors any potential inside information event as
soon as practicable before or when it materialises
for determining the nature of developments, and if
required, making disclosure.

Company Secretary

Mr. CHAN Oi Fat (“Mr. Chan”) is the Company Secretary. The
primary contact person at the Company with Mr. Chan is
Mr. ZHANG Yu Kevin, the chief financial officer of the Group.

During the year, Mr. Chan was responsible for providing
advice to the Board on corporate governance matters. Mr.
Chan confirmed that he took no less than 15 hours of relevant
professional training during the year.

External Auditor and Auditor’s
Remuneration

The statement of the external auditor of the Company, Deloitte
Touche Tohmatsu, about their reporting responsibilities on the
Company’s financial statements for the year is set out in the
section headed “Independent Auditor’s Report” in this annual
report.
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The fees paid/payable to the external auditor in respect of
audit services and non-audit services (if any) for the year are
analyzed below:

RARFE NSz B TR = 5T AR 7S
MIEEARB (B BN/ ENNER Y
T

Fees paid/payable

B ERNER

RMB’000

Service Category [iE g W ARBTIT
Audit &5t

Annual audit service FERTIRE 1,681

Communications with Shareholders
and Investors

The Company considers that effective communication
with Shareholders (both individual and institutional, and
in appropriate circumstances, the investment community
at large) is essential for enhancing investor relations and
ensuring ready, equal and timely access to balanced and
understandable information about the Company (including
financial performance, strategic goals and plans, material
developments and governance) by investors.

The Company maintains a website at www.huaxialihong.com
as a communication platform with Shareholders and investors,
where information and updates on the Company’s business
developments and operations and other information are
available for inspection for public access.

The Company endeavours to maintain an on-going dialogue
with Shareholders and in particular, through AGMs and
other general meetings. Board members, in particular,
the chairmen of Board committees or their delegates,
appropriate management executives and external auditor
will use all reasonable efforts to attend AGMs and to answer
shareholders’ questions.
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Shareholders’ Rights

To safeguard Shareholders’ interests and rights, a
separate resolution is proposed for each substantially
separate issue at general meetings, including the election
of individual Directors. All resolutions put forward at
general meetings will be voted on by poll pursuant to
the Listing Rules and poll results will be posted on the
websites of the Company (www.huaxialihong.com)
and the Stock Exchange (www.hkexnews.hk) after each
general meeting. The Articles allow a Shareholder entitled to
attend and vote at a general meeting to appoint a proxy, who
need not be a Shareholder, to attend the meeting and vote
thereat on his/her/its behalf.

Pursuant to the Articles, 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 have
the right, by written requisition to the Board or the Company
Secretary of the Company, to require an extraordinary general
meeting to be called by the Board for the transaction of any
business specified in such requisition; and such meeting shall
be held within two months after the deposit of such requisition.
If within 21 days of such deposit the Board fails to proceed to
convene such meeting, the requisitionist(s) himself (themselves)
may do so in the same manner, and all reasonable expenses
incurred by the requisitionist(s) as a result of the failure of
the Board shall be reimbursed to the requisitionist(s) by the
Company.

There is no provision allowing Shareholders to move new
resolutions at general meetings under the Cayman Islands
Companies Law or the Articles. Shareholders who wish to
move a resolution may request the Company to convene
a general meeting following the procedures set out in the
preceding paragraph.

With respect to the Shareholders’ right in proposing persons
for election as Directors, please refer to the procedures
available on the website of the Company.

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

In case of shareholding enquiries, Shareholders should
direct their enquiries to the Company’s Hong Kong branch
share registrar, Computershare Hong Kong Investor Services
Limited, via its online holding enquiry at www.computershare.
com, dial its hotline at (852) 2862 8555 or go in person at
its public counter at 17M Floor / 17 Floor, Shops 1712-16,
Hopewell Centre, 183 Queen’s Road East, Wan Chai, Hong
Kong.

Dividend Policy

The Board has adopted a dividend policy which sets out the
principles of and guidelines on recommending or declaring
dividend to the Shareholders. The Company shall maintain
adequate cash reserves for meeting its working capital
requirements and future growth as well as its shareholder
value. The Board has the discretion to declare and distribute
dividends to the Shareholders subject to the Articles and
relevant laws and regulations. The Board shall take into
account the factors of the Group when considering the
declaration and payment of dividends, including but not
limited to, the Group’s financial results, cash flow situation,
business conditions and strategies, capital requirements and
expenditure plans and interests of the Shareholders.
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The Board is pleased to present the Directors’ Report of the year
2019 together with the audited consolidated financial statements of
the Group for the year.

Principal Business Activities

The Company was incorporated in the Cayman lIslands on 29
July 2015 as an exempted company with limited liability under
the Companies Law of the Cayman Islands. The Company is an
investment holding company.

An analysis of the Company’s revenue and operating profit for the year
by principal activities is set out in the section headed “Management
Discussion and Analysis” in this annual report and Notes 5 and 6 to
the consolidated financial statements.

Business Review

A review of the Group’s business during the year, which includes a
discussion of the principal risks and uncertainties facing the Group, an
analysis of the Group’s performance using financial key performance
indicators, particulars of important events affecting the Group during
the year, principal risks and uncertainties of the Group’s business, and
an indication of likely future developments in the Group’s business,
could be found in the sections headed “Chairman’s Statement”
and “Management Discussion and Analysis” in this annual report.
In addition, a discussion on relationships with its key stakeholders
is included in the sections headed “Management Discussion and
Analysis” and “Corporate Governance Report” in this annual report.
The review forms part of this directors’ report.

Financial Summary

A summary of the published results and assets, liabilities and non-
controlling interests of the Group, for the last five financial years is set
out on page 9 of this annual report.

Results and Dividends

The results of the Company for the year ended 31 December 2019
are set out in the consolidated statement of profit or loss and other
comprehensive income on pages 94 and 95 of this annual report.
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The Board recommends the payment of a final dividend of
RMBO0.0375 per share in respect of the year ended 31 December
2019 to Shareholders whose names appear on the register of
members of the Company on Monday, 6 July 2020. The proposed
final dividend will be paid on or about Friday, 24 July 2020 subject to
approval at the AGM.

The proposed final dividend shall be declared in RMB and paid in
Hong Kong dollars. The final dividend payable in Hong Kong dollars
will be converted from RMB at the average middle rate of RMB to
Hong Kong dollars as announced by the People’s Bank of China
during the period from Tuesday, 9 June 2020 to Tuesday, 16 June
2020.

Closure of the Register of Members

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

(i) from Tuesday, 9 June 2020 to Tuesday, 16 June 2020, both
days inclusive and during which period no share transfer will
be effected, for the purpose of ascertaining Shareholders’
entitlement to attend and vote at the AGM. In order to be
eligible to attend and vote at the AGM, all transfer documents
accompanied by the relevant share certificates must be
lodged for registration with the Company’s share registrar,
Computershare Hong Kong Investor Services Limited, at
Shops 1712-1716, 17th Floor, Hopewell Centre, 183 Queen’s
Road East, Wan Chai, Hong Kong, not later than 4:30 p.m. on
Monday, 8 June 2020; and

(ii) from Thursday, 2 July 2020 to Monday, 6 July 2020, both
days inclusive and during which period no share transfer will
be effected, for the purpose of ascertaining Shareholders’
entitlement to the proposed final dividend. In order to establish
entitlements to the proposed final dividend, all transfer
documents accompanied by the relevant share certificates
must be lodged for registration with the Company’s share
registrar, Computershare Hong Kong Investor Services
Limited, at Shops 1712-1716, 17th Floor, Hopewell Centre,
183 Queen’s Road East, Wan Chai, Hong Kong, not later than
4:30 p.m. on Tuesday, 30 June 2020.
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Share Capital

Details of the movements in the share capital of the Company are set
out in Note 33 to the financial statements.

Equity-linked Agreements

During the year, other than the Option Scheme as set out in the
section headed “Option Scheme” and Note 34 to the financial
statements, the Company did not enter into any equity-linked
agreement.

Environmental Policies and Performance

The Group is highly aware of the importance of environmental
protection and has not noted any material non-compliance
with any relevant laws and regulations in relation to its business
including health and safety, workplace conditions, employment
and the environment. During the production process, the Group
has implemented environmental protection measures, including
procedures related to energy use control, waste water and waste air
discharge management.

Purchase, Sale or Redemption of Shares of
the Company

Neither the Company nor any of its subsidiaries had purchased,
redeemed or sold any Shares during the year 2019.

Reserves

Details of the movements in the reserves of the Group and the
Company during the year are set out in the consolidated statement of
changes in equity on pages 98 and 99 of this annual report and Note
36 to the financial statements, respectively.

As at 31 December 2019, the Company’s distributable reserves were
RMB102.5 million.
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Donations

The Group did not make any charitable donations during the year
(2018: nil).

Borrowings

Details of the borrowings are set out in the section headed
“Management Discussion and Analysis” in this annual report and Note
31 to the consolidated financial statements.

Directors

During the year and up to the date of this annual report, directors of
the Company were as follows:

Executive Directors

Mr. LI Xiangli

Ms. ZHANG Aiying
Mr. LIU Yi

Mr. YANG Rongbing

Non-Executive Director
Mr. WANG Gang

Independent Non-Executive Directors

Mr. WANG Zichen
Mr. ZHAO Hong
Mr. LIU Hoi Keung

Biographical Details of the Directors and
the Senior Management

Biographical details of the Directors and the senior management of
the Group as at the date of this annual report are set out on pages
13 to 20 in the section headed “Profile of Directors and Senior
Management” in this annual report.
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Directors’ Service Contracts

None of the Directors proposed for re-election at the forthcoming
AGM had proposed to have any service contract with our
Company or any of our subsidiaries, other than contracts expiring
or determinable by the employer, which is not determinable by
the Group within one year without the payment of compensation
(other than statutory compensation). The directors’ remuneration is
determined with references to directors’ duties and responsibilities,
individual performance and the results of the Group.

Executive Directors’ service contracts

Three of our executive Directors, namely Mr. LI Xiangli, Ms. ZHANG
Aiying and Mr. LIU Vi, have respectively entered into service contract
with our Company pursuant to which each of them agreed to act as
an executive Director for an initial term of three years commencing
from 13 January 2016. Such terms were renewed for a further three
years commencing from 13 January 2019 upon expiry.

Mr. YANG Rongbing, formerly an independent non-executive Director,
has been re-designated as an executive Director and appointed as
the vice chairman of the Company with effect from 23 July 2018. Mr.
YANG has entered into a service contract with the Company pursuant
to which he agreed to act as an executive Director for an initial term
of three years commencing from 23 July 2018.

Non-executive Director’s and Independent
Non-executive Directors’ letters of appointment

Our non-executive Director, Mr. WANG Gang, has entered into a
letter of appointment with our Company pursuant to which he has
been appointed for an initial term of three years commencing from
13 January 2016. Such term was renewed for a further three years
commencing from 13 January 2019 upon expiry.

Two of our independent non-executive Directors, namely Mr. WANG
Zichen and Mr. ZHAO Hong, have respectively entered into a letter
of appointment with our Company pursuant to which each of them
has been appointed for an initial term of three years commencing
from 18 June 2016. Such term was renewed for a further three years
commencing from 18 June 2019 upon expiry.
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Mr. LIU Hoi Keung has been appointed as an independent non-
executive Director with effect from 23 July 2018. Mr. LIU has entered
into a letter of appointment with the Company pursuant to which he
has been appointed for an initial term of three years commencing
from 23 July 2018.

Our non-executive Director received no director’s fee. Each of our
independent non-executive Directors received a director’s fee of
HK$100,000 per annum.

Confirmation of Independence of
Independent Non-executive Directors

The Company has received an annual confirmation of independence
pursuant to Rule 3.13 of the Listing Rules from each of the
independent non-executive Directors for the year 2019 and the
Company considers that all the independent non-executive Directors
are independent.

Emolument of Directors and Senior
Management

We offer our executive Directors and senior management members,
who are also employees of our Company, emolument in the form
of salaries, allowances, remuneration, pension, discretionary bonus
and other welfares. Our non-executive Director does not receive any
emolument from our Group. Our independent non-executive Directors
receive emolument based on their responsibilities (including being
members or chairman of Board committees). We adopt a market and
incentive-based employee emolument structure and implement a
multi-layered evaluation system which focuses on performance and
management goals.

The remuneration (including fees, salaries and other benefits,
performance-related bonuses and pension scheme contributions)
paid to the Directors in aggregate for the year ended 31 December
2019 was approximately RMB5.8 million.

The remuneration (including salaries and other benefits, performance-
related bonuses and pension scheme contributions) paid to our
Group’s five highest paid individuals in aggregate for the year ended
31 December 2019 was approximately RMB10.7 million.
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For the year ended 31 December 2019, no emoluments were paid by
our Group to any Director or any of the five highest paid individuals as
an inducement to join or upon joining our Group or as compensation
for loss of office. None of the Directors had waived any emoluments
for the year ended 31 December 2019.

Details of the Directors’ emoluments and emoluments of the five
highest paid individuals in the Group are set out in Notes 11 and 12
to the consolidated financial statements.

The Company has also adopted the Option Scheme to motivate
Directors and employees. Details of the Option Scheme are set out
in the section headed “Option Scheme” of this directors’ report and
Note 34 to the financial statements.

Except as disclosed above, no other payments had been made or
were payable, for the year ended 31 December 2019, by our Group
to or on behalf of any of the Directors.

Permitted Indemnity Provision

Pursuant to article 191 of the Company’s articles of association, every
Director or officer of the Company shall be indemnified out of the
assets of the Company from liabilities which they may incur by reason
of execution of their duties.

The Company has maintained appropriate directors’ and officers’
liability insurance for the Directors and officers of the Group.

Directors’ Interests in Transactions,
Arrangements and Contracts

Save as disclosed in the section headed “Connected Transactions”,
no transaction, arrangement or contract of significance in relation
to the business of the Group to which the Company, its holding
company, or any of its subsidiaries or fellow subsidiaries was a party
and in which a Director or an entity connected with a Director was
materially interested, whether directly or indirectly, subsisted at the
end of the year or at any time during the year.

Competing Business

Except otherwise disclosed in this annual report, during the year,
none of the Directors were considered to be interested in businesses
which competed or were likely to compete, either directly or indirectly,
with our core businesses.
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Deed of Non-competition

Reference is made to the non-competition undertakings given by
the Controlling Shareholders in favour of the Company disclosed
in the Prospectus. The Controlling Shareholders have confirmed
to the Company that they have complied with the non-competition
undertakings during the year. The independent non-executive
Directors have conducted such review for the year, and also reviewed
the relevant undertakings and are satisfied that such undertakings
have been complied with.

Pension Scheme

Details of the pension scheme of the Company are set out in Note 35
to the financial statements.

Option Scheme

The following is a summary of the principal terms of the option
scheme conditionally approved and adopted by written resolutions of
our then Shareholders on 5 May 2017 (the “Option Scheme”).

(i) Purpose

The purpose of the Option Scheme is to attract, retain and
motivate employees, Directors and such other participants and
to further perfect corporate governance structure, propel the
Company to build up and complete motivating mechanism,
fully motivate employees, and effectively help to align the
interests of Shareholders, Company and its employees by the
grant of options.

(ii) Participants

The directors, officers and employees of any member of the
Group as determined by the Board from time to time.
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(iii)

(iv)

The total number of shares available for issue and
the percentage of the issued share capital that it
represents as at the date of this report

The Shares which issued and to be issued upon exercise
of all options already granted and to be granted under this
Option Scheme (the “Share Option(s)”) and other share
option schemes of our Company (and to which the provisions
of Chapter 17 of the Listing Rules are applicable) shall
not exceed 40,000,000 Shares (representing 10% of the
total number of the Shares in issue on the date the Shares
commence trading on the Stock Exchange).

The overall limit on the number of Shares which shall be
issued upon exercise of all outstanding options granted, and
yet to be exercised, under the Option Scheme, and other
share option schemes of our Company (and to which the
provisions of Chapter 17 of the Listing Rules are applicable),
shall not exceed 30% of the total number of the Shares in
issue from time to time.

The total number of shares available for issue under the Option
Scheme is 29,850,000 shares, representing approximately
7.46% of the issued share capital of the Company as at the
date of this report.

Maximum entitlement of each participant

The total number of Shares issued and to be issued upon
exercise of the Share Options granted to each participant
under the Option Scheme and any other share option
schemes (including both exercised and outstanding options) in
any 12-month period must not exceed 1% of the total number
of Shares in issue. Where any further grant of options to an
Eligible Employee would result in the Shares issued and to be
issued upon exercise of the options granted to such Eligible
Employee (including exercised, cancelled and outstanding
options) in the 12-month period up to and including the date
of such further grant representing in aggregate over 1% of
the total number of Shares in issue, such further grant must
be separately approved by the Shareholders at the general
meeting with such Eligible Employee and his/her close
associates abstaining from voting.

(iii)

(iv)
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v)

(vi)

(vii)

(viii)

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

The period within which the options must be exercised will
be specified by the Board at the time of grant, such period
shall not be longer than 10 years from the date upon which
any particular option is granted in accordance with the Option
Scheme.

Minimum period for which an option must be held
before it can be exercised (i.e. vesting period)

Options may be vested over such period(s) as determined by
the Board in its absolute discretion subject to compliance with
the requirements under any applicable laws, regulations or
rules to which the Option Scheme may be subject, including
the Listing Rules or regulations of any stock exchange on
which the Shares may be listed and quoted. Furthermore, the
Shares to be issued and allotted to a Grantee pursuant to the
exercise of any Option under the Option Scheme may or may
not, at the discretion of the Board, be subject to any retention
period.

Amount payable on acceptance of the option and
period within which payments or calls must or
may be made or loans for such purposes must be
repaid

RMB1.00 within 15 days from the date of grant.

Basis of determining the exercise price

The subscription price shall be such price determined by the
Board at its absolute discretion and notified to the Participant
in the offer at the time of the offer, and shall be no less than
the highest of:

(@) the closing price of the Shares as stated in the daily
quotations sheet issued by the Stock Exchange on the
date of grant of the relevant Share Option, which shall
be a business day;
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(ix)

the average closing price of the Shares as stated in the
daily quotations sheets issued by the Stock Exchange
for the five Business Days immediately preceding the
date of grant of the relevant Share Option (provided
that, in the event that any Share Option is proposed to
be granted within a period of less than five Business
Days after the trading of the Shares first commences
on the Stock Exchange, the new issue price of the
Shares for the share offer shall be used as the closing
price for any Business Day falling within the period
before listing of the Shares on the Stock Exchange);
and

the nominal value of a Share on the date of grant of the
relevant Share Option.

Remaining life of the Option Scheme

The Option Scheme will be valid and effective for a period of

10 years commencing on 5 May 2017, the date on which the

Option Scheme is conditionally adopted by resolution of our

Shareholders.

(ix)
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(ix) Present status of the Option Scheme (ix) EBRESTSIRAR
Movements in the Share Options during the year were as REEANBRENEBAT -
follows:

No. of Share Options

EREZA
Granted Lapsed Exercise
As at during during As at price per Exercise
Date of grant Participant 1/1/2019 the Year the Year 31/12/2019 Share period
H20195 H20195
REAH S80E 1818 ERERY FREEH 12A31H BROEE WTHEHR
(HKS)
(A1)
4772017 Employees (aggregate) 2,325,000 - - 2,325,000 1.28 4/7/2018-3/7/2023
D17F7H4B ER(AF) 1,965,000 - - 1,965,000 1.28 4/7/2019-3/7/2024
2,860,000 - - 2,860,000 1.28 4/7/2020-3/7/2025
23/7/2018 Mr. YANG Rongbing, 1,000,000 - - 1,000,000 1.414 23/7/2018-22/7/2023
201847 A23H executive Director 1,000,000 - - 1,000,000 1.414 23/7/2019-22/7/2024
BRERE 1,000,000 - - 1,000,000 1.414 23/7/2020-22/7/2025
HIER
10,150,000 - - 10,150,000
Notes: Bi%E -
1. The above Share Options are either vested on date of 1. Ll ERERREHAREMFE NGB
grant to two years or vested in one to three years from the EREABET—E2=FAEB IR
date of grant and are exercisable for a period of five years BEEMSER MR AFHRATE - I
commencing from the relevant vesting date and expiring at RZAFHMERE - AEEREERE
the close of business on the last day of the five-year period. & e
2. No Share Options were granted, exercised, lapsed or 2. RELRWBEBRERED - 176 - &
cancelled during the year. kT o
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Management Contracts

No contracts concerning the management or administration of the
whole or any substantial part of the business of the Group was
entered into or subsisted during the year.

Arrangements for the Directors to Purchase
Shares or Debentures

Save as disclosed in the “Option Scheme” section in this directors’
report and in Note 34 to the consolidated financial statements, at
no time during the financial year or at the end of the year was the
Company or any of its subsidiaries, its holding company or the
subsidiaries of its holding company a party to any arrangement to
enable the Directors to acquire benefits by means of acquisition of
shares in or debentures of the Company or any other body corporate.

Directors’ and Chief Executive’s Interests in
Shares and Underlying Shares

To the knowledge of the Board, as at 31 December 2019, the
interests and short positions of the Directors or chief executive of
the Company in the Shares, underlying shares or debentures of the
Company or any of its associated corporations (within the meaning
of Part XV of the SFO) (a) which were required to be notified to the
Company and the Stock Exchange pursuant to Divisions 7 and 8 of
Part XV of the SFO (including interests or short positions which they
were taken or deemed to have under such provisions of the SFO), or
(b) which were required, under Section 352 of the SFO, to be entered
in the register referred to in that section, or (c) which were required
under the Model Code to be notified to the Company and the Stock
Exchange, were as follows:
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Approximate

percentage
Number of Number of of issued
Shares Underlying share capital
Name of Directors Nature of Interests (Note 1) Shares of the Company
ERAR S BT
RHEE IR
EEpE Mg (Hrzt1) HERGEE Bk
Mr. LI Xiangli (Notes 2, 3, 4 & 8) Interests held jointly with another 225,810,000 (L) - 56.45%
mFEE (Ft2 3 458) person
Interests of a controlled corporation
Interests of spouse
HE— AT HRAFENER
XA ERR
[y
Ms. ZHANG Aiying Interests held jointly with another 225,810,000 (L) - 56.45%
(Notes 2, 4, 5 & 8) person
RERLT Interests of a controlled corporation
(Met2 - 4-5K8) Interests of spouse
HE— AT HRFENER
R EE RS
g
Mr. LIU Yi (Notes 2, 6 & 8) Interests held jointly with another 225,810,000 (L) - 56.45%
IS (Met2 - 68) person
Interests of a controlled corporation
HE— AT HRAKENER
XEEERR
Mr. YANG Rongbing (Note 7) Beneficial owner - 3,000,000 (L 0.75%

SRR (Mt 7)

ESHEBAA
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Notes:

The letter “L” denotes the person’s long position in the Shares and
underlying Shares.

There was a duplication of interests of 225,810,000 Shares among
Mr. LI Xiangli, Ms. ZHANG Aiying and Mr. LIU Yi. On 31 January
2016, Mr. LI Xiangli, Ms. ZHANG Aiying and Mr. LIU Yi entered into
an acting-in-concert deed to acknowledge and confirmed that they
are parties acting in concert in respect of each of the members of our
Group during and since the three years ended 31 December 2013,
2014 and 2015 and continue after the date of the deed. Pursuant
to the deed, Ms. ZHANG Alying and Mr. LIU Yi shall support Mr. LI
Xiangli's decisions on material matters in relation to the operation
and management of our Group by exercising their voting rights at
the meetings of the shareholders and boards of the members of our
Group in accordance with the decision of Mr. LI Xiangli. For details,
see in the section headed “Relationship with Controlling Shareholders
— Our Controlling Shareholders Acting in Concert” in the Prospectus.
By virtue of the SFO, Mr. LI Xiangli, Ms. ZHANG Alying and Mr. LIU
Yi are deemed to be interested in the Shares which are interested by
each other.

Leon Cornerstone Investment Holding Limited (“Leon Investment”) is
beneficially and wholly-owned by Mr. LI Xiangli. By virtue of the SFO,
Mr. LI Xiangli is deemed to be interested in the Shares held by Leon
Investment.

Ms. ZHANG Alying is the spouse of Mr. LI Xiangli. By virtue of the SFO,
Mr. LI Xiangli and Ms. ZHANG Aliying are deemed to be interested in
the Shares which are interested by each other.

Swan Stone Investment Holding Limited (“Swan Stone”) is beneficially
and wholly-owned by Ms. ZHANG Aiying. By virtue of the SFO, Ms.
ZHANG Aiying is deemed to be interested in the Shares held by Swan
Stone.

Hawk Flying Investment Holding Limited (“Hawk Flying”) is beneficially
and wholly-owned by Mr. LIU Yi. By virtue of the SFO, Mr. LIU Yi is
deemed to be interested in the Shares held by Hawk Flying.

Such 3,000,000 Share Options, each entitles its holder to subscribe
for one Share, were granted to Mr. YANG Rongbing (who was re-
designated from an independent non-executive Director to an
executive Director and appointed as the vice chairman of the
Company on 23 July 2018) on 23 July 2018.

M

@
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(8) On 30 August 2018, the Company and Wan Tai Investments Limited
(BHIREABRAR) (“Wan Tai”), a wholly-owned subsidiary of
China Construction Bank Corporation, entered into a subscription
agreement, pursuant to which, the Company conditionally agreed to
issue the secured guaranteed note (the “Note”) with an aggregate
principal amount of HK$68,000,000 with interest rate of 10% per
annum. Leon Investment, Swan Stone and Hawk Flying, as chargors
of the Note have pledged 26,090,000 Shares, 49,290,000 Shares and
35,550,000 Shares respectively, totalling 110,930,000 Shares to Wan
Tai.

Details of the pledge of shares were disclosed in the section “Pledging
of shares by the Controlling Shareholders and Loan Agreement
with Covenant Relating to Specific Performance of the Controlling
Shareholders” of this report.

9 As at 31 December 2019, the issued share capital of the Company
was 400,000,000 Shares.

Save as disclosed above and to the best knowledge of Directors,
as at 31 December 2019, there were no interests and short
positions of the Directors or chief executive of the Company in the
Shares, underlying shares or debentures of the Company or any
of its associated corporations (within the meaning of Part XV of the
SFO) which were required to be notified to the Company and the
Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the
SFO (including interests or short positions which they were taken or
deemed to have under such provisions of the SFO), or were required,
under Section 352 of the SFO, to be entered in the register referred to
in that section, or were required under the Model Code to be notified
to the Company and the Stock Exchange.
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Substantial Shareholders’ Interests in the
Shares

So far as the Directors are aware, as of 31 December 2019, the
following corporations/persons (other than Directors and chief
executive of the Company) had interests of 5% or more in the issued
Shares or underlying shares which would fall to be disclosed to the
Company and the Stock Exchange under the provisions of Divisions
2 and 3 of Part XV of the SFO, or which were recorded in the register
required to be kept by the Company under Section 336 of the SFO:
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Approximate
percentage of
issued share

Number of capital of the
Name of Shareholders Nature of Interests Shares Company
EAERABRE BT
BREEEB ERtE RHEE RAWBNE DL
Ms. WEI Yajuan (Notes 2 & 6) Interests of spouse 225,810,000 (L) 56.45%
BBt Mtz ke) [y e
Leon Investment (Notes 3 & 6) Beneficial owner 140,970,000 (L) 35.24%
Leon Investment (#7i£ 3 % 6) EnEEA
Swan Stone (Notes 4 & 6) Beneficial owner 49,290,000 (L) 12.32%
Swan Stone (#7it4 % 6) EnEEA
Hawk Flying (Notes 5 & 6) Beneficial owner 35,550,000 (L) 8.89%
Hawk Flying (#7775 X% 6) BEEBEAA
China Certification & Inspection Group Interests of a controlled corporation 46,500,000 (L) 11.63%
Co., Ltd. (PERERRE (L&) AR
N A]) (“CCIC") (Notes 7 & 8)
P EliRERRE (RE) BR AR R AR
(I EleEeRE R E ) (77 % 8)
China Inspection Company Limited Interests of a controlled corporation 46,500,000 (L) 11.63%
(FERERBRAE]) (“‘CIC)
(Notes 7 & 8)
P ERERER AT SN E
(TR Ra| (M7 %8)
China Dragon Inspection & Certification Beneficial owner 46,500,000 (L) 11.63%

(H.K.) Limited (“China Dragon”)

(Notes 7 & 8)

ERERRE (BE) EnEEA
BRAR([HEED(HE7K8)
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Name

IR R %

+
mE

of Shareholders Nature of Interests

Vet EEME

Approximate
percentage of
issued share

Number of capital of the
Shares Company
HAEDTE BT

BB E BRANENE D

China Construction Bank Corporation

(Notes 9 & 10)

Bl

RIRTTIDBIR AR (A 9R 10) BERRMREEZHA

Person having a security interest in shares  110,930,000(L) 27.73%

Central Huijin Investment Ltd. (Notes 9 & 10) Person having a security interest in shares  110,930,000(L) 27.73%
FRESIKREGREERAR(MZFIL 10) BERMDHRBERZHA

Notes:

(1)

@

The letter “L” denotes the person’s long position in the Shares.

Ms. WEI Yajuan is the spouse of Mr. LIU Yi. By virtue of the SFO,
Ms. WEI Yajuan is deemed to be interested in the Shares which are
interested by Mr. LIU Yi.

Leon Investment is beneficially and wholly-owned by Mr. LI Xiangli.
By virtue of the SFO, Mr. LI Xiangli is deemed to be interested in the
Shares held by Leon Investment.

Swan Stone is beneficially and wholly-owned by Ms. ZHANG Alying.
By virtue of the SFO, Ms. ZHANG Alying is deemed to be interested in
the Shares held by Swan Stone.

Hawk Flying is beneficially and wholly-owned by Mr. LIU Yi. By virtue
of the SFO, Mr. LIU Yi is deemed to be interested in the Shares held
by Hawk Flying.

There was a duplication of interests of 225,810,000 Shares among
Mr. LI Xiangli, Ms. ZHANG Alying, Mr. LIU YI, Ms. WEI Yajuan, Leon
Investment, Swan Stone and Hawk Flying. Of these Shares, Mr. LI
Xiangli, Ms. ZHANG Aiying, Mr. LIU Yi and Ms. WEI Yajuan were
deemed interested in the 140,970,000 Shares, 49,290,000 Shares
and 35,550,000 Shares held by Leon Investment, Swan Stone and
Hawk Flying respectively.

China Dragon is a 99.88% owned subsidiary of CIC, which is a 75%
owned subsidiary of CCIC. By virtue of the SFO, CIC and CCIC are
deemed to be interested in the Shares held by China Dragon.
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8) There was a duplication of interests of 46,500,000 Shares among
China Dragon, CIC and CCIC.

9) Leon Investment, Swan Stone and Hawk Flying, each being the
substantial shareholder of the Company, have pledged 26,090,000
Shares, 49,290,000 Shares and 35,550,000 Shares respectively,
totalling 110,930,000 Shares to Wan Tai Investments Limited (&#k#%
EAHMRAT]), a wholly-owned subsidiary of China Construction Bank
Corporation. Central Huijin Investment Ltd.’s deemed interest was
held by virtue of its 57.11% equity interests in China Construction
Bank Corporation. Details of the pledge of shares were disclosed in
the section “Pledging of shares by the Controlling Shareholders and
Loan Agreement with Covenant Relating to Specific Performance of
the Controlling Shareholders” of this report.

(10) There was a duplication of interest of 110,930,000 Shares among
China Construction Bank Corporation and Central Huijin Investment
Ltd. Of these Shares, China Construction Bank Corporation and
Central Huijin Investment Ltd. were deemed to be interested in the
26,090,000 Shares, 49,290,000 Shares and 35,550,000 Shares held
by Leon Investment, Swan Stone and Hawk Flying respectively.

(11) As at 31 December 2019, the issued share capital of the Company
was 400,000,000 Shares

Save as disclosed above and to the best knowledge of Directors, as
at 31 December 2019, no other persons (other than the Directors
of the chief executive of the Company) owned interests or short
positions in the Shares and underlying shares recorded in the register
required to be kept by the Company pursuant to section 336 of the
SFO or interests or short positions required to be disclosed to the
Company and the Stock Exchange pursuant to Divisions 2 and 3 of
Part XV of the SFO.

Public Float

Based on the information publicly available to the Company and as
far as the Directors are aware, as at the date of this directors’ report,
at least 25% of the total number of issued Shares of the Company is
held by the public pursuant to the Listing Rules.
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Pre-Emptive Rights

There are no provisions of pre-emptive rights under the Articles, 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 its existing shareholders.

Tax Relief

The Directors are not aware of any tax relief available to the
Shareholders by reason of their holding of the Shares.

Major Customers and Suppliers

The customer base of the Company mainly consists of state-owned
and privately-run coal mining companies, coal distribution companies,
power generation companies, global energy and petrochemical
companies and global oil trading companies. Customers of the
Company also include other general customers who engage us for
specific services on a service-order basis. Our suppliers include
port companies, sampling equipment companies, third-party labor
dispatch providers and landlords.

In the year under review, the Group’s largest customer accounted for
approximately 17.0% of the Group’s total revenue. The Group’s five
largest customers accounted for approximately 33.7% of the Group’s
total revenue.

In the year under review, the Group’s largest supplier accounted for
approximately 6.9% of the Group’s total cost of sales. The Group’s
five largest suppliers accounted for approximately 19.0% of the
Group’s total cost of sales.

As far as the Directors are aware, none of the Directors, their close
associates or Shareholders holding more than 5% of the total number
of issued Shares had any interest in the five largest customers or five
largest suppliers of the Group during the year.

Principal Risks and Uncertainties

Other than the financial risk management objective and policies as
disclosed in Note 42 to the financial statements, some significant
risks and uncertainties affecting the Group are outlined below. They
are not exhaustive and there may be other additional risks and
uncertainties which are now unknown or immaterial to the Group but
could become material in future.
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Our business and operations involve certain risks and uncertainties,
many of which are beyond our control. Management oversees the
risks and mitigate them by implementing robust business processes.
These risks can be broadly categorized as (1) business and industry
risk; (2) economic and political risk; (3) financial risk; (4) people risk;
and (5) operational risk.

Business and Industry Risk

The Group depends on a limited number of customers for a
substantial portion of our revenue and may not be able to successfully
maintain our business relationship with these customers. Our
expansion plans or future acquisitions may entail certain risks and
challenges.

Economic and Political Risk

The economic, political and social conditions of regions we operate
in could affect our business, financial condition and results of
operations. Any slowdown in the global economy may affect the
demand for energy and commaodities and result in a material adverse
effect on our business, results of operations and financial condition.

Financial Risk

The Group is exposed to discontinued or reduced preferential tax
treatments, interest rate, foreign currency in the normal course of
business.

Operational Risk

The Group’s operations may be interrupted by the occurrence of
unexpected events like natural disasters, strikes, epidemics and
occupational hazards that may or may not be under the Group’s
control.

Furthermore, the widespread community transmission of COVID-19
may cause disruption in supply chain, and interruption of business
operations.

Directors’ Report

ESERE

BB RG2S A TRR R TREENE - A4
FERBREMTEES - BIEEEBEENEBER
BUERERERRE - 2SRRI RKENES (1)
EBRITERR  Q&BERBUGRR : QKR
% () ABRR  &G)2ERR -

B RITEER

AEBERBERMBREIRANETEFNBESR
R BT —EREZERPHERRIFEE - RFIW
BIRET &I B RIB A RE X 2E TR Pk -

A7 e BUR [ By

B SRR - R M el %é{ﬁz
PIREETS ~ MESRA MG E SRR - IEEN T
AIRER ERERAN AR A mAHR R - 1emH M E’J%
% REXENWBARELEERTNEE -

B 5 LB

4 85 T — AR 153 T2 o T B S BUIRA % LL SR
b FIE RSMERR -

LEER

AEERNSERRALRBANE - TE - RITHA
AR AT BE R A ZA K EZ G MBE R FH RS
EMMEETE -

AN - FEEARR SN LR EZ E RSB E
BT RE LB -

REERRERARAR « 2019FERE

73



74

Directors’ Report

ESERE

Relationship with Customers and Suppliers

Our business relationship with our customers has proven to be
lasting. We believe that impartial and high-quality testing and
inspection are critically important for our customers. To better
serve the business needs from our customers, we are dedicated to
delivering reliable testing and inspection services supported by quality
control and operational measures consistent with statutory and
industrial standards, which are strictly followed by our employees. In
the meantime, we have an experienced sales and marketing team in
each of our service centers to better understand and serve the needs
of our customers.

