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FINANCIAL HIGHLIGHTS
A 25 ik 22

02

Revenue for the year ended 31 December 2020 amounted to
RMB226.3 million, representing a decrease of 3.9% from RMB235.5
million recorded in 2019.

Gross profit for the year ended 31 December 2020 amounted to
RMB45.6 million, representing a decrease of 33.9% from RMB69.0
million recorded in 2019.

Loss attributable to ordinary equity holders of the Company for the
year ended 31 December 2020 amounted to RMB845.3 million,
representing a decrease of 63.0% from RMB2,285.4 million recorded
in 2019.

The Board does not recommend the payment of a final dividend for
the year ended 31 December 2020.
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FIVE YEAR FINANCIAL SUMMARY
hAE A BB

A summary of the results, assets and liabilities of the Group for the last five AEBEBEREMBFEENESE  EENBERE
financial years, as extracted from the published audited consolidated ($4EE B A HR B GE A MGHRER RBRER)
financial statements and prospectus, is set out below: E Rl e

Year ended 31 December

BEt-A=t—-HLEE

2020 2019 2018 2017 2016
—E-EF —T-NEF —T-N\F —T—+F —T—RF
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARETRT ARETT ARETT ARETT ARETT
(Restated)
(&==751)
RESULTS EF
REVENUE I'ON 226,331 235,456 874,410 803,141 831,149
Cost of sales SHERAN (180,731) (166,438) (417,448) (373,615) (385,453)
GROSS PROFIT ER 45,600 69,018 456,962 429,526 445,696
Other income and gains H U A R s 14,639 18,721 11,652 19,755 8,426
Selling and distribution expenses 44% 484458 % (55,701) (96,086) (102,610) (110,985) (81,225)
Administrative expenses GG (72,122) (75,872) (74,747) (71,906) (83,065)
Loss arising from the incident EHELNER (600,575) (2,061,934) - - -
Impairment losses on financial 4§ & E R EE1E

assets (9,945) (1,512 (682) - -
Other expenses Hinf (68,857) (59,708) (4,523) (1,465) (1,271)
Finance costs B AR (96,241) (70,950) (50,427) (48,840) (40,606)
(LOSS)/PROFIT BEFORE BRETEBA (BR),/

INCOME TAX palpc (843,202) (2,278,323) 235,625 216,085 247,955
Income tax expense FisfiAL (2,091) (7,042) (33,919) (29,310) (41,319
(LOSS)/PROFIT FOR THE YEAR & (f5548) /%38 (845,293) (2,285,365) 201,706 186,775 206,636
ASSETS, LIABILITIES AND EQUITY EE  BERER

As at 31 December
R+=A=+—-8”

2020 2019 2018 2017 2016
—EBE-EF —T—hEF ZZT-N\F T—+tF ZT—ARHF
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARETTT ARETT ARETT ARETT ARETT

(Restated)

(&&7))
TOTAL ASSETS BERE 1,207,707 2,005,318 3,711,471 3,415,754 3,164,133
TOTAL LIABILITIES BB PRLEROEN  (2,126,267) (1,507,541) (1,381,915)  (1,262,124)
TOTAL (DEFICIT/EQUITY — #8 (BS54l #E% (1,000,494) (120,949) 2,203,930 2,033,839 1,902,009

ZIEMBEEAR AT —E_TEER 03



CHAIRMAN’S STATEMENT
BV e

It is a great honour for me, on behalf of the board (the “Board”) of directors
(the “Directors”) of Honworld Group Limited (the “Company” or “Lao
Heng He”), to present the annual report of the Company and its
subsidiaries (collectively, the “Group” or “we”) for the financial year ended
31 December 2020.

BUSINESS REVIEW

We are one of the leading manufacturers of condiment products in the
People’s Republic of China (the “PRC” or “China”). We offer high quality
and healthy brewed cooking wine as well as other condiments, including
naturally-brewed soy sauce, naturally-brewed vinegar, soybean paste and
fermented bean curd. In 2020, we attained the following achievements:

04

We were awarded the “2019 Excellent Cultural Inheritance Enterprise
(20194 € 18 F X 1k & & & %)’ by Zhejiang Time-Honored
Enterprises Association (#T/ T & EFHREERE);

We were awarded the “Model Enterprise for the Construction of
Integrity Management System in the Food Industry of Zhejiang
Province (MIERmLECENEERRRBRRTBEE) by the
Zhejiang Food Industry Organization (#1)T & & @ T ¥ );

Our Cereal-based Brewed Cooking Wine (7% ¥ E# & %) (Grade 1)
won the Gold Award for the Second Cereal-based Brewed Cooking
Wine at the 15th China International Wine Expo & the Second Cereal-
based Brewed Cooking Wine Evaluation (7 Bl & + 1 J& B BR A 2 18
BeEE — ERYMEERDETE);

We were recognised as “National Green Factory (BIZR4k & TI%)” by
the Ministry of Industry and Information Technology of the People’s
Republic of China in October 2020, and our Lao Heng He Rose Rice
Vinegar (18 F1 3 B2 >K EE ) was recognised as “Rural Specialties in
China in 2020 (ZE == F 2B R M) by the Rural Social
Development Center (247 # & % %5 & 11) under the Ministry of
Agriculture and Rural Affairs of the PRC; and

We were recognised as “National Leading Enterprises for Agricultural
Industrialization (2 ¥ E L BEIREZBEE D)’ by the Ministry of
Agriculture and Rural Affairs of the People’s Republic of China in
December 2020.
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CHAIRMAN’S STATEMENT

In 2020, China was confronted by numerous difficulties and challenges in
its economic development, including growing international political and
trade tensions, and mounting economic downturn pressure in the domestic
market. Affected by the novel coronavirus (COVID-19) pandemic, the world
economy witnessed a phase of severe recession, disrupted industry chain
and supply chain circulation, and a highly volatile commodity market.
Domestically, consumer spending, investment and exports fell significantly,
and enterprises in the secondary and tertiary industries were under
mounting pressure in their business operation. Meanwhile, governments at
all levels in China were committed to ensure the policies of “stability on six
fronts (7548)” and “security in six areas (731R)”, along with the promotion of
resumption of work, production, business and market quickly in different
industries. As condiment products related to people’s livelihood are daily
necessities, with rigid demand maintained strong momentum and little
impact from macro-economy, their market condition remained stable in
spite of the outbreak of the novel coronavirus (COVID-19) pandemic. While
adhering to prevention and control amid the pandemic, the Group actively
adapted to changes in the market. By upholding its fundamental principle of
“focusing on natural brewing cooking wine industry and refining other
industries”, the Group promoted its marketing reform and project
construction in an orderly manner centering around the sales target set in
2020.

In 2020, the Group achieved a sales revenue of approximately RMB226.3
million, representing a decrease of approximately RMB9.1 million or around
3.9% for the same period in 2019. On one hand, the decline in social
activities, traffic control and the suspension of upstream and downstream
enterprises caused by the pandemic have affected the production and
sales activities of the Group’s products, leading to a decrease of
approximately RMB9.7 million or around 4.4% in the supermarket and
distribution channels as well as the catering channels under development of
the Group as compared with the same period in 2019. On the other hand,
due to the consumers’ shift to online consumption patterns caused by the
pandemic, the sales of e-commerce channels directly benefited from the
growth of household consumption. The sales of the Group’s e-commerce
channels increased by approximately RMBO0.6 million or around 4.0% as
compared to the same period in 2019.
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CHAIRMAN’S STATEMENT
BV e

In 2020, cooking wine products remained as a major source of our revenue,
accounting for approximately 69.3% of our total revenue. In addition, as our
soy sauce production capacity has not been effectively released, sales of
our soy sauce products in 2020 were approximately RMB25.2 million,
accounting for approximately 11.1% of our total revenue. In terms of market
strategy, we continued the market penetration strategy being implemented
in 2019 with an aim to cope with the adverse impact of the pandemic on
the business environment by strengthening our distribution network. We
have maintained the number of distributors at approximately 624, and
extended the network to cover 30 provinces, autonomous regions and
municipalities across the country. In order to cope with the aforementioned
market penetration strategy and to deal with the adverse effects of the
pandemic, the Group adjusted its product structure to increase the
proportion of sales of niche, mid-end and low-end products with relatively
lower gross profit. As a result, the gross profit margin of the Group’s
products decreased from 29.3% in 2019 to 20.1% in 2020.

The loss attributable to ordinary equity holders of the parent company of
the Group was approximately RMB845.3 million, representing a decrease
of approximately 63.0% as compared to the corresponding period in 2019,
which was mainly due to the issues arising from the investigation as set out
on pages 26 to 28 of this annual report, and the impact of the
aforementioned decline in revenue and gross profit. In view of the current
growing demand of our customers and the anticipated sales growth of soy
sauce, rice vinegar and fermented bean curd products brought by the
further development of the sales channels, we consider that a rich and
diversified condiment products portfolio would be more beneficial to the
business development of the Group in the coming years. Thus, we are
pursuing in-depth development for the industry chain of the Group’s
condiment products at multiple levels, thereby establishing Lao Heng He as
a diversified condiment manufacturer with cooking wine as a dominant
product.
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CHAIRMAN’S STATEMENT

Our profitability mainly depends on product pricing and our cost of sales,
marketing strategy and the product structure and mix. We are actively
monitoring any potential risk factors that may have impact our financial
results, and trying to mitigate any upward pressure on costs and expenses
with more efficient operation, higher profit margins and better product mix
and sales channels. The Group faces certain risks in its business
development, including: (1) the risk of significant increase in production
costs, such as the increase in the prices of subsidiary agricultural products,
which are affected by the plantation area, weather conditions, market
supply and demand, international futures market pricing, and other factors
during the year, as well as packaging cost and labour cost, which are both
on the rise; (2) the negative impact on our sales due to changes in
customers’ spending habits in condiment products, and changing
consumption models, which leads to the increasingly diversified channel
operation of condiment enterprises; (3) the greater-than-expected increase
in market expansion costs and selling expenses; (4) the possible failure of
our newly developed products to obtain market recognition in the short run;
(5) the more complicated sales policies and credit terms management due
to the rapid increase in the number of distributors of the Company; (6) the
adverse effects of the ongoing COVID-19 pandemic; and (7) the impact
brought by the increasingly abnormal supply chain operation of the
Company.

APPRECIATION

I would like to take this opportunity to express my sincere gratitude to our
Shareholders, Board members, management team and all our employees,
as well as our business partners and customers for their continuous support
and contribution to the Group.

Chen Wei
Chairman of the Board

28 September 2022
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CORPORATE INFORMATION
b,

BOARD OF DIRECTORS

Executive Directors

Mr. Chen Wei'

Mr. Liu Jianbin?

Mr. Sheng Mingjian®
Mr. Chen Weizhong*
Mr. Wang Chao®

Non-executive Director

Mr. Gu Wei®
Mr. He Yuanchuan’

Independent Non-executive Directors

Mr. Shen Zhenchang
Mr. Ng Wing Fai
Mr. Sun Jiong

COMPANY SECRETARY

Mr. Au Wai Keung

AUTHORISED REPRESENTATIVES

Mr. Chen Weizhong?®
Mr. Au Wai Keung
Mr. Liu Jianbin®

AUDIT COMMITTEE

Mr. Ng Wing Fai (Chairman)
Mr. Sun Jiong

Mr. Shen Zhenchang

Mr. Gu Wei'©

Mr. He Yuanchuan'

REMUNERATION COMMITTEE

Mr. Shen Zhenchang (Chairman)
Mr. Ng Wing Fai
Mr. Sun Jiong

! Appointed on 11 September 2020
2 Appointed on 2 February 2021

¢ Resigned on 28 June 2022

4 Resigned on 2 February 2021

2 Resigned on 11 September 2020
® Appointed on 2 September 2020
’ Resigned on 28 August 2020

8 Resigned on 2 February 2021

® Appointed on 2 February 2021

ko Appointed on 2 September 2020
o Resigned on 28 August 2020
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CORPORATE INFORMATION

NOMINATION COMMITTEE

Mr. Sun Jiong (Chairman)
Mr. Ng Wing Fai
Mr. Shen Zhenchang

AUDITORS

Grant Thornton Hong Kong Limited
Certified Public Accountants

11th Floor, Lee Garden Two

28 Yun Ping Road

Causeway Bay

Hong Kong

REGISTERED OFFICE

Cricket Square

Hutchins Drive

P.O. Box 2681

Grand Cayman KY1-1111
Cayman Islands

HEADQUARTERS AND PRINCIPAL
PLACE OF BUSINESS IN THE PRC

Balidian Town

Food and Industrial Park
Wuxing District, Huzhou City
Zhejiang 313000, PRC

PRINCIPAL PLACE OF BUSINESS IN
HONG KONG

Room A5, 7/F

China United Plaza

1008 Tai Nan West Street
Kowloon, Hong Kong
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Cricket Square

Hutchins Drive

P.O. Box 2681

Grand Cayman KY1-1111
Cayman Islands
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CORPORATE INFORMATION

Aibgs;

PRINCIPAL BANKERS

Industrial and Commercial Bank of China Limited
Zhili Branch

No. 583, 587, 589 Zhenbei Road

Zhili Town

Huzhou City, Zhejiang Province

PRC

Bank of China Limited

Huzhou Branch

No. 208, Renmin Road
Huzhou City, Zhejiang Province
PRC

Agricultural Bank of China Limited
Huzhou Branch

No. 88, Renmin Road

Huzhou City, Zhejiang Province
PRC

LEGAL ADVISER AS TO HONG KONG
LAW

Chungs Lawyers in association with DeHeng Law Offices
28/F, Henley Building

5 Queen’s Road Central

Central, Hong Kong

PRINCIPAL SHARE REGISTRAR AND
TRANSFER OFFICE

Conyers Trust Company (Cayman) Limited
Cricket Square, Hutchins Drive

P.O. Box 2681

Grand Cayman KY1-1111

Cayman Islands

HONG KONG SHARE REGISTRAR

Computershare Hong Kong Investor Services Limited
Shops 1712-1716

17/F, Hopewell Centre

183 Queen’s Road East

Wanchai

Hong Kong

STOCK CODE

Stock code: 2226

WEBSITE

http://www.hzlaohenghe.com
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PROFILE OF DIRECTORS AND
SENIOR MANAGEMENT

R R m R P B R

Below are brief profiles of the directors (“‘Directors”, each a “Director’) AT AERES([EE|)RaREEEBHEN o

and senior management of the Group.

Current Position

RAER

Date of appointment
as Director

BZERESEH

Name Age
®E Fir
Executive Directors

HITES

Chen Wei (Wang Chao resigned as 44

the executive Director on
11 September 2020)
BR(EBR-_ZE-_TFNA+—H

BHEIRITES)
Liu Jianbin 45
e
Sheng Mingjian (resigned as 48

executive Director on 28 June 2022)
BREMRZZE__FA=1+N\HB
BERTEE)

Chen Weizhong (resigned as the 51
chairman of the Board on
11 September 2020 and resigned as
executive Director and chief
executive officer on 2 February 2021)
REAMRZZEZEFNA+—BEHE
EEgERIYRN_T_—F_-_F_H
BHERTEERERENTE)

Non-executive Director

FHTES

Gu Wei 38
Rz

He Yuanchuan (resigned as 32

non-executive Director on
28 August 2020)

MR (R=_E=—FF\A=-+N\H
BHEFEHITES)

Independent non-executive Directors
BYFHTES

Shen Zhenchang 76
AR E

Ng Wing Fai 64
RErE

Sun Jiong 82
7ia

Chairman of the Board and executive Director

EESIFERITES

Executive Director and chief executive officer

WITESEREFEATE

Not applicable
N3 A

Not applicable
TNEA

Non-executive Director

FHMITES

Not applicable

NER

Independent non-executive Director

BUIFATES

Independent non-executive Director

BYIFATES

Independent non-executive Director

BUIFITES

ZEMBERERARA

11 September 2020
—E-TFNA+—H

2 February 2021
—E-—F-A—-H

17 December 2013
—E—=F+-A++tH

13 May 2013
—E-=fRA+=H

2 September 2020
—E-TFAAA

12 April 2019

—T-nFmAT=A

17 December 2013
—ET—=%+=R++tH

29 June 2017
—E—tFXNA=TNH

29 June 2017
—E—tF A=+ hH

—E T FFR 11



PROFILE OF DIRECTORS AND
SENIOR MANAGEMENT

L mE s N B R

EXECUTIVE DIRECTORS

Mr. Chen Wei (FR1£), aged 44, is the chairman of the Board and the executive
Director. He is primarily responsible for our Group’s overall strategic
planning, recipes use and control, distribution network expansion and
overall business operations.

Mr. Chen has been the chairman of the board of directors of Huzhou Wuxing
City Investment Development Group Limited* (381 52 B3 i 1% & 25 R 5= [F
AR A 7F]) (‘Huzhou Wuxing City”) since September 2017. Huzhou Wuxing
City is a stated-owned enterprise principally engaging in the business of
urban infrastructure construction, agricultural development, mine ecological
development, land development and the management of social facilities.
From August 2012 to September 2017, Mr. Chen worked at Zhejiang
Province Huzhou Municipality Nantaihu High Technology Industrial Park
Management Committee* (M T A MINTTE AHE I ENTEEXERERE LR
B &) with his last position as the director of the management committee.

