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GEM has been positioned as a market designed to accommodate small and mid-sized
companies to which a higher investment risk may be attached than other companies
listed on the Stock Exchange. Prospective investors should be aware of the potential risks
of investing in such companies and should make the decision to invest only after due
and careful consideration.

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

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

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



The Group recorded a revenue of approximately HK$121.1 million for the six
months ended 30 June 2018 (six months ended 30 June 2017: approximately
HK$183.4 million).

Loss attributable to equity holders of the Company for the six months ended
30 June 2018 amounted to approximately HK$25.9 million (six months ended
30 June 2017: approximately HK$31.8 million).

The Board does not declare an interim dividend for the six months ended 30
June 2018 (six months ended 30 June 2017: Nil).




The board of directors (the “Board”) of Perfect Optronics Limited (the “Company”)
hereby announces the unaudited consolidated financial results of the Company and its
subsidiaries (the “Group”) for the six months ended 30 June 2018 together with the
comparative unaudited figures for the corresponding period in 2017 as follows:

For the six months ended 30 June 2018

2017 2017
Note HK$'000 HK$'000
(Unaudited) (Unaudited)
Revenue 4 78,490 183,373
Cost of sales (94,798) (191,340)
Gross loss (16,308) (7,967)
Other gains, net 6 53 6
Distribution and selling expenses (2,943) (6,310)
General and administrative expenses (7,877) (15,382)
Research and development expenses (625) (1,009)
Operating loss (27,700) (30,662)
Finance income 41 67
Finance costs 7 (163) (534)
Finance income/(costs), net (122) (467)
Loss before income tax 8 (27,822) (31,129)
Income tax 9 (564) (718)
Loss for the period (28,386) (31,847)
Other comprehensive (loss)/income:
Items that may be reclassified subsequently to
income statement
Change in value of available-for-sale financial
assets 39 22,534
Currency translation differences 113 295
Total comprehensive loss for the period (28,234) (9,018)
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B CONDENSED CONSOLIDATED STATEMENT OF
COMPREHENSIVE INCOME (CONTINUED)

For the six months ended 30 June 2018

Three months ended Six months ended
30 June 30 June
2018 2017 2018 2017

Note HKS$'000 HK$'000 HK$'000 HK$'000
(Unaudited)  (Unaudited) (Unaudited)  (Unaudited)

Loss for the period attributable to:
Equity holders of the Company (16,268) (28,386) (25,940) (31,847)

Total comprehensive loss for the period
attributable to:
Equity holders of the Company (16,649) (28,234) (26,015) (9,018)

Basic and diluted loss per share 11 HK(1.10) cents  HK(1.91) cents HK(1.75) cents  HK(2.15) cents
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As at 30 June 2018

Note
Assets
Non-current assets
Property, plant and equipment 12
Intangible assets 13
Financial asset at fair value through
profit or loss 3.3
Financial asset at fair value through
other comprehensive income 3.3
Available-for-sale financial assets 3.3
Current assets
Inventories
Trade and other receivables 14

Tax recoverable
Restricted bank deposits
Cash and cash equivalents

Total assets

Equity and liabilities
Equity attributable to equity holders of
the Company
Share capital
Reserves
Retained earnings

Total equity

31 December
2017
HK$'000
(Audited)

3,005
3,122

56,947

63,074

77,333
48,973

20,948
88,025

235,279

298,353

14,837
147,641
97,558

260,036
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B CONDENSED CONSOLIDATED STATEMENT OF

FINANCIAL POSITION (CONTINUED)
As at 30 June 2018

30 June 31 December
2018 2017
Note HK$’'000 HK$'000
(Unaudited) (Audited)
Liabilities
Non-current liabilities
Deferred income tax liabilities 32 69
32 69
Current liabilities
Trade and other payables 15 28,043 35,492
Bank borrowing 16 943 —
Current income tax liabilities — 2,756
28,986 38,248
Total liabilities 29,018 38,317
Total equity and liabilities 263,039 298,353
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For the six months

Share Share Other Merger  Revaluation  Exchange Retained Total
capital premium reserves' reserve reserve’ reserve eamnings equity
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
(Unaudited)  (Unaudited)  (Unaudited)  (Unaudited)  (Unaudited)  (Unaudited)  (Unaudited)  (Unaudited)
Balance at 1 January 2018
Adjustment on initial application of
HKFRS 9 — Note 2
Adjusted opening balance
at 1 January 2018
Comprehensive loss
Loss for the period
Other comprehensive loss
Currency translation differences
Total comprehensive loss
Balance at 30 June 2018
Balance at 1 January 2017 14,837 465,738 67,349 (415,675) 1716 (730) 210,724 349,959
Comprehensive loss
Loss for the period - - - - - - (31,847) (31,847)
Other comprehensive income
Change in value of available-for-sale
financial assets - - - - 22,534 - - 22,534
Currency translation differences - - - - - 295 - 295
Total other comprehensive income - - - - 22,534 295 - 22829
Total comprehensive loss - - - - 22,534 295 (31,847) (9,018
Dividend relating to 2016 paid in June 2017 - - - - - - (14,837) (14,837)
Balance at 30 June 2017 14,837 465,738 67,349 (415,675) 30,250 (435 164,040 326,104
1 Other reserves include: (1) the difference between the share capital issued by the Company

ended 30 June 2018

Attributable to equity holders of the Company

for acquisition of the subsidiaries pursuant to a reorganisation for the listing of the Company
and the aggregate capital of the subsidiaries being acquired at the time of the
reorganisation; and (2) the amount of the loan waived by the controlling shareholder upon

completion of a common control combination.

