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brands and manufacturers of watch accessories. Its

shareholders primarily include the Zhang family and
SWATCH Group, a watch manufacturer and distributor of
international repute.

As of 31 December 2019, the Group owned a retail network
comprising: Elegant (high-end internationally renowned
watch brands), Hengdeli/Watchshoppe (mid-end and
mid-to-high-end internationally renowned watch brands) and
single-brand boutiques. The Group had 77 retail outlets,
selling watches from more than 50 internationally renowned
brands in Hong Kong, Macau, Taiwan and Malaysia.
Meanwhile, the Group provides integrated after-sales
warranty maintenance for internationally renowned-brand
watches.

The Group owns a number of watch accessories
manufacturing enterprises, of which the business covers
manufacturing of furniture and items used for watch sales
and watch packaging products, commercial space design,
production and decoration, serving customers throughout
the Greater China Region, Asia Pacific and other countries
and regions including Switzerland and the United States etc.

The Group maintains sound and in-depth collaboration with
many world-renowned premier brand suppliers including
SWATCH Group, LVMH Group, RICHEMONT Group and
KERING Group.

The Company has been listed on the Main Board of the
Hong Kong Stock Exchange since 2005 with stock code
3389. The stock name is Hengdeli in short.
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Sound, steady and long-term operations,
creating greater value for shareholders and the society.
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Dear Shareholders,

On behalf of the board of directors (the “Board”), | am
pleased to present the annual report of Hengdeli Holdings
Limited (the “Company”) and its subsidiaries (the “Group”),
for the year ended 31 December 2019 (the “year” or the
“year under review”), for your review.

In 2019, world economic growth remained weak amid continuing
global turmoil and significantly higher levels of risk exposure.
Due to the various unfavorable factors, including China-US trade
friction, the downward pressure on China’s economy increased.
Hong Kong’s economy suffered severely amid the geopoalitical
unrest. These have brought about various risks and challenges
in the course of corporate operations, especially in the second
half of the year. The Group adhered to its established strategy of
healthy and stable growth. In the first half of the year, the Group
achieved satisfactory results, however, the Group was in the
doldrums and recorded a notable decline in its performance for
the second half of the year.

As of 31 December 2019, the Group recorded revenue of
RMB2,417,181,000 (2018: RMB2,687,248,000), representing
a year-on-year decrease of 10.0%; among which retail sales
amounted to RMB1,678,209,000 (2018: RMB2,093,852,000),
representing a year-on-year decrease of 19.9%; the
revenue from the industrial group and others amounted to
RMB738,972,000 (2018: RMB593,396,000), representing a
year-on-year increase of 24.5%. Due to the decline in retalil
revenue in Hong Kong, impairment of goodwill and impairment
of right-of-use assets related to the retail business in Hong
Kong; impairment of other assets and provision of inventory,
the Group recorded a loss of RMB324,117,000 (2018: profit of
RMB79,249,000), and loss attributable to equity shareholders
amounted to RMB332,520,000 (2018: profit of RMB68,746,000).
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Taiwan, where the proportions of sales were relatively small,
have not suffered from the same factors as Hong Kong,
yet they also faced overwhelming challenges arising from
industry risks. As of 31 December 2019, the Group operated
a total of 77 retail outlets in Hong Kong, Macau, Taiwan and
Malaysia. The overall sales decreased significantly, a 19.9%
decrease as compared to the same period last year.

During the year under review, the industrial group
adopted an aggressive strategy. On the basis of regular
standardization, automation, informatization and continuous
improvement of service standards, the Group started to set
up new and high-standard production bases, vigorously
expanded production scale, and initiated innovation in
production model, thereby winning extensive praise from
customers. The Group further extended and deepened
cooperation with brands so as to facilitate expansion of
the related businesses and further increase profits. The
overall strength of the industrial group will continue to
enhance, which will become a powerful engine for the future
development of the Group.

The Group’s core values of “respect, commitment,
cooperation and innovation” have enabled us to build a solid
foundation for corporate governance and fulfilment of social
responsibilities. Believing that business exists as a part of
society and prospers along with it, the Group, apart from
its efforts in achieving business results and creating brand
value, has been improving its social values by protecting the
environment, managing environmental quality, conserving
resources and developing talents. The Group also actively
participated in public welfare activities with an aim of
growing together and sharing with the community.

At present, the global political turmoil is growing more
severely. World economic growth continues to slow
down, while Hong Kong’s economy is still suffering from
unprecedented pressure, which makes business operations
difficult. Due to the impact of the epidemic, China's economy
is also facing certain challenges. However, the sound and
stable fundamentals of China’s economic development
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and potential for domestic demand, China’s high-speed
economic growth will continue with the upgrading
of consumption. By continuously leveraging its core
competitiveness, the Group will progress with innovations
and constantly seek new business opportunities in order to
keep the enterprise healthy and move forward steadily.

In 2020, the Group will continue to adhere to the principle
of “sound, steady and long-term operations.” Based on
the long-term stability and sustainable development of
the overall business, we will explore and practice the new
development model of the Group with an open mind and
innovative thinking. By adjusting the structure, we will
safeguard healthy development and seek sustainability. To
exploit China’s long-term and stable economic development
environment, we will concentrate on expanding the
production of watch accessories that can bring stable
and sustainable income to the Group and conduct deeper
cooperation with brand suppliers and international peers
in various ways. At the same time, with the new industrial
production bases, the limited diversification process of
industrial production will be fully extended to seek a newer
and broader development model for the Group, so as to
achieve a new breakthrough in the development of the
Group, and create more value for shareholders and society.

On behalf of the Group, | would like to express my sincere
gratitude to our shareholders, suppliers, customers and
other business partners for their ongoing trust and support,
as well as to all our staff members for their dedication and
wholehearted contributions over the past year.

By order of the Board
Zhang Yuping

Chairman

Hong Kong, 5 June 2020
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During the year under review, the Group’s business was
primarily focused on the sale of internationally renowned-
brand watches, comprehensive related customer
services and maintenance in Hong Kong, Macau, Taiwan
and Malaysia, watch accessories manufacturing and
e-commerce, etc.

Retail Network

The Group’s retail network is mainly located in Hong Kong,
Macau, Taiwan and Malaysia where retail stores mainly
included “Elegant”, “Hengdeli”’/“Watchshoppe”, and certain
single-brand boutiques. “Elegant” stores are mainly located
in Hong Kong, selling high-end internationally renowned-
brand watches, while “Hengdeli’/*Watchshoppe” stores are
mainly located in Taiwan and Malaysia, selling mid-end and
mid-to-high-end internationally renowned-brand watches.
Following the adjustments and optimization, the Group
operated a total of 77 retail outlets in above-mentioned
regions as of 31 December 2019, details of which are set
out below:
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As of 31 December 2019
BE-_Z—-AFE+-A=+—HL

Hong Kong Taiwan/
and Macau Malaysia Total

=) V4
R BRAE D et
Elegant —BAK 7 1 8
Hengdeli/Watchshoppe =15¥]Watchshoppe 37 38
Brand boutiques mIEEEE 13 18 31
Total @t 21 56 77
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including SWATCH Group, LVMH Group, RICHEMONT
Group and KERING Group, etc. As of 31 December
2019, the Group was engaged in the distribution of over
50 international brands from the above four major brand
suppliers and other independent watchmakers, including
Breguet, Blancpain, Bulgari, Cartier, Girard-Perregaux, Harry
Winston,
Parmigiani, Vacheron-Constantin, Tissot, Zenith, and Hublot,
etc. During the year under review, the Group continued
to step up its efforts in adjusting the brands to optimise
its brand portfolio, paving the way for long-term business
development and stabilizing overall sales performance.

IWC, Jaeger-LeCoultre, Longines, Mido, Omega,

In 2019, world economic growth remained weak amid
continuing global turmoil and significantly higher levels
of risk exposure. Due to the various unfavorable factors,
including China-US trade friction, the downward pressure
on China’s economy increased. These have brought
various risks and challenges to the corporate operations,
especially in the second half of the year. Hong Kong’s
economy suffered severely amid the geopolitical unrest.
As a result, the Group’s overall sales of renowned watches
dropped significantly and we recorded a notable decline in
performance, a decrease of 19.9% as compared to the same
period last year.

Hong Kong and Macau

The Group’s retail business in Hong Kong mainly focuses
on high-end brands, including Blancpain, Breguet, Bulgari,
Cartier, Chopard, Franck Muller, Girard-Perregaux, Harry
Winston,
Parmigiani, Vacheron Constantin, Zenith, Glashutte Original,

Ulysse Nardin, Jaquet Droz, Breitling, etc.

IWC, Jaeger-LeCoultre, Omega, Panerai, Piaget,
In order to
adapt to diverse consumer preference and changes in the
structure and consumption patterns of visitors to Hong Kong
in recent years, the Group also started to deploy multi-layer
brand positioning in Hong Kong,
to-high-end brands and marketing some well-known brands
from independent international watchmakers such as HYT,
Christophe Claret, Greubel Forsey, MB&F, Armin Strom,
Moritz Grossmann, in order to expand its market share and
maintain its leading position in Hong Kong.

introducing certain mid-
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mainly located in prime commercial districts such as Tsim
Sha Tsui, Central and Causeway Bay. During the year under
review, the Group opened several new shops in K11 MUSEA
and other shopping malls in Tsim Sha Tsui. These shops
were planned to be invested during the first half of the year,
when Hong Kong'’s business environment was still favorable.
Considering that these shops are located in prosperous
commercial districts in Hong Kong, with prime locations and
excellent brands, they will not only enrich the retail brands
of watches, but also greatly help the Group to improve its
overall sales in Hong Kong. However, it was unexpected that
Hong Kong'’s geopolitical conditions would suddenly change
during the second half of the year and the business would
plunge. As of now, there is still no sign of easing off.

During the year under review, the political and economic
situation in Hong Kong was extremely grim. The continuous
China-US trade disputes, the geopolitical unrest, the rise in
commodity prices caused by the devaluation of the RMB and
the downturn in the global economy continually weakened
the sentiment in Hong Kong'’s consumer market. The number
of visitors thus continued to decrease, while local consumers
and a very small number of visitors maintained a cautious
consumption attitude. In such an environment, the Group’s
sales of renowned watches in Hong Kong have been
significantly affected, with a decrease of 23.0% compared
with the same period last year.

Despite the unfavorable business environment, the Group
remained committed to intensive operation management,
continuously strengthened the training of employees at
all levels. The Group improved the services at the front-
line, strengthened talent reservoir and segmenting, and
strived to reform the management model. In addition, the
Group has continuously strengthened its marketing, actively
allocated more resources in marketing, and worked more
closely with more international brands in advertising, VIP
activities and other promotional activities. Through social
networking platforms such as Facebook, Weibo and WeChat,
we established and maintained good interactions with
consumers, to seize opportunities.

16 Hengdeli Holdings Limited Annual Report 2019
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recently, world economy has not yet recovered from its
slowdown, and the geopolitical unrest that has been
troubling Hong Kong society has not shown any sign of
easing off. Coupled with the impact of epidemic, Hong Kong
economy is still suffering from unprecedented pressure,
which makes business operations difficult. The Group will
adapt to market conditions, take advantage of the situation
and actively seek breakthroughs to ensure the long-term
stability of the Group.

During the year under review, the operation of the “Hengdeli”
store in Macau was basically similar to that in Hong Kong,
with no significant increase in sales.

Taiwan and Malaysia

During the year under review, the Group’s retail business
in Taiwan was in the process of network building and
nurturing. The Group operated a total of 50 retail outlets in
Taiwan as of 31 December 2019, mainly located in prime
districts including Taipei, Taichung, Kaohsiung, Hsinchu
and Chiayi. Except for one “Elegant” shop which sells top-
end watches, all other retail outlets are brand boutiques
and “Hengdeli” shops which sell mid-end and mid-to-high-
end watch brands. Brands of watches sold are mostly mid-
end and mid-end to high-end, which mainly include Omega,
IWC, Certina, Hamilton, Longines, Rado, TAG Heuer, Tissot
and Gucci, etc.

During the year, sales in Taiwan remained basically stable
and did not have much change compared to that of last
year. The sales target is still mainly local customers. In view
of the current political and other situations, it is anticipated
that there will still be no breakthroughs in sales in Taiwan
in 2020. The Group will strive for stable development and
improve its management.

The Group operates six stores in Malaysia, selling mid-
to high-end brands, mainly including Certina, Hamilton,
Longines, Rado, TAG Heuer, Tissot, Montblanc, Mido,
Maurice Lacroix, Oris, and Bell & Ross. During the year
under review, Malaysia team continued to strengthen its
management, improved brand portfolio, and enhanced sales
staff’'s knowledge of products and sales skills. As a result
of these efforts, our sales of renowned-brand watches in
Malaysia maintained a good momentum of increase during
the first half of the year. However, in the second half of
the year, as the surrounding political situation and brand
operations have brought about significant adverse effects on
the sales, profits from main operations have declined.
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4 ; e Gr0up to consumers, providing customers with
assurance and confidence. The continuing training provided
by brand suppliers to the Group’s technical personnel and
the human resources policy of recruiting talents worldwide
have ensured the Group to have its own elite technicians
and maintain the world-class cutting edge of maintenance
expertise.

he solemn commitments made

The real-time repair and maintenance networks in retail
stores of all regions and the watch repair and maintenance
centers located in Hong Kong, Taiwan and Malaysia
ensure timely delivery of all-round after-sale services to
customers. Top international watch technicians and high-end
maintenance equipments have provided international top
quality watch repair and maintenance services to customers
so as to strive for perfection in customer services. The
Group has maintained good cooperation relationship with
brand suppliers. As of 31 December 2019, the Group has
become the maintenance agent for 108 international brands,
of which the Group is the exclusive maintenance agent for 5
brands.

Industrial Group

The Group has a relatively mature industry value chain for
watch accessories, mainly spanning from the manufacturing
of watch accessories and packaging products to commercial
space design, production and decoration. The relevant
subsidiary companies are mainly located in Shanghai,
Suzhou, Guangzhou and Dongguan. The subsidiaries have
earned a solid reputation in their respective fields, forming
tight relationships, mutual trust and interest sharing with
brand suppliers. A wide customer base covering China,
Switzerland, the United States and other nations in the Asia
Pacific region etc. has been established.

18 Hengdeli Holdings Limited Annual Report 2019

qu‘E' & ITHE’ § .
ﬁ@xﬁ%%ﬂ'\];ﬁ;ﬁiﬁkﬁﬁ CHERAEELSTHES
WREELRE - MERERG TEBRMMA
BEMFEEINLERSERATBENANE
TRBUR + TR T ASBE IR R YA B AR
R AR F5 B B B S 2 O AE (S 31T o

AEENEHWTEEIRBEREEHER X
EEE GERSROATRETFHREEDL
REFPREEMBEZEMERRS - BRIERTF
EEE R EmEEREREFREHEBR R
FREERRERY  BRBEBELF - K

SE-EHEEmEHBRARFKERINAIEH
# BE_FT-NAFT_A=+t—HLE &K

B S108EEIFR MR ERIE - HRBREE
RIE5E -

IxR&EHE
AEBFEELBRANFREEERERE -
HEFRARDAMER LB - &N BN RERSE
=3 %ﬂ‘%%"f%i@giﬁmﬁﬁ%&ﬁﬁ
EmEIE  BEZHERMEEREES -
ZHEFRA ﬂi’:]%_t%EE’UéﬁiJEE_LTEﬂE’UD
B EREEAERARY  BYTEHRE K
FORHAERE EPEETE Wt %
B EAEEMEESE -



" During the year under
an aggressive strategy by vigorously expanding its
scale, enriching its business model, updating its product
design, improving its services as well as automation and
informatization, and took the lead in using advanced
information management systems in the industry, including
ERP (Enterprise Resource Planning), BIM (Building
Information Modeling) and MES (Manufacturing Execution
System). With the progress and extensive application of
R&D on automation, each company has further improved
its technological workflow and significantly enhanced the
product quality and production efficiency. As a result, the
companies won high praise from brand customers and
thereby consolidated their leading positions in the market.
The continuous deepening of informatization has effectively
improved the enterprise’s ability in cost management and
benefit analysis, providing a solid foundation for enterprise’s
data analysis and strategic decision-making.

Despite the unfavorable operating environment, progressive
strategy and scientific management have enabled
various businesses of the industrial group to make major
breakthroughs during the period under review. While sales
continued to rise, the profit of the main business increased
by 7.3% over last year. The major companies showed great
improvement in technology level and scale efficiency,
achieving further improvement of development potential
and competitiveness. During the year under review, the
Group had acquired a piece of land in Hunan, China, and
a larger industrial base is under construction, with an aim
of constantly enhancing the capacity and profits of the
industrial group, laying a solid foundation for the Group’s
sustainable development.

Under the background of the strong industrial strategy of
the Chinese government, the Group will seek opportunities
to conduct industry integration of the upstream and
downstream products, as well as strive for improving
leadership in the industry through fully seizing the
development opportunities, further strengthening the
industrial management together with technical R&D and
innovation, taking quality as the priority and driving growth
by innovation. Meanwhile, the Group will also further explore
the limited diversification of business to expand the business
model and enhance its product pipelines other than watch
accessories. The Group firmly believes that, under the
guidance of proactive strategies, the industrial group will
achieve a further rapid development and become a powerful
engine for the Group’s sustainable development.

ial group adopted
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directions and prospects may be affected by various risk
factors and uncertainties. The major risks and uncertainties
for the Group are identified below. Except as stated below,
there may exist other risks and uncertainties which are
unknown to the Group or are not material at present but

could become material in the future.

Strategy Risk

The business environment in the market keeps changing
over time. Setbacks in economic activities pose particularly
adverse effect on the sale of high-end products. If our
strategies are unable to avert the impact in a timely manner
and be revised according to the situation, the Group may
suffer from uncertainty risk. In this regard, the Group
will closely monitor the market and revise our strategic
approaches from time to time in order to put us on track for
healthy growth.

Commodity Risk

Currently, the Group’s business and operating results to some
extent rely on brand suppliers. If brand suppliers no longer
appoint the Group as their dealer, or maintenance agent, or
there arise quality issues regarding their products, there will
be a risk that the Group’s operating results may fluctuate
vigorously. The Group has maintained good cooperative
relationships with many international brand suppliers, so that
the risk of reliance on any single brand can be reduced, which
attributes to the continuous health of the Group’s business.

Operation Risk

Operation risk refers to the risk that losses will be incurred
because of the shortage or failure of an internal business
process, staffing or system, or attributable to an external
event. Managing the operating risk is, in general, the duty of
each functional department. The Group is of the opinion that
operating risk cannot be eliminated entirely and will have an
impact on our operating results and profits.
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- operating procedures, authorities and reporting
Internal audit department will identify and assess major

operating risks and report any such risk to senior management
for appropriate countermeasures. Take inventory control as an
example, besides scientific management and stringent controls
on its operating process, the Group will also make provisions
so as to control risk to the greatest extent.

Financial Risk

The Group’s financial risks mainly include market risk
and liquidity risk. Monetary condition,
interest rate cycles may pose a risk to the financial position,

interest rates and

operating results and business of the Group.

Market risk refers to the risk that the Group’s earnings
and capital or the ability to achieve the desired business
goals may be adversely affected by changes in exchange
rates and interest rates, etc. The Group timely monitors the
relative foreign exchange positions of assets and liabilities
and makes appropriate adjustments to minimize foreign
exchange risk.
monitored by the Group’s senior management.

Interest rate risk is regularly managed and

Liquidity risk refers to the risk that the Group is unable to
obtain sufficient funds or realize assets, leading to failure
of meeting its contractual obligation when it falls due. In
managing liquidity risk, the Group monitors cash flow and
maintains adequate capital and credit facilities to ensure the
supply of funds for the Group’s operations and reduce the
impact of fluctuations in cash flow.

Talent Pool Risk

Recruiting the right people is an essential factor for the
development of an enterprise. Competition is intense in
the industry and regions in which the Group operates its
business. The shortage or loss of personnel with appropriate
skills or experience could pose a potential risk impacting
the Group’s ability to achieve its goals. The Group provides
competitive salaries and benefits as well as various
incentives to attract the right talent so as to satisfy the needs
of corporate development.
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verely W ’ ‘economic g owth continues to slow
down, while T—|6hg Kong's economy is still suffering from
unprecedented pressure, which makes business operations
difficult. Due to the impact of the epidemic, China’s economy
is also facing certain challenges. However, the sound and
stable fundamentals of China’s economic development
remain unchanged, while the overall trend of steady and
rising momentum on a long-term basis continues as well.
The Group believes that with significantly large market scale
and domestic demands potential, China’s medium to high
speed economic growth will continue with the upgrading
of consumption. By continuously leveraging its core
competitiveness, the Group will progress with innovations
and constantly seek new business opportunities in order to

keep the enterprise healthy and move forward steadily.

In 2020, the Group will continue to adhere to the principle
of “sound, steady and long-term operations.” Based on
the long-term stability and sustainable development of
the overall business, we will explore and practice the new
development model of the Group with an open mind and
innovative thinking. By adjusting the structure, we will
safeguard healthy development and seek sustainability. To
exploit China’s long-term and stable economic development
environment, we will concentrate on expanding the
production of watch accessories that can bring stable
and sustainable income to the Group and conduct deeper
cooperation with brand suppliers and international peers
in various ways. At the same time, with the new industrial
production bases, the limited diversification process of
industrial production will be fully extended to seek a newer
and broader development model for the Group, so as to
realize a new breakthrough in the development of the Group,
and create more value for shareholders and society.
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.change to the relevant Iaws and regulatlons that have major* - ﬁE :

impacts on the business and operation of the Group for

the year. Also, the Group has complied with such laws and
regulations in all major respects covering sale of products,
protection offered by online platforms to brand suppliers,
labor standards, environment protection and anti-corruption
and bribery prevention policies.

FINANCIAL REVIEW

The Group maintained a sound and stable financial position.

Revenue

For the year ended 31 December 2019, the Group recorded
revenue of RMB2,417,181,000 (2018: RMB2,687,248,000),
representing a year-on-year decrease of 10.0%, among
which retail sales amounted to RMB1,678,209,000 (2018:
RMB2,093,852,000), representing a year-on-year decrease
of 19.9%; the revenue from the industrial group and others
amounted to RMB738,972,000 (2018: RMB593,396,000),
representing a year-on-year increase of 24.5%.

In 2019, the global situation was turbulent, risks increased
significantly, and the global economic growth continued
to slow down. Downward pressure on the economy of
China increased due to the impacts of trade frictions
between China and the United States, as well as many
other unfavorable factors. The economy of Hong Kong
was greatly impacted by the geopolitical turmoil, which
led to a rather significant drop in our results. However,
sales of the industrial group still managed to increase due
to the favourable operating environment in China and the

wholehearted dedication of the Group.

U E%ﬁ%&ﬁﬂﬁﬂ}iﬂﬁﬁﬁﬂlﬁ%ﬁﬁ 2

B 3% B B
REEERBROIHHR -

N
BE_T—NF+-_A=+—RHLFE &5
B U A 8% 152,417,181,0007T (AR ¥ o TE)

— =& — )\ 4 : 2,687,248,0007T) * B EF R
,Hﬂ"l'lchO.O% T B 5E1,678,209,0007T
(ZZ— )\4 : 2,093,852,0007T) * &E &R H
TBET19.9% : THEEREFIWA K738,972,000
gt (==& — )\ £ : 593,396,0007T) * Rt £ FF
T245% °

—E-NF - 2RG AL RBRABEE
L HRAREERTHENE ETXBEHE
BEFZTNRARZET  PEKLETTEN
MK BEMGBOARBEF AL KEER
TRANEE XETEBRRARE - MIEE
BARTPBERENELERE - RAKENER
B HEDEMRLH -

FAERARAR ZRUAEEH 25



—E-hEF —E-N\F
RMB’000 % RMB’000 %
AR (F7) BalE AR (F) B

Retail Business TEXERK
Hong Kong 575 1,461,994 60.5 1,898,353 70.6
Taiwan/Malaysia =Y - Yl 216,215 8.9 195,499 7.3
Industrial Group and others T &£EZ 738,972 30.6 593,396 2N
Total @t 2,417,181 100 2,687,248 100

Industrial group and others
IX5EmE
30.6%

Gross profit and gross profit margin

As of 31 December 2019, the Group’s gross profit amounted
to approximately RMB390,504,000 (2018: RMB461,546,000),
representing a year-on-year decrease of 15.4%. Gross
profit margin was approximately 16.2% (2018: 17.2%),
representing a year-on-year decrease of 100bps. The
decrease in gross profit and gross profit margin was mainly
due to the decrease in the retail revenue resulted from the
impact of the economic environment and other factors such
as the increase in the inventory provisions.
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The Group recorded loss of approximately RM8324,117,000'

during the year (profit for 2018 amounted to
RMB79,249,000). Loss attributable to equity shareholders
amounted to approximately RMB332,520,000 (profit
attributable to equity shareholders for 2018 amounted to
approximately RMB68,746,000). The loss was mainly due
to the decrease in retail revenue in Hong Kong influenced
by the political situation and economic environment, the
impairment of goodwill of the Hong Kong retail business and
the impairment of the right-of-use assets related to the Hong
Kong retail business, the impairment of property, plant and
equipment, and the inventory provisions.

Financial status and net debt to equity ratio

The Group maintained a sound and stable financial position.
As at 31 December 2019, the Group had total equity of
RMB3,981,587,000 (2018: RMB4,447,689,000) and net current
assets of RMB2,930,548,000 (2018: RMB3,516,775,000),
with cash and cash equivalents and deposits with
1,713,284,000 (2018: RMB2,189,214,000) and total bank
loans of RMB216,617,000 (2018: RMB143,752,000). As at 31
December 2019, the bank loan amounted to RMB102,733,000
(2018: RMB35,000,000) bore interests at a fixed rate of 3.59%
to 5.10% (2018: 5.22%), and the remaining bank loans bore
interests at floating rates of 1.70% to 3.06% (2018: 1.70% to
1.89%). As at 31 December 2019, approximately 18% (2018:
24%), 29% (2018: 0%), 47% (2018: 76%) and 6% (2018:
0%) of bank loans were denominated in RMB, HKD, NTD
and USD, respectively. The maturity profile of bank loans is
set out in note 21 to the accompanying financial statements.
During the year under review, there was no sign of significant
changes in the Group’s demand for loans in a particular
quarter.

As at 31 December 2019, the Group's total debt amounted
to RMB216,617,000 (2018: RMB143,752,000). The net debt
to equity ratio of the Group was approximately zero (2018:
zero) (Net debt is defined as total debt (which includes total
interest-bearing borrowings) less cash and cash equivalents),
which established a solid foundation for the further business
expansion of the Group.
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‘Group mamtalns a good partnership with a number of banks
which provide financing facilities, and reviews its funding
liquidity and financing needs regularly.

Foreign exchange risk

The Group’s transactions are mainly denominated in
HKD, RMB and NTD. During the year under review,
the foreign exchange movements of such currencies
were managed properly. Accordingly, the Group was
not exposed to significant risks associated with foreign
exchange fluctuations. The Group has not entered into
foreign exchange hedging arrangements to manage foreign
exchange risk but has been actively monitoring its foreign
exchange risk.

Pledge of assets

As at 31 December 2019, the Group had land and buildings
equivalent to RMB142,163,000 (2018: RMB159,374,000)
pledged as securities for mortgage.

Contingent liabilities

As at 31 December 2019,
contingent liabilities (2018: nil).

the Group had no material

Current assets

As at 31 December 2019, the current assets of the Group
amounted to approximately RMB3,441,497,000 (2018:
RMB3,904,184,000), comprising inventories of approximately
RMB1,309,758,000 (2018: RMB1,403,251,000), trade and
other receivables of approximately RMB416,263,000 (2018:
RMB311,719,000), current tax recoverable of approximately
RMB2,192,000 (2018: RMB nil), cash and cash equivalents
and deposits with banks of approximately RMB1,713,284,000
(2018: RMB2,189,214,000).

As at 31 December 2019, cash and cash equivalents of
approximately 11% (2018: 7%), 77% (2018: 90%) and 12%
(2018: 3%) were denominated in RMB, HKD and other
currencies, respectively.
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" As at 31 December 2019, the current liabilities of the

Group amounted to approximately RMB510,949,000 (2018:
RMB387,409,000), comprising bank loans of approximately
RMB142,094,000 (2018: RMB60,429,000), trade and
other payables of approximately RMB221,453,000 (2018:
RMB309,666,000), lease liabilities of approximately
RMB121,586,000 (2018: RMB nil) and current taxation of
approximately RMB25,816,000 (2018: RMB17,314,000).

Capital structure

The Company’s capital structure is composed of issued
share capital, reserves and accumulated profits. As at 31
December 2019, the issued share capital of the Company
was 4,662,666,959 shares (2018: 4,662,666,959 shares),
with reserves and accumulated profits of RMB3,872,278,000
(2018: RMB4,347,114,000) in total.

Significant investment, material acquisition and disposal

The Company has no material acquisitions or disposals
of subsidiaries, associates and joint ventures during the
year under review, except as disclosed in the notes to the
financial statements.

Except as disclosed in the notes to the financial statements,
the Company did not hold other significant investments
during the year under review.

COVID-19

Subsequent to the end of the reporting period, the outbreak
of COVID-19 in January 2020 has caused disruptions to
many industries, including retail industry in Hong Kong.
These disruptions have inevitably posed a significant threat
to the global economy in 2020. Despite the challenges,
governments and international organisations have
implemented a series of measures to contain the epidemic.
The time duration and scope of these disruptions cannot be
accurately assessed at this point in time. Given the dynamic
nature of these circumstances, the financial impact will be
reflected in the Group’s subsequent financial statements.
The Group will closely monitor the development of the
epidemic and assess its impact on its operations.
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is d in the distribution of mid-to-high-end
.g‘oods 'including internationally renowned-brand
watches, related customer services and manufacturing of
related accessory products.

The principal activities of each of the subsidiaries of
the Company which materially affect the results, assets
and liabilities of the Group are set out in note 14 to the
accompanying financial statements.

DISTRIBUTABILITY OF RESERVES

As at 31 December 2019, the aggregate amount of
distributable reserves of the Company was RMB1,338,806,000
(2018: RMB1,341,317,000), which is set out in note 26 to the
financial statements in this annual report.

DIVIDEND POLICY AND FINAL DIVIDEND

The Company’s ability to pay dividends depends on, among
other things, the Group’s current and future operations,
liquidity position and capital requirements. The payment of
dividends by the Company is also subject to compliance
with any restrictions under the Laws of the Cayman Islands,
the memorandum and articles of association of the Company
and any applicable laws, rules and regulations. The Board
will review the dividend policy from time to time and may
exercise at its absolute and sole discretion to update,
amend, and/or modify the policy at any time as it deems fit
and necessary. There is no assurance that dividends will be
paid in any particular amount for any specific period.

The Board does not recommend the payment of any final
dividend for the year ended 31 December 2019 (2018:
RMB1.2 cents per share).

PRE-EMPTIVE RIGHTS

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

FINANCIAL HIGHLIGHTS

The summary of the Group’s results and assets and
liabilities in the last five financial years (for the year ended
31 December) are set out on page 84 of this annual report.
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SECURITIES

During the year under review, neither the Company nor
its subsidiaries purchased, sold or redeemed any of the
Company's listed securities (2018: 21,860,000 shares
repurchased).

As of 31 December 2019, the issued share capital of the
Company was 4,662,666,959 shares (2018: 4,662,666,959
shares).

EQUITY-LINKED AGREEMENTS

Share Award Scheme

On 25 March 2015, a share award scheme (the “Share
Award Scheme”) was adopted by the Company to recognize
the contributions of certain participants to the Company
and to attract suitable personnel for the growth and further
development of the Company.

Subject to any early termination as may be determined by
the Board, the Share Award Scheme shall be valid for a term
of ten (10) years commencing on the adoption date. The
Board may select any participants, other than any excluded
participant, for participation in the Share Award Scheme
and determine the award amount for the purchase of the
awarded shares to be awarded to the selected participants.
The Board is entitled to impose any conditions (including a
period of continued service within the Group), as it deems
appropriate in its absolute discretion with respect to the
entitlement of the selected participants to the awarded
shares. No consideration for the awarded shares is needed
to be paid by the selected participants to the Company. The
Board shall not make any further award of awarded shares
which will result in the nominal value of the shares awarded
by the Board under the Share Award Scheme exceeding
10% of the issued share capital of the Company as at the
adoption date. The maximum number of shares which may
be awarded to a selected participant under the Share Award
Scheme in a 12-month period shall not exceed 0.5% of the
issued share capital of the Company as at the adoption date
or such number of shares as determined by the Board from
time to time.
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During the year, the Company granted 30,000,000 awarded
shares to the employees of the Group (three of them were
the executive directors of the Company) on 24 April 2019.
The closing price of the awarded shares of the Company on
the reference date was HKDO0.405. The vesting date of the
awarded shares was 26 April 2019. Details of the grant of
awarded shares are as follows:

REEZR  AABR-_ZE—AEMA-+mA
MASBET (EF=ABKRARNITES) &
i 88 B A% $9.30,000,000% * 2 E BB M E
B0.405%87T - FEHHA—T—NFNA=+
ANH - B RBRONABERNAT :

Number of awarded
shares (share)

RBROEE (&)

Independent third parties BYE=F 10,000,000
Connected persons BAE AL
— Mr. Zhang Yuping — REITF LA 12,000,000
— Mr. Huang Yonghua — EOKESLAE 4,000,000
— Mr. Lee Shu Chung, Stan — R AEE 4,000,000
Total Fb 30,000,000

Details of the Share Award Scheme are set out in the
announcements of the Company dated 25 March 2015 and
24 April 2019.

Share Option Scheme

At the annual general meeting held on 15 May 2015,
the share option scheme of the Company was adopted
conditionally. The share option scheme of the Company (the
“Share Option Scheme”) was adopted to grant options to
selected participants including but not limited to directors
and employees of the Group as incentives or rewards
for their contributions to the Group. Subject to any early
termination as may be determined by the Board, the Share
Option Scheme shall be valid and effective for a term of ten
years commencing on the adoption date.
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optlon must be held before it can be exer0|sed Each optlon'

has a maximum valid period of ten years after which the
option shall lapse. The total number of shares issued and
to be issued upon exercise of the options (including share
options exercised and outstanding) granted to the eligible
participants in any 12-month period must not exceed 1% of
the shares in issue. The exercise price shall not be less than
the higher of: (i) the closing price of the shares as stated
in the daily quotation sheets issued by the Stock Exchange
on the date of offer; (ii) the average of the closing prices
per shares as stated in the daily quotation sheets issued by
the Stock Exchange for the five business days immediately
preceding the date of offer; and (iii) the nominal value of the
shares.

Under the Share Option Scheme, the grantee shall accept
the option within ten days from the date of the offer to grant
the share option and pay HKD1.00 to the Company as
consideration for the grant upon acceptance of the option.

As of 31 December 2019, the issued share capital of the
Company was 4,662,666,959 shares, and there was no
option outstanding (as at 31 December 2018: nil).

DIRECTORS

The names of Directors of the Company during year 2019
are as follows:

Zhang Yuping, Huang Yonghua, Lee Shu Chung, Stan,
Cai Jianmin, Wong Kam Fai, William, Liu Xueling, Shi
Zhongyang.

DIRECTORS’ INTERESTS IN COMPETING
BUSINESS

Save as disclosed in this annual report, during the year
under review and as of the date of this report, none of the
Directors were considered to have any interests in any
business which competed or may compete, either directly
or indirectly, with the business of the Group required to be
disclosed under the Listing Rules.
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e executive Directors, non-executive Directors and

o

independent non-executive Directors for a term of three
years. The Company did not enter into service contracts
that cannot be terminated without payment of compensation
(other than statutory compensation) within one year.

Save as disclosed in this annual report, no Director has
entered into any service agreement with any member of the
Group.

DIRECTORS’ LIABILITY INSURANCE

A directors’ and officers’ liability insurance is in place to
protect the Directors and officers of the Group against any
potential liability arising from the Group’s activities which
such Directors and officers may be held liable.