We generally maintain a list of approved suppliers. We review this
list on an annual basis and consider whether any supplier should
be removed or added. In selecting a new supplier, we generally
consider whether the supplier candidate has passed the relevant
quality authentication, obtained the relevant production permit, and/
or received favorable recommendations. We typically maintain at least
two suppliers for each type of our major equipment, instruments or
required services to minimize potential disruption of our operation,
maintain sourcing stability and secure competitive prices from
suppliers.

Employees

As of 31 December 2019, the Group had 1,400 employees in total.
The Group’s employee compensation includes base salary, bonuses
and cash subsidies. In general, the Group determines employee
compensation based on each employee’s performance, qualifications,
position and seniority. Other agreed employee benefits includes
pension scheme, medical insurance, on-job training, education
subsidy and other social security and paid leaves stipulated under the
relevant jurisdiction of places of operation.

During the year ended 31 December 2019, the Company did not
experience any strikes or significant labor disputes which materially
affected the operation of the Company. The Company maintained
good relationship with its employees.
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The emolument policy of the employees of the Group is based
on their merit, qualifications and competence. The Company has
adopted the Share Option Scheme as an incentive to Directors and
eligible employees, details of the Option Scheme are set out in “Option
Scheme” section of this directors’ report and note 34 to the financial
statements. The emoluments of the Directors are recommended and
decided by the Remuneration Committee and the Board respectively,
having regard to the Company’s operating results, individual
performance and comparable market statistics.

Connected Transactions

During the year, the Group entered into connected transaction
or continuing connected transaction which were exempted from
disclosure requirements under the Listing Rules. Details are disclosed
in Note 45 to the consolidated financial statements.

No contract of significance in relation to the Group’s business to
which the Group was a party and in which a Director had a material
interest, whether directly or indirectly, subsisted during the year ended
31 December 2019.

Related Party Transactions

During the year, certain related parties entered into transactions with
us which are disclosed in Note 45 “Related Party Transactions” to
the consolidated financial statements of the Group, of which certain
of transactions also constitute connected transactions or continuing
connected transactions under Chapter 14A of the Listing Rules
but were exempted from disclosure requirements under the Listing
Rules. Details are disclosed in Note 45 to the consolidated financial
statements.

Change in Use of Proceeds from the Global
Offering

As set out in the section headed “Future Plans and Use of Proceeds”
in the prospectus of the Company dated 29 June 2016 (the
“Prospectus”) and the updates in the announcement of the Company
dated 16 June 2017, the Company intends to use the net proceeds
from its global offering for the follow purposes:

N approximately 30.0% of the net proceeds would be used to
construct new service facilities at Huanghua port;
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approximately 25.0% of the net proceeds would be used to
construct new service facilities at Tangshan port;

approximately 20.0% of the net proceeds would be used to

construct new service facilities at Tianjin port;

= approximately 15.0% of the net proceeds would be used for

strategic acquisition or investment; and

= approximately 10.0% of the net proceeds would be used to

fund general corporate purposes.

Changes in Use of Proceeds

The Board resolved on 23 March 2018 to change the proposed use

of the net proceeds due to the reasons set out below. Set out below

are details of the initial allocation of the net proceeds, the revised

allocation of the net proceeds, the amount utilized and the remaining

balance of the net proceeds:

Initial allocation of
net proceeds and
its percentage to

total proceeds

ARABAEHEFE

RAERHERELP

(Approximately RMB million)

- #)25.0% 8 P15 SRR A A A 7B LB
B 358 O BR A% AR B

- #120.0% Y P 15 SR I RE S A A ROR8
SR ) BR A% AR B

- #115.0% WY P15 SR B RE A5 A 0 B RS UL
HRE ]

- #10.0% VIS RIFEH AR A —RA
ARgRTES -

BEFREREAR

BEF2MN2018F3 23 B R EFRBRIASE
MEERE - REWMT YIRS ELFSHRIEFEE
EMABFSHIEEE BFEANSBERMERIE
FRERBRBEH BN TNERAR

The remaining

balance of

proceeds after

Revised allocation of the revised

net proceeds and its percentage  Amount utilized as allocation

to total proceeds of 31 December 2019 and utilization

ERARERERE BE0195 12318 EXABREREN
BERIEAFERELP BREANEE FrEREHE
(Approximately (Approximately

(Approximately RMB million) RMB million) RMB million)

(BETARE) (HEBTARE) (MEBTARE) (NBEETARE)
To construct new service faclifies at =558 EEHARIERT
Huanghua port 16.4 30.0% 16.4 30.0% 16.4 0.0
To construct new senvice faclities at B ILIB ERFNRIRIE
Tangshan port 137 25.0% 137 25.0% 137 0.0
To construct new service faclities at ~ KIZBERHNRIRIE
Tianjin port 10.9 20.0% - 0.0% - -
Strategic acquisition or investment BRYEIRE 82 15.0% 19.1 35.0% 19.1 00
To fund general corporate purposes —— — AR #IRIES 54 10.0% 54 10.0% 5.4 00
Total ait 546 100.0% 546 100.0% 546 00
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Reasons for the Changes in Use of Proceeds

The Board resolved to adjust and reallocate the remaining balance
of RMB10.9 million of the proceeds which was initially allocated to
the investment project of Tianjin port to the strategic acquisition or
investment, for the reasons and purposes set out below. The Board
was of the view that such adjustment and re-allocation would result in
a more efficient use of net proceeds from the global offering.

In 2017, the environmental governance policies for the Beijing-
Tianjin-Hebei region continued to be tighten. According to the 2017
Air Pollution Prevention and Control Work Program for Beijing-
Tianjin-Hebei Region and Surrounding Areas ((FUEH kiEE
HR2017F KA ADIETIEAR)) issued by the Ministry of
Environmental Protection in February 2017, it was required that by
the end of September 2017, receiving coals transported to ports by
diesel-powered trucks would be banned for ports in Tianjin, Hebei
and Bohai rim areas. The National Energy Administration and the
Ministry of Transport also required that by the end of October 2017,
the means of coal transportation to Tianjin port should be limited
to railway and automotive transportation of coal to the port should
be banned thereafter. In 2016, the coal throughput of Tianjin port
amounted to 110 million tonnes for the year, more than half of which
were transported by automobiles. As a result of the policy, in 2017
the coal throughput declined to 79.8 million tonnes, and the volume
for other ports nearby gradually increased. Correspondingly, in view of
the recent policy changes and the impact on the market, the Board is
was of the view that environmental factors will bring new uncertainties
to the original plan of new service facilities construction at Tianjin
port in 2018, and carrying out the original plan will not be the most
favorable choice. Therefore, the Board resolved to not construct new
service facilities at Tianjin port.

In order to seek better usage of net proceeds from the global offering
and protect the best interest of the shareholders of the Company, the
remaining balance of approximately RMB10.9 million, representing
20% of net proceeds, which was originally planned to be used to
construct new service facilities at Tianjin port by the Company would
be reallocated. As of the date of this report, the proceeds were not
invested in this project.
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According to our corporate strategy, we intend to enhance our service
capabilities and expand our service coverage through investment in
establishing subsidiaries, forming joint ventures with local business
partners and/or acquiring existing service facilities. In 2018, we
entered into an acquisition contract with Saybolt Holding BV (“Saybolt
Holding BV”), an independent third party which is incorporated in the
Netherlands, to acquire 100% interest in Saybolt (Tianjin) Metrology &
Inspection Co., Ltd. and Leon Overseas (Hong Kong) Limited (formerly
known as Core Laboratories (Hong Kong) Limited), bringing our
business towards globalization and diversification. In May 2019, we
entered into a sale and purchase agreement with Saybolt Holding BV
to acquire 100% interest in Saybolt (Singapore) Pte Ltd., expanding
our services to cover laboratory testing and inspection of bulk cargo
of oil, gas, chemicals and bunkers in Singapore, Malaysia, Indonesia
and the surrounding territory. In the future, we plan to increase our
capital investment, continue to expand our overseas network, and
develop inspection and testing business for other products.

As disclosed in the interim report of the Company for the six months
ended 30 June 2019, the Company had utilized as to approximately
RMB14.2 million to construct new service facilities in Huanghua port,
as to approximately RMB14.4 million towards strategic acquisition or
investment. From 1 July 2019 to 31 December 2019, the Company
had further utilized an additional of approximately RMB2.2 million
of the net proceeds to construct new service facilities in Huanghua
port and an additional of approximately RMB4.7 million of the net
proceeds towards strategic acquisition or investment. As at the date
of this report, the net proceeds have been fully utilized under the
revised allocation.

The Board confirms that there is no material change in the business
nature of the Group as set out in the Prospectus and considers that
the above proposed changes in use of net proceeds are in the best
interests of the Company and its shareholders as a whole.

Compliance with Laws and Regulations

We uphold high standards and meet relevant requirements under
applicable laws or ordinances when conducting our business.

For the year, the Company was in compliance with the relevant laws

and regulations that have significant impact on the Company in all
material respects.
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Significant Subsequent Events after the
Year

The Group had no significant subsequent events after the reporting
year up to the date of this annual report.

The pandemic of novel coronavirus in 2020 is a tremendous challenge
for all companies. Even though it brings delayed operations to the
TIC industry, the overall situation of energy demand which grows
continuously has not changed. The demand for energy inspection will
rebound when the pandemic is over.

Due to the inherent nature and unpredictability of future development,
the actual financial effects could be different depending on the future
development of the outbreak, government policies and measures in
response to the outbreak. The management team will continuously
monitor the development and further strengthen cost control and
improve the quality of services and business.

Pledging of shares by the Controlling
Shareholders and Loan Agreement with
Covenant Relating to Specific Performance
of the Controlling Shareholders

As disclosed in the Company’s announcement of 30 August 2018,
on 30 August 2018, the Company and Wan Tai Investment Limited
(“Wan Tai”, an indirect wholly-owned subsidiary of CCBI International
(Holdings) Limited), among others, entered into a subscription
agreement (the “Subscription Agreement”), pursuant to which, the
Company conditionally agreed to issue a secured guaranteed note (the
“Note”) with an aggregate principal amount of HK$68,000,000 with
interest rate of 10% per annum to Wan Tai, and Wan Tai conditionally
agreed to subscribe for the Note from the Company.

Subject to the satisfaction of certain conditions precedents, the
Company agreed to issue to Wan Tai by way of private placement,
and Wan Tai agreed to subscribe for the Note from the Company, in
the principal amount up to HK$68,000,000, which will mature on the
maturity date (the “Maturity Date”), being the first anniversary of the
issue date (the “Issue Date”, which is a date within five business days
after the conditions precedent having satisfied or waived, or such
other date as the Company and Wan Tai may agree in writing).
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Subject to the prior written approval by the holder of the Note,
the Company may, on the anniversary of the Issue Date, request
extension of the Maturity Date to no later than the second anniversary
or the third anniversary, as the case may be, of the Issue Date.

After arm’s length negotiations, the Company and the holder of the
Note have executed a supplemental deed, pursuant to which the
maturity date of the Note shall be extended to 28 September 2020.
As at 31 December 2019, the outstanding principal amount of the
Note is HK$45,150,000 (equivalent to RMB40,134,000).

The Note shall bear interest on its outstanding principal amount from
the Issue Date to the Maturity Date, at the rate of 10% per annum,
due and payable in arrear every six months by the Company from the
Issue Date.

To secure the indebtedness and liabilities of the Company to Wan
Tai under the Note, each of Leon Cornerstone Investment Holding
Limited, Hawk Flying Investment Holdings Limited and Swan
Stone Investment Holding Limited (collectively, the “Controlling
Shareholders”) charged 26,090,000 Shares, 35,550,000 Shares
and 49,290,000 Shares, respectively, on an aggregate basis being
110,930,000 Shares representing approximately 27.73% of the total
issued share capital of the Company as at 30 August 2018, in favour
of Wan Tai.

For as long as the Note remains outstanding, if the Collateral
coverage ratio (the “Collateral Coverage Ratio”, as defined in the
announcement of the Company dated 30 August 2018) falls below
2.0, each of the Controlling Shareholders agrees and undertakes to
charge additional Shares in favour of Wan Tai so that the Collateral
Coverage Ratio will increase to no less than 2.5.

In addition to the aforementioned share charges, each of Mr. Li Xiangli
(“Mr. Li”) and Ms. Zhang Aiying (“Ms. Zhang”) provides guarantee in
favour of Wan Tai in respect of the obligations of the Company, the
Controlling Shareholders, Mr. Li and Ms. Zhang under the transaction
documents (the “Transaction Documents”, as defined in the
announcement of the Company dated 30 August 2018).
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Pursuant to the Transaction Documents, each of the Controlling
Shareholders undertakes to Wan Tai that, among others, (a) Mr. Li
shall remains as a Director, an executive Director and the chairman of
the Board; or (b) unless with the prior written consent of Wan Tai, the
aggregate number of the charged Shares shall at all times be not less
than 110,930,000. It will be an event of default if any of the above
specific performance obligations is breached. Upon occurrence of
an event of default, the Note shall become immediately due and
repayable in accordance with the conditions of the Note, and Wan Tai
is entitled to redeem all or a portion of the Note.

Audit Committee

The Company has established the Audit Committee in compliance
with Rule 3.21 of the Listing Rules. The Audit Committee comprises
three members, namely Mr. LIU Hoi Keung (chairman), Mr. WANG
Zichen and Mr. ZHAO Hong, all being independent non-executive
Directors.

The Audit Committee has discussed with the management of the
Group and reviewed this annual report and the financial results of
the Group for the year. It also discussed with the management of
the Group and reviewed the financial controls, risk management and
internal control system of the Company.

The consolidated financial statements of the Group which are
prepared in accordance with International Financial Reporting
Standards for the year have been audited by Deliotte Touche
Tohmatsu (“Deliotte”), the auditor of the Company.

Auditor

On 27 September 2019, an extraordinary general meeting (“EGM”)
was held to consider the removal of Ernst and Young (“EY”) and the
appointment of Deloitte as auditor of the Company. At the EGM,
a special resolution was passed to remove EY as auditor of the
Company and an ordinary resolution was passed to appoint Deloitte
as auditor of the Company.

The proposal of re-appointing Deloitte as the auditor of the Company
will be put forward at the AGM for consideration and approval.
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The Publication of the Annual Report

This annual report, in both English and Chinese versions, is available
on the Company’s website at www.huaxialihong.com and the website
of the Stock Exchange at www.hkexnews.hk.

On behalf of the Board

Mr. Yang Rongbing
Executive Director

PRC, 31 March 2020
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Independent Auditor’s Report

Deloitte.
hE)

To The Shareholders Of China Leon Inspection Holding Limited
(Incorporated in the Cayman Islands with limited liability)

Opinion

We have audited the consolidated financial statements of China
Leon Inspection Holding Limited (the “Company”) and its subsidiaries
(collectively referred to as “the Group”) set out on pages 94 to 244,
which comprise the consolidated statement of financial position as at
31 December 2019, and the consolidated statement of profit or loss
and other comprehensive income, consolidated statement of changes
in equity and consolidated statement of cash flows for the year then
ended, and notes to the consolidated financial statements, including
a summary of significant accounting policies.

In our opinion, the consolidated financial statements give a true and
fair view of the consolidated financial position of the Group as at 31
December 2019, and of its consolidated financial performance and its
consolidated cash flows for the year then ended in accordance with
International Financial Reporting Standards (“IFRSs”) 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 International Standards
on Auditing (“ISAs”). 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 International Ethics
Standards Board for Accountants’ Code of Ethics for Professional
Accountants (“the Code”), and we have fulfilled our other ethical
responsibilities in accordance with the Code. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a
basis for our opinion.

R Y T

BHEHRRBRERARATDZBERR
(RHASBEESEMKINBEREELR)

=R

KRB TN FE 4 E 244 B E /B0 8
EREBRAR(ERR REMBAR (5B &
EBEDWREVBRE  MEEHBERREER
2019412 A 31 BWERE MBI R EEE=ZA I
FENGEBEREEMEARGEE LA E=EE)
ENGARERER » UREEUBREWTE - 2
REAGTTBEHE -

RE  ZERAPTHBHRERCBE(EBR Y%k
AR (BRI REER ) EEMARL &
BEEEMN 2019412 A 31 HWERA BB &
I 3

NG

EZ B L FENGREMBRAMTARERE
BREAB(R AP TR EZSRE -

%@%Dﬁiﬁ

RRNEE

BARBCEFRE L)) (TBIFRE R ) ET
it RPEZFEA TAENEETCEARSE
H?%Zﬁﬁi?ﬁ%uﬂ“\ﬁﬁx#&i%%iﬂ*mTEJ #BoH
tEE— M - RIBERSEENE ‘ﬁ”li,\a
(BEEFREETRDA /) - %21?‘1393454
B W BT TR EMEREERT - WF%E
& - HPIMESOHEEREE T R SEE A
M E R IR AR -

REERRERARAR « 2019FERE

83



84

Independent Auditor’s Report
B BT

Key Audit Matters

Key audit matters are those matters that, in our professional
judgment, were of most significance in our audit of the consolidated
financial statements of the current period. These matters were
addressed in the context of our audit of the consolidated financial
statements as a whole, and in forming our opinion thereon, and we

do not provide a separate opinion on these matters.

Key audit matter

BREITEE

Impairment assessment of trade receivables

B SN R BRI

We identified impairment assessment of trade receivables
as a key audit matter due to the significance of trade
receivables to the Group’s consolidated financial position and
the involvement of subjective judgement and management
estimates in evaluating the expected credit losses (“ECL”)
of the Group’s trade receivables at the end of the reporting
period.

BMKEZREFIBEZ RENERRBRETEE  RES
BHRWFAHEEE AN EREAN - BETE
EEBNBENARZESRIKFIAZ AESEKL ([TARE
ERE )RR EB LI REREMGET

As at 31 December 2019, the Group’s net trade receivables
amounting to approximately RMB94,7083,000, which
represented approximately 23% of total assets of the
Group and out of these trade receivables of approximately
RMB17,602,000 were past due as disclosed in note 24 to
the consolidated financial statements. As disclosed in note
44 to the consolidated financial statements, the Group’s
lifetime ECL on trade receivables as at 31 December 2019
amounting to approximately RMB2,462,000.

AR A MBS MARM 24T E - W2019F 12318 - &
SEEFHRWFIBFROR/ARK94,703,0007T * 158
SEEERERN23%  EXSEHRRFTEET  HARK
17,602,000 L E B 5 - fnER A IS MR L 44 PRI ER - 10
201912 A31H - EREE HEKGFIEZ 2 HAHREER
KHBARE2,462,0007T °
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How our audit addressed the key audit matter

EAWETNAEERERETEER

Our procedures in relation to impairment assessment of trade
receivables included:
BME N E S RBGRIERETEEF 21 -

° Understanding key controls on how the management
estimates the allowance for credit losses of trade
receivables;
TRERBEMEHRBFIAEERARE AR
YEFE i

° Testing the accuracy of the past due status of trade

receivables as at 31 December 2019, on a sample
basis, by comparing individual items in the analysis
with the relevant invoices for service income; and
MR 20196 12 A 31 B & 5 FE WK IE &) 6 A
ERERN - FERBER TR B R
BRAEE : &



Key Audit Matters (continued)

Key audit matter

RARETEE

Impairment assessment of trade receivables

B SR R E S

As disclosed in note 4 to the consolidated financial
statements, the management of the Group estimates the
amount of lifetime ECL of the trade receivables based on
provision matrix by past due status for groupings of various
customer segments that have similar loss patterns (i.e. by
geographical region and internal credit rating). The provision
matrix is initially based on the Group’s historical observed
default rates and calibrated to adjust the historical credit loss
experience with forward-looking information. The amount
of allowance for credit losses is measured as the difference
between the asset’s carrying amount and the present value
of estimated future cash flows with the consideration of
expected future credit losses. The impairment assessment
of trade receivables involves high degree of estimation
uncertainty.

MR A MBEHMRMT4FHE  E5EEREREBEEER
M BESRERA 2 HEREERASHE 2R HEERE
TRBMBERAZEGRUBEEA ZE TP 2 RETD
(AR R NEME AT ARSI D) - BEBEEROLREES
ERCEBREOEGTE  THRLCHBRENRAERELEEREX
KERERRATIE L E R - FERABESHREEREEKRMGG
AEReREBREZ FNEREE - WEREHRKEER
% o B S RWFIENRE S LS bt T e -

Net amount of allowance for credit losses of RMB1,106,000
was recognised during the year ended 31 December 2019.
BE2019F 12 A3 BILFE  ERMRBZEERKEE TR
ABARE 1,106,000 T °
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BREETSE (E)

How our audit addressed the key audit matter

BN ETTNAEERRETSEE

Assessing the reasonableness of management’s basis
and judgement on groupings of customer segments
that have similar loss patterns in the provision
matrix according to geographical region and internal
credit rating of respective customers based on our
understanding of the Group’s business; and

FHEEE BB EEEEPRRIRE S HAF RN
BREANE P HHMAS RENBMEH &R E XKL
TRAEENEBE PN IS ERTAR EE KA
WEEt s &

Assessing the reasonableness of the estimation of
expected loss rates applied in each category by
reference to the Group’s historical observed default
rates on different past due status of trade receivables
in the provision matrix.
FR2EESEFARBERE T EHRKFIAN TR
BEHIERNELEBRIENE - LA SERIMER
B TRHRIR R AT S IR I o
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Key Audit Matters (continued)

Key audit matter

RRETER

Impairment assessment of goodwill

BE R ETE

We identified impairment assessment of goodwill arising from
acquisition of businesses in current and prior years as a key
audit matter due to the involvement of significant judgements
and assumptions in determining the recoverable amounts of
the three cash generating units (“CGUs”) to which goodwill
has been allocated, which was derived from value in use
calculations using discounted cash flow models.

BB BRI E Bl SR T F S W TSP E £ R B R E AT
REREFFE BHRETEESEREN=EREE
AEM([ReELRMLOHAIKRESE(RRBRRASRE
B EEREEMES) P RERHE RERE -

At 31 December 2019, the Group had goodwill of
approximately RMB15,454,000 relating to CGU principally
engaged in the regional petroleum inspection service-
rendering business in Singapore, RMB2,419,000 relating to
CGU principally engaged in the regional petroleum inspection
service rendering business in the mainland of the People’s
Republic of China and Hong Kong Special Administrative
Region and RMB572,000 relating to CGU principally engaged
in the regional coal inspection service-rendering business
respectively, which were subject to annual impairment
assessment. Details were disclosed in notes 4 and 19 to the
consolidated financial statements.

201912 A31 B EEERHEH AR 15,454,0007T
HEFERITINE K S E AR RRRSRMEBNREeE
EEAER - ARY¥2,419,000 08 = ER PR E AR LFE
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How our audit addressed the key audit matter

BMMWETTNAEERRETSE

Our procedures in relation to impairment assessment of
goodwill included:

B EmERENEBRENIEF B

° Understanding the Group’s impairment assessment
process, including the impairment model, and the
preparation of the cash flow projections;
THRESENREN HBE (BEREREE KRER
E%E/E\JE”\J%J%%) ’

° Evaluating the appropriateness of the impairment
model applied by the management with reference to
relevant accounting standard;

2E Mg LR AEREMEARERLNGE
1
° Testing the appropriateness of discount rates applied

in the cash flow projections by benchmarking them
against market data and comparable entities; and
PRI IR S M 8 TRR P FE A 89 AL IR 3 B TS BUE K F]

B RERETHE - UARZFHRENREN
P54
° Assessing the reasonableness of the management’s

cash flow projections and budgeted gross margin
by comparing to the historical performance and
the budgets in respect of each CGU which were
approved by the management.
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REE - AFHEERENR @ RETRR REEERN =X
AN o



Key Audit Matters (continued)

Key audit matter

RARETEE

Impairment assessment of goodwill

AT

Management’s assessment of goodwill impairment is highly
judgmental and is dependent on certain significant inputs
including the cash flow projections, the discount rates and
budget gross margin of service provided, which are based
on the average gross margins achieved during the year and
the expectations of market development. No impairment of
goodwill was recognised for year ended 31 December 2019.
ERBEHNERENT HREYRERAE - WKBETE
KRB AT (BERERERA - BREXRAAREREHE
BEMEX)  MAEBEABEDERFEANESS TIEER
KREMSERNTAHET - HE2019F12A31HIEF
- WEREREERE -
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How our audit addressed the key audit matter

BN ETTNAEERRETSEE
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Key Audit Matters (continued)

Key audit matter

REETSEE(E

How our audit addressed the key audit matter

RRETER

Acquisition of Saybolt (Singapore) Pte. Ltd.
YefE Saybolt (Singapore) Pte. Ltd.

We identified the acquisition of Saybolt (Singapore) Pte. Ltd.
(“Saybolt SG”) on 15 May 2019 as a key audit matter due
to it involved management’s estimation and judgements in i)
allocating of the purchase consideration of RMB28,218,000
to the identifiable assets and liabilities; and i) determining the
fair value of assets acquired and liabilities assumed.

AR 20194 5 A 15 B Yef# Saybolt (Singapore) Pte. Ltd.
([Saybolt SG) BV EIEBA R EFFTFIE » LLIEBEN B
FESNERBY)HEEREBARK 28218000 TH i E
AHEMNEERAE  Ri)ETERBEERDAEZEAENR
R EBENMEET RAEATEL -

The fair value accounting for the acquisition was determined
by management, with support from an external valuer, on
a provisional basis in accordance with IFRS 3 “Business
Combinations” by using discounted cash flow model. The
inputs to this models are taken from observable market
where possible, but where this is not feasible, a degree
of judgement and estimation is required in establishing
fair values. A goodwill of RMB15,454,000 was resulted
from the acquisition. Details of the acquisition of Saybolt
SG is disclosed in note 37A to the consolidated financial
statements.

EREE T BN ERM S F:) WBEEN AR BEGRE
(BB B mEERDE IR [ EBEa 0 BREARIRER
ERANBRELEARR - ZRAPTABABURBERIBERLT
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BMMWETTNAEERRETSE

Qur procedures in relation to acquisition of Saybolt SG
included:

AP HE Saybolt SG B ARVIZF B245 -

° Inspecting the underlying acquisition agreements and
evaluating management’s accounting treatment for
the acquisition in terms of IFRS 3 and the Group’s
accounting policy;

BERBUKE TR - WA E IR B RIRCE R 53R
HEADE IR R BEEEN ST BRI PTETT
P .
VSRR

o Obtaining and inspecting the valuation assessments
prepared by the external valuer engaged by the
Group and on which the management’s assessment
of the fair values of the assets acquired and liabilities
assumed was based;

RS Wind & & EZ A INRMLER PRI ERT
EREEBENEEMGHEWBEEREARAR
R BEMMETHRME

° Assessing the independence, professional
competence, objectivity and capabilities of the
external valuer;
FHESNEBEER A B M - RS -
s
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Key Audit Matters (continued) BARETEIE (&)

Key audit matter How our audit addressed the key audit matter

RARETEE BN ETTNAEERRETSEE

Acquisition of Saybolt (Singapore) Pte. Ltd.
e Saybolt (Singapore) Pte. Ltd.

° With the assistance of our internal valuation
specialists, discussing with the external valuer and
challenging the completeness and appropriateness
of the identification of assets acquired and liabilities
assumed and the valuation methodologies adopted in
assessing the fair values of the recognised assets and
liabilities; and
EHPRNEEEZIRNHENT - BN EERETR
o WHERDWEEEMDAERBENME R
EHREENBENAABEMRBNMGERENT
BURBEN &

° Assessing the reasonableness of the valuation

methodologies and key assumptions and critical
judgements in the valuation adopted by the external
valuer by corroborating with our understanding of the
business of Saybolt SG and inspecting the underlying
acquisition agreements and other supporting
documents.
B LA P 5 Saybolt SG X782 ARk B R EE
AR 17k S EL M S R 34 - DARTAR SNEB M E B A f
ERAERNEERE  TERBRERAGNESIE
Mo
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Other Information

The directors of the Company are responsible for the other
information. The other information comprises the information included
in the annual report, but does not include the consolidated financial
statements and our auditor’s report thereon.

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

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

Responsibilities of Directors and Those
Charged with Governance for the
Consolidated Financial Statements

The directors of the Company are responsible for the preparation of
the consolidated financial statements that give a true and fair view
in accordance with IFRSs 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 of the
Company 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.

Those charged with governance are responsible for overseeing the
Group’s financial reporting process.
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Auditor’s Responsibilities for the Audit of
the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether
the consolidated financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue
an auditor’s report that includes our opinion solely to you, as a body,
in accordance with our agreed terms of engagement, and for no
other purpose. We do not assume responsibility towards or accept
liability to any other person for the contents of this report. Reasonable
assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with ISAs 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 ISAs, we exercise professional
judgment and maintain professional skepticism throughout the audit.
We also:

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

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

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

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

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

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

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

We communicate with those charged with governance 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.
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Auditor’s Responsibilities for the Audit of
the Consolidated Financial Statements
(continued)

We also provide those charged with governance 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 those charged with
governance, 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 the independent
auditor’s report is Ms. Lau Pui Chun.

Deloitte Touche Tohmatsu
Certified Public Accountants
Hong Kong

31 March 2020

Independent Auditor’s Report
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Consolidated Statement of Profit or Loss and Other Comprehensive Income

ceEmkEMEERER

For the year ended 31 December 2019
HE20196F12 A31 BILFE

2019 2018
20195 20184
Notes RMB’000 RMB’000
B=E ARET T ARBFT
Revenue 'ON 5 396,456 233,750
Cost of sales SHERA (210,249) (110,842)
Gross profit EH 186,207 122,908
Other income and other gains and losses H A A R B b Ui 5 % 518 7 7,230 3,162
Selling and distribution expenses HERDHEAT (15,131) (4,169)
Administrative expenses TEAY (110,916) (89,658)
Impairment losses under expected TEHEERAERNTHRERE - T8
credit loss model, net (786) (1,072
Other expenses Hip% (11,779) (14,708)
Finance costs BERA 8 (6,864) (2,632)
Share of (loss) profit of an associate B bR (B1R) FIR 21 (1,061) 381
Profit before tax B A F 46,900 14,212
Income tax expense FTSHAX 9 (18,143) (9,311)
Profit for the year FRFH 10 28,757 4,901
Attributable to: AT &IEREN
Owners of the Company ZA/NSIEZZE PN 24,171 14,021
Non-controlling interests IR 4,586 (9,120)
28,757 4,901
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Consolidated Statement of Profit or Loss and Other Comprehensive Income (continued)

an\ T‘:'

i R 2 E W m & ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

2019 2018
2019% 20184
Notes RMB’000 RMB’000
BT ARET T ARETFT
Other comprehensive (expense) income: Hitt2m (B ) s
Item that will not be reclassified BT BEN B2 BmAIER -
to profit or loss:
Fair value loss on investment in equity BAREBE ARG 2K
instrument at fair value through other MR AETEREN A BEEBE
comprehensive income (2,188) -
Item that may be reclassified to profit or loss REEE R A g BT 2 1B m B -
in subsequent periods:
Exchange differences on translation of BEBINERRE R 25
foreign operations 401 527
Other comprehensive (expense) income FREM2E (BX) WE 0 HKRAEH
for the year, net of income tax (1,787) 527
Total comprehensive income for the year FAZHEKZEHE 26,970 5,428
Attributable to: AT &AL
Owners of the Company RATHEEA 22,187 14,548
Non-controlling interests FEE R 4,783 (9,120)
26,970 5,428
Earnings per share attributable to ordinary ~ KA FREBEEFIZEA
equity holders of the Company EhSRER
Basic R 14 RMB6.04 cents  RMB3.50 cents
AR¥6.04 2 AR#3.509
Diluted 3] 14 RMB6.04 cents  RMB3.50 cents
AR¥6.04 7 AREES3502

REERRERARAR « 2019FERE

95



96

Consolidated Statement of Financial Position

e M BARR R

At 31 December 2019
7R20194F12 A31H

2019 2018
2019 F 2018 F
Notes RMB’000 RMB’000
FiIsE ARET T ARBFIT
Non-current assets FREEE
Property, plant and equipment VI~ BB R 15 140,444 118,676
Right-of-use assets EREEE 16 37,140 -
Investment properties "EME 17 19,443 20,717
Prepaid land lease payments TEft L EFIR 18 - 5,954
Goodwill SRS 19 18,445 3,129
Intangible assets ﬁ%ﬁ% 20 3,807 4,425
Investment in an associate REFEBERNIRE 21 - 3,489
Equity investment at fair value through BAREERT AEAM
other comprehensive income FHEWEARERE 23 812 3,000
Deferred tax assets RIETHIHEE 30 296 815
Prepayments and other receivables TR RRIA J B FE Y GRIE 25 5,803 6,614
226,190 166,819
Current assets REEE
Trade receivables g SRR 24 94,703 42,263
Prepayments, other receivables and TEROE - B EUGRIE X
other assets Hih &&= 25 16,761 15,524
Financial assets at fair value through BEARBE ARG
profit or loss NEmEE 22 - 27,000
Pledged deposits [RE e 26 823 400
Cash and cash equivalents ReRFEEEY 26 76,008 76,848
188,295 162,035
Current liabilities RBEE
Trade payables & S e IR 27 45,456 12,293
Contract liabilities aHEE 28 3,384 2,379
Other payables and accruals HEm e IR ERTIE B 29 41,814 35,383
Borrowings Bx 31 55,134 62,881
Tax payable FENTL N 1,492 3,253
Lease liabilities HEBE 32 13,682 -
Interest payables FERTFIE 1,006 1,472
Total current liabilities MENBIEAREE 161,968 117,661
Net current assets REBEEFE 26,327 44,374
Total assets less current liabilities BEABRRBARS 252,517 211,193
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Consolidated Statement of Financial Position (continued)

e B R (&

At 31 December 2019
7K2019412 A31H

2019 2018
2019 F 20184
Notes RMB’000 RMB’000
Bi=E AR¥T R ARBFT
Non-current liabilities FkRBERS
Borrowings B 31 8,139 13,204
Deferred tax liabilities FIERIEAE 30 5,160 741
Lease liabilities MEAE 32 17,948 -
Interest payables FEF B - 257
31,247 14,202
Net assets BEFE 221,270 196,991
Capital and reserves BARRHE
Share capital &N 33 131 131
Reserves i 36 222,822 201,753
Equity attributable to owners RNEHEE AELER
of the Company 222,953 201,884
Non-controlling interests IR A (1,683) (4,893)
Total equity R 4A%E 221,270 196,991

The consolidated financial statements on pages 94 to 244 were

approved and authorised for issue by the Board of Directors on
31 March 2020 and are signed on its behalf by:

LI Xiangli
2 a F
DIRECTOR
EF

F 4 FE 244 BEMIR A P FHRFTE R 20204 3 A 31
AEESHETEETE WAL TALTRERSE

E

YANG Rongbing

BRI
DIRECTOR
EE
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Consolidated Statement of Changes in Equity
mEEREER

For the year ended 31 December 2019

HE2019F 12 A31 BILFE

Attributable to owners of the Company

KAAERAEL
Share Exchange Non-
Share Capital Statutory option FVTOCI  fluctuation Retained controlling Total
capital reserve reserves reserve reserve reserve profits Total interests equity
BOAERE Ed
#E BRE HARMRE it ] 3

i Exfif fifie B UEhER fife e aif e EREE
RMB1000 RMB'000 RMB000 RMB000 RMB000 RMB000 RMB000 RMB1000 RMB000 RMB1000
ARETT AR ARETT ARET ARETr ARETR ARETR ARETT ARETR ARETR
(Note ) (Note )
(Hita) (W)

At 1 January 2018 N0BE1 A1 131 92,068 15,755 627 - 1311 85,114 195,206 3,002 198298
Proft oss) for the year ERTIE(BE) - - - - - - 14,021 14,001 0,120) 401
Other comprehensive income EREtEENE

forthe year - - - - - 51 - 57 - 51
Totd comprehensive ncome (expense) — ER2 AN (R

forthe year g - - - - - 57 14,021 14548 9,120 5428
Final 2017 hidend declred pote 13~ BERAI2017E
RERa () - - - - - - (10,000) (10,000 - (10,000)

Equiy-setted shere option EREENERE

arengements (note 34 ZH (o) - - - 1553 - - - 1563 - 1563
Acquition of a subsidary (ote &7)  WEBHIERF (i a7) - - - - - - - - 1712 1712
Equiy ransactons wih SRR

non-controling shereholders MEaRS - 577 - - - - - 517 B1) -
Transfer from retained profts RENEER - - 3574 - - - (3574) - - -
At 31 December 2018 AESVERILE 181 9845 19329 2180 - 1838 85,561 201,884 (48%) 196991
Proft for the year EniE - - - - - - 2417 41 4586 875
Other comprehensive (expense)income. EMEH2E(FR)

forthe year s - - - - 2,189 204 - (1,984 197 (1,781)
Totd comprehensive fpense) noome. - A2 () et

forthe year b - - - - [2189) 04 24,171 2,187 4783 26910
Fine 2018 dhidend oeclred pote 1)~ EERA018E
AERE (1) - - - - - - (3,000 (3,000 - 5000

Fquiy-setted share option IEREEMERE

arangements (ote 34 ik (M) - - - 84 - - - 844 - 844
Acquistion o acifiona nerest i YENBLF 2B

astbsidary rote 39) fEa (%) - ki - - - - - % (3,356) B317)
Partlcisposel of asubsidary ote 36) - SAHHENBLA () - 20 - - - - - 20 1197 1347
Transfer from retained profts ﬁ%ﬂ/ﬁ% - - 496 - - - (£.26) - - -
Deemed cortibution fom non-contioling /KB AR

iterest asing fom loan fom a ERETELY

non-contoling nterestof asubsidary 342 W& i

(note 31) (sEat) - 789 - - - - - 789 646 143
At 31 December 2019 R019E12A318 13 93,683 23,591 3,024 (2,188 2,042 102470 222,953 (1,689) 221,210
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Notes:

Consolidated Statement of Changes in Equity (continued)

The amounts represent for i) the share premium of the issued share
capital of the Company; ii) the difference between the nominal values
of the ordinary shares issued by the Company and the share capital
of subsidiaries acquired through an exchange of shares pursuant to
the reorganisation of the Company in prior years; iii) the difference
between the fair value of the capital injections from non-controlling
shareholders and the carrying amount of the subsidiary attributable
to the non-controlling interests and (iv) the difference between the
consideration paid to non-controlling shareholders and the carrying
amount of the subsidiary attributable to the non-controlling interests.