2 Revaluation reserve represents fair value reserve for financial asset at fair value through other
comprehensive income (for the six months ended 30 June 2018) or fair value reserve for

available-for-sale financial assets (for the six months ended 30 June 2017).
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For the six months ended 30 June 2018

Net cash used in operating activities

Cash flows from investing activities

Purchases of property, plant and equipment

Purchase of an available-for-sale financial
asset

Profit guarantee compensation received

Interest received

Net cash (used in)/generated
from investing activities

Cash flows from financing activities

Proceeds from bank borrowing

(Increase)/decrease in restricted bank
deposits

Dividend paid

Net cash used in financing activities

Net decrease in cash and
cash equivalents

Cash and cash equivalents at beginning
of period

Exchange differences on cash and
cash equivalents

Cash and cash equivalents at end of
period

2017
HK$'000
(Unaudited)

Note

(68,839)

12 (1,442)
(2,606)

11,238
67

7,257

16 —

3,839
(14,837)

(10,998)

(72,580)
174,126

247

101,793



The Company was incorporated in the Cayman Islands on 13 June 2013, as an exempted
company with limited liability under the Companies Law (as Revised) of the Cayman Islands.
The Company’s shares are listed on the GEM.

The Company is an investment holding company and the Group is principally engaged in the
trading and processing of display panels, development and sales of optics products and
trading of related electronic components.

The unaudited condensed consolidated interim financial statements of the Group for the six
months ended 30 June 2018 (the “2018 Interim Financial Statements”) have been prepared in
accordance with Hong Kong Accounting Standard (“HKAS”) 34 “Interim financial reporting”
issued by the Hong Kong Institute of Certified Public Accountants and the disclosure
requirements of the GEM Listing Rules. The 2018 Interim Financial Statements should be read
in conjunction with the annual financial statements for the year ended 31 December 2017,
which have been prepared in accordance with Hong Kong Financial Reporting Standards
("HKFRSs").

The 2018 Interim Financial Statements are presented in Hong Kong dollars (“HK$"), unless
otherwise stated; and have been prepared under the historical cost convention, except for
financial asset classified as fair value through other comprehensive income (“FVOCI”) and
financial asset classified as fair value through profit or loss (“FVTPL”) which have been
measured at fair value.

The 2018 Interim Financial Statements have been reviewed by the audit committee of the
Company.

Interim Report 2018 9



10

The significant accounting policies that have been used in the preparation of the 2018
Interim Financial Statements are consistent with those followed in the preparation of the
Group's annual financial statements for the year ended 31 December 2017, except as
described below.

The Group has adopted and applied, for the first time, the following new standards that
have been issued and effective for the accounting periods beginning on 1 January 2018:

HKFRS 9 Financial Instruments

HKFRS 15 Revenue from Contracts with Customers and the related
Amendments

HK(IFRIC) — Int 22 Foreign Currency Transactions and Advance Consideration

Amendments to HKFRS 2 Classification and Measurement of Share-Based Payment

Transactions

Amendments to HKFRS 4 Applying HKFRS 9 Financial Instruments with HKFRS 4
Insurance Contracts

Amendments to HKAS 28 As part of the Annual Improvements to HKFRSs 2014-2016
Cycle

Amendments to HKAS 40 Transfers of Investment Property

There have been changes to the Group’s accounting policies as a result of adopting HKFRS 9
Financial Instruments. The Group has applied the new standard with effect from 1 January
2018, with the practical expedients permitted under the standard. Comparatives for 2017
have not been restated. The impacts of the adoption of HKFRS 9 are disclosed below.

HKFRS 9 replaces the provisions of HKAS 39 that relate to the recognition, classification and
measurement of financial assets and financial liabilities, derecognition of financial
instruments, impairment of financial assets and hedge accounting.

On 1 January 2018 (the date of initial application of HKFRS 9), the Group’s management has
classified its financial instruments into the appropriate HKFRS 9 categories. There is no
significant impact on the classification and measurement of the available-for-sale (“AFS")
financial assets elected to be classified as financial assets at FVOCI. However, gains or losses
realised on the sale of financial assets at FVOCI will no longer be transferred to profit or loss
on sale, but instead reclassified below the line from the FVOCI reserve to retained earnings.
With respect to the Group’s financial assets reclassified as financial assets at FVTPL, any fair
value change is recognised in profit or loss as it arises.



The main effects resulting from this reclassification are as follows:

Financial assets — 1 January 2018 FVTPL FvOcCI
Note HK$'000 HK$'000
(Unaudited) (Unaudited)

Opening balance 1 January 2018

— HKAS 39 — i
Reclassify investments from

AFS to FVTPL (a) 54,269 —
Reclassify non-trading equities from

AFS to FVOCI (b) — 2,678

Opening balance 1 January 2018
— HKFRS 9 54,269 2,678

The impact of these changes on the Group’s equity is as follows:

Effect on Effect on

AFS FVOCI

reserve reserve

Note HK$'000 HK$'000

(Unaudited) (Unaudited)

Opening balance 1 January 2018

— HKAS 39 30,386 —
Reclassify investments from

AFS to FVTPL (a) (30,314) —
Reclassify non-trading equities from

AFS to FVOCI (b) (72) 72

Opening balance 1 January 2018
— HKFRS 9 - 72

Interim Report 2018

AFS
HK$'000
(Unaudited)

56,947
(54,269)

(2,678)

Effect on
retained
earnings
HK$'000
(Unaudited)

30,314

30,314
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Notes:

(a) Reclassification from AFS to FVTPL

The Group's investment in preferred shares was reclassified from AFS financial asset to
financial asset at FVTPL (HK$54,269,000 as at 1 January 2018). They do not meet the
criteria to be classified either as financial asset at FVOCI or at amortised cost. These
preferred shares with a fair value of HK$54,269,000 were reclassified from AFS
financial asset to financial asset at FVTPL and related fair value gain of
HK$30,314,000 was reclassified from the AFS reserve to the retained earnings on 1
January 2018.

(b) Equity investment previously classified as AFS financial asset

The Group elected to present in other comprehensive income changes in the fair value
of all its remaining equity investment previously classified as AFS financial asset,
because such investment is held as long-term strategic investment that is not
expected to be sold in the short to medium term. As a result, asset with a fair value
of HK$2,678,000 was reclassified from AFS financial asset to financial asset at FVOCI
and fair value gain of HK$72,000 was reclassified from the AFS reserve to the FVOCI
reserve on 1 January 2018.