DIRECTORS’ MATERIAL INTERESTS IN
TRANSACTIONS, ARRANGEMENTS OR
CONTRACTS AND THE CONTROLLING
SHAREHOLDER’S MATERIAL INTERESTS IN
CONTRACTS

During the year, save as disclosed under the section
headed “Continuing Connected Transactions” in this annual
report and related party transactions disclosed in note
28 to the consolidated financial statements, no Directors
or any entities connected with Directors had a material
interest, whether directly or indirectly, in any transactions,
arrangements or contracts of significance in relation to the
Group’s business, subsisted during the year under review.

Save as described in this annual report, during the year
under review, there was no contract of significance
between the Company or its subsidiaries and the controlling
shareholder of the Company or any of its subsidiaries.
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Details of remuneration of the Directors made in accordance
with specific basis during the year under review are set out
in note 7 to the accompanying financial statements.

Details of remuneration of the five highest paid individuals
during the year under review are set out in note 8 to the
accompanying financial statements.

Details of remuneration of the senior management during
the year under review are set out in note 28(a) to the
accompanying financial statements.

The remuneration policies of the Group are as follows:

- The amount of remuneration for the Directors or the
employees is determined according to their relevant
experience, responsibilities, workload and years of
service in the Group;

- The non-monetary benefits are determined by the
Board and are provided in the remuneration package
of the Directors or the employees;

- The Directors and the eligible employees shall
be granted with options or awarded shares of the
Company as determined by the Board to be part of
their remuneration package.

EMPLOYEE RETIREMENT BENEFIT SCHEME

Details of the Group’s employee retirement benefit scheme
are set out in note 23 to the accompanying financial
statements.
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: DEBENTURES OF THE COMPANY OR ANY OF
ITS ASSOCIATED CORPORATIONS

As at 31 December 2019, the interests or short positions of
each of the Directors and chief executives in the shares,
underlying shares and debentures of the Company and its
associated corporations (within the meaning of Part XV of
the Securities and Futures Ordinance (Chapter 571 of the
Laws of Hong Kong) (“SFO”)) which were recorded in the
register required to be kept by the Company pursuant to
section 352 of the SFO; or 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 are deemed or taken to have
under such provisions of the SFO); and were required to be
notified to the Company and the Stock Exchange pursuant
to the Model Code for Securities Transactions by Directors
of Listed Issuers of the Listing Rules were as follows:

E%ZEE&%E

—NEF=A=+—0 EEREST
BABRARRREBEEE (ERR (EHFK
HIE R (FEEGESE) [BEFRPE K
] EXVER) B - ARBERR D REEES - #E
RIBE S MG RO F 362G LN AR RE T

GFEzERMAzERmSKE  IBE[FHR
BREKA] ] EXVERE7TRESH I - ABAAA
AIRBRETZ EaEAR (BEBREESFLGE
BOINZ SR - REFREEXRIERE AR
WmIORR)  RIBBE EMRBIFAH LM ARES
ETEARIWZESTRIRE - BAMART
RS2 s RORBIAT

Approximate

Percentage
Name of Director Nature of Interest Number of shares (Note 2)
HEDLE
EEHE B RO EE (Hiitz)
Mr. Zhang Yuping Interest of Controlled Corporation and 1,5697,556,501 (L) 34.26%
Beneficial Owner (Note1)
RIS E Rt EEER R EREEA (HiE1)
Mr. Huang Yonghua Beneficial Owner 56,172,800 (L) 1.20%
FKER A BB A
Mr. Lee Shu Chung, Stan Beneficial Owner 5,920,000 (L) 0.13%

fh}

FRIBEE ERmBBEA
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Note 1: Mr. Zhang Yuping owned 100% of the issued share

capital of Best Growth International Limited (“Best
Growth”), which in turn held 1,505,832,901 shares of
the Company as at 31 December 2019. During the
year under review, Mr. Zhang Yuping held 91,723,600
shares of the Company under his name. Accordingly,
Mr. Zhang Yuping held 1,597,5656,501 shares of the
Company in aggregate, representing 34.26% of the
issued share capital.

Note 2: Shareholding percentage is based on 4,662,666,959
issued shares of the Company as at 31 December
2019.

Save as disclosed above, as far as the Directors and chief
executives of the Company were aware, as at 31 December
2019, none of the Directors and chief executives had any
interests or short positions in the shares, underlying shares
or debentures of the Company or any of its associated
corporations which were recorded in the register required
to be kept by the Company pursuant to section 352 of the
SFO; or 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 are
deemed or taken to have under such provisions of the SFO);
and were required to be notified to the Company and the
Stock Exchange pursuant to the Model Code for Securities
Transactions by Directors of Listed Issuers of the Listing
Rules.

SUBSTANTIAL SHAREHOLDERS’ INTERESTS
AND SHORT POSITIONS IN SHARES,
UNDERLYING SHARES AND DEBENTURES OF
THE COMPANY

As far as the Directors were aware, as at 31 December
2019, the interests or short positions of the persons in the
shares, underlying shares and debentures of the Company
which were recorded in the register required to be kept by
the Company pursuant to section 336 of the SFO were as
follows:
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WETH

Number of shares

RHHE (H17#3)
Best Growth (Note 1) 1,505,832,901 (L) 32.30%
=38 (Btat1)
Mr. Zhang Yuping (Note 1) 1.597,55,601 (L) 34.26%
RIS (BaET)
The Swatch Group (Hong Kong) Limited (Note 2) 437,800,000 (L) 9.39%
The Swatch Group (Hong Kong) Limited (#7:#2)
The Swatch Group Limited (Note 2) 437,800,000 (L) 9.39%

The Swatch Group Limited (47:%2)

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

Note 1:

Note 2:

Note 3:

Mr. Zhang Yuping owned 100% of the issued share capital
of Best Growth International Limited (“Best Growth”), which
in turn held 1,505,832,901 shares of the Company as at
31 December 2019. During the period under review, Mr.
Zhang Yuping held 91,723,600 shares of the Company
under his name. Accordingly, Mr. Zhang Yuping held
1,5697,5656,501 shares of the Company in aggregate,
representing 34.26% of the issued share capital.

These 437,800,000 shares were held in the name of
and registered in the capacity of The Swatch Group
(Hong Kong) Limited as a beneficial owner. The entire
issued share capital of The Swatch Group (Hong Kong)
Limited was beneficially owned by The Swatch Group
Limited. The Swatch Group Limited was taken to be
interested in all the shares held by The Swatch Group
(Hong Kong) Limited under the SFO.

Shareholding percentage is based on 4,662,666,959
issued shares of the Company as at 31 December
2019.

Save as disclosed above, as at 31 December 2019, the Company
had not been notified by any persons, other than Directors or

chief executives of the Company, who had any interests or short
positions in the shares, underlying shares or debentures of the
Company which were required to be recorded in the register kept

by the Company pursuant to section 336 of the SFO.

38

Hengdeli Holdings Limited Annual Report 2019

L] RRBBRALTRERNDTBE 2R -

HieE1 -

#az2

a3 -

KB AEEBEREREAR AR ([EL])
100% BB EITIRA - MZARRZE—NF
+=ZA=+—HB#HBEA2QE1,505,832,9018%
7 REFEEEREBEHANEAZRTE
AR EMH91,723,6000% © B © RETF %L
FA EFEARNRIRHD1,597,556,5010% © 1k
B EITRA#34.26% ©

% 5437,800,0000% % 13 AThe Swatch Group
(Hong Kong) Limited ABz=#HB ABERERLE
mE#E : The Swatch Group (Hong Kong)
Limited z 2 &#BE BTN The Swatch Group
LimitedE m A - RIBEZFF LB K-
The Swatch Group Limitedf® &R The Swatch
Group (Hong Kong) Limited#345 2 Fr& i n &
HHEER -

BERASLIIRE-_ZT—hE+t_A=+—
A AN A 5 H4,662,666,9590% & 3% 17 % 10 &t
g °

BREXHRBEEIN RZB-NF+_A=+—
B ARRYEEEMAL (RAREFIES
TTRABKIN) M - ERARBR - HEKR
MK BEREEPHEREMNACHENRIEESF LB

BB

FEIBOIRFENELMNERIAS -



ARRANGEMENT TO PURCHASE ¢
DEBENTURES

Save as disclosed under the section headed “Equity-Linked
Agreements” above, at no time during the twelve months
ended 31 December 2019 was the Group, holding
company of the Company or its subsidiaries a party to any
arrangements which enabled the Directors (including their
respective spouses or children under 18 years of age) to
acquire benefits by means of acquisition of shares in or
debentures of the Company or any other body corporate.

MANAGEMENT CONTRACTS

No contract concerning the management and administration of
the whole or any substantial part of the business of the Company
were entered into or subsisting during the year under review.

SIGNIFICANT CONTRACTS WITH CONTROLLING
SHAREHOLDERS OR ITS SUBSIDIARIES

Save as disclosed in this annual report, there had been no
contract or service contract of significance between the
Company or any of its subsidiaries and controlling shareholders
of the Company or any of its subsidiaries during the year.

CORPORATE GOVERNANCE

The Company is committed to ensuring high standards of
corporate governance practices. Corporate governance
report of the Company is set out on pages 49 to 63 of this
annual report.

ENVIRONMENT, SOCIAL AND GOVERNANCE

The environment is the foundation for corporate presence
and development. For many years, environmental protection
has been regarded as one of its top corporate governance
priorities by the Company. The Group implements a series
of mechanisms and measures relating to environmental
management and energy conservation in its daily operations
to strive to protect the environment and conserve energy,
with a view to promoting harmonious development in
terms of economic, social and ecological benefits, which
has achieved significant results. Environment, social and
governance report of the Company is set out on pages 64 to
83 of this annual report.
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d T 'G"roup;—has always been committed to advocating
the “people-oriented” core culture and strives to practice
an entrepreneurial spirit of “mutual respect, shouldering
responsibility, close collaboration and ongoing innovations”.
We will continue to utilise this philosophy as the cornerstone
of both our corporate management and corporate social
responsibility policies. As at 31 December 2019, the Group
had a total of 1,831 (2018: 1,846) employees in Mainland
China, Hong Kong, Macau, Taiwan and Malaysia.

The Group has always been committed to developing and
adding value to human resources. The Group implements
a standard recruitment system and allocates resources
to various kinds of training for our managers, front-line
service staff and maintenance technicians, which covers,
among others, the art of management, sales skills, brand
knowledge and service awareness, with an aim of enhancing
knowledge, marketing skills and service capabilities of our
staff. The Group also works with our brand suppliers to
provide front-line service staff and maintenance technicians
with regular training in brand knowledge and maintenance
expertise.

The Group offers a competitive remuneration package and
various incentives to all employees, as well as regularly
reviews the structure of relevant mechanisms to cope with
corporate development needs. Options and awarded shares
are granted to the general management staff and associates
of the Company in recognition of their contributions to
the Group and as an incentive for their greater future
commitment. Meanwhile, the Group also offers various
other benefits to its employees, including pension plans,
mandatory provident fund scheme, insurance scheme,
housing and meal allowances.

Under a solid human resource assurance system, the
Group is enabled to create a high level of harmony among
employees of different nationalities and cultural backgrounds
under one shared vision. The Group has a number of senior
salespersons and repair technicians.
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operatlons have been able to achleve mutually beneflcral
harmonious and win-win development. During the year
under review, there was no material and significant dispute
between the Group and its suppliers and customers. For
further details of relationships between the Company and
its employees, suppliers and customers, please refer to the
Company’s environment, social and governance report set
out on pages 64 to 83 of this annual report.

MAJOR CUSTOMERS AND SUPPLIERS

The percentages of purchases and revenue for the year
under review, attributable to the Group’s major suppliers’
purchases and customers’ sales respectively, are as follows:

ig&ikiﬂéi &R
REFBENE—SHE  BLEEATR
WA FRECAE T HIE 2 S - R EA

HE -

IREFRHEER

ROEFER  REAKRBXZEREHLREP
ZERBMHEDRIEBEBERRATOLAT -

Purchase R

— the largest supplier — AER

— five largest suppliers combined — AARHEREET
Sales HE

— the largest customer —BRAEP

— five largest customers combined — AAREFEF

29%
49%

17%
25%

The Swatch Group Limited constituted one of the five largest
suppliers through its subsidiary. Save as disclosed above,
none of the Directors, their associates or any shareholders
(which to the knowledge of the Directors own more than 5%
interest of the Company’s share capital) had an interest in
the above major suppliers or customers.
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tinuir ransaction. On 29 March 2019, the
ompany (foF itself and on behalf of its subsidiaries) and
Xinyu (for itself and on behalf of its subsidiaries) entered
into a renewal agreement of the master services agreement.
Xinyu is an indirect and non-wholly owned company of Mr.
Zhang Yuping, the chairman and an executive Director of the
Company. Pursuant to the master services agreement, the
Group provided the shop design and decoration services to
Xinyu Group and its subsidiaries from 1 January 2019 to 31

TR

December 2019 with a cap of RMB30 million while the actual
amount incurred was RMB22.23 million.

The above continuing connected transaction is in consistent
with the Group’s past business and operation and the
Company (for itself and on behalf its subsidiaries) entered
into the master services agreement, which is in the interests
of the Company and the shareholders as a whole.

Such continuing connected transaction is subject to
announcement, annual review and annual reporting
requirements but exempts from the circular (including
independent financial advice) and independent
shareholders’ approval requirements and has been annually
reviewed by independent non-executive Directors. The
independent non-executive Directors confirm that the above
continuing connected transaction is: (a) entered into in the
ordinary course of business of the Group; (b) entered into
on normal commercial terms or more favorable terms; and
(c) entered into according to the agreement of the relevant
transaction with fair and reasonable terms, which is in the
interests of the shareholders of the Company as a whole.
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of the Group in accordance with Standard on Assuranc‘e :

Engagements 3000 “Assurance Engagements Other Than
Audits or Reviews of Historical Financial Information” and
with reference to Practice Note 740 “Auditor’s Letter on
Continuing Connected Transactions under the Hong Kong
Listing Rules” issued by the Hong Kong Institute of Certified
Public Accountants. Pursuant to Rule 14A.56 of the Listing
Rules, the auditor has confirmed that: (a) nothing has come
to its attention that causes it to believe that the disclosed
continuing connected transaction has not been approved
by the Board; (b) for transaction involving the provision
of goods or services by the Group, nothing has come to
its attention that causes it to believe that the disclosed
continuing connected transaction was not,
respects,
Group; (c) nothing has come to its attention that causes

in all material
in accordance with the pricing policies of the

it to believe that the disclosed continuing connected
transaction was not entered into, in all material respects, in
accordance with the relevant agreements governing such
transaction; and (d) with respect to the aggregate amount
of the continuing connected transaction, nothing has come
to its attention that causes it to believe that the disclosed
continuing connected transaction has exceeded the annual
cap as set by the Company.

DONATIONS

During the year, the charitable and other donations made by
the Group amounted to approximately RMB1,024,000 (2018:
approximately RMB744,000).

PUBLIC FLOAT

Based on the information that is publicly available to the
Company and to the best of the Directors’ knowledge, as
at the date of this annual report, there was a sufficient
prescribed public float of the issued shares of the Company
under the Listing Rules.
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e the year ended 31 December 2019, KPMG resigned as
auditor of the Company on 6 May 2020. The resignation
letter of KPMG further stated that the they were unable to
complete the audit as further information in respect of certain
deposits and outstanding overdue receivables was pending
to be provided by the management of the Company. In
addition, the authorisation of the issuance of the relevant
bank confirmation was pending due to the renewal of the
reserved seal.

On 7 May 2020, the Board resolved to appoint ZHONGHUI
ANDA CPA Limited (“ZHONGHUI”) as the auditor of the
Company to fill the casual vacancy following the resignation
of KPMG. During the course of their audit, the management
of the Company provided the required outstanding
information and documents in relation to the said deposits
and receivables. Also, the relevant bank confirmation was
issued after the completion of the renewal process of the
reserved seal.

The financial statements of the Company for the year
under review have been audited by ZHONGHUI. Save for
the above, there were no other changes in the Company’s
auditor in the past three years. ZHONGHUI will retire and,
being eligible, offer themselves for re-appointment at the
forthcoming Annual General Meeting. A resolution will be
proposed at the forthcoming Annual General Meeting to re-
appoint ZHONGHUI as the auditor of the Company.
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OUTSTANDING MA'I'I'ERS IDENTIFIED BY KPMG '

With reference to the matters identified by KPMG set
out in the Company’s announcement dated 7 May 2020,
ZHONGHUI ANDA CPA Limited (“ZHONGHUI") has
performed the following audit procedures, included but not
limited to the following in addressing the matters:

a. Discussed with management regarding the purpose
of the guarantee deposits and obtained and reviewed
relevant documents/agreements;

b. Checked the subsequent discharge of guarantee
deposit and the deposit slips regarding the return of
money;

©s Arranged confirmations for bank balances and

obtained directly from the banks;

d. Conduct on-site-visit through staff who are based in
the PRC;
e Arranged confirmations for overdue trade receivables

and checked the subsequent settlements up to the
reporting date; and

f. Assessed the sufficiency of loss allowances for the
long overdue trade receivables.

In light with the procedures performed, ZHONGHUI
considered that the matters identified by KPMG were
properly addressed in forming their audit opinion.

Based on the results of the above procedures performed
by ZHONGHUI, the audit committee of the Company also
considered that the matters identified by KPMG were
properly addressed.
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S pers will be &ese‘d— rom | ednesday,

e 2020 to Tuesday, 30 June 2020 (both days mcluswe)
to confirm the members on the register of members who
are eligible to attend and vote at the annual general
meeting. In order to establish entitlements to attend and
vote at the annual general meeting, all transfers together
with the relevant share certificates must be lodged 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, Wanchai, Hong
Kong no later than 4:30 p.m. on Tuesday, 23 June 2020.

BIOGRAPHIES OF DIRECTORS AND SENIOR
MANAGEMENT

Executive Directors

Mr. Zhang Yuping (alias Cheung Yu ping) (58#1F), aged 59,
is the chairman and an executive Director of the Company.
He is the founder of the Group and is in charge of the
Group’s strategic development and overall management.
He has over 30 years of management experience in
mid-to-high-end internationally renowned-brand watches
and other consumer goods distribution industry. Mr. Zhang
is also the director of Best Growth International Limited, the
substantial shareholder of the Company.

Mr. Huang Yonghua (E7kZE), aged 49, is an executive Director.
He joined the Group in 2001 and is in charge of the Group’s
operational supervision and customer service. Mr. Huang has
over 20 years of experience in the watch distribution industry and
in management.

Mr. Lee Shu Chung, Stan (), aged 60, is an executive
Director. He joined the Group in 2007 and is responsible
for the Group’s business including retail and watch related
manufacturing segment. He obtained a Bachelor of Arts
degree and has pursued further studies in business
administration. He has nearly 30 years of experience in
watch manufacturing and distribution.
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W T AL P
xecutive Directors

Mr. Shi Zhongyang ($£fff%), aged 45, is a non-executive
Director. Mr. Shi graduated from Nanjing University in the
PRC and University of Goetting in Germany with a master
degree in law. Mr. Shi joined The Swatch Group Limited in
2000 and joined the Group in 2006. He is currently a legal
counsel of the legal department of The Swatch Group Limited.

Independent Non-executive Directors

Mr. Cai Jianmin (£32[X), aged 76, is an independent non-executive
Director. He graduated from the industrial accounting faculty (L%
&=t %) of Shanghai College of Finance and Economics (_/&84%
E[3). Mr. Cai holds a Certificate for Professional Accountants (&
SHEEEREE) in the PRC. He was senior financial management
for various companies including Shanghai Hualian (Group) (&
JGEERS (££18))). Mr. Cai joined the Group in 2005. He is currently
an independent director of Jiangsu Guotai International Group
Co., Ltd. (listed on the Shanghai Stock Exchange, stock code:
002091). In the past 3 years, Mr. Cai was an independent director
of Shanghai Dazhong Public Utilities (Group) Co., Ltd. (listed on
the Shanghai Stock Exchange, stock code: 600635, and The
Stock Exchange of Hong Kong, stock code: 01635) and Shanghai
Kaichuang Marine International Co., Ltd. (listed on the Shanghai
Stock Exchange, stock code: 600097) respectively. He had retired
from these positions.

Mr. Wong Kam Fai, William (&%), aged 60, is an independent
non-executive Director. He graduated from University of
Edinburgh, Scotland with a bachelor degree and a doctorate
degree in Electrical Engineering. Mr. Wong is currently a professor
in the Department of Systems Engineering and Engineering
Management in the Chinese University of Hong Kong and a
member of the 13th national committee of CPPCC. He obtained
the qualification as a Chartered Engineer (CEng) in 1991, and
is now a member of the Institution of Electrical Engineers and a
professional member of the Association for Computing Machinery.
Mr. Wong joined the Group in 2005.

Mr. Liu Xueling (22 8), aged 62, is an independent non-executive
Director. He graduated from East China Normal University in
Shanghai with a doctorate degree in history. At present, he is a
senior lawyer in Shanghai Tongyan Law Firm (_E& i@ E%
FT). He joined the Group in 2007. He is currently an independent
director of Shanghai Qiangsheng Holding Co., Ltd. (listed on the
Shanghai Stock Exchange, stock code: 600662).
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0 the Board and is in charge of the Board office and human
resources of the Group. Ms. Tan graduated from Nanjing Normal
University (FIRATEAZ) with a Master of Arts degree. She
joined the Group in 2001. Before joining the Group, Ms. Tan
taught at the branch colleges of Peking University in China.

Mr. Ng Man Wai (R X{&), aged 49, is the company secretary
and financial controller of the Company. Mr. Ng graduated
from the University of Toronto with a bachelor degree in
commerce. He joined the Group in 2004. Mr. Ng is a fellow
of the Association of Chartered Certified Accountants
(ACCA) and a member of the Hong Kong Institute of Certified
Public Accountants (HKICPA).

DISCLOSURE OF INFORMATION ON THE
WEBSITES OF THE COMPANY AND THE HONG
KONG STOCK EXCHANGE

An annual report for the year ended 31 December 2019
containing all the information required by Appendix 16 to
the Listing Rules will be dispatched to the shareholders of
the Company and published on the website of the Company
and the website of the Hong Kong Stock Exchange in due
course.

ACKNOWLEDGEMENT

The Directors would like to take this opportunity to
express our sincere thanks to all the shareholders for their
continuous support and to all our staff for their dedication
and contribution to the Group during the year under review.

GENERAL INFORMATION

As at the date of this report, the executive directors are Mr.
Zhang Yuping (Chairman), Mr. Huang Yonghua and Mr. Lee Shu
Chung, Stan; the non-executive director is Mr. Shi Zhongyang,
and the independent non-executive directors are Mr. Cai
Jianmin, Mr. Wong Kam Fai, William and Mr. Liu Xueling.

By order of the Board
Zhang Yuping
Chairman

Hong Kong, 5 June 2020
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‘Since its esfablishment, the Company has been
to maintaining a high standard of corporate governance

\

practice to ensure transparency of the Group’s management,
so that the long term development of our shareholders,
customers, employees as well as the Group can be
safeguarded. The Group has established the Board, an audit
committee, a remuneration committee and a nomination
committee that are up to the requirements as being
diligent, accountable and professional. ZHONGHUI ANDA
CPA Limited has been appointed as the Group’s external
auditors.

Compliance with the Corporate Governance Code

The Company has adopted the Code on Corporate
Governance Practices (the “Corporate Governance Code”)
set out in Appendix 14 to the Listing Rules. The Directors
are of the opinion that the Company had complied with the
Corporate Governance Code except for a deviation from
provision A.2.1 during the year under review. Given the
existing corporate structure, the roles of the chairman and
chief executive have not been separated, and both are
performed by Mr. Zhang Yuping. Although the roles and
duties of the chairman and chief executive officer have been
performed by the same individual, all major decisions would
only be made after consultation with the Board and, where
applicable, by the Board. There are three independent
non-executive Directors in the Board. All of them possess
adequate independence and therefore the Board considers
that the Company has achieved balance of power and
provided sufficient assurance for scientific decision-making.

Composition of the Board

To maintain a high level of independence and objectivity in
decision making, and to exercise its power of supervising
the management of the Group in a comprehensive and
equitable manner, the Board of the Group comprises three
executive Directors (Messrs. Zhang Yuping (Chairman of
the Group), Huang Yonghua and Lee Shu Chung, Stan),
one non-executive Director (Mr. Shi Zhongyang) and three
independent non-executive Directors (Messrs. Cai Jianmin,
Wong Kam Fai, William and Liu Xueling).
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...“'\ *( ’/. Jiff Nt £l Spol V
'( 3 E\‘ Jé’nr Vir. hang Yuplng the Chairman, is in charge of
E the Group’s overall management and strategic development,

1|I| es within our

while Mr. Lee Shu Chung, Stan is in charge of the overall
business operation of the Group, and Mr. Huang Yonghua is
responsible for coordination and supervision.

The three independent non-executive Directors have
professional expertise and extensive experience in the
areas of accounting, economics, law, computing control and
respectively.
They can adequately act for the benefits of our shareholders.

management, and business administration,

Their terms of office are as follows:

Cai Jianmin: 26/9/2017-25/9/2020;
Wong Kam Fai, William: 26/9/2017-25/9/2020;
Liu Xueling: 01/6/2019-31/5/2022.

The one non-executive Director has professional expertise
and extensive experience in the areas of law and business
management. He can offer supervision to the Company’s
daily operation, and provide corresponding opinions and
recommendations in a timely manner, which is beneficial
to the standardised operation of the Company and the
safeguarding of the interests of our shareholders. His term

of office is as follows:

Shi Zhongyang: 15/2/2018-14/2/2021.

Duties of the Board

The Board of the Company is accountable to the general
report
duties to the general meetings; execute the resolutions of the

meetings and performs the following major duties:

general meetings; determine investment solutions and profit
distribution solutions of the Company; formulate solutions
as to increase or decrease of the capital of the Company;
prepare plans in respect of the split-up, consolidation,
alteration and dissolution of the Company; appoint and
dismiss the general manager of the Company and determine
his or her remuneration.
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nce wit ,
reference. To be specific, the Board mainly discharged the
following corporate governance duties during the year under
review:

o To review the Company’s policies and practices on
corporate governance;

o To review and monitor the training and continuous
professional development of Directors and senior
management;

o To review and monitor the Company’s policies and

practices on compliance with legal and regulatory
requirements;

o To review and monitor the code of conduct applicable
to Directors and employees; and

o To review the Company’s compliance with the
Corporate Governance Code and disclosure in the
Corporate Governance Report.

Members of the Board are provided with appropriate
and sufficient information in a timely manner for their
understanding of the latest developments of the Group,
which in turn supports the discharge of their duties.

The management of the Company is accountable to the
Board and performs the following major duties: report duties
to the Board, execute the resolutions of the Board, and
complete all the tasks assigned by the Board.

Risk Management and Internal Control

The Group has established effective risk management and
internal control systems to provide reasonable (though not
absolute) assurance against material misstatement or loss
and to manage (rather than eliminate) risks of failing to
achieve business objectives. The Board shall be responsible
for the risk management and internal control systems and
reviewing their effectiveness.
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‘established an enterpr e risk management
: pr5v'ide 6-p-down and bottom-up approaches
to identify, assess, mitigate and monitor key risks in a
proactive and structured manner. The Group established
departments dedicated to the supervision and risk control of
finance and business operation including an internal audit
department. Such departments set up annual internal audit
plan and are responsible for performing daily and special

internal control procedures in aspects relating to business
operation, financial reporting and compliance control and in
accordance with the targets set by the senior management,
which includes conducting audits and examination of
all aspects and at all departments once or twice a year,
so as to enhance internal control and ensure the sound
development of the enterprise. Such departments will report
the audits and examinations results to the audit committee
and the Board for them to assess the internal control of the
Company and the effectiveness of risk management, any
significant failing or weaknesses in internal control, and to
take necessary actions promptly to remedy any significant
failings or weaknesses. If necessary, such departments
will follow up regularly on remedial actions in response to
significant internal control failings or weaknesses.

The Company has established a disclosure mechanism
regarding the procedures of proper information disclosure
to ensure inside information remains confidential until the
disclosure of such information is appropriately approved,
and the dissemination of such information is efficiently and
consistently made.

The audit committee and the Board have reviewed the
effectiveness of the internal control systems of the Group
and completed the annual review on the risk management
and internal control systems (including their effectiveness).
Based on the reviews made by independent review
organisation and the Group’s self-assessment of the risk
management and internal control systems of the Group,
the Group considers that, these systems are effective and
adequate, and will continue to review the effectiveness of
these systems as well as to further improve the internal
administration and control systems of the Company if
required.
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In 201.'9, a total of five full Board meetings were held.by the

Company. Further, an annual general meeting was held. The
attendance of the Directors at the meetings was as follows:

Frequency of

Frequency of

attendance attendance
at the Board Rate of at the annual Rate of
meetings  attendance  Remarks general meeting  attendance  Remarks
- RRBFAE
Name i3] HERY BREE HERE HExE g
Zhang Yuping AT 4 80%  Abstained 1 100%
[B] i
Huang Yonghua Tk 100% 1 100%
Lee Shu Chung, Stan  Z=gi& 80% By proxy 1 100%
Zk
Cai Jianmin £22R 100% 1 100%
Shi Zhongyang PG 60% By proxy 1 100%
%k
Wong Kam Fai, William  Z$558 B 100% 1 100%
Liu Xueling 2|& 5 100% 1 100%

Members of the Board are provided with appropriate
and sufficient information in a timely manner for their
understanding of the latest developments of the Group,
which in turn supports the discharge of their duties.

CONTINUOUS PROFESSIONAL DEVELOPMENT

Every newly appointed Director will be given an introductory
session so as to ensure that he/she will gain appropriate
understanding of the Group’s business and of his/her duties
and responsibilities under the Listing Rules and the relevant
statutory and regulatory requirements. The Company
provides regular updates on the business development of
the Group. The Directors are continually updated on the
latest development regarding the Listing Rules and other
applicable statutory requirements to ensure compliance with
and upkeep of good corporate governance practices.

EXeNEeERNSEERTRER  UE
WETHRAKEZENER ENAENREE
TTHRBE -

FEERRE

BERRECESHEREBN - AERKS
RELETRUARBEEIEREEREEE
BAKBZEBRB2BEREE - ARAE
HEMAKBEZEBRER EXTHECEH
EHRAUREMBEREEREZRNER - AU
BRTEREFRIFEEERTR
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.,5nt". D rng"' the yéar'undef review, the Directors of the #EEAE) @ W E AAD B IZHEIEEE IR 8% o
Company attended relevant training in accordance with the RELER U T AZEERNLBEFENFTEIT
Listing Rules and provided the relevant records of training to AR ¢

the Company. According to the records, details of Directors’

attendance at the training sessions during the year under

review are as follows:

Updates on corporate Accounting/financial/
governance, laws and management and other
regulations professional expertise
a5t B EER
EER - EBERER Hitt xR
Seminar/ Seminar/
Material training Material training
reading attending reading attending
SHER sEEE
Name e ERIEE 3 ERIEE 3
Zhang Yuping SR 3 v/ v/ v v
Huang Yonghua oK v/ v/ v 7
Lee Shu Chung, Stan 215 v/ v v/ v
Shi Zhongyang ARG v/ v/ v v
Cai Jianmin £HER v v v v/
Wong Kam Fai, William =R E v/ v v v
Liu Xueling EE v v v/ v/
INDEPENDENCE OF THE BOARD ExgluH

The Board has received confirmation from all independent ZFEEWIFEBY EFZRB EMHRANE
Directors regarding their independence made in accordance 313K EBY HEMRETNER L @ RART
with Rule 3.13 of the Listing Rules. The Board considers that B EEHFA LR AIFE3 13K H A EE
all current independent Directors have met the requirements  $8§5| * DRABRIEL o

of the guidelines set out in Rule 3.13 of the Listing Rules and

remained independent.
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Transactions by Directors of Listed Issuers as set ol
Appendix 10 to the Listing Rules as the Company’s code for

securities transactions by its Directors. Following specific
enquiry made by the Company with all Directors, the
Company has confirmed that during the year under review,
all Directors of the Company had complied with the standard
as required by the above code.

ACCOUNTABILITY AND AUDIT

The Directors acknowledge their responsibility for preparing
the financial reports of the Group in accordance with the
Hong Kong Financial Reporting Standards and Hong Kong
Accounting Standards.

The statement of the auditors of the Company on their
reporting responsibilities on the financial statements of the
Group is set out on pages 85 to 90 of this annual report.

AUDITORS’ REMUNERATION

The audit fee to be received by the auditors of the Company
for the year ended 31 December 2019 will be approximately
RMB3,174,000 (2018: approximately RMB2,708,000). During
in addition to auditing services,
the Company’s auditors also provided the Group with
services such as taxation planning and due diligence. The
total non-auditing service fees were RMB446,000 (2018:
RMB529,000) in total.

the year under review,
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comprlses three independent non-executive Directors,
namely, Messrs. Cai Jianmin (Chairman), Wong Kam Fai,
William and Liu Xueling. According to the terms of reference
of the audit committee adopted and implemented by the
Company, the audit committee is responsible for reviewing
the accounting principles and practices adopted by the
Company as well as significant or unusual items, internal

controls, financial reporting, risk management and control

matters, which included a review on the audited annual
results for the year ended 31 December 2018 and the 2019
interim report.

During the year, the audit committee of the Company
held meetings on 20 March and 16 August 2019 to review
the annual and interim financial reports of the Group
respectively. All members of the committee namely, Messrs.
Cai Jianmin, Wong Kam Fai, William and Liu Xueling,
attended the meetings.

The audit opinions from the audit committee in respect of
the Group’s financial report, risk management and control
for the year are summarised as follows:

The 2019 financial and accounting report of the Company
is objective in the material aspects, and gives a fair view of
the financial position of the Company as at 31 December
2019 as well as the operating results and cash flow in 2019.
During the reporting period, the Company’s operation and

financial position has remained stable and structured. Amid
the complex and changeable external environment with
increasing uncertainty and unstable factors, the Company’s

year-on-year sales, cost of sales, gross profit and other key
financial indicators basically remained unchanged or slightly
decreased, which was a challenging achievement. In 2019,

the Company also effectively promoted the implementation
of its internal control work. Facing the grim economic
environment, the Company’s management is expected to

seize opportunities and proactively take actions with risk

awareness in mind at all times, so as to ensure the stable

operation of the Company.
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':'.-+he'-br?{pany has established a remuneration co -m‘me :
in compliance with the Listing Rules. During the year

under review, the remuneration committee comprises three
Directors including Messrs. Liu Xueling (Chairman) and
Cai Jianmin, both of whom are independent non-executive
Directors, and Mr. Zhang Yuping, the Chairman and an
executive Director of the Group. The primary duties of
the remuneration committee are to review and determine
the terms of remuneration packages, bonuses and other
compensation payable to Directors and senior management
of the Group.

The remuneration committee held a total of one meeting
during the year to review matters related to the remuneration
structure of the Directors and senior management of the
Company. All members, namely Messrs. Liu Xueling, Cai
Jianmin and Zhang Yuping, attended the meeting.

According to the terms of reference of the remuneration
committee adopted by the Company,
committee acts as a consultant regarding the remuneration

the remuneration

matters of the Directors and senior management of the
Company, while the Board retains the ultimate power to
approve the remuneration of the Directors and senior
management.