As stipulated by the relevant laws and regulations of the People’s
Republic of China (“PRC”), before distribution of the net profit each
year, each of the Group’s subsidiaries established in the PRC shall
set aside 10% of its net profit after taxation to the statutory surplus
reserve. The reserve fund can only be used, upon approval by the
board of directors of these PRC established subsidiaries and by the
relevant authority, to offset accumulated losses or increase capital.
During the years ended 31 December 2019 and 2018, RMB4,262,000
and RMB3,574,000 were transferred from retained profits to the
statutory reserves respectively.

Wi

meERSBR (E)

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

ZETBER/)ARF D BITHRAZBANEE i)
AARIEEHTEBREEREBRIERAQRIBE
FREBAETROZBPTRBIBRAR 2 RE 2
IR ZRR ¢ i) R B IFERBROTE 2 2 BER
FERESREHBARNRRELMOER &
(iv) B SRR AR SR A (B B3R AR R s PR A P S 2
RIRREEZ HMERE -

RiEEE ARSOME ([ B ) ABRDER FOERR
T AREBER BRSNS B LR GFG AR
HER TR FME R 10% A E BERFHE - AR
FRADIENE - FESENBREHERFER
SIEMEAR - ERLZER BRI E AR
BE = e MAARI AL E - B E 20194 ) 2018
F12AALFEE  BRBNBEREZELE
RO R /AR 4,262,000 7T M AR
3,574,000 7T °
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Consolidated Statement of Cash Flows

ga:- AN =B

2 =] IE%))ILE%
For the year ended 31 December 2019
HZE2019F12 A1 BILFE

2019 2018
20194 20184
RMB’000 RMB’000
ARET T ARETIT
OPERATING ACTIVITIES K EE)
Profit before tax R 46,900 14,212
Adjustments for: B TS BEELFHE
Share of loss (profit) of an associate FE(GEE =X E1E (FIE) 1,061 (381)
Gain on disposal of an associate HERE P EN K (3,772) -
Finance costs BB 6,864 2,632
Waive of interest payable due to PR IR AR M A FE AT I B
a non-controlling interests (257) -
Depreciation of property, Y% - BB REENTTE
plant and equipment 17,295 11,855
Depreciation of investment properties WEYENTE 1,274 1,275
Depreciation of right-of-use assets FREEENITE 13,057 -
Amortisation of prepaid land FE 1t R E SR IE
lease payments - 244
Amortisation of intangible assets | B E 683 296
Loss (gain) on disposals of items of HEYE  BENMEEEE
property, plant and equipment, net RIS (MEs) « 358 90 (44)
Change in fair value of financial assets RAREBEABE
at fair value through profit or loss NEMEENARBEE (656) (761)
Impairment of trade receivables, net B S RWFERRE 558 1,106 529
(Reversal of impairment) impairment of ST ATEFRIA - A FEWGRIA
financial assets included in prepayments, LEMEENSREE
other receivables and other assets, net CRERE)RE - 558 (320) 543
Equity-settled share option expense A 4 E AR R 844 1,653
Operating cash flows before movementsin =~ ZEE S EBFIHNKLELR=E
working capital 84,169 31,953
Increase in trade receivables B 5 eI FRIAE I (36,839) (20,725)
Decrease in prepayments, other receivables — FE{FIE « E ith fEUR 008 &
and other assets HibEER L 6,181 4,098
Increase in trade payables =) ANEEE 24,783 8,575
Increase in contract liabilities BHEEEN 1,005 2,379
Increase in other payables and accruals HAb T /I8 R EET IR B 4L N 5,818 2,163
Cash generated from operations KEEARNRS 85,117 28,443
Income tax paid ENATEH (14,549) (8,462)
Net cash from operating activities LIRS IR S FHE 70,568 19,981
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Consolidated Statement of Cash Flows (continued)

mERERER (E)

For the year ended 31 December 2019
HZE2019F 12 A1 HILFE

2019 2018
2019 F 2018 F
Notes RMB’000 RMB’000
BT ARET T ARETIT
INVESTING ACTIVITIES REES
Purchases of property, plant and equipment BEE% - BiE MR ELLEE
and deposits paid for purchase of property, — ¥1% - HE K RESZ MRS
plant and equipment (43,411) (28,236)
Payment for intangible assets W EENK (89) (1,604)
Proceeds from disposals of property, HEME - BENEE
plant and equipment FriS 308 1,386 340
Purchase of financial asset at fair value BERARBEAER
through profit or loss Mo REE - (115,500)
Disposals of financial asset at fair value HERANEET ABED
through profit or loss TRIEE 27,656 110,561
Purchases of equity investment designated BB B8 EIE A A BEFTAEM
at fair value through other 2EW A RERE
comprehensive income - (3,000)
Acquisition of subsidiaries, net WHEMT B AR FNRRIEE
of cash acquired IR E 37 (19,585) (3,156)
Withdrawal of pledged deposits RIS IR 5K 400 -
Placement of pledged deposits FABEMER (823) @)
Payment for rental deposits YNHEEZS (250) -
Net cash used in investing activities WEREFTARES FA (34,716) (40,598)
FINANCING ACTIVITIES MEEH
Acquisition of additional interest W BB BT /BB A Bl RESME 2
in a subsidiary 38 (3,317) -
Proceeds from partial disposal of subsidiaries &85 & FifE A &IPS 208 38 1,347 -
New bank loans and other borrowings HGIRITE R R HALE R 43 35,000 90,600
Repayment of bank loans and BERBITERRHEMERK
other borrowings 43 (47,307) (31,888)
Repayment of lease liabilities BEHEAE 43 (12,282) -
Interest paid BHE 43 (7,330) (903)
Dividend paid EAIRE (3,000) (10,000)
Net cash (used in) from financing activities BhEIEE) (FTA) Fris IR & 558 (36,889) 47,809
NET (DECREASE) INCREASEINCASH RE&RBELZEY
AND CASH EQUIVALENTS (R BhnFEE (1,037) 27,192
Effect of foreign exchange rate changes, net  YMEFE REFHHFE - HEE 197 865
Cash and cash equivalents at beginning FUNRE MRS EEY
of year 76,3848 48,791
CASH AND CASH EQUIVALENTS AT FRNREREESEEY
END OF YEAR 76,008 76,848
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Notes to the Consolidated Financial Statements

e AR MR

For the year ended 31 December 2019
HE20196F12 A31 BILFE

1.

General

China Leon Inspection Holding Limited (the “Company”)
is an exempted company with limited liability incorporated
in the Cayman Islands on 29 July 2015. The registered
office address of the Company is PO Box 1350, Clifton
House, 75 Fort Street, Grand Cayman KY1-1108,
Cayman Islands. The Company’s shares have been listed
on The Stock Exchange of Hong Kong Limited from
12 July 2016. In the opinion of the directors of the Company,
the Company was under the control of LI Xiangli (Z=[A17)
and ZHANG Alying (FRE ). LI Xiangli and ZHANG Alying are
SPOUSES.

The Company is an investment holding company. During the
year, the Company and its subsidiaries (collectively referred
to as the “Group”) are principally engaged in the testing and
inspection services of energy and commaodities in the People’s
Republic of China (the “PRC”) and multiple Asia-Pacific
countries.

The consolidated financial statements are presented in
Renminbi (“RMB”), which is also the functional currency of the
Company.
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Notes to the Consolidated Financial Statements (continued)

Application of New and Amendments
to International Financial Reporting
Standards (“IFRSs”)

New and Amendments to IFRSs that are
mandatorily effective for the current year

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

IFRS 16 Leases

IFRIC 23 Uncertainty over Income
Tax Treatments
Amendments to IFRS 9 Prepayment Features with
Negative Compensation
Amendments to IAS 19 Plan Amendment, Curtailment
or Settlement
Amendments to IAS 28  Long-term Interests
in Associates and Joint Ventures
Amendments to IFRSs Annual Improvements to

IFRSs 2015 - 2017 Cycle

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

2.1 IFRS 16 Leases
The Group has applied IFRS 16 for the first time in the

current year. IFRS 16 superseded IAS 17 Leases (“IAS
177), and the related interpretations.

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

FE& PR 3T 5T I SR A8 5T HOC B PR B
B s ) (BRI RE
ZE8) 1)

7 B2 0 4 AR AV HT AT RARME FTC R R
PR E LA

AEBRAFEAREATIAERESS
ENZBe((BEREFEANRER]) B
e ETR] KA ERTC BRI 15 s 2RI -

(BRI R E 2R HE

FE 1658
Bl EREER FTS T EIE R
EEE 235 TrEE
(PR B 7 s s 42 Y ) HBHER
952 1ER] TaSRIBAE I
CEIRR gR 48D EHEIEET - A
B9 21&FT YR
(BB g st AR REEE DR
285k 2 1EF] BREDERN
R
(BB B I s 22 Al ) CEUBR B 15 S %
pACH) AlI»2015 - 2017
FRM
FEUE
BR T XCRrataE AN - AREE RSB HCE

BRI BRE LR KRB R EENAFE
EBEFENRBRRARKER, REZE
EMBWMRAMBNBEETREATE

2.1 (ERAFBHEERVF 165 H
g

REBERAEE HIRERCEERET

HFEANDE 165 - (BRM B HRE
FERDFE 16K MACE R 2t £8))
F17HRBE ((BEREHERDFE 17
5 1) RARRERRRE -
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

2.

Application of New and Amendments
to International Financial Reporting
Standards (“IFRSs”) (continued)

New and Amendments to IFRSs that are
mandatorily effective for the current year
(continued)

2.1

IFRS 16 Leases (continued)

Definition of a lease

The Group has elected the practical expedient to apply
IFRS 16 to contracts that were previously identified
as leases applying IAS 17 and IFRIC 4 Determining
whether an Arrangement contains a Lease and
not apply this standard to contracts that were not
previously identified as containing a lease. Therefore,
the Group has not reassessed contracts which already
existed prior to the date of initial application.

For contracts entered into or modified on or after
1 January 2019, the Group applies the definition of a
lease in accordance with the requirements set out in
IFRS 16 in assessing whether a contract contains a
lease.

AS a lessee

The Group has applied IFRS 16 retrospectively with
the cumulative effect recognised at the date of initial
application, 1 January 2019.

As at 1 January 2019, the Group recognised additional
lease liabilities and right-of-use assets at amounts
equal to the related lease liabilities adjusted by any
prepaid lease payments by applying IFRS 16.C8(b)
(i) transition. Any difference at the date of initial
application is recognised in the opening retained profits
and comparative information has not been restated.
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Notes to the Consolidated Financial Statements (continued)

Application of New and Amendments
to International Financial Reporting
Standards (“IFRSs”)(continued)

New and Amendments to IFRSs that are
mandatorily effective for the current year
(continued)

2.1

IFRS 16 Leases (continued)

As a lessee (continued)

When applying the modified retrospective approach
under IFRS 16 at transition, the Group applied the
following practical expedients to leases previously
classified as operating leases under IAS 17, on lease-
by-lease basis, to the extent relevant to the respective
lease contracts:

(i) excluded initial direct costs from measuring
the right-of-use assets at the date of initial
application;

(i applied a single discount rate to a portfolio of

leases with a similar remaining terms for similar
class of underlying assets in similar economic
environment; and

(iii) used hindsight based on facts and
circumstances as at date of initial application
in determining the lease term for the Group’s
leases with extension options.

When recognising the lease liabilities for leases
previously classified as operating leases, the Group
has applied incremental borrowing rates of the relevant
group entities at the date of initial application. The
weighted average incremental borrowing rate applied
by the relevant group entities is 5.25%.

2.
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For the year ended 31 December 2019
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

2. Application of New and Amendments
to International Financial Reporting
Standards (“IFRSs”) (continued)

New and Amendments to IFRSs that are
mandatorily effective for the current year
(continued)

2.1 IFRS 16 Leases (continued)

2.

F& PR3 5T B2 4248 5T BC B B Bt
B s 2R ([ BRE
Q) ) (%)

7N 5 BE 50 R A R A9 HT R B RS RIK R PR
P E LR (F)

2.1 (BRAUBEHEER)FE1655H

(&)
As a lessee (continued) TEBEFANA ()
At 1 January
2019
120195
1A1H
RMB’000
ARET T
Operating lease commitments disclosed as at R2018F 12 H31 B#E
31 December 2018 HOA8 & TH B IE 21,167
Adjustments I (1,032)
20,135
Lease liabilities discounted at relevant incremental L HBRAIE S BN R EITRIR
borrowing rates and relating to operating leases K 201941 A1 HEMA
recognised upon application of IFRS 16 as at CEURR B 7% 5 4RI ) S8 16 5514
1 January 2019 WRELEHERANEE
aff 17,388
Add: Extension options reasonably certain o SEEERITET A 2R
to be exercised 1,286
18,674
Analysed as: BT EERIETOHT
Current ViE) 6,345
Non-current IERE 12,329
18,674
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Notes to the Consolidated Financial Statements (continued)

Application of New and Amendments
to International Financial Reporting
Standards (“IFRSs”) (continued)

New and Amendments to IFRSs that are
mandatorily effective for the current year
(continued)

2.1 IFRS 16 Leases (continued)

As a lessee (continued)

The carrying amount of right-of-use assets for own use

e SRR MIEE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE
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7N 5 B2 50 B A R A9 HT R B AR AE RIK B PR
P ELRERD (F)
2.1 (ERABEHEER)FE1655H
g (&)
ERATA ()

ERFRAEEER2019F1 A1H

as at 1 January 2019 comprises the following: FIBRMEE Y FR LA TNARAK
Right-of-use
assets
ERAEEE
Note RMB’000
B AREEFTT
Right-of-use assets relating to operating leases 7 & (BB B SR 2RI )
recognised upon application of IFRS 16 F16REERELEHE
FHANEREEE 18,674
Reclassified from prepaid lease payments BFENHEERIBEENHE @) 6,192
24,866

(@) Upfront payments for leasehold lands in the
PRC for own used properties were classified
as prepaid lease payments as at 31 December
2018. Upon application of IFRS 16, the current
and non-current portion of prepaid lease
payments amounting to RMB238,000 and
RMB5,954,000 respectively were reclassified to
right-of-use assets.

E) »2018%F 128318 &
FA 0 2 19 BIFE & + b A Al
HEARESEABENBEER
5 o FE KB BR B 75 R 45 2
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

2. Application of New and Amendments 2.
to International Financial Reporting
Standards (“IFRSs”) (continued)

New and Amendments to IFRSs that are
mandatorily effective for the current year
(continued)

2.1 IFRS 16 Leases (continued)

As a lessor

In accordance with the transitional provisions in IFRS
16, the Group is not required to make any adjustment
on transition for leases in which the Group is a lessor
but account for these leases in accordance with IFRS
16 from the date of initial application and comparative
information has not been restated.

(@) Upon application of IFRS 16, new lease
contracts entered into but commence after the
date of initial application relating to the same
underlying assets under existing lease contracts
are accounted as if the existing leases are
modified as at 1 January 2019. The application
has had no impact on the Group’s consolidated
statement of financial position at 1 January
2019. However, effective 1 January 2019, lease
payments relating to the revised lease term
after modification are recognised as income
on straight-line basis over the extended lease
term.
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Notes to the Consolidated Financial Statements (continued)

Application of New and Amendments
to International Financial Reporting
Standards (“IFRSs”) (continued)

New and Amendments to IFRSs that are
mandatorily effective for the current year
(continued)

2.1

IFRS 16 Leases (continued)

As a lessor (continued)

(b) Before application of IFRS 16, refundable rental
deposits received were considered as rights
and obligations under leases to which IAS 17
applied under trade and other payables. Based
on the definition of lease payments under IFRS
16, such deposits are not payments relating to
the right-of-use assets and should be adjusted
to reflect the discounting effect at transition.
The change has had no material impact on the
consolidated financial statements of the Group
for the current year.

(c) Effective on 1 January 2019, the Group has
applied IFRS 15 Revenue from Contracts with
Customers (“IFRS 15”) to allocate consideration
in the contract to each lease and non-lease
components. The change in allocation basis
has had no material impact on the consolidated
financial statements of the Group for the current
year.

The following adjustments were made to the amounts
recognised in the consolidated statement of financial
position at 1 January 2019. Line items that were not
affected by the changes have not been included.
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

2. Application of New and Amendments
to International Financial Reporting
Standards (“IFRSs”) (continued)

New and Amendments to IFRSs that are
mandatorily effective for the current year
(continued)

2. FERHET RIS E] AvC B BR Bt

e

S HEH

& 2 8) ([ (EIFR T B 3R &
Q) ) (%)

7N 5 BE 50 R A R A9 HT R B RS RIK R PR
P E LR (F)

2.1 IFRS 16 Leases (continued) 21 (EBRHBHEER)E16 7
B (#&)
As a lessor (continued) TEBLHANA (&)
Carrying Carrying
amounts amounts
previously under
reported at IFRS 16
31 December at 1 January
2018 Adjustments 2019
R2019F1 A
1 BRECE
SRR 2018 4F PREF SRS
12 A31H ERNEE
2R 165751 &
IRAEE A HEREE
RMB’000 RMB’000 RMB’000
AREFIT AREBTFT ARET T
Non-current Assets FRBEE
Prepaid lease payments FEfFRE A 5,954 (5,954) -
Right-of-use assets EREEE - 24,866 24,866
Current Assets RENEE
Prepayments, deposits and TERNFIE - ek
other receivables Ho e Y skI8
— Prepaid lease payments - FENHEERIAE 238 (238) -
Current Liabilities REBEE
Lease liabilities HEBaE - 6,345 6,345
Non-current liabilities ERBAB
Lease liabilities HEBE — 12,329 12,329

Note: For the purpose of reporting cash flows from

operating activities under indirect method for the year
ended 31 December 2019, movements in working
capital have been computed based on opening

consolidated statement of financial position as at

1 January 2019 as disclosed above.
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Notes to the Consolidated Financial Statements (continued)

Application of New and Amendments
to International Financial Reporting
Standards (“IFRSs”) (continued)

New and amendments to IFRSs in issue but not
yet effective

The Group has not early applied the following new and
amendments to IFRSs that have been issued but are not yet
effective:

IFRS 17 Insurance Contracts’
Amendments to IFRS 3 Definition of a Business?®

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

Amendments to IAS 1 Classification of Liabilities as Current
or Non-Current®
Amendments to IAS 1 Definition of Material*
and IAS 8

Amendments to IFRS 9,  Interest Rate Benchmark Reform?*
IAS 39 and IFRS 7

! Effective for annual periods beginning on or after 1 January
2021.

2 Effective for business combinations and asset acquisitions for
which the acquisition date is on or after the beginning of the
first annual period beginning on or after 1 January 2020.

8 Effective for annual periods beginning on or after a date to be
determined.

4 Effective for annual periods beginning on or after 1 January
2020.

5 Effective for annual periods beginning on or after 1 January
2022.
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

2.

Application of New and Amendments
to International Financial Reporting
Standards (“IFRSs”) (continued)

New and amendments to IFRSs in issue but not
yet effective (continued)

In addition to the above new and amendments to IFRSs,
a revised Conceptual Framework for Financial Reporting
was issued in 2018. Its consequential amendments, the
Amendments to References to the Conceptual Framework in
IFRS Standards, will be effective for annual periods beginning
on or after 1 January 2020.

Except for the amendments to IFRSs and the revised
Conceptual Framework mentioned below, the directors of the
Company anticipate that the application of all other new and
amendments to IFRSs will have no material impact on the
consolidated financial statements in the foreseeable future.

Amendments to IFRS 1 and IAS 8 Definition of
Material

The amendments provide refinements to the definition of
material by including additional guidance and explanations in
making materiality judgments. In particular, the amendments:

° include the concept of “obscuring” material information
in which the effect is similar to omitting or misstating
the information;

° replace threshold for materiality influencing users from
“could influence” to “could reasonably be expected to
influence”; and

° include the use of the phrase “primary users” rather
than simply referring to “users” which was considered
too broad when deciding what information to disclose
in the consolidated financial statements.
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Notes to the Consolidated Financial Statements (continued)

Application of New and Amendments
to International Financial Reporting
Standards (“IFRSs”) (continued)

New and amendments to IFRSs in issue but not
yet effective (continued)

Amendments to IFRS 1 and IAS 8 Definition of
Material (continued)

The amendments also align the definition across all IFRSs
and will be mandatorily effective for the Group’s annual
period beginning on 1 January 2020. The application of the
amendments is not expected to have significant impact on the
financial position and performance of the Group but may affect
the presentation and disclosures in the consolidated financial
statements.

Conceptual Framework for Financial Reporting
2018 (the “New Framework”) and the Amendments
to References to the Conceptual Framework in
IFRS Standards

The New Framework:

° reintroduces the terms stewardship and prudence;

° introduces a new asset definition that focuses on rights
and a new liability definition that is likely to be broader
than the definition it replaces, but does not change the
distinction between a liability and an equity instrument;

° discusses historical cost and current value measures,
and provides additional guidance on how to select a
measurement basis for a particular asset or liability;

° states that the primary measure of financial
performance is profit or loss, and that only in
exceptional circumstances other comprehensive
income will be used and only for income or expenses
that arise from a change in the current value of an
asset or liability; and

° discusses uncertainty, derecognition, unit of account,
the reporting entity and combined financial statements.
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

2.

Application of New and Amendments
to International Financial Reporting
Standards (“IFRSs”) (continued)

New and amendments to IFRSs in issue but not
yet effective (continued)

Conceptual Framework for Financial Reporting
2018 (the “New Framework”) and the Amendments
to References to the Conceptual Framework in
IFRS Standards (continued)

Consequential amendments have been made so that
references in certain IFRSs have been updated to the New
Framework, whilst some IFRSs are still referred to the previous
versions of the framework. These amendments are effective
for the Group’s annual period beginning on or after 1 January
2020, with earlier application permitted. Other than specific
standards which still refer to the previous versions of the
framework, the Group will rely on the New Framework on its
effective date in determining the accounting policies especially
for transactions, events or conditions that are not otherwise
dealt with under the accounting standards.

Significant Accounting Policies

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

The consolidated financial statements have been prepared on
the historical cost basis except for certain financial instruments
that are measured at fair values at the end of each reporting
period, as explained in the accounting policies set out below.

Historical cost is generally based on the fair value of the
consideration given in exchange for goods and services.
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Notes to the Consolidated Financial Statements (continued)

Significant Accounting Policies
(continued)

Fair value is the price that would be received to sell an asset
or paid to transfer a liability in an orderly transaction between
market participants at the measurement date, regardless of
whether that price is directly observable or estimated using
another valuation technique. In estimating the fair value
of an asset or a liability, the Group takes into account the
characteristics of the asset or liability if market participants
would take those characteristics into account when pricing
the asset or liability at the measurement date. Fair value
for measurement and/or disclosure purposes in these
consolidated financial statements is determined on such a
basis, except for share-based payment transactions that are
within the scope of IFRS 2 Share-based Payment, leasing
transactions that are accounted for in accordance with IFRS
16 (since 1 January 2019) or IAS 17 (before application of
IFRS 16), and measurements that have some similarities to fair
value but are not fair value, such as net realisable value in 1AS
2 Inventories or value in use in IAS 36 Impairment of Assets.

For financial instruments which are transacted at fair value and
a valuation technique that unobservable inputs is to be used
to measure fair value in subsequent periods, the valuation
technique is calibrated so that at initial recognition the results
of the valuation technique equals the transaction price.

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

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

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

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

The principal accounting policies are set out below.
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Notes to the Consolidated Financial Statements (continued)

e R AR ML (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

3.

Significant Accounting Policies
(continued)

Basis of consolidation

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

° has power over the investee;

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

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

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

When the Group has less than a majority of the voting rights
of an investee, it has power over the investee when the voting
rights are sufficient to give it the practical ability to direct
the relevant activities of the investee unilaterally. The Group
considers all relevant facts and circumstances in assessing
whether or not the Group’s voting rights in an investee are
sufficient to give it power, including:

o the size of the Group’s holding of voting rights relative
to the size and dispersion of holdings of the other vote
holders;

° potential voting rights held by the Group, other vote

holders or other parties;

° rights arising from other contractual arrangements; and

° any additional facts and circumstances that indicate
that the Group has, or does not have, the current
ability to direct the relevant activities at the time that
decisions need to be made, including voting patterns
at previous shareholders’ meetings.
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Notes to the Consolidated Financial Statements (continued)

Significant Accounting Policies
(continued)

Basis of consolidation (continued)

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

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

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

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

Non-controlling interests in subsidiaries are presented
separately from the Group’s equity therein, which represent
present ownership interests entitling their holders to a
proportionate share of net assets of the relevant subsidiaries
upon liquidation.
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Notes to the Consolidated Financial Statements (continued)

e R AR ML (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

3. Significant Accounting Policies
(continued)

Basis of consolidation (continued)

Changes in the Group’s interests in existing

subsidiaries

Changes in the Group’s interests in subsidiaries that do not
result in the Group losing control over the subsidiaries are
accounted for as equity transactions. The carrying amounts
of the Group’s non-controlling interests are adjusted to reflect
the changes in their relative interests in the subsidiaries. Any
difference between the amount by which the non-controlling
interests are adjusted, and the fair value of the consideration
paid or received is recognised directly in equity and attributed

to owners of the Company.

Business combinations

Acquisitions of businesses are accounted for using the
acquisition method. The consideration transferred in a
business combination is measured at fair value, which is
calculated as the sum of the acquisition-date fair values of
the assets transferred by the Group, liabilities incurred by the
Group to the former owners of the acquiree and the equity
interests issued by the Group in exchange for control of the
acquiree. Acquisition-related costs are generally recognised in

profit or loss as incurred.

At the acquisition date, the identifiable assets acquired and
the liabilities assumed are recognised at their fair value, except

that:

o deferred tax assets or liabilities, and assets or
liabilities related to employee benefit arrangements
are recognised and measured in accordance with
IAS 12 Income Taxes and IAS 19 Employee Benefits

respectively;
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Notes to the Consolidated Financial Statements (continued)

Significant Accounting Policies
(continued)

Business combinations (continued)

° liabilities or equity instruments related to share-based
payment arrangements of the acquiree or share-based
payment arrangements of the Group entered into to
replace share-based payment arrangements of the
acquiree are measured in accordance with IFRS 2
Share-based Payment at the acquisition date (see the
accounting policy below);

° assets (or disposal groups) that are classified as
held for sale in accordance with IFRS 5 Non-current
Assets Held for Sale and Discontinued Operations are
measured in accordance with that standard; and

° lease liabilities are recognised and measured at the
present value of the remaining lease payments (as
defined in IFRS 16) as if the acquired leases were new
leases at the acquisition date. Right-of-use assets are
recognised and measured at the same amount as the
relevant lease liabilities, adjusted to reflect favourable
or unfavourable terms of the lease when compared
with market terms.

Goodwill is measured as the excess of the sum of the
consideration transferred, the amount of any non-controlling
interests in the acquiree, and the fair value of the acquirer’s
previously held equity interest in the acquiree (if any) over the
net amount of the identifiable assets acquired and the liabilities
assumed as at acquisition date. If, after re-assessment, the
net amount of the identifiable assets acquired and liabilities
assumed exceeds the sum of the consideration transferred,
the amount of any non-controlling interests in the acquiree and
the fair value of the acquirer’s previously held interest in the
acquiree (if any), the excess is recognised immediately in profit
or loss as a bargain purchase gain.

Non-controlling interests that are present ownership interests
and entitle their holders to a proportionate share of the relevant
subsidiary’s net assets in the event of liquidation are initially
measured at the non-controlling interests’ proportionate share
of the recognised amounts of the acquiree’s identifiable net
assets or at fair value.
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Notes to the Consolidated Financial Statements (continued)
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For the year ended 31 December 2019
HE20196F12 A31 BILFE

3.

Significant Accounting Policies
(continued)

Business combinations (continued)

If the initial accounting for a business combination is
incomplete by the end of the reporting period in which the
combination occurs, the Group reports provisional amounts
for the items for which the accounting is incomplete. Those
provisional amounts are adjusted retrospectively during the
measurement period (see above), and additional assets or
liabilities are recognised, to reflect new information obtained
about facts and circumstances that existed at the acquisition
date that, if known, would have affected the amounts
recognised at that date.

The Group’s policy for goodwill arising on acquisition of an
associate is described below.

Goodwill

Goodwill arising on an acquisition of a business is carried
at cost as established at the date of acquisition of the
business (see the accounting policy above) less accumulated
impairment losses, if any.

For the purposes of impairment testing, goodwill is allocated
to each of the Group’s cash-generating units (or group of
cash-generating units) that is expected to benefit from the
synergies of the combination, which represent the lowest level
at which the goodwill is monitored for internal management
purposes and not larger than an operating segment.

A cash-generating unit (or group of cash-generating units) to
which goodwill has been allocated is tested for impairment
annually or more frequently when there is indication that the
unit may be impaired. For goodwill arising on an acquisition
in a reporting period, the cash-generating unit (or group of
cash-generating units) to which goodwill has been allocated is
tested for impairment before the end of that reporting period.
If the recoverable amount is less than its carrying amount,
the impairment loss is allocated first to reduce the carrying
amount of any goodwill and then to the other assets on a pro-
rata basis based on the carrying amount of each asset in the
unit (or group of cash-generating units).
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Notes to the Consolidated Financial Statements (continued)

Significant Accounting Policies
(continued)

Goodwill (continued)

On disposal of the relevant cash-generating unit or any of
the cash-generating unit within the group of cash-generating
units, the attributable amount of goodwill is included in the
determination of the amount of profit or loss on disposal.
When the Group disposes of an operation within the cash-
generating unit (or a cash-generating unit within a group of
cash-generating units), the amount of goodwill disposed of is
measured on the basis of the relative values of the operation (or
the cash-generating unit) disposed of and the portion of the
cash-generating unit (or the group of cash-generating units)
retained.

Investment in an associate

An associate is an entity over which the Group has significant
influence. Significant influence is the power to participate in
the financial and operating policy decisions of the investee but
is not control or joint control over those policies.

The results and assets and liabilities of associates are
incorporated in these consolidated financial statements using
the equity method of accounting. The financial statements of
associates used for equity accounting purposes are prepared
using uniform accounting policies as those of the Group for like
transactions and events in similar circumstances. Appropriate
adjustments have been made to conform the associate’s
accounting policies to those of the Group. Under the equity
method, an investment in an associate is initially recognised
in the consolidated statement of financial position at cost and
adjusted thereafter to recognise the Group’s share of the profit
or loss and other comprehensive income of the associate.
Changes in net assets of the associate other than profit or
loss and other comprehensive income are not accounted for
unless such changes resulted in changes in ownership interest
held by the Group. When the Group’s share of losses of an
associate exceeds the Group’s interest in that associate (which
includes any long-term interests that, in substance, form part
of the Group’s net investment in the associate), the Group
discontinues recognising its share of further losses. Additional
losses are recognised only to the extent that the Group has
incurred legal or constructive obligations or made payments
on behalf of the associate.
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Notes to the Consolidated Financial Statements (continued)
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For the year ended 31 December 2019
HE20196F12 A31 BILFE

3.

Significant Accounting Policies
(continued)

Investment in an associate (continued)

An investment in an associate is accounted for using the
equity method from the date on which the investee becomes
an associate. On acquisition of the investment in an associate,
any excess of the cost of the investment over the Group’s
share of the net fair value of the identifiable assets and
liabilities of the investee is recognised as goodwill, which
is included within the carrying amount of the investment.
Any excess of the Group’s share of the net fair value of
the identifiable assets and liabilities over the cost of the
investment, after reassessment, is recognised immediately in
profit or loss in the period in which the investment is acquired.

The Group assesses whether there is an objective evidence
that the interest in an associate may be impaired. When any
objective evidence exists, the entire carrying amount of the
investment (including goodwill) is tested for impairment in
accordance with IAS 36 as a single asset by comparing its
recoverable amount (higher of value in use and fair value less
costs of disposal) with its carrying amount. Any impairment
loss recognised is not allocated to any asset, including
goodwill, that forms part of the carrying amount of the
investment. Any reversal of that impairment loss is recognised
in accordance with IAS 36 to the extent that the recoverable
amount of the investment subsequently increases.
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Notes to the Consolidated Financial Statements (continued)

Significant Accounting Policies
(continued)

Investment in an associate (continued)

When the Group ceases to have significant influence over an
associate, it is accounted for as a disposal of the entire interest
in the investee with a resulting gain or loss being recognised
in profit or loss. When the Group retains an interest in the
former associate and the retained interest is a financial asset
within the scope of IFRS 9, the Group measures the retained
interest at fair value at that date and the fair value is regarded
as its fair value on initial recognition. The difference between
the carrying amount of the associate and the fair value of any
retained interest and any proceeds from disposing the relevant
interest in the associate is included in the determination of
the gain or loss on disposal of the associate. In addition,
the Group accounts for all amounts previously recognised in
other comprehensive income in relation to that associate on
the same basis as would be required if that associate had
directly disposed of the related assets or liabilities. Therefore,
if a gain or loss previously recognised in other comprehensive
income by that associate would be reclassified to profit or loss
on the disposal of the related assets or liabilities, the Group
reclassifies the gain or loss from equity to profit or loss (as
a reclassification adjustment) upon disposal of the relevant
associate.