The new impairment model under HKFRS 9 requires the recognition of impairment provisions
based on expected credit losses (“ECL"”) rather than only incurred credit losses as is the case
under HKAS 39. The Group's trade receivables are financial assets that are subject to HKFRS
9's new expected credit loss model. While cash and cash equivalents are also subject to the
impairment requirements of HKFRS 9, the identified impairment loss was immaterial.

The Group applies the HKFRS 9 simplified approach to measure ECL by using a lifetime
expected loss allowance for all trade receivables. Since the Group’s historical credit loss
experience for its trade receivable was minimal, the restatement of the loss allowance for
trade receivables on transition to HKFRS 9 as a result of applying the expected credit risk
model was immaterial.

The adoption of other new standards, amendments to standards and interpretations did not
have significant impact on the Group’s accounting policies.

For those new standards, amendment to standards and interpretations which had been issued
but not yet effective and have not been early adopted in prior accounting periods, the Group
is in the process of assessing their impact on its results and financial position.

The preparation of the 2018 Interim Financial Statements in conformity with HKFRSs requires
the use of certain critical accounting estimates. It also requires the management to make
judgements, estimates and assumptions that affect the application of accounting policies and
the reported amounts of assets and liabilities, income and expense. Actual results may differ
from these estimates. The significant judgements made by the management in applying the
Group’s accounting policies and the key sources of estimation uncertainty were the same as
those applied to the consolidated financial statements for the year ended 31 December 2017.



The Group’s activities expose it to a variety of financial risks: market risk (including
foreign exchange risk, cash flow and fair value interest rate risk), credit risk, liquidity
risk and price risk.

The 2018 Interim Financial Statements do not include all financial risk management
information and disclosures required in the annual financial statements, and should be
read in conjunction with the Group’s annual financial statements for the year ended
31 December 2017.

There have been no changes in the risk management policies since 31 December
2017.

Compared to 31 December 2017, there was no material change in the contractual
undiscounted cash outflows for financial liabilities.

To provide an indication about the reliability of the inputs used in determining fair
value, the Group classifies its financial instruments into the three levels prescribed
under the accounting standards:

(i) Quoted prices (unadjusted) in active markets for identical assets or liabilities
(level 1).
(ii) Inputs other than quoted prices included within level 1 that are observable for

the assets or liabilities, either directly (that is, as prices) or indirectly (that is,
derived from prices) (level 2).

(iii) Inputs for the assets or liabilities that are not based on observable market data
(that is, unobservable inputs) (level 3).
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B 3. FINANCIAL RISK MANAGEMENT AND FINANCIAL INSTRUMENTS
(CONTINUED)
3.3 Fair value estimation (Continued)

The following table presents the Group’s financial assets measured and recognised at
fair value at 30 June 2018 and 31 December 2017 on a recurring basis:

At 30 June 2018 Level 1 Level 2 Level 3 Total
HK$'000 HK$'000 HK$'000 HK$'000
(Unaudited) (Unaudited) (Unaudited) (Unaudited)

Financial asset at FVTPL

— Preferred shares (Note (a)) — — 54,777 54,777
Financial asset at FVOCI

— Unlisted equity securities

(Note (b)) - - 2,678 2,678

— — 57,455 57,455

At 31 December 2017* Level 1 Level 2 Level 3 Total
HK$'000 HK$'000 HK$'000 HK$'000

(Audited) (Audited) (Audited) (Audited)

AFS financial assets

— Preferred shares (Note (a)) — — 54,269 54,269
— Unlisted equity securities
(Note (b)) — — 2,678 2,678
— — 56,947 56,947
* See note 2 for details regarding the reclassification as a result of a change in

accounting policy.

14  Perfect Optronics Limited



Notes:

(a) The balance comprised certain preferred shares in Mobvoi Inc. (“Mobvoi”), a
private company principally engaged in the business of developing and
providing voice search systems on mobile, smart wearable and other devices.
There was no addition and disposal of such a private equity investment since
the Group acquired it in January 2015. Mobvoi further issued its new
preferred shares to a new investor in late March 2017 and the Group’s
shareholding in Mobvoi was diluted to approximately 1.53% (on a fully diluted
and as converted basis). The financial results of Mobvoi are not included in
and have no impact on the Group’s consolidated income statement. No
dividend has been received by the Group from Mobvoi since its investment.

(b) In May 2017, the Group subscribed certain ordinary shares issued by a private
company principally engaged in the research and development, manufacturing
and sale of separator which is a key component in lithium battery at
approximately HK$2,606,000, representing an approximately 3.33% of the
shareholding of such company.

The Group’s policy is to recognise transfers into and transfers out of fair value
hierarchy levels as at the end of the reporting period. During the six months ended
30 June 2018, there were no transfers amongst levels 1, 2 and 3 (six months ended
30 June 2017: Nil).

The Group's other financial assets, including cash and cash equivalents, restricted bank
deposits, and trade and other receivables; and the Group’s financial liabilities,
including trade and other payables, and bank borrowing, are not measured at fair
value in the consolidated statement of financial position. The fair values are not
materially different to their carrying amounts, since the interest receivable/payable is
either close to current market rates or the instruments are short-term in nature.

The Group did not measure any financial assets or financial liabilities at fair value on
a non-recurring basis as at 30 June 2018.
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FINANCIAL RISK MANAGEMENT AND FINANCIAL INSTRUMENTS

(CONTINUED)

3.3 Fair value estimation (Continued)

The following table presents the changes in level 3 instruments for the six months

ended 30 June 2018:

Financial
asset at
FVTPL
HK$'000
(Unaudited)

Financial
asset at
FVOCI
HK$'000
(Unaudited)

Total
HK$'000
(Unaudited)

Opening balance 1 January 2018 54,269 2,678 56,947
Gains recognised in other gains, net* 508 — 508
Closing balance 30 June 2018 54,777 2,678 57,455
* includes unrealised gains recognised

in profit or loss attributable to

balances held at the end of the

reporting period 508 — 508

Movements of the Group’s AFS financial assets during the six months ended 30 June

2017 are as follows:

Unlisted

Preferred equity
shares securities Total
HK$'000 HK$'000 HK$'000
(Unaudited) (Unaudited) (Unaudited)
At 1 January 2017 31,671 — 31,671
Addition — 2,606 2,606
Net gains transfer to equity 22,534 — 22,534
At 30 June 2017 54,205 2,606 56,811

Perfect Optronics Limited



The following table summarises the valuation techniques used and the quantitative
information about the significant unobservable inputs used in level 3 fair value

measurements:
Significant Relationship of
unobservable unobservable inputs
Description Valuation technique input Value  to fair value
(a) Preferred shares Market comparable Volatility 45.33%  10% increase/decrease in the
issued by a private companies and equity volatility would result in
entity value allocation with decrease/increase in fair
option-pricing method value by approximately
that is estimated based HK$44,000/HK$26,000
on recent transaction
prices, volatility, risk-free
interest rate, and
dividend yield
(b)  Ordinary shares Discounted cash flow Weighted average 12.81%  10% increase/decrease in the
issued by a private method cost of capital WACC would result in
entity ("WACC") decrease/increase in fair
value by approximately
HK$364,000/HK$468,000
Discount for lack 25%  10% increase/decrease in the
of marketability discount would result in

decrease/increase in fair
value by approximately
HK$78,000/HK$ 104,000

Valuations of the above financial assets held by the Group as at the end of the

reporting period were performed by independent valuers. There were no changes
made to any of the valuation techniques applied as of 31 December 2017.

Revenue represents the sales of display panels, optics products and related electronic
components to external parties.
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The chief operating decision-maker has been identified as the directors of the Company. The
directors review the Group’s internal reporting in order to assess performance and allocate
resources and have determined the operating segments based on these reports.

The Group has two reportable operating segments, including the display products segment
and the optics products segment.

The directors assess the performance of the operating segments based on a measure of
revenue and results of each segment and do not assess the performance based on segment
assets and liabilities.

(a) The segment information provided to the directors for the reportable segments for the
six months ended 30 June 2018 is as follows:

2017 2017 2017
HK$'000 HK$'000 HK$'000
(Unaudited) (Unaudited) (Unaudited)
Segment revenue (all from
external customers) 172,512 10,861 183,373
Segment results (12,396) 3,420 (8,976)
Unallocated operating costs (21,686)
Finance income/(costs), net (467)
Loss before income tax (31,129)
(b) The Group’s revenues from its major products for the six months ended 30 June 2018
are as follows:
2017
HK$'000
(Unaudited)

Thin film transistor liquid crystal display

(“TFT-LCD") panels and modules 160,033
Optics products 10,861
Polarisers 2,338
Driver integrated circuits (“ICs") 6,849
Others 3,292

183,373



5.

SEGMENT INFORMATION (CONTINUED)

()

(d)

Segment revenue by customers’ geographical location

Six months ended 30 June

2018 2017

HK$'000 HK$'000

(Unaudited) (Unaudited)

Hong Kong 102,304 180,663
The People’s Republic of China (the “PRC") 17,568 2,710
Taiwan 1,194 =
121,066 183,373

Revenues from major customers who have individually contributed to 10% or more

of

the total revenue of the Group for the six months ended 30 June 2018 are disclosed

as follows:

Six months ended 30 June
2018 2017
HK$'000 HK$'000
(Unaudited) (Unaudited)
Customer A 33,410 62,040
Customer B 19,655 —
53,065 62,040

The above two customers are included in the display products segment.
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(e) An analysis of the Group’s non-current segment assets (other than financial asset at
FVTPL, financial asset at FVOCI, and AFS financial assets) by location of assets is as
follows:

Hong Kong The PRC Total
HK$'000 HK$'000 HK$'000
As at 30 June 2018 (Unaudited):
Non-current assets
Property, plant and equipment
Intangible assets
As at 31 December 2017 (Audited):
Non-current assets
Property, plant and equipment 1,438 1,567 3,005
Intangible assets 2,000 1,122 3,122
3,438 2,689 6,127
2017
HK$'000
(Unaudited)
Fair value changes in financial asset at FVTPL —
Net exchange loss (64)
Others 70
6
2017
HK$'000
(Unaudited)
Interest expense on bank borrowing —
Factoring charges 534

534



The Group's loss before income tax is arrived at after charging:

2017

HK$'000

(Unaudited)

Cost of inventories sold 164,906
Provision for obsolete inventories, net 14,733
Depreciation of property, plant and equipment 633

The amount of income tax credited/(charged) to the condensed consolidated income
statement represents:

2017
HK$'000
(Unaudited)

Current income tax (752)
Deferred income tax 34

(718)

No Hong Kong profits tax has been provided as the Group has no estimated assessable profit
during the period arising in or derived from Hong Kong (six months ended 30 June 2017:
provided at the rate of 16.5% on the estimated assessable profit). Taxation on profits
assessable elsewhere have been calculated at the rates of tax prevailing in the countries/
jurisdictions in which the Group operates.

The Board does not declare an interim dividend for the six months ended 30 June 2018 (six
months ended 30 June 2017: Nil).
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Basic loss per share is calculated by dividing the loss attributable to equity holders of the
Company by the weighted average number of ordinary shares in issue during the period.

2017
(Unaudited)
Loss attributable to equity holders of the Company
(HK$'000) (31,847)
Weighted average number of ordinary shares
in issue (thousands) 1,483,687
Basic and diluted loss per share (HK cent per share) HK(2.15) cents

No adjustment has been made to the basic loss per share amount for the six months ended
30 June 2018 and 2017 as the Group had no potentially dilutive ordinary shares in issue
during these periods.