Mr. Chen received a diploma of agricultural economic management
(financial management in township enterprise) from the Zhejiang University
in June 1999 and a Bachelor’s degree of political ideology from the Party
School of the Central Committee of Chinese Communist Party in December
2002. From September 2010 to January 2014, he pursued a part-time
postgraduate study of the Master’s degree of Marxist Philosophy from the
Party School of the Zhejiang Province of Chinese Communist Party.

12 Honworld Group Limited Annual Report 2020
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PROFILE OF DIRECTORS AND
SENIOR MANAGEMENT

R R m R P B R

Mr. Liu Jianbin (2| &), aged 45, is our executive Director and chief
executive officer. Mr. Liu is primarily responsible for the management of our
Group’s financing activities and assisting Mr. Chen to manage the overall
business operations. He has been the manager of financing department of
Huzhou Laohenghe Brewery Co., Limited* (j# M| 2 8 A B 1% A R A 7))
since September 2019. Before joining the Group, Mr. Liu worked in Bank of
China Huzhou Branch from August 1998 to March 2008, during which he
successively served as an account manager of the business department,
an account manager of the asset security department and an intermediate
manager of the business department. Subsequently, Mr. Liu served as a
general manager of the company business department of Shanghai Pudong
Development Bank Huzhou Branch from April 2008 to January 2013, and a
general manager of the small and medium enterprise department and the
sales department of Huaxia Bank Huzhou Branch successively from
February 2013 to June 2014. Mr. Liu was the president of Huaxia Bank Zhili
Branch during July 2014 to September 2015, and then worked as a deputy
general manager of the risk management department of Huaxia Bank
Huzhou Branch. Mr. Liu served as a general manager of Huzhou SME
Financial Service Center from June 2016 to August 2018 and a managing
director of Zhejiang Guohan Yingjia Asset Management Co., Ltd* (3#7 /T
BRREEEEARR AR from August 2018 to September 2019. Mr. Liu
obtained a bachelor’s degree from Southwest Normal University (78 &3 Aifi &5
A 2) in October 2004.

NON-EXECUTIVE DIRECTOR

Mr. Gu Wei (E&{&), aged 38, is our non-executive Director and a member
of the audit committee of the Company. Mr. Gu has been serving as vice
president of Lunar Capital Partners IV L.P. (‘Lunar Capital”) and head of
the risk control department since April 2020. Lunar Capital is a leading
private equity fund focusing on consumer market in China and a substantial
shareholder of the Company. Mr. Gu focuses on due diligence in investment
related fields in the consumer and retail industries, corporate risk control
and internal control. Before joining Lunar Capital, Mr. Gu worked in the
Beijing Municipal Public Security Bureau, where he led a team to investigate
domestic related economic cases and other major cases, and was awarded
the Capital Labor Medal* (& &8 &5 &) & Z). Mr. Gu obtained a bachelor’'s
degree in investigation from the People’s Public Security University of
China (Bl AR AZ X E) in July 2007 and a master’s degree in public
management from Beijing Normal University (1t BT #3AE2) in July 2013.
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INDEPENDENT NON-EXECUTIVE
DIRECTORS

Mr. Shen Zhenchang (Jt#&& ), aged 76, is our independent non-executive
Director. Mr. Shen is also the chairman of the remuneration committee, and
a member of the nomination committee, and a member of the audit
committee of the Company. Mr. Shen has more than 40 years of experience
in the rice wine industry. From 1971 to 2006, Mr. Shen worked with China
Shaoxing Rice Wine Group (F B 43 1 &= i & & A& R 22 A1) (previously
known as Shaoxing City Rice Wine Corporation (43 B T E & 42 A &))).
Before his retirement from China Shaoxing Rice Wine Group in 2006, Mr.
Shen was the director of its office and general affairs department.

Mr. Shen is a member of China Brewing Industry Association (rice wine
branch) (77 B B8 T 2 1 & = B % €), where he has been the deputy
council director and secretary general since 2000.

Additionally, Mr. Shen served as a member of National Wine Brewing
Standard Technology Committee (& BIEEBZE (L K lTZ B €), a judge at
the reviewing committee of China Alcoholic Drinks Association Science
Technology Award (H BIE 2 & B 217 4%), and the deputy director of
the editorial board of China Rice Wine magazine ({ = B ). Heis
currently working as a senior consultant of China Alcoholic Drinks
Association (rice wine branch) (FEBIB X e =/H52).

Mr. Ng Wing Fai (R % #8), aged 64, is our independent non-executive
Director. Mr. Ng is also the chairman of the audit committee, and a member
of the remuneration committee and a member of the nomination committee
of the Company. Mr. Ng has over 20 years of experience in audit, taxation
and consultancy in government and non-government institutes. Mr. Ng
holds a bachelor’s of arts degree in accountancy and a master’s degree of
arts in international accounting from City University of Hong Kong. He also
holds a bachelor’s degree with Honour in UK and Hong Kong law from The
Manchester Metropolitan University. He is a fellow member of the Hong
Kong Institute of Certified Public Accountants, a fellow member of the
Institute of Chartered Accountants in England and Wales, a past president
of the Society of Chinese Accountants & Auditors (2011), and a member of
the Hong Kong Securities Institute. Mr. Ng served as an independent non-
executive director of China Automation Group Limited (stock code: 569), a
company listed on the Stock Exchange, from June 2007 to October 2019;
and an independent non-executive director of Evergreen International
Holdings Limited (stock code: 238), a company listed on the Stock
Exchange, from June 2016 to September 2020.
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SENIOR MANAGEMENT

R R m R P B R

Mr. Sun Jiong (#%8), aged 82, is our independent non-executive Director.
Mr. Sun is also the chairman of the nomination committee, and a member
of the remuneration committee and a member of the audit committee of the
Company. Mr. Sun is a senior postgraduate engineer. Mr. Sun graduated
from fermentation engineering profession of Wuxi Institute of Light Industry
(S5 80 T 2 2P3) in 1963. Mr. Sun served as an engineer and the topic
responsible officer (=R 7 & & A) of the Food Fermentation Institute of the
Department of Light Industry of the PRC (7 B#8 T 2 588 W 3B FT) from
1963 to 1979, and a senior engineer and officer of the Environmental
Protection Research Institute of the Department of Light Industry of the
PRC (7 B #8 T % 3B 3= 35 {R # W 5T BT) from 1979 to 1988. Mr. Sun also
served as the deputy general manager of the Food Engineering
Technological Development Company (/F Bl & fi T 3 % fi7 f 2 42 A 7))
from 1988 to 1991 and the deputy general manager and senior
postgraduate engineer of China National Food Industry (Group) Corporation
(PEERIE(ERE) AT from 1991 to 1997. He has also served as the
head of institute, professor and tutor of PhD students of the Food
Fermentation Industry Research Institute (71 Bl & & 3 8 T 3 #1556 ) from
1997 to 2002. Mr. Sun has been the instructor of PhD students of Jiangnan
University since December 2001 and has also acts as part-time professor
of various universities including Zhongshan University, Shandong University,
South China University of Technology, Tianjin University of Science and
Technology and Shanghai University. Mr. Sun has been a senior consultant
of the Chinese Institute of Food Science and Technology (7 Bl & & #2245
fiTE2€) and a food safety expert of the State Food and Drug Administration
since 2002
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SENIOR MANAGEMENT SREEE

Name Age Year joined Current Position
] Fie MAFH AR
Chen Wei 44 2020 Chairman of the Board and executive Director
BRiz —ETF EEEIRFANTES
Liu Jianbin 45 2019 Executive Director and chief executive officer
BzEss —E-NF HITEEREEATE
Wang Chao (resigned as executive Director on 45 2006 Head of the sales and marketing
11 September 2020) ZETRF HERTISHEELE

FTHRMR-Z-_ZTFNLA+  BBRHERTES)

Wan Peiyao 51 2005 Director of production
B “TTHF HEREE
Chen Weizhong (resigned as the chairman of 51 2005 Not applicable

the Board on 11 September 2020 and
resigned as executive Director and
chief executive officer on 2 February 2021)

RESR(R-_Z_ZFAAT+—HBEESES —ZETRF TNE A
EFRIR-_F=_—F_A-—ABERTESER
BREHITE)

Liu Chuanli (resigned as 42 2012 Officer of the Board office
financial controller on 25 June 2022)

2ER(R - —FXA-+HH T —F EEGRAEEE
BHER TS 4RED)

Sheng Mingjian (resigned as executive Director 48 2006 Not applicable
and vice general manager on 28 June 2022)

R (RN -T - —F XA - +/\BHEME “ETRF TNE A

HITEFERBIAKE)
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Mr. Chen Wei (BR{&), aged 44, is the chairman of the Board and executive
Director. His biographical details are set out above under the section
headed “Profile of Directors and Senior Management — Executive
Directors” to this annual report.

Mr. Liu Jianbin (2] # $), aged 45, is our executive Director and chief
executive officer. His biographical details are set out above under the
section headed “Profile of Directors and Senior Management — Executive
Directors” to this annual report.

Mr. Wang Chao (E i), aged 45, is our head of the sales and marketing,
and was the executive Director in FY2020. He has over 15 years of
experience in the condiment industry. Mr. Wang joined Huzhou Lao Heng
He Brewing Factory (/1 Z B EEEER) (currently Huzhou Lao Heng He
Brewery Co., Ltd. (‘Huzhou Lao Heng He”) in 1998 where he worked in
various departments, including business operation department and finance
department. Since 2006, Mr. Wang worked in management positions in
Huzhou Lao Heng He’s customer service centre and sales and marketing
department. Mr. Wang graduated from Zhejiang Electronic Polytechnic
School (#/TA BT T 2E4R), a technical middle school in 1998.

Mr. Wan Peiyao (E1Z#®), aged 51, is our director of production
department. He is primarily responsible for the Group’s production
management. He has more than 11 years of experience in the condiment
and cooking wine industry. Mr. Wan joined our Group in 2005, and has
worked in various departments including workshop operation department,
cooking wine production department and plant operation department. Prior
to joining our Group, Mr. Wan was the plant manager and executive
assistant to the general manager of Huzhou Ganchang Wine Company (7
Iz 2B E AR A 7)) from 2000 to 2005. Mr. Wan passed the test for first-
class sommelier of PRC (B2 — 4% A B3R in December 2012.

Mr. Wan graduated from Zhejiang University of Technology (#7/T T % K22)
with a bachelor’s degree in industrial engineering (biochemistry) in 1995.

Mr. Liu Chuanli (2]{£%8), aged 42, is the officer of the Board office. He
joined our Group in July 2012 and had more than 11 years of experience in
financial management. He resigned as the financial controller of the
Company with effect from 25 June 2022 and was redesigned as the officer
of Board office with effect from 28 June 2022. He obtained a bachelors’
degree majoring in accounting and e-commerce from Hefei University (& AE
BT in 20083.
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MANAGEMENT DISCUSSION
AND ANALYSIS
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BUSINESS REVIEW

For details of our business review, please refer to the section on

“Chairman’s Statement” on pages 4 to 7 to this annual report.

FINANCIAL REVIEW

Overview

The key financial indicators of the Group are as follows:

Income statement items

Revenue

Gross profit

Loss attributable to owners of
the Company

Loss before interest, taxes,
depreciation and amortization
(“‘LBITDA”)

Loss per share (RMB)
(note (a))

Selected financial ratios
Gross profit margin (%)
Net Loss margin (%)
LBITDA margin (%)

Return on equity holders’ equity (%)

Gearing ratio (note (b))(%)

Notes:

(a) Please refer to note 16 to the consolidated financial statements of this report
for the calculation of loss per share.

(o) The gearing ratio is based on net debt divided by net debt plus total deficit as
at 31 December 2020. Net debt includes total debt net of cash and cash
equivalents. Total debt includes trade payables, other payables and accruals,
amounts due to related companies, amount due to ultimate holding company,
interest-bearing bank and other borrowings provision for loss on unauthorised
guarantees and other long term liabilities.

W REE

YA

EF
ARBRAARIGER

BRAE - BIR - B RN AT
R (TRFE - B -
HERBHENEE])

FhEE(ARET)

(PFifRE (a))

ER AL =

FERE (%)

SFIETE R (%)

BRAE - BiIE - TER
58 BT 1R R (%)

T A MRS B3R (%)

BARARER(KED) (%)

18 Honworld Group Limited Annual Report 2020

EHROE

FRARMEFOELHE F2

W) [EEHE] —f0-

g JE1)

B
REENEBHBIEZMT -

Year ended 31 December

BE+-A=+—HLFE

BIAFERELIET

Year-on-year

2020 2019 Change
—EEHF —E-NF REE
RMB’000 RMB’000 %
AR¥T R ARBT T %
226,331 235,456 3.9
45,600 69,018 (33.9)
(845,293) (2,285,365) (63.0)
(718,216) (2,176,767) (67.0)
(1.46) (3.95) (63.0)
20.1 29.3 31.3)
(373.5) (970.6) 61.5)
(317.3) (924.5) (65.7)
(84.5) (1,889.5) (95.5)
189.6 106.9 77.4
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MANAGEMENT DISCUSSION

Revenue

The revenue of the Group slightly decreased by 3.9% from RMB235.5
million in 2019 to RMB226.3 million in 2020, primarily due to the impact of
COVID-19 pandemic.

Revenue from cooking wine products increased by 6.4% from RMB147.5
million in 2019 to RMB156.9 million in 2020, primarily due to changes in the
structure of the goods sold.

Revenue from the Group’s soy sauce products decreased by 25.3%, from
RMB33.7 million in 2019 to RMB25.2 million in 2020, primarily because the
production capacity of soy sauce has not been effectively utilised and the
aforesaid impact of COVID-19 pandemic.

Revenue from the Group’s rice vinegar products decreased by 2.3% from
RMB17.1 million in 2019 to RMB16.7 million in 2020, primarily due to the
aforesaid impact of COVID-19 pandemic.

While introducing new products to the market, we have also adjusted our
product portfolio of other products by reducing the production volume of
low-performing products during the year. As a result, the revenue from the
Group’s other products decreased by 25.9% from RMB37.2 million in 2019
to RMB27.5 million in 2020.

Cost of Sales

Our cost of sales increased by 8.6% from RMB166.4 million in 2019 to
RMB180.7 million in 2020. The increase in cost of sales was primarily
attributable to the impact of pandemic and the rising prices of some raw
materials.

Gross Profit and Gross Profit Margin

Our gross profit decreased by 33.9% from RMB69.0 million in 2019 to
RMB45.6 million in 2020. The gross profit margin decreased from 29.3% in
2019 to 20.1% in 2020, primarily due to the aforesaid reasons.

AND ANALYSIS
B LI s S O

WA

AEBERNRABE TR BT —NLEFHARE
23558 B TR APBINE T _TFHNARK

2263 BB TEHMRHTERBHZEN -
PEERHBRAE -—ZE—NFOHOARK147588

TTERBANE T _TFMNARK1569BHE T
FEHREEEREBECE -

AEBEREMNHRABR S —NFHARKES3T
BAEILRL23%E-_T_TFMNARK252HE
TL o EERRNEBRER AR A NFI R R s
TR G R R 2R

AEERBERHNRABR-ZE-—NEFHARK171
g%ﬁ/}j@ 3% E_E_TEFNARKI6TES
CEERR EMTEEIBR BT o

T M5 BT E MBI R R - BPIRAF 4R
EMERMNERERETAR  FRTmsREN
HHEMMES - Bit - REBEMEROBAR
TE-NFENMARKIT2EETLRL259% E—F
—EFEMARMK275FHETT ©

SHERA
BMOHEEXNABA—ZE—NLEHARK16648 8
7ﬂ%%6%i_7_§¢MAEMnm7§%ﬁo
HERANENEZARTTTRIENTE DR
MEMB ERFER -

EMRERN=R

HMNENBR —_F-NAFNARKELOBETRED
BINZE_FT_TFEMARKI6BHET - EMEX
H-Z - NEHN03% TKE_Z_ZTFH

20.1% * EERR LA EE
ZENMBEERAR T _TFFR 19



MANAGEMENT DISCUSSION
AND ANALYSIS
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Other Income and Gains

Other income and gains decreased by 21.8% from RMB18.7 million in 2019
to RMB14.6 million in 2020. Other income and gains primarily include
subsidies received, bank interest income, foreign exchange gain, net and
written off of amounts due to directors. The decrease in other income and
gains was primarily due to a decrease in subsidies received and bank
interest income.

Selling and Distribution Expenses

Selling and distribution expenses primarily consist of advertising expenses,
marketing expenses, promotion expenses, travelling expenses, and
remuneration of our sales employees.

Our selling and distribution expenses decreased from RMB96.1 million in
2019 to RMB55.7 million in 2020, and the distribution expenses as a
percentage of the Group’s revenue decreased from 40.8% in 2019 to
24.6% in 2020, primarily due to a decrease in advertising expenses.

Administrative Expenses

The administrative expenses decrease by 4.9% from RMB75.9 million in
2019 to RMB72.1 million in 2020. The decrease in administrative expenses
was primarily due to a decrease in research and development expenses.

Finance Costs

Finance costs increased by 35.6% from RMB71.0 million in 2019 to
RMB96.2 million in 2020. The increase in finance costs primarily reflected
the increase in interest expenses from RMB71.0 million in 2019 to RMB96.2
million in 2020 primarily attributable to the increase in average borrowing
amount.