When a group entity transacts with an associate of the Group,
profits and losses resulting from the transactions with the
associate are recognised in the Group’s consolidated financial
statements only to the extent of interests in the associate that
are not related to the Group.

Revenue from contracts with customers

The Group recognises revenue when (or as) a performance

obligation is satisfied, i.e. when “control” of the services
underlying the particular performance obligation is transferred

to the customer.

A performance obligation represents a service (or a bundle of
services) that is distinct or a series of distinct services that are
substantially the same.
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Notes to the Consolidated Financial Statements (continued)
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For the year ended 31 December 2019
HE20196F12 A31 BILFE

3.

Significant Accounting Policies
(continued)

Revenue from contracts with customers (continued)

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

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

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

° the Group’s performance does not create an asset
with an alternative use to the Group and the Group
has an enforceable right to payment for performance
completed to date.

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

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

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

A contract asset and a contract liability relating to the same
contract are accounted for and presented on a net basis.
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Notes to the Consolidated Financial Statements (continued)

Significant Accounting Policies
(continued)

Revenue from contracts with customers (continued)
Principal versus agent

When another party is involved in providing services to a
customer, the Group determines whether the nature of its
promise is a performance obligation to provide the specified
services itself (i.e. the Group is a principal) or to arrange for
those services to be provided by the other party (i.e. the
Group is an agent).

The Group is a principal if it controls the specified service
before that service is transferred to a customer.

The Group is an agent if its performance obligation is to
arrange for the provision of the specified service by another
party. In this case, the Group does not control the specified
service provided by another party before that service is
transferred to the customer. When the Group acts as an
agent, it recognises revenue in the amount of any fee or
commission to which it expects to be entitled in exchange
for arranging for the specified services to be provided by the
other party.

Leases

Definition of a lease (upon application of IFRS 16
in accordance with transitions in note 2)

A contract is, or contains, a lease if the contract conveys the
right to control the use of an identified asset for a period of
time in exchange for consideration.

For contracts entered into or modified or arising from business
combinations on or after the date of initial application,
the Group assesses whether a contract is or contains a
lease based on the definition under IFRS 16 at inception,
modification date or acquisition date, as appropriate.
Such contract will not be reassessed unless the terms and
conditions of the contract are subsequently changed.
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
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3.

Significant Accounting Policies
(continued)

Leases (continued)

The Group as a lessee (upon application of IFRS
16 in accordance with transitions in note 2)

Allocation of consideration to components of a contract

For a contract that contains a lease component and one or
more additional lease or non-lease components, the Group
allocates the consideration in the contract to each lease
component on the basis of the relative stand-alone price of
the lease component and the aggregate stand-alone price of
the non-lease components.

As a practical expedient, leases with similar characteristics are
accounted on a portfolio basis when the Group reasonably
expects that the effects on the consolidated financial
statements would not differ materially from individual leases
within the portfolio.

Right-of-use assets

The cost of right-of-use asset includes:

° the amount of the initial measurement of the lease
liability;

° any lease payments made at or before the
commencement date, less any lease incentives
received;

° any initial direct costs incurred by the Group; and
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Notes to the Consolidated Financial Statements (continued)

Significant Accounting Policies
(continued)

Leases (continued)

The Group as a lessee (upon application of IFRS
16 in accordance with transitions in note 2)
(continued)

Right-of-use assets (continued)

° an estimate of costs to be incurred by the Group
in dismantling and removing the underlying assets,
restoring the site on which it is located or restoring the
underlying asset to the condition required by the terms
and conditions of the lease.

Right-of-use assets are measured at cost, less any
accumulated depreciation and impairment losses, and
adjusted for any re-measurement of lease liabilities.

The Group presents right-of-use assets that do not meet the
definition of investment property as a separate line item on the
consolidated statement of financial position.

Right-of-use assets in which the Group is reasonably certain
to obtain ownership of the underlying leased assets at the end
of the lease term are depreciated from commencement date
to the end of the useful life. Otherwise, right-of-use assets
are depreciated on a straight-line basis over the shorter of its
estimated useful life and the lease term.

Refundable rental deposits

Refundable rental deposits paid are accounted under IFRS
9 Financial Instruments (“IFRS 9”) and initially measured at
fair value. Adjustments to fair value at initial recognition are
considered as additional lease payments and included in the
cost of right-of-use assets.
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Notes to the Consolidated Financial Statements (continued)
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For the year ended 31 December 2019
HE20196F12 A31 BILFE

3. Significant Accounting Policies
(continued)

Leases (continued)

The Group as a lessee (upon application of IFRS
16 in accordance with transitions in note 2)

(continued)

Lease liabilities

At the commencement date of a lease, the Group recognises
and measures the lease liability at the present value of
lease payments that are unpaid at that date. In calculating
the present value of lease payments, the Group uses the
incremental borrowing rate at the lease commencement date if
the interest rate impilicit in the lease is not readily determinable.

The lease payments include:

o fixed payments (including in-substance fixed payments)

less any lease incentives receivable;

o amounts expected to be payable by the Group under

residual value guarantees;

o the exercise price of a purchase option if the Group is
reasonably certain to exercise the option; and

° payments of penalties for terminating a lease, if the
lease term reflects the Group exercising an option to

terminate the lease.

After the commencement date, lease liabilities are adjusted by

interest accretion and lease payments.
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Notes to the Consolidated Financial Statements (continued)

Significant Accounting Policies
(continued)

Leases (continued)

The Group as a lessee (upon application of IFRS
16 in accordance with transitions in note 2)
(continued)

Lease modifications

The Group accounts for a lease modification as a separate

lease if:

° the modification increases the scope of the lease by
adding the right to use one or more underlying assets;
and

° the consideration for the leases increases by an

amount commensurate with the stand-alone price for
the increase in scope and any appropriate adjustments
to that stand-alone price to reflect the circumstances
of the particular contract.

For a lease modification that is not accounted for as a
separate lease, the Group remeasures the lease liability based
on the lease term of the modified lease by discounting the
revised lease payments using a revised discount rate at the
effective date of the modification.

The Group accounts for the remeasurement of lease liabilities
by making corresponding adjustments to the relevant right-
of-use asset. When the modified contract contains a lease
component and one or more additional lease or non-lease
components, the Group allocates the consideration in the
modified contract to each lease component on the basis of
the relative stand-alone price of the lease component and the
aggregate stand-alone price of the non-lease components.
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

3.

Significant Accounting Policies
(continued)

Leases (continued)

The Group as a lessee (prior to 1 January 2019)

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

Operating lease payments, including the cost of acquiring land
held under operating leases, are recognised as an expense on
a straight-line basis over the lease term.

The Group as a lessor

Classification and measurement of leases

Leases for which the Group is a lessor are classified as finance
or operating leases. Whenever the terms of the lease transfer
substantially all the risks and rewards incidental to ownership
of an underlying asset to the lessee, the contract is classified
as a finance lease. All other leases are classified as operating
leases.

Rental income from operating leases is recognised in profit
or loss on a straight-line basis over the term of the relevant
lease. Initial direct costs incurred in negotiating and arranging
an operating lease are added to the carrying amount of the
leased asset, and such costs are recognised as an expense
on a straight-line basis over the lease term.
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Notes to the Consolidated Financial Statements (continued)

Significant Accounting Policies
(continued)

Leases (continued)

The Group as a lessor (upon application of IFRS 16
in accordance with transitions in note 2)

Allocation of consideration to components of a contract

When a contract includes both leases and non-lease
components, the Group applies IFRS 15 to allocate
consideration in a contract to lease and non-lease
components. Non-lease components are separated from
lease component on the basis of their relative stand-alone
selling prices.

Refundable rental deposits

Refundable rental deposits received are accounted for under
IFRS 9 and initially measured at fair value. Adjustments to fair
value at initial recognition are considered as additional lease
payments from lessees.

Lease modification

The Group accounts for a modification to an operating lease
as a new lease from the effective date of the modification,
considering any prepaid or accrued lease payments relating
to the original lease as part of the lease payments for the new
lease.

Foreign currencies

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

e R AR ML (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

3.

Significant Accounting Policies
(continued)

Foreign currencies (continued)

Exchange differences arising on the settlement of monetary
items, and on the retranslation of monetary items, are
recognised in profit or loss in the period in which they arise.

For the purposes of presenting the consolidated financial
statements, the assets and liabilities of the Group’s operations
are translated into the presentation currency of the Group
(i.e. RMB) using exchange rates prevailing at the end of each
reporting period. Income and expenses items are translated at
the average exchange rates for the period, unless exchange
rates fluctuate significantly during that period, in which case
the exchange rates at the date of transactions are used.
Exchange differences arising, if any, are recognised in other
comprehensive income and accumulated in equity under the
heading of exchange fluctuation reserve (attributed to non-
controlling interests as appropriate).

On the disposal of a foreign operation (that is, a disposal
of the Group’s entire interest in a foreign operation, or a
disposal involving loss of control over a subsidiary that
includes a foreign operation, or a partial disposal of an interest
in an associate that includes a foreign operation of which
the retained interest becomes a financial asset), all of the
exchange differences accumulated in equity in respect of
that operation attributable to the owners of the Company are
reclassified to profit or loss.

In addition, in relation to a partial disposal of a subsidiary that
does not result in the Group losing control over the subsidiary,
the proportionate share of accumulated exchange differences
are re-attributed to non-controlling interests and are not
recognised in profit or loss. For all other partial disposals (i.e.
partial disposals of associates that do not result in the Group
losing significant influence), the proportionate share of the
accumulated exchange differences is reclassified to profit or
loss.
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Notes to the Consolidated Financial Statements (continued)

Significant Accounting Policies
(continued)

Borrowing costs

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

Effective 1 January 2019, any specific borrowing that remain
outstanding after the related asset is ready for its intended use
or sale is included in the general borrowing pool for calculation
of capitalisation rate on general borrowings. Investment
income earned on the temporary investment of specific
borrowings pending their expenditure on qualifying assets is
deducted from the borrowing costs eligible for capitalisation.

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

Government grants

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

Government grants that are receivable as compensation for
expenses or losses already incurred or for the purpose of
giving immediate financial support to the Group with no future
related costs are recognised in profit or loss in the period in
which they become receivable.

Retirement benefit costs and termination benefits
Payments to defined contribution retirement benefit plans are

recognised as an expense when employees have rendered
service entitling them to the contributions.
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Notes to the Consolidated Financial Statements (continued)

e R AR ML (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

3.

Significant Accounting Policies
(continued)

Short-term and other employee benefits

Short-term employee benefits are recognised at the
undiscounted amount of the benefits expected to be paid
as and when employees rendered the services. All short-
term employee benefits are recognised as an expense unless
another IFRS requires or permits the inclusion of the benefit in
the cost of an asset.

A liability is recognised for benefits accruing to employees
(such as wages and salaries, annual leave and sick leave) after
deducting any amount already paid.

Share-based payments
Equity-settled share-based payment transactions
Share options granted to employees

Equity-settled share-based payments to employees and
others providing similar services are measured at the fair value
of the equity instruments at the grant date.

The fair value of the equity-settled share-based payments
determined at the grant date without taking into consideration
all non-market vesting conditions is expensed on a straight-
line basis over the vesting period, based on the Group’s
estimate of equity instruments that will eventually vest, with a
corresponding increase in equity (share option reserve). At the
end of each reporting period, the Group revises its estimate
of the number of equity instruments expected to vest based
on assessment of all relevant non-market vesting conditions.
The impact of the revision of the original estimates, if any, is
recognised in profit or loss such that the cumulative expense
reflects the revised estimate, with a corresponding adjustment
to the share-based payments reserve. For shares that vest
immediately at the date of grant, the fair value of the shares
granted is expensed immediately to profit or loss.
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Notes to the Consolidated Financial Statements (continued)

Significant Accounting Policies
(continued)

Share-based payments (continued)

Equity-settled share-based payment transactions
(continued)

Share options granted to employees (continued)

When share options are exercised, the amount previously
recognised in share option reserve will be transferred to capital
reserve. When the share options are forfeited after the vesting
date or are still not exercised at the expiry date, the amount
previously recognised in share option reserve will continue to
be held in share option reserve.

When shares granted are vested, the amount previously
recognised in share option reserve will be transferred to capital
reserve.

Taxation

Income tax expense represents the sum of the tax currently
payable and deferred tax.

The tax currently payable is based on taxable profit for the
year. Taxable profit differs from profit before tax because of
income or expense that are taxable or deductible in other
years and items that are never taxable or deductible. The
Group’s liability for current tax is calculated using tax rates that
have been enacted or substantively enacted by the end of the
reporting period.
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Notes to the Consolidated Financial Statements (continued)

e R AR ML (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

3.

Significant Accounting Policies
(continued)

Taxation (continued)

Deferred tax is recognised on temporary differences
between the carrying amounts of assets and liabilities in the
consolidated financial statements and the corresponding tax
bases used in the computation of taxable profit. Deferred tax
liabilities are generally recognised for all taxable temporary
differences. Deferred tax assets are generally recognised for
all deductible temporary differences to the extent that it is
probable that taxable profits will be available against which
those deductible temporary differences can be utilised. Such
deferred tax assets and liabilities are not recognised if the
temporary difference arises from the initial recognition (other
than in a business combination) of assets and liabilities in
a transaction that affects neither the taxable profit nor the
accounting profit. In addition, deferred tax liabilities are not
recognised if the temporary difference arises from the initial
recognition of goodwill.

Deferred tax liabilities are recognised for taxable temporary
differences associated with investments in subsidiaries and
associates, except where the Group is able to control the
reversal of the temporary difference and it is probable that
the temporary difference will not reverse in the foreseeable
future. Deferred tax assets arising from deductible temporary
differences associated with such investments are only
recognised to the extent that it is probable that there will be
sufficient taxable profits against which to utilise the benefits of
the temporary differences and they are expected to reverse in
the foreseeable future.

The carrying amount of deferred tax assets is reviewed at the
end of each reporting period and reduced to the extent that
it is no longer probable that sufficient taxable profits will be
available to allow all or part of the asset to be recovered.

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

Significant Accounting Policies
(continued)

Taxation (continued)

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

For the purposes of measuring deferred tax for leasing
transactions in which the Group recognises the right-of-
use assets and the related lease liabilities, the Group first
determines whether the tax deductions are attributable to
the right-of-use assets or the lease liabilities. For leasing
transactions in which the tax deductions are attributable
to the lease liabilities, the Group applies IAS 12 Income
Taxes requirements to right-of-use assets and lease
liabilities separately. Temporary differences relating to right-
of-use assets and lease liabilities are not recognised at
initial recognition due to application of the initial recognition
exemption. Temporary difference arising from subsequent
revision to the carrying amounts of right-of-use assets and
lease liabilities, resulting from remeasurement of lease liabilities
and lease modification that are not subject to initial recognition
exemption are recognised on the date of remeasurement or
modification.

Deferred tax assets and liabilities are offset when there is a
legally enforceable right to set off current tax assets against
current tax liabilities and when they relate to income taxes
levied to the same taxable entity by the same taxation
authority.

Current and deferred tax are recognised in profit or loss,
except when they relate to items that are recognised in other
comprehensive income or directly in equity, in which case,
the current and deferred tax are also recognised in other
comprehensive income or directly in equity respectively. Where
current tax or deferred tax arises from the initial accounting
for a business combination, the tax effect is included in the
accounting for the business combination.
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Notes to the Consolidated Financial Statements (continued)
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For the year ended 31 December 2019
HE20196F12 A31 BILFE

3.

Significant Accounting Policies
(continued)

Property, plant and equipment

Property, plant and equipment are tangible assets that are
held for use in the provision of services, or for administrative
purposes. Property, plant and equipment (other than
construction in progress) are stated in the consolidated
statement of financial position at cost less subsequent
accumulated depreciation and subsequent accumulated
impairment losses, if any.

Buildings and leasehold improvements in the course of
construction for production, supply or administrative purposes
are carried at cost, less any recognised impairment loss. Costs
include any costs directly attributable to bringing the asset
to the location and condition necessary for it to be capable
of operating in the manner intended by management in
accordance with the Group’s accounting policy. Depreciation
of these assets, on the same basis as other property assets,
commences when the assets are ready for their intended use.

Ownership interests in leasehold land and building

When the Group makes payments for ownership interests of
properties which includes both leasehold land and building
elements, the entire consideration is allocated between the
leasehold land and the building elements in proportion to the
relative fair values at initial recognition.

To the extent the allocation of the relevant payments can be
made reliably, interest in leasehold land is presented as “right-
of-use assets” (upon application of IFRS 16) or “prepaid lease
payments” (before application of IFRS 16) in the consolidated
statement of financial position. When the consideration cannot
be allocated reliably between non-lease building element and
undivided interest in the underlying leasehold land, the entire
properties are classified as property, plant and equipment.
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Notes to the Consolidated Financial Statements (continued)

Significant Accounting Policies
(continued)

Property, plant and equipment (continued)

Ownership interests in leasehold land and building
(continued)

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

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

Investment properties

Investment properties are properties held to earn rentals and/
or for capital appreciation.

Investment properties are initially measured at cost, including
any directly attributable expenditure. Subsequent to initial
recognition, investment properties are stated at cost less
subsequent accumulated depreciation and any accumulated
impairment losses. Depreciation is recognised so as to write
off the cost of investment properties over their estimated
useful lives and after taking into account of their estimated
residual value, using the straight-line method.

An investment property is derecognised upon disposal or
when the investment property is permanently withdrawn
from use and no future economic benefits are expected
from its disposal. Any gain or loss arising on derecognition
of the property (calculated as the difference between the net
disposal proceeds and the carrying amount of the asset) is
included in profit or loss in the period in which the property is
derecognised.
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

3. Significant Accounting Policies

(continued)

Intangible assets

Intangible assets acquired separately

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

basis.

Internally-generated intangible assets - research

and development expenditure

Expenditure on research activities is recognised as an expense

in the period in which it is incurred.

An internally-generated intangible asset arising from
development activities (or from the development phase of an
internal project) is recognised if, and only if, all of the following

have been demonstrated:

° the technical feasibility of completing the intangible
asset so that it will be available for use or sale;

° the intention to complete the intangible asset and use
or sell it;

° the ability to use or sell the intangible asset;

° how the intangible asset will generate probable future

economic benefits;

° the availability of adequate technical, financial and
other resources to complete the development and to

use or sell the intangible asset; and

o the ability to measure reliably the expenditure
attributable to the intangible asset during its

development.
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Notes to the Consolidated Financial Statements (continued)

Significant Accounting Policies
(continued)

Intangible assets (continued)

Internally-generated intangible assets - research
and development expenditure (continued)

The amount initially recognised for internally-generated
intangible asset is the sum of the expenditure incurred from
the date when the intangible asset first meets the recognition
criteria listed above. Where no internally-generated intangible
asset can be recognised, development expenditure is
recognised in profit or loss in the period in which it is incurred.

Subsequent to initial recognition, internally-generated
intangible assets are reported at cost less accumulated
amortisation and accumulated impairment losses (if any),
on the same basis as intangible assets that are acquired
separately.

Intangible assets acquired in a business
combination

Intangible assets acquired in a business combination
are recognised separately from goodwill and are initially
recognised at their fair value at the acquisition date (which is
regarded as their cost).

Subsequent to initial recognition, intangible assets acquired
in a business combination with finite useful lives are reported
at costs less accumulated amortisation and any accumulated
impairment losses, on the same basis as intangible assets that
are acquired separately.

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

e R AR ML (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

3. Significant Accounting Policies

(continued)

Impairment on property, plant and equipment,
right-of-use assets and intangible assets other

than goodwill

At the end of the reporting period, the Group reviews the
carrying amounts of its property, plant and equipment, right-
of-use assets, intangible assets with finite useful lives to
determine whether there is any indication that these assets
have suffered an impairment loss. If any such indication exists,
the recoverable amount of the relevant asset is estimated in
order to determine the extent of the impairment loss (if any).

The recoverable amount of property, plant and equipment,
right-of-use assets and intangible assets are estimated
individually. When it is not possible to estimate the recoverable
amount individually, the Group estimates the recoverable
amount of the cash-generating unit to which the asset

belongs.

In addition, corporates assets are allocated to individual cash
generating units when a reasonable and consistent basis of
allocation can be established, or otherwise they are allocated
to the smallest group of cash generating units for which a
reasonable and consistent allocation basis can be established.
The Group assesses whether there is indication that corporate
assets may be impaired. If such indication exists, the
recoverable amount is determined for the cash-generating
unit or group of cash-generating units to which the corporate
asset belongs, and is compared with the carrying amount of
the relevant cash-generating unit or group of cash-generating

units.

Recoverable amount is the higher of fair value less costs
of disposal and value in use. In assessing value in use, the
estimated future cash flows are discounted to their present
value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific
to the asset (or a cash-generating unit) for which the estimates

of future cash flows have not been adjusted.
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Notes to the Consolidated Financial Statements (continued)

Significant Accounting Policies
(continued)

Impairment on property, plant and equipment,
right-of-use assets and intangible assets other
than goodwill (continued)

If the recoverable amount of an asset (or a cash-generating
unit) is estimated to be less than its carrying amount, the
carrying amount of the asset (or a cash-generating unit) is
reduced to its recoverable amount. For corporate assets
or portion of corporate assets which cannot be allocated
on a reasonable and consistent basis to a cash-generating
unit, the Group compares the carrying amount of a group
of cash-generating units, including the carrying amounts of
the corporate assets or portion of corporate assets allocated
to that group of cash-generating units, with the recoverable
amount of the group of cash-generating units. In allocating
the impairment loss, the impairment loss is allocated first to
reduce the carrying amount of any goodwill (if applicable)
and then to the other assets on a pro-rata basis based on
the carrying amount of each asset in the unit or the group
of cash-generating units. The carrying amount of an asset is
not reduced below the highest of its fair value less costs of
disposal (if measurable), its value in use (if determinable) and
zero. The amount of the impairment loss that would otherwise
have been allocated to the asset is allocated pro rata to the
other assets of the unit or the group of cash-generating units.
An impairment loss is recognised immediately in profit or loss.

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

e R AR ML (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

3.

Significant Accounting Policies
(continued)

Financial instruments

Financial assets and financial liabilities are recognised when a
group entity becomes a party to the contractual provisions of
the instrument. All regular way purchases or sales of financial
assets are recognised and derecognised on a trade date
basis. Regular way purchases or sales are purchases or sales
of financial assets that require delivery of assets within the time
frame established by regulation or convention in the market
place.

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

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

Significant Accounting Policies
(continued)

Financial instruments (continued)
Financial assets
Classification and subsequent measurement of financial assets

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

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

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

Financial assets that meet the following conditions
are subsequently measured at fair value through other
comprehensive income (“FVTOCI”):

° the financial asset is held within a business model
whose objective is achieved by both selling and
collecting contractual cash flows; and

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

All other financial assets are subsequently measured at
FVTPL, except that at the date of initial application of IFRS
9/initial recognition of a financial asset the Group may
irrevocably elect to present subsequent changes in fair value
of an equity investment in other comprehensive income if that
equity investment is neither held for trading nor contingent
consideration recognised by an acquirer in a business
combination to which IFRS 3 Business Combinations applies.

e SRR (B

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

EXRSFTHEE)

LRI A (&)
EHEE
EREEMNTERAKTE

HEAT RN REERLRIZE KA

5

. REEBEBMENRSRENFEBR
APRENTREE : &

. BRBEFRERFEARELNR
EREAR/REELAEXNEAS
KRS o

AU THRENSREAERBHEAL BE
SR 2 E s ([ A A EEH AR
%)

. REEHEMREDMENRDREN
EBRATRENTREE &

R ERNE B MEENR
BHARAREEREXNAS
g

FEEtEREELREAABENAR
mat 8 HERBRARELIFFEEE L
BRI 3RS RIS 33K H S 4 A
BV TEA f W RE 7 FTiE R R S A R(E -
RE B EE B RERCBBR M % HREER])
F o /T HREH - AKE A AR
wEBEEMEmEET 2IZBARE
DA BEMHEEZES) -

REERRERARAR « 2019FERE

145



Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

3. Significant Accounting Policies
(continued)

Financial instruments (continued)
Financial assets (continued)

Classification and subsequent measurement of financial assets
(continued)

A financial asset is held for trading if:

° it has been acquired principally for the purpose of
selling in the near term; or

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

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

In addition, the Group may irrevocably designate a financial
asset that are required to be measured at the amortised cost
or FVTOCI as measured at FVTPL if doing so eliminates or
significantly reduces an accounting mismatch.
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Notes to the Consolidated Financial Statements (continued)

Significant Accounting Policies
(continued)

Financial instruments (continued)

Financial assets (continued)

Classification and subsequent measurement of financial assets

(continued)

U)

(i)

Amortised cost and interest income

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

Equity instruments designated as at FVTOCI

Investments in equity instruments at FVTOCI are
subsequently measured at fair value with gains and
losses arising from changes in fair value recognised in
other comprehensive income and accumulated in the
FVTOCI reserve; and are not subject to impairment
assessment. The cumulative gain or loss will not be
reclassified to profit or loss on disposal of the equity
investments, and will be transferred to retained profits.
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

3. Significant Accounting Policies 3.
(continued)

Financial instruments (continued)
Financial assets (continued)

Classification and subsequent measurement of financial assets
(continued)

(ii) (continued)

Dividends from these investments in equity instruments
are recognised in profit or loss when the Group’s right
to receive the dividends is established, unless the
dividends clearly represent a recovery of part of the
cost of the investment. Dividends are included in the
“other income and gains and losses” line item in profit
or loss, if any.

(iii) Financial assets at FVTPL

Financial assets that do not meet the criteria for being
measured at amortised cost or FVTOCI or designated
as FVTOCI are measured at FVTPL.

Financial assets at FVTPL are measured at fair value
at the end of each reporting period, with any fair value
gains or losses recognised in profit or loss. The net
gain or loss recognised in profit or loss excludes any
dividend or interest earned on the financial asset and
is included in the “other income and gains and losses”
line item.

Impairment of financial assets

The Group performs impairment assessment under expected
credit loss (“ECL”) model on financial assets (including trade
receivables, deposits and other receivables, pledged deposits
and bank balances). The amount of ECL is updated at each
reporting date to reflect changes in credit risk since initial
recognition.
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Notes to the Consolidated Financial Statements (continued)

Significant Accounting Policies
(continued)

Financial instruments (continued)
Financial assets (continued)
Impairment of financial assets (continued)

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

The Group always recognises lifetime ECL for trade
receivables. The ECL on these assets are assessed collectively
using a provision matrix that is based on days past due for
trade receivables with similar loss patterns.

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

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

3. Significant Accounting Policies
(continued)

Financial instruments (continued)
Financial assets (continued)
Impairment of financial assets (continued)
(i) Significant increase in credit risk

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

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

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

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

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

° an actual or expected significant deterioration
in the operating results of the debtor; and
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Notes to the Consolidated Financial Statements (continued)

Significant Accounting Policies
(continued)

Financial instruments (continued)

Financial assets (continued)

Impairment of financial assets (continued)

U

(i)

(continued)

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

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

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

Definition of default

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

Irrespective of the above, the Group considers
that default has occurred when a financial asset
is more than 90 days past due unless the Group
has reasonable and supportable information to
demonstrate that a more lagging default criterion is
more appropriate.
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Notes to the Consolidated Financial Statements (continued)

e R AR ML (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

3. Significant Accounting Policies
(continued)

Financial instruments (continued)
Financial assets (continued)
Impairment of financial assets (continued)
(iii) Credit-impaired financial assets

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

(@) significant financial difficulty of the issuer or the
borrower;

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

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

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

(iv) Write-off policy

The Group writes off a financial asset when there is
information indicating that the counterparty is in severe
financial difficulty and there is no realistic prospect
of recovery, for example, when the counterparty has
been placed under liquidation or has entered into
bankruptcy proceedings. Financial assets written off
may still be subject to enforcement activities under
the Group’s recovery procedures, taking into account
legal advice where appropriate. A write-off constitutes
a derecognition event. Any subsequent recoveries are
recognised in profit or loss.
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Notes to the Consolidated Financial Statements (continued)

Significant Accounting Policies
(continued)

Financial instruments (continued)

Financial assets (continued)

Impairment of financial assets (continued)

W)

Measurement and recognition of ECL

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

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

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

o Nature of financial instruments (i.e. the Group’s
trade receivables is assessed as a separate
group);

° Past-due status;

o Nature, size and industry of debtors; and

o External credit ratings where available.
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Notes to the Consolidated Financial Statements (continued)

e R AR ML (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

3. Significant Accounting Policies

(continued)

Financial instruments (continued)
Financial assets (continued)

Impairment of financial assets (continued)

(v) Measurement and recognition of ECL (continued)

The grouping is regularly reviewed by management
to ensure the constituents of each group continue to

share similar credit risk characteristics.

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

financial asset.

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

Derecognition of financial assets

The Group derecognises a financial asset only when the
contractual rights to the cash flows from the asset expire or
when it transfers the financial asset and substantially all the
risks and rewards of ownership of the asset to another entity.

On derecognition of a financial asset measured at amortised
cost, the difference between the asset’s carrying amount
and the sum of the consideration received and receivable is

recognised in profit or loss.

On derecognition of an investment in equity instrument which
the Group has elected on initial recognition to measure at
FVTOCI, the cumulative gain or loss previously accumulated
in the FVTOCI reserve is not reclassified to profit or loss, but is

transferred to retained profits.
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Notes to the Consolidated Financial Statements (continued)

Significant Accounting Policies
(continued)

Financial instruments (continued)
Financial liabilities and equity
Classification as debt or equity

Debt and equity instruments are classified as either financial
liabilities or as equity in accordance with the substance of the
contractual arrangements and the definitions of a financial
liability and an equity instrument.

Equity instruments

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

Financial liabilities at amortised cost

Financial liabilities including bank loans and other borrowings,
trade payables and other payables and accruals are
subsequently measured at amortised cost, using the effective
interest method.

Derecognition of financial liabilities

The Group derecognises financial liabilities when, and only
when, the Group’s obligations are discharged, cancelled or
have expired. The difference between the carrying amount of
the financial liability derecognised and the consideration paid
and payable is recognised in profit or loss.
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Notes to the Consolidated Financial Statements (continued)

R IR AR

(%)

For the year ended 31 December 2019
HE20196F12 A31 BILFE

4,

Key Sources of Estimation Uncertainty

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

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

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

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

Impairment of goodwiill

The Group determines whether goodwill is impaired at least
on an annual basis or when there is impairment indicator.
This requires an estimation of the value in use of the cash-
generating units to which the goodwill is allocated. Estimating
the value in use requires the Group to make an estimate of the
expected future cash flows from the cash-generating units and
also to choose a suitable discount rate in order to calculate
the present value of those cash flows. Where the actual future
cash flows are less than expected, or a change in facts and
circumstances which results in downward revision of future
cash flows, a material impairment loss may arise. Details of
the recoverable amount calculation for cash-generating units
are set out in note 19.
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Notes to the Consolidated Financial Statements (continued)

Key Sources of Estimation Uncertainty
(continued)

Provision for expected credit losses on trade
receivables

The Group uses a provision matrix to calculate lifetime ECLs
for trade receivables. The provision rates are based on days
past due for groupings of various customer segments that
have similar loss patterns (i.e. by geographical region and
internal credit rating).

The provision matrix is initially based on the Group’s historical
observed default rates. The Group will calibrate the matrix to
adjust the historical credit loss experience with forward-looking
information. For instance, if forecast economic conditions are
expected to deteriorate over the next year which can lead to
an increased number of defaults in the manufacturing sector,
the historical default rates are adjusted. At each reporting
date, the historical observed default rates are updated and
changes in the forward-looking estimates are analysed.

The assessment of the correlation among historical observed
default rates, forecast economic conditions and ECLs is a
significant estimate. The amount of lifetime ECLs is sensitive to
changes in circumstances and forecast economic conditions.
The Group’s historical credit loss experience and forecast
of economic conditions may also not be representative of
customer’s actual default in the future. The information about
the ECLs on the Group’s trade receivables are disclosed in
note 44 to the consolidated financial statements.

Deferred tax assets

Deferred tax assets are recognised for unused tax losses to
the extent that it is probable that future taxable profits will
be available against which the tax losses can be utilised.
Significant management judgement is required to determine
the amount of deferred tax assets that can be recognised,
based upon the likely timing and level of future taxable profits
together with future tax planning strategies. The amount
of unrecognised tax losses at 31 December 2019 was
RMB43,458,000 (2018: RMB29,150,000). Further details are
set out in note 30 to the consolidated financial statements.
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Notes to the Consolidated Financial Statements (continued)
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For the year ended 31 December 2019
HE20196F12 A31 BILFE

4,

Key Sources of Estimation Uncertainty
(continued)

Business combinations and goodwill

When the Group completes a business combination, the
identifiable assets acquired and the liabilities assumed are
recognised at their fair value. Management estimation is
required to determine the fair values of the assets acquired,
the liabilities assumed, and the purchase consideration, and on
the allocation of the purchase consideration to the identifiable
assets and liabilities. The fair values of the identifiable assets
acquired and the liabilities assumed are determined using
valuation techniques including the discounted cash flow
model. The inputs to these models are taken from observable
market where possible, but where this is not feasible, a degree
of judgement and estimation is required in establishing fair
values. Management must estimate the expected future cash
flows and discount rate in order to calculate the fair values.
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Notes to the Consolidated Financial Statements (continued)

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

5. Revenue

(i)

Disaggregation of revenue from contracts

with customers

5. WA

(i) FEFEHWRABRA

2019 2018
2019 20184
Segments RMB’000 RMB’000
2 &R AR%ET T ARETIT
Type of services RigER
Testing services OB R TE 254,282 204,108
Surveying services 58 7F R 1% 127,426 21,619
Witnessing and ancillary services B & EBIARTS 14,748 8,023
Total At 396,456 233,750
Geographical markets & 35
Greater China (Note) AAREERE (FsE) 287,500 205,535
Singapore N 79,162 9,782
Other countries/regions HEMER iE 29,794 18,433
Total A&t 396,456 233,750
Timing of revenue recognition W ATEELAFR
A point in time R fE2h 396,456 233,750
Total A&t 396,456 233,750
Revenue from contracts EEEHWA
with customers
External customers SN 396,456 233,750
Intersegment sales DEEHE 8,646 14,599
405,102 248,349
Intersegment adjustments D EEAR R
and eliminations (8,646) (14,599)
Total &t 396,456 233,750
Note:  Greater China comprises the mainland of PRC, Hong Mzt : RPERBFERBEINM - B

Kong Special Administrative Region and Macau RIFTERE KORPYFRIF TS o

Special Administrative Region.
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Notes to the Consolidated Financial Statements (continued)

e R AR ML (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

5. Revenue (continued)

(ii) Performance obligations for contracts with
customers

Rendering of services

The Group performs analytical tests for the quality of
energy and commodities and issues testing certificates
or reports within 24 to 48 hours after completion of
the on-site preparation. The performance obligation is
satisfied upon i) completion of testing services and ii)
issuance of testing certificate.

The Group provides surveying services and witnessing
and ancillary services on-site. Service reports are
issued within 24 to 48 hours after services rendered.
The performance obligation is satisfied upon
completion of i) provision of services; and ii) issuance
of service reports, if any.

All services provided by the Group are for periods
of one year or less. As permitted under IFRS 15,
the transaction price allocated to these unsatisfied
contracts is not disclosed.

6. Operating Segment

Information reported to the executive directors of the
Company, being the chief operating decision maker (the
“CODM?”), for the purposes of resource allocation and
assessment focuses on revenue analysis by geographic
location of customers. No other discrete financial information
is provided other than the Group’s results and financial
position as a whole. Accordingly, only entity-wide disclosures,
major customers and geographical information are presented.
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Notes to the Consolidated Financial Statements (continued)

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

Operating Segment (continued) 6. RKEIE(E)
Geographical information 15 & R
The Group’s operations are located in the Greater China and REBMEBAN KR ER RGN
overseas.
Information about the Group’s revenue from continuing BN EPIHBECEMBRANERT
operations from external customers is presented based on the LATIRMHAREHFE 2R - BRAE
location of the service provided. Information about the Group’s IEMBEEMNERNIZEENITLE S
non-current assets is presented based on the geographical oo
location of the assets.
Revenue from Non-current
external customers assets
HMBEERA FRBEE
2019 2018 2019 2018
20195 2018 2019 2018
RMB’000 RMB’000 RMB’000 RMB’000
ARETT AREFTL ARETT AREFTL
Greater China AHER 287,500 205,535 159,452 137,328
Singapore EpIbE 79,162 9,782 41,330 8,243
Others Hith 29,794 18,433 18,497 10,819
396,456 233,750 219,279 156,390

Note: Non-current assets excluded financial instruments and
deferred tax assets.