HK$'000

(Unaudited)
Six months ended 30 June 2018
Net book value
Opening amount as at 1 January 2018
Additions
Depreciation
Currency translation difference
Closing amount as at 30 June 2018
Six months ended 30 June 2017
Net book value
Opening amount as at 1 January 2017 3,193
Additions 1,442
Depreciation (633)
Currency translation difference 48

Closing amount as at 30 June 2017 4,050



HK$'000
(Unaudited)

Six months ended 30 June 2018
Net book value

Opening amount as at 1 January 2018
Amortisation

Closing amount as at 30 June 2018

Six months ended 30 June 2017

Net book value

Opening amount as at 1 January 2017 3,122
Amortisation —

Closing amount as at 30 June 2017 3,122

31 December
2017
HK$'000
(Audited)

Trade receivables (Note) 44,411
Bills receivables (Note) 446

44,857
Prepayments, deposits and other receivables 4,116

48,973

Note:

The Group generally grants credit periods of 30 to 120 days. The ageing analysis of trade
and bills receivables based on invoice dates is as follows:

31 December

2017
HK$'000
(Audited)
0-30 days 42,601
31-60 days 1,559
61-90 days 697
91-180 days* —
181 days — 12 months* —
44,857

* The balances with ageing over 90 days were fully settled subsequent to 30 June 2018.
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31 December

2017

HK$'000

(Audited)

Trade payables (Note (a)) 14,077
Deposits received from customers 6,206
Accruals and other payables 4,679
Provision for onerous contract (Note (b)) 10,530
35,492

Notes:

The ageing analysis of trade payables based on invoice dates is as follows:

31 December

2017

HK$'000

(Audited)

0-30 days 13,504
31-60 days 319
61-90 days —
91-180 days 254
14,077

As at 31 December 2017, the Group recognised a provision of HK$10,530,000 for
onerous contract in relation to certain non-cancellable purchase orders for inventories.
Such balance was off-set against the purchase cost of inventories during the six
months ended 30 June 2018.



As at 30 June 2018, the Group had short term bank loan of approximately HK$943,000 (31
December 2017: Nil), which was at fixed interest rate and denominated in Renminbi. The
scheduled repayment date of the Group’s bank loan as at 30 June 2018, as set out in the
loan agreement and without considering the effect of any repayment on demand clauses,
was within one year. The movement in the Group’s bank borrowing during the six months
ended 30 June 2018 is analysed as follows:

HK$'000
(Unaudited)

Six months ended 30 June 2018
Opening amount as at 1 January 2018 —
Proceeds from new bank loan 943
Closing amount as at 30 June 2018 943

The Group had no bank borrowing as at 30 June 2017 and there was no movement in the
Group's bank borrowing during the six months ended 30 June 2017.

Key management includes directors and senior management. The compensation paid or
payable to key management for employee services is shown below:

2017
HK$'000
(Unaudited)

Short-term employee benefits 3,816
Post-employment benefits — defined contribution plans 27

3,843
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The Group is principally engaged in the trading of display components of electronics. In
addition, it is also engaged in the development and sale of optics products and related
electronic components. The Group also processes some of the products which it trades.

During the six months ended 30 June 2018 (the “Period”), the business environment for
the sales of the Group’s mobile phone display panels remained depressed and has made
a profound impact on the Group’s performance. The Group recorded a decrease in
revenue during the six months ended 30 June 2018, as compared with the
corresponding period in 2017. During the Period, the Group’s revenue amounted to
approximately HK$121,066,000, dropped by approximately 34% as compared with the
corresponding period in 2017 of approximately HK$183,373,000. Loss attributable to
equity holders of the Company for the Period amounted to approximately
HK$25,940,000, represented a decrease in loss of approximately HK$5,907,000 as
compared with the six months ended 30 June 2017 of approximately HK$31,847,000.

The Group's display products business continued to decline during the Period. According
to a report published by China Academy of Information and Communications
Technology, China’s domestic mobile phone shipments reached 196.1 million units and
the number of new model release reached 397 during the Period, down by 17.8% and
30.0% year-over-year respectively. Both shipments and the number of new model
release decreased during the Period as compared with the corresponding period in
2017. The downtrend revealed that the demand of mobile phones in the market has
become mature and the consumers’ purchase and change frequency of mobile phones
slowed down. The period of flourishing mobile phones’ brands in China has gone, and
China’s domestic mobile phone market share has been concentrated in several major
brands, which led to a significant decrease in scattered non-mainstream or second-tier
mobile phone manufacturers in the market. Since the Group is mainly engaged in the
supply chain which supplies products to these scattered non-mainstream or second-tier
mobile phone manufacturers, such transformation seriously affected the Group’s revenue
and financial performance.

The Group recorded a revenue of approximately HK$116,668,000 from its display
products segment during the Period, down by approximately 32% as compared with the
six months ended 30 June 2017. Sales of TFT-LCD panels and modules amounted to
approximately HK$104,779,000 during the Period, down by approximately 35% as
compared with the corresponding period in 2017. For other display products such as
driver ICs and polarisers, the Group’s revenue from its driver ICs and polarisers
amounted to approximately HK$1,704,000 (six months ended 30 June 2017:
HK$6,849,000) and HK$2,389,000 (six months ended 30 June 2017: HK$2,338,000)
respectively during the Period.
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In order to alleviate the severe impacts of the declining in sales revenue of mobile
phone display panels and the dilemma of the small-size display panel market, the Group
continued to expand product categories and enrich its product portfolio. During the
Period, the Group increased to a large extent its sales of medium-to-large size display
products, such as display modules for computer notebooks, monitors and television.
Sales of medium-to-large size display products became the major revenue driver of the
Group during the Period. Nevertheless, the gross profit margins for the Group’s sales of
these products were relatively low, which was a factor that contributed to the gross loss
of the Group during the Period.

During the Period, the Group’s optics products segment recorded a revenue of
approximately HK$4,398,000, showed an approximately 60% decrease as compared with
the corresponding period in 2017 of approximately HK$10,861,000. Content
development in the virtual reality (“VR"”) market remains immature and there is fierce
price competition among similar products in the market. The Group faced difficult
challenges in promoting its self-developed automotive head-up display devices and VR
entertainment headsets. Meanwhile, the sales of optics components decreased during
the Period, which led to the decrease in revenue of the optics products segment as
compared with the corresponding period in 2017.