Loss before Income Tax

Due to the aforesaid reasons, the loss before income tax decreased by
63.0% from RMB2,278.3 million in 2019 to RMB843.2 million in 2020.

20 Honworld Group Limited Annual Report 2020

Hig A R s

HEWA MRS T —NAFEHARKI187TAETT
BL218% 2 E_TFMARKE146EETT - &
ftb A B Uk 25 E B4R U umﬁﬁs fﬁm‘ruguﬁz

A B 3 U35 S8 B 30 - B A
R D z%m#%ﬂ%ﬁ%&ﬁHWQWAﬁ
DRE o

HEREHEMX

HERKHAXTIERRESRAX  EHAX  #
BN - ZRAXEEMAHEERENHE -

BANHEE REHEBAYH T LEN AR 6.1
BELRSE_ZE_ZTFMARKESS7TEET M

KRS AERRANBD LR T —LEH
408% P E T _TFM24.6% ' IEBHRE
EBFBDEK ©

THRAX
THAYXHE-_ZT—hLFHARKE75.98 B TR

49% BT —F iE’JAEﬁ%m 1EET - (THHAX
WA EB RS AR TR

RLE AR

BEKRABE T —NFHARB71.08 &1L
35.6%1_3_$¢E’J}\E¢+§96.2§%ﬁ o B E K
AENEERBMANEERA T —NFHARE
TMOBEETHENE_S_TFMARKB2HE
T DEZEHERFIERSEEILM -

BRATIS BRI R 1R

BAREMRER  BRAGEHAIEER S —NLFHA
REE227T83E B TR A B3.0%E S _TFH A

i —

REEQAS2HETT °



MANAGEMENT DISCUSSION

Income Tax Expense

The corporate income tax of the Group in respect of its operations in China
has been provided at the rate of 25% (2019: 25%) on the taxable profits,
based on the existing laws, interpretations and practices in respect thereof.

Pursuant to the approval from the National Office of Leading Group for
Administration of Hi-tech Enterprise Recognition, Huzhou Laohenghe
Brewery Co., Limited (/122 BF1EEi& AR 22 7) and Huzhou Laohenghe
Wine Co., Limited (/N & 1B F)H %5 R A 7)), both being wholly-owned
subsidiaries of the Company, were granted the “Advanced and New
Technology Enterprise” status and were entitled to the preferential tax rate
of 15% for three consecutive years commencing from 2019, which
remained stable as compared to that of 2019 (2019: 15%)).

Income tax expense decreased by 70.3% from RMB7.0 million in 2019 to
RMB2.1 million in 2020, mainly due to the combined effect of loss incurred
in 2020 and the additional tax expense in 2020 as a result of underpayment
of tax in 2019.

Loss Attributable to Owners of the Company

Loss attributable to ordinary equity holders of the Company decreased by
63.0% from RMB2,285.4 million in 2019 to RMB845.3 million in 2020,
which is mainly attributable to the decrease in net loss as a result of the
aforesaid reasons and one-off charge of loss arising from the incident.

Loss per Share Attributable to Ordinary Equity Holders
of the Company
Basic loss per share decrease from RMB3.95 in 2019 to RMB1.46 in 2020.

The decrease in loss per share was attributable to the decrease in loss
attributable to ordinary equity holders of the Company.

Net Loss Margin

Net loss margin decreased by 61.5% from 970.6% in 2019 to 373.5% in
2020, which was mainly attributable to a comparative decrease in loss
arising from the incident as compared with last year.
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FINANCIAL AND LIQUIDITY POSITION

Prepayments, deposits and other receivables

Details of the Group’s prepayments, deposits and other receivables as at
31 December 2020 and 2019 are as follows:

MBERRBE SR

FANRIR - RERAMERRIR

REBR -_ZE-_ZERK_T-hhE+=-_A=1+—H
RTEMFUE ~ e R EMEUGRIEFBIT ¢

Bl & ER IR IR
BRER FB UK m VTR FRIR

Prepayments for fixed assets

Prepayments for procurements of
condiment products

Other prepayments

Deposits and other receivables

H{thFE {5
e R E b RUGRIR

B DERIERBEENID

Less: Portion classify as non-current assets

FEATENFIE - Be Rk
HAtb EUF IR R R EN BB 0

Current portion included in prepayments,
deposits and other receivables

2020 2019
il —T-NF
RMB’000 RMB'000
ARMT T ARBTT
3,463 13,528
2,837 18,696
1,652 20,008
23,309 45,185
31,261 97,417
(15,714) (25,028)
15,547 72,389

Trade receivables

Trade receivables decreased from RMB28.4 million as at 31 December
2019 to RMB20.4 million as at 31 December 2020 and the turnover days of
trade receivables decreased from 47 days in 2019 to 44 days in 2020,
mainly reflecting the fact that the Company tightened its control over the
timing for collection of account receivables. Details of the ageing analysis of
trade receivables are set out in note 21 to the consolidated financial
statements in this report.

In 2020, we classified our distributors into two categories, namely core
distributors and non-core distributors, based on their scale, channels,
capability and cooperativeness, local influence and other factors, and
provided them with our resources in respect with terminal construction
and market development for their orderly development and reasonable
allocation, with an aim of molding all of them to be our core distributors.
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MANAGEMENT DISCUSSION

Inventories

As at 31 December 2020 , the carrying amount of the Group’s inventories
amounted to RMB684.9 million (2019: RMB1,070.7 million), of which
RMB524.7 million (2019: RMB788.4 million) were base wine.

Inventories decreased from RMB1,070.7 million as at 31 December 2019 to
RMB684.9 million as at 31 December 2020, primarily due to the decrease
in the number of work in progress. A substantial part of our inventories are
work in progress, mainly representing base wine, base soy sauce, semi-
finished soybean paste and base vinegar in the brewing period. Due to the
long production cycle and short sales cycle, we reserve certain amount of
well-aged base wine to cope with the sales growth in the future.

We regularly monitor the inventory level maintained by our distributors. Our
sales representatives maintain frequent telephone or email communications
with our distributors to inquire about their monthly inventory reports, and
pay regular visits to their warehouses. Our sales representatives conduct
statistics on the inventory of distributors at least once a week on Saturday,
which is reported to the Company weekly, and pay regular visits to the
warehouses of distributors to ensure that they keep optimal stock level and
our products are sold to end sellers within the shelf life. We generally expect
our distributors to maintain sufficient stock for 30 to 60 days of supply. In
the event a distributor maintains stocks of more than 45 days of supply, the
relevant sales representatives will assist such distributor in marketing and
promotional activities and suggest orders with a smaller amount to be
placed for the subsequent periods to minimize excess inventory.

As at 31 December 2020, our inventories with a carrying amount of
RMB549.2 million (31 December 2019: RMB682.3 million) were pledged to
secure bank loans granted to the Group, for details please refer to note 20
to the consolidated financial statements.
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Borrowings

As at 31 December 2020, our total borrowings amounted to RMB1,495.5
million (31 December 2019: RMB1,428.2 million).

Our principal sources of liquidity include cash generated from business
operation, bank borrowings and other borrowings. The cash from these
sources are primarily used for our working capital, the expansion of
production capacity, other capital expenditures and debt service
requirements.

As at 31 December 2020, the Group’s bank loans amounting to
approximately RMB462.5 million were not in compliance with certain
financial loan covenants. No further reclassification is needed regarding the
rest of the aforesaid bank loans since their maturity were all within 12
months and have already been classified as current liabilities.

Foreign currency risks

The Group mainly operates in the PRC and its operations mainly settled in
Renminbi. The Group will closely monitor the fluctuations of the Renminbi
exchange rate and give prudent consideration as to entering into any
currency swap arrangement as and when appropriate for hedging
corresponding risks. For the year ended 31 December 2020, the Group
was not engaged in hedging activities for managing foreign exchange rate
risk.

Liquidity and Financial Resources

As at 31 December 2020, we had cash and cash equivalents of RMB8.4
million (31 December 2019: RMB172.1 million). As at 31 December 2020,
we had interest-bearing bank and other borrowings of an aggregate
amount of RMB1,495.5 million (31 December 2019: RMB1,428.2 million),
which were denominated in RMB with interest rates from 3.9% to 24.0%
per annum.

Our principal sources of liquidity include cash generated from business
operation, bank borrowings and other borrowings. We used cash from
such sources for working capital, production facility expansions, other
capital expenditures and debt repayment. We expect these uses will
continue to be our principal uses of cash in the future, and that our cash
flow will be sufficient to fund our ongoing business requirements.
Meanwhile, we have decided to further broaden our financing channel to
improve our capital structure.
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MANAGEMENT DISCUSSION

GEARING RATIO

The gearing ratio of the Group was 189.6% as at 31 December 2020,
representing a increase of 77.4% over 2019.

The gearing ratio is based on net debt divided by net debt plus total deficit
as at 31 December 2020. Net debt includes total debt net of cash and cash
equivalents. Total debt includes trade payables, other payables and
accruals, amounts due to related companies, amount due to ultimate
holding company, interest-bearing bank and other borrowings, provision for
loss on unauthorised guarantees and other long term liabilities.

CAPITAL COMMITMENT

Capital commitment as at 31 December 2020 amounted to RMB5.0 million
(31 December 2019: RMB5.2 million), which was mainly related to
equipment installation works of condiment workshop.

CONTINGENT LIABILITIES

Save as disclosed in note 42 to the consolidated financial statements in this
annual report, as at 31 December 2020, we did not have other material
contingent liabilities.

PLEDGE OF ASSETS

As at 31 December 2020, our inventories with a carrying amount of
RMB549.2 million, property, plant and equipment with a carrying amount of
RMB251.5 million, leasehold land with a carrying amount of RMB50.9
million, and deposits with a carrying amount of RMBO0.2 million were
pledged to secure general banking facilities granted to us.

Except as disclosed in this report, to the best knowledge and belief of the
Directors, we have not entered into any off-balance sheet guarantees or
other commitments to guarantee the payment obligations of any third party.
It does not have any interest in any unconsolidated entity that provides
financing, liquidity, market risk or credit support to it or engage in leasing or
hedging or research and development or other service.

MATERIAL ACQUISITION AND DISPOSAL

The Company has no material acquisition and disposal as at 31 December
2020.

SIGNIFICANT INVESTMENTS HELD

Our Group did not hold any significant investments during the year ended
31 December 2020.
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DISCLAIMER OF OPINION (THE
“DISCLAIMER OF OPINION?”)

The Company’s auditor, Grant Thornton Hong Kong Limited issued a
disclaimer of opinion on the consolidated financial statements of the Group,
details of which are set out in the independent auditor’s report.

BASIS FOR DISCLAIMER OF OPINION

Issues arising from the Investigation and scope
limitation

As described in note 2.1(a) to the consolidated financial statements, the
Company was informed in 2021 of certain issues in relation to the
discrepancy of a bank account balance, unauthorised guarantees and
outstanding issues of prepayments for fixed assets and tax matters of the
Group (the “Incident”). In response to this, the Company has established
an Independent Investigation Committee of the board of directors and the
Independent Investigation Committee has engaged FTI Consulting (China)
Limited (“FTI Consulting”), as an independent forensic accountant, to
undertake an independent investigation (the “Investigation”) on the
Incident. The impact of the Incident, together with the findings of the
Investigation and follow up actions taken by the Company, are summarised
in note 2.1(a) to the consolidated financial statements.

The findings of the Investigation, together with other matters identified by
the management during their process of quantifying the impact in the
appropriate accounting periods by reconstructing the accounting records
and examination of supporting documents as detailed in note 2.1(a) to the
consolidated financial statements (“Management Reassessment’), led to
the recognition of a loss arising from the Incident as detailed in note 2.1 to
the consolidated financial statements, of approximately RMB600,575,000
and RMB2,061,934,000 (the “Loss arising from the Incident”) which
were recognised in the consolidated statement of profit or loss and other
comprehensive income for the years ended 31 December 2020 and 2019,
respectively as the directors of the Company were of the opinion that these
were the practicable periods to recognise the loss having taken into
account the findings of the Investigation and Management Reassessment.

As described in the findings of the Investigation, Mr. Chen Weizhong and a
number of former employees were likely involved in the Incident and have
resigned, resulting in mishandling and loss of certain of the source
documents of the Group of past years. Due to the above concern and
irregular nature of the Incident, and; there was no other satisfactory audit
procedure that Grant Thornton Hong Kong Limited could adopt Grant
Thornton Hong Kong Limited were unable to obtain sufficient audit evidence
to ascertain the nature and commercial substance of the underlying
transactions leading to the Loss arising from the Incident; and as to whether
the nature of these underlying transactions involved in the Incident was
properly disclosed and recognised in the appropriate accounting periods in
the consolidated financial statements for the years ended 31 December
2020 and 2019.
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MANAGEMENT DISCUSSION

Any adjustments that might have been found necessary in respect of the
Incident would affect the disclosure and recognition of the Loss arising from
the Incident in the Group’s consolidated statements of profit or loss and
other comprehensive income for the years ended 31 December 2020 and
2019 and the accounting items in the consolidated statements of financial
position as at 1 January 2020 and the categorisation of the related cash
flows in the consolidated statements of cash flows for the years ended 31
December 2020 and 2019.

Existence, accuracy, valuation and completeness of
inventories

Grant Thornton Hong Kong Limited were unable to obtain sufficient
appropriate audit evidence to satisfy themselves as to the existence,
accuracy, valuation and completeness of the inventories of approximately
RMB684,926,000 because Grant Thornton Hong Kong Limited were
appointed as auditors subsequent to 31 December 2020 and hence not
able to observe the physical stock-counts at 31 December 2020 and the
existence of inventories needs involvement of laboratory examination to
validate its chemical contents from an independent third-party examination
agency at 31 December 2020 because the majority of the inventories were
base wine and base soy sauce which could not be easily substantiated via
physical observation. Accordingly, Grant Thornton Hong Kong Limited have
been unable to determine the valuation, accuracy and completeness of
inventories as at 31 December 2020. There was no other satisfactory audit
procedure that Grant Thornton Hong Kong Limited could adopt to assess
the condition of inventories and to validate the existence, accuracy,
valuation and completeness of inventories were properly disclosed and
recognised in the consolidated financial statements as at 31 December
2020 and 1 January 2020.

Opening balances and corresponding figures

Based on the findings of the Investigation and the Management
Reassessment as described in note 2.1(b) to the consolidated financial
statements, the Group corrected the accounting errors in the current year’s
consolidated financial statements by adjusting the opening balances as at 1
January 2020 and restating the comparative amounts as at 31 December
2019 as described in note 2.1(b) to the consolidated financial statements
(the “prior years’ adjustments”). However, due to the loss of certain
records and documents as described in matter mentioned in item 1 above,
the Group was unable to accurately and completely determine the portion
of the prior years’ adjustments that should have been recorded in
accounting periods prior to 31 December 2019. Hence, a third consolidated
statement of financial position as at 1 January 2019 was not presented in
the current year’s consolidated financial statements.
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This is not in accordance with International Accounting Standards 1
Presentation of Financial Statements, which requires an entity to present a
third statement of financial position as at the beginning of the preceding
period if a retrospective application of an accounting policy, retrospective
restatement or reclassification has a material effect on the information in the
statement of financial position at the beginning of the preceding period.
Accordingly, a third consolidated statement of financial position as at 1
January 2019 should have been presented in the current year’s financial
statements. Due to the irregular nature of the Incident, Grant Thornton
Hong Kong Limited were unable to obtain sufficient and appropriate audit
evidence to assess the appropriateness of the prior years’ adjustments for
the year ended 31 December 2019 and whether certain portion of the prior
years’ adjustments should have been recorded in accounting periods prior
to 31 December 2019. Accordingly, the prior years’ adjustments for the
year ended 31 December 2019 may not be accurately recognised or
disclosed and the restated corresponding amounts for the year ended 31
December 2019 may not be comparable to current year.

Had Grant Thornton Hong Kong Limited been able to satisfy themselves in
respect of the matters mentioned in the items 1 to 3 above, adjustments
might have been found to be necessary which would have had a
consequential impact on the financial position of the Group as at 31
December 2020 and its financial performance for the year ended 31
December 2020 and/or the comparative information, and may have resulted
in additional information being disclosed in the consolidated financial
statements as to the nature of these transactions.

THE MANAGEMENT’S POSITION, VIEW
AND ASSESSMENT ON THE DISCLAIMER
OF OPINION

In view of the uncertainties relating to (i) issues arising from the Investigation
and scope limitation; (i) existence, accuracy, valuation and completeness of
inventories; and (iii) material uncertainties related to going concern, the
Directors have undertaken a number of plans and measures to migrate the
issues above, including but not limited to:

(i) established the Independent Investigation Committee, appointed the
Independent Forensic Accountant, to investigate into the Irregularities
identified in the Investigation, including other bank discrepancies and
fictitious sales and purchase transactions which happened in 2019
and 2020 and certain suspicious prepayments which happened in
2015. For details of the key findings of the Investigation, please refer
to the announcement of the Company dated 30 May 2022;
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MANAGEMENT DISCUSSION

(i)  the Company has appointed an internal control consultant to review
the Group’s internal controls and procedures and provide
recommendations and remedial measures to the Group to strengthen
the existing corporate governance and internal controls, particularly
for the measures to prevent deliberate overriding by Mr. Chen
Weizhong in the future. The Group has implemented the
recommended remedial measures, for details please refer to the
announcement of the Company dated 27 September 2022;

(i) undertook certain personnel arrangements to ensure the personnel
involved in the Incidents are no longer involved in the management of
the operation of the Group; and

(iv)  further, management performed management reassessment to
quantify the impact and considered the events leading to accounting
errors might have happened in or prior to 2019. During the course of
the preparation of the consolidated financial statements for the year
ended 31 December 2020, management has prepared the necessary
prior years’ adjustments, in according with the requirements of IAS 8
Accounting Policies, Changes in Accounting Estimates and Errors, to
correct the errors and restate the opening balances of assets,
liabilities and equity for the earliest period for which retrospective
restatement is practicable (see details in note 2.1 to the consolidated
financial statements), except the Directors found it is impracticable to
recognise the cumulative effects of the losses on the Incident until the
end of 2020 when the Incident was ended.