Information about a major customer

During the year ended 31 December 2019, revenue generated
from one of the Group’s customers accounting for 10% or
more of the Group’s total revenue was RMB67,498,000 (2018:
RMB38,915,000).

Wi SERBEAETOESMTAREENE
aE -

—ZEEXZFHER
HE2019F12A31HILFE > BEA%EEH
B —2RFPHERAGAREBBIAK

10% 3 A £ - B AREEG67,498,0007T(2018
F£: ARE#¥38,9150007T) °
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

7. Other Income and Other Gains and 7.

Losses

An analysis of other income and other gains and losses is as

follows:

H AW A BUR: EAtb W 2 2 8518

H AW A LA R Bofb ozt MBS IRHO DA IA T

2019 2018
2019F 20184
RMB’000 RMB’000
ARET T ARETFT
Other income Hiug A
Bank interest income RITHBUA 297 87
Tax refund BIREIFIIE - 400
Government subsidies (Note) BRAT 4 B (P 5E) 1,114 -
Rental income HaE WA 1,438 832
Others Hith 482 -
3,331 1,319
Other gains and losses Hih iz R EE
Change in fair value of financial REBEZAE AR BETEN
assets at fair value through profit CMEENALEEY
or loss 656 761
Gain on disposal of an associate SR DTS e 3,772 -
(Loss) gain on foreign exchange SNEDE H = 58 (F518) s
difference (512) 744
(Loss) gain on disposals of items HEWE - BENEE
of property, plant and equipment HA® (FE) B (90) 44
Others EAh, 73 294
3,899 1,843
7,230 3,162
Note: Amount represents the Group’s entitlement of government st : ZEBEAEBRIREARBES EEREZ

subsidies such as refund of value-added tax paid pursuant to
the relevant PRC regulation and subsidy for high technology

companies.
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Notes to the Consolidated Financial Statements (continued)

Finance Costs

e SRR (B

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

BE KA

An analysis of finance costs is as follows: BVERAEAITAT -
2019 2018
2019 20184
RMB’000 RMB’000
ARET T ARETIT

Interest on bank loans and RITE R R E AL KA

other borrowings 5,427 2,632
Interest on lease liabilities HEAENE 1,437 -
6,864 2,632

Income Tax Expense

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

The Company’s subsidiaries incorporated in Hong Kong is
subject to income tax at the rate of 16.5% on the estimated
assessable profits. The tax on the dividend distributed by a
subsidiary of RMB20,000,000 in the PRC has been provided
at the rate of 10% during the year.

The Company’s subsidiaries in the PRC are subject to income
tax at a statutory rate of 25% on their respective taxable
income, except for certain subsidiaries, which have been
identified as “high and new technology enterprises” and were
entitled to a preferential income tax rate of 15% for the years
ended 31 December 2019 and 2018.

The Company’s subsidiaries incorporated in Singapore is
subject to income tax at the rate of 17.0% on the estimated
assessable profits.

Taxes on profits assessable elsewhere have been calculated
at the rate of tax prevailing in the jurisdictions in which the
Group operates, based on existing legislation, interpretations
and practices in respect thereof.
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Notes to the Consolidated Financial Statements (continued)

e R AR ML (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

9. Income Tax Expense (continued) 9. FiSBifxX (&
2019 2018
2019 20184
RMB’000 RMB’000
AR¥T ARETF T
Current income tax BVEAFT1S AR
—The PRC -/ 8,415 9,863
— Other jurisdictions - EMeEEERE 1,067 -
Withholding tax of dividends B AR T IRRERTEIR
distributed by a PRC subsidiary 2,000 -
Underprovision in prior years BEFERETR 1,844 -
13,326 9,863
Deferred tax (note 30) IRFERIA (M5 30) 4,817 (552)
Tax charge for the year FARIBES N 18,143 9,311
Income tax expense for the year can be reconciled to the FAFGBHRAS MGG EREREME2A
profit before tax in the consolidated statement of profit or loss Wan R AR AT AR EARAT
and other comprehensive income as follows:
2019 2018
2019 20184
RMB’000 RMB’000
ARET T AREEFTT
Profit before tax BERIAE 46,900 14,212
Income tax charge at the statutory % 25% W ETE TS RATHE
income tax rate of 25% BTS2 11,725 3,553
Effect of the preferential FrigtiEEREmTe
income tax rate (8,484) (4,539)
Tax losses not recognised RERHTIAGE 5,060 9,320
Utilisation of tax loss previously B 2 BIARIER M IE B8
not recognised (1,483) -
Expenses not deductible for tax AR 2 3,924 896
Additional tax deduction for research #1355 % # 2 B F0I 1B
and development expenditure (1,120) (1,535)
Effect of withholding tax on the AREE R R E A AR 5K A
distributable profits of the EOREEIIEA=7
Group’s PRC subsidiaries 6,339 333
Tax effect of share of result RGBS D EEENTIRTE
of an associate (265) 95
Underprovision in prior years BEFERETR 1,844 -
Others Hith 603 1,188
Income tax expense for the year FRERAYS 18,143 9,311
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Notes to the Consolidated Financial Statements (continued)

e SRR (B

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

Profit for the Year 10. FRAFB
The Group’s profit for the year has been arrived at after REBHFARAFELHER (FFA) AT IR
charging (crediting): BISH -
2019 2018
20195 20184
RMB’000 RMB’000
AR¥T ARET T
Auditor’s remuneration % B D M 1,681 1,350
Cost of services provided FTiR RS R AR 210,249 110,842
Depreciation of property, WE - HEMERENTE
plant and equipment 17,295 11,855
Depreciation of investment properties & &EMNITE 1,274 1,275
Depreciation of right-of-use assets FREEEMITE 13,057 -
Amortisation of prepaid land TEfS T Hh 8 & OB 8
lease payments - 244
Amortisation of intangible assets | B ERH 683 296
Research and development costs ERA (GEAHALRS) ¢
(included in other expenses):
— Current year expenditure - RNEFERE 9,957 11,618
Minimum lease payments under LEHEETRERS -
operating leases
— Land and buildings - T REF - 7,876
Employee benefit expenses EERMMY (BIEES
(including directors’ and the chief REmiTHABHBH) -
executive’s remuneration):
— Wages and salaries -ITENF® 131,657 93,907
— Pension scheme contributions - RIREFTEIMER 14,347 9,510
— Welfare and other expenses - @R REMFT 30,080 14,970
- Equity-settled share option - EREENERERS
expense 844 1,553
176,928 119,940
Impairment (reversal of impairment) — ©EYEERE CRERD )  JF5E
of financial assets, net:
— Impairment of trade receivables, - B S RIWFIAERME 558
net 1,106 529
— (Reversal of impairment) - FTATEN B - Mt EEIE &
impairment of financial assets HEMmEENSREE
included in prepayments, CRERRE)RE - F8
other receivables and other
assets, net (320) 543
786 1,072
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Notes to the Consolidated Financial Statements (continued)

e R AR ML (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

11. Directors’ and Chief Executive’s 11.
Remuneration

Directors’ and chief executive’s remuneration for the year,
disclosed pursuant to the Listing Rules, and the Hong Kong
Companies Ordinance is as follows:

EERESTRAEHMH

RIS ETRAD R(EB R BMEDDEER
FREZNHZESTRABFHFMNOT

2019 2018
2019 F 20184
RMB’000 RMB’000

AR®T ARBTT

Fees e 261 255
Other emoluments: HEie -
Salaries, allowances and benefits e EMRIERSE
in kind 4,016 3,258
Performance related bonuses ERRHERETEAL 820 1,497
Equity-settled share option expense  LARE S 45 & H) B8 ARRERA 2 390 657
Pension scheme contributions RIRSETEIMHR 289 190
5,515 5,602
5,776 5,857

During the year ended 31 December 2018, YANG Rongbing
(“Mr. Yang”) was granted share options, in respect of his
services to the Group, under the share option scheme of the
Company, further details of which are set out in note 34 to
the consolidated financial statements. The fair value of such
options, which has been recognised in profit or loss over the
vesting period, was determined as at the date of grant and the
amount included in the consolidated financial statements for
the current year is included in the above directors’ and chief
executive’s remuneration disclosures.
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Notes to the Consolidated Financial Statements (continued)

11. Directors’ and Chief Executive’s
Remuneration (continued)

(a)

Independent non-executive directors

Mr. Yang ceased to be the chairman of the Audit
Committee with effect from 23 July 2018 while Mr. LIU
Hoi Keung has been appointed as the chairman of the
Audit Committee in replacement of Mr. Yang with effect
from the same date.

The fees paid to independent non-executive directors
during the year were as follows:

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

11. EERRETHABEEM (&)

(a)

BYFHITES

BoEAE B 201847 A 23 BB N HIE
TEZZESER  mERRELE
ERA—BEEERIGEEREE
RBEZEZEEXR -

FREBIIFRTEEZINNES
YT -

2019 2018
2019 F 20184
RMB’000 RMB’000

AR®T ARETT

YANG Rongbing ok SH=s - 48
ZHAOQ Hong AT 87 85
WANG Zichen FrRE 87 85
LIU Hoi Keung B8 87 37

261 255
There were no other emoluments payable to the FRWEERB T IERNTES LT

independent non-executive directors during the year
(2018: Nil).

B E MBS (2018 4F - &) -
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

11.

(b)

Directors’ and Chief Executive’s 11. EBERESTRAEHM (&)
Remuneration (continued)
Executive directors, a non-executive director (b) HITES: FHTEEREST
and the chief executive BAE
2019 2019 F
Mr. Yang has been re-designated from an independent BEEEH2018F7 H23 HEARE
non-executive director to an executive director and VIERTERACARNTESTE
was appointed as the vice chairman of the Company FEAKRBMNEIERT -
with effect from 23 July 2018.
Salaries, Equity-
allowances  Performance settled Pension
and benefits related  share option scheme Total
in kind bonuses expense contributions remuneration
5 DY
RRR B HEH Bire
ke HE fB IR =&
Fl& A (53 A Frmaz
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARBT T ARBT T AR%T T ARET T AR®T T
Executive directors HITES
LI Xiangli FimH|
(Chief executive) (BBTBAER) 1,194 41 - 88 1,693
LU Yi 2157 1,199 176 - 88 1,463
YANG Rongbing HBEE 1,122 87 390 75 1,674
ZHANG Alying REH 501 146 - 38 685
4,016 820 390 289 5,515
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Notes to the Consolidated Financial Statements (continued)

e IR AR AT ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

11. Directors’ and Chief Executive’s 1. EBERESTRAEHM (&)
Remuneration (continued)
(b) Executive directors, a non-executive director (b) HITES:  FHITEEREST
and the chief executive (continued) BAE ()
2018 2018 F
Salaries, Equity-
allowances Performance settled Pension
and benefits related share option scheme Total
inkind bonuses expense contributions remuneration
A MR
2HR B HER RIRE
FHE itk BhiE iEl
Mz e 53 X e
RMB'000 RMB’000 RMB’000 RMB’000 RMB’000

ARETT ARETT ARETT ARETT ARETT

Executive directors HTES
LI Xiangfi ZRF|

(Chief executive) (RETHAE) 1,122 811 - 55 1,988
LIUYi 2 943 351 - 55 1,349
YANG Rongbing BRE 592 43 657 29 1,321
ZHANG Aiying RER 601 292 - 51 944

3,258 1,497 657 190 5,602

There was no arrangement under which a director EW C WEEREERERITRABRE
or the chief executive waived or agreed to waive any BHEAMFMAIZHE -
remuneration during the year.
The performance related incentive payments are BERURR RS ﬁf/’( SBRERNABREKIR
determined having regard to the performance of RigaEimeE

individuals and market trends.
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Notes to the Consolidated Financial Statements (continued)

e R AR ML (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

12. Five Highest Paid Employees 12.

The five highest paid employees during the year included
two (2018: three) directors of the Company, details of whose
remuneration are set out in note 11 above. Details of the
remuneration for the year of the remaining three (2018: two)
highest paid employees who are neither a director nor chief
executive of the Company are as follows:

hEEEFHHES

FREGERTHNEEREARAME
(2018 : =R)EF - BEAKEHFHO
EEHIA X1 - FEARAREEIRIE
BETBRABNBT =4 (2018F : M%)

R ES N FERFIHFBRHIIMT

2019 2018
2019 20184
RMB’000 RMB’000
ARET T AREEF T

Salaries, allowances and benefits e B EIEREFIE
in kind 6,149 3,274
Performance related bonuses ERBRATEAL 832 530
Pension scheme contributions RIREETEIER 341 120
7,322 3,924

The number of non-director and non-chief executive highest
paid employees whose remuneration fell within the following
bands is as follows:

FHEUTHBHIFEZTIFRHTEA

EMR=IMEENABIAT

2019 2018

2019 20184

Number of Number of

employees employees

EEAH BEAH

HK$2,000,001 to HK$2,500,000 2,000,001 7T 2 2,500,000 8 7T - 2
HK$2,500,001 to HK$3,000,000 2,500,001 7% 3,000,000 % 7T 3 -
3 2

During the year, no non-director and non-chief executive
highest paid employees were granted share options.
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13.

14.

Notes to the Consolidated Financial Statements (continued)

e SRR (B

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

Dividends 13. RE
Dividends for ordinary shareholders of the Company TR BT 7R B) A AR AR BE A AR B A RE
recognised as distribution during the year. RBTDIK ©
2019 2018
20195 20184
RMB’000 RMB’000
ARET T ARETFT
2018 Final — RMB0.0075 (2018: 2018 F R R —FRE B
2017 final dividend — RMB0.025) AR#0.00757T (2018 4 :
per ordinary share 2017 EREILE —AR#0.0257T) 3,000 10,000
Subsequent to the end of the reporting period, a final dividend RIFERRE  ARRESCERIREH
of RMB0.0375 (2018: RMB0.0075) per share in an aggregate F2019F 12 AN AIEFEMNKRBREE
amount of RMB15,000,000 (2018: RMB3,000,000) for the % AR #50.037570 (20184 : AREE0.0075
year ended 31 December 2019 has been proposed by the J0) B E A AR 15,000,0007T (2018
directors of the Company and is subject to the approval of the F: AR¥3,000,0007T) @ WAFKRRER
shareholders at the forthcoming annual general meeting. FEERRBERE EHERSIER -
Earnings Per Share 14. SREF
The calculation of the basic earnings per share amount is BRERBHNEEDRARAAE@EER
based on the profit for the year attributable to ordinary equity BAEABGEFAMNBRFRNE ZITER
holders of the Company, and the weighted average number of A% N # F 5 £400,000,000 A% (2018 4F :
ordinary shares of 400,000,000 (2018: 400,000,000) in issue 400,000,000 i%) 5+ & -

during the year.

The calculation of the diluted earnings per share amounts is BREBERFNNDEARRETBESZZEA
based on the profit for the year attributable to ordinary equity EREAFBFAESE - T EFAE 1T
holders of the Company. The weighted average number TR A e B AR N e - BNA
of ordinary shares used in the calculation is the number of RETEGREREF RAGHTE AEEE
ordinary shares in issue during the year, as used in the basic MEBBRGEATFEREL AT BRIEERTE
earnings per share calculation, and the weighted average EEE TR S BRI I8 -

number of ordinary shares assumed to have been issued at
no consideration on the deemed exercise or conversion of all
dilutive potential ordinary shares into ordinary shares.
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e R AR ML (8

For the year ended 31 December 2019

HE2019F 12 A31 BILFE

14.

Earnings Per Share (continued) 14,

The calculations of basic and diluted earnings per share are

based on the following data:

BREN (&)

REATSEAEEREAREERF

2019 2018
20195 20184
RMB’000 RMB’000
AR%T T AREBTFT
Earnings ZR
Profit for the year attributable to ST E AR AR RS ZN R R R
owners of the Company, RAREE ANEEFEAFNE
used in the basic and diluted
earnings per share calculations 24171 14,021
Number of shares
RHEE
2019 2018
2019 20184
Shares &
Weighted average number of STEERERZNFAINER
ordinary shares in issue BETE B INEF
during the year used in the
basic earnings per share
calculations 400,000,000 400,000,000
Effect of dilution — weighted TmREsE MR T ABNTE
average number of
ordinary shares:
— Share options — BERSAE 162,301 610,759
Weighted average number of STEEREERMFAINER
ordinary shares in issue BETE B INEFHE
during the year used in the
diluted earnings per share
calculations 400,162,301 400,610,759

AEERESANKYERRARRET

The computation of diluted earnings per share does not
assume the exercise of certain of the Company’s share
options because the exercise price of those options were
higher than the average market price for shares for both 2019
and 2018.
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Notes to the Consolidated Financial Statements (continued)

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 A1 HILFE

15. Property, Plant and Equipment 15. Y% - BMENRRKE

Electronic
equipment  Construction Leasehold

Buildings Vehicles and others in progress  improvements Total
R ] i1 BENE
g7 L] RE# IR £ h

RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARMTR  ARBTZ  ARBTR  ARMTR  ARWIR  ARMTR

31 December 2019 20195128318
At 31 December 2018 and 1 January 2019; R2018F 12431 AR

N19F1 1R :
Cost wA 80,746 23,630 44,110 6,040 13,095 168,521
Accumulated depreciation 2itE (5,763) (15,739) (24,781) - (3,562) (49,845)
Net carrying amount ERFE 74,983 7,891 19,329 6,940 9,533 118,676
At 1 January 2019, net of Ro019E1A18
accumulated depreciation MREEHE 74,083 7,801 19,320 6,040 9,533 118,676
Addtions 7B - 2,254 24,170 4743 3775 34,042
Disposals e - (495) (981) - - (1,476)
Acouisition of subsiciaries (note 37) WEEMB AR (M3kar) - - 2732 - 2379 5,111
Depreciation provided during the year note 10~ ERFERE (K 10) 4,702 (808) (7,153) - (4,632) (17,295)
Transfers b 5,302 - - (10,834) 5442 -
Fxchange realignment ERAE - 2 368 - 116 486
At 31 December 2019, net of R2019F12A318
accumulated depreciation TRE:E 75,673 8,844 38,465 849 16,613 140,444
At 31 December 2019; R20195F 128318 :
Cost A 86,138 25,385 70,528 849 24,940 207,840
Accumulated depreciation ZithE (10,465) (16,541) (32,063) - (8,327) (67,39)
Net carming amount FHE 75,673 8,844 38,465 849 16,613 140,444
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HZE2019612 A31 BILFE

15. Property, Plant and Equipment 15. Y% - BENRKME (&)

(continued)
Electronic
equipment Construction Leasehold
Buildings Vehicles and others inprogress  improvements Total
BTk g HENE
g7 L e 1% £ @t
RMBI000 RMBI000 RMBI000 RMB'000 RMB'000 RMB'000
ANRETT ARETT ARETT NRETT ARETT ARETT
31 December 2018 2018%12 7318
At 31 December 2017 and 1 January 2018: ROITE12R31BR
N18E1E18:
Cost B 69,780 22,162 29,246 18,906 3505 143,599
Accumulated depreciation 2t (2,435 (16,639) (16,481) - (1,556) (37,111)
Net carmying amount FESE 67,345 5523 12,765 18906 1949 106,488
At 1 January 2018, net of Ro018FE1 AR
accumulated depreciation MH2iiE 67,345 5523 12,765 18906 1949 106,488
Addtions il 1076 4869 753 7776 1,180 2436
Disposals e - (56) 239) - - (294)
Acquisition of subsilaries (note 37) WEMBAF (Mikar) - 4 1,753 - 599 2,356
Depreciation provided during the year note 10) ~ FRFERE (3 10) (3,328) (2,399 (4.870) - (1,064) (11,859)
Transfers B 9,89 - 2756 (19,742 7096 -
Exchange realignment Ei AR - (56) (372 - 27) (455)
At 31 December 2018, net of B018F12/310
accumulated depreciation TR2iiE 74,983 7891 19,329 6,040 9533 118676
At 31 December 2018: RO1BERANE:
Cost Bk 80,746 23,630 44,110 6,040 13,005 168521
Accumulated depreciation L (5,769 (15,739) (24,781) - (3,569) (49,845)
Net carrying amount FEFE 74,983 7,801 19,329 6,940 9,533 118676
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15.

Notes to the Consolidated Financial Statements (continued)

Property, Plant and Equipment
(continued)

Buildings with net carrying amounts of RMB32,893,000
(2018: RMB34,650,000) were pledged by the seller for certain
purposes before the transaction of purchase. The pledge
has not been released and the buildings’ property ownership
certificates have not been obtained as of the date of these
consolidated financial statements. The directors of the
Company, after taking into account of legal opinion, are of the
opinion that the Company has ownership of these properties.

The above items of property, plant and equipment, except for
construction in progress, after taking into account the residual
values, are depreciated on a straight-line basis at the following
rates per annum:

Buildings 4.75%
9.50% to 23.75%

9% t0 31.67%

Shorter of lease term or
10% to 33.33%

Vehicles
Electronic equipment and others
Leasehold improvements

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

15. W%¥ - BERRE (E)

RNEBEXRXZH FEFEAAR
#32,803,0007C (20184F : A R #&
34,650,00070) FIIEEFHESAEETER
ZHE - BERSRAMBREAAH B
BRI R ERER - BEFNYEN G’
BENARES - KERZEZER  AQFA
EERRBARRIEZEMERGARE -

BTSN U EWE - BEEREE
B (&5 RRSEE) RELEATIFER
E:

Bg¥ 4.75%
2] 9.50% % 23.75%
BT R N A 9% £ 31.67%
MEMEEE FAHASE 10% = 33.33%

(ARG EBE)

REERRERARAR « 2019FERE

175



Notes to the Consolidated Financial Statements (continued)

e R AR ML (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

16. Right-of-Use Assets

16. EAEEE

Leasehold
Leased land
properties payment Total
HEYHE HETHNE &5t
RMB’000 RMB’000 RMB’000
AR%T T ARBT AR¥T T
As at 1 January 2019 MH201951A81H
Carrying amount BRmEE 18,674 6,192 24,866
As at 31 December 2019 M2019F 12831 H
Carrying amount AREE 31,356 5,784 37,140
For the year ended HZE2019512A31HILEE
31 December 2019
Depreciation charge HEEH 12,813 244 13,057
Total cash outflow for leases ~ HER & R 4A5E 13,719
Additions to right-of-use assets 1 Fi# & E1E N 18,036

For both years, the Group leases various office premises and
apartment units for its operations and staff quarters. Lease
contracts are entered into for fixed term of 1 year to 10 years.

The Group has extension option for a lease of office premise.
This is used to maximise operational flexibility in terms of
managing the assets used in the Group’s operations. The
extension option held is exercisable only by the Group and not
by the lessor. The lease liabilities arising from the extension
option has been accounted for following an initial adoption of
IFRS 16.

In addition, the Group reassesses whether it is reasonably
certain to exercise an extension option, upon the occurrence
of either a significant event or a significant change in
circumstances that is within the control of the lessee. During
the year ended 31 December 2019, there is no such triggering
event.
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Notes to the Consolidated Financial Statements (continued)

e SRR (B

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

17. REWE

17. Investment Properties

RMB’000
ARETFT
Cost: A
At 1 January 2018, 201841 A1 H « 2018 &
31 December 2018 and 2019 2019412 A31H 26,833
Accumulated depreciation: REHTE -
At 1 January 2018 MR2018F1 A1 H 4,841
Provided for the year FNHEHE 1,275
At 31 December 2018 R2018F 12 A31 H 6,116
Provided for the year FREE 1,274
At 31 December 2019 2019912 A31 H 7,390
Net carrying amount: IRMEFE -
At 31 December 2019 M20194 12 A31 H 19,443
At 31 December 2018 M201845F 12 A31H 20,717
The above investment properties are depreciated on a L EMRELZEHEER20FRITE - F
straight-line basis over 20 years with 5% residual value. BREER5% °

AEEHREYEEETEIER RN
MEFEAYE -  ARAESREREME

The Group’s investment properties consist of two commercial
properties in Beijing and Cangzhou, PRC. The directors of the

Company have determined that the class of the investment
properties is commercial based on the nature, characteristics
and risks of each property. The Group’s investment properties
were valued on 31 December 2019 based on valuations
performed by Jiangsu Sanshi Assets Appraisal Co., Ltd., an
independent professionally qualified valuer, at RMB27,179,000
(2018: RMB27,410,000) based on direct comparison
approach. There is no change from valuation technique used
in the prior year. In estimating the fair value of the properties
the highest and best use of the properties is their current use.

MEE  BUERSHENRREEET R
EAER - AEENKREWER2019F
12ABREBIEESERMERMT
HoMtTwEHELEETGNBERNE
RARILEELBAMEGLE HEB
A R ¥27,179,0007T (20184 : A R ¥
27,410,0007T) ° FrARHERMTR BT F
W mEs - NMEFMELIAEER - B
EnESSRERRERRAEBERRE -
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

17. Investment Properties (Continued) 17. REWE(E)

As at 31 December 2019, certain of the Group’s investment
properties with a total carrying value of RMB18,645,000 (2018:
RMB19,858,000) were pledged to obtain a banking facility
from a bank amounting to RMB10,000,000 (31 December
2018: RMB15,000,000).

The investment properties are leased to third parties under
operating leases, further summary details of which are
included in note 40(a) to the consolidated financial statements.

Fair value hierarchy

The following table illustrates the fair value measurement
hierarchy of the Group’s investment properties:

MR2019F12H31H  AEBETIREY
¥ (FEKEAARY 18,645,000 (2018
& AR¥19,858,0007T)) B IF - A
HIRTTES A AR 10,000,0007t(2018
#12 A31H : AR¥15,000,0007T) A $R

TTRLE o

REMFRKLHEMTE=T - ARE

— B IRE

S

REEER

RERE B3R R M 5E40(0) ©

TRENAEERENENOD S BIEH S

B

Fair value measurement using

DAABETRRA
Quoted prices Significant Significant
in active observable unobservable
market inputs inputs
EEm EZUBE EERAH
BHE BAE ERAZE
(Level 1) (Level 2) (Level 3) Total
(E-E#R) (E=E#R) (E=EH) At
RMB’000 RMB’000 RMB’000 RMB’000
ARBT T AR®T T AR¥TR ARBTR
31 December 2019 201912831 H
Investment properties RENE - - 27,179 27,179
31 December 2018 2018F 12 A31H
Investment properties RENE - - 27,410 27,410

There were no transfers into or out of level 3 during both
years.
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18.

19.

Notes to the Consolidated Financial Statements (continued)

Prepaid Land Lease Payments

e SRR MIEE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

18. AL #BEEFKIE

2018

20184

RMB’000

AREEFTT

Carrying amount at 1 January 2018 7R 201841 A1 BHMERAE 6,436

Amortisation for the year (note 10) FREEE (s 10) (244)

Carrying amount at 31 December 2018 720184 12 A 31 HWERAIE 6,192
Current portion included in prepayments, ETATERFIE - Kb EYRIBRE

other receivables and other assets (note 25) tEERBRVEIE D (FiFE25) (238)

The prepaid land lease payments have been reclassified to
right-of-use assets upon the adoption of IFRS 16.

R BIFR M 3R EERDF 16571% - B
THRETREF D BEEREEE -

Goodwill 19. BHE
RMB’000
AREEFTT
Cost at 1 January 2018 201841 A1 BHIRA 572
Acquisition of subsidiaries (note 37) WEgH B A A (FEES7) 2,350
Exchange realignment ME 34 8 B 207
Cost and net carrying amount at 31 December 2018 MR2018F 12 A 31 BRI A REREFE 3,129
Acquisition of subsidiaries (note 37) W BB HT BB~ =) (B sE37) 15,454
Exchange realignment bE A (138)
Cost and net carrying amount at 31 December 2019 R 20194 12 A 31 BRI A KEREFE 18,445
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Notes to the Consolidated Financial Statements (continued)

e R AR ML (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

19. Goodwill (Continued)

Impairment testing of goodwill

Goodwill acquired through business combinations is allocated
to the following cash-generating units (“CGU”) for impairment

testing:
o Regional coal inspection service-rendering CGU;
o Regional petroleum inspection service-rendering CGU

in Greater China; and

o Regional petroleum inspection service-rendering CGU
in Singapore.

The recoverable amount of the regional coal inspection
service-rendering CGU has been determined based on a
value in use calculation using cash flow projections based
on financial budgets covering a five-year period approved by
senior management. The discount rate applied to the cash
flow projections is 15% (2018: 15%). The growth rate used
to extrapolate the cash flows of the regional coal inspection
service-rendering unit beyond the five-year period is 2% (2018:
2%). In the opinion of the directors of the Company, there is
no impairment required as at the end of the reporting period.

The recoverable amount of the regional petroleum inspection
service-rendering CGU in Greater China has been determined
based on a value in use calculation using cash flow
projections based on financial budgets covering a five-year
period approved by senior management. The discount rate
applied to the cash flow projections is 15% (2018: 18%). The
growth rate used to extrapolate the cash flows of the regional
petroleum inspection service-rendering unit beyond the five-
year period is 2% (2018: 2%). In the opinion of the directors of
the Company, there is no impairment required as at the end of
the reporting period.
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WIRSELEN -

HEMHEKRRRSRHBESEEEMD
ARESEIENERER  KASRE
BABFERFHMBEENRERE
BHETE - ReEREBAFEANEIERA
15% (2018 4F : 15%) - FARTERT A FHIT&
wEHEERERREREEMNRERSE
HIB R K BH2% (20184 : 2%) - KR AIE
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19.

Notes to the Consolidated Financial Statements (continued)

Goodwill (Continued)

Impairment testing of goodwill (Continued)

The recoverable amount of the regional petroleum inspection
service-rendering CGU in Singapore which was acquired
in Year 2019 has been determined based on a value in use
calculation using cash flow projections based on financial
budgets covering a five-year period approved by senior
management. The discount rate applied to the cash flow
projections is 15%. The growth rate used to extrapolate
the cash flows of the regional petroleum inspection service-
rendering unit beyond the five-year period is 2%. In the opinion
of the directors of the Company, there is no impairment
required as at the end of the reporting period.

The carrying amount of goodwill allocated to each of the
CGUs is as follows:

19.

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

()
R R R ()

RTINS )30 & 1 A om i B RIS IR IR &
EEER (R 2019 F W) (IR 58D
HENEREE KASREEABMIE
hEMMBEENRSRERUEE - B
TRERAEANIRRERS15% - ARE
SERF MRS AR RS IR B
MRS RENERER2% - ARAEER
RNRERR—BRBERE -

N
iyl

NPEERHASELBMNBHEREENT

2019 2018
20195 20184
RMB’000 RMB’000
AR¥T AREEFTT
Carrying amount of goodwill P EREE
Regional coal inspection o 1 iR 5 AR TS TR
service-rendering 572 572
Regional petroleum inspection NG E s ops ]
service-rendering in Greater China Aihig ARG IR A 2,419 2,557
Regional petroleum inspection TAFTINGE #9302 1
service-rendering in Singapore Ahi s AR TR 15,454 -
18,445 3,129

REERRERARAR « 2019FERE



Notes to the Consolidated Financial Statements (continued)

e R AR ML (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

19. Goodwill (Continued)

Impairment testing of goodwill (Continued)

Assumptions were used in the value in use calculation of the
CGUs as at 31 December 2019 and 31 December 2018.
The following describes each key assumption on which
management has based its cash flow projections to undertake
impairment testing of goodwiill:

Budgeted gross margin — The basis used to determine
the value assigned to the budgeted gross margins is the
average gross margins achieved during the year, increased
for expected efficiency improvements and expected market
development.

Discount rate — The discount rate used is before tax and
reflects specific risks relating to the relevant unit.

Management believes that any reasonably possible change
in any of these assumptions would not cause both the
aggregate carrying amount of the regional coal inspection
service-rendering cash-generating unit and regional petroleum
inspection service-rendering cash-generating unit in Greater
China and Singapore to exceed their respective aggregate
recoverable amount.
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Notes to the Consolidated Financial Statements (continued)

20. Intangible Assets

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

20. EBFEEE

Customer
relationships
and inspection

Patents Software  certifications Total
EFHER
vl L0 RiRAIRE &t
RMB’000 RMB’000 RMB’000 RMB’000
ARET T ARET T ARETT ARET T
31 December 2019 2019%12831H
Cost at 1 January 2019, net of 2019 1 A1 AMMA -
accumulated amortisation ks REtEE 5 2,209 2,211 4,425
Additions NE - 89 - 89
Amortisation provided during FREERE (i 10)
the year (note 10) @ (247) (434) (683)
Exchange realignment I % - - (24) (24)
At 31 December 2019, net of R2019F12A318
accumulated amortisation B 2t 3 2,051 1,753 3,807
At 31 December 2019: R2019F 12 A31 8 :
Cost R 13 2,552 2,361 4,926
Accumulated amortisation S5 (10) (501) (608) (1,119)
Net carrying amount REFE 3 2,051 1,753 3,807
31 December 2018 20185128318
Cost at 1 January 2018, net of 120181 A1 AMACK « 1k
accumulated amortisation BETEH 7 725 - 732
Additions NE - 1,604 - 1,604
Acquisition of subsidiaries (note 37)  WEMB AR (F7£37) - - 2,400 2,400
Amortisation provided during EREHRE (HFE10)
the year (note 10) ) (120) (174 (296)
Exchange realignment B 5 3% - - (15) (15)
At 31 December 2018, net of R20184E12 A31 0 Mk
accumulated amortisation ZETH 5 2,209 2,211 4,405
At 31 December 2018: R2018%F 12 A31H ¢
Cost AR 13 2,463 2,385 4,861
Accumulated amortisation EXg i ®) (254) (174) (436)
Net carrying amount REFE 5 2,209 2,211 4,425
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Notes to the Consolidated Financial Statements (continued)

e

ARSI ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

20.

21.

Intangible Assets (Continued) 20. BELEE (&)
The above intangible assets have finite useful lives. Such FEEEENAERAFTFHAER - ZEHE
intangible assets are amortised on a straight-line basis over WEER TR E A
the following periods:
Patents 10 years =H 104
Software 10 years ;I 104
Customer relationships and inspection 6 years EFPBARKBRAIFES 64
certifications
Investment in an Associate 21. REELENKRE
2019 2018
2019 20184
RMB’000 RMB’000
ARET T AREEFTT
Share of net assets EIEEEFE - 3,489
During the year ended 31 December 2019, the Group HE2019F 12 A31HIELFEE - AEEM
disposed of its entire 31% interest in Leon Intelligence & NEEEGER) ﬂ&*ﬁlﬁ’&ﬂ(ﬁﬂ%*”
Information (Beijing) Technology Co., Ltd. (“Leon Intelligence”) EHHEMRREEERNBEEENE
to the other shareholders of Leon Intelligence for a total cash 31% Mz - %VEEE@EEZ%AE%G,QOO,OOO
consideration of RMB6,200,000, which was included in other 7T+ PA20194 12 A 31 B 1 H b JE W 5K 18
receivable as at 31 December 2019. A gain on disposal of MARR o [ E Wz AR 3,772,000 7TH A
RMB3,772,000 was credited to profit or loss for the year. FAREI -
The Group’s other payables and accruals due to the associate 7N £ [ JE ST o 1 3 A L JRE ST IR K PR
are disclosed in note 29 to the consolidated financial FHIEB RERE WIS ImER M s 20 P %R -
statements.
Particulars of the Group’s associate as at 31 December 2018 REBR2018F 12 A31 BB &2 D EF
were as follows: FAT
Place of
Issued registration Ownership Voting Profit
Name share capital and business interest power sharing Principal activities
25 BITRA AMRkEEL frEiE REE  FEAK IEEY
% %
Leon Intelligence  RMB10,000,000 The PRC 31 31 Technology, inteligent
N%EE  AR¥10,000,0007T HE management and
system development
il - BRER
REHRE
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21.