As for the Group’s investment in Mobvoi, Mobvoi has not raised a new round of
funding and as mentioned in note 3.3 in the 2018 Interim Financial Statements, there
was no material change in the fair value of the Group's investment in Mobvoi during
the Period. Mobvoi enriched its product lines and launched certain new products,
including the new model of Andriod wear watches and portable smart speakers, which
enhanced its revenue base during the Period. In the near future, Mobvoi is going to
further enrich its product lines, expand offline channels and global footprint.

For the second half of 2018, display products segment is expected to remain as the
Group's core business. The Group will endeavor to improve its revenue performance by
executing flexible market strategies to face the market challenges. The Group will
continue to explore new markets and enrich product portfolio. Currently, the Group is
exploring Hong Kong market for different display products such as advertising devices.
Meanwhile, the Group is also exploring and reinforcing the business relationships with
new suppliers and customers in Mainland China to boost up the overall revenue of the
Group.

In terms of optics products segment, the market for augmented reality (“AR") and VR
products are not yet to flourish, as bottlenecked by limitation of applicable contents and
software. The Group believes that the market will grow strong in the long run when AR
and VR technologies and associated software as well as content support become
mature. The Group will keep updating its technologies from time to time and grab any
opportunity to make profit from them.
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For the six months ended 30 June 2018, total revenue of the Group amounted to
approximately HK$121,066,000, decreased by about 34% as compared with the
corresponding period in 2017 of approximately HK$183,373,000. Both sales revenue of
display products, including TFT-LCD panels and modules and driver ICs, and optics
products decreased.

Gross loss amounted to approximately HK$5,324,000 was recorded for the six months
ended 30 June 2018 (six months ended 30 June 2017: approximately HK$7,967,000).
The significant drop in the Group’s revenue and low gross profit margins of the
products sold during the Period led to the gross loss.

The Group's distribution and selling expenses for the six months ended 30 June 2018
amounted to approximately HK$6,042,000, representing an approximately 4% decrease
as compared with the corresponding period in 2017 of approximately HK$6,310,000.
The decrease was mainly attributable to the reduced sales activities during the Period.

The Group's general and administrative expenses for the six months ended 30 June
2018 amounted to approximately HK$13,273,000, representing an approximately 14%
decrease as compared with the corresponding period in 2017 of approximately
HK$15,382,000. The decrease was mainly due to the decrease in professional fees and
staff costs during the Period.

Research and development expenses amounted to approximately HK$1,839,000 for the
six months ended 30 June 2018, increased by approximately HK$830,000 as compared
with the corresponding period in 2017 of approximately HK$1,009,000. The increase
was mainly due to the increase in staff costs and development fees incurred for
products development.

Loss attributable to equity holders of the Company for the six months ended 30 June
2018 amounted to approximately HK$25,940,000, representing a decrease of
approximately HK$5,907,000 as compared with the corresponding period in 2017 of
approximately HK$31,847,000, which was mainly attributable to the decrease in
provision for obsolete inventories and reduction in operating expenses during the
Period.
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The Group's principal sources of funds are used to finance working capital, and the
growth and expansion of the Group’s operations and sales network. The Group's
principal sources of funds are cash generated from operations and bank borrowings. The
Group had cash and cash equivalents of approximately HK$50,818,000 as at 30 June
2018 (31 December 2017: HK$88,025,000).

31 December

2017

HK$'000

Total bank deposits, bank balances and cash 108,973
Less: Restricted bank deposits included in current assets (20,948)
Cash and cash equivalents 88,025

The carrying amounts of the Group’s cash and cash equivalents and restricted bank
deposits are denominated in the following currencies:

31 December

2017

HK$'000

United States dollars 89,761
Hong Kong dollars 15,424
Renminbi 2,913
New Taiwan dollars 875
108,973

As at 30 June 2018, the Group's bank borrowing comprised fixed interest rate bank
loan of approximately HK$943,000 (31 December 2017: Nil), which was denominated in
Renminbi. The scheduled repayment date of the Group’s bank loan as at 30 June 2018,
as set out in the loan agreement and without considering the effect of any repayment
on demand clauses, was within one year.

The Group’s gearing ratio (calculated based on the Group’s total interest-bearing debt
divided by the Group's total equity) was 0.4% as at 30 June 2018 (31 December 2017:
0%).
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The capital of the Company only comprises ordinary shares. There has been no change
in the capital structure of the Group during the six months ended 30 June 2018.

The Group has adopted a prudent financial management approach towards its treasury
policies and thus maintained a healthy liquidity position throughout the period.

The Group strives to reduce exposure to credit risk by monitoring on an ongoing basis
with reference to the financial position of the debtors, past experience and other
factors. The Group performs regular credit evaluations of its major customers. To
manage liquidity risk, the management closely monitors the Group’s liquidity position
and maintains sufficient cash and marketable securities, the availability of funding
through an adequate amount of committed credit facilities and the ability to settle the
payables of the Group.

As at 30 June 2018, the Group had no material contingent liabilities (31 December
2017: Nil).

As at 30 June 2018, the Group had pledged its bank deposits of approximately
HK$22,045,000 (31 December 2017: HK$20,948,000) to banks to secure the banking
facilities granted to the Group.

The Group’s business transactions, assets and liabilities are principally denominated in
United States dollars, Hong Kong dollars, Renminbi and New Taiwan dollars. The Group
currently does not have a foreign currency hedging policy. However, the Board will
continuously monitor the related foreign exchange exposure and will consider hedging
significant foreign currency exposure should the need arise.

As at 30 June 2018, the Group did not have any significant capital commitments (31
December 2017: Nil).

Save as the Group's investment in certain preferred shares of Mobvoi, the Group did not
hold any significant investment in equity interest in any other company as at 30 June
2018.
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Save as disclosed in the Company's prospectus dated 24 January 2014 (the
"Prospectus”), the Group did not have other plans for material investments and capital
assets as at 30 June 2018.

The Group did not have any material acquisitions and disposals of subsidiaries and
affiliated companies during the six months ended 30 June 2018.

The Group offers competitive remuneration packages commensurate with industry
practice and provides various fringe benefits to employees including medical benefits,
social insurance, provident funds, bonuses and a share option scheme.