NOMINATION COMMITTEE

The Company has established a nomination committee in
compliance with the Listing Rules. During the year under
review, the nomination committee comprises three Directors
including Mr. Zhang Yuping (Chairman), an executive
Director and the Chairman of the Group, and independent
non-executive Directors Messrs. Cai Jianmin and Liu
Xueling. The Company has adopted and implemented
the terms of reference of the nomination committee. The
nomination committee is mainly responsible for making
recommendations to the Board on the appointment of
Directors and succession planning for the Board.
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-proc dures for appomtment by election and re-election of
Directors.

icie

mcludlng the criteria and

Selection and Recommendation Criteria

In determining the suitability of the candidates for Directors,
the factors the nomination committee and the Board should
consider shall include integrity, professional ability, business
experience,
the candidate can make to the Company and the Board and
diversity in terms of age, culture, race, and gender, under
the laws and regulations of Cayman islands, Listing Rules
and other applicable laws and regulations. These criteria
shall mainly include:

independence and potential contribution that

o candidates shall be persons of integrity, honesty,
good reputation and professional status;

° candidates should be able to meet the needs of the
current Board structure, size, diversity and talent mix;

o candidates’ business experience and professional
knowledge and ability in the operation of the Board;

° candidates can devote sufficient time to ensure
proper performance of their duty as a Director;

o candidates for independent non-executive Directors
must meet the independence requirements of the
Listing Rules, possess independent character and
judgment, and be able to effectively handle the

Company’s affairs in a manner that is in line with and

represents the best interests of all shareholders of the

Company.

These criteria are not to be exhaustive or decisive. The
nomination committee and the Board will fully take into
consideration any other factors that are in the best interests
of the Company and its shareholders when selecting
candidates for Directors.
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additional or replacement Directors,
committee shall adopt such methods and channels as it

deems appropriate to find suitable candidates for Directors,
including recommendations from Directors, shareholders,
management and external headhunters. After preparing the
list of potential candidates, the nomination committee shall
draw up a shortlist of candidates for discussion by the Board
based on the selection criteria and other factors it deems
appropriate. The nomination committee and the Board will
ensure that the composition of Directors complies with laws
and regulations of Cayman Islands, Listing Rules and other
applicable laws and regulations.

Where a retiring Director, being eligible, offers himself for
re-election, the Board may recommend such retiring Director
to stand for re-election at a general meeting. A circular
containing the requisite information on such retiring Director
shall be sent to shareholders prior to the general meeting in
accordance with the Listing Rules.

The nomination committee and the Board shall review the
above nomination policy from time to time to ensure that the
Company is always able to comply with relevant regulatory
requirements and maintains a good corporate governance
standard.

One meeting was held by the nomination committee during
the year to review matters related to the structure, size
and composition of the Board as well as matters related
to retirement by rotation and re-election of Directors. All
members (namely Messrs. Zhang Yuping, Cai Jianmin, and
Liu Xueling) attended the meeting.
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of the Company,

g board diversity policy. The
Board believes that board diversity can be achieved by
considering various factors, including but not limited to
gender, age, cultural and educational background, race,
professional experience, skills, knowledge, term of services
and other talents. All Board appointments are made with
reference to the Company’s business models and specific
needs from time to time, and candidates will be considered
with due regard for the benefits of diversity on the Board by
objective business conditions. The nomination committee
will be mainly responsible for identifying suitable and
competent candidates for Board members, and considering
such candidates in light of objective conditions. As a part
of the annual performance review for the efficiency of the
Board, considerations made by the nomination committee
will balance the skills and experience as required by
business targets of the Company with diversity factors.
To achieve board diversity, the nomination committee will
discuss and develop measurable objectives from time to
time, and propose the above to the Board for adoption and
implementation. Generally speaking, selection of candidates
by the nomination committee shall be based on a range of
diversity perspectives including but not limited to gender,
age, cultural and educational background, race, professional
experience, skills, knowledge and term of services. However,
the final decision will depend on the strengths of candidates
and their prospective contributions to the Board. The Board
may improve one or more diversified perspectives from
time to time, and measure the progress on such basis. The
nomination committee will review the policy from time to
time, including conducting assessments on the effectiveness
of the policy. The nomination committee will also discuss any
amendment that may be necessary, and submit amendment
proposals to the Board for approval.
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in the section headed “Blographles of Directors and Senlor ] ]ﬁ' 5 —-—ﬁp  IRIE T ;‘1 9 _l_?“
Management”. For the financial year ended 31 December E - —
2019, Mr. Ng attended relevant professional training for S 7RDR165(E/ N 2 FABEE 2| o
not less than 15 hours in compliance with Rule 3.29 of the

Listing Rules.

SENIOR MANAGEMENT’S REMUNERATION 5 E 1 B 1Y I BN
The remuneration payment of the Group’s Directors and #HE—-Z—HAF+-_A=+—HILFE - $%

senior management for the year ended 31 December 2019 EEERSHAEEENT N NENTIEE
falls within the following bands:

AE+-A=—BIEHEERE

Number of
individuals
A
Nil to RMB1,000,000
Tz AR#1,000,0007T 4
RMB1,000,001 to RMB2,000,000
AR#1,000,001 & AR ¥2,000,0007C 0
RMB2,000,001 to RMB3,000,000
AR#2 000,001 7E AR E3,000,0007T 1
RMB3,000,001 to RMB4,000,000
AR#3,000,001 & AR ¥4,000,0007C 1
RMB4,000,001 to RMB5,000,000
AE#4,000,0017tE AR5, 000,0007T 1
RMB5,000,001 to RMB6,000,000
AR#5,000,001 & AR ¥6,000,0007T 0
RMB7,000,001 to RMB8,000,000
AR#7,000,0017tE ARE8,000,0007T 1
RMB8,000,001 to RMB9,000,000
AR#8,000,0017tE AR%9,000,0007T 1
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ecommendations at General Meetings
According to the articles of association of the Company,
any shareholder holding at the date of deposit of the
requisition not less than one-tenth of the paid up capital
of the Company carrying the right of voting at general
meetings of the Company shall at all times have the right,
by written requisition to the Board or the 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 (2) months after the deposit of such requisition. If
within twenty-one (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.

The letter demanding the calling of an extraordinary general
meeting mentioned above shall be sent to the principal
office of the Company stating the Board or the company
secretary of the Company as the addressee.

How to Make Enquiry to the Board

Shareholders may send letters to the principal office of the
Company for any enquires stating the Board or the company
secretary of the Company as the addressee.

SIGNIFICANT CHANGES ON THE ARTICLES
OF ASSOCIATION

During the year under review, there is no significant change
to the articles of association of the Company
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attaining a high level of transparency in the Group. Since

its listing, the Group has maintained close communications
with the shareholders, mass media, analysts and fund
managers through various communication channels such
as one-on-one meetings,
conferences, press releases, telephone communications
and emails. The Company endeavours to provide accurate
and timely information to the investors, so as to enhance

roadshows, seminars, press

the understanding of our investors about the status of the
sales of renowned-brand watch and the production of
renowned-brand watch accessories, as well as the business
development strategy and direction of the Group.

During the year under review, the Group’s management
proactively held regular and ad hoc meetings with different
analysts and investors, including the meetings on investor
relations in major investment centres including Hong Kong,
Shanghai and Singapore. In addition, the Group also took
investors to visit our outlets in Hong Kong and factories in
Guangzhou, Shanghai,
various forms of communication, we helped the investors
from various countries and regions to have a timely and

Suzhou and Dongguan. Through

in-depth understanding of the Group.

In the future, the Group will continue to maintain a close
relationship with investors and boost international investors’
understanding of the Group so as to enhance investors’
confidence in the Group.
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~ Following Hengdeli’s motto a hundred years ago and
believing that businesses exist as a part of society and
prosper along with it, the Group has been shouldering
social responsibility in terms of environmental protection,
environment quality management, use of resources, and
talent development, all of which are contributing to the
Group’s healthy development.

As a prestigious retailer of internationally renowned watch
brands and manufacturers of watch accessories, Hengdeli
has always regarded corporate social responsibility as an
essential part of the Group’s activities, and attached great
importance to the benefits and relationships that its corporate
social responsibility actions generate among its customers,
employees, local communities, shareholders, business
partners and supervisory authorities. We are fully aware
that strengthening social responsibility is not only crucial
for Hengdeli’s future development, but is also a compelling
obligation as a part of Hengdeli’s participation in civil society.

Over the years, the Group has been concerning ourselves
with environmental protection and committed ourselves to
achieving an ecological balance as part of our efforts towards
becoming a green enterprise. We have been maintaining
integrity in our operations in providing quality and safe
products to customers, which has earned us social credibility
and made us a reliable company. We have been attaching
great importance to the talent of our employees, and aimed
at creating an environment that offers a win-win development
outcome for both employees and the enterprise. The care of
our employees’ working conditions and career development
has driven us to create a welcoming, harmonious and
mutually beneficial corporate culture for employees, in which
we share with them the success brought by the company’s
growth and thus integrate individual, corporate and social
values. We have also been expanding our involvement in
public welfare activities, actively participating in a range of
social undertakings such as education and social welfare
activities, serving the community with sincerity and bringing
new hope to those in need. Hengdeli has been striving to
establish itself as a responsible and reliable company that
customers, employees, shareholders and society can trust,
and one that is committed to sustainable development.

In 2019, as usual, Hengdeli enhanced its social corporate
responsibility activities and further integrated the concept of
social corporate responsibility into its daily operations. We
continued to provide quality and safe products and services
to its customers, while also ensured the mutual benefits and
common development of customers, employees and the
society.
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ENVIRONMENT

The environment is the foundation for corporate presence
and development. With the improvement of society’s
awareness of environmental protection, more laws and
regulations were introduced for various industries to regulate
and deal with environmental problems in various countries.
For many years, Hengdeli has made environmental
protection one of its top corporate governance priorities.
The Group implements a series of mechanisms and
measures relating to environmental management and energy
conservation in its daily operations aimed at protecting
the environment and conserving energy, with a view to
promoting harmonious balance and sustainable development
in terms of economic, social and ecological benefits.

Emissions

Most of the Group’s emissions are produced from the
industrial production processes of companies under the
industrial group located in Mainland China. The branches
and subsidiaries of the industrial group are all in strict
compliance with national and local regulations regarding
emissions of pollutant gas, sewage and greenhouse gas and
disposal of hazardous and non-hazardous waste produced
in the production process, including but not limited to the
Environmental Protection Law of the PRC, the Environmental
Protection Law for Solid Waste Pollution, the Water Pollution
Prevention Law, the Air Pollution Prevention Law, and the
Environmental Protection Tax Law. To facilitate the effective
implementation of ISO14001 environmental management
system, the Group entered into contracts with relevant
nationally recognized professional industrial waste treatment
companies for the recycling of industrial wastes. The Group
launched the internal self-development and testing of the
“water-based paint replacing oil-based paint” solution in
respect of industrial coatings with the aim of replacing
oil-based paint currently in use gradually by water-based
paint so as to effectively reduce the emission of formaldehyde
in industrial coatings. By adding industrial sodium carbonate
and other treatment agents, the Group filtered, purified and
recycled the industrial wastewater to reduce the overall
sewage discharge. By absorbent carbon adsorption, the
Group also effectively reduced the dust contamination in the
production rooms. The Group is inspected regularly by the
Environmental Protection Bureau, and this year the monitored
results of all polluting emissions (including sewage and
gas) for each of the relevant factories passed the annual
inspection and met national standards, with no incident of
non-compliance. Under the circumstances of expansion of the
industrial segments’ scale of production and sales growth, the
Group will make efforts to further explore measures to reduce
various emissions in the future.
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¢ ol 2018 2019
~ Type of emissions HmiEs 20184 20194
Nitrogen oxides (NOx) (g) REALP(NOX) (52) 1,029,728 1,079,401
Sulfur oxides (SOx) (g) mE L(SOx) (52) 1,495 1,233

In 2019, the main sources of the Group’s greenhouse gas —ZE— N EENEZA2LEKNETIERRE
emissions were industrial group production, electricity TH&EE4AE @ #HE  WABRK  AFE@HE -
consumption, office paper use, and company vehicles:

2018 2019

Item =y 20184 20195

Total volume (tonnes CO2-eq) e (ZEbhivs =mE) 9,428 8,309
Density (tonnes CO2-eq/ ZE (Z&8iREEM

HKD one million revenue) F—a8Brla) 3.51 3.44

Emission of hazardous and non-hazardous waste is mainly BEEZEVNEEZEEZYHEREZEEFREE
generated by the Group’s industrial group. The total volume HI¥EE  —T—ALFABROT :
of waste emissions in 2019 was as follows:

Density (waste produced

Volume (tonnes) per sales unit)
RE (GHEEN
Type of emissions B ESE = (Wg) FREEMERY)
2018 2019 2018 2019
20184F 20194 20184 20195
Hazardous industrial waste TXEEEREY 1,761 2.480 0.66 1.03
Non-hazardous industrial waste T 3#4EZEREEY) 481 414 0.18 0.17

Since 2017, the Group collaborated with a well-known SBE-FT—tFMKBE-—FEEMNEZNFH
university in the UK on a project to explore the feasibility of EAFER @ FiAEERE IMAEEEZED
transforming the existing sawdust waste from wood into usable  E& H M # k2 & 8 A0 F| B E A Al 771 o
materials by mixing these waste with other materials. After £&R3BRE MM AIA S - REBEEMREER M
two years of development and internal testing, we have made g1 » RSB AMEBEG MR (KEB T 2k
a partial success in the trial, demonstrating that the blended =¥ HimE H @ EEEIE L - QEEE
material achieved satisfactory performance in effectively . c@EEZEHFERET —BHE% - EH
reducing the Group’s industrial waste emissions. During the e R — & 7 S0 b LA BT 38 @ 8L £ =K 7

year under review, the Group and the university carried out a AT - HEBREORIETIESEERER
new experiment to explore the feasibility of using a new steel B EEE Y EBER o

that advances the production level of automation. The success
of the experiment is expected to improve production efficiency
and effectively reduce waste emissions.
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Use of Resources :
The Group actively promotes the concept of environmental

protection and to this end, implements various policies to
optimise its working environment, which emphasizes green
operations and green initiatives in the workplace. The Group
has adopted an eco-friendly approach to the interior design
of its office and retail outlets. Our open-space designs
maximise use of outdoor natural light and shared light. Original
furniture is retained, remodelled or reinstated as much as
possible during renovation to make rational use of existing
resources and to reduce waste. To keep the retail outlets
bright, significant energy is consumed in lighting. To reduce
remarkably the consumption of electrical energy, the Group
gradually replaced the traditional high-energy-consuming
incandescent light bulbs in its retail outlets with energy-saving
LED light bulbs that enjoy higher efficiency and longer life
cycle.

In addition, the Group encourages employees to use
public transport for business trips, and constantly reviews
and makes adjustments on the inventory transfer process,
so as to reduce vehicle fuel consumption. A Group-wide
campaign that promotes turning off lights when leaving has
been launched to integrate environmental awareness into
the everyday work life of employees. The Group’s retail
outlets have replaced traditional packaging with reusable
bags, and replaced paper cups with glasses. Moreover,
during the year under review, smart finger print attendance
machines gradually replaced traditional paper attendance
cards. Our Hong Kong office regularly sends the coffee
capsules used in the pantry to brand suppliers for recycling,
and encourages employees to recycle and reuse red
packets. The Group has also formulated internal operational
guidelines containing detailed requirements regarding water
and electricity consumption and the operating hours and
temperature setting of air-conditioners. In particular, the
Group recycled water by using water curtain booth during
production process, which effectively saved water resources
for industrial use.

An overview of resource consumption:
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BEIR - RRIEMREE NRERER  SEEER
F’ﬂﬁ%ﬁﬁxﬁlffm CEBoRk - REEREN
LEDEREVLFERE B A ESRISHEIR
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Total volume Density
me BE

2018 2019 2018 2019
Item =g 20184 20195 20184 20194
Electricity consumption (kWh)  # @& (F ) 9,767,953 8,612,838 3,635.26 3,563.44
Office paper used (kg) MARE (F52) 1,462 1,663 0.54 0.69
Vehicle fuel (L) BETHE (RF) 97,448 80,306 36.27 33.23
Gas (kg) HE (F=) 27,874 26,476 10.37 10.95
Water consumption (m?) FEK (_‘Z)?)ﬁ—) 177,189 117,030 65.94 48.42
Packaging materials BUAR B MR (HE) 636 550 0.24 0.23

for finished goods (tonnes)
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he up actively: he concept of environmental
& ﬁo ection and to this end, implements various policies to
optimise its working environment, which emphasizes green
operations and green initiatives in the workplace. The Group
thoroughly implements a number of measures designed to
reduce emissions and cut down its consumption of energy
and natural resources, for example, printing office paper on
both sides and reusing waste paper, used envelopes and
kraft envelopes. Waste paper recycling bins are placed in
office to regularly recycle used paper and old newspapers
and magazines, and employees are encouraged to read
and send files electronically to reduce printing. The Group
actively embraces the concept of a “paperless” office and
puts it into practice, in which most office documents are
digitalised to save space and reduce paper use. Search
and use of documents, after classification and archiving, is
more efficient, and human errors in the process are avoided
effectively. This not only protects the environment, but also
reduces the administrative burden and the daily operating
costs. The Group uses an online office automation system to
improve its administrative functions, such as the filing and
approval processes for applications for business trips and
expenses reimbursement. It also uses an online platform
to publish the Group’s notices, policies and regulations to
share information, which not only improves work efficiency
but also significantly conserves energy. Meanwhile, the use
of innovative cloud technology facilitates the sharing of data
and seamless collaboration among different departments
across the offices, which maintains the business continuity
of the Group and improves its resource efficiency and
competitiveness. During the year under review, the Group
successfully completed the upgrade and integration of
internal ERP system, which has improved our corporate
business processes, optimised enterprise resources, created
a better communication channel among the headquarter,
branches and subsidiaries, and further enhanced our
corporate core competitiveness.

The Group aims for sustainable development by constantly
monitoring the environmental impact of its operations and
implementing appropriate measures to minimise harm to the
environment, while at the same time integrating the concepts
of conserving natural resources and reducing waste into the
corporate culture.
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 Employment and Labour Practices

The Group has always regarded its employees as critically
valuable assets of corporate operation and development.
Under its “people-oriented” core culture, the Group strictly
complies with all local labour standards and relevant
employment regulations, and implements a standardised
recruitment system. Its goal is to provide its employees
with a healthy, safe and welcoming working environment, to
protect its employees’ rights to rest days, statutory holidays,
paid annual leaves and maternity leaves according to laws,
and to build a fair, just and transparent working platform
so as to create a promising development prospect for its
employees.

Employment

The Group places great emphasis on upholding the basic
rights of its employees. It respects diversity in its employees
and adheres to the principle of equal opportunities in
employment, recruiting and cultivating talents regardless of
race, religion, color, nationality, gender or age. The Group
also continually revises its mechanism and structure in
different aspects in order to adapt to the development of the
enterprise and, at the same time, to benefit the employees’
development. During the year under review, the Group held
a number of professional seminars and job fairs, in the hope
of enhancing the Company’s image and strengthening the
public’s understanding of the history and culture of watches
and clocks, in order to recruit outstanding talents to join the
Group.

The Group has adopted a comprehensive work assessment
management system, under which it regularly reviews its
recruitment system and its internal policy for grooming
talents so as to ensure transparency and to maintain fairness
and equality.

The Group implements scientific remuneration management
and various other incentives, and regularly reviews its
remuneration packages and promotion opportunities for
different positions to guarantee their market competitiveness.
To attract talents, the Group also offers various welfare
incentives to its employees, including pension plans, MPF
plans, medical insurance schemes, and housing and meal
allowances.
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As of 31 December 2019, the Group had a total of 1,831
employees (2018: 1,846) in Mainland China, Hong Kong,

Macau, Taiwan and Malaysia shown as follows:

 E_T-NEFE+_A=+—H8 £ERTH
Wi~ B BT - m%&%ﬂéﬁﬁ%iﬂzﬁﬁﬁ
HF1,831ZB T (=T —/\F : 1,846%) -
KO

No. of staff
ETHH
2018 2019
20184 20194
Hong Kong and Macau AR 202 190
Taiwan/Malaysia =Y - GiLch] 251 241
Accessories business, etc. EEXS 1,393 1,400
Total st 1,846 1,831
No. of staff
BTIEH
2018 2019
20184F 20194
Aged 18-25 18-255% 173 144
Aged 26-55 26-557% 1,621 1,628
Aged 56 or above 565 £ 52 59
Total et 1,846 1,831
No. of staff
BTIgH
2018 2019
20184 20195
Male = 892 902
Female 8 954 929
Total Falsd 1,846 1,831
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Full-time 28
Part-time g 19 29
Total Eet 1,846 1,831

Employees are among Hengdeli’'s most valuable assets. The
Group places particular emphasis on employees’ sense of
belonging to the Company, and is committed to providing
them with a pleasant and harmonious working environment.

In addition, the Group actively launches and implements
work that is favourable for building a harmonious relationship
between the enterprise and the employees as well as
facilitating the enterprise’s sound development, so as to
care for employees and strengthen their sense of belonging
and their solidarity with the Group.

During the year under review, the labour unions at different
levels organised various activities, such as holding monthly
employee birthday parties and holiday dinner parties,
and arranging employees’ participation in social sports
events. These activities enhanced employees’ physical and
psychological well-being and strengthened their sense of
belonging and overall team spirit.

Health and Safety

The Group is deeply committed to its employees’ well-being
and organises regular health check-ups for them, as well as
providing various medical insurance schemes.
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cofnpliance with all international labour standards and
the relevant laws of Mainland China, Hong Kong, Macau,
Taiwan and Malaysia. It also implements internal guidelines
and policies on occupational health and safety for different
working conditions and positions to ensure the health
and safety of its employees. The Group purchases labour
insurance for its employees, equips each workplace with
first aid kit with basic first aid supplies, arranges employees
for regular participation in courses on first-aid skills and
strain prevention organised by the Occupational Safety
and Health Council, provides employees with training
courses and drills on manufacturing safety, fire and
disaster prevention awareness at the Group’s industrial
segment subsidiaries, equips employees in the position
exposing to occupational hazards with protective gears
in line with national and industry standards, and checks
whether they wear the gears on an irregular basis. The
Group arranges regular occupational disease checkups and
maintains health surveillance archives for its employees.
The Group’s industrial group also conducts regular

assessments of occupational hazards in the workplace,
and, based on the assessment reports by third parties,
improves the environment of workplace through the

transformation of system engineering facilities. Guangzhou
Artdeco Decorating and Packaging Co. Ltd. even installed
dust collection alarm system to provide a safer working

environment for employees. During the year under review,
the Group had a very low rate of work-related injuries, while
the lost days due to work-related injuries were 245 days

(2018: 352 days), and there were no cases of work-related
deaths (the last three years: nil).

With regard to Hong Kong’s economic and political
environment, during the year under review, the Group held a
number of positive psychological talks for our staff in Hong

Kong to improve their psychological well-being, so that they
can better cope with the complex social situations.
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Employee development drives the progress of a company.
While developing its business and safeguarding the basic
rights of its employees, the Group also provides a platform
for employees to develop their careers, which includes
offering a comprehensive learning and training system that

helps them grow quickly and strengthens their sense of
belonging. The Group formulates suitable training courses
according to the needs of its different departments and
businesses. It also implements an internal recruitment
system, in which employees can choose their career path

based on their interests and strengths.

Every year, the Group offers comprehensive induction
training covering an overview of the Group’s business,
information about business partners, product knowledge,
corporate culture and core values and business-related
policies and regulations to new recruits as well as
pre-service safety training for new recruits of factories to

help them integrate into the Hengdeli family.

The Group employs two professional trainers who provide
our front-line staff with regular (once a month) and irregular
internal training programs. The Group is committed to
developing a professional sales team so as to adapt to
the increasingly specialised timepiece market and volatile
environment. The training sessions are provided mainly in
the form of knowledge teaching, skill training, shop tours
and assignment reports. The content of the training covers
knowledge of watches and watch brands, basic watch
repair, customer service skills, complaint handling skills,
retail management, retail sector analysis, retail-related
laws and regulations, oral Mandarin and English training
and so forth. During the year under review, the Group
organised certain staff to attend large-scale international
watch exhibitions overseas and to visit the headquarters
and factories of certain watch brands, deepening their
knowledge of watches and brands in the most direct way
possible, so that they can inherit new knowledge and
rich experience in a more effective way. The Group also
arranged and invited employees to participate in training
and workshops organised by different companies and
institutions. The training covers a wide range of topics,
including reshaping the retail customer experience,
consultancy sales skills, e-retail and network security. During
the year under review, through participating in various
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G the'sales staff was even awarded the honor of Excellent
Service Star.

Training and team building activities of various kinds held
within each branch and subsidiary of the Group during the
year under review enhanced communication, mutual trust
and solidarity and collaboration amongst employees holding
different roles in different regions.

The Group also provides its directors and senior managerial
staff with regular trainings, so as to maintain continuing
professional development and enhance their knowledge
and skills. The training includes regular updates on rules
for listed companies, and information about relevant laws
and regulations, corporate governance, inside information,
anti-corruption and bribery, internet risk and international
accounting standards as well as risk management
accountability for directors.

During the year under review, the average training hours per
person provided by the Group were as follows:

BEFEAN > KEZD  FRAAMBTIFRE
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1 ﬁ%a/u AEHE  RESHE 8%
Rk BEREAEMNBEENANESRARE

4= A
BEAES-

_I_

EEFER - KEFIOFIEBAT

Average hours

per person
ASGRFE
2018 2019
Type =zl 20184 20195
Middle to senior management FEEEREAR 13.6 11.9
Frontline staff —#RET 15.9 17.4
Other employees Hii 8 14.2 12.7
Training by type RESERE S
Number of employees Number of employees ~ Percentage of employees
under each type trained trained

BERAY HPZIAY ZIABERT
2018 2019 2018 2019 2018 2019
Type bl 20185 2019% 20185 20195 2018 2019%F
Middle to senior management FEEEEAS 51 51 25 26 49% 51%
Frontline staff —RET 1,391 1,442 783 862 56% 60%
Other employees Hiia 404 338 310 293 77% 87%
Total @ar 1,846 1,831 1,118 1,181 61% 65%
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The Group has employees in Mainland China, ang Kong,

Macau, Taiwan and Malaysia. The Group is in strict compliance
with international labour standards and all relevant local labour
and employment laws and regulations. All of its employees and
job applicants enjoy equal opportunities and fair treatment.

The Group adopts a comprehensive work assessment
management system, and revises its recruitment system
and internal training standards on a regular basis to ensure
transparency and to maintain fairness and impartiality.

During the year under review, the Group was not involved
in any issues relating to child labour or forced labour. The
Group will continue to comply with the strict recruitment
and internal management system to deter child labour and
forced labour.

Operation Practices

As a prestigious retailer of internationally renowned-brand
watch and manufacturers of watch accessories, the Group, as
always, cooperates closely with manufacturers and suppliers
to deliver quality and safe products to customers, and is
dedicated to maintaining a high level of industrial production
transparency and product responsibility. Throughout its
operations, the Group ensures that it maintains and carries
forward a good social reputation by complying with all
national and regional anti-corruption and anti-bribery policies.

Supply Chain Management

The Group implements an efficient supply chain management
system that optimises links between manufacturers, suppliers
and retail outlets to optimise the allocation of social resources.
Meanwhile, the Group realizes an effective link between
production and sales as well as a reasonable flow of logistics,
information and capital through an efficient information network,
and delivers quality products and considerate services to
consumers in a timely manner at reasonable prices.

The Group has maintained sound business relationships
with many internationally renowned-brand watch suppliers
and engaged in the distribution of over 50 internationally
renowned brands from four major brand suppliers including
SWATCH Group, LVMH Group, RICHEMONT Group and
KERING Group and other independent watchmakers, the
places of origin of which are mainly Switzerland.
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pp’ro‘pnate suppller code for raw materials. Each factory
has a detailed supplier survey, assessment sheet, as well as a
standardised supplier management process and procurement
control procedure. When selecting a supplier for raw materials,
an assessment on products of suppliers will be carried out
by the examination and approval department of each factory
according to various criteria including relevant national
certifications (such as the ISO quality management system) for
the Group’s final approval. The Group also regularly verifies,
gives feedback on and evaluates each supplier’s products in
areas such as quality, pricing and environmental protection.
Those suppliers which do not meet the Group’s standards will
be disqualified.

During the year under review, the Group was not aware of
any major non-compliance incidents or potential significant
adverse effects of any major suppliers in the aspects of
environmental protection, business ethics, employment and
labour practices.

Product Responsibility

The Group believes that providing quality products
and excellent after-sales service is a crucial part of its
successful corporate presence. The Group is engaged in the
distribution of more than 50 internationally renowned watch
brands. When it comes to selecting brands for distribution,
the Group prioritises the brand’s quality and after-sales
service, apart from its market demand. The Group has
maintained sound business relationships with suppliers of
some of the world’s premier brands, mainly including the
Swatch Group, the LVMH Group, the Richemont Group
and the Kering Group, etc. These brands implement strict
policies regarding production and sustainable development
and enjoy an extremely high international reputation, which
provides the Group with reliable, stable and quality product
sources and in turn helps guarantee the Group’s own
reputation.

The Group’s subsidiaries engaged in watch accessories
manufacturing carry out strict quality management in line
with national quality standards. The watch boxes and
other packaging products manufactured by factories of
Guangzhou Artdeco Decorating and Packaging Co. Ltd.
have all achieved national FSC and 1SO9001:2008 or
ISO9001:2015 and SA8000 certifications, and have also
complied with EU Regulation (EC) No. 1907/2006 (REACH).
During the year under review, none of the products sold or
delivered by the Group was recalled on safety and health
grounds. However, customers may submit complaints, and
the Group will conduct an independent investigation and
deal with it in accordance with the internal guidelines.
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©
timely communication with and explanation offered to the
customers, they were satisfied with our clarification and
arrangements.

The Group attaches great importance to respecting
and safeguarding the rights of consumers. It is in strict
compliance with the regulations and laws relating to sale
of products to safeguard the interests of consumers.
The Group also fully complies with the provisions of the
Supply of Services (Implied Terms) Ordinance and the
Personal Data (Privacy) Ordinance in collecting consumer
information and privacy protection, and offers trainings for
relevant employees on how to protect personal data. In
order to ensure that the privacy protection measures are
implemented more effectively and comply with relevant laws
and regulations, the Group also reviews and amends its
measures on safeguarding personal data privacy from time
to time. When collecting customer information, the Group will
provide a “Personal Data Collection Statement” and explain
to customers the purpose of personal data collection.
Hengdeli will not use the personal data without the voluntary
and express consent of the relevant parties.

The Group has established and protected its intellectual
properties, including its trademarks and domain names.
Trademarks “Hengdeli” and “Elegant” have been applied
for registration or registered in Hong Kong, Macau, Taiwan,
Malaysia, Thailand and other overseas jurisdictions in
respect of a number of categories. In addition, the Group’s
domain names are subject to continuous monitoring and
renewal upon expiry.

To protect intellectual property, the Group also follows the
guidance including that of the Copyright Ordinance and
requires employees not to use or illegally download and
install pirated computer software. The Group’s IT department
is responsible for monitoring relevant matters.

During the year under review, the Group was not aware of
any violations of the regulations governing the provision
and use of the Group’s products and services and had
material effect on the Group, including product and
service information and labels, marketing communications
(advertising, marketing and sponsorship) and intellectual

property.
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Branches and subsidiaries of the Group arranged a wide variety
of trainings for their employees based on the needs of different
departments so as to grow with their employees.

The Shanghai subsidiary of the Group’s industrial segment
organised a team building activity for employees.

During the year under review, two sales staff of the Group were
awarded Gold Award and Silver Award from the 2019 Service &
Courtesy Award (Junior Frontline Level) held by the Hong Kong
Retail Management Association.

The Group organised monthly birthday parties for employees.
Hengdeli grows together with our employees.

The Group organised Christmas parties and lucky lotteries for
employees to enjoy the festival.

In August 2019, the Taiwan subsidiary of the Group organised
a tour to Ha Long Bay, Vietnam for its employees.
Young Innovators Bazaar 2019 of “Project WeCan”,
the Group has sponsored for years.

To provide students access to social experience and
opportunities to plan their future earlier, the Group invited
students from various schools to participate in workshops and
visits stores in batches.

The Group was invited to provide interesting lectures on
knowledge on watches to teachers from the schools that
participated in the “Quality School Improvement Project”.

an event
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 the Group to consumers prowdlng customers with assurance
and confidence. The continuing training provided by brand
suppliers to the Group’s technical personnel and the human
resources policy of recruiting talents worldwide have ensured
the Group to have its own elite technicians and maintain the
world-class cutting edge of maintenance expertise. The Group
has established a watch repair service centre, service hotline
and customer service mailbox to provide customers with timely
and comprehensive watch repair and maintenance services,
in order to strive for excellence. The Group serves consumers
with superior skills and great enthusiasm.

Anti-Corruption

The Hengdeli Group is dedicated to establishing itself as a
trustworthy, law-abiding enterprise. The Group abides by
applicable laws and regulations on bribery, fraud and money
laundering in all regions where it operates, including but not
limited to the Hong Kong Prevention of Bribery Ordinance,
the Anti-Money Laundering and Counter-Terrorist Financing
Ordinance, the Macao Prevention and Suppression of Bribery
in the Private Sector, the China Anti-Unfair Competition Law
and the Interim Provisions on Banning Commercial Bribery.
The Group advocates a work ethic that insists on compliance
with law, integrity, honesty and professional dedication, and
bans any form of acceptance of advantages or acts of bribery.
Explicit rules concerning employees’ professional integrity are
communicated through the employees’ guidebook, training
courses as well as guidelines, for example, on conflict of interest,
while the efficiency of the Group’s entire internal management
system is reviewed regularly. Channels are also available for
employees to report on internal misconduct. The daily operations
of the Group strictly comply with established procedures; the
internal audit department audits each branch and subsidiary
regularly and timely reports to the audit committee while
implementing appropriate measures to ensure all regulations
are complied with. Further, the Group also commissions external
auditors to carry out independent audits. All these measures
effectively promoted the implementation and the improvement of
the Group’s regulatory system. During the year under review, the
Group was not aware of any violations of laws and regulations
on bribery, extortion, fraud and money laundering that had a
significant impact on the Group.
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Hengdell operates dlllgently and is actlvely involved

in community and public welfare activities, serving the
community, undertaking corporate social responsibilities
proactively and contributing to society through a variety
of welfare platforms with its own strength. During the year
under review, the charitable and other donations made by
the Group amounted to approximately RMB1,024,000.

Since 2011, Elegant, a subsidiary of the Group has been
taking part in “Project WeCan” initiated by The Wharf.
As of 2019, Elegant has been actively taking part in the
project in the form of donation and volunteer services
for eight consecutive years. The project is an on-going
school supporting initiative which demonstrates the spirit of
“business-in-community” and, through various activities and
academic and cultural exchanges, broadens the horizons of
students, enhances their self-confidence, and prepares them
with a solid foundation for entering the society in the future.

During the year under review, Elegant again participated
in the trade fair of “Young Innovators Bazaar”, an annual
large-scale joint-school event hosted by “Project WeCan”.
This year, “Young Innovators Bazaar” was held in Plaza
Hollywood, Diamond Hill, Hong Kong from 22 to 24 March
2019. The students from 64 secondary schools conducted
marketing activities by operating fair stalls for three
consecutive days to get the experience of starting their own
retail businesses from scratch. During the event, Elegant
sponsored and guided the students from Caritas Ma On
Shan Secondary School. It organised a corporate volunteer
team with extensive experience to help the students plan for
the stall marketing, including how to prepare business plans,
conduct market analysis and predict cost and profit.
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participating schools. Elegant was invited to provide
interesting lectures about knowledge on watches for this
project. Senior brand managers selected by the Group
gave two seminars at Po Chiu Catholic Secondary School
and Caritas Fanling Chan Chun Ha Secondary School
respectively, which were well received by the participants.

In order to help students experience social life and make
plan for the future as early as possible, during the year
under review, Elegant also arranged workshops for students
from Caritas Ma On Shan Secondary School, HKSYC&IA
Chan Nam Chong Memorial College and HKMA David
Li Kwok Po College and took them to stores in batches.
Through interviews arranged by the “Project WeCan”, three
students aged 16 or above, from Salesians of Don Bosco Ng
Siu Mui Secondary School and Semple Memorial Secondary
School, were selected for a two-week store internship, which
provided them with a general understanding of the daily
operations and work scope of the watch retail industry.