Based on the above, the Board is of the view that the Company and its
management had endeavoured their best efforts to resolve the issues
leading to the disclaimer of opinion.

AUDIT COMMITTEE’S VIEW ON THE
DISCLAIMER OF OPINION

The Audit Committee had critically reviewed the Disclaimer of Opinion, the
management’s position concerning the Disclaimer of Opinion (the
“Management’s Position”) and measures taken by the Group for
addressing the Disclaimer of Opinion. There was no disagreement between
the views of the Audit Committee and the management in respects of the
Disclaimer of Opinion and the Company’s plan to address the Disclaimer.
The Audit Committee had also considered Grant Thornton Hong Kong
Limited’s rationale and understood their consideration in arriving their
opinion.
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FUTURE PROSPECTS

In the wake of uncertainties brought by the COVID-19 pandemic and
consumers’ concern over the global economic prospect, the proportion of
household consumption of condiment products is expected to increase,
while the proportion of catering and entertainment consumption is expected
to decrease accordingly. Therefore, the Company will continue to commit
resources to the supermarket, distribution and e-commerce channels
related to household consumption in the short term. In the long run, the
Group still believes that the catering market will be the main growth point of
its future business as the post-pandemic recovery continues in the catering
industry. The Group is committed to developing and gradually launching
value-for-money products suitable for consumption in the catering market
to gain a larger market share.

As for the cooking wine market, the brewing standards of the cooking wine
market have been further regulated with the introduction and
implementation of the standards for brewing cooking wine. It has become a
trend for “pure brewing” to replace the “prepared” and “blended” condiment
products in the market. Considering that the growth in sales of brewed
cooking wine can be achieved through guiding the consumers’ usage
habits, the Group will strive to influence consumers from the aspects of raw
materials, wine quality, years and brewing technology of its products,
aiming at boosting the market share and sales price of the Group’s cooking
wine products. With the food safety and environmental protection measures
deepening, the Group, as a leading player in the cooking wine industry,
clearly enjoys more advantages in terms of technology, capital, market and
risk resistance over other small and medium-sized enterprises in the
market. The Group’s outstanding brand awareness, modernised traditional
craftsmanship, mature quality control system and comprehensive product
research and development system will provide the cooking wine products
under “Lao Heng He” brand with more room for development.

In addition to maintaining the leading position of our cooking wine products,
we will endeavor to adhere to our strategy of “diversified” product structure
so as to meet the diversified market demand for green, healthy and tasty
condiment products. We will also keep expanding our production capacity
and achieving automation upgrade to enhance our overall profitability.
Leveraging on the product quality and technology of “Lao Heng He” brand
as our core-competitiveness, we hope to stand out amid fierce market
competition through differentiation in product quality.

Therefore, we believe that our “Lao Heng He” products will continue to
grow in China.
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MANAGEMENT DISCUSSION

GOALS AND STRATEGIES

Although the pandemic has intensified the fierce competition in the
condiment market, the rigid demand for condiments maintains strong
momentum without noticeable cyclical features, and the condiment industry
is least impacted by macroeconomic conditions, and demonstrates a
desirable profitability. With the continuous improvement of national
urbanization rate and the formation of Central Metropolitan Area of Yangtze
River Delta through integrated development covering nine cities, the
consumption and quality demand for condiments have increased
significantly, with a large room for industry development and distinct
development level. We will adhere to a consumer-oriented sales strategy.
By “diversifying” resources to develop products for different sales channels,
we are committed to achieving higher customer loyalty. We focus on
providing consumers with safer and healthier naturally-brewed condiment
products.

Our business goal is to enhance our position in the condiments industry by
leveraging on our leading position in the cooking wine industry to diversify
the sales channels and conduct sales of portfolio products. On one hand,
we will further increase the input in establishing the marketing team and
training our staff. On the other hand, we will enrich the product structure of
the Company and offer a variety of high-quality products commensurate
with the spending power of the general public. In respect of the expansion
of distributors, we will continue to cooperate with capable distributors
through our diversified sales channels, and continue to actively improve the
market share of our “Lao Heng He” brand in the PRC market.

In view of the new spending patterns due to the pandemic, we also actively
accelerated the development of new retail channels and enriched our online
products. A batch of new platforms with strategic cooperation have been
formed, such as the online platform of KA (Key Account) malls and
supermarkets, the community e-commerce platform, and the e-commerce
platform for group-buying members, which achieved multi-dimensional and
full coverage of promotional effects through live stream videos, short movie
clips, etc. In addition, we also strived to activate the linkage of social
e-commerce and the community to create a community distribution model
for all shopping guides.

We always pay close attention to and actively address any risks that may
come along with the growth of business. In 2020, we released the vitality of
the marketing team by reforming marketing architecture in response to the
possible negative impact caused by the incompetence of our sales teams
in the sales of the Group’s products under the influence of the pandemic.
Meanwhile, we also continue to further strengthen the credit risk
management of customers by strengthening credit approval and
establishing an information sharing platform for distributors to deal with the
risks caused by the pandemic.

“lLao Heng He” strives to become a preferred choice of consumers.
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MANAGEMENT DISCUSSION
AND ANALYSIS
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EMPLOYEES AND WELFARE
CONTRIBUTION

As at 31 December 2020, the Group had approximately 422 full-time
employees (31 December 2019: 538). The employees’ remuneration
packages are determined with reference to their experience and
qualifications and general market conditions. The remuneration policies,
bonus, evaluation systems and training programs for employees of our
Group were implemented continuously according to policies disclosed in
the 2019 annual report and no change has been made in 2020.

The total remuneration paid to the Group’s employees (excluding Directors’
and chief executive’s remuneration) for the year ended 31 December 2020
amounted to approximately RMB33.6 million (2019: approximately
RMB51.7 million), which included the Group’s contribution to the employee
benefit plan for the year 2020 of RMB3.5 million (2019: RMB6.4 million).
Details of the employee benefit expense are disclosed in note 2.23 to the
consolidated financial statements in this annual report.

The following table sets forth the Group’s full-time employees by function
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as at 31 December 2020: B omE2BES :
As at 31 December 2020
BE2-Z-ZEF+=-A=+—H
Number of
employees % of total
EEA" HEHE S
Production EE 236 55.9
Management and administration BEERITHER 21 5.0
Sales and marketing HE 2 83 19.7
Quality control, research and development e - A R EA
and others 82 19.4
Total HRET 422 100.0
The Group has designed an evaluation system to assess the performance AEED ZTTHER U EEEENRIE - %

of its employees. This system forms the basis for determination of
employees’ salaries, bonuses and promotions. We believe the salaries and
bonuses that our Group’s employees receive are competitive with market
rates. Under applicable PRC laws and regulations, our Group is subject to
social insurance contribution plans, work-related injury insurance and
maternity insurance schemes.
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MANAGEMENT DISCUSSION

We place a strong emphasis on providing training to our employees in order
to enhance their technical and product knowledge as well as
comprehension of industry quality standards and work place safety
standards. We also provide regular on-site and off-site training to help our
employees to improve their skills and knowledge. These training courses
range from further educational studies to basic production process and skill
training to professional development courses for its management personnel.

CHARITABLE DONATIONS

During the year of 2020, the Group made charitable donations of
RMB66,000.
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The Company is committed to maintaining a high standard of corporate
governance practices for enhancing accountability and transparency of the
Company to its investors and Shareholders. The Board and the
management of the Company are committed to conducting the Group’s
businesses in a transparent and responsible manner, and they believe good
corporate governance provides a framework that is essential for effective
management, a healthy corporate culture, sustainable business growth and
enhancing Shareholders’ value in the long term.

(A) CORPORATE GOVERNANCE

PRACTICES

The Company has adopted the code provisions as set out in the
Corporate Governance Code and Corporate Governance Report (the
“Governance Code”) as contained in Appendix 14 to the Rules
Governing the Listing of Securities on The Stock Exchange of Hong
Kong Limited (as amended from time to time) (the “Listing Rules”)
as its own code to govern its corporate governance practices.

During the year ended 31 December 2020, the Company has
complied with the code provisions set out in the Governance Code
except the deviations as set out below in this report.

The Board will continue to review and monitor the practices of the
Company with an aim to achieve and maintain a high standard of
corporate governance practices.

(B) DIRECTORS’ AND SENIOR

34

MANAGEMENT’S SECURITIES
TRANSACTIONS

The Company has adopted the “Model Code for Securities
Transactions by Directors of Listed Issuer” (the “Model Code”) set
out in Appendix 10 to the Listing Rules as its code of conduct
regarding dealings in the securities of the Company by the Directors
of the Company and the Group’s senior management who, because
of his/her office or employment, is likely to possess inside information
in relation to the Group or the Company’s securities.

Upon specific enquiry, all Directors of the Company confirmed that
they have complied with the Model Code during the year ended 31
December 2020. In addition, the Company is not aware of any non-
compliance of the Model Code by the senior management of the
Group during the year ended 31 December 2020.
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CORPORATE GOVERNANCE REPORT

(C) THE BOARD OF DIRECTORS

Board Responsibilities

The Board is responsible for the overall management of the
Company, including establishing and overseeing the Company’s
strategic development, business plans, financial objectives, capital
investment proposals and assumes the responsibilities of corporate
governance of the Company.

The Board gave their input and considered the priorities and
initiatives, aiming at developing a sustainable plan for the Company to
generate and preserve its long-term corporate values and to achieve
its business strategies and objectives.

The Board may from time to time delegate all or any of its powers
that it may think fit to a Director or member of senior management of
the Company. The Board has formulated clear and specific rules and
policies on such delegation of power to facilitate efficient operation of
the Company and is supported by three board committees together
the “Board Committees”, which are audit Committee (the “Audit
Committee”) , remuneration Committee (the “Remuneration
Committee”) and nomination Committee (the “Nomination
Committee”).

Directors must dedicate sufficient time and attention to the Group’s
affairs. Besides, the Company also requested all Directors to disclose
to the Company annually the number and the nature of offices held in
public companies or organizations and other significant commitments
with an indication of the time involved.

The Company has arranged appropriate insurance for all Directors in
respect of legal actions against the Directors arising out of corporate
activities.
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Functions and Duties of the Board

The Board supervises the management of business and affairs of the
Company. The primary duties of the Board include:

(@ overall management of the business and strategic
development;

(b)  deciding business plans and investment plans;

()  monitoring the ongoing operation of the Company and to
ensure that it is managed in the best interests of the
Shareholders as a whole while taking into account the interests
of other stakeholders;

(d)  convening general meetings and reporting to the Shareholders;
and

(e)  exercising other powers, functions and duties conferred by
Shareholders in general meetings.

The Board delegates the authority and responsibility of daily
operations, business strategies and day to day management of the
Company to the chief executive officer (“CEO”) and the senior
management.

The senior management, under the leadership of the CEO, is
delegated by the Board the authority and responsibility for the daily
operations and management of the Group. The delegated functions
and work tasks are periodically reviewed. Approval has to be
obtained from the Board prior to any significant transactions to be
entered by the Company.

Board Members

During the year ended 31 December 2020, the Board consist of the
following Directors:

Executive Directors
Mr. Chen Wei (Chairman)
(appointed on 11 September 2020)
Mr. Chen Weizhong (CEO)
(resigned as the Chairman on 11 September 2020, and
resigned as executive Director and
CEO on 2 February 2021)
Mr. Sheng Mingjian (resigned on 28 June 2022)
Mr. Wang Chao (resigned on 11 September 2020)

Non-executive Director
Mr. Gu Wei (appointed on 2 September 2020)
Mr. He Yuanchuan (resigned on 28 August 2020)

Independent Non-executive Directors
Mr. Shen Zhenchang

Mr. Ng Wing Fai

Mr. Sun Jiong
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CORPORATE GOVERNANCE REPORT

There is no financial, business, family or other material or relevant
relationships among the Directors of the Company.

An updated list of the roles and functions of Directors is maintained
on the websites of the Company and the Stock Exchange, and the
Company shall keep updating whenever necessary. The details of the
Directors’ biographical information (save for those that have resigned)
are contained in the section headed “Profile of Directors and Senior
Management” of this annual report.

The Company has adopted a Board diversity policy on 25 March
2014 (the “Board Diversity Policy”). The Company recognizes and
embraces the benefits of having a diverse Board to the quality of its
performance. The Board Diversity Policy aims to set out the approach
to achieve diversity on the Board. The Remuneration Committee and
Nomination Committee will evaluate the balance and blend of skills,
experience and diversity of perspectives of the Board. Selection of
candidates will be based on a range of diversity experiences,
including but not limited to age, gender, cultural and educational
background, and merit and contribution that the selected candidates
will bring to the Board.

Having reviewed the Board composition, the Nomination Committee
recognises the importance and benefits of the gender diversity at the
Board level and will take initiatives to enhance the gender diversity
among the Board members when selecting and making
recommendation on suitable candidates for Board appointments.

The Board currently consists of only male Director. In recognising the
particular importance of gender diversity, the Company targets to
appoint at least one female director by on later than 31 December
2024.

Director Nomination Policy

In assessing the Board composition, the Nomination Committee
would take into account various aspects set out in the Board Diversity
Policy, including but not limited to gender, age, cultural and
educational background, professional qualifications, skills, knowledge
and industry and regional experience. The Nomination Committee
would review the implementation of the Board Diversity Policy in
achieving the objectives set for the benefits of the Company.

In identifying and selecting suitable candidates for directorships, the
Nomination Committee would consider the candidate’s character,
qualifications, experience, independence and other relevant criteria
necessary to complement the corporate strategy and achieve Board
diversity, where appropriate, before making recommendation to the
Board.
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Independent Non-executive Directors

The Company at all times complied with the requirement of Rule
3.10A of the Listing Rules, which requires an issuer’s board of
directors to have at least one-third of its members being independent
non-executive directors. In addition, the Company has duly complied
with Rule 3.10(1) and Rule 3.10(2) of the Listing Rules, which requires
the issuer’s board must include at least three independent non-
executive directors and at least one of the independent non-executive
directors to have appropriate professional qualifications or accounting
or related financial management expertise.

Mr. Ng Wing Fai, chairman of the Company’s Audit Committee and
being one of the independent non-executive Director, possesses over
20 years of experience in audit, taxation and consultancy in
government and non-government institutions. Together with another
two independent non-executive Directors, Mr. Shen Zhenchang and
Mr. Sun Jiong, all of whom have wide exposure and experience in the
cooking food industry and provide the Group with diversified
expertise and experience.

Their views and participation in Board and Board committee meetings
bring independent judgment and advice on issues relating to the
Group’s strategies, performance, conflicts of interest, management
process and to ensure that the interests of all Shareholders are taken
into account.

The Company has received an annual confirmation from each of the
independent non-executive Directors on their respective
independence pursuant to Rule 3.13 of the Listing Rules and the
Board considers that each of them be independent. The Board
believes that the present structure of the Board can ensure the
independence and objectivity of the Board and provide an effective
system of checks and balance to safeguard the interests of the
Shareholders and the Company.

The Board considers that the balance between executive and non-
executive Directors is reasonable and adequate to provide sufficient
checks and balances that safeguard the interests of Shareholders
and the Group as a whole. The composition of the Board reflects the
necessary balance of skills and experience appropriate for the
requirements of the business development of the Group and for
effective leadership. The Board has separate and independent
access to the senior management and the company secretary at all
times.

All Directors, including independent non-executive Directors, are

clearly identified as such in all corporate communications containing
the names of the Directors.
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Appointment, Re-election and Removal of
Directors

Each of the Directors has entered into a service contract or a letter of
appointment with the Company for a specific term. The initial term of
office for each Director is a term of three years from their respective
appointment date and is subject to retirement by rotation at an annual
general meeting (the “AGM”) at least once every three years.
According to the articles of association of the Company (the
“Articles”), one-third of the Directors for the time being shall retire
from office by rotation at each AGM provided that every Director shall
be subject to retirement by rotation at least once every three years.
The retiring Directors shall be eligible for re-election at the relevant
AGM. In addition, the Articles provide that any Director appointed by
the Board to fill a casual vacancy shall hold office only until the first
general meeting of the Company after his/her appointment, whereas
any Director appointed by the Board as an addition to the existing
Board shall hold office only until the next following AGM. The Director
appointed by the Board as aforesaid shall be eligible for re-election at
the relevant general meeting.

Shareholders may, at any general meeting of the members convened
and held in accordance with the Articles, remove a Director at any
time before the expiration of his/her period of office notwithstanding
to the contrary in the Articles or in any agreement between the
Company and such Director.