As at 30 June 2018, the employee headcount of the Group was 96 (31 December
2017: 98) and the total staff costs, including directors’ emoluments, amounted to
approximately HK$12,750,000 for the six months ended 30 June 2018 (six months
ended 30 June 2017: HK$12,784,000).

A comparison of the Group’s business plan as set out in the Prospectus with actual
business progress for the period from 14 January 2014 (being the Latest Practicable Date
as defined in the Prospectus) to 30 June 2018 (the “Review Period”) is set out below.
Capitalised terms used herein shall have the same meanings as those defined in the
Prospectus unless the content requires otherwise.

Business objectives for
the Review Period

Actual Business Progress for
the Review Period

e Perform technology and capacity e Technology and capacity forecast and

forecast and planning

Perform due diligence studies on
target panel processing plant(s) or
rules and compliance of operating
panel processing plant(s) in the PRC

Identify potential equipment supplier
and carrying out evaluation

planning had been performed

A potential existing panel processing
plant had been identified and related
due diligence works had commenced

The Group was identifying potential
equipment supplier
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Business objectives for
the Review Period

e Confirm expansion plan for cutting
processing plant

e Commence acquisition or
establishment of cutting processing
plant

e Purchase equipment (if establish
cutting processing plant)

e Recruit staff

e Perform trail run for cutting
processing plant

e Commence acquisition or

establishment of slimming processing

plant(s)

e Purchase equipment (if establish
slimming processing plant)

e  Purchase additional equipment for the

cutting processing plant

e Commence full operation of cutting
processing plant(s)

e Perform trial run for slimming
processing plant

e  Recruit staff

e Continue to recruit staff if necessary

e Arrange training to staff

e QOrganise marketing activities

e Explore new products and suppliers

e Evaluate new products and perform
due diligence on new supplier if
necessary
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Actual Business Progress for
the Review Period

e The Group had decided to expand
through acquisition of panel
processing plant

e The Group had recruited additional
sales and engineering staff to
strengthen its sales support team in
the PRC

e Relevant training activities had been
provided to new and existing staff

e The Group had continuously
organised various marketing activities
to promote sales and strengthen its
market position

e The Group had introduced new
products and new suppliers

e Due diligence works on new suppliers
had been performed



The Company offered 330,000,000 shares for subscription by way of placing in 2014
(the “Placing”). The net proceeds from the Placing were approximately HK$76 million.
During the Review Period, the net proceeds from the Placing had been applied as
follows:

Planned use

of proceeds

as stated
in the Actual use
Prospectus  of proceeds
during the during the
Review Review
Period Period
HK$'million HK$'million

Establishment or acquisition of panel processing plants

in the PRC to expand business vertically (Note) 40 —
Repayment of bank loans 17 17
Expansion of sales support team in the PRC to

provide high quality services to customers 8 8
Expansion of product portfolio to strengthen

product offerings 4 4
General working capital 7 7

76 36

Note:

The business objectives as stated in the Prospectus were based on the best estimation of
the future market conditions made by the Group at the time of preparing the
Prospectus. The uses of proceeds were applied in accordance with the actual
development of the market. The remaining net proceeds of approximately HK$40 million
(the “Remaining Net Proceeds”) as at 30 June 2018 had been placed on interest-bearing
deposits in banks in Hong Kong. As disclosed in the announcement of the Company
dated 19 July 2018, subsequent to the Placing, the Group had made attempts to
identify possible panel processing plants to acquire. However, none of the panel
processing plants was found appropriate for the Group to acquire. Furthermore, in view
of the increasing challenges of the business environment for the Group’s mobile phone
display panels, the Company considered that it would neither be cost effective nor
advantageous to the Group to proceed with establishment or acquisition of panel
processing plants in the near future and the Remaining Net Proceeds should be better
utilised for other purpose of the Group’s business. Accordingly, the Board resolved to
change the use of the Remaining Net Proceeds for the establishment or acquisition of
panel processing plants in the PRC to general working capital use for facilitating an
effective use of the financial resources of the Group. As at the date of this report, the
Remaining Net Proceeds had been applied for general working capital use.
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As at 30 June 2018, interests and short positions in the shares, underlying shares and
debentures of the Company or any of its associated corporations (within the meaning of
Part XV of the Securities and Futures Ordinance (the “SFO")) held by the Directors and
chief executives of the Company which have been notified to the Company and the
Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO (including interests
and short positions which were taken or deemed to have under such provisions of the
SFO) or have been entered in the register maintained by the Company pursuant to
section 352 of the SFO, or otherwise have been notified to the Company and the Stock
Exchange pursuant to the standard of dealings by directors set out in Rules 5.46 to
5.67 of the GEM Listing Rules were as follows:

Long positions in shares of the Company:

Percentage of
the Company’s

Number of issued share

Name of Director Capacity shares held capital

Mr. Cheng Wai Tak Interest in controlled 923,427,151 62.24%
corporation (Note)

Beneficial owner 2,220,000 0.15%

Note: These 923,427,151 shares are held by Winful Enterprises Limited (“Winful Enterprises”), which
in turn is wholly and beneficially owned by Mr. Cheng Wai Tak. As such, Mr. Cheng Wai Tak
is deemed under the SFO to be interested in these 923,427,151 shares held by Winful
Enterprises.

Save as disclosed above, as at 30 June 2018, none of the Directors and chief executives
of the Company had registered an interest or short position in the shares, underlying
shares or debentures of the Company or any of its associated corporations (within the
meaning of Part XV of the SFO) which were required to be notified to the Company
and the Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO (including
interests and short positions which were taken or deemed to have under such provisions
of the SFO), or which were required to be entered in the register maintained by the
Company pursuant to section 352 of the SFO, or which were required to be notified to
the Company and the Stock Exchange pursuant to the standard of dealings by directors
set out in Rules 5.46 to 5.67 of the GEM Listing Rules.
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So far as the Directors are aware, as at 30 June 2018, other than the Director and chief
executive of the Company, the following persons/entities have an interest or a short
position in the shares or the underlying shares of the Company which were required to
be disclosed to the Company under Divisions 2 and 3 of Part XV of the SFO or which
were required to be recorded in the register of the Company required to be kept under
section 336 of the SFO:

Long position in shares of the Company:

Percentage of
the Company’s

Number of issued share

Name Nature of interests shares held capital

Winful Enterprises Directly beneficially 923,427,151 62.24%
owned (Note)

Note: Mr. Cheng Wai Tak is deemed under the SFO to be interested in these 923,427,151 shares
held by Winful Enterprises.