Hengdeli has been supporting various types of social
welfare activities for many years and has actively undertaken
social corporate responsibilities. In order to promote mental
and physical health development of young people and
stimulate the interest of young people for sports, the Group
has co-hosted the “Elegant Cup Tournament” in Hong Kong
for seven consecutive years since 2012. By organizing
different types of sports competitions, the Group encouraged
young people to raise their awareness of physical and
mental health development, and at the same time created a
platform for students from different regions and schools to
communicate and learn from each other. Hong Kong'’s rope
skipping team has made many international appearances
with its large pool of talents. In order to further encourage
and develop rope skipping, with the assistance of Hong
Kong Rope Skipping Federation, China, the Group organised
the “Elegant Cup Inter-school Rope Skipping Tournament” in
2018. The tournament was divided into 14 groups under five
categories, where a total of 30 schools in Hong Kong sent
teams to participate in the tournament.
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Given the impact of the co 0

fﬁ?'rn Hlong-Kong-,’ the Group finally decided to suspend

e

the tournament for one year, but still sponsored four
pre-tournament training courses taught by Hong Kong Rope
Skipping Federation, China for each participating school.

OUTLOOK

Come rain or shine, we have been moving ahead through
ups and downs. In the future, we will continue to uphold the
principle of being responsible for our customers, employees,
shareholders and the society, and will seek and capture
opportunities to strive for a harmonious development
between the Company and the society, the Company and
the environment, as well as the Company and all related
parties to make our due contributions.
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A RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
AR¥TT ARBTT ARETT ARETT ARBTxT
Note (iii) Note (ii) Note (i) Note (i)
FE & (i) FEE Cii) Bz (i) FaE (i)
Revenue 'ON 2,417,181 2687,248 2,439,022 12,334,151 13,302,724
Profit/(loss) before taxation — FiAT A/ (EE) (337,042) 103,681 (23,858) (50,496) 347,452
Income tax FTiSHi 12,925 (24,432) (21,790) (225,042) (157,288)
Profit/(loss) for the year EERF S (ER) (324,117) 79,249 (165,080) (275,538) 190,164
Attributable to: Efh
Equity shareholders ZNG )
of the Company HHA (332,520) 68,746 (236,382) (321,378) 144,868
Non-controlling interests FEIER R 8,403 10,503 71,302 45,840 45,296
Profit/(loss) for the year EERF S (FE) (324,117) 79,249 (165,080) (275,538) 190,164
As at 31 December
RTrEFETr=E
2019 2018 2017 2016 2015
ASSETS AND LIABILITIES E&EHEE —E-AE 2\ ZIZ—+t§& ZT—RE ZT—h1fF
RMB’000 RMB’000 RMB’000 RMB'000 RMB’000
ARBTRT ARBTT ARETT ARETE AR®T
Total assets BREMEEE 4,641,068 4,920,029 4803473 12,583,118 12,198,738
Total liabilities BELsE 659,481 472,340 369,775 6,216,669 5,658,381
Net assets BEFE 3,981,587 4,447,689 4,433,698 6,366,449 6,540,357
Total equity attributable NA B
to equity shareholders BB AEG
of the Company TR 3,894,615 4,369,451 4376,504 5746297 5,930,787
Non-controlling interests kR 86,972 78,238 57,194 620,152 609,570
Total equity EmAE 3,981,587 4,447,689 4433698 6,366,449 6,540,357
Note: MEE
(i) The above figures include continuing operations and (i) A EEFEEFELEARKIEEET -

discontinued operations.

(i) The Group has initially applied HKFRS 15 and HKFRS 9  (ii)
at 1 January 2018. Under the transition method chosen,
comparative information is not restated, hence the
Summary has not been prepared on a consistent basis.

(iii)  The Group has initially applied HKFRS 16 at 1 January  (iii)
2019 using the modified retrospective approach. Under
this approach, comparative information is not restated.
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INDEPENDENT AUDITOR'S REPORT

-y
i = 7L
TO THE SHAREHOLDERS OF

HENGDELI HOLDINGS LIMITED

(Incorporated in the Cayman Islands with limited liability)

OPINION

We have audited the consolidated financial statements
of Hengdeli Holdings Limited (the “Company”) and its
subsidiaries (collectively referred to as the “Group”) set
out on pages 91 to 225, 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 Hong Kong Financial
Reporting Standards (“HKFRSs”) issued by the Hong Kong
Institute of Certified Public Accountants (the “HKICPA”)
and have been properly prepared in compliance with the
disclosure requirements of the Hong Kong Companies
Ordinance.

BASIS OF OPINION

We conducted our audit in accordance with Hong Kong
Standards on Auditing (“HKSAs”) issued by the HKICPA.
Our responsibilities under those standards are further
described in the Auditor’'s Responsibilities for the Audit of
the Consolidated Financial Statements section of our report.
We are independent of the Group in accordance with the
HKICPA’s Code of Ethics for Professional Accountants
(the “Code”), 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.
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INDEPENDENT AUDITOR’'S REPORT
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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.

i Goodwill and Property, Plant and Equipment

Refer to Notes 11 and 13 to the consolidated financial
statements

The Group is required to test the amount of goodwill
for impairment. The Group is also required to test
the amount of property, plant and equipment for
impairment when there is an indication that the assets
may be impaired. During the year, there was decline
in revenue of the retail segment, which increases the
risk that the related goodwill and property, plant and
equipment may be impaired. These impairment tests
are significant to our audit because the balances
of goodwill and property, plant and equipment of
approximately RMB66,502,000 and RMB538,087,000
as at 31 December 2019, respectively, and the
impairment of goodwill and property, plant and
equipment of approximately RMB168,695,000 and
RMB172,157,000 for the year ended 31 December
2019, respectively, are material to the consolidated
financial statements. In addition, the Group’s
impairment tests involve application of judgement and
are based on assumptions and estimates.
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Our audit procedures included, among others:

- Assessing the identification of the related cash
generating units;

- Assessing the arithmetical accuracy of the
value-in-use calculations;

- Comparing the actual cash flows with the cash
flow projections;

- Assessing the reasonableness of the key
assumptions (including revenue growth, profit
margins, terminal growth rates and discount
rates); and

- Checking input data to supporting evidence.

We consider that the Group’s impairment tests for
goodwill and property, plant and equipment are
supported by the available evidence.

Inventories

Refer to Note 16 to the consolidated financial
statements

The Group tested the amount of inventory for
impairment. This impairment test is significant
to our audit because the balance of inventory of
approximately RMB1,309,758,000 as at 31 December
2019 is material to the consolidated financial
statements. In addition, the Group’s impairment test
involves application of judgement and is based on
estimates.

INDEPENDENT AUDITOR'S REPORT
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INDEPENDENT AUDITOR’'S REPORT
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Our audit procedures included, among others:
- Evaluating the Group’s impairment assessment;
- Assessing the aging of the inventories;

- Assessing the net realisable value of the
inventories; and

- Checking subsequent sales of the inventories.

We consider that the Group’s impairment test for
inventories is supported by the available evidence.

OTHER INFORMATION

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

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

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

regard.
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RESPONSIBILITIES OF DIRECTORS FOR THE
CONSOLIDATED FINANCIAL STATEMENTS

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

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

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. We report our opinion solely to you, as a body,
and for no other purpose. We do not assume responsibility
towards or accept liability to any other person for the
contents of this report. Reasonable assurance is a high level
of assurance, but is not a guarantee that an audit conducted
in accordance with HKSAs will always detect a material
misstatement when it exists. Misstatements can arise from
fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected
to influence the economic decisions of users taken on the
basis of these consolidated financial statements.

INDEPENDENT AUDITOR'S REPORT
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This description forms part of our auditor’s report.

ZHONGHUI ANDA CPA Limited
Certified Public Accountants

Li Chi Hoi

Audit Engagement Director
Practising Certificate Number P07268

Hong Kong
5 June 2020
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Revenue A 3 2,687,248
Cost of sales HEXA (2,225,702)
Gross profit EF 461,546
Other revenue Hib iz 4 41,411
Other net loss Hih 51855 4 (4,454)
Distribution costs 7 SHRL AR (251,977)
Administrative expenses THREHA (140,414)
(Loss)/profit from operations ©g (B1|),mF 106,112
Finance costs BAFS R AN 5(a) (2,431)
(Loss)/profit before taxation BREBLAT (B518), = 5 103,681
Income tax credit/(expense) ISR e /(Fx) 6 (24,432)
(Loss)/profit for the year FE (F58) &5 79,249
TARFIERABRA R B — AR 91



Attributable to: FE1h -

Equity shareholders of RARRGEEA
the Company 68,746
Non-controlling interests TR 10,503
(Loss)/profit for the year FE (BR) GEF 79,249
(Losses)/earnings per share R (B1B) &F 10
Basic HAK RMB0.015
Diluted g RMB0.015

Note: The Group has initially applied HKFRS 16 at 1 January
2019 using the modified retrospective approach. Under
this approach, comparative information is not restated.
See note 1(c).

The notes on pages 101 to 225 form part of these financial
statements. Details of dividends payable to equity
shareholders of the Company attributable to the (loss)/profit
for the year are set out in note 26(b).
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RMB’000

Hist ARBFT
(Loss)/profit for the year FE (BB, &F 79,249
Other comprehensive income FEHMEABA
for the year (after tax and (REREHIE
reclassification adjustments) AEE) 9(a)
ltems that may be reclassified B kB
subsequently to profit or loss: Bm2I8E
Exchange differences on MEBINTB AR
translation of overseas BMBHRRAEE 2
subsidiaries’ financial fEH =5
statements 190,697
190,697
Items that will not be reclassified BETEEHHEE
subsequently to profit or loss: Bz 2IAE ¢
Equity investments at fair value BAEMEEEA
through other comprehensive BAREHEZ
income — net movement in fair BAEKE - DA E
value reserves (non-recycling) RS E)
(T ABR) (233,654)
Exchange differences on MERBEMEE
translation of equity WARAREFE
investments at fair value AR EFES
through other comprehensive 2R
income (11,070)
Exchange differences on BMERARIBEREK
translation of the Company’s FEEzERZS
financial statements (2,707)
(247,431)
Total comprehensive income for FEZEBALLE
22,515

the year

FIZEBATRA R Z 2 —JUARER 923
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Attributable to: N

Equity shareholders of the Company ~ AATRHIFE A 10,689

Non-controlling interests FERER 11,826
Total comprehensive income for FEXHEKRALE

the year 22,515

Note: The Group has initially applied HKFRS 16 at 1 January ffit: ASEER =T —NF— A — BERBLEF]

2019 using the modified retrospective approach. Under BWEEREABBMBEREERFE 165
this approach, comparative information is not restated. REEFRT  EREM L ESS - F2EM
See note 1(c). E1(c) °

The notes on pages 101 to 225 form part of these financial F101E2258 2 fi:IBILEHBRE —35H -
statements.

94 Hengdeli Holdings Limited Annual Report 2019



e

RMB’000

ARETT
Non-current assets FREEE
Investment properties BEME 11 141,419
Property, plant and equipment ME - RE KRG 11 443,660
585,079
Intangible assets EREE 12 1,956
Goodwill EES 13 233,594
Other investments HxE 15 168,696
Prepayment and deposits BFERES 17 19,376
Deferred tax assets EEHBEE 25(b)(i) 7,144
1,015,845
Current assets REBEE
Inventories 75 16 1,403,251
Trade and other receivables W E S ER R
Hofth FE WK IE 17 311,719
Current tax recoverable ZRER AT Yy [ B TE 25(a) -
Deposits with banks BITER 18 638,211
Cash and cash equivalents AeRALEFED 19 1,551,003
3,904,184
Current liabilities RBaE
Trade and other payables and B SRR EA
contract liabilities ENZRBAREHEE 20 309,666
Bank loans BITEF 21 60,429
Lease liabilities HEAE 22 =
Current taxation REAFEHFIE 25(a) 17,314
387,409
Net current assets RBEETFE 3,616,775
Total assets less current liabilities BEERRBES 4,532,620
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ARETT

Non-current liabilities FREBERE
Bank loans RITER 21 83,323
Lease liabilities HEAE 22 =
Deferred tax liabilities ELHBEE 25(b)(ii) 1,608
84,931
NET ASSETS BEEFRE 4,447 689

CAPITAL AND RESERVES BEXRRHE
Share capital & A 26(c) 22,337
Reserves G 4,347,114

Total equity attributable to equity AATRBEFEA

shareholders of the Company FE LR B 5 4,369,451
Non-controlling interests IR R 78,238
4,447,689

Approved and authorised for issue by the Board on 5 June

2020.

Zhang Yuping
Executive Director

Huang Yonghua
Executive Director

Note: The Group has initially applied HKFRS 16 at 1 January
2019 using the modified retrospective approach. Under
this approach, comparative information is not restated.

See note 1(c).

The notes on pages 101 to 225 form part of these financial

statements.
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(recycling) -r;cycliﬁg)"'

KRBT ARBTL ARBTR ARMTL AR¥TR

5 SR
RMB000
ARBTTL ARMTRL

Balance at 31 December 2017

Impact on initial application of
HKFRS 9

Adjusted balance at
1 January 2018
Changes in equity for 2018

Profit for the year
QOther comprehensive income

RoZ-tF
t=A=t-H
PLii ]

ERERBENH
HEERFIH
%

RZE-)\F
-A-H
LERER

RZB-NE
ERag

ERaf

Efp2EAA

57,194

2

57,192

10,503
1,323

Total comprehensive income

2ERNEE

11,826

Dividends to holders of
non-controlling interests
Transfer between reserves
Shares repurchased
Capital injection from non-
controlling interests

R
REAZBRS
it
jRk-telv)

FiZEd it s

Shares repurchased in respect 5t1R(A %8553l

of share award scheme
Shares granted under share
award scheme
Amounts transferred from fair

value reserve (non-recycling)

to retained profits

BREZHRR
IR £33
RER
BOLERE
(FTBAER)
BEEREEH
8%

(13)

9,233

Balance at 31 December 2018 A=F—-N\E+ZA

St-AzkH

1,820,884 4,369,451

78,238

FAERARAR ZR—UEEH



Balance at 31 December 2018~ W=Z-NE+=A
St-Befsh

Changes in equity for 2019 RZE-NE
Eu2g

Profit for the year FRERA

Other comprehensive income ~ Ef2EKA

Total comprehensive income ~~ 2EHRALE

Dividends approved and paidin - $tE—EEHER  26(b)
respect of the previous year KA1 28

Dividends approved and paid in - SUREEH ER 26(b)
respect of the current year RS

Dividends to holders of EiARER
non-controlling interests FEAZRS

Transfer between reserves E1-pd T

Capital injection FHERERDTE
from non-controlling interests

Disposal of equity interests LE-FHEAA
in a subsidiary 2IRiE

Shares granted under share  BERAREEE  24(b)
award scheme Rtk

Balance at 31 December 2019 M=E-fETZA
=t-Bzf8

Note: The Group has initially applied HKFRS 16 at 1 January /it AEBEER T —NF—A— BRBEEF]
2019 using the modified retrospective approach. Under BWEERERTAMBREERNFE16 -
this approach, comparative information is not restated. REFRT  ERERLESS - FL2RM
See note 1(c). FE1(c) °

The notes on pages 101 to 225 form part of these financial $101E2258 2 fitr@B It E I BEHmE—3 5 o
statements.
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RMB'000
ARETT

269,248
(9,701)

Operating activities RETER

Cash generated from operations LEMGERS 19(b)

Tax paid [EARE2

Net cash generated from operating REFBRBELFE
activities

Investing activities RETED

Payment for the purchase of BAYE - BEKX
property, plant and equipment AR

Proceeds from sale of property, HEWE  BE - JEX
plant, equipment and intangible B EEMBSHIA
assets

Payment for the purchase of BARTEENK
intangible assets

Decrease in deposits with banks RITFEFRD

Payment for advances to third
parties

Proceeds from repayment of
advances to third parties

Payment for purchase of other
investments

Proceeds from sale of other
investments

Interest received

Payment for acquisition of a
subsidiary, net of cash acquired

XNE=FBR
EEE=NBRABHE
BARMBENK
HEE MR B PSR
R G}

W —-RNERRZ
5 KRBz RS

259,547

Dividends received from equity BUBRARERE
investments

Net cash proceeds from disposal & — R B A AR
of equity interests in a subsidiary FIB R & HIE T8

Net cash (used in)/generated RETH (Fr3E),/ Fig
from investing activities e T

(65,322)

2,143

(415)

61,708
(76,158)

292,785

(58,979)

66,423

32,238

254,423

FIZEBATRA R Z 2 —JUARER
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RMB’000

Hist ARBFT

Financing activities METEE

Proceeds from new bank loans IR TERATERE 19(c) 107,370

Repayment of bank loans BERETER 19(c) (75,206)

Payment for purchase of shares BRI 2Bt 2l (8,377)
under share award scheme HERM2HR

Capital element of lease rentals paid BB EREHWEREH 19(c) -

Interest element of lease rentals paid B[ EERSHFEZH 19(c) -

Other borrowing costs paid ENEMEERA (2,070)

Shares repurchased BEERMN (6,763)

Capital injection from RS 9,233
non-controlling interests

Dividends paid to equity shareholders B {fI&HFHAZRE 26(b) =

Dividends paid to holders of BRI ER (13)
non-controlling interests BAAZRE

Net cash (used in)/generated from MEEHE (Fr3E),/ Fig 24,174
financing activities e

Net (decrease)/increase in cash ReRBREZEY 538,144
and cash equivalents (R2),/ B

Cash and cash equivalents at the REPNZRER 964,172
beginning of the year ReZEY

Effect of foreign exchange rate IEEZEBTE 48,687
changes

Cash and cash equivalents RERZHEER 19(a) 1,551,003
at the end of the year HeZEY

Note: The Group has initially applied HKFRS 16 at 1 January M7 @ AEBER-Z—NF— A - BERAKEST

2019 using the modified retrospective approach. Under
this approach, comparative information is not restated.

See note 1(c).

The notes on pages 101 to 225 form part of these financial

statements.
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NOTES TO THE FINANCIAL STATEMENTS

S B R B R

(Expressed in Renminbi unless otherwise indicated) (& 2B - HEUAREZ75))

1 SIGNIFICANT ACCOUNTING POLICIES

(a) Statement of compliance

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

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

1 EESTEX
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WERBRRDVBBEEEGAMAE ([FEE
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BERI BB M B RELER - FEGFER ([F
AEREL]) kRl BEREARGH R
RERBRBRAEPINBERERE - LLFEH
BHREANTEEBHAERZMARAR (1B
Prl) B LmARANERERERE - AEEAM
RANEZRSTBORIENT »

A AEERME TR AKRERNGHH
B R AR A IR BT IR M O ¥ AT G ERT &
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NOTES TO THE FINANCIAL STATEMENTS

S 785 i A B

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(b) Basis of preparation of the financial statements

The consolidated financial statements for the year ended 31
December 2019 comprise Hengdeli Holdings Limited (the
“Company”) and its subsidiaries (together referred to as the
“Group”).

The measurement basis used in the preparation of the
financial statements is the historical cost basis except
that the following assets are stated at their fair value as
explained in the accounting policies set out below:

- equity investments (see note 1(f))

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

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

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

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(c) Changes in accounting policies

The HKICPA has issued a new HKFRS, HKFRS 16, Leases,
and a number of amendments to HKFRSs that are first
effective for the current accounting period of the Group.

Except for HKFRS 16, Leases, none of the developments
have had a material effect on how the Group’s results and
financial position for the current or prior periods have been
prepared or presented. The Group has not applied any new
standard or interpretation that is not yet effective for the
current accounting period.

(i) HKFRS 16, Leases

HKFRS 16 replaces HKAS 17, Leases, and the related
interpretations, HK(IFRIC) 4, Determining whether an
arrangement contains a lease, HK(SIC) 15, Operating leases
— incentives, and HK(SIC) 27, Evaluating the substance of
transactions involving the legal form of a lease. It introduces
a single accounting model for lessees, which requires a
lessee to recognise a right-of-use asset and a lease liability
for all leases, except for leases that have a lease term of 12
months or less (“short-term leases”) and leases of low-value
assets. The lessor accounting requirements are brought
forward from HKAS 17 substantially unchanged.

HKFRS 16 also introduces additional qualitative and
quantitative disclosure requirements which aim to enable
users of the financial statements to assess the effect that
leases have on the financial position, financial performance
and cash flows of an entity.

The Group has initially applied HKFRS 16 as from 1
January 2019. The Group has elected to use the modified
retrospective approach and there was no impact to the
opening balance of equity at 1 January 2019 upon initial
application of HKFRS 16. Comparative information has not
been restated and continues to be reported under HKAS 17.

S 785 i A B
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NOTES TO THE FINANCIAL STATEMENTS

S 785 i A B

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(c) Changes in accounting policies (Continued)
(i) HKFRS 16, Leases (Continued)

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

a. New definition of a lease

The change in the definition of a lease mainly relates to the
concept of control. HKFRS 16 defines a lease on the basis
of whether a customer controls the use of an identified asset
for a period of time, which may be determined by a defined
amount of use. Control is conveyed where the customer has
both the right to direct the use of the identified asset and
to obtain substantially all of the economic benefits from that
use.

The Group applies the new definition of a lease in HKFRS
16 only to contracts that were entered into or changed on
or after 1 January 2019. For contracts entered into before 1
January 2019, the Group has used the transitional practical
expedient to grandfather the previous assessment of which
existing arrangements are or contain leases. Accordingly,
contracts that were previously assessed as leases under
HKAS 17 continue to be accounted for as leases under
HKFRS 16 and contracts previously assessed as non-lease
service arrangements continue to be accounted for as
executory contracts.

b. Lease accounting and transitional impact

HKFRS 16 eliminates the requirement for a lessee to classify
leases as either operating leases or finance leases, as
was previously required by HKAS 17. Instead, the Group
is required to capitalise all leases when it is the lessee,
including leases previously classified as operating leases
under HKAS 17, other than those short-term leases and
leases of low-value assets which are exempt. As far as the
Group is concerned, these newly capitalised leases are
primarily in relation to property, plant and equipment as
disclosed in note 11(v). For an explanation of how the Group

applies lessee accounting, see note1(j)(i).

104 Hengdeli Holdings Limited Annual Report 2019

1 EESxEE e

(c) EIfERERzZ2H (#)

() BBUBREERE 16 HE (F)
BRABESTRRES CUHERFEARIBE
TRRE— S EEIT

a. HEZHEE

HETZ BT RETHENRSEH - B
BHMBEHRELEANFIGRERHENELERTP
ERE—BREBAES -HEEZNEENRS
(TR—EEAEET) EXFPRBERET
AEBEECREAERARESBREY
OB Ry - BIEAEHIE -

AEBIEK T B GRS E R F165% 19 FH
EEERAR T NF—A—BKZRITXL
FEEZAN AEECHR _F-NLF—H
—BARIMAKNEAEERTREN EZHR R
SRR ARHBNHEXBSHEMEZT
fl o At ERTRIEEFB G ERE175% G
REENANREBV RS ERNF16RAEE
SIVETHE - MR G RIERERBZHENE
WBBIEREREL -

b. MHESHEBEUETE
FREMBHmELERE1RBUER B G ERE
17 ERMBRARABEES BRLEEREN
MEMENRE - Rz AREAEHESEM
AREHBEHEERL  BRENBRETES
AAEAFITROERKEHENTHE (EER
eNEHHERREEEERERIN) - siAE
BimE  ZEMEMBAEETEEMT11VIAR
BENYME BFENRREER - AREASED
MEAAEASHRENEE  F2REWME1()
(i) o



(c)
(i)
b.

NOTES TO THE FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Changes in accounting policies (Continued)
HKFRS 16, Leases (Continued)

Lease accounting and transitional impact (Continued)

At the date of transition to HKFRS 16 (i.e. 1 January 2019),
the Group determined the length of the remaining lease

terms and measured the lease liabilities for the leases

previously classified as operating leases at the present

value of the remaining lease payments, discounted using the

relevant incremental borrowing rates at 1 January 2019. The

weighted average of the incremental borrowing rates used

for determination of the present value of the remaining lease

payments was 3.09%.

To ease the transition to HKFRS 16, the Group applied the

following recognition exemption and practical expedients at
the date of initial application of HKFRS 16:

(i)

(iif)

the Group elected not to apply the requirements
of HKFRS 16 in respect of the recognition of lease
liabilities and right-of-use assets to leases for which
the remaining lease term ends within 12 months from
the date of initial application of HKFRS 16, i.e. where
the lease term ends on or before 31 December 2019;

when measuring the lease liabilities at the date of
initial application of HKFRS 16, the Group applied
a single discount rate to a portfolio of leases with
reasonably similar characteristics (such as leases with
a similar remaining lease term for a similar class of
underlying asset in a similar economic environment);
and

when measuring the right-of-use assets at the date
of initial application of HKFRS 16, the Group relied
on the previous assessment for onerous contract
provisions as at 31 December 2018 as an alternative
to performing an impairment review.
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NOTES TO THE FINANCIAL STATEMENTS

S 785 i A B

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(c) Changes in accounting policies (Continued)

(i) HKFRS 16, Leases (Continued)

b. Lease accounting and transitional impact (Continued)

The following table reconciles the operating lease
commitments as disclosed in note 27(b) as at 31 December
2018 to the opening balance for lease liabilities recognised
as at 1 January 2019:

1 EESxEE®)

(c) EIfERERzZ2H (#)

() BBUBMELEINE 165 HE ()

b. HEEFIERUEFE (&)
TRAER-B-—/\F+-A=+—HzZ&%H
S (K Ee7(b)MRE) BN T —hF
—A-RERZHNEER BRI HIE -

1 January 2019

—E-h&F-A—H
RMB’000
ARET T
Operating lease commitments at R-_E—N\F+=—_A=+—H
31 December 2018 IS ETHE AR 197,063
Less: commitments relating to leases exempt i : BEER R ENCTE 2 H&IE
from capitalisation:
— short-term leases and other leases with - B THERA-ZE-NAF+=-A=1+—8
remaining lease term ending on or g2 AEmEHEE R HMES
before 31 December 2019 (8,665)
— leases of low-value assets - REEEEZHE (35)
193,363
Less: total future interest expenses o BER B e (6,144)
Present value of remaining lease payments, B THEZEZEE TR NfF
discounted using the incremental borrowing —A—HAZESEER XA
rate at 1 January 2019 187,219

The right-of-use assets in relation to leases previously
classified as operating leases have been recognised at an
amount equal to the amount recognised for the remaining
lease liabilities, adjusted by the amount of any prepaid or
accrued lease payments relating to that lease recognised in
the statement of financial position at 31 December 2018.
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(c) Changes in accounting policies (Continued)

(i) HKFRS 16, Leases (Continued)

b. Lease accounting and transitional impact (Continued) p.

The following table summarises the impacts of the adoption
of HKFRS 16 on the Group’s consolidated statement of

financial position:

) enmEzgm® 000

(i) EBMBRELERE16  HE (&)

Carrying amount at

Capitalisation of
operating lease

MESFBEETE (&)
TERBMRAEFBM B REENF165REAE
BiREMBHRRARNTE

31 December 2018 contracts
R=F—N\F+=H LEHEED
=t+—-HzEREE KB
RMB'000 RMB’000
ARETT ARET
Line items in the consolidated SRAEEHEREER
statement of financial position ERCE-Z kessiap s
impacted by the adoption of RREEHIER
HKFRS 16:
Property, plant and equipment ME  BELK 443,660 187,903
Total non-current assets FREEELE 1,015,845 187,903
Trade and other receivables B E ZBR 30 I E A B MR 311,719 (684)
Total current assets RBEEAE 3,904,184 (684)
Lease liabilities (current) HEEE (FE) = 94,398
Total current liabilities FBEELE 387,409 94,398
Net current assets FBEEFE 3,516,775 (95,082)
Total assets less current liabilites ~ AEERABEE 4,532,620 92,821
Lease liabilities (non-current) HEEE (FRD) = 92,821
Total non-current liabilities FRBEELHE 84,931 92,821
Net assets EEFE 4,447,689 =

FAEERA AR B —JURER 107



NOTES TO THE FINANCIAL STATEMENTS

S 785 i A B

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(c) Changes in accounting policies (Continued)
(i) HKFRS 16, Leases (Continued)
€. Impact on the financial result and cash flows of the Group

After the initial recognition of right-of-use assets and
lease liabilities as at 1 January 2019, the Group as a
lessee is required to recognise interest expense accrued
on the outstanding balance of the lease liability, and
the depreciation of the right-of-use asset, instead of the
previous policy of recognising rental expenses incurred
under operating leases on a straight-line basis over the
lease term. This results in a positive impact on the reported
profit from operations in the Group’s consolidated statement
of profit or loss, as compared to the results if HKAS 17 had
been applied during the year.

In the cash flow statement, the Group as a lessee is
required to split rentals paid under capitalised leases into
their capital element and interest element (see note 19(c)).
These elements are classified as financing cash outflows,
similar to how leases previously classified as finance leases
under HKAS 17 were treated, rather than as operating cash
outflows, as was the case for operating leases under HKAS
17. Although total cash flows are unaffected, the adoption
of HKFRS 16 therefore results in a significant change in
presentation of cash flows within the cash flow statement
(see note 19(d)).

The following tables give an indication of the estimated
impact of the adoption of HKFRS 16 on the Group’s financial
result and cash flows for the year ended 31 December 2019,
by adjusting the amounts reported under HKFRS 16 in these
consolidated financial statements to compute estimates of
the hypothetical amounts that would have been recognised
under HKAS 17 if this superseded standard had continued
to apply in 2019 instead of HKFRS 16, and by comparing
these hypothetical amounts for 2019 with the actual 2018
corresponding amounts which were prepared under HKAS
17.
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: .(i) " HKFRS 16, Leases (Continued) () BBMBREERNE165  HE (&)
©. Impact on the financial result and cash flows of the c. HASENBEEREERENTE
Group (Continued) (#&)
2018
“F0\F
Compared to
amounts reported
for 2018 under
HKAS 17
HREEEEH
RAE1THRY
“T-N\%
2RSBUR
RMB'000
ARETT
Financial result for year ended ~ ZRAEBHBHEED
31 December 2019 impacted ~ E16%FEvHE
by the adoption of HKFRS 16:  —E—-A&E+=F=1-A
LEENBRES .
(Loss)/profit from operations %% (E5i8)/ 106,112
Finance costs BHRA -
(Loss)/profit before taxation WA (58)/ &7 103,681
(Loss)/profit for the year EE (BB)/ &7 79,249
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- Chang accounting polic

()  HKFRS 16, Leases (Continued) () BBUBREERE 16 HE (F)

c. Impact on the financial result and cash flows of the c. HAKBNBEXERBRERENTE
Group (Continued) (#&)
2018
20\
Compared
to amounts
reported under
HKAS 17
HERBEABE
ERE1TH
E2RSBUR
RMB’000
ARBFT
Line items in the consolidated cash flow SRARBYEREER
statement for the year ended 31 December FIEFECEEZ
2019 impacted by the adoption of HKFRS 16: =Z—-h%E+=H
=t-ALEERE
BeRERESFER

Cash generated from operations LEMEHS 269,248
Net cash generated from operating activities &4 EBIFERE B 289,547
Capital element of lease rentals paid ERHERENERTH o
Interest element of lease rentals paid BENRERENHEEHS -
Net cash (used in)/generated from BEED (Fi¥)/ i 24,174

financing activities

REFR
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NOTES TO THE FINANCIAL STATEMENTS

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(c) Changes in accounting policies (Continued)
(i) HKFRS 16, Leases (Continued)

@, Impact on the financial result and cash flows of the
Group (Continued)

Note 1: The “estimated amounts related to operating leases” is
an estimate of the amounts of the cash flows in 2019
that relate to leases which would have been classified as
operating leases, if HKAS 17 had still applied in 2019.
This estimate assumes that there were no differences
between rentals and cash flows and that all of the new
leases entered into in 2019 would have been classified
as operating leases under HKAS 17, if HKAS 17 had still
applied in 2019. Any potential net tax effect is ignored.

Note 2: In this impact table these cash outflows are reclassified
from financing to operating in order to compute
hypothetical amounts of net cash generated from
operating activities and net cash used in financing
activities as if HKAS 17 still applied.

d. Lessor accounting

The accounting policies applicable to the Group as a lessor
remain substantially unchanged from those under HKAS 17.

Under HKFRS 16, when the Group acts as an intermediate
lessor in a sublease arrangement, the Group is required
to classify the sublease as a finance lease or an operating
lease by reference to the right-of-use asset arising from
the head lease, instead of by reference to the underlying
asset. The adoption of HKFRS 16 does not have a significant
impact on the Group’s financial statements in this regard.
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NOTES TO THE FINANCIAL STATEMENTS

S 785 i A B

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(d) Subsidiaries and non-controlling interests

Subsidiaries are entities controlled by the Group. The Group
controls an entity when it is exposed, or has rights, to
variable returns from its involvement with the entity and has
the ability to affect those returns through its power over the
entity. When assessing whether the Group has power, only
substantive rights (held by the Group and other parties) are
considered.

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

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

Non-controlling interests are presented in the consolidated
statement of financial position within equity, separately from
equity attributable to the equity shareholders of the Company.
Non-controlling interests in the results of the Group are
presented on the face of the consolidated statement of profit
or loss and the consolidated statement of profit or loss and
other comprehensive income as an allocation of the total profit
or loss and total comprehensive income for the year between
non-controlling interests and the equity shareholders of the
Company. Loans from holders of non-controlling interests
and other contractual obligations towards these holders are
presented as financial liabilities in the consolidated statement
of financial position in accordance with notes 1(0) or 1(p)
depending on the nature of the liability.
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NOTES TO THE FINANCIAL STATEMENTS

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(d) Subsidiaries and non-controlling interests
(Continued)

Changes in the Group’s interests in a subsidiary that do
not result in a loss of control are accounted for as equity
transactions, whereby adjustments are made to the
amounts of controlling and non-controlling interests within
consolidated equity to reflect the change in relative interests,
but no adjustments are made to goodwill and no gain or loss
is recognised.

When the Group loses control of a subsidiary, it is accounted
for as a disposal of the entire interest in that subsidiary,
with a resulting gain or loss being recognised in profit or
loss. Any interest retained in that former subsidiary at the
date when control is lost is recognised at fair value and this
amount is regarded as the fair value on initial recognition of
a financial asset (see note 1(f)).

In the Company’s statement of financial position, an
investment in a subsidiary is stated at cost less impairment
losses (see note 1(k)), unless the investment is classified
as held for sale (or included in a disposal group that is
classified as held for sale).

(e) Goodwill

Goodwill represents the excess of

(i) the aggregate of the fair value of the consideration
transferred, the amount of any non-controlling interest
in the acquiree and the fair value of the Group’s
previously held equity interest in the acquiree; over

(i) the net fair value of the acquiree’s identifiable assets
and liabilities measured as at the acquisition date.

When (ii) is greater than (i), then this excess is recognised
immediately in profit or loss as a gain on a bargain
purchase.

Goodwill is stated at cost less accumulated impairment
losses. Goodwill arising on a business combination is
allocated to each cash-generating unit, or groups of cash
generating units, that is expected to benefit from the
synergies of the combination and is tested annually for
impairment (see note 1(k)(ii)).

On disposal of a cash generating unit during the year, any
attributable amount of purchased goodwill is included in the
calculation of the profit or loss on disposal.
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NOTES TO THE FINANCIAL STATEMENTS

S 785 i A B

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(f)  Other investments in debt and equity securities

The Group’s policies for investments in debt and equity
securities, other than investments in subsidiaries, are as
follows:

Investments in debt and equity securities are recognised/
derecognised on the date the Group commits to purchase/
sell the investment. The investments are initially stated at
fair value plus directly attributable transaction costs, except
for those investments measured at fair value through profit
or loss (FVPL) for which transaction costs are recognised
directly in profit or loss. For an explanation of how the Group
determines fair value of financial instruments, see note
29(f). These investments are subsequently accounted for as
follows, depending on their classification.

(i) Investments other than equity investments

Non-equity investments held by the Group are classified into
one of the following measurement categories:

- amortised cost, if the investment is held for the
collection of contractual cash flows which represent
solely payments of principal and interest. Interest
income from the investment is calculated using the
effective interest method (see note 1(u)(v)).