22.

Notes to the Consolidated Financial Statements (continued)

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

Investment in an Associate (Continued) 21. REBEDLENKRE (E)
The following table illustrates the financial information of the TRAAREHEE L DE(ERNIEEKR)H
Group’s associate that was not individually material: WIIEER
2019 2018
20194 20184
RMB’000 RMB’000

AR®T ARETT

Share of the associate’s (loss) profit ~ FE/GEE &M% E R (E518) FHE

for the year (1,061) 381
Share of the associate’s total FERE R R () A B
comprehensive (expense) income (1,061) 381

Financial Assets at Fair Value Through 22. BAREBEFABZNEHME
Profit or Loss =3

2019 2018
2019 F 20184
RMB’000 RMB’000

AR®T ARETTT

Current assets MENEE

Bank financial products RITIEBIEE fh - 27,000
During the year ended 31 December 2019, the Group BE2019F12A31BIEFE A&
disposed of all of its financial assets at fair value through profit HEERMBRAABEFABRNESRHE
or loss. A change in fair value of RMB656,000 was credited to EeHE2019F12A31BIEFE - AR
profit or loss during the year ended 31 December 2019. # 656,000 TTEV A BEZ S AER -
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Notes to the Consolidated Financial Statements (continued)

e

BAFE R AR T (48)

For the year ended 31 December 2019
HE20196F12 A31 BILFE

23.

24,

Equity Investment at Fair Value 23. EAAREBEFAHMEZEKE
Through other Comprehensive Income HRERE
2019 2018
20194 20184
RMB’000 RMB’000
AR¥TT ARET T
Unlisted equity investment, at fair value 3E_ ETIRIEIRE - AR EE 812 3,000
On 19 December 2018, the Group acquired a 12.5% interest R20184F 12 A19H » A& E U BB B BRI
in UnionTest Technology (Guangzhou) Co., Ltd. (“UnionTest”) FEM)BRABEHHR ) 12.5% % -
with a total cash consideration of RMB3,000,000. The Group IR HE A AR 3,000,0007T ° AEE
has no significant influence over UnionTest’s financial and HERANI R EEBCRW BERTE -
operating policy.
The above equity investment was irrevocably designated at P RERE T A B EE RIEARE
fair value through other comprehensive income as the Group Bt A AEMzEEE  RERAEERA
considers this investment is not for held for trading. W EWIEFERE °
During the year ended 31 December 2019, two of the HZE2019F 12 A1 BILFE » BOAMR
shareholders of UnionTest withdraw their investments in FRE R E AR RIRE o AND B R
UnionTest. The Company’s interests in UnionTest have A RERPERIEE 14.290% ©
increased to 14.29% afterwards.
Trade Receivables 24. B 5 BWFIE
2019 2018
2019 20184
RMB’000 RMB’000
ARET T AREEFTT
Trade receivables =) e e 97,165 43,619
Allowance for credit losses EEBXEE (2,462) (1,356)
94,703 42,263
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24.

Notes to the Consolidated Financial Statements (continued)

Trade Receivables (Continued)

As at 1 January 2018, trade receivables from contracts with
customers amounted to RMB22,563,000.

The Group’s trading terms with its customers are mainly on
credit, except for new customers, where payment in advance
is normally required. The credit period is generally three
months. The Group seeks to maintain strict control over its
outstanding receivables. Overdue balances are reviewed
regularly by senior management. The Group does not hold
any collateral or other credit enhancements over its trade
receivable balances. Trade receivables are non-interest-
bearing.

The following is an ageing analysis of trade receivables net of
allowance for credit losses presented based on the invoice
dates:

24,

e SRR (B

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

B 5 EWRIE ()

R2018F1 A1H  RERFEHNES
FEUF I8 B AR 22,563,000 7T °

AEBEERTFNRZBGRERERE
B EMEPABEREANKRI - FE
HEBRER=EA - AEESKEBESIKR
BIEREHIE SREEABEHEZS
e - ARBEYRIE 5 RKFIRG &
FREEMERRREMERER B
WA TETR -

RBEZEMZINE SRR (HIKRE
ERKERB) MR OITNT -

2019 2018

2019 F 20184

RMB’000 RMB’000

AR¥T AER¥ETTT

Within 3 months 31EH AR 77,024 34,312
Over 3 to 6 months 3EALEE6EA 10,026 4,953
Over 6 months to 1 year 6EALEE14 4,336 2,374
Over 1 to 2 years 1FNLEE2F 3,317 613
Over 2 years 2FE - 11
94,703 42,263

As at 31 December 2019, included in the Group’s trade
receivables balance are debtors with aggregate carrying
amount of RMB17,602,000 (2018: RMB7,951,000) which
are past due as at the reporting date. Out of the past due
balances, RMB7,653,000 (2018: RMB1,417,000) has been
past due 90 days or more and is not considered as in default
due to the management’s historical experience on the
settlement pattern or record from these debtors and the good
business relationship with these debtors. The Group does not
hold any collateral over these balances.

Details of impairment assessment of trade receivables are set
out in note 44.

R2019F12A31H A E B W E 5
B RBELHT BEEAEAARE
17,602,000 7T (2018 4F : A R % 7,951,000
T0) MEMBR RN IRE B R - RE#®
B4t sheh - AR¥7,653,0007T (20184
ANER#1,417,0007T) B8 HI90 Kk bA =
EEEAZEEBABERXNELLR
R LA R EZEEB AN RITEE
B WESBEOGERY - A&E
WA ZFHEATE T TEAD -

B E 5 WK ERT b & 515 S A
44 0
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

25. Prepayments, Other Receivables and
Other Assets

25. FAMNFIE EttEWHERE

W& E

2019 2018
2019 F 20184
RMB’000 RMB’000

AR®T ARETT

Prepaid land lease payments (note 18) T&f L & FIA (FizE 18) = 238
Prepayments TEfFIR 5,376 7,262
Deposits and other receivables e REAEWGRIA 11,050 15,020
Consideration receivable (note 21) FEMCE(E (FisE21) 6,200 -
22,626 22,520
Allowance for credit losses SEBEAREE 62) (382)
22,564 22,138
Portion classified as non-current assets 7 38 &R 3E M EN & EH B (5,803) (6,614)
16,761 15,524

Prepaid land lease payments were reclassified to right-of-use
assets upon the initial application of IFRS 16. Details of the
adjustments are set out in note 2.

Deposits and other receivables mainly represent rental
deposits and deposits with suppliers. Where applicable,
an impairment analysis is performed at each reporting date
by considering the probability of default of comparable
companies with published credit ratings.

Details of impairment assessment is set out in note 44.
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26.

Notes to the Consolidated Financial Statements (continued)

Cash and Cash Equivalents and

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

26. RERRSEB/BYURCER

Pledged Deposits XN
2019 2018
20195 20184
RMB’000 RMB’000
AR¥T AREETF T
Cash and bank balances & MIRITHEER 76,008 76,848
Time deposits EHER 823 400
76,831 77,248
Less: Time deposits pledged for port & * EZ&E 1 AR HEIRH)
access right (2018: construction TEBIfE R
in progress) (20184 : FEETHE) (823) (400)
Cash and cash equivalents BeMReEED 76,008 76,848

Cash at banks earns interest at floating rates based on daily
bank deposit rates. The bank balances and time deposits are
deposited with creditworthy banks with no recent history of
default.

At the end of the reporting period, the cash and bank
balances of the Group denominated in RMB amounted to
RMB56,147,000 (2018: RMB12,511,000). The RMB is not
freely convertible into other currencies. However, under
the PRC’s Foreign Exchange Control Regulations and
Administration of Settlement, Sale and Payment of Foreign
Exchange Regulations, the Group is permitted to exchange
RMB for other currencies through banks authorised to
conduct foreign exchange business.

RITESREBEBRITERMELLZEH
REREA S - RITERREREFRDER
BT EA R 2 B AEERIRTT -

RBER  REBUARESHENRE
N ERTT 4% B AR # 56,147,000 (2018
£ AR¥12,511,0007T) © ARBEREE
MEBAEMENE - SAM « RIZPECHMNE
ERED)RCEIE - SEEARMNEEER
) ANEEEESREREEITINEZER
RERITIE AR HIREE M & -
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

27. Trade Payables 27. EZREMNRIE
The following is an ageing analysis of the trade payables BIFZHZAHZINNE S EMNFIBHNRER
presented based on the invoice dates. DITWT -
2019 2018
20194 20184
RMB’000 RMB’000
AR¥T ARETTT
Within 3 months 31E A AR 38,310 11,620
Over 3 to 6 months STEAMN EZE61EA 5,770 438
Over 6 months to 1 year 6IEAUEZE14 1,154 51
Over 1 to 2 years 1FEE2F 222 125
Over 3 years 3FNLE - 59
45,456 12,293
The trade payables are non-interest-bearing and are normally BORMNFERTE  BEERBRTH
settled on 90-day terms. ROOBREHE -
28. Contract Liabilities 28. EHERE
2019 2018
2019 20184F
RMB’000 RMB’000
ARET T ARETTT
Short-term advances received EWE F R BR
from customers
Rendering of services RHARTS 3,384 2,379

As at 1 January 2018, contract liabilities amounted to

RMB1,569,000.
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28.

29.

Notes to the Consolidated Financial Statements (continued)

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

Contract Liabilities (Continued) 28. SHEE(E)
The following table shows how much of the revenue TRETREERBA ZFEEESHAER
recognised relates to carried-forward contract liabilities. BT -
2019 2018
2019F 20184
RMB’000 RMB’000

AR®T ARETT

For the year ended BZ2019F 12831 HILFE
31 December 2019
Revenue recognised that was included F¥aT A& K BEGEHA

in the contract liability balance at R E FERRUA
the beginning of the year 2,379 1,569
Contract liabilities include short-term advances received to EHBEBERREHRBE KIS R
render services. Ko
=+ a
Other Payables and Accruals 29. HinE(FRIERETEE
2019 2018
20195 20184
RMB’000 RMB’000
ARBTR AREEFTT
Accrued salaries, wages and benefits &zt ¥ ~ TE N 20,032 14,932
Other taxes payable H b RN 850 707
Payable to vendors of property, JERTZE - BB KR
plant and equipment S/ ¢E] 4,511 14,815
Consideration payable (note 37) FERTEE (F5E37) 7,592 -
Others Hity 8,829 4,929
41,814 35,383
Other payables are non-interest-bearing and have no fixed BN RIETT BRI EETAEL -

terms of settlement.
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

29. Other Payables and Accruals
(Continued)

The amount due to the Group’s associate included in other
payables is as follows:

20, HinfEFIERESTIER ()

FPAEMBMNRIENEN AEER SR

IR -
2019 2018
2019 F 20184
RMB’000 RMB’000

AR®T AREETTT

Leon Intelligence TEEE

- 1,850

The above amount was unsecured, non-interesting-bearing
and had no fixed terms of settlement. During the year ended
31 December 2019, the amount was fully settled.

30. Deferred Tax

Deferred tax assets

FatREAERE - Tt B MY EETE
HE e BRI ENE E2019F12 A31H
I FEERELER -

30. EAEHIE
BEHEEE

Provision for
impairment
of trade
receivables Accrued
and other employee
receivables benefits Total
H S W
FRIE R B
FEWRIE
RERE EFHESRET a&t
RMB’000 RMB’000 RMB’000
AREFT ARETTT AREETTT

At 31 December 2017 and R2017F12 A31 B X

1 January 2018 20181 A1H 50 991 1,041
Deferred tax credited (charged) =t Az (REZMNHKR)

to profit or loss (note 9) BOEERLIE (3E9) 121 (347) (226)
At 31 December 2018 7R2018F12 H31H 171 644 815
Deferred tax credited (charged) &t AJEZ (MIEZHIER)

to profit or loss (note 9) ROIEERLIE (7E9) 125 (644) (519)
At 31 December 2019 7R2019F 12 H31H 206 _ 206
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30.

Notes to the Consolidated Financial Statements (continued)

Deferred Tax (Continued)

The Group has accumulated tax losses arising in the PRC of
RMB19,234,000 (2018: RMB9,366,000) that will expire in one
to five years for offsetting against future taxable profits.

The Group also has accumulated tax losses arising in Hong
Kong and other countries/regions of RMB24,224,000 (2018:
RMB19,784,000) that are available indefinitely for offsetting
against future taxable profits of the companies in which the
losses arose.

Deferred tax assets have not been recognised in respect of
these losses as they have arisen in subsidiaries that have been

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

EAERE ()

REBRFPEEEANRAREBER
AR#®19,234,0007T (20184F: AR
9,366,0007T) + # 7 — 2 1 F AT E LA
SHAR PR FERR LA o

30.

AEBNREBERAMEAR HEEER
SIIEE B AR 24,224,000 7T (2018 4F
AR 19,784,0007T) It FIE A] 4 [R HA 3
PIRHE BB R BRI AR R ERTFE o

HRZEBRRNE LR EE —BREBH
MEBAR  BEAKERRTKRAIGEEEE

loss-making for some time and it is not considered probable AU A EAT S B A RIIAEE - Bt
that taxable profits will be available against which the tax AMZEERERECHIBEE -
losses can be utilised.
Deferred tax liabilities EEHREE
Fair value
adjustment
on intangible
on assets
Withholding acquisition of
tax subsidiaries Others Total
B
L bpEsINGITE)
BIVEERN
TSR AR BERAE EHAh “aEt
RMB’000 RMB’000 RMB’000 RMB’000
ARBTFIT AREFTIT ARETT ARBTET
At 1 January 2018 20181 F1H 1,111 - - 1,111
Acquisition of subsidiaries U@~ A (PFsE37)

(note 37) - 408 - 408
Credited to profit or loss (note 9) &+ A38%s (F1319) (778) - - (778)
At 31 December 2018 M20184F 12 H31 H 333 408 - 741
Acquisition of subsidiaries WEEME A 7 (FI5EST)

(note 37) - - 121 121
Charged (credited) to PE&E NG (G AEZE)

profit or loss (note 9) (FFzE9) 4,339 (41) - 4,298
At 31 December 2019 R20194F 12 A31 H 4,672 367 121 5,160
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Notes to the Consolidated Financial Statements (continued)

e

PR MR (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

30.

Deferred Tax (Continued)
Deferred tax liabilities (Continued)

Pursuant to the PRC Corporate Income Tax Law, a 10%
withholding tax is levied on dividends declared to foreign
investors from the foreign investment enterprises established
in the PRC. The requirement is effective from 1 January 2008
and applies to earnings after 31 December 2007. A lower
withholding tax rate may be applied if there is a tax treaty
between The PRC and the jurisdiction of the foreign investors.
For the Group, the applicable rate is 10%. The Group is
therefore liable for withholding taxes on dividends distributed
by those subsidiaries established in The PRC.

On 11 December 2019, the Company obtained a certificate
of Resident Status issued by Inland Revenue Department of
Hong Kong Special Administrative Region. Subsequently, a
5% withholding tax is levied on dividends to be distributed by
those subsidiaries established in PRC.

At 31 December 2019, deferred tax liabilities of RMB4,672,000
(2018: RMB333,000) have been recognised for withholding
taxes that would be payable on the unremitted earnings of
RMB93,440,000 (2018: RMB3,333,000) that are subject to
withholding taxes of the Group’s subsidiaries. The aggregate
amount of temporary differences associated with investments
in subsidiaries in the PRC for which deferred tax liabilities have
not been recognised totalled approximately RMB25,042,000
at 31 December 2019 (2018: RMB108,379,000). In the
opinion of the directors of the Company, it is not probable
that these subsidiaries will distribute such earnings in the
foreseeable future.

There are no income tax consequences attaching to the
payment of dividends by the Company to its shareholders.
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31.

Notes to the Consolidated Financial Statements (continued)

e R R M ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

Borrowings 31. &
2019 2018
20194 20184
RMB’000 RMB’000
ARET T AREBTFT
Bank loans RITER 15,000 10,112
Other loans HiER 48,273 65,973
63,273 76,085
Secured HEM 55,134 66,535
Unsecured and unguaranteed IR S R 8,139 9,550
63,273 76,085
The carrying amounts of the above ~ JEEZEHI A B (EIRE K
borrowings without repayable on EE ) BUAREE -
demand clause are repayable:
Within one year —FA 55,134 62,881
Within a period of more than —F M HETBBMRFEER
one year but not exceeding
two years = 3,654
Within a period of more than ML BB A FEER
two years but not exceeding
five years 8,139 9,550
63,273 76,085
Less: Amounts shown under B RREBEE T RS
current liabilities (55,134) (62,881)
Amounts shown under non-current ~ RAIERBEEIE THIRE S
liabilities 8,139 13,204
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

31. Borrowings (Continued)

Notes:

(@)

During the year ended 31 December 2018, the Company
issued secured guaranteed note (“Note”) to an independent
third party (“Purchaser”) by way of private placement in the
amount of HK$64,500,000 (equivalent to RMB56,404,000),
which was matured on 28 September 2019. Subsequent to
the reporting period, the maturity date of the Note has been
extended to 28 September 2020. The Note bears interest
on its outstanding principal amount at the rate of 10% per
annum, due and payable in arrear every six months by the
Company from the issue date.

As at 31 December 2019, the outstanding principal amount of
the Note is HK$45,150,000 (equivalent to RMB40,134,000).

To secure the liabilities of the Company to the Purchaser
under the Note, the Company’s shareholders, Leon
Cornerstone Investment Holding Limited owned by LI Xiangli,
Hawk Flying Investment Holding Limited owned by Liu Yi and
Swan Stone Investment Holding Limited owned by ZHANG
Aiying, charged 26,090,000 shares, 35,550,000 shares and
49,290,000 shares, respectively, on an aggregate basis being
110,930,000 shares representing approximately 27.73% of
the total issued share capital of the Company in favor of the
Purchaser.

In addition to the share charges, LI Xiangli and ZHANG Aiying
provided personal guarantee in favor of the Purchaser.

As at 31 December 2019, the Group’s other borrowings with
principal amounts of RMB9,550,000 (2018: RMB9,550,000)
were loans from LEI Xihu (“Mr. Lei”), the non-controlling
shareholder of a subsidiary which are repayable in year 2023
and 2024.

During the year ended 31 December 2019, the subsidiary and
Mr. Lei entered into a supplementary agreement, pursuant to
which, the interest accrued from the loans of RMB257,000
were waived and the loans have become non-interest bearing
thereafter. The difference between the principal amount and
the present value of the other borrowings of RMB1,435,000
was credited to equity as deemed contribution from non-
controlling interest of subsidiary.
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FE e RIS - ZERIHABRER
Z2020F 9 A28 H - ZHERFFE10%
HEHAREEASETE  BRITERE
ANEA R RBRAR AL

R2019F 12 A31H » ZEMKREEN
© %8 445,150,000 7% 7T (1 & A A R
40,134,000 7T) °

BERRAAREHEREIHNEL A
A A P& B Leon Cornerstone Investment
Holding Limited (B8 2 A1 FI#E A ) + Hawk
Flying Investment Holding Limited (£
2| 3 % A& ) K Swan Stone Investment
Holding Limited (FR5R & & #EH ) LAE 75
R A9 RIE 26,090,000 iR ik 15 -
35,550,000 % f% 19 K 49,290,000 f% A%
3 - #85t A110,930,000 B B 17+ 18 A
NRIEBEITIRANEREL) 27.73% ©

Bl BRI - FRFRKRERIAET
REam ARHEAER -

20196 12 A31 H » AEEMEMER
N4 BB AR 9,550,000 7T (2018 4F -
AR#9,550,0007T) * JyREKIE AR
FEFER R EFR ([ELRED)MER
B RIFRIBARN 2023 F [ 2024 FHIE -

HZE2019F12 A1 BILFE » B
AREELEFT —BRHAGE Bt
BEEFIEARBE 257,000 L ERE, -
BEBEEFUEHTE - HMERA
R¥1,435,000 02 A< HBIE Y M=
BEAWARBR AN EA RS ERS 2
EEMAREER -



31.

32.

Notes to the Consolidated Financial Statements (continued)

e SRR (B

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

Borrowings (Continued)

Notes: (Continued)

(c) As at 31 December 2019, the Group’s bank loans amounting
to RMB10,000,000 (2018: RMB10,112,000) were guaranteed
by LI Xiangli (2018: LI Xiangli and ZHANG Aiying) and were
secured by certain of the Group’s investment properties.

The loans carry floating rates determined by reference to the
Loan Prime Rate of National Interbank Funding Centre i.e.
effective interest rate of 4.69% to 5.66% (2018: 6.65%) per

annum.

Lease Liabilities

31. ER(E

BifRE - (A8)

(©) R2019F12A31H AEE LA
A R #10,000,00070(20184F : A R
#10,112,000 7T ) B IR 1T & 5K F M Fl
(2018 4F : ZMEFI KRB ) R -
WAL B E FIEE W E I -

BRER

K2 EZ2ERITHRZERE

iy
RORERTIZRENEME LTS
FEFFE BERFMNEXRL60%E

5.66% (20184F : 6.65%) °

32, HEA®E

2019
20195
RMB’000
AR¥T T
Lease liabilities payable: ESAHEEEE:
Within one year —FR 13,682
Within a period of more than one year but —F P HETBBRFEER
not more than two years 7,895
Within a period of more than two years but ME A BT BBAFEER
not more than five years 7,051
Within a period of more than five years fBiA A F AR 3,002
31,630
Less: Amount due for settlement with 12 months shown B NREBREE TR 12EA R
under current liabilities FIRfEE NS (13,682)
Amount due for settlement after 12 months shown under RIEREBEIE THTRR 126 A%
non-current liabilities FEEEN SR 17,948

As at 31 December 2019, the Group has no lease obligations
that are denominated in currencies other than the functional

currencies of the relevant group entities.

R2019F 12 A31H » REEHELLE
EETENEEE I EEHENTEE

& -
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Notes to the Consolidated Financial Statements (continued)

e

PR MR (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

33.

34.

Share Capital 33. A&
Number
of shares
BN E B
‘000 RMB’000
T ARETTT
Ordinary shares of US$0.00005 each  EFAXE & 0.00005 S 7T ) & A%
Authorised as at 1 January 2018, 20181 H1H » 2018 F &
31 December 2018 and 2019 20194 12 A 31 BEYEERA 1,000,000 328
Issued and fully paid ordinary shares 7201841 A1 H ~ 20184F &
as at 1 January 2018, 2019412 A31 BHE 31T M
31 December 2018 and 2019 BN EBR 400,000 131

Share Option Scheme

The Company operates a share option scheme (the “Scheme”)
for the purpose of providing incentives and rewards to eligible
participants who contribute to the success of the Group’s
operations. Eligible participants of the Scheme include the
Group’s employees, directors and other participants in order
to retain and provide incentive to the employees of the Group
to achieve its business objectives. The Scheme became
effective on 5 May 2017 and, unless otherwise cancelled or
amended, will remain in force for 10 years from that date.

The maximum number of shares which may be issued upon
exercise of all options to be granted under the Scheme and
any other share option schemes shall not in aggregate exceed
10% of the shares in issue as at the date of approval by the
shareholders of the Company and as such limit is refreshed by
the Shareholders from time to time. The maximum number of
shares which may be issued upon exercise of all outstanding
options granted and yet to be exercised under the Scheme
and any other share option schemes shall not exceed 30% of
the shares in issue from time to time.
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34.

Notes to the Consolidated Financial Statements (continued)

Share Option Scheme (Continued)

The total number of shares issued and to be issued upon
exercise of the options granted to each participant that is
eligible under the Scheme and any other option schemes
(including both exercised and outstanding options) in any
12-month period must not exceed 1% of the total number
of shares in issue. Where any further grant of options to an
eligible participant would result in the shares issued and to be
issued upon exercise of the options granted to such eligible
participant (including exercised, cancelled and outstanding
options) in the 12-month period up to and including the date
of such further grant representing in aggregate over 1% of
the total number of shares in issue, such further grant must
be separately approved by the shareholders at the general
meeting.

The exercise period of the share options granted is
determinable by the directors of the Company. For the share
options granted up to 31 December 2019, the exercising
periods commences either on the grant date to two years or
after a vesting period of one to three years and ends on a date
which is not later than five years from the date of offer of the
share options or the expiry date of the Scheme, if earlier.

Share options do not confer rights on the holders to dividends
or to vote at shareholders’ meetings.

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

34. MEiRERTE (&)

PER121E A B AR R BB B X
TAEMEREESCAERAER2H
ERLHERE (BECITERERITED
FERHE) TR C 81T Ml T ERITR AR M
BE TEBBERITRMABE 1% © fi
A& ERSEEE - SR ABRE
HEFHEZE-IRHEZA(BFEZR)
IHER12EABERTEREESERS
HERBNBRE (BRDTE - EHLE
RITEMEERRE) By - DBITRETEITH
R EBRBEBTRNEEN 1% BIE
—IEREBREACHARRRNBRAE L
BRI AE

L ERENTERTHARRESE
F oo BLEIE 20196 12 A1 B I B H M EE
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

BRERTE (&)

BT EE T RBRENFBELED

34. Share Option Scheme (Continued) 34.

Particulars and movements of the target shares under the

Scheme:
Outstanding Qutstanding Outstanding
at Granted Lapsed at Granted Lapsed at
1 January during during 31 December during during 31 December ~ Exercise
Grantee Date of grant Notes 2018 year year 2018 year year 2019 price*  Exercise period
R20185 R2018% R2019%
1818 12R31A 123318
BRAL REAH iE3 AE EREE  FREN AE EREE  ERRN R EE GRS
000 000 000 000 000 000 000 HKD per share
Th Th TR TR Th Th TR SRER
Director
3
Mr. Yang 23 July 2018 () - 1,000 - 1,000 - - 1,000 1414 23 July 2018 t0 22 July 2023
BhE 0185 7R 238 018%7F23HZ 202357 A22A
Mr. Yang 23 July 2018 (b) - 1,000 - 1,000 - - 1,000 1414 23 July 2019 to 22 July 2024
oy 0185 7R 238 019F7R23AZ 202457 2R
Mr. Yang 23 July 2018 () - 1,000 - 1,000 - - 1,000 1414 28 July 202010 22 July 2025
Ly 018578238 200057 B23AZ 2057 A2 A
Others
it
Other employee 4July 2017 (8) 2,925 - (600) 2325 - - 2325 128 4July 201803 July 2023
AfhES M17E7F48 187 A4AZ0B%E7R3A
Other employee 4y 2017 (a) 1,96 - - 1,96 - - 1,965 128 4 July 20190 3 July 2024
EthER 17ETR4A 1957 A4RZE024%57R38
Other employee 4 July 2017 (a) 2,860 - - 2,860 - - 2,860 128 4July 202010 3 July 2025
EfhfER 01757848 200457 F4BZ 00557 A3A
7,750 3,000 (600) 10,150 - - 10,150
Exercisable Ehihd
~theend - %X
of the year 3,326 6,290
Weighted average ~ TIIET7E(E
exercise price 1.28 1414 1.28 1.32 - - 1.32

*

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.

No share options were exercised during the year (2018: Nil).

(@

On 4 July 2017, the board of directors of the
Company approved the initial grant only to the Group’s
employees. The total number of the target shares
under the initial grant was 8,000,000, representing 2%
of the issued share capital of the Company.

There are three unlocking dates: being the expiry dates
of the first anniversary, second anniversary and third
anniversary of the grant date, subject to the vesting
conditions and upon expiry of which, 30%, 30% and
40% of the trust benefit units granted to each Scheme
participant shall be unlocked. The lock-up period is
from the grant date to each of the aforesaid unlocking
dates, during which the disposal of the trust benefit
units is prohibited.
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Notes to the Consolidated Financial Statements (continued)

34. Share Option Scheme (Continued)

(b) On 23 July 2018, the board of directors of the
Company approved the grant to a director, Mr. Yang.
The total number of the target shares under this grant
was 3,000,000, representing 0.75% of the issued
share capital of the Company.

There are three unlocking dates: being the date of
grant, the expiry dates of first anniversary and second
anniversary of grant date, subject to the vesting
conditions and upon expiry of which one third of
the trust benefit units granted to participant shall be
unlocked. The lock-up period is from the grant date to
each of the aforesaid unlocking dates, during which
the disposal of the trust benefit units is prohibited.

The fair value of the share options granted during the year
ended 31 December 2018 was HK$1,320,000. During the
year ended 31 December 2019, the Group recognised a share
option expense of HK$943,000 (equivalent to RMB844,000)
(2018: HK$1,829,000 (equivalent to RMB1,553,000)).

The fair value of equity-settled share options granted was
estimated as at the date of grant using a binomial model,
taking into account the terms and conditions upon which the

e SRR (B

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

34. MEiRERTE (&)

(b) PR2018F7H23H  ARFAIE=SE
SHEHESGLENKT - %A
IR TR R IR () 48 204 3,000,000
B - (AR B2 EITARZA0.75% ©

RE=Z(AMER: AREBEH - &
AR — EME — ERFE
mZ B e ST 5 R M E KRR
MR EmR BT2EE=S
2 EREREMAT AREE -
FEHRARLAHE Bl RARLE
B MM EEEX B -

HE2018F12A31B L FEMHE L HE
AR A A EEA1,320,0008 7T ° &=
2019F12A3IB L FE AEERR
BE A% HEFT 2 943,000 T (HHE R AR
844,0007T ) (20184F : 1,829,0007% 7T (48
ERARE1,553,0007T)) °

REmNEaEEBRENAAEETS
RELBHER BRI GET  XEE
B BB B RO R B R 1 o RN TR

options were granted. The following table lists the inputs to FRARE ) A\ BRI
the model used:
2018
20184
Dividend vield (%) % B MR K (%) 1.77
Expected volatility (%) TEEAR 18 (%) 37.39
Historical volatility (%) JFE 52K 0 (%) 37.39
Risk-free interest rate (%) [ T 2 (%) 2.11
Expected life of options (year) fERR A TR BAEERR (5F) 5.00
Weighted average share price (HK$ per share) hsE S RRE (B T) 0.44

The expected life of the options is based on the historical data
over the past five years and is not necessarily indicative of
the exercise patterns that may occur. The expected volatility
reflects the assumption that the historical volatility is indicative
of future trends, which may also not necessarily be the actual
outcome.

BRENEHFRIEEANBEAFHNES
BRESH Y ARKRAEHFLEEANE
R o TRHIM IR IR BR T SR 1R HE R R R B
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Notes to the Consolidated Financial Statements (continued)
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For the year ended 31 December 2019
HE20196F12 A31 BILFE

34.

35.

36.

Share Option Scheme (Continued)

No other feature of the options granted was incorporated into
the measurement of fair value.

At the date of approval of these consolidated financial
statements, the Company had 10,150,000 share options
outstanding under the Scheme, which represented
approximately 2.5% of the Company’s shares in issue as at
that date.

Retirement Benefits Plans

The Group operates a Mandatory Provident Fund Scheme (the
“MPF Scheme”) established under the Mandatory Provident
Fund Schemes Ordinance in Hong Kong for all qualifying
employees of its Hong Kong incorporated subsidiaries. The
assets of the scheme are held separately from those of the
Group in funds under the control of trustees. The Group
contributed 5% of the relevant payroll costs to the MPF
Scheme but limited to the cap of HK$1,500.

The Group also participates in defined contribution retirement
schemes organised by the relevant local government
authorities in the PRC and other jurisdictions where the
Group operates. Certain employees of the Group eligible
for participating in the retirement schemes are entitled to
retirement benefits from the schemes. The Group is required
to make contributions to the retirement schemes up to the
time of retirement of the eligible employees, excluding those
employees who resign before their retirement, at a percentage
that is specified by the local government authorities.

The total expense recognised in profit or loss of
RMB14,347,000 (2018: RMB9,510,000) represents
contributions payable to these plans by the Group at rates
specified in the rules of the plans.

Reserves

The amounts of the Group’s reserves and the movements
therein are presented in the consolidated statements of
changes in equity for the current and prior years on page 10
of these consolidated financial statements.

202 China Leon Inspection Holding Limited « Annual Report 2019

34.

35.

36.

BRERTE (|

NRBEFEIZERSHAETHBERE
F B A AR

%

Q

8 BMBmMREM ZH - NAFIR
IE AR AE AT 2176 10,150,000 17 AT £
Pk (HARBRNZBHEBITRM L
2.5% °

oo

RKEREE

AN B R A B S A TE S B
By BEEBEMAZMBARNEZES
EREERA —HabERAES T ([58
Bertdl]) c ZErENEERASEEE
DHEE AXTAUNESERIZS - K
EEIZRAEH SR AR 5% MEED TS
BT EBB LR 1,500 7T) °

AEBF2ERE R ANEEZERERM
AEEBRENERESHBNKBEENR
EHRFRIRGE - ETABERZEEING
FNAKEREERZTEXSHEANNE
RAEH] - AE BB BRI 1E T
BOL - FERAGHEIELHT . EERE
RIEBIRIK CRIKATEH A E BERIN) o

REZAERNBRAIBSARE
14,347,000 7T (20184 : AR #9,510,000
L) AR EREIEETEIR A NIEE Rt R
R &t EI1F A K o

(G

74 85 A A 47 [ TR 1 PO G T B
DRBERZEEA NS REE 0ENEA
R B R 25 -



Notes to the Consolidated Financial Statements (continued)

37. Business Combinations

A.

Acquisition of Saybolt (Singapore) Pte. Ltd.
(“Saybolt SG”)

On 8 May 2019, Leon Overseas Pte. Ltd. (“Leon
Overseas”), an indirect non-wholly-owned subsidiary
of the Company, entered into a sales and purchase
agreement with Saybolt Holding BV, an independent
third party, pursuant to which Leon Overseas
agreed to acquire 100% interest in Saybolt SG at a
cash consideration of US$3,750,000 (equivalent to
RMB25,782,000) (the “Acquisition”) plus the agreed
adjustment on the excess amount of working capital
of Saybolt SG as at 15 May 2019. The excess of
SGD471,000 (equivalent to RMB2,436,000) and
the unpaid cash consideration of RMB5,156,000
were included in other payables of the Group as
at 31 December 2019. Saybolt SG is principally
engaged in technical testing and analysis services
(including certification of products and services) for
laboratory testing and inspection of bulk cargo of
oil, gas, chemicals and bunkers. The directors of the
Company consider that the Acquisition provided an
opportunity to expand the Group’s services to cover
laboratory testing and inspection of bulk cargo of oil,
gas, chemicals and bunkers in Singapore and other
Southeast Asia territory.

This transaction was completed on 15 May 2019.
More details of the Acquisition, are set out in the
announcements of the Company dated 8 May 2019
and 16 May 2019 respectively.
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For the year ended 31 December 2019
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A.