Save as disclosed above, as at 30 June 2018, no other person had any interests or short
positions in the shares or underlying shares of the Company which were required to be
disclosed to the Company under Divisions 2 and 3 of Part XV of the SFO or which were
required to be recorded in the register of the Company required to be kept under
section 336 of the SFO.

The Company has a share option scheme (the “Share Option Scheme”) which was
approved and adopted by the sole shareholder of the Company by way of written
resolutions passed on 20 January 2014.

No share option has been granted under the Share Option Scheme since its adoption.

At no time during the six months ended 30 June 2018 were rights to acquire benefits
by means of the acquisition of shares in or debentures of the Company granted to any
Directors or their respective spouse or children under 18 years of age, or were any such
rights exercised by them, or was the Company, its holding company, or any of its
subsidiaries and fellow subsidiaries a party to any arrangement to enable the Directors
to acquire such rights in any other body corporate.
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During the six months ended 30 June 2018, the Company did not redeem any of its
shares, and neither did the Company nor any of its subsidiaries purchase or sell any
shares of the Company.

The Company has adopted a code of conduct regarding securities transactions by
directors on terms no less exacting than the required standard of dealings set out in
Rules 5.48 to 5.67 of the GEM Listing Rules. Having made specific enquiry of all
Directors, all Directors confirmed that they have complied with the required standard of
dealings and the code of conduct regarding securities transactions by directors adopted
by the Company throughout the six months ended 30 June 2018.

On 20 January 2014, each of Mr. Cheng Wai Tak and Winful Enterprises, the
controlling shareholders of the Company (collectively, the “Covenantors”) have entered
into a deed of non-competition undertaking (“Non-Competition Deed”) in favour of the
Company (for itself and for and on behalf of all members of the Group), pursuant to
which each of the Covenantors, irrevocably and unconditionally, undertakes and
covenants with the Company that with effect from the listing date of the Company and
for as long as the shares of the Company remain so listed on the Stock Exchange and
he/it, individually or collectively with any other Covenantor(s), is, directly or indirectly,
interested in 30% or more of the shares of the Company in issue, or is otherwise
regarded as a controlling shareholder (as defined under the GEM Listing Rules from time
to time) of the Company, he/it shall not, and shall procure that none of his/its
associates (for the purpose of the Non-Competition Deed, shall have the meaning as
defined under Rule 1.01 of the GEM Listing Rules but excluding the Group) shall:

(@)  directly or indirectly (other than through the Group) engage, participate or hold
any right or interest in or render any services to or otherwise be involved in any
business in competition with or likely to be in competition with existing business
activity of the Group and any business activities undertaken by the Group from
time to time (the “Restricted Business”) except for the holding of not more than
5% shareholding interests (individually or any of the Covenantors with their
associates collectively) in any publicly listed company; and

(b)  take any direct or indirect action which constitutes an interference with or a
disruption to the Restricted Business including, but not limited to, solicitation of

the Group’s customers, suppliers or staff.

Further details of the Non-Competition Deed have been set out in the section headed
“Relationship with the Controlling Shareholders” of the Prospectus.
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Based on the information available to the Company and within the knowledge and
belief of the Directors, none of the Directors or the controlling shareholders of the
Company (as defined under the GEM Listing Rules) have any business or interest which
competes or may compete with the business of the Group, or have any other conflict of
interest which any such person has or may have with the Group throughout the six
months ended 30 June 2018.

The Company has adopted the principles and the code provisions set out in the
Corporate Governance Code (the “CG Code”) contained in Appendix 15 of the GEM
Listing Rules. Throughout the six months ended 30 June 2018, the Company has
complied with all the code provisions of the CG Code, except the deviation stipulated
below.

According to the code provision A.2.1 of the CG Code, the roles of the chairman and
chief executive should be separate and should not be performed by the same individual.
Under the current management structure of the Company, Mr. Cheng Wai Tak (“Mr.
Cheng”) is the Chairman of the Board (the “Chairman”) and Chief Executive Officer of
the Company (the “Chief Executive Officer”). With Mr. Cheng’s extensive experience in
the industry, the Board believes that vesting the roles of both Chairman and Chief
Executive Officer in the same person would provide the Company with strong and
consistent leadership, allow for effective and efficient planning and implementation of
business decisions and strategies, and would be beneficial to the business prospects and
management of the Group. Although Mr. Cheng performs both the roles of Chairman
and Chief Executive Officer, the division of responsibilities between the Chairman and
Chief Executive Officer is clearly established. In general, the Chairman is responsible for
supervising the functions and performance of the Board, while the Chief Executive
Officer is responsible for the management of the business of the Group. The two roles
are performed by Mr. Cheng distinctly. The Board also considers that the current
management structure does not impair the balance of power and authority between the
Board and the management of the Company given the appropriate delegation of the
power of the Board and the effective functions of the independent non-executive
Directors. However, it is the long-term objective of the Company to have these two
roles performed by separate individuals when suitable candidates are identified.
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The Company has established an audit committee with written terms of reference in
compliance with the code provision C.3.3 of the CG Code. The audit committee consists
of three independent non-executive Directors, namely Mr. Wong Yik Chung John, who
has the appropriate accounting and financial related management expertise and serves
as the chairman of the audit committee, Mr. Wong Chi Chiu and Mr. Li Shui Yan. The
audit committee has reviewed this report and has provided advice and comments
thereon.

By order of the Board
Perfect Optronics Limited
Cheng Wai Tak
Chairman

Hong Kong, 8 August 2018
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