No annual general meeting of the Company was held since 29 June
2020. Therefore, no Directors have been subject to retirement and
re-election by the Shareholders at the annual general meeting.
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Directors’ Continuing Professional Development

The Company has regularly provided the Directors with information of
relevant training courses. Updates on the amendments of applicable
rules and regulations have been given to the Directors from time to
time. Save for the directors resigned during the year 2020 and Mr.
Chen Weizhong, all our Directors have provided the Company with a
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record of their training received in 2020. A summary of the Directors
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participation in continuous professional training for the year ended 31 EE YT
December 2020 is as follows:
Attending briefings/
seminars/
conferences
reading materials/
regulatory updates
HEM S
BHAE g%
mEER
Name of Director BEENR EEREHER
Executive Directors HITESE
Mr. Chen Wei BRIZ e 4
(appointed on 11 September 2020) (RZZEZTFNA+—HEZF) v
Mr. Chen Weizhong Fﬁmu?ii
(resigned on 2 February 2021) (RZE=Z—F A ZHET) v
Mr. Sheng Mingjian BRERfE S A
(resigned on 28 June 2022) (R=E——F X A=-t+/\HET) 4
Mr. Wang Chao FiHBEA
(resigned on 11 September 2020) (RZZE=ZZFNA+—HETE) 4
Non-executive Director HHTESE
Mr. Gu Wei BERE
(appointed on 2 September 2020 (RZZE_TFNHA_BEEE) v
Mr. He Yuanchuan AR S
(resigned on 28 August 2020) (RZZE=ZZFN\AZ+/\HETE) 4
Independent non-executive Directors BUIFHTEF
Mr. Shen Zhenchang RS A v
Mr. Ng Wing Fai BB A v
Mr. Sun Jiong R AE v

Internally, the Company’s senior management, including the executive
Directors, will implement a training plan and conduct training sessions
for its key staff members on a continuing basis. The Directors are
required to submit to the Company details of training sessions taken
by them in each financial year for the Company’s maintenance of
proper training records of the Directors.
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Board and Board Committee Meetings

Under code provision A.1.1 of the Governance Code (which has been
renumbered as code provision C.5.1 with effect from 1 January
2022), the Board should meet regularly and Board meetings should
be held at least four times a year at approximately quarterly intervals
and under code provision A.2.7 of the Governance Code (which has
been renumbered as code provision C.2.7 with effect from 1 January
2022), the chairman of the board should at least annually hold
meeting with the non-executive Directors (including independent non-
executive Directors) without the executive Directors present.

At least 14 days’ notice for all regular Board meetings will be given to
all Directors and all Directors must be given the opportunity to include
items or businesses for discussion in the agenda. For all other Board
meetings, reasonable notice will be given. Relevant agenda and
accompanying Board papers will be sent to all Directors at least three
days in advance of every regular Board meeting.

All matters and decisions reached, including any concerns raised by
Directors or dissenting views expressed, will be recorded in minutes
of Board meeting or other Board committees meetings in sufficient
detail. Draft and final versions of minutes of Board/Board committee
meetings will be sent to all Directors/committee members for
comment and records respectively, within reasonable time after the
respective meetings are held. The final versions of these minutes are
kept by the Company secretary of the Company and are available for
inspection at any reasonable time on reasonable notice by any
Director and auditor of the Company.

During the year ended 31 December 2020, the Board convened a
total of eight Board meetings, one Remuneration Committee meeting,
one Nomination Committee meeting, four Audit Committee meetings,
based on the need of the operation and business development of the
Company.
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All Board members attended the said meetings in person or by
means via telephonic conferencing, which constituting presence at a
meeting as if he has been present in person under the Articles. The
Board intends to meet at least four times per year in the future, and
the chairman of the Board intends to hold at least one meeting per
year with the non-executive Directors (including the independent non-
executive Directors) without the executive Directors present.

During the year ended 31 December 2020, the Board considers that
all meetings have been legally and properly convened in compliance
with the relevant laws and regulations (including the Listing Rules and
the Articles). With the assistance of the company secretary, the
chairman of the Board takes the lead to ensure that Board meetings
and Board committee meetings are convened in accordance with the
requirements set out in the Articles, the terms of reference of the
respective Board committees and the Listing Rules. The Director’s
attendance at the Board meetings is set out in the section headed
“Attendance at Board and Board Committee Meetings” below.

Upon making reasonable request to the Company, Board members
have the right to seek independent professional advice or services at
the Company’s expense to assist them to perform their duties to the
Company.

Should a potential conflict of interest involving substantial
Shareholder(s) or Director(s) arise and the Board considers the matter
to be material, the Company will hold a physical Board meeting to
discuss and consider the matter, instead of passing a written
resolution. Independent non-executive Directors who, and whose
associates, have no material interest in the transaction should be
required to be present at that Board meeting.
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AJ AJ
At SE B IR

Attendance at Board, Board Committee Meetings HEEES EEeZEao2E L

and General Meeting ERBRRAE

Attendance of each Director at all the Board meetings, Board REEHERN _Z_ZFETHNEI2HESS

committee meetings and 2020 AGM held during 2020 is set out as e EECZECEER_T_TERR

follows. BAFEREHBEAEINT o

2020

Audit Nomination = Remuneration Annual

Board Committee Committee Committee General
meeting  meeting meeting meeting Meeting
—EC-EF

Exg BR R ) i

Name of Director EEnE 8% ZEE8E ZEgER ZEgEE BEAE

Executive Directors HITEE

Mr. Chen Wei 5%1*‘5‘@% 11 NA, NA. N.A. 0/0
(appointed as chairman of the Board ~ (RZZE=_ZFH A TEHA TiEH TEH
and executive Director on +-REZEARESE
11 September 2020) ITREHTES)

Mr. Chen Weizhong BRiES ?EE 8/8 N.A. N.A. N.A. N.A.
(resigned as chairman of the Board (R=Z=ZTENA TEA NEA TEA TEA
on 11 September 2020) +—BEEEEeTR)

Mr. Sheng Mingjian ﬁiﬁﬂﬁd‘ii 8/8 N.A. N.A. N.A. 1/1
(resigned as executive Director (M=ZT-—%F<A TER iR TEA
on 28 June 2022) T N\BEHERTES)

Mr. Wang Chao Eﬁf"u$ 77 N.A. N.A. N.A. 1/1
(resigned as executive Director (R=Z=ZTENA TEA NEA TEA
on 11 September 2020) +—BHEIHTESR)

Non-executive Director FHTEE

Mr. Gu Wei Egﬁgfi 2/2 11 N.A. N.A. 0/0
(appointed on 2 September 2020) (R=Z=TFNAZAH iR TiER

BZE)

Mr. He Yuanchuan () |I§E$ 6/6 2/2 NA. N.A. 1/1

(resigned on 28 August 2020) (R=E=ZE\A NEA TEA
—+\B#EfT)

Independent non-executive Directors B EHiTEE

Mr. Shen Zhenchang W RiA=F e 8/8 4/4 1/1 1/1 1/1

Mr. Ng Wing Fai REEEAE 8/8 4/4 1/1 1/1 1

Mr. Sun Jiong BExE 8/8 4/4 1/1 1/1 1/1
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Corporate Governance Responsibilities

The Board is responsible for fulfilling the following corporate
governance responsibilities:

o develop and review the Company’s corporate governance
policies and practices and put forward recommendations to
the Board;

° review and monitor the training and continuing professional
development of Directors and senior management;

o review and monitor the Company’s policies and practices
regarding compliance with laws and regulatory provisions;

° develop, review and monitor code of conduct and compliance
manual for staff and Directors (if any);

° review the Company’s compliance with the Code and
disclosure in the corporate governance report; and

° develop shareholder communications policy and regularly
review the policy to ensure its effectiveness.

(D) CHAIRMAN AND CHIEF EXECUTIVE

44

Code provision A.2.1 of the Governance Code (which has been
renumbered as code provision C.2.1 with effect from 1 January 2022)
provides that the roles of the chairman and the CEO should be
separate and should not be performed by the same individual. The
division of responsibilities between the chairman and the CEO should
be clearly established and set out in writing.

The Group has complied with the practice in code provision A.2.1 of
the Governance Code (which has been renumbered as code
provision C.2.1 with effect from 1 January 2022) since 11 September
2020 when Mr. Chen Weizhong resigned as the chairman of the
Board and Mr. Chen Wei has been appointed as the chairman of the
Board and an executive Director.
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The Remuneration Committee and Nomination Committees also
regularly review the structure and composition of the Board and will
make appropriate recommendations to the Board regarding any
proposed changes.

The Board will continue to review and monitor the practices of the
Company with an aim to maintaining and implementing a high
standard of corporate governance practices.

Mr. Chen, as the chairman of the Board, is responsible for ensuring
that the Directors receive in a timely manner, adequate information
which is accurate, clear, complete and reliable. He ensures that all
Directors are properly briefed on issues arising at the Board meetings.
Mr. Chen is also responsible for ensuring good corporate governance
practices and procedures are maintained, all Directors make full and
active contribution to the Board’s affairs, and the Board acts in the
best interests of the Company and its Shareholders.

Under the leadership of Mr. Chen, the Board works effectively and
performs its responsibilities with all key and appropriate issues
discussed in a timely manner. Appropriate steps are taken to provide
effective communication between the Shareholders and the Board.
Mr. Chen will ensure appropriate steps are taken and the
Shareholders’ views are communicated to the Board as a whole.

A culture of openness and constructive relations among Directors are
promoted within the Board, facilitating effective contribution of non-
executive Directors and ensuring constructive relations between
executive and non-executive Directors.

In the year ended 31 December 2020, Mr. Chen, the chairman of the
Board has met with the independent non-executive Directors (without
the presence of the executive Directors) once to discuss, and obtain
independent views of, the Board affairs.
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(E) NON-EXECUTIVE DIRECTOR

(F)

46

The term of Mr. Gu Wei, the Company’s incumbent non-executive
director, shall last for three years from 2 September 2020.

BOARD COMMITTEES
Delegation by the Board

The Board is supported by the Board Committees, and the Board
has delegated various responsibilities to the Board Committees,
namely the Audit Committee, Remuneration Committee and the
Nomination Committee. All Board Committees perform their distinct
roles in accordance with their respective terms of reference which are
available to public on the websites of the Company and the Stock
Exchange.

The Company has provided the Board Committees with sufficient
resources and the Board Committees may seek independent
professional advice as and when required at the Company’s expense.

Audit Committee

The Company established the Audit Committee on 17 December
2013 with written terms of reference in compliance with the Rules
Governing the Listing of Securities (the “Listing Rules”) on the Stock
Exchange and the Governance Code. The Audit Committee currently
has four members, namely Mr. Ng Wing Fai, Mr. Sun Jiong, Mr. Shen
Zhenchang and Mr. Gu Wei. Mr. Ng Wing Fai, the Company’s
independent non-executive Director, has been appointed as the
chairman of the Audit Committee, and possess the appropriate
professional qualifications required under the Listing Rules. The Audit
Committee has access to professional advice, if required, and is
provided with sufficient resources to perform its duties.

The primary responsibilities of the Audit Committee are to review and
supervise the financial reporting process, financial control, internal
control and risk management systems of the Company, nominate
and monitor external auditor, oversee the audit process and perform
other duties and responsibilities as assigned by the Board on an
annual basis.
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During the year ended 31 December 2020, the Audit Committee has
convened four meetings, with all members present in person or
through telephonic conferencing, during which the following works
were performed:

During the review of financial statements, management has taken/to
be taken actions to settle prepayments for fixed assets, and tax
matters. The audit committee did not express any disagreement with
management’s assessment concerning of the fixed assets, and tax
matters in the preparation of 2020 consolidated financial statements.

The terms of reference of the Audit Committee is available on the
websites of the Company and the Stock Exchange.

The attendance of the Audit Committee members at the above
meeting is set out in the above section headed “Attendance at Board
and Board Committee Meetings”.

Remuneration Committee

The Company established the Remuneration Committee on 17
December 2013 with written terms of reference in compliance with
the Listing Rules and the Governance Code. The Remuneration
Committee has three members, namely Mr. Shen Zhenchang, Mr. Ng
Wing Fai and Mr. Sun Jiong. Mr. Shen Zhenchang, the Company’s
independent non-executive Director, has been appointed as the
chairman of the Remuneration Committee. The Remuneration
Committee has access to professional advise, if required, and is
provided with sufficient resources to perform its duties.

The primary duties of the Remuneration Committee are to review,
determine and make recommendations to the Board on the policy
and structure of the remuneration (including bonuses and other
compensation) payable to the Directors and senior management,
assess performance of executive Directors, approve the terms of
executive Directors’ service contracts and make recommendations
on employee benefit arrangements.

The Remuneration Committee is also responsible to establish a
formal and transparent procedure for development of remuneration
policy, and ensuring no Director or his/her associate is involved in
deciding his/her own remuneration. The Remuneration Committee
will consult with chairman of the Board about the remuneration
proposals for the other executive Directors.
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The Remuneration Committee of the Company held one meeting in
2020 to review and make recommendations on the existing
remuneration packages of all Directors and senior management. The
attendance of the Remuneration Committee members at the above
meeting is set out in the section headed “Attendance at Board and
Board Committee Meetings” above.

The terms of reference of the Remuneration Committee is available
on websites of the Company’s website and the Stock Exchange.

Pursuant to code provision B.1.5 of the Governance Code (which has
been renumbered as code provision E.1.5 with effect from 1 January
2022), the annual remuneration of the members of the senior
management by band for the year ended 31 December 2020 is set
out below:

Remuneration band (RMB)

ARRFHEEER T _TFET KRG
o ARS EREERSREEBNREH
MEBRMLREREREER - T B K
BHF AR ZBERER EX HRESS
MREEERBEEEE] —f-

HINEZ B e m B E ] RN AR KB
B AEUEER] -

RIBEERTAZTFANEXEBISK(BEZE
A BECEFRFEATINEXSE
EA15)  HEZZT-_ZTF+_A=+—HIt
FESREREKBIZEES D 2 FE H
;3T -

Number of Individual

HMEE(ARH) A B
Nil-1,000,000 £%1,000,0007T 6

Details of the remuneration of each Director for the year ended 31
December 2020 are set out in note 12 to the consolidated financial
statements in this annual report.

Nomination Committee

The Company established the Nomination Committee on 17
December 2013 with written terms of reference in compliance with
the Listing Rules and the Governance Code. The Nomination
Committee consists of three members, namely Mr. Sun Jiong, Mr.
Shen Zhenchang and Mr. Ng Wing Fai. Mr. Sun Jiong, the
Company’s independent non-executive Director, has been appointed
as the chairman of the Nomination Committee. The Nomination
Committee has access to professional advice, if required, and is
provided with sufficient resources to perform its duties.

The primary duties of the Nomination Committee are to review the
structure, size and composition of the Board annually and make
recommendations on any proposed changes to the Board
compositions to complement the Company’s corporate strategy. The
Nomination Committee is also responsible for identifying suitably
qualified individuals and making recommendations to the Board on
the appointment or re-appointment of Directors and succession
planning of Directors. Furthermore, it also assesses the independence
of the independent non-executive Directors.
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The Nomination Committee has held one meeting in 2020, during
which the diversity, structure, size and composition of the Board and
the independence of the independent non-executive Directors were
reviewed and considered, and relevant recommendation was made
to the Board. The attendance of the Nomination Committee members
at the above meeting is set out in the section headed “Attendance at
Board and Board Committee Meetings” above.

In assessing the Board composition, the Nomination Committee
takes into account the various aspects set out in the Board Diversity
Policy, including but not limited to gender, age, cultural and
educational background, professional qualifications, skills, knowledge
and industry and regional experience. The Nomination Committee
discussed and agreed on measurable objectives for achieving
diversity on the Board, where necessary, and recommends them to
the Board for adoption. The Nomination Committee considers an
appropriate balance of diversity perspective of the Board is
maintained. The Board Diversity Policy shall be reviewed by the
Nomination Committee annually, as appropriate, to ensure its
effectiveness.

In selecting candidates for directorship of the Company, the
Nomination Committee makes reference to certain criteria such as
the Company’s needs, the integrity, experience, skills and expertise
of the candidate, board diversity aspects and the amount of time and
effort that the candidate will devote to discharge his/her duties and
responsibilities. External recruitment professionals might be engaged
to carry out selection process when necessary.

The terms of reference of the Nomination Committee is available on
the websites of the Company and the Stock Exchange.
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(G) AUDITORS’ REMUNERATION

50

The remuneration paid or payable to the Company’s external
auditors, Ernst & Young (resigned as auditors of the Company with
effect from 26 April 2021) (“EY”) and Grant Thornton Hong Kong
Limited (appointed as auditors of the Company with effect from 12
May 2021) (“Grant Thornton”), during the year is set out below:

(G) 2 R AT BN <=

FRIZMARENTFARAINEZEAMEZ RS
T ES(ER S —FMA -+ HE
EARARZERD) ([RK]) REE (B5) &t
MEBMERAR(ERE=_—FHA+=
HEZEAARTZER) (TBE]) 2 B¢
FAT -

Remuneration

Paid/Payable

et EAEE

RMB’000

Service Category R 7538 5l ARETT
Audit services provided by EY 2K IR AR SR 2,000
Audit services provided by Grant Thornton AR EZERS 3,200

The Audit Committee has expressed its views to the Board that the
level of fees paid/payable to the Company’s external auditors for
annual audit and non-audit services is reasonable. Save as mentioned
in the announcement of the Company dated 26 April 2021, there has
been no major disagreement between the EY and the management
of the Company during the year ended 31 December 2020.