- fair value through other comprehensive income
(FVOCI) (recycling), if the contractual cash flows of
the investment comprise solely payments of principal
and interest and the investment is held within a
business model whose objective is achieved by
both the collection of contractual cash flows and
sale. Changes in fair value are recognised in other
comprehensive income, except for the recognition
in profit or loss of expected credit losses, interest
income (calculated using the effective interest
method) and foreign exchange gains and losses.
When the investment is derecognised, the amount
accumulated in other comprehensive income is
recycled from equity to profit or loss.

- fair value at profit or loss (FVPL) if the investment
does not meet the criteria for being measured at
amortised cost or FVOCI (recycling). Changes in the
fair value of the investment (including interest) are
recognised in profit or loss.
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NOTES TO THE FINANCIAL STATEMENTS

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(f)  Other investments in debt and equity securities
(Continued)

(i) Equity investments

An investment in equity securities is classified as FVPL
unless the equity investment is not held for trading
purposes and on initial recognition of the investment the
Group makes an election to designate the investment at
FVOCI (non-recycling) such that subsequent changes in
fair value are recognised in other comprehensive income.
Such elections are made on an instrument-by-instrument
basis, but may only be made if the investment meets the
definition of equity from the issuer’s perspective. Where
such an election is made, the amount accumulated in other
comprehensive income remains in the fair value reserve
(non-recycling) until the investment is disposed of. At the
time of disposal, the amount accumulated in the fair value
reserve (non-recycling) is transferred to retained profits.
It is not recycled through profit or loss. Dividends from
an investment in equity securities, irrespective of whether
classified as at FVPL or FVOCI, are recognised in profit or
loss as other income in accordance with the policy set out in
note 1(u)(iv).

(9) Investment properties

Investment properties are land and/or buildings which are
owned or held under a leasehold interest (see note 1(j)) to
earn rental income and/or for capital appreciation. These
include land held for a currently undetermined future use
and property that is being constructed or developed for
future use as investment property.
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NOTES TO THE FINANCIAL STATEMENTS

S 785 i A B

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(9) Investment properties (Continued)

Investment properties are stated at cost less accumulated
depreciation and impairment losses (see note 1(k)(ii)).
Depreciation is calculated to write off the cost of investment
property less its estimated residual value using the straight
line method over its estimated useful life. Rental income from
investment properties is accounted for as described in note

1(u)(iii).

When the Group holds a property interest under an operating
lease to earn rental income and/or for capital appreciation,
the interest is classified and accounted for as an investment
property on a property-by-property basis.

(h)  Property, plant and equipment

Property, plant and equipment are stated at cost less
accumulated depreciation and impairment losses (see note

1(k)(ii)).

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

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

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(h)  Property, plant and equipment (Continued)

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

- Freehold land is not depreciated.

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

- Leasehold land classified as held under finance
leases is depreciated over the unexpired term of
lease.

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

- Leasehold improvements 1 -5 years
- Motor vehicles 5-10 years
= Office equipment and other fixed assets 3 — 10 years
Where parts of an item of property, plant and equipment
have different useful lives, the cost or valuation of the item is
allocated on a reasonable basis between the parts and each

part is depreciated separately. Both the useful life of an
asset and its residual value, if any, are reviewed annually.
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NOTES TO THE FINANCIAL STATEMENTS

S 785 i A B

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(i) Intangible assets (other than goodwill)

Expenditure on research activities is recognised as an
expense in the period in which it is incurred. Expenditure
on development activities is capitalised if the product or
process is technically and commercially feasible and the
Group has sufficient resources and the intention to complete
development. The expenditure capitalised includes the costs
of materials, direct labour, and an appropriate proportion of
overheads and borrowing costs, where applicable (see note
1(w)). Capitalised development costs are stated at cost less
accumulated amortisation and impairment losses (see note
1(k)(ii)). Other development expenditure is recognised as an
expense in the period in which it is incurred.

Other intangible assets that are acquired by the Group are
stated at cost less accumulated amortisation (where the
estimated useful life is finite) and impairment losses (see
note 1(k)(ii)).
and brands is recognised as an expense in the period in

Expenditure on internally generated goodwill

which it is incurred.

Amortisation of intangible assets with finite useful lives is
charged to profit or loss on a straight-line basis over the
assets’ estimated useful lives. The following intangible
assets with finite useful lives are amortised from the date
they are available for use and their estimated useful lives
are as follows:

- Software licenses 5-10 years
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NOTES TO THE FINANCIAL STATEMENTS

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(i) Intangible assets (other than goodwill)
(Continued)

Both the period and method of amortisation are reviewed
annually.

Intangible assets are not amortised while their useful lives
are assessed to be indefinite. Any conclusion that the useful
life of an intangible asset is indefinite is reviewed annually
to determine whether events and circumstances continue to
support the indefinite useful life assessment for that asset.
If they do not, the change in the useful life assessment
from indefinite to finite is accounted for prospectively from
the date of change and in accordance with the policy for
amortisation of intangible assets with finite lives as set out
above.

(j) Leased assets

At inception of a contract, the Group assesses whether the
contract is, or contains, a lease. 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. Control is conveyed where the customer has
both the right to direct the use of the identified asset and
to obtain substantially all of the economic benefits from that
use.
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NOTES TO THE FINANCIAL STATEMENTS

S 785 i A B

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(j) Leased assets (Continued)
(i) As a lessee

a. Policy applicable from 1 January 2019

Where the contract contains lease component(s) and
non-lease component(s), the Group has elected not to
separate non-lease components and accounts for each
lease component and any associated non-lease components

as a single lease component for all leases.

At the lease commencement date, the Group recognises a
right-of-use asset and a lease liability, except for short-term
leases that have a lease term of 12 months or less and
leases of low-value assets which, for the Group are primarily
properties leased for own use which expiry within one year.
When the Group enters into a lease in respect of a low-value
asset, the Group decides whether to capitalise the lease on
a lease-by-lease basis. The lease payments associated with
those leases which are not capitalised are recognised as an
expense on a systematic basis over the lease term.

Where the lease is capitalised, the lease liability is initially
recognised at the present value of the lease payments
payable over the lease term, discounted using the interest
rate implicit in the lease or, if that rate cannot be readily
determined, using a relevant incremental borrowing rate.
After initial recognition, the lease liability is measured at
amortised cost and interest expense is calculated using
the effective interest method. Variable lease payments that
do not depend on an index or rate are not included in the
measurement of the lease liability and hence are charged
to profit or loss in the accounting period in which they are
incurred.
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NOTES TO THE FINANCIAL STATEMENTS

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(j) Leased assets (Continued)
(i) As a lessee (Continued)

a. Policy applicable from 1 January 2019 (Continued)

The right-of-use asset recognised when a lease is
capitalised is initially measured at cost, which comprises the
initial amount of the lease liability plus any lease payments
made at or before the commencement date, and any initial
direct costs incurred. Where applicable, the cost of the
right-of-use assets also includes an estimate of costs to
dismantle and remove the underlying asset or to restore
the underlying asset or the site on which it is located,
discounted to their present value, less any lease incentives
received. The right-of-use asset is subsequently stated at
cost less accumulated depreciation and impairment losses
(see notes 1(h) and 1(k)(ii)).

The lease liability is remeasured when there is a change
in future lease payments arising from a change in an
index or rate, or there is a change in the Group’s estimate
of the amount expected to be payable under a residual
value guarantee, or there is a change arising from the
reassessment of whether the Group will be reasonably
certain to exercise a purchase, extension or termination
option. When the lease liability is remeasured in this way, a
corresponding adjustment is made to the carrying amount
of the right-of-use asset, or is recorded in profit or loss if the
carrying amount of the right-of-use asset has been reduced
to zero.

The Group presents right-of-use assets that do not meet
the definition of investment property in ‘property, plant and
equipment’ and presents lease liabilities separately in the
statement of financial position.
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NOTES TO THE FINANCIAL STATEMENTS

S 785 i A B

1 SIGNIFICANT ACCOUNTING POLICIES 1
(Continued)

(j) Leased assets (Continued) ()

(i) As a lessee (Continued) (i)

b. Policy applicable prior to 1 January 2019 b.

BEESEE ®)

HEEE (&)
EREBA (&)
R-Z-AF—A—BAERZEEK

In the comparative period, as a lessee the Group RHEHIR  (EARFA - (YA SEBIELE
classified leases as finance leases if the leases transferred ZFRAESZEAREARNEERTAEE @ B ANEEH K

substantially all the risks and rewards of ownership to the 7

BAMENE  VUIIEBEARIME

Group. Leases which did not transfer substantially all the FEAREKBEERFAEENESISEARKE
risks and rewards of ownership to the Group were classified FHE& - (& ~%|EB ) :

as operating leases, with the following exceptions:

- property held under operating leases that would —

otherwise meet the definition of an investment
property was classified as investment property on
a property-by-property basis and, if classified as
investment property, was accounted for as if held
under a finance lease; and

- land held for own use under an operating lease, the  —

fair value of which could not be measured separately
from the fair value of a building situated thereon at the
inception of the lease, was accounted for as being
held under a finance lease, unless the building was
also clearly held under an operating lease. For these
purposes, the inception of the lease was the time that
the lease was first entered into by the Group, or taken
over from the previous lessee.
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NOTES TO THE FINANCIAL STATEMENTS

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(j) Leased assets (Continued)
(i) As a lessee (Continued)

b. Policy applicable prior to 1 January 2019 (Continued)

Where the Group acquired the use of assets under finance
leases, the amounts representing the fair value of the leased
asset, or, if lower, the present value of the minimum lease
payments, of such assets were recognised as property,
plant and equipment and the corresponding liabilities, net
of finance charges, were recorded as obligations under
finance leases. Depreciation was provided at rates which
wrote off the cost or valuation of the assets over the term of
the relevant lease or, where it was likely the Group would
obtain ownership of the asset, the life of the asset, as set
out in note 1(h). Impairment losses were accounted for in
accordance with the accounting policy as set out in note
1(k). Finance charges implicit in the lease payments were
charged to profit or loss over the period of the leases so
as to produce an approximately constant periodic rate of
charge on the remaining balance of the obligations for each
accounting period. Contingent rentals were charged to profit
or loss in the accounting period in which they were incurred.

Where the Group had the use of assets held under operating
leases, payments made under the leases were charged
to profit or loss in equal instalments over the accounting
periods covered by the lease term, except where an
alternative basis was more representative of the pattern
of benefits to be derived from the leased asset. Lease
incentives received were recognised in profit or loss as an
integral part of the aggregate net lease payments made.
Contingent rentals were charged to profit or loss in the

accounting period in which they were incurred.
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NOTES TO THE FINANCIAL STATEMENTS

S 785 i A B

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(j) Leased assets (Continued)
(ii) As a lessor

When the Group acts as a lessor, it determines at lease
inception whether each lease is a finance lease or an
operating lease. A lease is classified as a finance lease if it
transfers substantially all the risks and rewards incidental to
the ownership of an underlying assets to the lessee. If this is
not the case, the lease is classified as an operating lease.

When a contract contains lease and non-lease components,
the Group allocates the consideration in the contract to each
component on a relative stand-alone selling price basis.
The rental income from operating leases is recognised in
accordance with note 1(u)(iii).

When the Group is an intermediate lessor, the sub-leases
are classified as a finance lease or as an operating lease
with reference to the right-of-use asset arising from the head
lease. If the head lease is a short-term lease to which the
Group applies the exemption described in note 1(j)(i), then
the Group classifies the sub-lease as an operating lease.

(k) Credit losses and impairment of assets

(i) Credit losses from financial instruments, contract
assets and lease receivables

The Group recognises a loss allowance for expected credit
losses (ECLs) on the following items:

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

- contract assets as defined in HKFRS 15 (see note

1(m)).

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

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(k) Credit losses and impairment of assets
(Continued)

(i) Credit losses from financial instruments, contract
assets and lease receivables (Continued)

Measurement of ECLs

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

The expected cash shortfalls are discounted using the
following discount rates where the effect of discounting is
material:

- fixed-rate financial assets, trade and other receivables
and contract assets: effective interest rate determined
at initial recognition or an approximation thereof;

- variable-rate financial assets: current effective interest
rate;

- lease receivables: discount rate used in the

measurement of the lease receivable.

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

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

S 785 i A B

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(k) Credit losses and impairment of assets
(Continued)

(i) Credit losses from financial instruments, contract
assets and lease receivables (Continued)

Measurement of ECLs (Continued)
ECLs are measured on either of the following bases:

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

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

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

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

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(k) Credit losses and impairment of assets
(Continued)

(i) Credit losses from financial instruments, contract
assets and lease receivables (Continued)

Significant increases in credit risk

In assessing whether the credit risk of a financial instrument
has increased significantly since initial recognition, the
Group compares the risk of default occurring on the
financial instrument assessed at the reporting date with
that assessed at the date of initial recognition. In making
this reassessment, the Group considers that a default event
occurs when (i) the borrower is unlikely to pay its credit
obligations to the Group in full, without recourse by the
Group to actions such as realising security (if any is held);
or (ii) the financial asset is 180 days past due. The Group
considers both quantitative and qualitative information that is
reasonable and supportable, including historical experience
and forward-looking information that is available without
undue cost or effort.

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

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

- an actual or expected significant deterioration in a
financial instrument’s external or internal credit rating
(if available);
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NOTES TO THE FINANCIAL STATEMENTS

S 785 i A B

1 SIGNIFICANT ACCOUNTING POLICIES 1 EESTHBEER®
(Continued)

(k) Credit losses and impairment of assets (k) EEBEREERE (4)
(Continued)

(i) Credit losses from financial instruments, contract (i) RELHMITE - SYEEREEEKRR
assets and lease receivables (Continued) BNEEEE (&)

Significant increases in credit risk (Continued) EEEREEZ A (B)

= an actual or expected significant deterioration in the - BEBRAKLEEENERIBHEZS
operating results of the debtor; and it &

- existing or forecast changes in the technological, - B - 5 - ZBSOERREN E AT
market, economic or legal environment that have a BHEZSHEBARNNEBETEED
significant adverse effect on the debtor’s ability to BENBERTHZE -

meet its obligation to the Group.

Depending on the nature of the financial instruments, ¥ {EERRETEZE EANTEDETE@MIT
the assessment of a significant increase in credit risk is  E AV EIZE R R H R EEETT - RIRHE
performed on either an individual basis or a collective basis. REE#ETHHE  AEBREXREER
When the assessment is performed on a collective basis, the BFE& (@B REERRTHR) /T
financial instruments are grouped based on shared credit E#/7H%E -

risk characteristics, such as past due status and credit risk

ratings.
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NOTES TO THE FINANCIAL STATEMENTS

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(k) Credit losses and impairment of assets
(Continued)

(i) Credit losses from financial instruments, contract
assets and lease receivables (Continued)

Significant increases in credit risk (Continued)

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

account,
for which the loss
allowance is recognised in other comprehensive income and
accumulated in the fair value reserve (recycling).

Basis of calculation of interest income

Interest income recognised in accordance with note 1(u)
(v) 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 the
amortised cost (i.e. the gross carrying amount less loss
allowance) of the financial asset.

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

S 785 i A B

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(k) Credit losses and impairment of assets
(Continued)

(i) Credit losses from financial instruments, contract
assets and lease receivables (Continued)

Basis of calculation of interest income (Continued)

Evidence that a financial asset is credit-impaired includes
the following observable events:

significant financial difficulties of the debtor;

- a breach of contract, such as a default or delinquency
in interest or principal payments;

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

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

- the disappearance of an active market for a security
because of financial difficulties of the issuer.

Write-off policy

The gross carrying amount of a financial asset, lease
receivable or contract asset is written off (either partially
or in full) to the extent that there is no realistic prospect
of recovery. This is generally the case when the Group
determines that the debtor does not have assets or sources
of income that could generate sufficient cash flows to repay
the amounts subject to the write-off.

Subsequent recoveries of an asset that was previously
written off are recognised as a reversal of impairment in
profit or loss in the period in which the recovery occurs.
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(i) Impairment of other non-current assets

e B .

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

investment property;

- property, plant and equipment (other than properties
carried at revalued amounts);

- intangible assets;

- goodwill; and

- investments in subsidiaries in the Company’s
statement of financial position.
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NOTES TO THE FINANCIAL STATEMENTS

S 785 i A B

(k)

(i)

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Credit losses and impairment of assets
(Continued)

Impairment of other non-current assets (Continued)

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

is estimated. In addition, for goodwill, intangible assets that

are not yet available for use and intangible assets that have

indefinite useful lives, the recoverable amount is estimated

annually whether or not there is any indication of impairment.

132

Calculation of recoverable amount

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

Recognition of impairment losses

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

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(k) Credit losses and impairment of assets
(Continued)
(iif) Impairment of other non-current assets (Continued)

- Reversals of impairment losses

In respect of assets other than goodwill, an
impairment loss is reversed if there has been a
favourable change in the estimates used to determine
the recoverable amount. An impairment loss in
respect of goodwill is not reversed.

A reversal of an impairment loss is limited to the
asset’'s carrying amount that would have been
determined had no impairment loss been recognised
in prior years. Reversals of impairment losses are
credited to profit or loss in the year in which the
reversals are recognised.

(iiiy  Interim financial reporting and impairment

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

Impairment losses recognised in an interim period in respect
of goodwill carried at cost are not reversed in a subsequent
period. This is the case even if no loss, or a smaller loss,
would have been recognised had the impairment been
assessed only at the end of the financial year to which the
interim period relates.
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NOTES TO THE FINANCIAL STATEMENTS

Foh 5 R 3 P

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

() Inventories and other contract costs
(i) Inventories

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

in the production process or in the rendering of services.

Inventories are carried at the lower of cost and net realisable
value as follows:

Cost is calculated using the weighted average cost formula
and comprises all costs of purchase, costs of conversion
and other costs incurred in bringing the inventories to their
present location and condition.

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

When inventories are sold, the carrying amount of those
inventories is recognised as an expense in the period in
which the related revenue is recognised.

The amount of any write-down of inventories to net realisable
value and all losses of inventories are recognised as an
expense in the period the write-down or loss occurs. The
amount of any reversal of any write-down of inventories
is recognised as a reduction in the amount of inventories
recognised as an expense in the period in which the reversal
occurs.

The fair value of inventories acquired in a business
combination is determined based on their estimated selling
price in the ordinary course of business less the estimated
costs of sale, and a reasonable profit margin based on the
effort required to complete and sell the inventories.
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NOTES TO THE FINANCIAL STATEMENTS

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

() Inventories and other contract costs (Continued)
(i) Other contract costs

Other contract costs are either the incremental costs of
obtaining a contract with a customer or the costs to fulfil
a contract with a customer which are not capitalised as
inventory (see note 1(I)(i)), property, plant and equipment
(see note 1(h)) or intangible assets (see note 1(i)).

Incremental costs of obtaining a contract are those costs
that the Group incurs to obtain a contract with a customer
that it would not have incurred if the contract had not been
obtained e.g. an incremental sales commission. Incremental
costs of obtaining a contract are capitalised when incurred
if the costs relate to revenue which will be recognised in a
future reporting period and the costs are expected to be
recovered. Other costs of obtaining a contract are expensed
when incurred.

Costs to fulfil a contract are capitalised if the costs relate
directly to an existing contract or to a specifically identifiable
anticipated contract; generate or enhance resources that will
be used to provide goods or services in the future; and are
expected to be recovered. Costs that relate directly to an
existing contract or to a specifically identifiable anticipated
contract may include direct labour, direct materials,
allocations of costs, costs that are explicitly chargeable to
the customer and other costs that are incurred only because
the Group entered into the contract (for example, payments
to sub-contractors). Other costs of fulfilling a contract,
which are not capitalised as inventory, property, plant and
equipment or intangible assets, are expensed as incurred.
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NOTES TO THE FINANCIAL STATEMENTS

Foh 5 R 3 P

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

() Inventories and other contract costs (Continued)
(i) Other contract costs (Continued)

Capitalised contract costs are stated at cost less
accumulated amortisation and impairment losses.
Impairment losses are recognised to the extent that the
carrying amount of the contract cost asset exceeds the
net of (i) remaining amount of consideration that the Group
expects to receive in exchange for the goods or services to
which the asset relates, less (ii) any costs that relate directly
to providing those goods or services that have not yet been
recognised as expenses.

Amortisation of capitalised contract costs is charged to
profit or loss when the revenue to which the asset relates is
recognised. The accounting policy for revenue recognition is
set out in note 1(u).

(m) Contract assets and contract liabilities

A contract asset is recognised when the Group recognises
revenue (see note 1(u)) before being unconditionally entitled
to the consideration under the payment terms set out in the
contract. Contract assets are assessed for expected credit
losses (ECL) in accordance with the policy set out in note
1(k)(i) and are reclassified to receivables when the right to

the consideration has become unconditional (see note 1(n)).

A contract liability is recognised when the customer pays
consideration before the Group recognises the related
revenue (see note 1(u)). A contract liability would also be
recognised if the Group has an unconditional right to receive
consideration before the Group recognises the related
revenue. In such cases, a corresponding receivable would
also be recognised (see note 1(n)).

For a single contract with the customer, either a net contract
asset or a net contract liability is presented. For multiple
contracts, contract assets and contract liabilities of unrelated
contracts are not presented on a net basis.

When the contract includes a significant financing

component, the contract balance includes interest accrued
under the effective interest method (see note 1(u)(v)).
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NOTES TO THE FINANCIAL STATEMENTS

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(n) Trade and other receivables

A receivable is recognised when the Group has an
unconditional right to receive consideration. A right to
receive consideration is unconditional if only the passage of
time is required before payment of that consideration is due.
If revenue has been recognised before the Group has an
unconditional right to receive consideration, the amount is
presented as a contract asset (see note 1(m)).

Receivables are stated at amortised cost using the effective
interest method less allowance for credit losses (see note

1(K)(0).-

(o) Interest-bearing borrowings

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

(p) Trade and other payables

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

S 785 i A B

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(q) Cash and cash equivalents

Cash and cash equivalents comprise cash at bank and
on hand, demand deposits with banks and other financial
institutions, and short-term, highly liquid investments that are
readily convertible into known amounts of cash and which
are subject to an insignificant risk of changes in value,
having been within three months of maturity at acquisition.
Bank overdrafts that are repayable on demand and form
an integral part of the Group’s cash management are also
included as a component of cash and cash equivalents for
the purpose of the consolidated cash flow statement. Cash
and cash equivalents are assessed for expected credit
losses (ECL) in accordance with the policy set out in note

1(k)(0).

() Employee benefits

(i) Short-term employee benefits and contributions to
defined contribution retirement plans

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

(ii) Share-based payments

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

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

()  Employee benefits (Continued)
(i) Share-based payments (Continued)

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

(iii)  Share award scheme

The fair value of the employee services received in
exchange for the grant of shares is recognised as staff costs
in profit or loss with a corresponding increase in capital
reserve, which is measured based on the grant date share
price of the Company.

(iv)  Termination benefits

Termination benefits are recognised at the earlier of when
the Group can no longer withdraw the offer of those benefits
and when it recognises restructuring costs involving the
payment of termination benefits.
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NOTES TO THE FINANCIAL STATEMENTS

S 785 i A B

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(s) Income tax

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

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

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

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

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(s) Income tax (Continued)

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

Where investment properties are carried at their fair value in
accordance with the accounting policy set out in note 1(g),
the amount of deferred tax recognised is measured using
the tax rates that would apply on sale of those assets at
their carrying value at the reporting date unless the property
is depreciable and is held within a business model whose
objective is to consume substantially all of the economic
benefits embodied in the property over time, rather than
through sale. In all other cases, the amount of deferred tax
recognised is measured based on the expected manner of
realisation or settlement of the carrying amount of the assets
and liabilities, using tax rates enacted or substantively
enacted at the end of the reporting period. Deferred tax
assets and liabilities are not discounted.

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

Additional income taxes that arise from the distribution
of dividends are recognised when the liability to pay the
related dividends is recognised.
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NOTES TO THE FINANCIAL STATEMENTS

Foh 5 R 3 P

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(s) Income tax (Continued)

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

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

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

- the same taxable entity; or

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

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(t)y Provisions and contingent liabilities
(i) Provisions and contingent liabilities

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

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

(i) Onerous contracts

An onerous contract exists when the Group has a contract
under which the unavoidable costs of meeting the
obligations under the contract exceed the economic benefits
expected to be received from the contract. Provisions for
onerous contracts are measured at the present value of the
lower of the expected cost of terminating the contract and
the net cost of continuing with the contract.

Foh 5 3 B

1 EESEE®)

() BERIIAREE

(i) BERIAEE
WMASBEAREBECEHABEEIRIETER
- EmMEPRSEERLERARINTEAEER
£ AIEFLAEE AT St R - AEEEHER
Bl MEBKREEEAN  AREFERR
i b2 R ERH R -

find GBI 2 AT REE BUE - A AR
BN ARG BEHZEERER/RLA
BE - ELBEREINRZ AT RE MR ERIRR S
HAKREZEEARTFRERIXZRARENZ
BEREESTERERESEE  TERER/IAAE
{8 - MERERERINR Z I REMEARE RIBR SN

(i) EEMEEYN
EREEABITANEMMELE Z TNAIE R
AR B AP B 2 A LW 2 A8 B s B - B
BREEEBEAN BRESOBBREL
BHZTEBRABREES N KA FENEE
BIREFE -

FRFERA RA T 22— U4 143



NOTES TO THE FINANCIAL STATEMENTS

Foh 5 R 3 P

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(t) Provisions and contingent liabilities (Continued)
(iii)  Contingent liabilities assumed in business combinations

Contingent liabilities assumed in a business combination
which are present obligations at the date of acquisition
are initially recognised at fair value, provided the fair value
can be reliably measured. After their initial recognition at
fair value, such contingent liabilities are recognised at the
higher of the amount initially recognised, less accumulated
amortisation where appropriate, and the amount that would
be determined in accordance with note 1(t)(i). Contingent
liabilities assumed in a business combination that cannot
be reliably fair valued or were not present obligations at the
date of acquisition are disclosed in accordance with note

1()(0).

(u) Revenue and other income

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

Revenue is recognised when control over a product or
service is transferred to the customer, or the lessee has
the right to use the asset, at the amount of promised
consideration to which the Group is expected to be entitled,
excluding those amounts collected on behalf of third parties.
Revenue excludes value added tax or other sales taxes and

is after deduction of any trade discounts.

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

(i) Sale of watches, jewellery and related accessories

Revenue is recognised when goods are handed over to
individual customers at retail outlets or delivered at the
warehouse or corporate customers’ premises which is taken
to be the point in time when the customer has obtained the
control over the goods. Revenue excludes value-added tax
or other sales taxes.
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NOTES TO THE FINANCIAL STATEMENTS

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(u) Revenue and other income (Continued)
(ii) Provision of shop design and decoration service

Revenue is recognised progressively over time using
cost-to-cost method, i.e., based on the proportion of actual
costs incurred relative to the estimated total costs. The
contract asset (either partially or in full) is reclassified to
receivables when the entitlement to payment for that amount
has become unconditional.

(iii)  Rental income from operating leases

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

(iv)  Dividends
- Dividend income from unlisted investments is

recognised when the shareholder’s right to receive
payment is established.

= Dividend listed
recognised when the share price of the investment

income from investments is

goes ex-dividend.

(v) Interest income

Interest income is recognised as it accrues using the
effective interest method. For financial assets measured
at amortised cost or FVOCI (recycling) that are not
credit-impaired, the effective interest rate is applied to the
gross carrying amount of the asset. For credit-impaired
financial assets, the effective interest rate is applied to
the amortised cost (i.e. gross carrying amount net of loss
allowance) of the asset (see note 1(k)(i)).
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NOTES TO THE FINANCIAL STATEMENTS

S 785 i A B

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(u) Revenue and other income (Continued)
(vi)  Government grants

Government grants are recognised in the statement of
financial position initially when there is reasonable assurance
that they will be received and that the Group will comply with
the conditions attaching to them. Grants that compensate
the Group for expenses incurred are recognised as income
in profit or loss on a systematic basis in the same periods in
which the expenses are incurred. Grants that compensate
the Group for the cost of an asset are deducted from
the carrying amount of the asset and consequently are
effectively recognised in profit or loss over the useful life of
the asset by way of reduced depreciation expense.

(v) Translation of foreign currencies

Foreign currency transactions during the year are translated
at the foreign exchange rates ruling at the transaction dates.
Monetary assets and liabilities denominated in foreign
currencies are translated at the foreign exchange rates
ruling at the end of the reporting period.

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

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(v) Translation of foreign currencies (Continued)

The results of foreign operations are translated into Renminbi
(“RMB”) at the exchange rates approximating the foreign
exchange rates ruling at the dates of the transactions.
Statement of financial position items, including goodwill
arising on consolidation of foreign operations acquired
on or after 1 January 2005, are translated into RMB at the
closing foreign exchange rates at the end of the reporting
period. The resulting exchange differences are recognised
in other comprehensive income and accumulated separately
in equity in the exchange reserve. Goodwill arising on
consolidation of a foreign operation acquired before 1
January 2005 is translated at the foreign exchange rate that
applied at the date of acquisition of the foreign operation.

On disposal of a foreign operation, the cumulative amount of
the exchange differences relating to that foreign operation
is reclassified from equity to profit or loss when the profit or
loss on disposal is recognised.

(w) Borrowing costs

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

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

S 785 i A B

(i)

(iii)

(iif)

(iv)

(vi)

148

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Related parties

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

has control or joint control over the Group;

has significant influence over the Group; or

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

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

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

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

Both entities are joint ventures of the same third party.

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

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

related to the Group.

The entity is controlled or jointly controlled by a
person identified in (a).
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NOTES TO THE FINANCIAL STATEMENTS

1 SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(x) Related parties (Continued)

(b)  An entity is related to the Group if any of the following
conditions applies: (Continued)

(vii) A person identified in (a)(i) has significant influence
over the entity or is a member of the key management
personnel of the entity (or of a parent of the entity).
(viii)  The entity, or any member of a company of which it is
a part, provides key management personnel services
to the Group or to the Group’s parent.

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

(y) Segment reporting

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

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

S 785 i A B

2 ACCOUNTING JUDGEMENT AND
ESTIMATES

Notes 13, 16, 17, 24 and 29 contain information about the
assumptions and their risk factors relating to impairment
of goodwill, net realisable value of inventories, impairment
of trade and other receivables, fair value of share options
granted and fair value of financial instruments. Other key
source of estimation uncertainty is as follows:

(i) Impairment of non-current assets

If circumstances indicate that the carrying value of a non-
current asset may not be recoverable, the asset may be
considered impaired, and an impairment loss may be
recognised in profit or loss. The carrying amounts of non-
current assets are reviewed periodically in order to assess
whether the recoverable amounts have declined below the
carrying amounts. These assets are tested for impairment
whenever events or changes in circumstances indicate that
their recorded carrying amounts may not be recoverable,
except for goodwill which is tested on an annual basis.
When such a decline has occurred, the carrying amount is
reduced to the recoverable amount.

In considering the impairment losses that may be required
for certain of the Group’s assets which include property,
plant and equipment (including right-of-use assets) and
goodwill, recoverable amount of the asset needs to be
determined. The recoverable amount is the greater of the fair
value less costs to sell and the value in use. It is difficult to
precisely estimate fair value less costs of disposal because
quoted market prices for the Group’s assets are not readily
available. In determining the value in use, expected cash
flows generated by the asset are discounted to their present
value, which requires significant judgement relating to items
such as level of sale volume, selling price and amount
of operating costs. The Group uses all readily available
information in determining an amount that is reasonable
approximation of recoverable amount, including estimates
based on reasonable and supportable assumptions and
projections of items such as sales volume, selling price
and amount of operating costs. Changes in these estimates
could have a significant impact on the carrying value of the
assets and could result in additional impairment charge or,
except for goodwill, reversal of impairment in future periods.
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NOTES TO THE FINANCIAL STATEMENTS

2 ACCOUNTING JUDGEMENT AND
ESTIMATES (Continued)

(i)  Income tax

Determining income tax provisions involves judgement
regarding the future tax treatment of certain transactions.
The management evaluates tax implications of transactions
and tax provisions are set up accordingly. The tax treatment
of these transactions is reconsidered periodically to take
into account changes in tax legislation. Deferred tax assets
are recognised for deductible temporary differences. As
those deferred tax assets can only be recognised to the
extent that it is probable that future taxable profit will be
available against which they can be utilised, management’s
judgement is required to assess the probability of future
taxable profits. Management’s assessment is reviewed and
additional deferred tax assets are recognised if it becomes
probable that future taxable profits will allow the deferred
tax asset to be recovered.

3 REVENUE AND SEGMENT REPORTING

(a) Revenue

The principal activities of the Group are retail of watches
and jewellery with comprehensive related customer services
and maintenance, manufacturing of watch accessories, and
provision of shop design and decoration service.

Turnover represents the sales value of goods sold to
customers, net of value added tax and deduction of any
sales discounts and returns.

The Group’s customer base is diversified and at the end
of reporting period 17% and 25% of the Group’s revenue
come from the largest customer and top five customers
respectively.
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REEBNEPEMZ b - BERNIMEHEK > &
EERAMITBE25%DRIKREZEAEERT
KB o
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3 REVENUE AND SEGMENT REPORTING
(Continued)
(a) Revenue (Continued)

Further details regarding the Group’s principal activities are
disclosed in note 3(b).

(i) Disaggregation of revenue

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

3 WARDEHE &)

(@) WA #)
REBEFEXG 2 B ERME3(0) 5K E -

iy WAHED
RIBEMIMBRED 2BEPANKRAHAD
W

2019 2018
e —F-N\F
RMB’000 RMB’000
AREET T ARBTT
Revenue from contracts with customers REZEFEHNZWA (BB
within the scope of HKFRS 15 B3R5 B SE155REE )
Disaggregated by major products or REXEEMARBRES
service lines
- Revenue from sales of watches and - RBHEFHELKE
jewellery ZUA 1,678,209 2,093,852
- Revenue from manufacturing of - REREFHREEER
watches accessories 2 A 376,598 382,958
— Revenue from provision of shop - RBERFEMZT R
design and decoration service KBRS 2 WA 211,943 197,816
- Revenue from other business - KB HEMEBL WA 150,431 12,622
2,417,181 2,687,248
Revenue from other sources H AR A
Gross rentals from investment properties R EEEWE L BIA 2,640 2,852
2,419,821 2,690,100

Revenue from provision of shop design and decoration
service is recognised progressively over time.

Disaggregation of revenue from contracts with customers by
geographic markets is disclosed in note 3(b)(iii).
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NOTES TO THE FINANCIAL STATEMENTS

3 REVENUE AND SEGMENT REPORTING
(Continued)

(a) Revenue (Continued)

(ii) Revenue expected to be recognised in the future
arising from contracts with customers in existence at
the reporting date

The Group has applied the practical expedient in paragraph
121 of HKFRS 15 to its sales contracts for shop design and
decoration service as the remaining performance obligations
of the contracts had an original expected duration of one
year or less.

(b) Segment reporting

The Group manages its businesses by divisions, which are
organised by a mixture of both business lines (products and
services) and geography (mainly in Hong Kong and Taiwan/
Malaysia).

In a manner consistent with the way in which information
is reported internally to the Group’s most senior executive
management for the purpose of resource allocation
and performance assessment, given the importance of
retail division to the Group, the Group’s retail business
is separated into the two reportable segments on a
geographical and products and services basis, as the
divisional managers for each of these regions report directly
to the senior executive team. All segments primarily derive
their retail revenue through their own retail network. No
operating segments have been aggregated to form the
reportable segments.