Yz B& Saybolt (Singapore) Pte.
Ltd. ([ Saybolt SG )

MR 20194 5 A8H - Leon Overseas
Pte. Ltd. ([ Leon Overseas ) (AR &
MR IEE AN B A R) & Saybolt
Holding BV(— &8 =75 ) 5] L
B & W& ¥ It Leon Overseas
B & R2019F58158 W B
Saybolt SGH) 100% # %5 » IR & ¥
843,750,000 T (HER AR
25,782,0007T) ([WWEESIE]) S N
Saybolt SGEBE ¢ B HSEN
KI5 TE FHEE o FTEBIE ©%8471,000%7
T (FEER AR 2,436,000 7T)
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EEFAREBER20194 12 531 H
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Notes to the Consolidated Financial Statements (continued)
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For the year ended 31 December 2019
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37. Business Combinations (Continued) 37. ¥¥50t(E&)

A. Acquisition of Saybolt (Singapore) Pte. Ltd. A.
(“Saybolt SG”) (Continued)

Yz B& Saybolt (Singapore) Pte.
Ltd. ([ Saybolt SG |) (&)

Consideration transferred BEYE
15 May 2019
2019F5 A8 15H
RMB’000
ARETIT
Cash consideration R HE 28,218
Less: cash and cash equivalents acquired R TERR S KR EEY (1,041)
Less: unpaid amount as at 31 December 2019 (note 29) & : 2019412 A31 BHY
REEEE (MIFE29) (7,592)
Net cash used in acquisition WEEFT IR & /588 19,585

Assets acquired and liabilities recognised at
the date of acquisition (on provisional basis)
based on purchase price allocation prepared
by Savills Real Estate Valuation (Guangzhou)
Ltd. (“Savills”), an independent valuer

BERBUIGEEMNE —XFE
A B 5 B A FPAE B R A &
([ —X-FPEAEL ) TR e
EET BRI AR TRBHE
ERFERZRE (HEFEE)

15 May 2019
2019%5 A 15H
Notes RMB’000
PiEE AREEF T
Property, plant and equipment #1% - BiE K& i%1E& 15 5,111
Prepayments, deposits and ~ FEfRTFIE « #£4 &
other receivables EAtb EUGRIA 1,518
Right-of-use assets FREEE 6,847
Tax recoverable BEEE 550
Cash and cash equivalents RERBREEED 1,041
Trade receivables B 5 IEWGRIA 16,275
Deferred tax liabilities RIETHIABE 30 (121)
Trade payables H S FRIE (8,286)
Other payables and accruals ~ Efb &I/ IE M EFTIAR (3,324)
Lease liabilities HERE 43 (6,847)
12,764
The fair value as well as the gross contractual amount RUEE B E - FTUCEE B 5 & H b & K
of the trade and other receivables acquired amounted ERNAREBEERGNBESEAARK
to RMB17,709,000 at the date of acquisition. 17,709,000 7T °
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Notes to the Consolidated Financial Statements (continued)

37. Business Combinations (Continued)

A.

Acquisition of Saybolt (Singapore) Pte. Ltd.
(“Saybolt SG”) (Continued)

Goodwill arising on acquisition

e IR AR AT ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

37. XBEH(&A)

A. U § Saybolt (Singapore) Pte.
Ltd. ([ Saybolt SG |) (&)

WBELEE

15 May 2019
20195 H15H
RMB’000
AREBFT

Consideration transferred
Less: net assets acquired

Luﬁiﬁ-ﬂﬁ
B PR ERE

28,218
(12,764)

15,454

Goodwill arose in the Acquisition because the cost
of the combination included a control premium. In
addition, the consideration paid for the combination
effectively included amounts in relation to the benefit
of expected synergies, revenue growth, future market
development and the assembled workforce of Saybolt
SG. These benefits are not recognised separately from
goodwill because they do not meet the recognition
criteria for identifiable intangible assets.

WEEEELEHE AR AR ABEE
HIREEE o LN RAHEXNNEEER
BR B 1A TR 5 (R U W am ~ WA IR
&+ KRR35 % R K Saybolt SGH) # £
BENH TR o %F W M E D g
R U TTAR R F WSS TR A A B E
T ERRERLER o

FEIE BRI BR AR « 2019FERE
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

37. Business Combinations (Continued)

A.

Acquisition of Saybolt (Singapore) Pte. Ltd.
(“Saybolt SG”) (Continued)

Goodwill arising on acquisition — continued

None of the goodwill arising on these acquisitions is
expected to be deductible for tax purposes.

Included in the profit for the year is RMB5,354,000
attributable to the additional business generated
by Saybolt SG. Revenue for the year includes
RMB68,013,000 generated from Saybolt SG.

Had the acquisition been completed on 1 January
2019, revenue for the year of the Group would have
been RMB437,263,000, and profit for the year of the
Group would have been RMB31,969,000. The pro
forma information is for illustrative purposes only and
is not necessarily an indication of revenue and results
of operations of the Group that actually would have
been achieved had the acquisition been completed on
1 January 2019, nor is it intended to be a projection of
future results.

In determining the ‘pro-forma’ revenue and profit of the
Group had Saybolt SG been acquired at the beginning
of the current year, the directors of the Company have:

o calculated depreciation of plant and equipment
acquired on the basis of the fair values arising
in the initial accounting for the business
combination rather than the carrying amounts
recognised in the pre-acquisition financial
statements; and

° determined borrowing costs based on the
funding levels, credit ratings and debt/equity
position of the Group after the business
combination.
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37. XBEH (&)

A.

Yz B& Saybolt (Singapore) Pte.
Ltd. ([ Saybolt SG |) (&)

WEELHEE — &

BAEMEZEWEEEELNRD
BAHIRIA

Saybolt SG FfT & 4 58 5N 3 7 FE A5 &Y
AR 5,354,000 ST AF AFE o
F AU A B E Saybolt SG AT E 4 #)
AR #68,013,0007T °

fir W B =/ B R 201961 A1A B
T AEBEFRKRAEAARE
437,263,000 7T © mAEEF A FE
fEA AR 31,969,000 ° HEEE
FHEMGHR T —ERTWES
IHNR 201961 A1 HE B M A
EEEEERNERBARKZE
1 NEBIERRREENTEA -

P TE AN & B w70 AR 6 )RR
Saybolt SGME L [EE | WA R
FEE - RRRERD -

. RIBLEBE H B AR
EEODAEENIERE
R IS MR R R BREE )
SHEFTRERE KRBT
E X

. REREEREBEHED
BaKF -~ ERFRRES
/EAEAORE TE R KA o



Notes to the Consolidated Financial Statements (continued)

37. Business Combinations (Continued)

Acquisition of Guangzhou Lihong Energy
Testing Technology Co., Ltd. (“Guangzhou
Lihong Energy )

Beijing Huaxia Lihong Commodity Inspection Co.,
Ltd. (“Beijing Huaxia Lihong”) directly owns half of
the equity interests in Guangzhou Lihong Energy,
which had been accounted for a joint venture of the
Group, and the voting power attached to the equity
interests does not allow Beijing Huaxia Lihong to
have the power to govern the financial and operating
activities of Guangzhou Lihong Energy according to
the articles of association of it. On 9 January 2018,
Beijing Huaxia Lihong signed a shareholders’ voting
agreement with the other equity owner of Guangzhou
Lihong Energy, pursuant to which it is agreed that
Beijing Huaxia Lihong has the right to make the final
decision when the two parties have different opinions.
The PRC lawyer of Beijing Huaxia Lihong confirmed
that the shareholders’ voting agreement is valid under
the relevant PRC law. On top of the shareholders’
voting agreement, the directors of the Company
are of the opinion that the Group has the right to
variable returns from its involvement with Guangzhou
Lihong Energy and that it has the ability to direct the
relevant activities of Guangzhou Lihong Energy since
9 January 2018. Therefore, the financial statements of
Guangzhou Lihong Energy have been consolidated by
the Company since 9 January 2018.

e SRR (B

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

37. XBEH(&A)

Wk B8 JEE AN 0 R mE IR AR B AT B PR
DA ([EMNDERER )

TREENEHRERBRERAF
(HEREENR D EEEEEMN A
W R(EAREAREREGED
)R HARE - IRBEAMERMA
Bl - BRI R RN L
REBENBHRNEBEMN B
TR B E R 4C & EE) o 20184 1
AoR - kREBENREREIMN IS
R MR A A IRREAR
i B BEREFETRE
BB At REE NRAREERRR
SRIE o b REE N B A B 2 AT A
R RBHEBREDEE - RERR
EBAM - ERBRERFRRGE -
RARIEERR B2018F1H9
Hit AEBEAEGESHEEIMNN
GEER=BEEWN - BEBE
HEM BRI EELD 5
oo EIE - BN 1B BE R B B 7 R
F*E2018F 1 AOHEA fFat AR

A -
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

37. Business Combinations (Continued)

Acquisition of Guangzhou Lihong Energy
Testing Technology Co., Ltd. (“Guangzhou
Lihong Energy “) (Continued)

The fair values of the identifiable assets and liabilities of
Guangzhou Lihong Energy as at the date of acquisition
were as follows:

37. XBA0(E)
B.  WBBEMDBARMAEIER
2T ([ BN B EEIR ) ()

R 7738 BB U B A T )
AERAEHALEENT -

9 January
2018
201841 A9H
Notes RMB’000
B AREEFTT
Property, plant and equipment 1% - Bi= N &1 15 959
Trade receivables H 5 EWGRIA 994
Prepayments, other receivables T8 708 « H b fEIFIE
and other assets REMEE 301
Cash and cash equivalents ReRREEEY 2,369
Trade payables S FRIE (503)
Contract liabilities aBHAaE @
Other payables and accruals ~ EAbfE FRIB R EFTEEB (513)
Tax payable FEANFR SR (181)
Total identifiable net assets BRAnBEEAHEA
at fair value BEFEHERE 3,424
Non-controlling interests EISup e (1,712)
1,712
Interest in a joint venture RERFIFE G ERENER
previously held (1,678)
Gain on acquisition of W BE B B A Al AUk s
a subsidiary 7 34
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Notes to the Consolidated Financial Statements (continued)

37. Business Combinations (Continued)

Acquisition of Guangzhou Lihong Energy
Testing Technology Co., Ltd. (“Guangzhou
Lihong Energy “) (Continued)

An analysis of the cash flows in respect of the

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

37. XBA6(E)
B. WM DBARRAEIER
2 ([ BN B REIR ) ()

FHRNBHRBARNRSREST

acquisition of the subsidiary is as follows: R

2018
20184
RMB’000
AREFT
Cash and cash equivalents acquired FrEGHe MRS EEY 2,369
Cash consideration R HE -

Net inflow of cash and cash equivalents WEENBARINRe MRe
in respect of the acquisition of a subsidiary EEMRANFERE 2,369

Since the acquisition, Guangzhou Lihong Energy
contributed approximately RMB9,311,000 to the
Group’s revenue and approximately RMB2,147,000
to the Group’s profit for the year ended 31 December
2018.

Had the combination taken place at the beginning of
the year, the revenue of the Group and the profit of the
Group for the year would have been RMB233,750,000
and RMB4,901,000, respectively. The pro forma
information is for illustrative purposes only and is not
necessarily an indication of revenue and results of
operations of the Group that actually would have been
achieved had the acquisition been completed on 1
January 2018, nor is it intended to be a projection of
future results.

BT & - B =2018F 12 A31H Ik
FE - EMNIBERAAREBUA KT E
D RIERIA AR Q9,311,000 T R AR
2,147,000 7¢ °

WEFREVBET  AEBNFREA
K AE o B E & A K% 233,750,000 7T &
AR 4,901,0007T - EHEERHEVES A A
B WABARTAREE MR 201851 H
1 AR BRI BIR E B B A R &8
R T RHERRREERTEA -
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

37. Business Combinations (Continued)

C.

37. XBEH (&)

Acquisition of Saybolt (Tianjin) Metrology & C. WBAE (XZ)EMEIERA
Inspection Co., Ltd. and Core Laboratories 7] & Core Laboratories (Hong
(Hong Kong) Limited Kong) Limited
On 22 June 2018, Leon Overseas, an indirect non- M2018%6 A22H » AN A &) i #
wholly-owned subsidiary of the Company, entered into 3k 2 & KJ B 2~ 7] Leon Overseas £
an acquisition contract with Saybolt Holding BV, an 8 37 285 = 77 Saybolt Holding BV (7
independent third party, which is incorporated in the AR ST E L - A
Netherlands to acquire 100% interest in Saybolt (Tianjin) WEEHE (R2) KT B R A R
Metrology & Inspection Co., Ltd. (“Saybolt Tianjin”) ([ RZZE ]) & Core Laboratories
and Core Laboratories (Hong Kong) Limited at an (HongKong) Limited #) 100% #&
aggregate consideration of US$1,000,000 (equivalent % v 48 % {8 51,000,000 (48
to RMB6,831,000). Core Laboratories (Hong Kong) % W A R ¥6,831,0007T ) ° Core
Limited changed its name to Leon Overseas (Hong Laboratories (HongKong) Limited
Kong) Ltd. (“Leon HK”) on 17 July 2018. This MR2018F7H17H B % Aleon
transaction was completed on 8 August 2018. Overseas (Hong Kong) Ltd. ([Leon
HKI) © XX 5720188 A8 H 5T
B o
The fair values of the identifiable assets and liabilities KEMLE Kleon HKHA U iE B HA
of Saybolt Tianjin and Leon HK as at the date of WAIERIEERBEN AR BEN
acquisition were as follows: N
8 August
2018
20184 8 A8H
Notes RMB’000
P ARETFT
Property, plant and equipment ¥12 « HiE &% 15 1,397
Intangible assets EVEE 20 2,400
Trade receivables B 5 EWEIA 1,010
Prepayments, other receivables B3I « E b RN GRIE
and other assets NHEMEE 432
Cash and cash equivalents RekReEFEEY 623
Trade payables B SR (614)
Other payables and accruals ~ E b {78 N fEZTTE B (359)
Deferred tax liabilities EEHIBEE 30 (408)
Total identifiable net assets at AR BB =8I A4 5]
fair value BEFEERE 4,481
Goodwill on acquisition IR P B 19 2,350
Satisfied by cash AR & A 6,831
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Notes to the Consolidated Financial Statements (continued)

37. Business Combinations (Continued)

C.

Acquisition of Saybolt (Tianjin) Metrology &
Inspection Co., Ltd. and Core Laboratories
(Hong Kong) Limited (Continued)

An analysis of the cash flows in respect of the
acquisition of the subsidiaries is as follows:

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

37. XBa6t(E)
C. WB4E (X3 HEMmwAIBRA
7] & Core Laboratories (Hong

Kong) Limited (&)

ERYWENBARMBRESRESNIT

2018

20184

RMB’000

AREETF T

Cash consideration RE¥E (6,831)

Unpaid amount as at 31 December 2018 R 2018412 A 31 BRARNMNFIEB 683

(6,148)

Cash and cash equivalents acquired FrESHEeRIREEEY 623
Net outflow of cash and cash equivalents WHEMTB AR MIRE

in respect of the acquisition of subsidiaries ZEYRLFE (5,525)

Since the acquisition, Saybolt Tianjin and Leon HK
contributed approximately RMB14,132,000 to the
Group’s revenue and approximately RMB4,688,000
to the Group’s profit for the year ended 31 December
2018.

Had the combination taken place at the beginning of
the year, the revenue of the Group and the profit of the
Group for the year ended 31 December 2018 would
have been RMB240,901,000 and RMB4,337,000,
respectively. The pro forma information is for illustrative
purposes only and is not necessarily an indication of
revenue and results of operations of the Group that
actually would have been achieved had the acquisition
been completed on 1 January 2018, nor is it intended
to be a projection of future results.

BURBESER 18 - B2 2018F 12 A31 H It
FE 0 REMLE K Leon HK AR E B U A
EFED B E R AR 14,132,000 7T &
AR EE 4,688,000 7T °

MEHREE#ET - NEBE 20184
12 431 B IEFE R RA RFE D B E &
AR # 240,901,000 7T & A R # 4,337,000
To o HEEREERPRL  WTKARK
RAEBEWMR2018F 1 A1 H A UEE B
ERBERBEARARZEREE - TTH
VERARIREEERITEA o
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Notes to the Consolidated Financial Statements (continued)

e R AR ML (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

38. Changes In Interest In Subsidiaries 38. RIBAREREH

A. During the year ended 31 December 2019, the A, B ZE2019F12AH31H It F E
Group disposed of 20% of its interest in Leon HK and AW+ 7N % [E [ Leon Overseas A —
Saybolt Tianjin to Leon-Saybolt Pte. Ltd., a company % E £ ¥ A /2 7] Leon-Saybolt
owned by a director of Leon Overseas for a total Pte. Ltd. i} & H 7 Leon HK & K F
cash consideration of US$200,000. The difference TER20%EZD BRI HE A
of RMB210,000 between the increase in the non- 200,000 7T o FEVE IR 2 38 1 A
controlling interests of RMB1,137,000 and the R#1,137,000 LEAFT W ARSI B A R
consideration received of RMB1,347,000 has been #1,347,000 0 2 R M) Z 58 A R ¥
credited to capital reserve. 210,000 JLET AB AR GEHEA ©

B. During the year ended 31 December 2019, the B. B ZE2019F12A31ALEFE - K
Company acquired the remaining 50% equity interest in AalRIEERE R EE N %6
Guangzhou Lihong Energy from non-controlling interest TREVE ER50% Ix AN 5w - AR & 8
for a total cash consideration of RMB3,317,000. BEAARE3,317,0007T ° FEIEARHE
The difference of RMB39,000 between the decrease =R AR 3,356,000 7T B2 A< ¥
in non-controlling interests of RMB3,356,000 and EARK3,317,000 T2 M Z5E A
the consideration paid of RMB3,317,000 has been R ¥ 39,000 TLit AB AR FEEA ©

credited to capital reserve.

39. Pledge of Assets 39. EEEA
Details the Group’s pledged assets are included in notes 15 BRAKREEEREENTFRBRNGEEH
and 17 to the consolidated financial statements. FEMFRMIFE15 17 ©
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(a)

(b)

Notes to the Consolidated Financial Statements (continued)

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

40. Operating Leases Arrangements 40. REHELH
As lessor (@ EBHEA
The Group leases its investment properties (note 17) AEERBEEHELHERERK
under operating lease arrangements, with leases B (HE17)  SRmrnie
negotiated for a terms of one to three years. ERA—FE=F -
Minimum lease payments receivable on leases are as REERKMEEHESIT ¢
follows:
2019 2018
20194 20184
RMB’000 RMB’000
AR¥TR ARETTT
Within one year —FUA 1,299 413
In the second year FEF 1,382 326
2,681 739
As lessee (b) ERFEBEA
As at 31 December 2018, the Group leases certain of R2018F 12 A31 H » AEE R
its office premises and apartment units under operating KEHERHEEERS W AGAH
lease arrangements. Leases of the properties are RABEN - B#HEENDERE
negotiated for terms ranging from one to ten years. R B —FE1TF -
The Group had total future minimum lease payments REERBAFTRELSEHEAAR
under non-cancellable operating leases falling due as TH R NORKRFEE S AT
follows: LU
2018
20184
RMB’000
AREFTTT
Within one year N 7,940
In the second to fifth year, inclusive F_EERF(EHEMTE) 10,782
After five years AFEE 2,445
21,167
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Notes to the Consolidated Financial Statements (continued)

e

PR MR (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

41.

42.

Capital Commitments 41. EXREIE
In addition to the operating lease commitments detailed Br £ SCHMIFE40(0) P AT A 30 AC 2 T B HE
in note 40(b) above, the Group had the following capital Hh - REEE R 2019F K 2018 F 12 H31 H
commitments as at 31 December 2019 and 2018: WA AT & ZA#TE -
2019 2018
2019 20184
RMB’000 RMB’000
AR¥TT AREFIT
Contracted, but not provided for: BET 4B AR
Property, plant and equipment Y - B REEAE 1,714 3,704
At the end of the reporting period, the Group did not have any RS HIR A& [ 3 48 1 fr] H fth 82 K
other significant commitment. ¥
Capital Risk Management 42, EXEKBERE

The primary objectives of the Group’s capital management
are to safeguard the Group’s ability to continue as a going
concern and to maintain healthy capital ratios in order to
support its business and maximise shareholders’ value.

The Group manages its capital structure and makes
adjustments to it in light of changes in economic conditions
and the risk characteristics of the underlying assets. To
maintain or adjust the capital structure, the Group may adjust
the dividend payment to shareholders, return capital to
shareholders or issue new shares. No changes were made
in the objectives, policies or processes for managing capital
during the years ended 31 December 2019 and 2018.
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42.

Notes to the Consolidated Financial Statements (continued)

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

Capital Risk Management (Continued) 42. EXRREARERE (&)

The Group monitors capital using a gearing ratio, which is net
debt divided by capital plus net debt. The Group’s policy is to
maintain the gearing ratio below 70%. Net debt includes trade
payables, other payables and accruals, interest-bearing bank
loans and other borrowings and interest payables, less cash
and cash equivalents. Capital represents equity attributable
to owners of the Company. The gearing ratios at the end of

reporting periods are as follows:

AEBREABBLRERELRN  EAXA
BLEERBEFERAEAR N LB EF
BN  AEENBRRERELAR
LERERT70% - BEFEREEZEN
PR - HtEMRIARERTIRE ~ 5T RR
TTE R EADE KA R BN SRR 2 &
ReEEY - BAEARREE ARG

% RS ERARRELRMT

2019 2018

2019 % 20184

RMB’000 RMB’000

ARET T ARETFT

Trade payables B S ENFRIA 45,456 12,293

Other payables and accruals (note 29) E b ERTFIE R ETIE B (FisE 29) 41,814 35,383

Bank loans and other borrowings RITER N EMER 63,273 76,085

Interest payables FERIHE 1,006 1,729

Less: Cash and cash equivalents B BeRREEEY (76,008) (76,848)

Net debt BEFRE 75,541 48,642
Equity attributable to owners of RNEHEE AELER

the Company 222,953 201,884

Capital and net debt BEARAEFE 298,494 250,526

Gearing ratio (Note) BERE G R (MiEE) 25.31% 19.42%

Note: The gearing ratio of the Group is 32.46% if the debt includes sk © WEFRER2019F12 A31HMAE

the lease liabilities of RMB31,630,000 as at 31 December

2019.

BB AR 31,630,0007T @ B
BEARABELER32.46% °
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Notes to the Consolidated Financial Statements (continued)

e R AR ML (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

43. Reconciliation of Liabilities Arising 43. BIEETEBELENAEEHER
from Financing Activities
The table below details changes in the Group’s liabilities TRFIASERESHEENAEY
arising from financing activities, including both cash and non- B ReRIReEHHBELN @A
cash changes. Liabilities arising from financing activities are EEEANABENRESREE (BARKRE
those for which cash flows were, or future cash flows will be, REB)RAEBNGERERERNES
classified in the Group’s consolidated statement of cash flows HARBTIHMBHESRENEE -
as cash flows from financing activities.
Bank loans
Dividend Lease and other Interest
payable liabilities borrowings payables Total
RITER
ERRE HERE  REBER ERFE ECE
RMB'000 RMB'000 RMB'000 RMB'000 RMB’000
ARETT  ARETT ARETT ARETR  ARETR
At1 January 2018 201851718 - - 17,742 - 17,742
Financing cash flows BERSNE (10,000) - 58,712 (909) 47,809
Dividend declared EERRE 10,000 - - - 10,000
Interest expense (note 8) FlEFES (Fite) - - - 2,632 2,632
Exchange realignment B AR - - (369) - (369)
At 31 December 2018 12018 12 4318 - - 76,085 1,729 77,814
Adjustment upon initial RERERRRS KRS ER)
application of IFRS 16 (note 2) 163 RMFR (Wi 2) - 18,674 - - 18,674
At 1 January 2019 (restated) R2019F 1 A1 8 (KE5) - 18,674 76,085 1,729 96,488
Financing cash flows HERENE (3,000) (13,719) (12,307) (5,893) (34,919
Dividend declared EERRE 3,000 - - - 3,000
Interest expense (note 8) MEFZ (HEs) - 1,437 - 5,427 6,864
Walver of interest expense (note 31) $eF8HEYT (1) - - - (257) (257)
Fair value adjustment (note 31) INREEEIGER - - (1,435) - (1,435)
Inception of new leases HiEsHE - 18,036 - - 18,036
Acquisition of a subsidiary (note 37) Wi —ERE AR (MEe7) - 6,847 - - 6,847
Exchange redlignment [E R - 355 930 - 1,285
At 31 December 2019 2019512 A31H - 31,630 63,273 1,006 95,909
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Notes to the Consolidated Financial Statements (continued)

e R R M ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

44. Financial Instruments 44, €T H
(@) Categories of Financial Instruments (@ SMIESE
Financial assets THEE
2019 2018
2019 F 20184
RMB’000 RMB’000
ARETTT AREEF T
Financial assets at REIEN AT ER
amortised cost: TRIBE
Trade receivables B S EWRIE 94,703 42,263
Financial assets included in d‘)\?ﬁﬁwlﬁ E b el IR
prepayments, MEMEENSRIEE
other receivables and
other assets 13,536 9,383
Pledged deposits EHEATR 823 400
Cash and cash equivalents ReMREEED 76,008 76,848
Financial assets at fair value ~ ZAREBEFTAHMEEKE
through other NESRIERE
comprehensive income:
Equity investment BRARBEFAEM
at fair value through other ZEW S RERE
comprehensive income 812 3,000
Financial assets at fair value ~ EAREBEFTAEBGZNEMEE
through profit or loss:
Bank financial products RITIEIE M - 27,000
185,882 158,894
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Notes to the Consolidated Financial Statements (continued)

e R AR ML (8

For the year ended 31 December 2019
HE20196F12 A31 BILFE

44. Financial Instruments (Continued)

(a)

(b)

44. €T H (&)

Categories of Financial Instruments (@ ®WMIAESE(E)
(Continued)
THEE
Financial liabilities
2019 2018
2019 20184
RMB’000 RMB’000
ARET T AREETTT
Financial liabilities at RN AT ENEREBE
amortised cost:
Trade payables B SN RIE 45,456 12,293
Financial liabilities included ST e FRIE R FEETIE B
in other payables NertBE
and accruals 20,932 19,744
Borrowings EE S 63,273 76,085
Interest payables FERTFIE 1,006 1,729
130,667 109,851
Financial Risk Management Objectives and (b) HIEEBEREBZERBEK

Policies

The Group’s principal financial instruments comprise
interest-bearing bank loans and other borrowings,
pledged deposits, and cash and cash equivalents.
The main purpose of these financial instruments is to
raise finance for the Group’s operations. The Group
has various other financial assets and liabilities such as
trade receivables and trade and other payables, which
arise directly from its operations.

The main risks arising from the Group’s financial
instruments are interest rate risk, foreign currency risk,
credit risk and liquidity risk. The board of directors
reviews and agrees policies for managing each of
these risks and they are summarised below.
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Notes to the Consolidated Financial Statements (continued)

44. Financial Instruments (Continued)

(b)

Financial Risk Management Objectives and
Policies (Continued)

Interest rate risk

The Group’s exposure to the risk of changes in market
interest rates relates primarily to the Group’s debt
obligations with a floating interest rate.

The Group mitigates the risk by monitoring closely the
movements in interest rates and reviewing its banking
facilities regularly. The Group has not used any interest
rate swap to hedge its exposure to interest rate risk.

As at 31 December 2019, approximately 24% (2018:
13%) of the Group’s bank loans and interest-bearing
borrowings bore interest at floating rates.

The following table demonstrates the sensitivity to
a reasonably possible change in interest rates, with
all other variables held constant, of the Group’s
profit before tax (through the impact on floating rate
borrowings) and the Group’s equity.

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

44. €T H (&)

(b)

MHEREEB RRBGR (&)

AEBEBHOT SN EESHER T
REAEERFHI T ENER
EIERR -

AEEE BT REIWERENE
BREMERTBERERR - &
5 803 0 D D) 25 35 B L o
RIS -

MR2019F 12 A31H K& E 4
24% (20184 : 13%) HIRTTE R &
SHEEFUAUFEFRET A -

THRIIRT AR B RS T
BOERT - WA KB AFY
CRBHFHFEEROTE) KA
£ R R A AT A TR
BB T -

2019 2019 F

(Decrease)

Increase increase

(decrease) in in profit

basis points after tax

EENEM BEREORD)

Om4) &

RMB’000

AR®T T
RMB ARE 1% (128)
RMB ARE (1%) 128
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

44. Financial Instruments (Continued)

(b) Financial Risk Management Objectives and
Policies (Continued)

44. €T H (&)

(b) HEEBREEBEREE(H)

Interest rate risk (Continued) FIEEE (E)
2018 20184
(Decrease)
Increase increase
(decrease) in in profit
basis points after tax
EEEM BEFECORD)
OR) 5
RMB’000
AREEFTT
RMB AR 1% (86)
RMB AR (1%) 86
Foreign currency risk s R B

The Group has currency exposures from its cash and
cash equivalents, interest payable and interest-bearing
bank borrowings denominated in Hong Kong dollars.
As at 31 December 2019, the Group’s cash and cash
equivalents, interest payable and interest-bearing bank
borrowings denominated in currencies other than
functional currency of the relevant group entities were
equivalent to RMB12,793,000 (2018: RMB49,214,000),
RMB1,006,000 (2018: RMB1,472,000) and
RMB40,134,000 (2018: RMB56,404,000), respectively.
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Notes to the Consolidated Financial Statements (continued)

44. Financial Instruments (Continued)

(b)

Financial Risk Management Objectives and
Policies (Continued)

Foreign currency risk (Continued)

The Group currently does not have a foreign exchange
hedging policy. However, the management of the
Group monitors foreign exchange exposure and
will consider hedging significant foreign exchange
exposure should the need arises.

The following table demonstrates the sensitivity to
a reasonably possible change in the exchange rate
by 5%, with all other variables held constant, of the
Group’s profit before tax (due to changes in the fair
value of monetary assets and liabilities):

2019

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

44. €T H (&)

(b)

MHEREEB RRBGR (&)

SR ()

REE B BT EHNE B IPHER o R
M AEEEEESERINER
B URRAREREREHEKX
SNEE R o

TRIRTHEAEREMBEERT
ZHBERT - AEBEHHAE (B
EREERABENAABEES) Y
PE K 5% A IR B R B BRI
i

2019 F

Increase
(decrease)

in foreign in profit
exchange rate after tax

SMEEREM HEFE(BD)

(Decrease)
increase

OR2) 20
RMB’000
AR¥T T

If RMB weakens against the AR BTTRE
Hong Kong dollar 5% (1,417)

If RMB strengthens against the fii AR BTTHHE
Hong Kong dollar (5%) 1,417
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

44. Financial Instruments (Continued)

(b)

Financial Risk Management Objectives and
Policies (Continued)

44. €T H (&)

(b) HEEBREEBEREE(H)

Foreign currency risk (Continued) I E e ()
2018 2018 4
Increase (Decrease)
(decrease) increase
in foreign in profit
exchange rate after tax
SNERERIE N BiARFE Ofdr)
OB A) il
RMB’000
ARBFT
If RMB weakens against the AR BTTRE
Hong Kong dollar 5% (433)
If RMB strengthens against the fif AR ¥ B TIHE
Hong Kong dollar (5%) 433

Credit risk and impairment assessment

Credit risk refers to the risk that the Group’s
counterparties default on their contractual obligations
resulting in financial losses to the Group. The Group’s
credit risk exposures are primarily attributable to trade
and other receivables, pledged deposits and bank
balances. The Group does not hold any collateral or
other credit enhancements to cover its credit risks
associated with its financial assets.

Trade receivables arising from contracts with
customers

The Group trades only with recognised and
creditworthy parties. Receivable balances are
monitored on an ongoing basis and the Group’s
exposure to bad debts is not significant. The credit
quality of customers is assessed after taking into
account the customers’ financial position and past
experience with the customers.
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Notes to the Consolidated Financial Statements (continued)

44. Financial Instruments (Continued)

(b)

Financial Risk Management Objectives and
Policies (Continued)

Credit risk and impairment assessment
(Continued)

Trade receivables arising from contracts with
customers (Continued)

The Group’s concentration of credit risk by
geographical locations is mainly in PRC and Singapore,
which accounted for 33% and 43% (2018: 70% and
18%) of the total trade receivables as at 31 December
2019. As at 31 December 2019, the Group had
concentration of credit risk, 18% (2018: 8%) of its total
trade receivables were due from its largest customer
and 33% (2018: 31%) of its total trade receivables
were due from its top five customers respectively. In
order to minimise the credit risk, the management
of the Group has delegated a team responsible for
determination of credit limits and credit approvals.

In addition, the Group performs impairment
assessment under ECL model on trade balances
based on provision matrix.

The provision rates are based on days past due for
groupings of various customer segments with similar
loss patterns (i.e., by geographic region and internal
credit rating). The calculation reflects the probability-
weighted outcome, the time value of money and
reasonable and supportable information that is
available at the end of reporting period about past
events, current conditions and forecasts of future
economic conditions.

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

44. €T H (&)

(b)

MHEREEB RRBGR (&)

=B R Bl e ()

EPAMELREZENIE (&)

AEEZMEBNEE DN EERR
FESRRAPERETINE - 72019
F12 A31 B MG E ZEIRIELE
%8 1) 33% K& 43% (2018 4F : 70%
18%) ° 2019 12 A31H » K&
BzzERBRES T8 FEUGK
THAFE R - 18% (20184 : 8%) XK
BEESZAKEF  M33% (20184 :
31%) BIRAHAREF - BKEE
REBRERE  AEBEETEECDE
T EEFEEECEERERE
B

BEAN - NEERIBRERERE S
BHENEMEERARE TETR
BFHE

BEXDEREFBRUEERER (A
BBEMERASEEFRE D)
B Z E% P 2 BRI R B Hl B B
E o ZAt B RSN K INEAER
ERRBERRBERRASNERH
BEFM - B AT SRR R
MIBRINEIE R A SEEH -
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

44. Financial Instruments (Continued) 44. ST R ()
(b) Financial Risk Management Objectives and (b) HEEREEBEEERBK(E)
Policies (Continued)
Credit risk and impairment assessment EE R R EEFFL ()
(Continued)
Trade receivables arising from contracts with B EAELRE ZEWFIE ()
customers (Continued)
Set out below is the information about the credit risk TRETRNEBFERBEEEETE
exposure on the Group’s normal-risk trade receivables B IEFE R E 5 EWHRIENE
using a provision matrix: ERRER
As at 31 December 2019 A2019%F 12831 H
Past due
il
Less than Over
Current 9 months 9 months Total
B SRofEA HBBEEA @t
RMB’000 RMB’000 RMB’000 RMB’000
ARET T ARET T ARET T ARET T
Gross carrying amount HBERTAIE 77,781 14,548 4,836 97,165
Expected credit losses TEHIEEEX 757 186 1,519 2,462
Average loss rate FHYEEE 0.05%-1.74%  0.46%-3.84% 15.77%-47.33%
As at 31 December 2018 7R 20184 12 A31 H
Past due
ekt
Less than Over
Current 9 months 9 months Total
Gl PRIEA B9 1E A @5t
RMB’000 RMB’000 RMB’000 RMB’000
ARETFT AREFT AREFT ARBTFT
Gross carrying amount RARE(E 34,961 7,487 1,171 43,619
Expected credit losses TEHIEEEX 649 160 547 1,356
Average loss rate FHEEE 1.86% 2.14% 46.71%
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Notes to the Consolidated Financial Statements (continued)

44. Financial Instruments (Continued)

(b)

Financial Risk Management Objectives and
Policies (Continued)

Credit risk and impairment assessment
(Continued)

Trade receivables arising from contracts with
customers (Continued)

The following table shows the movement in ECL that
has been recognised for trade receivables under the
simplified approach.

e SRR (B

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

44, €T B (48)
b) BEEKRSERERIE(H)

EEmERR BEE (E)
EPAMELREZENIE (&)

TREHNDIE S RBFARIEE
OEERNFAREERRED -

Lifetime ECL
(not credit-
impaired)
L HRMEERX
(EEEERE)
RMB’000
ARETFT
As at 1 January 2019 R2019F1 A1H 1,356
Changes due to financial instrument, ©H2019F1 A1 BH#ER
recognised as at 1 January 2019: SRITAFTEH 2 #a) -
— Reversal of impairment losses recognised — RIBEFERR RERERE
in prior year (1,334)
New or originated financial assets during RAFEMESEE 2 ERMEE ¢
the current year:
— Impairment losses recognised — BRRREEE 2,440
2,462
Other receivables B JE M H

For other receivables and deposits, the directors of the
Company make periodic individual assessment on the
recoverability of other receivables and deposits based
on historical settlement records, past experience, and
also quantitative and qualitative information that is
reasonable and supportive forward-looking information.
The directors of the Company believe that there are
no significant increase in credit risk of these amounts
since initial recognition and the Group provided
impairment based on 12m ECL. For the year ended
31 December 2019, a reversal of allowance for credit
losses of RMB320,000 (2018: allowance for credit
losses of RMB543,000) was recognised.

As at 31 December 2019, the probability of default applied
ranged from 0.01% to 31.4% (2018: 0.17% to 100%) and
the loss given default was estimated to be 100%.