The Audit Committee is responsible to make recommendation to the
Board as to the appointment, re-appointment and removal of the
external auditors. There is no disagreement between the Board and
the Audit Committee regarding the appointment of Grant Thornton as
the Company’s external auditors during the years ended 31
December 2020 and 2021.
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(H) DIRECTORS’ RESPONSIBILITY FOR

U]

FINANCIAL REPORTING IN RESPECT
OF THE CONSOLIDATED FINANCIAL
STATEMENTS

The Directors acknowledge that it is their responsibility to prepare
accounts of the Group and other financial disclosures required under
the Listing Rules and the Company’s management will provide
information and explanation to the Board to enable it to make
informed assessments of the financial and other decisions.

Grant Thornton draws attention to note 2.2 in the consolidated
financial statements, which describes the principal conditions that
raise doubt about the Group’s ability to continue as a going concern.
These events or conditions indicate that a material uncertainty exists
that may cast significant doubt on the Group’s ability to continue as a
going concern. Their opinion is not modified in respect of this matter.
Save as disclosed in note 2.2 of the consolidated financial statements
in this annual report, the Directors are not aware of any other material
uncertainties relating to events or conditions that may cast significant
doubt upon the Company’s ability to continue as a going concern.

The statement of the auditors of the Company in respect of their
reporting responsibilities on the Company’s consolidated financial
statements for the year ended 31 December 2020 is set out in the
“Independent Auditors’ Report” contained in this annual report.

RISK MANAGEMENT AND INTERNAL
CONTROL

The Board is responsible for maintaining effective risk management
and internal control systems and conducting regular review on the
effectiveness of the risk management and internal control system of
the Company. The risk management and Internal Control systems of
the Group are characterised by distinct division between power and
authority, clear procedures, high transparency and efficiency. The
Company has worked out a procedure for identifying, evaluating and
managing significant risks of the Company. Business departments
including the production and sales departments are responsible for
identifying, supervising and evaluating the risks related to themselves,
and report to the Company’s senior management on a regular basis.
The senior management shall evaluate and set priorities for the
identified risks according to the procedure set by the Board’s Audit
Committee, and then submit risk alleviation plans to the Audit
Committee which shall appoint officers responsible for risk
management.
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The Company has formulated the insider information policies
according to the Securities & Futures Ordinance and the Listing
Rules. The Company’s Directors, senior management and all others
relevant employees are provided with the guidelines to ensure that
the Company promptly disclose the insider information under
reasonable and practicable circumstances. The guideline contains a
series of procedure to ensure that the information are kept
confidential before they are disclosed to the general public, and shall
publicly disclose such information immediately if the Company
considers that it is impossible to keep it confidential as required.

The risk management and internal control systems adopted by the
Company are designed to manage rather than eliminate the risks of
failing to achieve the business objectives and can only make
reasonable but not absolute assurance against material misstatement
or loss. Procedures have been designed for safeguarding assets
against unauthorized use or disposition, maintaining of proper
accounting records for the provision of reliable financial information
for internal use or for publication, and ensuring compliance of
applicable laws, rules and regulations. However, the system can only
provide reasonable but not absolute assurance against
misstatements or losses.

The Board is responsible for presenting a balanced and clear
assessment of the Group’s performance and prospects.
Management of the Company provides all relevant information to the
Board, giving its members sufficient information and explanation that
it needs to discharge their responsibilities.

The Board acknowledged that there are major internal control
deficiencies identified as a result of the findings from the forensic
investigation and internal control review.

Please refer to the announcement of the Company dated 30 May
2022 and the announcement of the Company expected to be
published by the end of September 2022 for further details of the key
findings of the forensic investigation, the supplemental forensic
investigation and certain remedial measures adopted by Group.
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As disclosed in the announcement of the Company dated 16 August
2021, the Company has engaged an internal control consultant to
conduct a review of the internal control systems and procedures of
the Group, identify any defects in the internal control systems and
procedures of the Group and make recommendations accordingly.
As at the date of this report, the internal control review has
completed. Please refer to the announcement of the Company dated
27 September 2022 for further details of the internal control review,
defects identified in the internal control systems and procedures of
the Group and remediation actions taken by the Group.

As disclosed in the Company’s announcement dated 30 March 2021,
26 April 2021, 24 June 2021, 30 August 2021, 31 March 2022 and
31 August 2022, (1) the publication of the annual results for the year
ended 31 December 2020 and 31 December 2021; (2) the despatch
of the annual report for the year ended 31 December 2020 and 31
December 2021; (3) the publication of the interim results for the six
months ended 30 June 2021 and 30 June 2022; and (4) the
despatch of the interim report for the six months ended 30 June
2021 and ended 30 June 2022 had been delayed (the “Delay”). For
reasons of the Delay, please refer to the mentioned announcements.

The Delay constitutes non-compliance of Rules 13.49(1), 13.46(2)(a),
13.48(1) and 13.49(6) of the Listing Rules respectively. The failure to
lay the financial statements for the year ended 31 December 2020
and 31 December 2021 before its members at an annual general
meeting within 6 months after the end of the financial year constitutes
non-compliance of Rule 13.46(2)(b) of the Listing Rule.

The Company had kept the Shareholders and potential investors
informed of the progress of the aforesaid matters by announcements.
Eventually, the mentioned annual results and interim results were
released and published on the websites of the Stock Exchange and
the Company in September 2022. It is expected that the relevant
reports will be despatch in due course. The Board is of the view that
the aforesaid delays are one-off incidents and that the aforesaid
matters had been/will be rectified eventually and the Company had
complied with the Listing Rules in keeping the Shareholders and
investors informed of the progress of the aforesaid matters.
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The Articles set out matters which are specifically reserved to the
Board for its decision. The management team of the Company holds
meetings regularly to review and discuss with executive Directors on
daily operational issues, financial and operating performance as well
as to monitor and ensure the management properly implement the
directions and strategies set by the Board.

In order to improve the Group’s internal audit function, the Audit
Committee has resolved to establish an internal audit department and
to be staffed with experienced internal audit personnel in discharging
the Group’s internal audit function.

The Board will continue, with the assistance of the Audit Committee
and external independent professionals if necessary, to review and
improve the Group’s internal controls system, taking into account the
prevailing regulatory requirements, the Group’s business
development and the interests of shareholders.

COMPANY SECRETARY

Mr. Au Wai Keung (“Mr. Au”) served as the company secretary of the
Company during the year ended 31 December 2020. Mr. Au is a
director of Arion and Associates Limited, a corporate secretarial and
accounting services provider in Hong Kong. Mr. Au possesses the
professional qualifications that the Stock Exchange has considered
acceptable and has taken no less than 15 hours of professional
training during the year ended 31 December 2020.

The primary contact person at the Company is Mr. Liu Jianbin, the
CEO and executive Director of the Company.

Mr. Au is responsible for providing advice to the Board on corporate
governance matters.

(K) SHAREHOLDERS’ RIGHT

54

To safeguard Shareholders’ interests and rights, a separate resolution
is proposed for each substantially separate issue at general meetings,
including the election of individual Directors. All resolutions put
forward at Shareholders’ meetings will be voted on by poll pursuant
to the Listing Rules and poll results will be posted on the websites of
the Company (www.hzlaohenghe.com) and Stock Exchange after
each Shareholders’ meeting. The Articles allow a Shareholder to
attend and vote at a general meeting or to appoint a proxy, who
needs not be a Shareholder, to attend the meeting and vote thereat
on his/her/its behalf.
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Pursuant to the Articles, any one or more Shareholders holding at the
date of deposit of the requisition not less than one-tenth of the paid
up capital of the Company carrying the right of voting at general
meetings of the Company shall have the right, by written requisition
to the Board or the secretary of the Company, to require an
extraordinary general meeting to be called by the Board for the
transaction of any business specified in such requisition, and such
meeting shall be held within two months after the deposit of such
requisition. If within 21 days of such deposit the Board fails to
proceed to convene such meeting, the requisitionist(s) himself
(themselves) may do so in the same manner, and all reasonable
expenses incurred by the requisitionist(s) as a result of the failure of
the Board shall be reimbursed to the requisitionist(s) by the Company.

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

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

Shareholders and potential investors are welcome to communicate
with the Company by email: ir02226@hzlaohenghe.com.
Shareholders may also put forward their written enquiries or
requisitions to the Board at Balidian Town, Food and Industrial Park,
Wuxing District, Huzhou City, PRC (Attention: the Board of Directors).

INVESTOR RELATIONS

The Company believes that effective and proper investor relations
play a vital role in creating Shareholders’ value, enhancing the
corporate transparency as well as establishing market confidence.
The Company discloses information in compliance with the Listing
Rules, and publishes periodic reports and announcements to the
public in accordance with the relevant laws and regulations. The
primary focus of the Company is to ensure information disclosure is
timely, fair, accurate and complete, thereby enabling Shareholders,
investors as well as the public to make rational and informed
decisions. Updated key information and business development of the
Group are also available on the Company’s website to enable
Shareholders and investors to have timely access to information
about the Group.
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The Company also endeavours to maintain an on-going dialogue with
Shareholders and in particular, through general meetings which
provides a forum for Shareholders to raise comments and exchange
views with the Board. Directors (or their delegates as appropriate) will
be available at the AGMs of the Company to address Shareholders’
queries.

The Company will continue to take measures to ensure effective
Shareholders’ communication and transparency.

There has been no change in the Articles since the Listing Date. An
up to date version of the Articles is available on the websites of the
Stock Exchange and the Company.

The Company will strive to strengthen investor relationships and
maintain transparency of the operating strategies, financial
performance and development prospects of the Company.

DIVIDEND POLICY

Policy on payment of dividend of the Company is in place setting out
the factors in determination of dividend payment of the Company, the
Company'’s long-term earning capacity and expected cash inflow and
outflow, the frequency and form of dividend payments. The policy
shall be reviewed periodically and submitted to the Board for approval
if amendments are required.
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The Board is pleased to present the annual report together with the audited
financial statements of the Group for the year ended 31 December 2020.

PRINCIPAL ACTIVITIES

The Company was incorporated in the Cayman Islands on 4 December
2012 as an exempted company with limited liability under the Companies
Law of the Cayman Islands. The Company is an investment holding
company, and its subsidiaries established in the PRC are primarily engaged
in the manufacturing of cooking wine and other condiment products in
China under the “Lao Heng He” (“ E18#1”) brand.

The activities and particulars of the Company’s subsidiaries are shown
under note 1 to the consolidated financial statements. An analysis of the
Group’s revenue and operating profit for the year by principal activities is
set out in the section headed “Management Discussion and Analysis” in this
annual report and note 5 and note 6.1 to the consolidated financial
statements in this annual report.

RESULTS AND DIVIDEND

The results of the Group for the year ended 31 December 2020 are set out
on pages 80 to 86 of this annual report.

The Board does not recommend the payment of a final dividend for the year
ended 31 December 2020.

FINANCIAL SUMMARY

A summary of the published results and assets and liabilities of the Group
for the last five financial years is set out on page 3 of this annual report.

PROPERTY, PLANT AND EQUIPMENT

Details of the movements in property, plant and equipment of the Group
during the year are set out in note 17 to the consolidated financial
statements in this annual report.

EQUITY-LINKED AGREEMENTS

There were no equity-linked agreements entered into by the Group, or
existed during the year ended 31 December 2020.
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SHARE CAPITAL

Details of the movements in the Company’s share capital during the year
ended 31 December 2020 are set out in note 33 to the consolidated
financial statements in this annual report.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Articles, or the
laws of Cayman Islands, which would oblige the Company to offer new
Shares on a pro-rata basis to existing Shareholders.

DISTRIBUTABLE RESERVES

As at 31 December 2020, the Company has no reserve available for
distribution to the shareholders.

RESERVES

Details of the movement in the reserves of the Group and of the Company
during the year ended 31 December 2020 are set out in note 34 to the
consolidated financial statements in this annual report.

BANKING FACILITIES AND OTHER
BORROWINGS

Details of the borrowings are set out in the section headed “Management
Discussion and Analysis” in this annual report and note 29 to the
consolidated financial statements in this annual report.

The Directors are not aware of any circumstances which would give rise to
disclosure obligation pursuant to the requirements under Rule 13.18 of the
Listing Rules as at 31 December 2020.

PURCHASE, SALE OR REDEMPTION OF
THE COMPANY’S LISTED SECURITIES

Neither the Company nor any of its subsidiaries has purchased, sold or
redeemed any of the Company’s listed securities during 2020.

DIRECTORS

A summary of the Directors who held office during the year ended 31
December 2020 and up to the date of this annual report is set out on page
8 of this annual report.
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INDEPENDENCE OF THE INDEPENDENT
NON-EXECUTIVE DIRECTORS

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

BIOGRAPHICAL DETAILS OF THE
DIRECTORS AND THE SENIOR
MANAGEMENT

Biographical details of the Directors and the senior management of the
Group as at the date of this annual report are set out in the section headed
“Profile of Directors and Senior Management” on pages 11 to 17 of this
annual report.

DIRECTORS’ SERVICE CONTRACTS

As at 31 December 2020, none of the Directors has a service contract with
the Company or any of its subsidiaries which is not determinable by the
Company or its subsidiaries, as applicable, within one year without payment
of compensation (other than statutory compensation).

CONTRACTS WITH DIRECTORS AND
CONTROLLING SHAREHOLDERS

No contract of significance (as defined under notes 16.1 and 16.2 of
Appendix 16 to the Listing Rules) has been entered into between the
Company or any of its subsidiaries and a controlling Shareholder or any of
its subsidiaries during the year ended 31 December 2020.

No contract of significance (as defined under notes 15.2 and 15.3 of
Appendix 16 to the Listing Rules) which the Company or any of its
subsidiaries was a party, and in which a Director or an entity connected
with a Director had a material interest, whether directly or indirectly,
subsisted at the end of the year or at any time during the year ended 31
December 2020.
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COMPENSATION OF DIRECTORS AND
SENIOR MANAGEMENT

The emoluments of the Directors and senior management members of the
Group are decided by the Board with reference to the recommendation
given by the Remuneration Committee, having regard to the Group’s
operating results, individual performance and comparable market statistics.

The remuneration (including fees, salaries, allowances and benefits in kind,
performance related bonuses, and pension scheme contributions) paid to
the Company’s Directors in aggregate for the years ended 31 December
2019 and 2020 were approximately RMB1,707,000 and RMB1,573,000,
respectively.

The remuneration (including salaries, allowances and benefits in kind,
performance related bonuses, and pension scheme contributions) paid to
our Group’s five highest paid individuals in aggregate for the years ended
31 December 2019 and 2020 were approximately RMB1,379,000 and
RMB2,084,000, respectively.

For the year ended 31 December 2020, no emoluments were paid by our
Group to any director of the Company or any of the five highest paid
individuals as an inducement to join or upon joining our Group or as
compensation for loss of office. None of the directors has waived any
emoluments for the year ended 31 December 2020.

Details of the Directors’ emoluments and the emoluments of the five highest
paid individuals in the Group are set out in note 12 and note 13 of the
consolidated financial statements in this annual report.

Except as disclosed above, no other payments have been made or are

payable, for the year ended 31 December 2020 by our Group to or on
behalf of any of the Directors.
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DIRECTORS’ INTERESTS IN COMPETING
BUSINESS

During the year, none of the Directors nor the controlling Shareholders of
the Company or their respective associates (as defined in the Listing Rules)
had any interest in a business that competed or was likely compete with,
either directly or indirectly, the business of the Group.

On 8 January 2014, Mr. Chen Weizhong and Key Shine Global Holdings
Limited (the “Covenantors”), and the Company (for itself and as trustee for
each of its subsidiaries) entered into a deed of non-competition (the “Non-
competition Deed”), pursuant to which each of the Covenanters has
irrevocably, jointly and severally given certain non-competition undertakings
to the Company (for itself and as trustee for each of its subsidiaries). Details
of which are set out in the section headed “Relationship with Our Controlling
Shareholders — Non-competition Undertaking” in the Prospectus.

The Covenantors declared that they have complied with the Non-
competition Deed. The independent non-executive Directors have
conducted such review for the year ended 31 December 2020 and also
reviewed the relevant undertakings and are satisfied that the Non-
competition Deed has been fully complied.

PERMITTED INDEMNITY PROVISION

The Company maintained Directors’ liability insurance to protect them from
any loss to which the Directors of the Company might be liable arising from
their actual or alleged misconduct.

MANAGEMENT CONTRACTS

Other than the Directors’ service contracts and appointment letters, no
contract concerning the management and administration of the whole or
any substantial part of the business of the Group were entered into or in
existence as at the end of the year or at any time during 2020.