S 785 i A B

3 WARDEHE &)

(@) WA &)

(i) EXBEKSAHRFEFFMITAIN
WA - TSR B RER

AEBEHREMR REERBOBEESOE
AERBMBREEFE15HRE121RNAITER
5 BAEBARNZHBTRAOEENRERS
BRR—FxER -

(b) DEBFRE

AEEEREERSR (ERR®) RigE (£
EURBEBRAE / BRAE) KZ2DEE
R o

REMASESSETRERAERE RS
REBRFEZABHREER -2 - ER
AEETENHZEREN  AEBZTEEK
ritEARERMRES SMEZ2HKDE 0 R
AmZERz &0 REEHEERASETR
BXER - MIEDMOTEBBEARAFZTE
BEMELEZERA - AEBELEAGEE
DEB - AR 2 &P

e,
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3 REVENUE AND SEGMENT REPORTING
(Continued)

(b) Segment reporting (Continued)
(i) Segment results and assets

For the purposes of assessing segment performance and
allocating resources between segments, the Group’s senior
executive management monitors the profit or loss and assets
attributable to each reportable segment on the following
basis:

Revenue and expenses are allocated to the reportable
segments with reference to sales generated by those
segments and the expenses incurred by those segments.
However, other than reporting inter-segment sales,
assistance provided by one segment to another, including

sharing of assets, is not measured.

The measure used for reporting segment profit is “gross
profit”.

Segment assets represent inventories only, without
eliminating the unrealised inter-segment profits.
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3 WARDEHE &)

(b) DERERE (&)

(i) DHFEREE

R HBRBRR D HEDEE
5

REETHRERASRTIIELE
DEZBEREE

ZN-S
2

R
=EE

e

WARFAXTI2EE2RMOMBELEZHERZE
DHMEEZRXPEEEB@IE - Al - B2

BOMEHEIN  R—o 8BRS —DBREREZ
%E) (BRAREE) X AFEER -
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(b)  Segment reporting (Continued)
(i) Segment results and assets (Continued)

Information regarding the Group’s reportable segments as
provided to the Group’s most senior executive management
for the purposes of resource allocation and assessment of
segment performance for the years ended 31 December
2019 and 2018 is set out below.

i

(b) IS (&)
(i) DBEEREE (&)
BHEZZT-—NEERZZT—/\FE+=ZA=+—H
LHEERERIERSFRBFTERAAER R
SETREEABREZAEEE RS HBEH
T o

Retail All others Total

25 fEEf st
Hong Kong Taiwan/Malaysia
B R/ BXAEE

2018
EN\E
(Note)
(Hit)
RMB'000
ARETT

13

Note: The Group has initially applied HKFRS 16 at 1 January
2019 using the modified retrospective approach. Under
this approach, comparative information is not restated.
See note 1(c).

RENHEPZUA
PHERA

Revenue from external customers
Inter-segment revenue

Reportable segment revenue

Reportable segment gross profit ~ 2HAHER

Reportable segment assets

2018 2018 2018
—E-)\E E0E ENE
(Note) (Note) (Note)
(Hit) (Hit) (Wit)
RMB'000 RMB'000 RMB'000
ARETT ARETR AREFT

593,396
108,458

2,687,248
103,471

195,499
195,499

47,298
193,898

696,854 2,790,719

113,804 461,546

136,752 1,408,297

Wit AEBER-Z-NF—-A-BRAELE

STIB R B R M BB S 355 X R 16
%o RMUFRT  LRERTEES -
28U -

FAEERA AR B —JURER 155
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3 REVENUE AND SEGMENT REPORTING
(Continued)

(b) Segment reporting (Continued)
(i) Segment results and assets (Continued)

The retail segment in Hong Kong is mainly engaged in
the retail of watch and jewellery in Hong Kong. During
the year ended 31 December 2019, impairment losses of
RMB 168,695,000 and RMB151,215,000 was recognised to
reduce the carrying amount of the goodwill and property,
plant and equipment allocated to this segment (see note 11
and 13).

The retail segment in Taiwan/Malaysia is mainly engaged in the
retail of watch and jewellery in Taiwan region and Malaysia.
During the year ended 31 December 2019, an impairment loss
of RMB 20,942,000 was recognised to reduce the carrying
amount of the property, plant and equipment allocated to this
segment (see note 11).

Results and assets of the segment below the quantitative
thresholds (“All others”) are mainly attributable to watch
accessories manufacturing business and shop design and
decoration business.

156 Hengdeli Holdings Limited Annual Report 2019

3 WARDEHE &)

(b) DEIE (&)

(i) DEPEBREE (&)
EETENHETENRETENFHELHKEST
EeodE=FH=%%r = A =—E k4%
E - REER AR168,695,0007T & A R
151,215,0007T E ERB D DB T 7% 7 SR &
UEME BEEREOEREDE (F2RHE
11%13) °

AE/ BREACTESHETERETAELE
MERATHFEMKETE BE_FT—N
F+-A=+—HLEE: BEBEARE
20,942,000t E R B D DB T % 2 26 9
¥ BELRRENEREE (F2RMEN) -

ERBECHKEERZDBEEREE ([FE
Hip]) T2REFHREEERBERERIEH
Rt REAERT -



A

or loss and assets

(i) Reconciliations of reportable segment revenues, profit

(i)

- % 3 £ A /2 .' 1 .
BmREEZHIR

ERDWWA - 8

Revenue ON
Revenue for reportable segments EWRH YA
Revenue for other segments iR N
Elimination of inter-segment revenue i o EBEUA
Consolidated revenue FalA
Profit Jaa Al

Gross profit for reportable segments ERDFEF
Gross profit for other segments H o EEF
Other revenue E A
Other net loss Hit &8558
Distribution costs 7 $HRR AR
Administrative expenses THER
Finance costs BF TSR AR

Consolidated (loss)/profit before taxation

mEmRBial (B1R),ar

Note: The Group has initially applied HKFRS 16 at 1 January
2019 using the modified retrospective approach. Under
this approach, comparative information is not restated.

See note 1(c).

wizt -

2018
—E-N\F
(Note)
(B1at)
RMB’000
AR¥EFTT

2,093,865
696,854
(103,471)

2,687,248

347,742
113,804

461,546

41,411
(4,454)
(251,977)
(140,414)
(2,431)

103,681

AEECR-_FT-AF-A-BRALE
FEMERAREREBY B REEAFE6
e MU AT LWEBEMAESS - B

2R Hiz1(c) o
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(b) Segment reporting (Continued)
(i) Reconciliations of reportable segment revenues, profit
or loss and assets (Continued)

(ii)

A F A

PEHE (7))
SHABUA - BRREESHE (F)

2018
—E-N\F
(Note)
(H1aE)
RMB’000
ARET T
Assets EE
Assets for reportable segments ERDHEE (FH)

(inventories) 1,266,545
Assets for other segments (inventories) HihpEH&EE (IF8) 136,752
Elimination of unrealised inter-segment & 447K 8437 5 2B sl i 7

profit (46)

1,403,251
Trade, other receivables, prepayment FEUE P AR - EfbEUGRIA -

and deposits AN FIERIRE 331,095
Current tax recoverable ZNEA AT U5 BB 18 -
Cash and cash equivalents RERBLEED 1,651,003
Deposits with banks RITFER 638,211
Investment properties WEME 141,419
Property, plant and equipment ME - BE MRE 443,660
Intangible assets EREE 1,956
Goodwill [EES 233,594
Other investments Hipig & 168,696
Deferred tax assets BEERIBEE 7,144
Consolidated total assets MEREE 4,920,029

Note: The Group has initially applied HKFRS 16 at 1 January
2019 using the modified retrospective approach. Under
this approach, comparative information is not restated.
See note 1(c).
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NOTES TO THE FINANCIAL STATEMENTS

3 REVENUE AND SEGMENT REPORTING
(Continued)

(b)
(iii)
The following table sets out information about the geographical
locations of (i) the Group’s revenue from external customers
and (ii) the Group’s investment properties, property, plant
and equipment, intangible assets, goodwill, prepayment
and deposits and other investments (“specified non-current
assets”). The geographical locations of customers are based
on the locations at which the services were provided or the
goods delivered. The geographical locations of the specified
non-current assets are based on the physical locations of
the assets, in the case of property, plant and equipment, the
locations of operations to which they are allocated, in the case of
intangible assets and goodwill, and the locations of operations,
in the case of prepayment and deposits and other investments.

Segment reporting (Continued)

Geographic information

The Group’s businesses are mainly managed in three
principal economic environments, Mainland China, Hong
Kong and Taiwan/Malaysia.

S 785 i A B

3 WARDEERE &)

(b) ZEHE (&)
iy HEER

TREINEADARBERBIILES ZWAR
(NREENREME V¥ BEERE B
KEE BE BNFERREUAREMIRE
((HEEFERBEE] MAEMENERN - RFM
EEREEREIERMELIID - %Y
X BEREKBEMES  BTFERBDEENME
wRREEERMEMHI D  EFEER
BEMS  RESKENZEWEHE D 0 sLEN
RAMMEEAREMRENS  REEMEH

BhEI o

AEBTECE-—EATI2KEMLR  DFER
- BEREE  BREEITERS -

2019 2018
“E-NEF —E-)N\F
(Note)
(Kiaz)
RMB’000 RMB’000
ARETT ARBTT

Revenue from external customers KENBELE ZWA
Hong Kong &5 1,612,425 1,912,296
Mainland China AR A 588,541 579,453
Taiwan/Malaysia =Y o i LeH] 216,215 195,499
Total #Et 2,417,181 2,687,248

Specified non-current assets EERBEE

Hong Kong BHE 536,144 441,291
Mainland China =iElvNpi) 508,858 439,718
Taiwan/Malaysia =Y L i LH] 120,566 127,692
Total Bt 1,165,568 1,008,701

Note: The Group has initially applied HKFRS 16 at 1 January
2019 using the modified retrospective approach. Under
this approach, comparative information is not restated.
See note 1(c).

i AEBER _Z-NF— A -BRAKE
RIBMEZBERERBEVERELDFE6
5o MU AT HEREHAEST - B
2 A1) -

FRFERA RA T 22— U4 159



—=

" RMB'000

ARKEFTT
(a)  Other revenue (a) HAttlgzs
Interest income B A 32,238
Dividend income from other investments 28 B H A% & H AL B U A
(note 15) (Hia£15) -
Rental income from investment properties & @& & W% 2 & WA 2,852
Rental income from operating leases, KERE 2SS WA
other than those relating to B E Y B EE R
investment properties 71
Government grants TR 7 B 1,242
Others Hitb 5,008
41,411

In 2019, the Group successfully applied for funding support
set up by the Shanghai Government. The purpose of the
fund is to grant financial assistance to commercial entities
whose profitability meet certain criteria.

(b)  Other net loss
Impairment of goodwill (note 13)
Impairment of property, plant and

(b) HAERFR
BERIE (A#iF13)

WEx -~ BB kR ERE

RZF—NF AKEXRNEFTHLEBRFA
RUMEBHER - 2B E ARG
HERERENE X B RITHMBURE -

equipment (note 11) (Hiz11) >
Net foreign exchange gain/(loss) HNIE H i ek (B518) F58 (4,508)

Net (loss)/gain on disposal of HEWE - BER
property, plant and equipment ®E (BE)BRFHE 54
(4,454)
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(a) Finance costs

(a) BIEBEAA

Interest on bank loans IRITERFE 2,070
Interest on lease liabilities HEAEFE T
Bank charges RITER 361
2,431
(b)  Staff costs (b) BIKEAK
Salaries, wages and other benefits e IEREMAE 118,580
Contributions to defined contribution TE R FURIRAT B R
retirement plans 12,521
131,101
(c)  Other items (c) HfbiEE
Amortisation of intangible assets (note 12) EREE#E (fit12) 579
Depreciation e
— Investment properties and property, —REMERME -
plant and equipment W5 ka8t (Hfat11)
(note 11) 32,948
- Right-of-use assets (note 11) —(EREEE (Wat11) =
Impairment losses of REEE
- Trade receivables — EE SER 2,710
— Other receivables — HAb IR 696
— Goodwill (note 13) — BB (H5t13) -
- Property, plant and equipment —E - BEMK
(note 11) (HizE11) -
Total minimum lease payments for leases  4CHIIRIEE BT LERIE 175
previously classified as operating SEAKEHEZHER
leases under HKAS 17* REEE R 134,613
Expenses relating to short-term leases FHEHHEREEEEE
and leases of low-value assets HEMHAXS -
Variable lease payments not included Rt AHEBETED
in the measurement of lease liabilities A E R 1,923
Auditors’ remuneration % BN B & 2,708
Cost of inventories* FERK A 2,225,702
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162

(LOSS)/PROFIT BEFORE TAXATION
(Continued)

The Group has initially applied HKFRS 16 using the
modified retrospective approach and adjusted the
opening balances at 1 January 2019 to recognise right-
of-use assets relating to leases which were previously
classified as operating leases under HKAS 17. After
initial recognition of right-of-use assets at 1 January
2019, the Group as a lessee is required to recognise
the depreciation of right-of-use assets, instead of the
previous policy of recognising rental expenses incurred
under operating leases on a straight-line basis over
the lease term. Under this approach, the comparative
information is not restated. See Note 1(c).

Cost of inventories includes RMB85,646,000 (2018:
RMB88,642,000) relating to staff costs, depreciation
and amortisation expenses and operating lease charges
respectively, which amounts are also included in the
respective total amounts disclosed separately above or
in note 5(b) for each type of expenses.
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BRELAT (BE), B8R ()

AEBER-_ZT-NF—A - BEALE
FEMEEREREBM B REEAFE6
B ABRMERARRBENRETLES
AAERFEITROBEAKEHENFARES
ZEREEE -RZE-—AF—R—H7
SHRAERAEEER A58 (ERAM
AN) BREREREEENE - MIFRBEE
BRNEERANREREZEARELEH
EMELAZHEMRS - RIEFTAT L&
EHY|ET - FLRMEE(C)

GEXRABESAEEIRA  TER
BERATURCEHEERAENAR
#85,646,000C (ZZE — NF: AR
88,642,0007T) * Z LRI AR SR
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2018

—E-N\F
RMB’000
ARETT
Current tax — Hong Kong Profits Tax AREAFIE — HAEAFEH
Provision for the year NEFE B 15,961
(Over)/under-provision in respect of BREEE CBERE),BiE
prior years i 102
16,063
Current tax — Overseas REAFIIE — gHh
Provision for PRC Corporate Income KREEREPEMSHEE
Tax for the year 10,052
Provision for Taiwan Income Tax REEQEMSTEE
for the year 49
Under-provision in respect of prior years BEFEREETE =
Withholding tax B 123
10,224
Deferred tax IERERLIE
Origination and reversal of temporary AR EA MR
differences (note 25) (Hte#25) (1,855)
Total @t 24,432
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kb) Recon0|hanon between tax expense and (b)
accounting profit/(loss) at applicable tax rates:

YA -

ﬁﬁﬁﬁﬁﬁ@mﬁ%+ezeﬁ'
SR (B51R) WE

2018
—FT-N\F
RMB’000
ARBTT

(Loss)/profit before taxation

BrEiAT (B518), & T

103,681

Notional tax on (loss)/profit before
taxation, calculated at the rates
applicable to profits in the
jurisdictions concerned

Tax effect of non-taxable income

Tax effect of non-deductible expenses

(Over)/under-provision in respect of
prior years

Effect of tax losses not recognised

BRBLAT (B1B), sz Bk
M - BAWREERZ
B B R A E

BESHBAZHBYE
TRAIBRZ 2 BB &
BEFE CRERE) BE
T~E
WABRZBEBEZZE

19,387
(2,296)
2,198

102
5,041

Actual tax expense

ERBIRMX

24,432
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NOTES TO THE FINANCIAL STATEMENTS

6 INCOME TAX IN THE CONSOLIDATED
STATEMENT OF PROFIT OR LOSS
(Continued)

(b) Reconciliation between tax expense and
accounting profit/(loss) at applicable tax rates:
(Continued)

Pursuant to the rules and regulations of the Cayman Islands,
the Company is exempt from income tax in the Cayman
Islands. In addition, subsidiaries located in jurisdictions
other than Hong Kong, Mainland China, Taiwan and Malaysia

are not subject to any income tax in these jurisdictions.

The provision for Hong Kong Profits Tax is calculated at
16.5% (2018: 16.5%) of the estimated assessable profits for
the year, except for one subsidiary of the Group which is a
qualifying corporation under the two-tiered Profits Tax rate
regime.

For this subsidiary, the first HKD2 million of assessable
profits are taxed at 8.25% and the remaining assessable
profits are taxed at 16.5%. The provision of the Hong Kong
Profits Tax for this subsidiary was calculated at the same
basis in 2018.

The provision for Hong Kong Profits Tax for 2019 is taken
into account a reduction granted by the Hong Kong
SAR Government of 75% of the tax payable for the year
assessment 2018/19 subject to a maximum reduction of
HKD20,000 for each business (2018: a maximum reduction
of HKD30,000 was granted for the year of assessment
2017/18 and was taken into account in calculating the
provision for 2018).

The applicable income tax rate of the Group’s Mainland
China subsidiaries is 25% (2018: 25%) for the year.

The provision for Taiwan Income Tax is calculated at 20%
(2018: 20%) of the estimated assessable profits for the year.

The provision for Malaysia Income Tax is calculated at 24%
(2018: 24%) of the estimated assessable profits for the year.
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6 ZEBBRRZFBH @

(b) HIRRA X EEREABR R
wmA (B8 $iR - (@)

gEzgst

REFSHESHRAUIER  NARERRHWN
lﬁgﬁi%%/aﬁ o bSN IRFEB - HW
CBEREERATAINEDERRNEB A

D‘J'\ﬁ/,f%ﬂWEiﬁ AVEREREMESR

BB 7
16.5% (ZZ— N\F :
—E & AFSHRMAASE
/\§|\ o

BHRBEEDIRFERN G ERE R Z
16.5%) 57T 8 * A EH
BREEZHB AR

RUEMBARME @ E2A 8B LERBRFIMN
8.25% ML R - MR T IEARTL R FILA16.5%
MR R - WNEB AR ZEBFESHBED
REZT— \FHRMNEETEHE -

ZE-NFEENEGRBEHE LT REBER
THERRELEN -\ —"FTHFEE
JERTIB75% AR - S EBH RS ARER
20,0008 (ZFE—N\F: R=ZT—+t  —N\
FFEF EERR30,0008 TR = #AREE - R
HE T N\FZBERA) -

FRANEEFEAMHE QR A EBEHRE
B25% (ZE—N\F : 25%) °

é.*f%ﬁfr/aﬁﬁ%ﬁmﬁiWZ%E%E@EE%%F&;E%\JZ
20% (—T—)\%F : 20%) 5t& -
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H224% — \4E : 24%) & -
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Year ended 31 December 2019

BHE_Z-hF

TZA=t—HLEE

Executive Directors HiTES
Mr. Zhang Yuping SRIF
Mr. Huang Yonghua EKELAE
Mr. Lee Shu Chung Stan TR A
Non-executive Directors FHTES
Mr. Shi Zhongyang FIMEGEE
Independent Non-executive Directors ~ BYFHITES
Mr. Cai Jianmin BERREL
Mr. Wong Kam Fai,William )y
Mr. Liu Xueling ANET|RE
Total st
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7 DIRECTORS’ EMOLUMENTS (Continued) 7 EEME 2

Salaries,
allowances,
share award
scheme  Contributions

Directors’ and other to retirement
fee benefits*  benefit plans Total
e 2R
Ifn Bt El RINER
e RE M5 HE R it
RMB'000 RMB’000 RMB'000 RMB’000
ARETT ARBTT ARBTT ARBTT
(note 23)
(Hiz23)
Year ended 31 December 2018 BZ-E-N\E+-B=t-HLEFE
Executive Directors HITES
Mr. Zhang Yuping RATRE 203 3,605 15 3,823
Mr. Huang Yonghua BAKELLE 152 2,469 - 2,621
Mr. Lee Shu Chung Stan TERLE 152 1,736 15 1,903
Non-executive Directors FHTES
Mr. Shi Zhongyang PHBLE 85 = = 85
Ms. Chen Jun (resigned on 9 April 2018)  BEx+ (R-Z—-\EMAABEHT) 23 - - 23
Independent Non-executive Directors BUFHTES
Mr. Cai Jianmin BERREA 85 - - 85
Mr. Wong Kam Fai William HHBLE 85 - - 85
Mr. Liu Xueling RS 85 = = 85
Total @t 870 7,810 30 8,710
# As disclosed in note 24(b), during the year ended 31 mit 240 E BE T —NLF+=
December 2019, the Company granted certain shares A=+—BIEFE - NARURERD REF
to its directors under the share award scheme and SMEEEREETRG - HEAIARE
the corresponding expenses of RMB7,265,000 (2018: 7,265,000 (=& — \F : AR®171,000
RMB171,000) were included in the salaries, allowances JC) ETAEE - R RO BB REAM
share award scheme and other benefits. Fz% o

Save as disclosed above, no directors’ remuneration R ENFI#EEEN  BE_T—NEFR_FT—
has been paid or is payable by the Group during the NF+ZA=+—HILFE AEBEWLELM
years ended 31 December 2019 and 2018. There was no ENHENESHE - ESWENEXR BN
arrangement under which a director waived or agreed ZEBEFAHZE_ZT-—NFER_ZT-—N\F+A=
to waive any remuneration during the years ended 31 +—HIEFEZMESEHE -

December 2019 and 2018.

During the years ended 31 December 2019 and 2018, HE-T—NFR-TE—NF+ZA=+—H
there were no amounts paid or payable by the Group to the IFFE @ NEBIWEE MK BN TE B (EM
directors or any of the five highest paid individuals set out HA&&m#H AL (FHRTXHES) BFKIE - 1
in note 8 below as an inducement to join or upon joining the  AIMARSEE 7 BEISEABER ZHE -
Group or as compensation for loss of office.
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i '%)H%%’ﬁ%@ﬂ
in note 7. The aggregate of the emoluments in respect of the  (=Z—/\%F : M%) Aiz%?m% nﬂlﬂT
other two (2018: two) individuals are as follows:

2018

—T-N\F

RMB’000

ARBTTT

Salaries and other emoluments e REMME 3,941

Contributions to retirement benefit plans  RAKEFIEH 214X 34

Discretionary bonuses BB TEAL -

3,975

The emoluments of the two (2018: two) individuals, other HWAEZEMEzME (= )\E Mm&) ALt
than directors, with the highest emoluments are within the (ZERRIN) 2B N ?TW%”

following bands:

2018

—E-N\F

Number of

individuals

Hong Kong Dollars (“HKD”) B (Bl A

1,500,001 — 2,000,000 1,500,001 — 2,000,000 1

2,000,001 - 2,500,000 2,000,001 - 2,500,000 =

2,500,001 - 3,000,000 2,500,001 - 3,000,000 1

3,000,001 — 3,500,000 3,000,001 - 3,500,000 =

168 Hengdeli Holdings Limited Annual Report 2019



o L m
: € 1 5 E:— ? j'l_,ﬂ‘f )
the year ended in December 2019 and 2018. IEFE - Mﬁfﬂﬁ%%#)\ﬁﬂﬂ%@l&)\ o

(b) Components of other comprehensive income, (b) HME2EWAAKID (BIEEH

including reclassification adjustments DHEFAE)
2018
== 4
RMB’000
AREFTT
Equity investments at FVOCI: BBEMEEmBAEARE
FrEZRARE
Changes in fair value recognised during FRBERZ AL EZSH
the year (note 15) (H1a£15) (233,654)
Net movement in the fair value reserve ~ REME2EWAERZ ERA
(non-recycling) during the year DR ERFEEDFE
recognised in other comprehensive GBI YNi=E:
income (233,654)
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10 (LOSSES)/EARNINGS PER SHARE

(a) Basic (losses)/earnings per share

The calculation of basic (losses)/earnings per share is
based on the loss attributable to equity shareholders
of the Company of RMB332,520,000 (2018: profit of
RMB68,746,000) and the weighted average of 4,653,379,288
ordinary shares (2018: 4,665,883,432 ordinary shares) in
issue during the year, calculated as follows:

(i) Weighted average number of ordinary shares

10 SR (FE)BF

(a) BREX (BE) B

EBRERN (BE)/ BRRERQRBROES
AFE(EE B A K #332,520,000T (Z & — N\
F HAARE8,746,0007T) REANL ZEITM
7 S 15 B% 8r4,653,379,288k L E AR (ZE— N\

F : 4,665,883,432[% EiAX) 5T E - FTEWMT :
(i) EiE R InfE G IR &

2019 2018

—E-NF —B—)\F

Issued ordinary shares at 1 January
Effect of shares repurchased IR B E 2 o &
Effect of shares under share award

scheme a7

R—A—BZEHTEAER

4,662,666,959 4,684,526,959
= (12,311,210)

RIE I 00 2B =T &I B (D

(9,287,671) (6,332,317)

Weighted average number of ordinary
TR B

shares at 31 December

R+—A=+t—HB%

iR N

4,653,379,288 4,665,883,432

(i) Consolidated (loss)/profit attributable to ordinary equity

(i) AQXRAEBRBRRELES (BB &

shareholders of the Company F
2019 2018
—E-hEF —ZT-N\F
RMB’000 RMB’000
AR¥TT AR¥EFTT
(Loss)/profit attributable to equity ZN/NSI LGRS Y EPN

shareholders of the Company (E18B),/ %7 (332,520) 68,746

(i)  (Losses)/earnings per share (i) SR (F58) BF
2019 2018
—E-hF —T-N\F
Basic (losses)/earnings per share FRRERN (&) &F| RMB(0.071) RMBO0.015
ARE(0.071)t ARK0.0157T

(b) Diluted (losses)/earnings per share

There were no dilutive potential ordinary shares during the
years ended 31 December 2019 and 2018, and therefore,
diluted (losses)/earnings per share are the same as basic
(losses)/earnings per share.
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2 -NERZE-N\F+ZA=+—H
IEFE - WERSBIEER  WekEs (8
1B)/ BANHEGRKRER (HER)/ BFHERA -



=
T AND EQUIPMENT
Office
equipment
Llandand Right-of-use Leasehold Motor ~ andother ~ Construction Investment
buildings assets  improvements vehicles ~ fixed assets  in progress Sub-total  properties Total
BAZHE
' R4t :
thEET RAEEE  HEXE RE HEEE  EEIE M RENE At
RMBOOO ~ RMBO00  RMB000  RMB000  RMBOO0  RMBOOO  RMBI0OO RMB000  RMBI000

ARETT ARETR ARBTR ARETT ARETZ ARETR ARETR ARETR  ARMTR

Cost: A
Balance at 1 January 2018 RZZ-\E-A-Hzis 310,012 - 64,298 227 119,088 8,559 544,184 147,247 691,431
Exchange adjustments B AR 5,553 - 1650 221 1,040 - 10514 - 10514
Additions BE 1,251 - 14,490 1,965 14,788 51,577 84,071 - 84,071
Transfer from construction in progress  fAEET12EA 8,570 - 2547 - 2,182 (13,299) - - -
Transfer to intangible assets (note 12) BABFAE (Hii12) - - - = = (112) (772) = (772)
Disposals e (1,978) . (319 (172 (20239) S (a0 S (30
Balance at 31 December 2018 RZE-N\E+2A
=t-HzE8 323,408 - 77,667 44,691 116,859 46,065 608,690 147,247 755937

Impact on inital application BRERAAUKREER

of HKFRS 16 (Note) F16%0%2 (1:2)
Balance at 1 January 2019 RIZ-NEF-A-Bzis
Exchange adjusiments EREE%
Additions
Additions through acquisition of a ;éb‘illﬂ% ANBRAL

subsidiary

Transfer from construction in progress EEEI 2
Transfer to intangiole assets (note 12) EABFAE (Hi#12)
Decrease from disposal of a subsidiary et E—FSHBARMAL
Disposals i3

Balance at 31 December 2019 R-E-hE+-R

ZT-RzER
Accumulated depreciation; 23t
Balance at 1 January 2018 RB-NE-A-BzEH  (434) S WE) 10 (59850) S (56916 (2147 (159.069)
Exchange adjustments EiAE (2743 = (1,026) (801) (1,495) = (6,065) = (6,065)
Charge for the year EERE (6,283) - (8.125) (3241) (11618 - (29,267) (3681)  (32949)
Written back on disposals HEER 1,978 = 5213 1,39 18572 = 21218 - 21218
Balance at 31 December 2018 RZE-NE+2R

=t-HzE8 (41,3%) - (45,570) (23673) (54,391) - (165,030) (5,828) (170,858)
Balance at 1 January 2019 RoE-NE-A-BzkH
Exchange adjustments
Decrease from disposal of a subsidiary EELIJE GGl
Impairment loss WE’ET%

Charge for the year EENE

Addtions through acquisiton of a ~ FRNE-RMEL T2
subsidiary £

Written back on disposals HERR

Balance at 31 December 2019 RZF-NETZA

ST-RzkR

Net book value: BHFE:

At 31 December 2019 RZF-NE+ZR=1-A

At 31 December 2018 R=B-\E+=A=1-A 282,012 - 32,097 21,018 62,468 46,065 443 660 141,419 585,079

Note: The Group has initially applied HKFRS 16 at 1 January /it - AEBEZR _ZT—HLFE—A—BHEALE
2019 using the modified retrospective approach. Under ETL/,W)ﬁ,f‘é/A}Z’E}ﬂif,%ﬂﬂ%iﬁ%ﬁﬂﬂ%m
this approach, comparative information is not restated. B ML AAT  HREBIJET - 5
See note 1(c). 28 M5F1(c)
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11 INVESTMENT PROPERTIES, PROPERTY,
PLANT AND EQUIPMENT (Continued)

Impairment loss on property, plant and equipment
(including leasehold right-of-use assets)

In 2019, certain cash-generating units of the Hong Kong
operation and outside Hong Kong operation recorded
losses which indicate the related property, plant and
equipment (including leasehold right-of-use assets) might
have been impaired. As a result, the directors reviewed
the recoverable amount of the relevant property, plant, and
equipment (including leasehold right-of-use assets) and
the carrying amount of such assets were written down to its
recoverable amount of RMB168,860,000. An impairment loss
of RMB172,157,000 was recognised in “other net loss”. The
estimates of the recoverable amount were based on value
in use of the cash-generating units to which these assets
belong at discount rate of 14%.

(i) The land owned by the Group is located in Taiwan,
which has an indefinite useful life and therefore is
not depreciated. The carrying amount of the land
as at 31 December 2019 is RMB77,314,000 (2018:
RMB87,484,000).

(i) The buildings owned by the Group are located in
Mainland China, Hong Kong and Taiwan.

(i)  As at 31 December 2019, land and buildings
in Mainland China with carrying amount of
RMB38,204,000 (2018: RMB41,123,000) and Taiwan
with carrying amounts of RMB103,959,000 (2018:
RMB118,251,000) were pledged to banks as security
for certain loan facilities (see note 21).
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11 REPE - VE BER
=2

ME BERZE (BRHEFCHES
E) WREEE
RZE—NGF BAZERBREENINEGT
ReELBNERSEIE BTLEEYE  BE
wfE (BIEHECRAEEE) AlEXERA
Hit - EFFEHEEYE - BELEE (B1EH
EFAREE) M RESERZEEENERR
BEEMEE AT KE S5 AR 168,860,0007T °
WEEBEAREA172,157,0007c B 7 [ E &8
PR PRER - B SR ET IERZEE
EFMBMEXRR4%NEcEEEVEHAER
MmyER °

(i) AEEBBZIHNUREE  BHER
FERAFH BRTYERE RZ2FT—N
F+-_A=+—8 %It zEEES
AR ®77,314,000C (ZZE—\F : A
R#87,484,0007T) °

(i) AEEHEAZBFUNTERM - FE

VAN 3
=

(i) RZE-NFF+ZA=1+—H8 U+

W i BR B & A K #38,204,0007T

—Z—)\F : AR%41,123,0007T) &

e ERmERAA R 103,959,0007T

(ZZ—N\F: AR™118,251,0007T)

ZITHREFEEAGETERRE ZE
REPTRT (BLREMTF21) -



NOTES TO THE FINANCIAL STATEMENTS

11 INVESTMENT PROPERTIES, PROPERTY,
PLANT AND EQUIPMENT (Continued)

Impairment loss on property, plant and equipment
(including leasehold right-of-use assets) (Continued)

(iv)  Investment properties

S 785 i A B

11 BREYWE VE BER
=)

ME BERRE (BEHESERESR
E) HRERRE (&)

(iv) ®EWMZE

2019 2018

—Z-nE —E-N\F

RMB’000 RMB’000

ARET T ARETTT

Net book value of investment properties &Y% 7 BRE F{E 137,738 141,419

Fair value of investment properties KREWMFEZ ARE

(level 3 fair value measurement using (B=RAnEHEAER

significant unobservable inputs) A BRGABEA =) 195,015 182,340

As at 31 December 2019, the investment properties located
in Shanghai, Mainland China, were rented out under terms
of operating leases or held for capital appreciation. As at 31
December 2019, the fair value of the investment properties
stated in the consolidated statement of financial position at
cost less accumulated depreciation and impairment losses
is estimated at approximately RMB195,015,000 on an open
market, existing use basis, by reference to recent sales
price of comparable properties using market data which
are publicly available and made adjustments to reflect the
differences in the characteristics between the investment
properties and the comparable properties. The fair value
of the investment properties has not been evaluated by an
independent firm of surveyors. The Group has adopted the
cost model under HKAS 40, Investment property, to account
for its investment properties, and accordingly, the carrying
amounts of the investment properties were not adjusted to
the revalued amount at the end of the reporting period.

RZZBE-—NF+ZA=+—H uRFER
LENREMERBCEREGRHIE B SIFIE
EAEB R=-TE—hLhF+=-_A=+—8"
LR R AT T & ROBEE B R AR A B AR
MEAENEEMEN AR BEBTHAEARE
195,015,0007C * Z AR EIRARMSEER
BEREVLERAILARESTERAEUR
BIEEYERELEMECRNEEEEN
MZEBEME LN ELRYERTREEE
MEH - WEMERNR R BEREBLASMET
B AEECHEABEGITERZEI05 - BE
Y ORNARAABEEREME A E
RMEMREIRENFEAERAREE RS -

e,
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11 INVESTMENT PROPERTIES, PROPERTY,
PLANT AND EQUIPMENT (Continued)

Impairment loss on property, plant and equipment
(including leasehold right-of-use assets) (Continued)

(iv)  Investment properties (Continued)

The fair values of the Group’s properties located in the
Mainland China are determined using market comparison
approach by reference to recent sales price of comparable
properties, adjusted for a discount specific to the quality of
the Group’s properties compared to the recent sales. Higher
premium for higher quality properties will result in a higher
fair value measurement.

(v) Right-of-use assets

The analysis of the net book value of right-of-use assets by
class of underlying asset is as follows:

11 REYVE VE - BER
®E @)

ME -BMERRE (BREHEFAESE

E) WBEEBE (&)

(iv) WREWE (&)

AEBURFEABYENDABTIRT S
BOAETE KR2ZALBMEZOREE A
RARENYEE RO RHEMSH O
FEHAE BREARZIVERERS &
ERENAREE -

(v) (EREEE

REMAES B ERREEEEEEL M
m -

31 December 1 January
2019 2019
—E-NF —ZE-NEF
+=A=+—H —HA—H
Notes RMB’000 RMB’000
iifza ARET T ARETTT
Other properties leased for own use, FIAEANEMDE
carried at depreciated and BT E ROREK AT IR
impaired cost (i) 77,738 187,754
Plant, machinery and equipment, R - 22 N AR
carried at depreciated cost RITER AR (i) 40 149
77778 187,903
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) . ¢ e
s on property, ‘and equipment

‘ (inclhding leasehold right-of-use assets) (Continued) BE) M ,ﬁﬁgﬂﬁ (4)
SPERNEEZRTAE IO

The analysis of expense items in relation to leases HEENIE

recognised in profit or loss is as follows:

Depreciation charge of right-of-use LAFEREE EE R 5 A
assets by class of underlying asset: FREEENERY :

Other properties leased for own use HIEERMEMYE

Plant, machinery and equipment BE - HeS R

2018
—EN\EF
RMB’000
AR¥ETTT
(Note)
(Btat)

Interest on lease liabilities (note 5(a)) HESFERE (Kit50a))
Impairment of right-of-use assets ER#EEERRIE

Expenses relating to short-term leases EHRRHEREEEEE
and leases of low-value assets HEMREZ

Total minimum lease payments for leases JERTIRIEE A& HERIE 1758
previously classified as operating NEAKERECHEDN
leases under HKAS 17 SEHEENRETE

Variable lease payments not included in  FRit AREAEHEN
the measurement of lease liabilities AT ERN R

FAEERA AR B —JURER

134,613

1,923

175



NOTES TO THE FINANCIAL STATEMENTS

S 785 i A B

11 INVESTMENT PROPERTIES, PROPERTY,
PLANT AND EQUIPMENT (Continued)

Impairment loss on property, plant and equipment
(including leasehold right-of-use assets) (Continued)

Note: The Group has initially applied HKFRS 16 using the
modified retrospective approach and adjusted the
opening balances at 1 January 2019 to recognise
right-of-use assets relating to leases which were
previously classified as operating leases under HKAS 17.
The depreciated carrying amount of the finance lease
assets which were previously included in property, plant
and equipment is also identified as a right-of-use asset.
After initial recognition of right-of-use assets at 1 January
2019, the Group as a lessee is required to recognise
the depreciation of right-of-use assets, instead of the
previous policy of recognising rental expenses incurred
under operating leases on a straight-line basis over
the lease term. Under this approach, the comparative
information is not restated. See note 1(c).