HREMERFERIZEME  ARRES
BIBRAENTHS  BELERUREER
BEEERYRBOIIEENTERTHER ¢
Hpth EUGRIE MR &/ a] W B M 17 B
BERIFEE - RAREERABQVIAERIA
RZEFENEERRIEEZEMN - K
SEER12EAEHEEBRAEERE -
HZE2019F 12 A1 HILFE ERRE
BB A B H A D A R 320,000 (2018
F - FEBLEBHEARE543,0007T) °

R2019F12 A31H © FIERAMENRX
NF0.01% £ 31.4% (20184 : 0.17% =
100%) * MiEZIIBREAEHFH A 100% °
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

44. Financial Instruments (Continued)

(b)

Financial Risk Management Objectives and
Policies (Continued)

Credit risk and impairment assessment
(Continued)

Pledged bank deposits and bank balances

As at 31 December 2019, 47.7% and 20.3% of
pledged bank deposits and bank balances of the
Group are deposited in a bank in PRC and a bank in
Singapore respectively. Credit risk on pledged bank
deposits and bank balances is limited because the
counterparties are reputable banks with high credit
ratings assigned by international credit agencies. The
Group assessed 12m ECL for pledged bank deposits
and bank balances by reference to information relating
to probability of default and loss given default of the
respective credit rating grades, ranged from B3 to Aail
published by external credit rating agencies. Based
on the average loss rates, the 12m ECL on pledged
bank deposits and bank balances is considered to be
insignificant.

The Group’s internal credit risk grading assessment
comprises the following categories.

(b)

44. €T H (&)

MHEREEBRRBGR (&)

1= Bm e R Bl e 1 ()

BRI T 750 RiRT 745

R2019412 A31 B » NEM47.7%
%20.3% B IRITIF AR RIRITE
BB BITF U AR B ERT T K BT Nk 4R
17 BEEMBITFERRBITESRE
FERBRAER BAAXZHA/ESR
RIFBEBRBEEFTARETAS
SEFAMRT - AEEFEBSE
BRINPEETREERMAMERS
SEARR R R ELBER RIELIE
KEMER (N FB3EAal 2fH)
HEEEIFRITE R RIRITAESRA
128 AFEEAE B 18K - RIEFIIIE
K BIERIRITERRIRITA
WQMHﬁ%%%ﬁ%Wﬁﬁmf
BK-

A58 B 7 7O 3 B L 4R 24
AT HRBIER -

Internal credit rating  Description Trade receivables Other financial assets
AEETR it ESRKFE HihemER
Normal The counterparty has a low risk of default Lifetime ECL — 12-month ECL
and does not have any past-due amounts not credit-impaired
% HFAENERERGET BT PHEBEEEL - REAESERERL
FEERE
Watch list Debtor frequently repays after due dates Lifetime ECL — 12-month ECL
but usually settle in full not credit-impaired )
EREE ERASERIRRRERS  BRE2EER SHBHERRA - 12ERRSEERE
FEERE
Doubtful There have been significant increase Lifetime ECL — Lifetime ECL —

in credit risk since initial recognition
through information developed internally
or external resources
nJ &t REMEAINBPIEERET -
FERR B MinRREEEEM
Credit impaired There is evidence indicating the asset
is credit-impaired

EERME AEBBTAECRERE
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Notes to the Consolidated Financial Statements (continued)

e SRR MIEE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

44. Financial Instruments (Continued) 44, ST R (&)
(b) Financial Risk Management Objectives and (b) HHEEREEBEEERBCK(E)
Policies (Continued)
Credit risk and impairment assessment =FEE R EE L (E)
(Continued)
Maximum exposure and year-end staging REARRRFAEE
The table below shows the credit quality by reference TRETN2019F K 20184 12 A
to internal credit rating and the maximum exposure to STHMBREAEBEEBR(EE
credit risk based on the Group’s credit policy, which AERBEREER  BRIEEMESR
is mainly based on past due information unless other EESNHBZAANE H TR
information is available without undue cost or effort, ER)NEEER(K2ERBEE
and year-end staging classification as at 31 December R e E B A R F LR ER
2019 and 2018. The amounts presented are gross NE-FMEVCEASRHEENE
carrying amounts for financial assets. H#E -
12-month
ECLs Lifetime ECLs
1218 S £
E-E=FS ES-E=FS
Simplified
Stage 1 Stage 2 Stage 3 approach
E1088 EPL RIS Bler
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARETL ARETT ARETT ARETT ARETRL
2019 20196
Trade receivables B ARNG R - - - 97,165 97,165
Financial assets included in STABRTIE - EtEWEIE
prepayments, other RENEERNSREE
receivables and other assets
- Normal* - 8" 13,536 - - - 13,536
Pledged deposits BERER
- Normal* - 5" 823 - - - 823
Cash and cash equivalents B RA2EEN 76,008 - - - 76,008
90,367 - - 97,165 187,632
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HZE2019612 A31 BILFE

44. Financial Instruments (Continued)

(b) Financial Risk Management Objectives and
Policies (Continued)

Credit risk and impairment assessment
(Continued)

Maximum exposure and year-end staging (Continued)

44. €T H (&)

(b) HBEREEBFEREE(H)

1= Bm e R Bl e 1 ()

REEBERFEER (E)

12-month
ECLs Lifetime ECLs
12EAES e L
REEX REEX
Simplified
Stage 1 Stage 2 Stage 3 approach
F1l6 Foleg R, Bler
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
AREFT  AR%TT ARETT ARETT ARETR
2018 20185
Trade receivables B ARIGE - - - 42,263 42,263
Financial assets included in SPABNTIE - EtRWGIR
prepayments, other REMEERNSRAE
receivables and other assets
- Normal* - % 4,090 - - - 4,090
Pledged deposits BERER
- Normal* - 8" 400 - - - 400
Cash and cash equivalents B LASEEY 76,848 - - - 76,848
81,338 - - 42,263 123,601

The credit quality of the financial assets included in
prepayments, other receivables and other assets is
considered to be “normal” when they are not past
due and there is no information indicating that the
financial assets had a significant increase in credit risk
since initial recognition. Otherwise, the credit quality
of the financial assets is considered to be “doubtful”.
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Notes to the Consolidated Financial Statements (continued)

44. Financial Instruments (Continued)

(b)

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

44. €T H (&)

Financial Risk Management Objectives and (b) EIBEREREBZERBEK(E)
Policies (Continued)
Liquidity risk REEZEE
In the management of the liquidity risk, the Group MRBELRBRERMNS A5H
monitors and maintains a level of cash and cash ERREFBHEE LIRS EEBMER
equivalents deemed adequate by the management ERERREEIKY  UBER
to finance the Group’s operations and mitigate the SEELEERSR  WEERReRE
effects of fluctuations in cash flows. The management WEFTER 2 8 - BIEEERIR
monitors the utilisation of bank borrowings and ensures TERZEABR YRS EF
compliance with loan covenants. BEREE -
The following table details the Group’s remaining TERFINAEBEERIETESRE
contractual maturity for its non-derivative financial BZHTEHEHAFE (ZRHTE
liabilities based on the agreed repayment terms. The KEIE ) o WWRIDIBBENALET
table has been drawn up based on the undiscounted BEEERNR e HERHZERME
cash flows of financial liabilities based on the earliest B ARMBRBASRERE - EF N
date on which the Group can be required to pay. The HEMNBEEAEHRERE - LFE
table includes both interest and principal cash flows. FEREME - RBESEIEN
To the extent that interest flows are floating-rate, the WMEHRZIRITHEET -
undiscounted amount is derived from existing interest
rate at the end of the reporting period.
31 December 2019 2019F12A31H
Repayable
Weighted  on demand In the third to Total
average or within Inthe fifth years, undiscounted Carrying
interest rate one year second year inclusive  cash flow amount
REREEDS F-EERE KR
MEL 7= —£RK E-F(BRERME) ReRBAR REE
% RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARETTE ARETR AR¥Tr ARETR AR%T:R
Trade payables EORMATE - 45,456 - - 45,456 45,456
Financial liabilties included st AELA TR BT
in other payables and accruals ~ BE RS R AR - 20,932 - - 20,932 20,932
Borrowings &3 8.13 55,134 - 9,550 64,684 63,273
Interest payables on borrowings  (EFLEIERFIS - 1,006 - - 1,006 1,006
Lease liabilities HERRE 5.25 14,609 8,607 11,278 34,494 31,630
137,137 8,607 20,828 166,572 162,297
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

44. Financial Instruments (Continued)

44. €T H (&)

(b) Financial Risk Management Objectives and (b) HEEREEBEEERBK(E)
Policies (Continued)
Liquidity risk (Continued) mEELEE (&)
31 December 2018 2018412 A 31 H
Repayable
Weighted  on demand In the third to Total
average or within Inthe fifth years, undiscounted Carrying
interest rate one year  second year inclusive cash flow amount
REREES F-EERE REB
EFINE —FR S_F(ARERME) Renshs REE
% RMB'000O  RMB'OO0O  RMB'000  RMB'000  RMB'000
ARETT ARBTT ARETR ARETT ARET:
Trade payables EHRNFE - 12,208 - - 12,203 12,208
Financial liabiliies included in st AR BT Bt
other payables and accruals EANERER - 19,744 - - 19,744 19,744
Borrowings EES 8.7 62,881 3,654 9,550 76,085 76,085
Interest payables on borrowings (&= HIE(TF| S - 6,129 79 2,016 8,224 1,729
101,047 3,733 11,566 116,346 109,851
(¢) Fair Value Measurements of Financial (c) S@MIENAREEFE

Instruments

The fair values of the Group’s financial instruments,
other than those with carrying amounts that reasonably

AEEERTANDABEGKEFER
HEEAAEBEAEAEERINH

approximate to fair values, are as follows: HEnT
2019 2018
2019 20184
RMB’000 RMB’000
AR¥T AREEFTT
Financial assets SREE
Equity investment at fair value  E 2 BEFTAEAD
through other FEKENRERE
comprehensive income 812 3,000
Financial assets at fair value ~ RARBET ABRD
through profit or loss TREE - 27,000
812 30,000
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Notes to the Consolidated Financial Statements (continued)

44. Financial Instruments (Continued)

(c)

Fair Value Measurements of Financial
Instruments (Continued)

Management has assessed that the fair values of
financial assets and liabilities at amortised cost
approximate to their carrying amounts largely due to
the short term maturities of these instruments.

The Group’s finance department headed by the chief
financial officer is responsible for determining the
policies and procedures for the fair value measurement
of financial instruments. At each reporting date, the
finance department analyses the movements in the
values of financial instruments and determines the
major inputs applied in the valuation.

The fair values of the financial assets and liabilities are
included at the amount at which the instrument could
be exchanged in a current transaction between willing
parties, other than in a forced or liquidation sale.

The following methods and assumptions were used to
estimate the fair values:

As at 31 December 2019, the fair value of the
Group’s equity investment at fair value through
other comprehensive income, representing 14.29%
interest in UnionTest, is determined by Savills, an
independent valuer, by reference to the Group’s share
of adjusted net assets of UnionTest, which is the
significant unobservable impact of the valuation of this
investment.

The carrying amount of this unlisted equity investment
would be decreased by RMB81,000 if there is a 10%
decrease in the adjusted net assets of UnionTest and
vice versa, by holding other variables constant.

e SRR (B

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

44. €T H (&)

(c)

TRTANQAAEETE (&)

BEEEMERRBS - REHEKA
JIERMEREERABENRAEE
HHEHMRAEEMRS I EEHNZ
ETANDIHHRELE -

AEBEHRERVBE L ENMBE
BEETERMIAAABEAEN
BERNREF -REREAY - M5
MoTEWMTANEELSLETE
HETMEANEZHAE-

TREERBENARBENAZT
BEEBRRZHENRS (MIERE
HEEHE) POAIRZERAR -

fBEr R a BERERA TIARR

.
Su

MR2019F 12 A31H  AEEKEAR
R EBEF AR M2 AU ER
B (BRI E14.290% 25 ) A
St {E{E JY F1 %8 3L {7 B A Savills 4% £
EREEEEEANKRHAEEEF
BEmMEE  EAZEREMENE
AT EREIE

B AMERABREEFERD
10% » MEME BT TE - Al
TR IE L AR AR IR A B BR T E AR
AER¥ 81,0007 © RZIRA ©
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Notes to the Consolidated Financial Statements (continued)

e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

44. Financial Instruments (Continued) 44. ST R ()
(¢) Fair Value Measurements of Financial (c) ==MIAENAAREEEE)
Instruments (Continued)
Financial assets at fair value through profit or loss at 31 R2018F 12 A1 AHMIZ AR EE
December 2018 represented financial products issued TABENESREEEHBRITET
by banks. The fair values of the financial assets at fair WP ER - ZAREEFAER
value through profit or loss have been calculated by NEeRmEENAABEIRER &
discounting the expected future cash flows using rates R LB TEHAENTERA
currently available for instruments with similar terms, A AR EERTER R RIRES R E
credit risk and remaining maturities. FHE o
The following tables illustrate the fair value TRFRATEESRMIANARE
measurement hierarchy of the Group’s financial Bt E2ER -
instruments:
Assets measured at fair value BRAREBHETTENEE
31 December 2019 2019412831 H
Fair value measurement using
AREEFERA
Quoted
prices Significant Significant
in active observable unobservable
markets inputs inputs
(Level 1) (Level 2) (Level 3) Total
EZABEE EEFAER
ERTIHRE BARE BARE
(5—EB#) (5=EH) (BF=BHK) CL
RMB’000 RMB’000 RMB’000 RMB’000
ARBTR AR¥TT ARETR ARETR
Equity investment at fair BOREEFA
value through other Hit 2 A EMIRER &
comprehensive income - - 812 812
- - 812 812
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Notes to the Consolidated Financial Statements (continued)

e SRR MIEE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

44. Financial Instruments (Continued) 44, ST R (&)

(c) Fair Value Measurements of Financial (c) ==MIAENAAREEE(E)
Instruments (Continued)

Assets measured at fair value (Continued) BARBHEGTTENEE (1)
31 December 2018 2018 12H31H

Fair value measurement using

RRBEFTERR
Quoted
prices Significant Significant
in active observable  unobservable
markets inputs inputs
(Level 1) (Level 2) (Level 3) Total

EZUBR ERTUER

BEMSHRE BARE BARE
(B—ER) (EZER) (F=ER) ast
RMB'000 RMB'000 RMB'000 RMB'000
ARETE  ARETE  ARETR  ARETR

Equity investment at fair RO EETA
value through other Hib 2 EREHIES &
comprehensive income - - 3,000 3,000
Financial assets at fair value AR BETAER
through profit or loss MemiE - 27,000 - 27,000
- 27,000 3,000 30,000
45. Related Party Transactions 45. AR S
(a) Transactions with related parties during the (@ FABHELERXS:
year:
2019 2018
2019 20184
RMB’000 RMB’000

AR®TT ARBTT

Rental income from a former R E AT &2~

associate/an associate B MRS WA 226 299
Provision of technical services  RIEt &2~

by a former associate/ B e b FE AR T AR 7S

an associate 1,550 3,743
Purchase of property, plant and [FIRATHE& (B2~

equipment and intangible BB

assets from a former B REEAREBETLEE

associate/an associate 2,590 5,347
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e IR AR M ()

For the year ended 31 December 2019
HE20196F12 A31 BILFE

45. Related Party Transactions (Continued)

45. BHERH (&)

(b) Outstanding balances with related parties: (b) BB REBELEER
Details of the outstanding balances with related parties BEEST N AREEERTERNZ
are set out in note 29 to these consolidated financial LR G M HMERNFE29 -
statements.
(c) Guarantees provided by related parties: (c) FAEBAREMNER:
The Group’s bank loans amounting to RMB15,000,000 3“201 9F12HA31H  "EBWIR
(2018: RMB10,112,000) as at 31 December 2019 B A ARE15,000,00075(2018
were guaranteed by LI Xiangli (2018: LI Xiangli and $ : AR#10,112,0007T) © BZEMH
ZHANG Alying). (20184 : FRF RKE ) EH
ER o
The Group’s other borrowing amounting to MR2019F 12 A31H A& @ K
RMB40,134,000 (2018: RMB56,404,000) as at 31 H fh & 5" A K % 40,134,000 7T
December 2019 was guaranteed by Leon Cornerstone (20184 : AR¥56,404,0007T) °
Investment Holding Limited owned by LI Xiangli, Hawk F Leon Cornerstone Investment
Flying Investment Holding Limited owned by Liu Yi and Holding Limited (FB R A #EH ) -
Swan Stone Investment Holding Limited owned by Hawk Flying Investment Holding
ZHANG Alying with pledged shares which representing Limited (3 2% A ) & Swan Stone
approximately 27.73% of the total issued share capital Investment Holding Limited ( f1 38 &
of the Company. This borrowing was also guaranteed REER)EHER  ERROEERRD
by LI Xiangli and ZHANG Aiying. RIE B TRR AN B ERL) 27.73% © bfE
FINERERA RRE EIEHER -
(d) Compensation of key management (d FEBZEEEBEAENME
personnel of the Group:
2019 2018
20194 20184
RMB’000 RMB’000
AR¥T AREEFTT
Short-term employee benefits %2 2i{E E &7 6,327 6,785
Pension scheme contributions EIRE TSI 388 302
Equity-settled share option DESEERNEIRER S
expense 414 707
7,129 7,794

In the opinion of the directors of the Company, the
transactions between the Group and the related
parties were based on prices mutually agreed between
the parties and conducted in the ordinary course of
business.
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Notes to the Consolidated Financial Statements (continued)

e SRR (B

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

46. Particulars of Principal Subsidiaries of 46. AQATTEMB A TS
the Company

Details of the subsidiaries directly and indirectly held by the RMEHR AR EEAEZFEENNH
Company at the end of the reporting period are set out below: BARFEWNT
Place of Issued
incorporation/ ordinary/
registration registered Percentage of equity
Name and business share capital attributable to the Company Principal activities
£ AT/ BRIEE/ FRIEERERAL TEER
BEREENY iR
2019 2018
019% 185
Direct Indirect Direct Indlrect
B B B B
China Leon Inspection British Virgin US$1.00 100 - 100 - Investment holding
Holding (BVI) Limited Islands 100%TT FERR
EB4mRRE
Huaxia Leon Inspection Limited Hong Kong HK$100 - 100 - 100 Investment holding
5 ERRERLA 5 10077 REER
Beiing Huaxia Lihong Commodity Inspection The PRC RMBS50,000,000 - 100 - 100 Coal inspection
Co,, Lid. HE ARE50,0000007 Rirmg
IRERNEBRRRERAT
Top One Qualty Management British Virgin US$50,000 100 - 100 - Investment holding
Consultant Limited Isiands 50,000%7 RERR
ABERRES
HongKong Top One Global Limited Hong Kong HK$1.00 - 100 - 100 Investment holding
BEE-RRERAR &k 10087 REER
Inner Mongolia Lihong Supply Chain Quality The PRC RMB10,000,000 - 100 - 100 Standard technical
Technology Co., L. e ARE and quality control
REHNRRENEERIERAA 10,000,007 technical senvioss
BER I RE S
5l
Asia Leon Inspection Holding Limited British Virgin 1S850,000 100 - 100 - Investment holding
Islands 50,000%T RERR
EB4mREE
Leon Overseas Pte. Ltd. Singapore SGD1,000,000 - 51 - 51 Inspection and testing
i1 1,000,003 07T of commodities
At A
Saybolt (Singapore) Pte. Ltd. Singapore SGD341,714 - 51 - - Inspection and testing
N 34 TR (note 37) of commodities
(A7) AnkB R
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46. Particulars of Principal Subsidiaries of 46. AN RIEEMEB A RFE (E)
the Company (Continued)

Place of Issued
incorporation/ ordinary/
registration registered Percentage of equity
Name and business share capital attributable to the Company Principal activities
£ HRRL/ BRfTER/ FRAEGEEAM TEER
BERERLY ERRA
2019 2018
20195 AN18%F
Direct Indirect Direct Indirect
B 5 8% B
Leon Inspection & Testing Inclia INR500,000 - 4 - 4 Inspection and testing
Indlia Private Limited & 500000E1L (note i) (note i) of commodities
(HEEiii) (MEii) AR
Pt. Leon Testing and Consultancy Indonesia IDR10,005,000,000 - 51 - 51 Inspection and testing
Gl 10,005,000000E02 /& of commadities
AR A
Leon Inspection and Australia AUD1.00 - 51 - 51 Inspection and testing
Testing Ausiralia Pty Ltd. 2 10087 of commodities
AR A
Leon Inspection Testing Malaysia MYR1,000,000 - 51 - 51 Inspection and testing
Senvices San. Bhd Y] 1,000,000 5% of commadities
AR
Leon Inspection & Testing Pakistan PRK40,000,000 - 4 - 4 Inspection and testing
Private Limited BREFE  40,000,000BEHBEL (note i) (noteii) of commodities
(H&Eiii) (Msii) AR
Saybolt (Tianjin) Metrology & Inspection Co. Ltd. ~ The PRC US§1,150,000 - 4 - 51 Inspection and testing
T8 (R kiR EERAR G 115000057 (note i and ii) of commadities
(P&Ei i) AR
Leon Overseas (Hong Kong) Limited Hong Kong HKS1.00 - 4 - 51 Inspection and testing
&k 100%T (note i and ii) of commadiies
(P&Ei i) AR A
Leon-Saybolt Inspection & Testing San Bhd. Brunei B$1,000 - 51 - - Standard technical
PE 1,000 (note i) and qualty control
(i) technical servioes
BRI RE S
il
Qinhuangdao Lihong Coal The PRC RMB1,000,000 - 100 - 100 Coal and coke testing,
Testing Co,, Lid. G ARE1,000000 inspection and
REENBERRE relevant senvice
ERAA RRRERRA -
R REER
Tangshan Huaxia Lihong The PRC RMB1,000,000 - 100 = 100 Inspection, testing,
Commadty Inspection G AR 1,000,007 appraisal and inspection
Co,, Ltd. technology development
EUEE NEBRRRERAT R& - RA FERER
U
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the Company (Continued)

46. Particulars of Principal Subsidiaries of

Notes to the Consolidated Financial Statements (continued)
4 AR

e B HmR T (8

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

46. ALNBEEMBEAAFE (&)

Place of Issued
incorporation/ ordinary/
registration registered Percentage of equity
Name and business share capital attributable to the Company Principal activities
£ AL/ BRIEE/ FRIEERERAL TEER
BEREENY iR
2019 2018
219% 185
Direct Indirect Direct Indlrect
E# B B B
Tianjin Huaxia Lihong Coal The PRC RMB1,000,000 - 100 - 100 Coal and coke
Testing Co., Ltd. H AR 10000007 ingpection
REEE NRERRIERAT RRRERRS
Nanjing Lihong Coal Testing Co., Ltd. The PRC RMB3,000,000 - 100 - 100 Coal, coke and
BRBERBHERAT G ARE3,0000007 minerals inspection
R ERRENRR
Guangzhou Lihong Coal The PRC RMB1,440,000 - 100 - 100 Professional
Testing Co,, Lid. EF ARE14400000 technique service
ENNsRRREERAR BERRE
Hebei Lihong Minrals The PRC RMB3,000,000 - 100 - 100 Coal inspection
Inspection Co., Ltd. G AR%3,000,0007T technique advisory
M NERERRS senice
ERLA e SRR
Hunan Lihong Coal Testing Co., Ltd. The PRC RMB3,000,000 - 100 - 100 Coal, coke and
HENBEREIERAT #1 AE#3,0000007T0 mingrals testing and
inspection
B ERREIRER
it
Zhuhai Lidaohongtu Coal The PRC RMB1,000,000 - 100 - 100 Coal and minerals
Testing Technology Services Co., Ltd. T AR 10000007 testing, inspection
e NERRR RN EREERAA and advisory
services
RRRENRA - 8%
JEs
Bejing Huaxia Lhong The PRC RMB1,000,000 - 100 - 100 Software
Software Development Co, Ltd. EP ARE1,000,0007T development,
FREENREARERRAT technique senvice
and sale of
computers and
equipment
HHAE  RORER
EhRREHE

B BRI AR AR « 2019FERE 237



Notes to the Consolidated Financial Statements (continued)

e R AR ML (8

For the year ended 31 December 2019
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46. ALNBEEMERAFE (&)

46. Particulars of Principal Subsidiaries of

the Company (Continued)

Place of Issued
incorporation/ ordinary/
registration registered Percentage of equity
Name and business share capital attributable to the Company Principal activities
£ AL/ BRIEE/ FRAEERERA TEER
BEREELY HRA
2019 218
019% 0185
Direct Indirect Direct Inclrect
ER B B 3
Tianjin Shengde Tiangong The PRC RMB10,000,000 - 100 - 100 Scientic research,
Sampling Technology Co., Lid. G AR%10,0000007 technique service
REEERTRERITERAT and business
senvice
FH - BeflifRis
Riazk
Shaanxi Huaxia Lihong The PRC RMB50,000,000 - 55 - 56 Qualty Inspection
Commoatty Inspection Co., Lid. G AR 500000007 Senice
WESEDABRARARAT REREES
Huoerguosi Huaxialhong The PRC RMB1,000,000 - 100 - 100 Product qualtty
Qualty Technical Senvice Co,, Ltd. G AR%1,000,0007T control, inspection,
ERRIEE NRESRIREARAT evaluation
Supenvision, testing
and relevant
technique service
EmESE)
% AR
AR RE
Leon Sanitary Inspection The PRC RMB1,000,000 - 100 - 100 Vector hiological
Technical EF ARE1,000,0007C control technology,
Senvice (Tianjin) Co., Ltd. technological
DRERRERE (R2)ERAR development and
consulting and
chemical products
wholesale and retall
BRI
GUBEYEEE
EERHEREE
Xinjiang Huaxia Lihong The PRC RMB5,000,000 - 100 - 100 Qualty inspection
Commadity Inspection Co., Lid. G AR%5,000,0007T senvioe
TR NEERRRERLT EEr i
(Guangzhou Lihong Energy Testing Technology The PRC RMB5,000,000 - 100 - 50 Coal, coke and
Co., Ltd. e ARE50000007 (note i (note 378) minerals inspection
BM e RRARTERAA (H3Eii) (FizkarB) R ERRENRS

*

. A& R B S A A )AL R EE A 2R
XaH MmEFEARMNRNS
BAARAREEEENEEBEL
AP °

The English names of the companies registered in the PRC,
represent the best efforts of the management of the Company
in directly translating the Chinese names of the companies as
no English names have been registered.

238  China Leon Inspection Holding Limited  Annual Report 2019



46.

Notes to the Consolidated Financial Statements (continued)

Particulars of Principal Subsidiaries of
the Company (Continued)

(i) During the year ended 31 December 2019, the Group
disposed of 20% equity interests in Saybolt Tianjin and Leon
HK. Further details are included in note 38 to the consolidated
financial statements.

(ii) During the year, the Group acquired 50% of issued equity
interest of Guangzhou Lihong Energy from non-controlling
interest. Further details are included in note 38B to the
consolidated financial statements.

(iii) These companies are subsidiaries of Leon Overseas. The
interests disclosed here represented the Group’s effective
equity interests in these subsidiaries. The directors of the
Company are in the opinion that the Group has control over
these subsidiaries through its control over Leon Overseas, a
non-wholly owned subsidiary of the Company.

All these companies were incorporated with limited liability.

The table below shows details of non-wholly subsidiaries of

e SRR (B

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

46. ALNBEEMBEAAFE (&)

(i)

(i

HRKEAE I Leon HKE)20% #E

ZE2019FE 12 A3 BILEE - A%£E
=
- HBENGAE T BREW T

#
i
<

w

8

o

FR - ANEE IR RS R EMN
MEREIR 60% O BTN a3 — Rf
BHNERE B HRRMITE38B

%2 7]/ Leon Overseas FMEAA]
IhEEBEOE S ANERRZENB R
ANERER ARREZTRAELAER
B E ¥ Leon Overseas (AR AIHFER
BB AR BRI EZ 5 A R A
TE o

PIEZE ARG EMKLABRAF]

TREHAEEHEE ERNIE ARSI

the Group that have material non-controlling interests: 2EWBRRINFE
Proportion of
Place of ownership
incorporation interests and voting Profit (loss)
Name of and place rights held by non- allocated to non- Accumulated non-
subsidiary of business controlling interests controlling interests controlling interests
HEATER AL FERERRNE AREFERERHTIRE (58 EHE I
HEREELY WAEERRRE
{Epil
2019 2018 2019 2018 2019 2018
20195 2018% 2019% 2018% 2019F 018%
RMB’000 RMB'000 RMB’000 RMB'000
ARETR  ARETT  ARETR  ARETR
Leon Overseas (i Singapore 49% 49% 1,352 (9,254) (4,495) (7,181)
EpI
Individually immaterial
Subsidiaries with
non-controlling interests 2,812 2,288
FEFERERY
{ERIEER
HEAT
(1,688) (4,899)
0] During the year ended 31 December 2019, the non- 0] BE2019F 12 A31BIEFE © JEIER

controlling interests pledged their equity interest to the Group
for the shareholder’s loans provided by the Company to Leon
Overseas.

P ASBEER T ERAER - &
HUZRA A][A Leon Overseas {2 HIRE R E

T
A °
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For the year ended 31 December 2019
HE20196F12 A31 BILFE

46. Particulars of Principal Subsidiaries of

the Company (Continued)

Summarised financial information in respect of each of the

Group’s subsidiaries that has material non-controlling interests

is set out below. The summarised financial information below

represents amounts before intragroup eliminations.

Leon Overseas

46. ALNBEEMERAFE (&)

BRBEE GRS ARE S E A
MM BERBEHIINT - TXWHBE
HREED2|REANEIE AT

Leon Overseas

2019 2018
2019 20184
RMB’000 RMB’000
AR%ET T ARBETIT
Current assets mENEE 94,593 38,088
Non-current assets ERBEE 45,575 13,476
Current liabilities mENEE (60,654) (15,182)
Non-current liabilities JEMENEE (90,503) (50,924)
Equity attributable to owners NAREEB AEGREE
of the Company 6,494 7,361
Non-controlling interests Leon Overseas B FE1E AR i 2
of Leon Overseas 6,239 7,072
Non-controlling interests of
Leon Overseas subsidiaries Leon Overseas /&2 ] AY FEIE A 25 (1,744) 109
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For the year ended 31 December 2019
HZE2019F 12 31 BILFE

RAREBME L RFHE (E)

46. Particulars of Principal Subsidiaries of

the Company (Continued)

Leon Overseas (Continued)

46.

Leon Overseas (#&)

2019 2018
20194 20184
RMB’000 RMB’000
AR%ET T AREFTT
Revenue WA 155,415 43,116
Expenses 53 (153,401) (61,541)
Profit (loss) for the year FRFE (EE) 2,014 (18,425)
Profit (loss) attributable to RAEIHEB AEIENE (EE)
owners of the Company 662 9,171)
Profit (loss) attributable to Leon Overseas B 3E1E AR i 2
the non-controlling FEAEFIE (E518)
interests of Leon Overseas 636 (8,811)
Profit (loss) attributable to Leon Overseas K1 & A 7]
the non-controlling B FEPE AR fE o FE (L T B (JB548)
interests of Leon Overseas
subsidiary 716 (443)
Profit (loss) for the year FAF)E (E8) 2,014 (18,425)
Other comprehensive income RAREE AEEEM 2 ERES
attributable to owners
of the Company 204 -
Other comprehensive income Leon Overseas B 3F1E AR 1 25 FE G
attributable to the Efh2mlEs
non-controlling interests of
Leon Overseas 197 -
Other comprehensive income FREMEEKES
for the year 401 -
Total comprehensive income AAREE AEEEERE (FY) 25
(expense) attributable to
owners of the Company 866 (9,171)
Total comprehensive income Leon Overseas B 3E1E A 1 25 FE A
(expense) attributable to the 2HKREREE
non-controlling interests of
Leon Overseas 833 (8,811)
Total comprehensive income Leon Overseas fit B A ) FEIE A i 2
(expense) attributable to the FEiheEkE () 858
non-controlling interests of
Leon Overseas subsidiaries 716 (443)
Total comprehensive income FREEWE (FX) 8%
(expense) for the year 2,415 (18,425)
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HE20196F12 A31 BILFE

47.

48.

Comparative Figures

The comparative figures of certain items stated in the
consolidated statement of profit or loss and other
comprehensive income have been represented to conform to
the current year's presentation.

Event After the Reporting Period

The outbreak of the novel coronavirus and the subsequent
quarantine measures as well as the travel restrictions imposed
by many countries have had a negative impact on the
operations of Group, as most of the Group's operations are
located in various provinces in Mainland China and Singapore.

Due to the inherent nature and unpredictability of future
development, the actual financial effects could be different
depending on the future development of the outbreak,
government policies and measures in response to the
outbreak. The management team will continuously monitor the
development and further strengthen cost control and improve
the quality of services and business.

The actual financial effects, if any, will be reflected in the
Group's future consolidated financial statements.
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49.

Notes to the Consolidated Financial Statements (continued)

Statement of Financial Position of the

Company

Information about the statement of financial position of the

e SRR MY EE ()

For the year ended 31 December 2019
HZE2019F 12 31 BILFE

RRAHBARRR

RI|BEMREBARRFHARLRNE R

Company at the end of the reporting period is as follows: LR
2019 2018
2019 F 20184
RMB’000 RMB’000
AR¥ET T AREFIT
NON-CURRENT ASSETS EREBEE
Property, plant and equipment Y% - BB RS 1 5
Investment in a subsidiary EMTE AR 58,044 54,978
Amounts due from subsidiaries R ENGIE ¢ 67,093 -
Right-of-use assets FREEE 457 -
Total non-current assets IERENE ELE 125,595 54,983
CURRENT ASSETS REEE
Other receivables H fib e U o8 312 474
Amounts due from subsidiaries FEURBH B A B FIE 73,274 88,256
Cash and cash equivalents HekReEEY 2,115 49,301
Total current assets MENEERE 75,701 138,031
CURRENT LIABILITIES REBEE
Other payables E e FRIE 16,569 11,262
Other borrowings HAb K 40,134 56,404
Interest payables JERTHLE 1,006 1,472
Lease liabilities HEaFE 301 -
Total current liabilities mE B EET 58,010 69,138
NET CURRENT ASSETS RBEEFE 17,691 68,893
TOTAL ASSETS LESS CURRENT BEABRRBARS
LIABILITIES 143,286 123,876
NON-CURRENT LIABILITIES kRBERE
Lease liabilities HEAE 143 -
Net assets BERE 143,143 123,876
EQUITY e
Share capital &N 131 131
Reserves 1 143,012 123,745
Total equity T AERR 143,143 123,876
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49. Statement of Financial Position of the

49. ALQ BB &K (&)

Company (Continued)
Note: A summary of the Company’s reserve is as follows: RAREBHENT -
Capital Share Retained profits
reserve option (accumulated
(Note) reserve losses) Total
BAGE REFE
(Fff=E) BRERE (R&tE8) @t
RMB’000 RMB’000 RMB’000 RMB’000
AREFTT AREFT AREFT AREFT
At 1 January 2018 R2018F1 /18 125,869 627 (3,367) 123,129
Profit and total comprehensive  FAAIE R 2 E AL
income for the year - - 9,063 9,063
Final 2017 dividend declared B EIE2017 FRERE - - (10,000 (10,000
Equity-settled shares option PMEREE OBERIER B
arrangements - 1,553 - 1,653
At 31 December 2018 R2018F 12 A31H 125,869 2,180 (4,304) 123,745
Profit and total comprehensive  FAAER 2 ERHEHE
income for the year - - 21,423 21,423
Final 2018 dividend declared EEIR2018FRERE - - (3,000) (3,000)
Equity-settled shares option DRSS MBERER
arrangements - 844 - 844
At 31 December 2019 12019612 A31H 125,869 3,024 14,119 143,012
Note: The amounts represent for i) the share premium of et ZEeBA)IARRBBEITRA

the issued share capital of the Company; and ii) the
difference between the nominal values of the ordinary
shares issued by the Company and the share capital
of subsidiaries acquired through an exchange of
shares pursuant to the reorganisation of the Company
in prior years.
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