LOAN OR GUARANTEE FOR LOAN
GRANTED TO THE DIRECTORS

Save as the disclosed in the paragraphs headed “Connected Transaction
and Related Party Transactions” of this report below, during 2020, the
Group had not made any loan or provided any guarantee for any loan,
directly or indirectly, to the Directors, senior management, its ultimate
controlling Shareholders or their respective connected persons.
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INTERESTS AND SHORT POSITIONS OF
DIRECTORS AND CHIEF EXECUTIVE IN
SECURITIES

As at 31 December 2020, the interests or short positions of the Directors
and chief executive of the Company in the Shares, underlying Shares or
debentures of the Company or any of the associated corporations, within
the meaning of Part XV of the Securities and Futures Ordinance (the “SFO”),
which (a) were required to be notified to the Company and the Stock
Exchange pursuant to Division 7 and 8 of Part XV of the SFO (including
interests and short positions which they are taken or deemed to have under
such provisions of the SFO); or (b) were required, pursuant to section 352
of the SFO, to be recorded in the register referred to therein; or (c) were
required to be notified to the Company and the Stock Exchange pursuant
to the Model Code:

Interests in Shares and underlying Shares of the
Company as at 31 December 2020

N P-N

%&%% THAERZBSRZ
m MR B
R—E-—TFE+-A=1+—B ARABEEES
TRABRAA T RAAEEEE(EERBEER
] ([R5 RS A ]) EXVE) 2B - 4
B 19 oK £ 25 v BB 5 (o) IR0 38 25 T2 H 55 91 B XV
HE7 BE 6 HARE AR R R (045 R1E
BT D 2 S SR SR B 2 Ve
B2 MBS RAR) ¢ o (o) IR 5 50 5 e 352
BRI B B MR ¢ 5 () R =T
BANE A AT BB A2 AR

 E-ECEFE T A= -BERKRG
RADBEERS 2w

Approximate
percentage of

Number of the Company’s

Underlying issued share

Capacity/Nature of Interest Shares capital

RN

2 RITRA

Name of Director EEpE B1in Rt HERAHAE BMAOBE DL

Mr. Chen Weizhong BREATHR A Interest in a controlled corporation®l 283,018,750 48.90%
22 thi] 25 [ A e ()

Beneﬂmal owner 2,682,000 0.46%

BEamEA A

Note: These shares are held by Key Shine Global Holdings Limited (‘Key Shine”).
The entire issued share capital of Key Shine is owned by Mr. Chen Weizhong.
Mr. Chen Weizhong is deemed to be interested in the shares held by Key
Shine under SFO.

Save as disclosed above and to the best knowledge of the Directors, as at
31 December 2020, none of the Directors or the chief executive of the
Company has any interests and/or short positions in the Shares, underlying
Shares or debentures of the Company or any of its associated corporations
(within the meaning of Part XV of the SFO) which will have to be notified to
the Company and the Stock Exchange pursuant to Divisions 7 and 8 of
Part XV of the SFO (including interests and short positions which each of
them has taken or deemed to have taken under the SFO) or which will be
required, pursuant to section 352 of the SFO, to be entered in the register
referred to therein or which will be required, pursuant to the Model Code, to
be notified to the Company and the Stock Exchange.
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DIRECTORS’ RIGHTS TO PURCHASE
SHARES OR DEBENTURES

At no time during the year ended 31 December 2020 or the period following
31 December 2020 up to the date of this annual report, was the Company
or any of its subsidiaries or holding company or any of the subsidiaries of
the Company’s holding company a party to any arrangement to enable the
Directors or the chief executive of the Company or their respective
associates to acquire benefits by means of the acquisition of shares in, or
debentures of, the Company or any other body corporate and none of the
Directors and chief executive, or their spouse and children under the age of
18, had any right to subscribe for the securities of the Company, or had
exercised any such right during such period.

SUBSTANTIAL SHAREHOLDERS’
INTERESTS AND SHORT POSITIONS IN
SECURITIES

As at 31 December 2020, so far as are known to the Board, the following
parties (other than any Directors or chief executive of the Company) had
interests and/or short positions in the Shares and underlying Shares which
would fall to be disclosed under the provisions of Divisions 2 and 3 of Part
XV of the SFO or as recorded in the register required to be kept under
section 336 of the SFO:

ZEMBERERARA
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HEHGHRE

the Company as at 31 December 2020

Long positions in the Shares and underlying Shares of HZ_—Z—=%

AR KA 2 =

Ft+t-A=+T—HRAR

Approximate
percentage of

the Company’s
Number of issued Share
Nature of interests Shares held capital®
NG|
BITRA
Name 25 R E BEERGEE BAFAEW
Key Shine Global Holdings Key Shine Global Holdings Beneficial owner 283,018,750 (L) 48.90%
Limited® Limited® EREAA
Ms. Xing Liyu® MBAE L L0 Interest of spouse 285,700,750 (L) 49.37%
fo Bt
Wuxing City Investment HK EHIE (B8)BR AR Person having a security 229,424,000 (L) 39.64%
Company Limited® interest in shares
HEERNERERNAL
Huzhou Wuxing Chengshi Touzi WNREHTIREEEEE  Person having asecurity 229,424,000 (L) 39.64%
Fazhan Jituan Youxian Gongsi® BRAF interest in shares
HEERNERERNAL
Huzhoushi Wuxingqu State-owned AN REEREEAEE  Person having asecurity 229,424,000 (L) 39.64%
Assets Supervision and EERBA L@ interest in shares
Administration Services Centre® HEERNERERNAL
Hwabao Trust Company Limited BEHAREEAT Beneficial owner 72,625,000 (L) 12.55%
(as Hwabao Overseas Markets (T’EFEHE BHONTIBERE  EanEaA
Investment No. 2 QDII Single 257 2511 32-8 H QDI
Unit Trust Plan 32-8)® BB & fatarE)o
Chongging Zhongxin Rongbang EEFHEAIZER Interest of a controlled 72,625,000 (L) 12.55%
Investment Center (BR&%)O corporation
(Limited Partnership)®! R E R
Tibet Zhongxin Ruiyin RPN R R EERE Interest of a controlled 72,625,000 (L) 12.55%
Investment Management BRARFO corporation
Co., Ltd.® RErERR
China Innovative Capital M2 g Bl & 7R Interest of a controlled 72,625,000 (L) 12.55%
Management Limited®! EEARARO corporation
XA E R
Beijing Zhonghai Jiacheng I RBPERHREN Interest of a controlled 72,625,000 (L) 12.55%
Capital Management Limited® EEERARO corporation
SR E R
Zhonghai Shengfeng (Beijing) FERE(JER)BEARER Interest of a controlled 72,625,000 (L) 12.55%

Capital Management Co., Ltd.®

BRARO
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Approximate
percentage of

the Company’s
Number of issued Share
Nature of interests Shares held capital®
oy NG|
ERITRAE
Name 4 EaitE BFERGHE S ER AU
Natural Seasoning International Natural Seasoning (i) Beneficial owner; 345,700,750 (L)® 59.73%°
(HK) Limited (formerly known as International (HK) Limited (i) A concert party to an
China Seasoning International (318 China Seasoning agreement to buy shares
(HK) Limited)® International (HK) described in 5.317(1)(a);
Limited) © and (iii) Person having a
security interest in shares
NERHEBA
(i) B 25 317(1)(a) 1& A3 AY
BARMD m—H— 8
AL &
(i) #E 5 A 17
ERERHALTO
Natural Seasoning International Natural Seasoning Interest of a controlled 345,700,750 (L)® 59.73%®
Limited (formerly known as International Limited corporation
China Seasoning International (318 China Seasoning X EE R
Limited)® International Limited) ©
Lunar Capital Partners IV LP® Lunar Capital Partners IV LP® Interest of a controlled 345,700,750 (L)® 59.73%©
corporation
X EE R
Lunar Capital Partners IV GP, LP® Lunar Capital Interest of a controlled 345,700,750 (L)® 59.73%9
Partners IV GP, LP© corporation
X EE R
LCM-IV General Partner Ltd.® LCM-IV General Partner Ltd.©® Interest of a controlled 345,700,750 (L)® 59.73%®
corporation
X EE R
Mr. Mao Huixin® FEHELED Person having a security 52,000,000 (L) 8.98%
interest in shares
BEEROEMERNAL
MERIDIAN HARVEST LIMITED® MERIDIAN HARVEST Person having a security 52,000,000 (L) 8.98%
LIMITED® interest in shares
BEEROEMERNAL
SUPER SUN & MOON SUPER SUN & MOON Interest of a controlled 52,000,000 (L) 8.98%
CO., LIMITED!"0 CO., LIMITED!"0 corporation
R EEER
Osiris International Trustees Osiris International Trustees ~  Interest of a controlled 52,000,000 (L) 8.98%
Limited®) Limited®) corporation
R E R
(L): represents long position L : BT
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Notes:
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The percentage of shareholding is calculated on the basis of 578,750,000
issued shares of the Company as at 31 December 2020.

The entire issued share capital of Key Shine Global Holdings Limited (“Key
Shine”) is legally and beneficially owned by Mr. Chen Weizhong. Chen
Weizhong is deemed to be interested in the shares held by Key Shine under
the SFO.

Ms. Xing Liyu is the spouse of Mr. Chen Weizhong. Under the SFO, Ms. Xing
Liyu is deemed to be interested in the same number of shares in which Mr.
Chen Weizhong is interested.

Key Shine charged 229,424,000 Shares to Wuxing City Investment HK
Company Limited. Wuxing City Investment HK Company Limited is wholly
owned by Huzhou Wuxing Chengshi Touzi Fazhan Jituan Youxian Gongsi (J#
MR Bk T I B B R & B A R A A]) which is in turn wholly-owned by
Huzhoushi Wuxingqu State-owned Assets Supervision and Administration
Services Centre (#3111 = B (& B /5 & 7N B2 B B 1R AR 7 9 L)) Accordingly,
Huzhou Wuxing Chengshi Touzi Fazhan Jituan Youxian Gongsi (#1524 i1
& %R % B AR A 7)) and Huzhoushi Wuxingqu State-owned Assets
Supervision and Administration Services Centre (J#/N R F[& B 5 & AR EE &
BRI H L) is deemed to be interested in the 229,424,000 Shares which
Wuxing City Investment HK Company Limited interested in.

These shares are held by Hwabao Trust Company Limited (as Hwabao
Overseas Markets Investment No. 2 QDII Single Unit Trust Plan 32-8) (& {=
FAERBEEARI(EAEBRRINTIHIRE 29 K732-8 HAQDIE —& =7
=1 &l) (‘Hwabo Trust’), which is entrusted by Chongging Zhongxin Rongbang
Investment Center (Limited Partnership) (EE R # Rt L E R L (BRAEE))
(“Chongqing Zhongxin (LLP)”), which is managed by Tibet Zhongxin Ruiyin
Investment Management Co., Ltd. (FEf& R ¥ & RIEEEEHR A F) (‘Tibet
Zhongxin”).

Tibet Zhongxin is controlled by China Innovative Capital Management Limited
(FF TR A E A E 2 AR A 7)) (“China Innovative Capital’), as to 100%.
China Innovative Capital is controlled by Beijing Zhonghai Jiacheng Capital
Management Limited (1t R85 # & A B IR H R A F) (‘Beijing Zhonghai
Jiacheng”), as to 40.8%. Beijing Zhonghai Jiacheng is controlled by Zhonghai
Shengfeng (Beijing) Capital Management Co., Ltd. (F1/5 5% (1t ;1) & A& 12
A PR A 7]) (“Zhonghai Shengfeng”), as to 90.00%. By virtue of the SFO,
each of Zhonghai Shengfeng, Beijing Zhonghai Jiacheng, China Innovative
Capital, Tibet Zhongxin, Chongging Zhongxin (LLP) is deemed to be interested
in the shares held by Hwabo Trust.

Based on the disclosure of interests forms filed on 5 December 2019, Natural
Seasoning International (HK) Limited is a direct wholly-owned subsidiary of
Natural Seasoning International Limited, which is wholly-owned by Lunar
Capital Partners IV LP. Lunar Capital Partners IV LP is a partnership managed
by Lunar Capital Partners IV GP, LP (as sole general partner), which is
managed by LCM-IV General Partner Ltd. (as sole general partner). By virtue of
the SFO, each of LCM-IV General Partner Ltd., Lunar Capital Partners IV GP,
LP, Lunar Capital Partners IV LP and Natural Seasoning International Limited is
deemed to be interested in the shares held by Natural Seasoning International
(HK) Limited.
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Based on the three sets of disclosure of interest forms filed on 2 December
2019 and 5 December 2019 (the “Natural Seasoning DI Forms”), (i)
64,276,750 shares were held by Natural Seasoning International (HK) Limited
in the capacity as the beneficial owner; (i) 281,424,000 shares were held by
Natural Seasoning International (HK) Limited in the capacity as a concert party
to an agreement to buy shares described in s.317(1)(a); and (iii) 95,723,250
shares were held by Natural Seasoning International (HK) Limited in the
capacity as person having a security interest in shares. The information
contained in the Natural Seasoning DI Forms may be subject to dispute. For
details of the dispute, please refer to the Company’s announcement dated 16
December 2019.

The information disclosed is based on the Natural Seasoning DI Forms. The
information contained in the Natural Seasoning DI Forms may be subject to
dispute. For details of the dispute, please refer to the Company’s
announcement dated 16 December 2019.

Key Shine charged 52,000,000 Shares in favour of Meridian Harvest Limited
and Mr. Mao Huixin.

(10) These shares are held by MERIDIAN HARVEST LIMITED (“Meridian

Harvest”). Meridian Harvest is controlled by SUPER SUN & MOON CO.,
LIMITED (“Super Sun”) as to 100%. Super Sun is controlled by Osiris
International Trustees Limited (“Osiris”) as to 100%. By virtue of the SFO,
each of Super Sun and Osiris is deemed to be interested in the shares held by
Meridian Harvest.

Please note that the information stated above is based on the disclosure of
interest forms filed by the relevant parties and disclosed on the website of
the Stock Exchange, and the Company makes no representation as to the
accuracy, validity, correctness and completeness of the information stated
therein.

Save as disclosed above, as at 31 December 2020, none of the Directors
was aware that any other persons/entities (other than any Directors or chief
executive of the Company) had an interest or short position in the Shares or
underlying Shares of the Company, its members of the Group or associated
corporations which fall to be disclosed to the Company under the provisions
of Divisions 2 and 3 of Part XV of the SFO or which had entered in the
register required to be kept by the Company pursuant to section 336 of the
SFO.

MAJOR SUPPLIERS AND CUSTOMERS

During the year ended 31 December 2020, the Group’s largest customer
accounted for 11.5% (2019: 11.9%) of the Group’s total revenue. The
Group’s five largest customers accounted for 26.3% (2019: 27.6%) of the
Group’s total revenue.

In the year ended 31 December 2020, the Group’s largest supplier
accounted for 9.4% (2019: 22.2%) of the Group’s total purchases. The
Group’s five largest suppliers accounted for 36.4% (2019: 46.6%) of the
Group’s total purchases.
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To the knowledge of the Directors, none of the Directors or any of their
associates (as defined under the Listing Rules) or any Shareholders (which,
to the best knowledge of the Directors, owns more than 5% of the
Company’s issued share capital) has any beneficial interest in the Group’s
five largest suppliers or the Group’s five largest customers during the
reporting period of 2020.

EMPLOYEES

As at 31 December 2020, the Group had 422 full-time employees, as
compared to 538 employees as at 31 December 2019. The Group enters
into employment contracts with its employees to cover matters such as
position, term of employment, wage, employee benefits, liabilities for
breaches and grounds for termination. Remuneration of the Group’s
employees includes basic salaries, allowances, bonus and other employee
benefits and are determined with reference to their experiences,
qualifications, competence and general market conditions.

The emoluments payable to the Directors will depend on their respective
contractual terms under their employment contracts or service agreements
as approved by the Remuneration Committee and Nomination Committee,
having regard to the Company’s operating results, individual performance
and comparable market statistics. No Director should determine his or her
own remuneration.

Details of the Directors’ emoluments and emoluments of the five highest
paid individual in the Group are set out in notes 12 and 13 to the
consolidated financial statements in this annual report.

RETIREMENT BENEFITS SCHEME

The Company participates in the Mandatory Provident Fund Schemes
(“MPF Schemes”) registered under the Mandatory Provident Scheme Fund
Ordinance. The contributions represent contributions payable to the MPF
Schemes by the Company in accordance with government regulations.

The employees employed in the PRC subsidiaries are members of the
state-managed retirement benefits schemes operated by the PRC
government. The PRC subsidiaries are required to contribute to the
retirement benefits schemes based on a certain percentage of their payroll
to fund the benefits. The only obligation of the Group with respect to these
retirement benefits schemes is to make the required contributions under the
schemes.

Contributions paid or payable for these retirement benefits schemes for the
year of 2020 are approximately RMB3.4 million (2019: RMB6.4 million). No
forfeited contributions are available to reduce the contribution payable by
the Group in future years.
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CONNECTED TRANSACTION AND
RELATED PARTY TRANSACTIONS

In relation to certain unauthorised guarantees that the Group entered into
with certain creditors as security for loans granted to associates of Mr.
Chen Weizhong during the years ended 31 December 2020 and 2019,
please refer to note 30 to the consolidated financial statements in this
annual report.

In relation to guarantees provided by certain connected persons/related
parties for certain Group’s bank loans, please refer to notes 29(g) and 38(d)
to the consolidated financial statements in this annual report.

In relation to certain borrowings that were withdrawn on behalf of a
connected person, please refer to notes 23 and 29(h) to the consolidated
financial statements in this annual report.

In relation to the trilateral agreement entered into among the Group, FA#
and Zhejiang Zhongwei after the reporting period, please refer to note 43 (c)
to the consolidated financial statement in this annual report.

Save as disclosed above, the Directors consider that other related party
transactions disclosed in note 38 to the financial statements of this annual
report did not fall or were fully exempted under the definition of “connected
transactions” or “continuing connected transactions” (as the case may be)
in Chapter 14A of the Listing Rules, and hence are not required to comply
with any of the reporting, announcement or independent shareholders’
approval requirements under the Listing Rules.