During the year, additions to right-of-use assets were
RMB124,350,000. This amount primarily related to the
capitalised lease payments payable under new tenancy
agreements and acquisition from a subsidiary.

Details of total cash outflow for leases, the maturity analysis
of lease liabilities are set out in notes 19(d) and 22,
respectively.

i Other properties leased for own use

The Group has obtained the right to use other properties
as its warehouses and retail stores through tenancy
agreements. The leases typically run for an initial period of 1
to 5 years.

Some leases include an option to renew the lease for an
additional period after the end of the contract term. Where
practicable, the Group seeks to include such extension options
exercisable by the Group to provide operational flexibility.
The Group assesses at lease commencement date whether
it is reasonably certain to exercise the extension options. If
the Group is not reasonably certain to exercise the extension
options, the future lease payments during the extension
periods are not included in the measurement of lease liabilities.
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M BERRE (BREHEEERESR
E) RERIE (&)

Wit AEREERAKEITEWEERERETR
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BRI EAFITROBAKEREZE
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EBA) AEREREEENE - MIFR
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BREMEEMEAZHEEMRS - NitT R
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REERN - ABFEAEEER/ARE124,350,000
e ZeBEBHEMAERZEE THERLAE
ENFENBARKEER -

HERSRLREE HEAGHNHBIITHEF
1B 57 BIEFI R K sE19(d) K222 »
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NOTES TO THE FINANCIAL STATEMENTS

11 INVESTMENT PROPERTIES, PROPERTY,
PLANT AND EQUIPMENT (Continued)

Impairment loss on property, plant and equipment
(including leasehold right-of-use assets) (Continued)

During the year ended 31 December 2019, the Group
leased a number of retail stores which contain variable
lease payment terms that are based on sales generated
from the retail stores and minimum annual lease payment
terms that are fixed. These payment terms are common in
retail stores in Hong Kong where the Group operates. The
amount of fixed and variable lease payments for the year is
summarised below:

S 785 i A B

11 REVE - VE BER
=)

ME BERRE (BEHESERESR
E) HRERRE (&)

RBEE_T-NAF+_A=+—HLFE XK
SEHERMTEE  RHEREKTERE
HEZHE REEREFERENRERMEZ
A E#AENRIER - ZFENHEFRREE (RE
Bt TEEERFR - FRABRERAE
HEMNRESREBANT

Fixed Variable Total

payments payments payments

[&] 7E 15 3K AR R (B L

RMB’000 RMB’000 RMB’000

ARBTT ARBTT AR¥KTT

Retail stores ZEE 155,645 482 156,127

At 31 December 2019, it is estimated that an increase in
sales generated from these retail stores by 5% would have
increased the lease payments by 0.3%.

ii. Other leases
The Group leases production vehicle motor under leases

expiring of 2 years. None of the lease includes variable
lease payments.

RZE—AF+=A=+—0  EHRKSET
5 A 0 85 B 0 L FH5% B R B 3
0.3% °

i HEmHE

AEBESEEREESH  HHEHRMF -
ZEHETREANZEHEMNK -

e,
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licences

B ) - ) ; ) Total
BT mEt
RMB’000 RMB’000
AR¥EFT AR¥EFTT
Cost: A
Balance at 1 January 2018 R-ZZT—N\F—A—Az&H 3,048 3,048
Exchange adjustments P& 5 AR 21 21
Additions ®E 415 415
Transfer from construction in progress REEIREA (#t11)
(note 11) 772 772

Balance at 31 December 2018

R-ZE-NFE+-A=+—H
2 REER

Balance at 1 January 2019

Exchange adjustments

Disposals

Transfer from construction in progress
(note 11)

R-F-—NE—-A—Bz&H
PEE 30 A

HE

HERTREA (FaZ11)

Balance at 31 December 2019

RZE-hFE+ZA=+—H
ZAERR

Accumulated amortisation:
Balance at 1 January 2018
Exchange adjustments
Charge for the year

RETHE
R-B—\F—A—BZ&HK
BEE 54 B

FENE

Balance at 31 December 2018

RZE—NFE+=_A=+—8
ZEER

Balance at 1 January 2019
Exchange adjustments
Charge for the year
Written back on disposals

R-F-NE-A—Bz&H
D 3 R
FRITE
&

Balance at 31 December 2019

R-E-NF+-A=+—H
ZRERR

Net book value:
At 31 December 2019

FREFE :
R-B-—NF+-A=+—~H

At 31 December 2018

R_E—NFE+_A=+—8

(1,701) (1,701)
(20) (20)
(579) (579)

1,956 1,956

The amortisation charges for the year are included in

“Administrative expenses” in the consolidated statement of

profit or loss.
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PR

At 1 January 2018
Exchange adjustments

o i
RZE—NF—H—H 254,961
PE iR 1,287

At 31 December 2018

R_E—N\FE+=-_A=+—8

At 1 January 2019
Exchange adjustments

N == =8
BEE 54, B

At 31 December 2019

R-F-NE+-_A=1+—8

Accumulated impairment losses:
At 1 January 2018, 31 December 2018 and
1 January 2019

Exchange adjustments
Impairment loss for the year

ZEtREEE -
R-T-—N\F—A—8 —T-/\F
+-A=+—"BER-_Z—hF

—F—+ (22,654)
PE KR (200)
FEREBE (168,695)

At 31 December 2019

R-ZB-NAFE+-A=+—8H

Carrying amount:
At 31 December 2019

BRMEE :
RZZE—hF+=—A=+—H

At 31 December 2018

RZZE-N\F+ZA=+—8H 233,594
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13 GOODWILL (Continued)

Impairment tests for cash-generating units containing
goodwill

Goodwill is allocated to the Group’s cash-generating units
identified according to places of operations and reportable
segments as follows:

13 BHE (&)
CERECHSEABEN ZEERR

BEIETAKRERETIEEMWHNERD
TR ELEN

2019 2018

- — N\

RMB’000 RMB’000

ARET T ARBTIT

Retail - Hong Kong ZE-FR - 168,063
All others Fr B HAtb 66,502 65,531
66,502 233,594

Retail — Hong Kong

During the year ended 31 December 2019, as a result of the
intensified trade frictions between the China and the U.S.
and the recent social and political unrest in Hong Kong,
consumer traffic visiting Hong Kong has been severely
affected and the profitability of stores in Hong Kong in 2019
significantly declined compared to 2018. Management
estimated the recoverable amount of the cash-generating
unit. As at 31 December 2019, the carrying amount of the
respective cash-generating unit has been reduced to its
recoverable amount of approximately RMB497,408,000 and
an impairment loss of RMB168,695,000 was recognised, to
write down the 100% of the allocated goodwill.
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NOTES TO THE FINANCIAL STATEMENTS

13 GOODWILL (Continued)
Retail — Hong Kong (Continued)

For the retail business in Hong Kong, the recoverable
amounts of the cash-generating units are determined based
on value-in-use calculations. The key assumptions for the
value-in-use calculations are the discount rate and revenue/
gross profit growth rate. The Group prepares cash flow
forecasts derived from the two year financial budgets and
extrapolates cash flows for the following three to five years
based on estimated annual average growth rates in sales
ranging from -51.9% to 65.9% (2018: 3% to 8%), growth
rates in gross profit ratio ranging from -6% to 1% (2018:
0% to 1.5%), at a discount rate of 14% (2018: 14%). The
discount rates used are pre-tax and reflect specific risks
relating to the relevant segments. The growth rates are
determined by management based on the performance of
the relevant cash-generating units and their estimated future
development.

Others

The recoverable amounts of the cash-generating units
are determined based on value-in-use calculations. The
key assumptions for the value-in-use calculations are the
discount rate and revenue/gross profit growth rate. The
Group prepares cash flow forecasts derived from the two
year financial budgets and extrapolates cash flows for the
following three to five years based on estimated annual
average growth rates in sales ranging from 3% to 15%
(2018: 3% to 13%), growth rates in gross profit ratio ranging
from 0% to 2% (2018: -1% to 1%), at a discount rate of
14.5% (2018: 14.5%). The discount rates used are pre-tax
and reflect specific risks relating to the relevant segments.
The growth rates are determined by management based on
the performance of the relevant cash-generating units and
their estimated future development.

S 785 i A B

13 B8 @)

TE-BE@®

REASTEEEME  BeEEEM 2 lE
eREDREABREFTEETE - FREBEFEZ
BEERBAUBERNEEFEEEX - A%
EREN F-51.9%565.9% 2 T8 H F Z F 15
ERRE(ZZE—/\F : 3%E8%) * N F-6%
F1% 2 EFXEREE(ZE—N\F:0%2
1.5%) R14% 2 BWRE (ZZ—N\F : 14%) /R
RIRMFMBNEE 2B @ mEA REEHFEER=
ERFZ2REN  FTAMBEXRARATAE X
WRMEFEESBEEZEERAR - Z5EE
EDHEEERBEBECEEEM 2RRER
HETARRERMEE °

Hit

ReELEMzAROSBNEERAEENE
BT - FREAFEZEZRIAAURAERK
/BB EER - REBERBENTI3%E15%2
BHEEFHHEERRER (ZT—)\F : 3%=
13%) * N F0%ZE2% 7 BRI ERZERE (ZF—
NE A% E1%) R145% 2 BHIRE (Z2— N
F 1 14.5%) BREMEVRBZE 2 RS RER
REEBEE=—ZERAF2HELR - TAMBEREEAR
AR R WRIREABE S HEE 2 FER
R ZERREDREEEREABERSEL
BRI ZRBARMGFTRREBRMET -

e,
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14 INTEREST IN SUBSIDIARIES 14 REERAT 2R

The following list contains only the particulars of subsidiaries THREHINHAEBE XL EEHXAEEEAN
which principally affected the results, assets or liabilites FZ2ZMBARZFHIE - BRIEZSEIER @ T
of the Group. The class of shares held is ordinary unless MGG RE R o

otherwise stated.

Proportion of ownership interest

FEREDL
Place of Group's Particulars of
incorporation effective  Held by the Held by issued and
Name of company and business interest ~ Company subsidiaries paid up capital  Principal activity
rEEZ NG BEATRAR
NAER AR ERBE BEREL BARAER 5 ErEE  IEXR
Elegant Jewellery Holding Limited Hong Kong 100% = 100% 5,000,000 shares of  Retail of watches and
HKD1 each jewellery
SEREREARAT A 100% - 100% 5,000,000 FHRAEZE
SREEIET R
BrERBRRHERAE Taiwan 80% - 80% 155,820,000 shares of  Retail of watches
NTD1 each
BErREARROERAR =1 80% - 80% 155,820,000 FHZE
BREBHABIT
pd) )
Alpha Key Investments Limited BVI 100% 100% - 1 share of USD1  Investment holding
BEREARAHF RERKES 100% 100% - IRIZT 2 RERR
Hengdeli Giant Dragon Limited BVI 100% 100% - 1 share of USD1  Investment holding
ZENEEARAR EBRRES 100% 100% - IRETZBRA  RERR
Xinyu Hengdeli Investments Limited BVI 100% 100% - 1 share of USD1  Investment holding
MEFRNREERAA EBRRES 100% 100% - IRETZBR  RERR
Hengdeli International Company Limited  Hong Kong 100% - 100% 1 share of HKD1  Trading and
management service
FEHERARAR i3 100% - 100% RIET R  BHRERRS

The directors are of the view that the Group has no (2T -NERZTE-N\F+ZA=1+—H
individually material non-controlling interest for the years IFE EZRAAEETRENMSBEERX
ended 31 December 2019 and 2018. B IEIE AR R o
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RMB’000

ARBT T
Equity securities designated  IEEHBEBEMEEWA
at FVOCI (non-recycling) BARERE (FAIEA
B ZBRAES
- Listed securities — s (i) 168,696
Notes: HaE
(i) Financial assets at fair value through other (i) BREMEEABRARAABHENERE

comprehensive income (FVOCI) comprise equity
securities which the Group intends to hold for strategic
purposes, and which the Group has irrevocably elected
at initial recognition to recognise in this category.
RMB7,309,000 of dividends were received on these
investments during the year (2018: nil).

EREAEERSEREENORAE
% AREBE R )RR 2 ] B
MR Z D EER  c FRNEZSRENR
BB B A R #7,309,0007T (ZF— \4F ¢
&) o

FAEERA AR B —JURER 183
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16 INVENTORIES

(a) Inventories in the consolidated statement of
financial position comprise:

16 =EE
(a) RESHBERIARZEESE

2019 2018

—E-NF —E-N\F

RMB’000 RMB’000

ARET T ARET T

Raw materials R4 % 22,132 18,403
Work in progress ERH 34,940 88,758
Finished goods SURY Oh 1,252,686 1,351,093
1,309,758 1,403,251

(b) The analysis of the amount of inventories

(b) ERAFIATABZZFEHE

recognised as an expense and included in DT :
profit or loss is as follows:

2019 2018
—E-hF —ZT-N\F
RMB’000 RMB’000
ARBF T AREBFT
Carrying amount of inventories sold EHFEREE 1,987,625 2,187,104
Write down of inventories 7 & HUR 49,890 46,819
Reversal of write-down of inventories FEMORE D (10,838) (8,221)
2,026,677 2,225,702

Net realisable value of inventories is the estimated selling
price in the ordinary course of business, less estimated
costs of completion and distribution costs. These estimates
are based on 1) the sales volume history; 2) the ageing of
inventory; 3) physical condition of the inventories reported
from the shops; and 4) recommended selling prices set by
brand owners. Management reassesses the estimations at
the end of each reporting period.
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17 TRADE AND OTHER RECEIVABLES

NOTES TO THE FINANCIAL STATEMENTS

S 785 i A B

17 BRESRAREMBERRE

31 December 1 January 31 December
2019 2019 2018
—E-NF “E-NEF —E-N\F
+=ZA=+—H =FE=[E F=FH=ET=E
RMB’000 RMB’000 RMB’000
ARET T YN YN
Current assets REBEE
Trade receivables, eI E 5 BR FORE 18
net of loss allowance B 161,219 194,872 194,872
Other receivables, A e Wk IE R B 18
net of loss allowance B 187,903 52,126 52,126
Financial assets measured LABESHAK ANGTE 2
at amortised cost TRLEE 349,122 246,998 246,998
Prepayment and deposits (note) TN FIBRIES (H1:2) 67,141 64,037 64,721
416,263 311,035 311,719
Non-current assets EREEE
Prepayment and deposits TENRIERIES 21,333 19,376 19,376
437,596 330,411 331,095

Note: On the date of transition of HKFRS 16, prepaid lease M7t - WNiBEZEEMBIMELRIFI6E 2B

of RMB684,000 previously included in “Prepayment
and deposits” were adjusted to right-of-use assets

recognised at 1 January 2019, see note 1(c).

All of the trade and other receivables in current assets are

expected to be recovered within one year.

Other receivables include advances to third parties of
RMB129,241,000 (2018: nil), which are interest bearing
at 6% to 8% per annum as at 31 December 2019 and are
recoverable within one year. The advances to third parties
are fully secured by collaterals obtained by the Group as at

31 December 2019.

BN —FRKE -

H & U R

SERTEA TR FARES | HENEEA
R#%684,000T 2 BEER =B — N5 —F
—BRROEREAE - HLAKE(C)

MENE FE A FT A FE U 5 Bl ok B L A B TR

BHEREZFABRARE
129,241,000 (ZZE—N\F: &) RZT—
NFETZA=1T—"HBFER6%E8% * WA K
—FRKRE - BE=FRFHAEER T —
FHZA=+—HESHNERLHER -
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invoice date, is as follows:

2018
—EN\EF
RMB’000
AREFT

Within 3 months =EAR
Over 3 months but less than 12 months  #B@E={E A B LR+ (8 A
Over 12 months HBAEt+—EA

153,118
41,634
120

194,872

Trade receivables are due within 30 to 180 days from the BN EZRNAMERHLF30E180H2H -
date of billing. Further details regarding the Group’s credit BEAAEEFEERKANE —THBH XM
policy are set out in note 29(a). 29(a) °
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Pledged deposits R VRN
Deposits with original maturities [REIEFH BB
over three months =ERz2FER

638,211

638,211

The deposits of RMB14,700,000 (2018: nil) were pledged to
secure loans granted to a subsidiary of the Group and were
released in March 2020.

The deposit of RMB89,790,000 (2018: nil) was pledged to
secure banking facilities granted to a third party and was
subsequently released in March 2020.

19 CASH AND CASH EQUIVALENTS

(a) Cash and cash equivalents comprise:

KR A R#14,700,0007 (ZE— N\ : &)
NERARGRTASE—HHBARZE
HWR—TE—FE= AFER -

2R A K %89,790,0007T (ZF— N\4F : )
MERARSRFE=ZAZRITEE  HER
T TE=ARRK -

19 RERBSEEY
(a) RERBESZEYWEE

2018
—E-N\F
RMB’000
ARBTT

Cash at banks and on hand RITMFHEES

1,551,003
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(b)  Reconciliation of (loss)/profit before taxation to

cash generated from operations:

RENHR

Note
k3

(Loss)/profit before taxation
Adjustments for:
Depreciation of investment
properties and property,
plant and equipment
Amortisation of intangible assets
Finance costs
Interest income
Share award scheme
Impairment of property,
plant and equipment
Impairment of goodwill
Net loss/(gain) on disposal of
property, plant and equipment

BREiAT (B518), &5 T
AEIAR :

BEMER
ME -~ BE R
RiBIE

B EHH

BAREARA

FEHA

Pt B2t &)

ME - BB RRERE

BERE
HEME - BE R
REBEE (W) TR

5(c)
5(c)
5(a)
4(a)
24(b)
4(b)

13

4(b)

Dividend income from other KEHMIEERRBBA
investments

Operating profit before changes in & E&£EBATH
working capital T

Decrease in inventories FERL

Decrease in trade and EUE SRR R HAL
other receivables FEM R IB R

(Decrease)/increase in trade and  JENE ZERZ R HAb

other payables

FERFRIR O d),/ #En

Cash generated from operating RETHARBRE
activities
Hengdeli Holdings Limited Annual Report 2019
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2018
—ZE-N\F
(Note)
(Btat)
RMB’000
ARBFT

103,681

32,948
579
2,070

(32,238)
322

(54)

107,308

36,152

84,690

41,098

269,248




19

Note:

(c)

NOTES TO THE FINANCIAL STATEMENTS

CASH AND CASH EQUIVALENTS
(Continued)

Reconciliation of (loss)/profit before taxation to
cash generated from operations: (Continued)

The Group has initially applied HKFRS 16 using the
modified retrospective approach and adjusted the
opening balances at 1 January 2019 to recognise
right-of-use assets relating to leases which were
previously classified as operating leases under HKAS
17. Previously, cash payments under operating leases
made by the Group as a lease of RMB124,310,000 were
classified as operating activities in the consolidated
cash flow statement. Under HKFRS16, except for short-
term lease payments, payments for leases of low value
assets and variable lease payments not included in the
measurement of lease liabilities, all other rental paid on
leases are now split into capital element and interest
element (see note 19(c)) and classified as financing cash
outflows. Under the modified retrospective approach, the
comparative information is not restated. Further details
on the impact of the transition to HKFRS16 are set out in
note1(c).

Reconciliation of liabilities arising from
financing activities:

The table below details changes in the Group’s liabilities

from financing activities. Liabilities arising from financing

activities are liabilities for which cash flows were, or future

cash flows will be, classified in the Group’s consolidated

cash flow statement as cash flows from financing activities.

Foh 5 3 B

19 BeREESZEEY &)

(b) PBRELAI (BER), BRI REEFRS
RENHE: (&)

HaE - AR DRSS ET 6 Wk B R R A BB

SRS ERFE 165 WABRKR=ZZ—1
E—H—EZ%mi% LA HE 52 25 B AR
EB S EAFI7TR o BAKEHEZH
%mmﬁ@%%§§ BEAT - $%l¢ﬁ
AAABRELCEAEELNRES AR

#124,310,0007t D A4 AR im§%¢
MEEHE - REBEVBHREERE16
5% H%ﬁkﬂ%ﬁfﬁ%mzﬂmﬁﬁ
o EEBEEEMAEMNK B EKIE
Sh FTBEEMREE Eﬁﬁ%ﬁﬁ%ﬁﬁ
BAZZRAMBEREME19(c))IH A
ARERSARE - REBELETEWE
REMTTEY - BRABEEZESTBR
SR F1HENT E 2 E— P FBHRW

FZ1(c) °

(c) BEEBELZEEHR

TRR/ASERELTDELEZBEREFS -
MERDELEZABDNRAREREIAKRRS
MERNAEBZGEHERERIBERARMER
FRERECLBE -
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Reconciliation of liabilities arising from
financing activities: (Continued)

31 December 2018
Impact on initial application
of HKFRS16 (note)

—T-NE+=ZA=+—H
EWNEE
EAF16H 2 FE (H2)

At 1 January 2019

RZT—hFE—H—H

Changes from financing cash flows:
Proceeds from new bank loans
Repayment of bank loans

Capital element of lease rentals paid
Interest element of lease rentals paid
Interest paid

RERSRELE
I RITE A HR
ERRITER
ENHEERENERED
ENEERENME D
BERME

Exchange adjustments

Other changes:

Increase in lease liabilities from entering
into new leases during the period

Increase in lease liabilities from
business acquisition

Interest charged

PSR

Hit2g
REATZHHEEM
BnoBERE
KU AR T Ay
HEaE
AR

At 31 December 2019

R-B-NF+-A=+—H

Note: The Group has initially applied HKFRS 16 at 1 January
2019 using the modified retrospective approach. Under
this approach, comparative information is not restated.

See note 1(c).
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Lease

Bank loans liabilities Total
IRITER HEBE HEtT
RMB’000 RMB’000 RMB’000
ARETT ARETT AR®BTT
(note 21)
(Ktet21)
At 1 January 2018 RZE—N\F—H—H 109,120 = 109,120
Changes from financing cash flows: BERERELE) .
Proceeds from new bank loans g RITERAERIR 107,370 = 107,370
Repayment of bank loans BEBITER (75,206) = (75,206)
Interest paid B FE (2,070) = (2,070)
30,094 - 30,094
Exchange adjustments b XA % 2,468 - 2,468
Other changes: Hith& g
Interest charged TR A 2,070 - 2,070
2,070 - 2,070
At 31 December 2018 RZE—-N\EF
+=A=+—H” 143,752 - 143,752
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W

comprise the foIIowng:

2018
e
(Note)
(B1at)
RMB’000
AR¥ETTT

Within operating cash flows KERSREFR
Within financing cash flows BMERESMER

(136,536)

(136,536)

Note: The adoption of HKFRS 16 introduces a change in
classification of cash flows of certain rentals paid
on leases. The comparative amounts have not been
restated.

These amounts relate to the following:

Hret - RANBARMBRELNF1HKIAETE
NHEEHEeNREREN RED - LEE
BIYEET -

ZECHREATIEERR -

2018
—E-N\F
RMB’000
ARETT

Lease rentals paid EHER:

136,536
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RMB’000
ARBT T

P B 5 AR
BHAaR

Trade payables
Contract liabilities
Other payables and accrued expenses

Hfth FE A 5RIA K BT B A

195,137
12,268
102,261

309,666

Ageing analysis
The ageing analysis of trade payables at the end of the
reporting period, based on the invoice date, is as follows:

RREC DA

RBERR  REZEHFENESIERZE
BROMTAT

2018
=i
RMB’000
ARMFTT

Within 1 month

Over 1 month but less than 3 months
Over 3 months but less than 12 months
Over 12 months

—fEAR

HBie+ @A

Be—EAELR=EH
HE=EAELIN+ @A

178,784
15,803
139

411

195,137
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20 TRADE AND OTHER PAYABLES AND
CONTRACT LIABILITIES (Continued)

Ageing analysis (Continued)

Typical payment terms which impact on the amount of
contract liabilities recognised are as follows:

1) The Group occasionally receives a part of the
consideration as deposits from customers when they
purchase goods from the retail stores. The respective
revenue is expected to be recognised when the
goods are collected by customers from stores. The
amount of the deposit is negotiated on a case by
case basis with customers.

2) When the Group receives a deposit before the shop
design and decoration service commences, this
will give rise to contract liabilities at the start of a
contract, until the revenue recognised on the project
exceeds the amount of the deposit. The amount of the
deposit is negotiated on a case by case basis with
customers.

20 ENESRAREMENTE
UREHNERE &)
RO (7)

BRANABSENEIZNRERENTEE -

1) AEEEREERTEIEDRAER
EPFRTEEBERMNES - BRI
AFEHRE P B FIE R i iR
EENEBRHRBEABBEREATSHE -

2) EAEEEEMHRREERBRBA
WRIFRIRRE - IR TRERDFRIGREL
BHEE EEHBRIANBABBE
THELE - TENSEBREBEARER
BEF R

Movements in contract liabilities EHEEEE
2019 2018
—E-NF —E-N\F
RMB’000 RMB’000
ARET T AREET T
Balance at 1 January R—A—B2&#% 12,268 15,582
Decrease in contract liabilities as a result FRERWAFTERET A
of recognising revenue during the FHzEaRaERD>
year that was included in the contract
liabilities at the beginning of the year (7,522) (13,114)
Increase in contract liabilities as a FRWREEEESMER 2
result of receiving sales deposits SRR EEM
during the year 11,158 9,800
Balance at 31 December Rt A=+—Hz&% 15,904 12,268

No sales deposits received are expected to be recognised
as income after more than one year.
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RMB’000

ARETIT
Within 1 year or on demand —FLARTIRE K 60,429
After 1 year but within 2 years —FRERMFENA 4,629
After 2 years but within 5 years MEZRERAFA 13,887
After 5 years hFEi& 64,807
58,3528
143,752
As at 31 December 2019, the bank loans were secured as RZE—AF+-_A=+—H  RTEZHIK
follows: W -
2018
—F)N\F
RMB’000
AREET T
Bank loans within one year or —FARIZEREEN
on demand IRITER
Secured I 37,315
Unsecured 1R 23,114
60,429
Bank loans after one year —FREBNRITER
Secured Vop i 83,323
83,323
143,752

FAEERA AR B —JURER
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ag-gregate carrying values of RMB142 163, 000 (2018:
RMB159,374,000).

Certain secured bank loans are all drawn down under
certain bank facilities secured by guarantees over fixed
deposits of the Group with aggregate carrying values of
RMB14,700,000 (2018: Nil).

As at 31 December 2019 and 2018, the banking facilities
were not subject to the fulfilment of the covenants based on
the lending arrangements with financial institutions. Further
details of the Group’s management of liquidity risk are set
out in note 29(b).
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. s - .
maturities of the Group’s lease liabilities at the'end of the
current and previous reporting periods and at the date of

transition to HKFRS 16:

Within 1 year —ER
After 1 year but within 2 years —FRERRER
After 2 years but within 5 years MERERTIER
After 5 years nEk

B BRAE R AR

Less: total future interest expenses

HERERE

Present value of lease liabilities

Note: The Group has initially applied HKFRS 16 using the
modified retrospective approach and adjusted the
opening balances at 1 January 2019 to recognise
lease liabilities relating to leases which were previously
classified as operating leases under HKAS 17.
Comparative information as at 31 December 2018 has
not been restated. Further details on the impact of the
transition to HKFRS 16 are set out in note 1(c).

MR T A AHIR

1 January 2019 (Note)

ﬁxé%%%ﬁiﬁﬂ%éf Hmﬁhﬁﬁ

31 December 2018 (Note)

—Z-NE-A-B —Z-\F+ZA=+-H
(Hi#) (i)

Present Present
value of the Total  value of the Total
minimum minimum minimum minimum
lease lease lease lease
payments payments payments payments
RERE RERE RERE mEHE
HERE JREE HIERE HIEEE
RMB'000 RMB'000 RMB'000 RMB'000
AREBTT ARETT ARETT ARETR
94,398 98,487 - -
70,878 72,503 - -
20,550 20,910 - -
1,393 1463 - -
187,219 193,363 - -

187,219 -
(6,144) -
187,219 -
Bit - AEBER-_T—hF— A —BRBEE

JLZ@%%U\}%%E%ﬂﬂ%iﬁ%ﬁﬂ'l%ﬂ6
SR BB ERAEREMNRETES
AEABITROEAKEHEZFRES

MEERE -
BOLLRENLESTD) -
s/ @

W EAF 1658
MiFE1(c) °

FAEERA AR B —JURER

rE

RZB-NF+A=+—
BEERBHHB
- BEHER
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23 EMPLOYEE RETIREMENT BENEFITS

As stipulated by the labour regulations of the PRC, the Group
participates in various defined contribution retirement plans
organised by municipal and provincial governments for its
employees. The Group is required to make contributions to
the retirement plans at rates ranging from 13% to 16% of the
eligible employees’ salaries for the year ended 31 December
2019 (2018: from 13% to 20%).

Pursuant to the labour regulations of Malaysia, Taiwan and
Macau, the Group joined defined contribution retirement
plans for its employees. The Group is required to make
contributions to the retirement plans at the applicable rates
ranging from 1% to 3% based on the eligible employees’
salaries (2018: from 1% to 3%).

The Group also operates a Mandatory Provident Fund
Scheme (“the MPF scheme”) under the Hong Kong
Mandatory Provident Fund Schemes Ordinance for
employees employed under the jurisdiction of the Hong
Kong Employment Ordinance. The MPF scheme is a defined
contribution retirement scheme administered by independent
trustees. Under the MPF scheme, the employer and its
employees are each required to make contributions to the
scheme at 5% of the employees’ relevant income, subject
to a cap of monthly relevant income of HKD30,000 (2018:
HKD30,000). Contributions to the scheme vest immediately.

The Group has no other obligation for the payment of its

employees’ retirement and other post-retirement benefits
other than the contributions described above.
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NOTES TO THE FINANCIAL STATEMENTS

24 EQUITY SETTLED SHARE-BASED
TRANSACTIONS

(@) The 2015 share option scheme

On 19 May 2015, a share option scheme was established
which will be used to grant option to selected participants
including but not limited to directors and employees of the
Group in order to provide incentives or rewards for their
contributions to the Group. As at 31 December 2019, no
option was granted under the 2015 share option scheme.

(b) Share award scheme

Pursuant to a share award scheme approved by the Board
in 2015, the Company may purchase its own shares and
grant such shares to certain employees or consultants
of the Group. During the year ended 31 December
2019, the Company granted 30,000,000 shares (2018:
1,064,000 shares) at nil consideration to the Group’s
employees, of which 20,000,000 shares (2018: 564,000
shares) were granted to the Company’s directors (see
note 7).

The consideration paid for the purchase of the Company’s
shares is reflected as a decrease in the capital reserve
of the Company. The fair value of the employee services
received in exchange for the grant of shares is recognised
as staff costs in profit or loss with a corresponding increase
in capital reserve, which is measured based on the grant
date share price of the Company.

S 785 i A B

24 LEaEE BHE#EXAX
%

(a) =ZF-HFBERES
R-F-AFREA+NE  KARRI AR
RIERHE - SRR AEHELRE (REETR
RAKBEERES) FHBBRE  NEHRS
AARBEFEEH - RZF-NF+=A=+
— B BERE T REBRES IR
B -

(b) BRpEEEETE

BEEEEN _T—AFHEZRDERF
g ARRAIBEEESRORAAEES T
EEXERELBERD REBEZE=_Z-NF
+TZA=+—HALFE ARANUEREM
£ B {8 B % $30,000,0008% f% 5 (= ZE— N\
% : 1,064,0008% % f7) + E #120,000,000% A%
7 (ZZ— )\ £ : 564,000/ 1) EHEFAR
AEE (BLRMET) -

RBEARABRNENZRERBRAEEARA
AR - B BB BUER B M2 H A RS
ZARBEINERTERABRIRA  BET
B HZ A DR R B G 5 B 2 AN 8 TR AR e
3B AN ©
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Current tax — Hong Kong Profits Tax

Provision for the year
Tax refund

Provisional tax paid
Exchange adjustments

REBIE - HEAREH

REFERE
B

BN BEERE
BEE 54 5

—T-N\F
RMB'000
ARET

Balance of Profits Tax provision
relating to prior years

BEFRE 2 NESHBEERER

15,961

(2,714)
98

13,345

(1,224)

12,121

Current tax — Overseas ZREAFEIE — /o

Provision for the year KEGEE

Tax paid BRI

Transfer from deferred tax liabilities HRECEHRIEAEEA
(note 25(b)(ii)) (B1aE25(b)(ii))

10,224
(5,150)

5,074

119

5,193
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(Continued)

(b) Deferred tax assets and liabilities recognised (b)

(i) Deferred tax assets recognised (i)

CRABELHBEERAE
CHRBELEVEEE

The components of deferred tax assets recognised in REE-ZE—NFE_T—NF+_A=+—
the consolidated statement of financial position and the HIEFERNELE BN KR NHER 2 FELER
movements during the years ended 31 December 2019 and BEE A » REEH AT :

2018 are as follows:

Related
Temporary  depreciation
difference on  in excess of
Inventory  Taxlosses  adoption of ~depreciation ~ Credit loss
provision  notutiised ~ HKFRS 16 allowances  allowance Others Total
P
HEE
AHA Ei6EN BBNE  GEER
FERf  WEEE W ENZIE BERERG B B it
RMB'000 ~ RMB'000  RMB'000 ~ RMB'000  RMB'000  RMB'000 RMB'000
ARETT  AR¥TR ARBTR ARETR AR¥TR ARETR ARETx
Balance at 1 January 2018 WZE-NF-A—-Bz&H 422 2,986 - 1,302 - - 4710
Credited/(charged) to FERA /(1R
profit or loss 807 81 - (195) 312 1,165 2,170
Exchange adjustments AT 27 154 - 58 - 25 264

Balance at 31 December 2018 R=ZF—-\E+-fA=1—H
a3

Balance at 1 January 2019 RZZE-NE-A—-HEH

Credited to profit or loss EB&EA
Exchange adjustments EX A%

Balance at 31 December 2019 R=F-AF+-A=1—8
2h

FAEERA AR B —JURER
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(Continued)

(b) Deferred tax assets and liabilities recognised
(Continued)

(i) Deferred tax liabilities recognised

The components of deferred tax liabilities recognised in

the consolidated statement of financial position and the

movements during the years ended 31 December 2019 and
2018 are as follows:

(b)y EEIELEHREEERARE (&)
(i) CERIAELHEERE

REBEZE_ZE-NEFR_T-N\F+ZA=+—
At FEARESEMBRNRAER BT

Depreciation

allowances

in excess

of related
depreciation Others Total

TERERB
BENE Hity st
RMB’000 RMB’000 RMB’000
AR®TF T ARET T ARET T
Balance at 1 January 2018 RZZE—N\F—HA—HzZ#&®% 1,219 119 1,338
Charged to profit or loss =R 315 = 315

Transfer to current taxation a8 A\ N ER e IR

(note 25(a)) (Hiit25(a)) - (119) (119)
Exchange adjustments VE W F % 74 = 74

Balance at 31 December 2018 R-ZE—N\F

A=+—Bz#&&#

[1 4

_I_

Balance at 1 January 2019

R-F-NF—-A—BZ&EHR

Charged to profit or loss TEBZ 0Bk

Exchange adjustments M XA

Balance at 31 December 2019 RZE—NF
TZA=T—B &%

Hengdeli Holdings Limited Annual Report 2019



NOTES TO THE FINANCIAL STATEMENTS

25 INCOME TAX IN THE CONSOLIDATED
STATEMENT OF FINANCIAL POSITION
(Continued)

(c) Deferred tax assets not recognised

In accordance with the accounting policy set out in note
1(s), the Group has not recognised deferred tax assets
of RMB106,862,000 (2018: RMB96,455,000) in respect
of cumulative tax losses as it is not probable that future
taxable profits against which the losses can be utilised will
be available in the relevant tax jurisdictions and entities. The
tax losses for subsidiaries in Mainland China and Taiwan
will expire during the periods from 2019 to 2023 and from
2019 to 2028, respectively. The tax losses for subsidiaries
in Hong Kong and Malaysia do not expire under current tax
legislation.

(d) Deferred tax liabilities not recognised

Pursuant to the tax laws in Mainland China, 10% withholding
tax is levied on foreign investors (5% for foreign investors
who are registered in Hong Kong provided they meet certain
criteria) in respect of profit distributions arising from a
foreign investment enterprise’s profit earned after 1 January
2008.

At 31 December 2019, temporary differences relating
to the undistributed profits of subsidiaries amounted to
RMB73,465,000 (2018: RMB198,578,000). Deferred tax
liabilities of RMB3,673,000(2018: RMB9,928,000) have not
been recognised in respect of the tax that would be payable
on the distribution of these retained profits as the Company
controls the dividend policy of these subsidiaries in Mainland
China and it has been determined that it is probable that
these profits will not be distributed in the foreseeable future.

S 785 i A B

25 #HREMBRRRZAEH &)

(c) RERZELEBIEEE

RIEMTEE 1 (s)FTE & 5T IR - AR AR alE
BEREEBTAAEREEHAEREBEN
RIRERTE 4 Fl - SN B ot Rt IEE
BERELERIEEEARK106,862,0007T (=
T—\F : AR¥096,455,0007T) ° fZ A B A
HEaENRBARNMREEEEI IR =Z
—NFEZZT=FRZF-NFEZZT=)N
FRU - RBBEAHUOER AR BBRE K
BAEMMBARNTIBEBRTE RN

(d) FAERZELEHREAE
BEPEAMEE  INEIREE BRI ERE
PER-FENE— A — B RARRZENT
B4R DRIEBE10% 8 TEINE - NE
B2 NI A E WA B TR X
5% TR

RZE—hF+-A=1+—8 EBENEBELA
ROz ERER A ARKT?3,465,0007T
(ZZ—N\F : AR#198,578,0007T) ° HAA
AEEHMNRPRAMZ ZEHB AR ZRE
BE - MEEEETANERATRREKDIES
BE A R B BE A D R 3% B R B R B B A5 e
XN ERERELERIESEARS,673,000
T (ZE—NF : AR%09,928,0007T) °

e,
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The reconciliation between the opening and closing balances of
each component of the Group’s consolidated equity is set out
in the consolidated statement of changes in equity. Details of
the changes in the Company’s individual components of equity
between the beginning and the end of the year are set out below:

AEEGERETENBY 2 F I RFRE
HEFNGERSEHER - AARARFIRF
R s {ERERCER D BB F BRI T

The Company iN/NE]|
Fair Value
Capital reserve
Share Share  redemption Capital (non- Exchange Accumulated
capital  premium reserve  reserve  recycling)  reserve losses Total
MERE
(FTEA
R ROEE RABEGE EREE Bg) EXRE ZHEB h
Note ~ RMB000  RMB'000  RMB000 RMB'000  RMB'000  RMB'000  RMB'000  RMB'000
HE ARETn ARMTR ARETR ARBTR ARETR ARETR ARMTR ARETR
Balance at 1 January 2018 RZB-\E-A-B2&h 22429 2627172 669 (2112 - (262826) (1,288,110) 1,096,562
Changes in equity for 2018: RIE-N\FREES
Total comprehensive income EELENALE
for the year - - - - (239) 2707) 11410 6,311
Shares repurchased BRERA (92) (6,763 92 - = = - (6763)
Shares repurchased under RERH R
share award scheme BBE R = = - (831) - - - (837
Shares granted under share BEROREFERLRR
award scheme - - - 322 - - - 322

Balance at 31 December 2018

R-2-NE+2A=1-H
&k

Balance at 1 January 2019
Changes in equity for 2019:

Profit for the year

Other comprehensive income
for the year

Dividend paid and declared
during the year

R-B-nE-B-Rzks
R-2-nFERED:

ey
EEABREI

EREXRRERAKS

Shares granted under share award TR EEIE IR R

scheme

Balance at 31 December 2019

RB-NE+2A=1-H
&R
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(b) Dividends
(i) Dividends payable to equity shareholders of the
Company attributable to the year

() FRAEAFEIAROBEFEAZRE

2018
= N\F
RMB’000
ARBTT
Interim dividend declared and paid B E K & X EAR% B =R
of RMB0.038 per ordinary share (2018:  E@Ax A £%0.0387T
RMB nil per ordinary share) (ZZ2-N\F : SREERK
ARBZT) =
Final dividend proposed after the end WEHRERIRRAKREESK
of the reporting date of RMB nil TBERARES T
per ordinary share (2018: RMB0.012 (ZZE—N\F : FREER
per ordinary share) AR#0.0127T) 55,952
55,952

The final dividend proposed after the end of the reporting
period has not been recognised as a liability at the end of
the reporting period.

(i) Dividends payable to equity shareholders of the
Company attributable to the previous financial year,
approved and paid during the year

5 HR1& $ER 2 R B3 A B30 48 10 ¥ 45 B R 1
RRRE-

(i) FREMERIKMNE—EFBRFEEENS
RARRBFAAZRE

2018
—E-N\F
RMB’000
AR¥ETT

Final dividend in respect of the previous B R E R #EE RIR 2 _F1E

financial year, approved and paid BEF R 2 RERR B &A%
during the year, of RMB0.012 per AR#0.0127T (ZZ—N\F -
share (2018: nil per share) ERAREZT) -
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Authorised: B

Ordinary shares of FREE0.005/8 T
HKDO0.005 each 2 EER

Issued and fully paid: BRTRER

At 1 January R—A—H

Share repurchased EREE RGO

At 31 December Wt+ZA=1+—8

The holders of ordinary shares are entitled to receive
dividends as declared from time to time and are entitled to
one vote per share at meetings of the Company. All ordinary
shares rank equally with regard to the Company’s residual
assets.

206 Hengdeli Holdings Limited Annual Report 2019

2018

==\
Number of Amount
shares HKD
G
BB E BT
10,000,000,000 50,000,000
4,684,526,959 23,422,634
(21,860,000) (109,300)
4,662,666,959 23,313,334
equivalent
née
RMB'000
ARETT
22,337

EBEBRBAEARREDRAREE R BE - T
BERBRBHARARBRRAE LR —F i
BEAREARBNBEENEDZRRASHE

g
& o



NOTES TO THE FINANCIAL STATEMENTS

26 CAPITAL, RESERVES AND DIVIDENDS
(Continued)

(d) Nature and purpose of reserves
(i) Share premium and capital redemption reserve

The application of the share premium and the capital
redemption reserve is governed by the Companies Law of
the Cayman Islands.

(ii) Capital reserve

The capital reserve comprises the following:

- The excess of the consideration paid by the Company
over the aggregate of the nominal value of the share
capital of the subsidiaries acquired under the Group’s
reorganisation;

- The difference between the consideration paid by
the Group to non-controlling interest holders and the
carrying amount of the respective non-controlling
interests; and

- The consideration paid for the purchase of the
Company’s shares under the share award scheme.

(iiiy  Exchange reserve

The exchange reserve comprises all foreign currency
differences arising from the translation of the financial
statements of the entities within the Group whose functional
currency is other than Renminbi. The reserve is dealt with in
accordance with the accounting policy set out in note 1(v).

(iv)  Fair value reserve (non-recycling)

The fair value reserve (non-recycling) comprises the
cumulative net change in the fair value of equity investments
designated at FVOCI under HKFRS 9 that are held at the
end of the reporting period (see note 1(f)).

S 785 i A B

26 BEXFX - @BERRE @)

(d) RBENEEREHN

(i) IR A7 58 I R 2 B Bl {4
BRipEERRABEFENEAIHAESRERD
AEE I

(i) ERHE
BREEBIEATSE :

-  ARRzBENREBBENREEHMK
R AR 2 AN {EARER

-  ARBEEMFEERERFEAZKESR
MRS S 2 BREECERE &

- BREROEBIBEAQRRD
ENRE -

(i) EAHEE
[EHFEREREHREANGEEE AARE L
NEB s AEBER MG RRELE A
BEPE 28 o X RIE TR BW (V) FTE @5t IR
RIERE o

(iv) 2DRERE (TIEABRE)
ARrERFEE (T8 ABR) BERREHRE
BZRBEAVBMELERFEORIETBBAEM
PHBRARARBEFENREAKEZARER
STEBFRE (B2 RAME(R)) -

e,

FRMERARAT B JUEER 207



208

NOTES TO THE FINANCIAL STATEMENTS

S 785 i A B

26 CAPITAL, RESERVES AND DIVIDENDS
(Continued)

(d) Nature and purpose of reserves (Continued)
(v) PRC statutory reserve

Transfers from retained profits to PRC statutory reserves
were made in accordance with the relevant PRC rules and
regulations and the articles of association of the Company’s
subsidiaries incorporated in the PRC and were approved by
the respective boards of directors.

PRC statutory reserves include general reserve, enterprise
expansion fund, and statutory surplus reserve.

According to the relevant PRC laws and regulations, the PRC
subsidiaries of the Group, which are wholly foreign-owned
enterprises in the PRC, are required to transfer 10% of their
profit after taxation, as determined under PRC Accounting
Regulations, to the general reserve fund until the reserve
balance reaches 50% of their registered capital. The
transfer to this reserve must be made before distribution of
a dividend to shareholders. Moreover, they are required to
transfer a certain percentage of their profit after taxation, as
determined under PRC GAAP, to the enterprise expansion
fund.

The general reserve fund can only be used to make good
previous years’ losses upon approval by the relevant
authority. The enterprise expansion fund can only be used
to increase the entity’s capital or to expand its production
operations upon approval by the relevant authority.

Statutory surplus reserve can be used to reduce previous
years’ losses, if any, and may be converted into paid-up
capital, provided that the balance of the reserve after such
conversion is not less than 25% of the registered capital of
the subsidiaries.
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26 EX - FHERKRE @)

(d) RENUEEREWN (&)

(v) HEERERE

ARRFMRRH BB R SOER AR RBR
REGEMA KB AR EZAA - KRE
BANEBREPEAERE BRESHEBAR
EFEGHE-

N

TEAERBEERE —REE  EXERESR

EEBBATE ©

RIFEEPBEERER  AEENPEMER
Al (BHRENIEBEELE) ARKRERRF
H &R EBEE 210%5 & M8 = — R
BET BEERAEHRESRRETMERZ
50% ° R E I B L AR 2 RS T B A
HEIT o WIN REBBERETPEAREHR
ABEZETEDUBMRENECEERES -

—REGEESRAVTERIAHREIEE RILER
RERmBEFERE CXERESRARE
BAEBITEZRILESHBIFRMNERZEN
IR EFZEERT -

EERBRABEARERBREEFEER (WH)
RSB SEHMBA  HEREZAREHRD
BIRMBRREMERZ25% °



NOTES TO THE FINANCIAL STATEMENTS

26 CAPITAL, RESERVES AND DIVIDENDS
(Continued)

(d) Nature and purpose of reserves (Continued)

(vi)  Distributability of reserves

Under the Companies Law of the Cayman Islands, the share
premium of the Company may be applied for payment of
distributions or dividends to shareholders provided that
immediately following the date on which the distribution or
dividend is proposed to be paid, the Company is able to pay
its debts as they fall due in the ordinary course of business.

The aggregate amount of distributable reserves of the
Company as at 31 December 2019 was RMB1,338,806,000
(2018: RMB1,341,317,000).

(e) Capital management

The Group’s primary objectives when managing capital
are to safeguard the Group’s ability to continue as a going
concern, so that it can continue to provide returns to
shareholders and benefits for other stakeholders, by pricing
products and services commensurately with the level of risk
and by securing access to the finance at a reasonable cost.

The Group actively and regularly reviews and manages its
capital structure to maintain a balance between the higher
shareholder returns that might be possible with higher levels
of borrowings and the advantages and security afforded
by a sound capital position, and makes adjustments to the
capital structure in light of changes in economic conditions.

The Group monitors its capital structure on a basis of a net
debt-to-capital ratio. For this purpose, adjusted net debt is
defined as total debt (which includes total interest-bearing
borrowings) less cash and cash equivalents and deposits
with banks. Capital comprises all components of equity.
The net debt-to-capital ratio as at 31 December 2019 is
(88)% (2018: (46)%). During 2019, the Group’s strategy was
unchanged from 2018.

Neither the company nor any of its subsidiaries are subject
to externally imposed capital requirements.

S 785 i A B

26 EX - FHERKRE @)

(d) RENUEEREWN (&)

(vi) DR E

RERASHESARE  AARAIERKRNEE
BNBRRZDIRSERS - HEARRBREREZE
FXMNDIRERE B HRIDAIN A EEBBRE
REEINHEH AR -

RZB—AE+-A=+—8 ' ARQFAA#HS
K 6 18 4858 & A R #51,338,806,0007T (—ZF—
N\E : AR¥1,341,317,0007T) °

(e) EAEE

AEEEREEAZTZABRIREAEENE
BREkN KMERRREBKFHEEZE
mMEREEBARERSEERANRE @ #E
RBCRAERR - BEMF AR EEIEN S -

AEEEEREP RIS REERLEARRE - L
ERSBRREBFER T AIEHEcBRSHEEX
F R 47 69 & AR 7 R H) 47 B M AR R 2 T ER
B¥E YRAREERRNECHEAREE

AEBEZFREEALRTEREERNERE - 5
HmE KARFAEREERABAE (B2
BAHERERR) AR MRSFEBY RRTT
TR BEABREAAEDAKED - R=ZF—
NE+—A=1T—H FEEELRLEREB)%

“E-N\F(46)%) - R-T—NF  A&H
Z IS RIEE — T — \FHA -

478 ) o A (I 28 )35 7 S S M A
ERZRH -
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NOTES TO THE FINANCIAL STATEMENTS

S 785 i A B

27 COMMITMENTS

(a) Capital commitments

Capital commitments outstanding as at 31 December 2019
not provided for in the financial statements were as follows:

27 A

(a) BAREIE
R-E—NE+-—A=t+—BN*BTEYE
MBS R E NEHERE Y AR ERFIMT -

2019 2018
—E-hE —T-N\F
RMB’000 RMB’000
ARET T ARETTT
Contracted for 2ET4 35,703 18,040

(b) At 31 December 2018, the total future minimum
lease payments under non-cancellable
operating leases were payable as follows:

by R=Z2-—NE+=ZA=+—-H F
AHECEHE BT RERIER
EREAEHINOT

2018
—E-)N\F
RMB’000
AREET T

Within 1 year
After 1 year but within 5 years

—&FR

After 5 years hF%

—FRERDFA

101,652
93,935
1,476

197,063

The Group is the lessee in respect of a number of properties
held under leases which were previously classified as
operating leases under HKAS 17. The Group has initially
applied HKFRS 16 using the modified retrospective
approach. Under this approach, the Group adjusted the
opening balances at 1 January 2019 to recognise lease
liabilities relating to these leases (see note 1(c)).
1 January 2019 onwards, future lease payments are

From

recognised as lease liabilities in the statement of financial
position in accordance with the policies set out in note 1(j);
and the details regarding the Group’s future lease payments
are disclosed in note 22.
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NOTES TO THE FINANCIAL STATEMENTS

28 MATERIAL RELATED PARTY TRANSACTIONS

(a) Key management personnel compensation and
post-employment benefit plans

Remuneration for key management personnel of the

Group, including amounts paid to the Company’s directors

as disclosed in note 7 and certain of the highest paid

employees as disclosed in note 8, is as follows:

S 785 i A B

28 ERBEFRXE

(a) FEEBASHMREBEEN
2

AEBTSEEABFMOENTAATES

TAE (RHETHE) RETRESHFMES (R

FHEF8ImE) T -

2019 2018

—E-NF —E-N\F

RMB’000 RMB’000

ARETT ARBTT

Short-term employee benefits EHESRET 24,746 11,013
Post-employment benefits 53 Al 64 60
24,810 11,073

Total remuneration is included in “staff costs” (see note
5(b)).

(b) Recurring transactions

FINAERERIETRA] A (BLRWE
5(b)) °

7

(b) REMXS

The Group REEH
2019 2018
—E-NF —E-N\F
RMB’000 RMB’000
ARBET T ARET T
Shop design and decoration M a8 FEERBER AR
services provided to Shanghai Xinyu (IFhF5£E ) IRE 2R
Fine Watch Service Co., Ltd. T R EE RS
(“Xinyu Group”) 22,230 16,962

The directors of the Company are of the opinion that the above
transactions with related parties were conducted in the ordinary
course of business, on normal commercial terms and in
accordance with the agreements governing such transactions.

(c) Applicability of the Listing Rules relating to
connected transactions

The related party transactions in respect of the directors’
remuneration and shop design and decoration services
provided to Xinyu Group constitute continuing connected
transactions as defined in Chapter 14A of the Listing Rules,
however they are exempt from the disclosure requirements
in Chapter 14A of the Listing Rules.

RRAREFRBNLEAETR 5 ERERE
hiR—REEGTET BERKRERFERS
Z T

(c) BEHBEXZzLTRAEMAM

EREZFH LA TEEREZ EHR R
RERBK <BET RSB ETRUF14ASFH
EENHEHERS  HARXSHERRET
FHRBIEIAAT ZWERE -
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NOTES TO THE FINANCIAL STATEMENTS

Foh 5 R 3 P

29 FINANCIAL RISK MANAGEMENT AND
FAIR VALUES

Exposure to credit, liquidity, interest rate and currency risks
arises in the normal course of the Group’s business. The
Group is also exposed to equity price risk arising from its
equity investments in other entities.

The Group’s exposure to these risks and the financial risk
management policies and practices used by the Group to
manage these risks are described below.

(a) Credit risk

Credit risk refers to the risk that a counterparty will default
on its contractual obligations resulting in a financial loss to
the Group. The Group’s credit risk is primarily attributable to
trade and other receivables. The Group’s exposure to credit
risk arising from cash and cash equivalents and deposits
with banks is limited because the counterparties are
major banks and financial institutions, for which the Group
considers to have low credit risk. Management has a credit
policy in place and the exposure to credit risk is monitored
on an ongoing basis.

In respect of trade and other receivables, individual credit
evaluations are performed on all customers requiring credit
over a certain amount. These evaluations focus on the
customer’s past history of making payments when due and
current ability to pay, and take into account information
specific to the customer as well as pertaining to the
economic environment in which the customer operates.
Trade receivables are due within 30 to 180 days from the
date of billing. Debtors with balances that are more than
1 month past due are requested to settle all outstanding
balances before any further credit is granted. Normally, the

Group does not obtain collateral from customers.

Trade receivables

The Group measures loss allowances for trade receivables
at an amount equal to lifetime ECLs, which is calculated
using a provision matrix. As the Group’s historical credit
loss experience does not indicate significantly different loss
patterns for different customer segments, the loss allowance
based on past due status is not further distinguished
between the Group’s different customer bases.
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?ﬁ’@
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: "AlR VALUES (G
a) Credit risk (Continued)
Trade receivables (Continued)

The following table provides information about the Group’s
exposure to credit risk and ECLs for trade receivables:

L el S
(a) EERR #)
W E 5 iR (&)

TRITEBAEEREEE ZERRAENE
ERBRBEREREERER

Current (not past due) BHE (R@ER)
Less than 3 months past due BE DA =1E B
More than 3 months but less than  HA#E:@ =18 A
12 months past due BLR+Z@A
More than 12 months past due mHRE+ @A
2018
—ETN\FE
Expected Gross carrying Loss
loss rate amount allowance
TEERB A XK HRIREE E R E
RMB’000 RMB’000
% ARBTT ARBTT
Current (not past due) BIAR (SR8 HER) 0.01% 154,477 15
Less than 3 months past due wELR = (A A 0.1%-2% 22,402 445
More than 3 months but less than  #HI#E:E =18 A
12 months past due BALR+ZEA 1%-20% 19,601 1,261
More than 12 months past due BHAEE T+ @A 25%-100% 2,684 2,571
199,164 4,292

Expected loss rates are based on actual loss experience
over the past three years. These rates are adjusted to reflect
differences between economic conditions during the period
over which the historic data has been collected, current
conditions and the Group’s view of economic conditions
over the expected lives of the receivables.

BFHBRAEEBE=ZFNERBERERTE -
% N R4 8 B DA B R M R R St BR AR 2
OB~ B BT SUIA R AN B2 B 4 R W R IR TR
HIFHZ @ERRNBRAZBNES
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S 785 i A B

29 FINANCIAL RISK MANAGEMENT AND
FAIR VALUES (Continued)

(a) Credit risk (Continued)

Trade receivables (Continued)

Movement in the loss allowance account in respect of trade
receivables during the year is as follows:

29 BIBEREERAALE &)

(a) EER (&)
W E SRR (&)

FRNEHERWE SREFNERRER 2 Z8 0
i

2019 2018

—E-NHF —E-N\F

RMB’000 RMB’000

AREET T ARETTT

Balance at 1 January R—A—B2&8% 4,292 1,582
Impairment losses recognised during FRERRBEBRE

the year 156 2,710

Balance at 31 December Rt+t-—A=+—Hz&% 4,448 4,292

The following significant changes in the gross carrying
amounts of trade receivables contributed to the increase in
the loss allowance during 2019:

- increase in days past due over than 3 months but
less than 12 months resulted in an increase of loss
allowance of RMB208,000; and

- increase in days past due more than 12 months
resulted in an increase in loss allowance of
RMB145,000.

- Decrease in days past due less than 3 months and
current resulted in a decrease in loss allowance of
RMB184,000 and RMB13,000 respectively.

Other receivables

Impairment of other receivables are measured as either
12-month ECL or lifetime expected credit loss, depending on
whether there has been a significant increase in credit risk
since initial recognition. Impairment losses of RMB1,505,000
have been recognised during the year.
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(b)  Liquidity risk

Liquidity risk is the risk that the Group will not be able to
meet its financial obligations as they fall due. The Group’s
policy is to regularly monitor its liquidity requirements

and its compliance with lending covenants, to ensure
that it maintains sufficient reserves of cash and adequate
committed lines of funding from banks to meet its liquidity

requirements in the short and longer term.

(b) REBEZEMR
RBETRBEAKREELINBETMEEE
MER AEENBRRETHERERSES
FREEDBTRERE  NEFREBENR
ERERARTMENAZCEERE - BUAE
NREMORBDESHFR

Trade and other payables excluding ERZ5EI KL
contract liabilities FERFE (Taf
GLIELY
Secured interest-bearing loans EEREHEET
Unsecured interest-bearing loans &t 8 &
For the year ended 31 December 2018
BE_Z-\E+_A=+-RALEE
Within Within Within Undiscounted
fyearoron  2yearsbut 5 yearsbut Over  contractual Carrying
demand  over 1year over 2 years 5 years cash flow amount
—ER AR TFHA RERAD
REER  ERBE-F  ERERE BRNE Reng REE
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
AREFT  ARETT ARETr ARETR AREFr ARETR
Trade and other payables excluding ERZ 2K R E M
contract liabilities [EfZE (e
ANEE) 297,398 - - - 297,398 297,398
Secured interest-bearing loans BEB;BER 39,661 6,013 17 566 72,587 135,827 120,638
Unsecured interest-bearing loans BIERGBER 23,195 = = = 23,195 23,114
360,254 6,013 17,566 72,587 456,420 441,150
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29 FINANCIAL RISK MANAGEMENT AND
FAIR VALUES (Continued)

(c) Interest rate risk

Interest rate risk is the risk that the fair value or future cash
flows of a financial instrument will fluctuate because of
changes in market interest rates. The Group’s interest rate
risk arises primarily from interest-bearing loans.

Borrowings issued at variable rates and fixed rates expose
the Group to cash flow interest rate risk and fair value
interest rate risk respectively. The interest rates and maturity
information of the interest-bearing bank loans disclosed in
note 29(c)(i) and note 21 respectively.

The Group’s policy is to manage its interest rate risk to

29 BIKEAMEERAAME &)
(c) F=EREk
AERERAE—HE
mE RS RED MK RE -
FERERBREZREFFEERK ©

BMTAMNAIABERARKRS
AEEZ

MTﬁﬂ$&liﬂ%%mm1,v$%l
AEAXBESREMERRNEAALBRRER -
SAEBRTERZAREE ﬁﬁéﬁﬂﬁ%ﬂﬂﬁ it
29(c)(i) R Mt sk 1 2 55 -

AR E 2 BRAE IR = & DA MR ] B &

ensure there are no undue exposures to significant interest  #EE AN E#H) RAAH B E X2 @Bk o A&
rate movements and rates are relatively fixed. The Group BWEFAFMBRBEZEARBIEZETE
does not account for any fixed rate financial liabilities at fair MEESEEE - MEUTESR T AL HEE
value through profit or loss, and the Group does not use TFEE °
derivative financial instruments to hedge its debt obligations.
(i) Interest rate profile (i) FZER
At the reporting date the interest rate profile of the Group’s ASEBERIME BB 25 E S @ T AR =& R0
interest-bearing financial instruments was: T 3
2019 2018
—E-NEF — N\
Effective Effective
interest rate interest rate
BRI RMB’000 B ® RMB’000
% AR®BTRT % ARETT
Fixed rate instruments EEMETA
Secured interest-bearing loans B EER 5.10% 39,950 5.22% 35,000
Unsecured interest bearing loans mIRFt EE R 3.59% 62,783 - -
102,733 35,000
Variable rate instruments AENETE
Secured interest-bearing loans B EER 1.70% — 3.06% 89,409 1.70% 85,638
Unsecured interest-bearing loans AT EEH 1.89% 24,475 1.89% 23,114
113,884 108,752
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29 FINANCIAL RISK MANAGEMENT AND
FAIR VALUES (Continued)

(c) Interest rate risk (Continued)

(ii) Sensitivity analysis

At 31 December 2019, it is estimated that a general
increase/decrease of 100 basis points in interest rates, with
all other variables held constant, would have increased/
decreased the Group’s (loss)/profit after tax and decreased
retained profits by approximately RMB1,631,000 (2018:
RMB870,000). Other components of consolidated equity
would not be affected in response to a general increase/
decrease in interest rates.

The sensitivity analysis above indicates the annualised
impact on the Group’s interest expense that would arise
assuming that the change in interest rates had occurred
at the end of the reporting period and had been applied to
floating rate instruments which expose the Group to cash
flow interest rate risk at that date. The analysis does not take
into account exposure to fair value interest rate risk arising
from fixed rate instruments as the Group does not hold any
fixed rate instruments which are measured at fair value in
the financial statements. The analysis is performed on the
same basis as 2018.

(d) Currency risk

The Group is exposed to currency risks primarily through
sales, purchases and borrowings that are denominated in a
currency other than the functional currency of the operations
to which they relate. The currencies giving rise to this
risk are primarily RMB and HKD. In respect of monetary
assets and liabilities denominated in foreign currencies, the
Group’s policy is to ensure that its net exposure is kept to
an acceptable level by buying or selling foreign currencies
at spot rates when necessary to address short-term
imbalances.

RMB is not freely convertible into foreign currencies. All
foreign exchange transactions involving RMB must take
place through the People’s Bank of China or other institutions
authorised to buy and sell foreign exchange. The exchange
rates adopted for the foreign exchange transactions are the
PBOC rates.
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29 FINANCIAL RISK MANAGEMENT AND
FAIR VALUES (Continued)

(e) Equity price risk

The Group is exposed to equity price changes arising from
equity investments held for strategic purposes (see note 15).

The Group’s major equity investments are listed on the
Stock Exchange and are included in the Hang Seng Index.
Listed investments held in the equity securities designated
as FVOCI portfolio have been chosen based on their longer
term growth potential and are monitored regularly for
performance against expectations.

At 31 December 2019, it is estimated that an increase/
decrease of 10% (2018: 10%) in the share price would
have increased/decreased the Group’s fair value reserve by
approximately RMB40,018,000 (2018: RMB16,897,000).

The sensitivity analysis above indicates the instantaneous
change on the Group’s fair value reserve that would arise
assuming that the changes in the share price had occurred
at the end of the reporting period and had been applied to
re-measure those financial instruments which expose the
Group to equity price risk at the end of the reporting period.
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NOTES TO THE FINANCIAL STATEMENTS

29 FINANCIAL RISK MANAGEMENT AND
FAIR VALUES (Continued)

(f)  Fair value measurement
(i) Financial assets and liabilities measured at fair value

Fair value hierarchy

The following table presents the fair value of the Group’s
financial instruments measured at the end of the reporting
period on a recurring basis, categorised into the three level
fair value hierarchy as defined in HKFRS 13, Fair value
measurement. The level into which a fair value measurement
is classified is determined with reference to the observability
and significance of the inputs used in the valuation
technique as follows:

- Level 1 valuations: Fair value measured using only
Level 1 inputs i.e. unadjusted quoted prices in
active markets for identical assets or liabilities at the
measurement date.

- Level 2 valuations: Fair value measured using Level 2
inputs i.e. observable inputs which fail to meet Level
1, and not using significant unobservable inputs.
Unobservable inputs are inputs for which market data
are not available.

- Level 3 valuations: Fair value measured using
significant unobservable inputs.
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() RrEHE
() BARENEZEHEERER
RRBEFEEE

TEREVRMEMRZE ST HREERE13
B AREFEMREAABSRAEBH =
EREEURARBEFEZAEESRMIAAR
B ARBEFEMBRANTDZRBIEME RN F
FRAZBAEBZABEEEEREZEEME
E - BRASHRENOT ¢

- FREE: ARERRAZE-&BA
HEFE MEAERREEM ST A
REEXBEZREHERE -

- FE_MHE: PAERAE_REB AR

BFtE  BIREEFAFE —RZABEE

ABE RTERAEATABEREA

RHE - TABRBAERSEERET
BEIE M ATRR -

= FEZMEE: AR ERAERTAUEE
BABHEZ °
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" Financial assets and liabilities measured at fair value

(Continued)
Fair value hierarchy (Continued) DR BESRERE (&)
The Group AEE
Other investments (note 15):  Hui%& (Hiz£15)
Equity investments MRAIEE
Fair value measurement as at
31 December 2018 categorised into
RZZE-N\E+_A=+—H
BRI E AR EE
Fair value at
31 December
2018 Level 1 Level 2 Level 3
—E-)N\F
+-A=+—H
ZRRME FE—R B B=4
RMB’000 RMB’000 RMB’000 RMB’000
ARETTT ARBTT ARETT ARBTR
The Group rEHE
Other investments (note 15);  Hui%& (H5£15)
Equity investments RRARZE 168,696 168,696 = =
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29 FINANCIAL RISK MANAGEMENT AND
FAIR VALUES (Continued)

(f)  Fair value measurement (Continued)

(i) Financial assets and liabilities measured at fair value
(Continued)

Fair value hierarchy (Continued)

At 31 December 2019, the financial instruments of the
Group carried at fair value were equity securities of
RMB400,184,000 (2018: RMB168,696,000) listed on the
Stock Exchange (see note 15). These instruments are
measured at fair value on a recurring basis and their
fair value measurements fall into Level 1 of the fair value
hierarchy described above.

During the year ended 31 December 2019, there was no
transfer between Level 1 and Level 2, or transfer into or out
of Level 3.

(i) Fair value of financial assets and liabilities carried at
other than fair value

The carrying amounts of the Group’s financial instruments
carried at cost or amortised cost were not materially different
from their fair values as at 31 December 2019 and 2018.

(g) Estimation of fair values

Fair value estimates are made at a specific point in time and
based on relevant market information and information about
the financial instrument. These estimates are subjective in
nature and involve uncertainties and matters of significant
judgement and therefore cannot be determined with
precision. Changes in assumptions could significantly affect
the estimates.
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29 FINANCIAL RISK MANAGEMENT AND
FAIR VALUES (Continued)

(g) Estimation of fair values (Continued)

The following methods and assumptions were used to
estimate the fair value for each class of financial instruments:

(i) Cash and cash equivalents, trade and other
receivables, and trade and other payables

The carrying values approximate fair value because of the
short maturities of these instruments.

(ii) Interest-bearing bank loans

The carrying amounts of bank loans approximate their fair
value based on the borrowing rates currently available for
bank loans with similar terms and maturity.

30 COMPARATIVE FIGURES

The Group has initially applied HKFRS 16 at 1 January
2019 using the modified retrospective approach. Under this
approach, comparative information is not restated. Further
details of the changes in accounting policies are disclosed
in note 1(c).
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Non-current assets FEREBEE

Other investments B E

Interest in subsidiaries RHTEB AR 2

Current assets RENEE

Trade and other receivables UL E 5 BR 7R N H A fE U 3R 18
Cash and cash equivalents BeRReEEY

Current liabilities RBERE

Trade and other payables
Current taxation

FE ' 5 BR R S HL At & 15 5KIR
AR

Net current liabilities FREBEEFE

TOTAL NET ASSETS EEFEERE

CAPITAL AND RESERVES EARR B

Share capital (&

Reserves s

TOTAL EQUITY e

Approved and authorised for issue by the board of directors 7%

on 5 June 2020. Ef)
Zhang Yuping Huang Yonghua RET
Executive Director Executive Director HNITEE

FAEERA AR B —JURER

RMB’000

ARBT T

58,457
1,673,569

1,732,026

1,630,627
1,969

(643,971)

1,088,055

22,337
1,065,718

1,088,055

AOHAESSSit/ERRET
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32 IMMEDIATE AND ULTIMATE
CONTROLLING PARTY

As at 31 December 2019, the directors consider the
immediate parent and ultimate controlling party of the
Group to be Best Growth International Limited, which is
incorporated in the British Virgin Islands. This entity does
not produce financial statements available for public use.

33 NON-ADJUSTMENT EVENTS AFTER THE
REPORTING PERIOD

Subsequent to the end of the reporting period, the outbreak
of novel coronavirus (Covid-19) in January 2020 has caused
disruptions to many industries, including retail industry in
Hong Kong. These disruptions have inevitably posed a
significant threat to the global economy in 2020. Despite
the challenges, governments and international organisations
have implemented a series of measures to contain the
epidemic. The time duration and scope of these disruptions
cannot be accurately assessed at this point in time. Given
the dynamic nature of these circumstances, the financial
impact will be reflected in the Group’s subsequent financial
statements. The Group will closely monitor the development
of the epidemic and assess its impact on its operations.
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NOTES TO THE FINANCIAL STATEMENTS

34 POSSIBLE IMPACT OF AMENDMENTS,
NEW STANDARDS AND INTERPRETATIONS
ISSUED BUT NOT YET EFFECTIVE FOR THE
ANNUAL ACCOUNTING YEAR ENDED 31
DECEMBER 2019

Up to the date of issue of these financial statements, the
HKICPA has issued a number of amendments and a new
standard, HKFRS 17, Insurance contracts, which are not yet
effective for the year ended 31 December 2019 and which
have not been adopted in these financial statements. These
developments include the following which may be relevant
to the Group.
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BEARBE_FT-NF+_A=+—HLF
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Effective for
accounting periods
beginning on or after

REFtHBERARER

Amendments to HKFRS 3, Definition of a business

BB EERIEIR (IEETK) - XBEHEE

Amendments to HKAS 1 and HKAS 8, Definition of material
BB B ERE 1 REBEIERIESHE (1B7TH) » EXH)ESE

The Group is in the process of making an assessment of
what the impact of these developments is expected to be in
the period of initial application. So far it has concluded that
the adoption of them is unlikely to have a significant impact
on the consolidated financial statements

1 January 2020

—ETFEF—-H—H
1 January 2020
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