CORPORATE GOVERNANCE

The Company places high value on its corporate governance practices and
the Board firmly believes that a good corporate governance practices can
improve accountability and transparency for the benefit of the Shareholders
of the Company.

The Company has adopted the Governance Code as its own code to
govern its corporate governance procedures. The Board also reviews and
monitors the practices of the Company from time to time to maintain and
improve a high standard of corporate governance practices.

Save as disclosed in the Corporate Governance Report on pages 34 to 56
of this annual report, the Company has complied with the Governance
Code in the year ended 31 December 2020. Information on the corporate
governance practices adopted by the Company is set out in the Corporate
Governance Report on pages 34 to 56 of this annual report.
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INDEPENDENCE OF EXTERNAL
AUDITOR

The Audit Committee is mandated to monitor the independence of the
external auditor to ensure true objectivity in the consolidated financial
statements. All services provided by the external auditor are required to be
approved by the Audit Committee. To ensure that the policy of restricting
the non-audit work done by the external auditor is strictly adopted by all
entities within the Group, appropriate policies and procedures have been
established for approval of engagement of the Group’s independent
external auditor, Ernst Young (resigned with effect from 26 April 2021) and
Grant Thornton Hong Kong Limited (appointed with effect from 12 May
2021), to provide services to the Group.

RELATIONSHIPS WITH EMPLOYEES,
SUPPLIERS AND CUSTOMERS

The Group pursues a “diversity” strategy, aiming to provide customers with
better quality, healthy and safe natural brewing condiments products on the
basis of win-win cooperation with suppliers and employees. During the year
ended 31 December 2020, the Group strictly complied with relevant laws
and regulations, continued to improve our internal management system,
and passed the OHSAS 18001 Occupational Health and Safety
Management System Certification to fully protect employees’ occupational
health and safety. By increasing investment in team building and employee
training, the Group provides employees with competitive remuneration
packages and social security. The Group also continuously improves
employee communication and transparent promotion mechanism to provide
employees with a fair working environment while enhancing employees a
sense of belonging.

The Group is well aware of the importance of partnership and customer
relationship maintenance in the development and is determined to become
the preferred brand for consumers. On one hand, the Group actively
establishes a long-term cooperative relationship based on the principle of
responsible procurement to ensure a stable supply of raw materials. On the
other hand, the Group has enriched products’ structure, launched more
high-quality products that meet customers’ needs, and cooperated with
powerful distributors to actively increase the market share of our “Lao Heng
He” brand, market influence and customer loyalty. The Group always pays
close attention to and actively responds to the feedback and suggestions
from suppliers and customers, during the year ended 31 December 2020,
there were no significant or major disputes with our suppliers and/or
customers.
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ENVIRONMENTAL, SOCIAL AND
GOVERNANCE

The Group continually reviews its environmental, social and governance
(“ESG”) efforts, corporate governance and risk management practices with
the aim of creating and delivering sustainable value to all key stakeholders.
The Group has been exploring more efficient opportunities to reduce the
consumption of resources in order to reduce its impact on the environment.

A separate ESG report is expected to be published on the respective
websites of the Stock Exchange and the Company.

SUFFICIENCY OF PUBLIC FLOAT

According to the information that is publicly available to the Company and
within the knowledge of the Board, as at the date of this report, the
Company has maintained the public float as required by the Listing Rules.

COMPLIANCE WITH LAWS AND
REGULATIONS

Save as disclosed in this report, during the year, so far as known to the
Directors, there was no non-compliance with any relevant laws and
regulations which would have a material impact on the Group.

MATERIAL EVENTS AFTER THE
REPORTING PERIOD

On 19 January 2021, the Company announced that it became aware that
Mr. Chen Weizhong, a former executive Director and chief executive officer
of the Company, had been held in criminal custody by the Public Safety
Bureau of Wuxing District of Huzhou City* (# /T A % B R 5 ). For
further details, please refer to the announcement of the Company dated 19
January 2021. Subsequently, Mr. Chen Weizhong has tendered his
resignation as an executive Director, the chief executive officer and an
authorised representative with effect from 2 February 2021. Mr. Chen has
also tendered his resignation from all of his roles and duties as director,
legal representative and/or general manager in several principal subsidiaries
of the Company. For further details of his resignation, please refer to the
announcement of the Company dated 2 February 2021.

Since 30 March 2021, the trading in the shares of the Company on the
Stock Exchange has been suspended. For further details of the suspension,
please refer to the announcement of the Company dated 30 March 2021.
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After that, Ernst & Young resigned as the auditors of the Company with
effect from 26 April 2021. The Company then appointed Grant Thornton
Hong Kong Limited as the auditors of the Group with effect from 12 May
2021 to fill the casual vacancy following the resignation of Ernst & Young.
For further details of the resignation of Ernst & Young and the appointment
of Grant Thornton Hong Kong Limited, please refer to the announcements
of the Company dated 26 April 2021 and 12 May 2021.

Subsequently, the Company has received letters from the Stock Exchange
dated 18 June 2021, 20 July 2021 and 27 July 2022 respectively, setting
out certain resumption guidance for the Company to satisfy before the
trading of its securities would be allowed to resume. For further details of
the resumption guidance set forth by the Stock Exchange, please refer to
the announcements of the Company dated 22 June 2021, 23 July 2021
and 3 August 2022.

For further information in relation to (1) the resumption progress of the
Company; (2) delay in publication of certain annual and interim financial
results of the Company and delay in dispatch of certain annual and interim
reports of the Company; (3) the establishment of Independent Investigation
Committee (as defined in the Relevant Announcements); (4) the
appointments of Independent Forensic Accountant (as defined in the
Relevant Announcements), Internal Control Consultant (as defined in the
Relevant Announcements) and financial adviser; (5) the update on the
Independent Investigation (as defined in the Relevant Announcements) and
the key findings of Independent Investigation; and (6) the key findings of the
supplemental Independent Investigation and key findings of the Internal
Control Consultants, please refer to the announcements of the Company
dated 29 March 2021, 26 April 2021, 22 June 2021, 24 June 2021, 29
June 2021, 23 July 2021, 16 August 2021, 30 August 2021, 29 September
2021, 10 November 2021, 29 December 2021, 29 March 2022, 31 March
2022, 11 May 2022, 30 May 2022, 29 June 2022, 3 August 2022, 12
August 2022, 31 August 2022 and 27 September 2022 (the “Relevant
Announcements”).

The details of other material events after the reporting period are set out in
note 43 to the consolidated financial statements.
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AUDITORS

Ernst & Young, Hong Kong was appointed as the International and PRC
auditors of the Company from 31 May 2019 to 26 April 2021.

Grant Thornton Hong Kong Limited has been appointed as the external
auditors of the Company with effect from 12 May 2021 to fill the casual
vacancy following the resignation of Ernst & Young.

The consolidated financial statements of the Group for the year ended 31
December 2020 have been audited by Grant Thornton Hong Kong Limited.

MEMORANDUM AND ARTICLES OF
ASSOCIATION

There was no change in the Company’s memorandum and articles of
association during the year.

On behalf of the Board

Chen Wei
Chairman

Hong Kong, 28 September 2022
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INDEPENDENT AUDITOR’S REPORT

A8 7 A% LR i

° Grant Thornton
2 [=]

To the members of Honworld Group Limited
(incorporated in the Cayman Islands with limited liability)

DISCLAIMER OF OPINION

We were engaged to audit the consolidated financial statements of
Honworld Group Limited (the “Company”) and its subsidiaries (collectively
referred to as the “Group”) set out on pages 80 to 216, which comprise the
consolidated statement of financial position as at 31 December 2020, and
the consolidated statement of profit or loss and other comprehensive
income, the consolidated statement of changes in equity and the
consolidated statement of cash flows for the year then ended, and notes to
the consolidated financial statements, including a summary of significant
accounting policies.

We do not express an opinion on the consolidated financial statements of
the Group. Because of the significance of the possible effects of the matters
described in the Basis for Disclaimer of Opinion section of our report, we
have not been able to obtain sufficient appropriate audit evidence to provide
a basis for an audit opinion on the consolidated financial statements and
whether the consolidated financial statements have been properly prepared
in accordance with the disclosure requirements of the Hong Kong
Companies Ordinance.

BASIS FOR DISCLAIMER OF OPINION

1. Issues arising from the Investigation and scope
limitation

As described in note 2.1(a) to the consolidated financial statements,
the Company was informed in 2021 of certain issues in relation to the
discrepancy of a bank account balance, unauthorised guarantees
and outstanding issues of prepayments for fixed assets and tax
matters of the Group (the “Incident”). In response to this, the
Company has established an Independent Investigation Committee
of the board of directors and the Independent Investigation
Committee has engaged FTI Consulting (China) Limited (“FTI
Consulting”), as an independent forensic accountant, to undertake
an independent investigation (the “Investigation”) on the Incident.
The impact of the Incident, together with the findings of the
Investigation and follow up actions taken by the Company, are
summarised in note 2.1(a) to the consolidated financial statements.

74 Honworld Group Limited Annual Report 2020

HEEMEERRARILRER
(REISHEAMA LA ER L 7])

TERE

BRFERIEEATENESOE 216 HEEMEES
BRAR([ELT]) REMBAR (KB EEE])H
RANB®RE EPRER-_ZE-_ZTF+=A
T+ —BNREMBRARAEEZB IEFENER
EREREMEENER  SARZEHRRESE
RERER  URKEVBRENT  2EFEg
ETHURBEE -

BT EeYs ESESKAMBEHRRERER - ER
HPWBREP T EREANEE—SHMUERER
ARERFZENERENL  HPIREIRSRDEEN
BEREBRFERIGEWBERRARGEWHERERE
BERBEB RGN BERTEEFRREHRRE
AAERREE -

TRRERNWEE
1. BERRRNBBERLERS

Wiz e B mEME2 @M - ERRRN
—E--FEBEARE BEEERTEPAR
ERRKEBEBERAFEEFEERMNK
EERRBEEEABNARARBENE THE
(B84 - Rt BERFIEKIEEFSEY
AELZEGHRHBUYREZEGEZEFR
Consulting (China) Limited ([ FTI Consulting |)
BEBEE SR - Ut S #ETE L
H(RAED - EHHTEERFAETER
& BARRIKEETENGE MEREK
Mo EE2.1(a) B



INDEPENDENT AUDITOR’S REPORT

BASIS FOR DISCLAIMER OF OPINION

(Continued)

1.

Issues arising from the Investigation and scope
limitation (Continued)

The findings of the Investigation, together with other matters identified
by the management during their process of quantifying the impact in
the appropriate accounting periods by reconstructing the accounting
records and examination of supporting documents as detailed in note
2.1(a) (“Management Reassessment”), led to the recognition of a
loss arising from the Incident as detailed in note 2.1 to the
consolidated financial statements, of approximately RMB600,575,000
and RMB2,061,934,000 (the “Loss arising from the Incident”)
which were recognised in the consolidated statement of profit or loss
and other comprehensive income for the years ended 31 December
2020 and 2019, respectively as the directors of the Company were of
the opinion that these were the practicable periods to recognise the
loss having taken into account the findings of the Investigation and
Management Reassessment.

As described in the findings of the Investigation, Mr. Chen Weizhong
and a number of former employees were likely involved in the Incident
and have resigned, resulting in mishandling and loss of certain of the
source documents of the Group of past years. Due to the above
concern and irregular nature of the Incident; and there was no other
satisfactory audit procedure that we could adopt, we were unable to
obtain sufficient audit evidence to ascertain the nature and
commercial substance of the underlying transactions leading to the
Loss arising from the Incident; and as to whether the nature of these
underlying transactions involved in the Incident was properly
disclosed and recognised in the appropriate accounting periods in
the consolidated financial statements for the years ended 31
December 2020 and 2019.

Any adjustments that might have been found necessary in respect of
the Incident would affect the disclosure and recognition of the Loss
arising from the Incident in the Group’s consolidated statement of
profit or loss and other comprehensive income for the years ended
31 December 2020 and 2019 and the accounting items in the
consolidated statements of financial position as at 1 January 2020
and the categorisation of the related cash flows in the consolidated
statements of cash flows for the years ended 31 December 2020 and
2019.
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BASIS FOR DISCLAIMER OF OPINION

(Continued)

2.

76

Existence, accuracy, valuation and completeness
of inventories

We were unable to obtain sufficient appropriate audit evidence to
satisfy ourselves as to the existence, accuracy, valuation and
completeness of the inventories of approximately RMB684,926,000
because we were appointed as auditors subsequent to 31 December
2020 and hence not able to observe the physical stock-counts at 31
December 2020 and the existence of inventories needs involvement
of laboratory examination to validate its chemical contents from an
independent third-party examination agency at 31 December 2020
because the majority of the inventories were base wine and base soy
sauce which could not be easily substantiated via physical
observation. Accordingly, we have been unable to determine the
valuation, accuracy and completeness of inventories at 31 December
2020. There was no other satisfactory audit procedure that we could
adopt to assess the condition of inventories and to validate the
existence, accuracy, valuation and completeness of inventories were
properly disclosed and recognised in the consolidated financial
statements as at 31 December 2020 and 1 January 2020.

Opening balances and corresponding figures

Based on the findings of the Investigation and the Management
Reassessment as described in note 2.1(a) to the consolidated
financial statements, the Group corrected the accounting errors in the
current year’s consolidated financial statements by adjusting the
opening balances as at 1 January 2020 and restating the comparative
amounts as at 31 December 2019 as described in note 2.1(b) (the
“prior years’ adjustments”). However, due to the loss of certain
records and documents as described in matter mentioned in item 1
above, the Group was unable to accurately and completely determine
the portion of the prior years’ adjustments that should have been
recorded in accounting periods prior to 31 December 2019. Hence, a
third consolidated statement of financial position as at 1 January
2019 was not presented in the current year’s consolidated financial
statements.
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INDEPENDENT AUDITOR’S REPORT

BASIS FOR DISCLAIMER OF OPINION

(Continued)

3.

Opening balances and corresponding figures
(Continued)

This is not in accordance with International Accounting Standards 1
Presentation of Financial Statements, which requires an entity to
present a third statement of financial position as at the beginning of
the preceding period if a retrospective application of an accounting
policy, retrospective restatement or reclassification has a material
effect on the information in the statement of financial position at the
beginning of the preceding period. Accordingly, a third consolidated
statement of financial position as at 1 January 2019 should have
been presented in the current year’s financial statements.

Due to the irregular nature of the Incident, we were unable to obtain
sufficient and appropriate audit evidence to assess the
appropriateness of the prior years’ adjustments for the year ended 31
December 2019 and whether certain portion of the prior years’
adjustments should have been recorded in accounting periods prior
to 31 December 2019. Accordingly, the prior years’ adjustments for
the year ended 31 December 2019 may not be accurately recognised
or disclosed and the restated corresponding amounts for the year
ended 31 December 2019 may not be comparable to current year.

Had we been able to satisfy ourselves in respect of the matters
mentioned in the items 1 to 3 above, adjustments might have been
found to be necessary which would have had a consequential impact
on the financial position of the Group as at 31 December 2020 and
its financial performance for the year ended 31 December 2020 and/
or the comparative information, and may have resulted in additional
information being disclosed in the consolidated financial statements
as to the nature of these transactions.
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INDEPENDENT AUDITOR’S REPORT

A8 7 A% LR i

MATERIAL UNCERTAINTY RELATED TO
GOING CONCERN

We draw attention to note 2.2 in the consolidated financial statements,
which describes the principal conditions that raise doubt about the Group’s
ability to continue as a going concern. These events or conditions indicate
that a material uncertainty exists that may cast significant doubt on the
Group’s ability to continue as a going concern. Our opinion is not modified
in respect of this matter.

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
International Financial Reporting Standards issued by the International
Accounting Standards Board and the disclosure requirements of the Hong
Kong Companies Ordinance, and for such internal control as the directors
determine is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud
or error.

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

The directors assisted by the Audit Committee are responsible for
overseeing the Group’s financial reporting process.
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INDEPENDENT AUDITOR’S REPORT

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

Our responsibility is to conduct an audit of the Group’s consolidated
financial statements in accordance with Hong Kong Standards on Auditing
("HKSAs”) issued by the Hong Kong Institute of Certified Public
Accountants (“HKICPA”) and to issue an auditor’s report. This report is
made solely to you, as a body, and for no other purpose. We do not
assume responsibility towards or accept liability to any other person for the
contents of this report. However, because of the matter described in the
Basis for Disclaimer of Opinion section of our report, we were not able to
obtain sufficient appropriate audit evidence to provide a basis for an audit
opinion on these consolidated financial statements.

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.

Grant Thornton Hong Kong Limited
Certified Public Accountants

11th Floor, Lee Garden Two

28 Yun Ping Road

Causeway Bay

Hong Kong

28 September 2022

Ng Ka Kong
Practising Certificate No.: PO6919

A8 3 A% S B e

BB BN GESMBHRREA
EENEE

BENEESRETERHMAS((EERHHA
&) MDA RN E BRI R ) B
B BEESA SRR S EAMERS - A8
SR BTEAEBMEL B2 TR
ik - RS E NE R AR A LR
ENEERR LR - AT - ARBMEEDTE
RERMEE—BLEE - RPEAESTRE
OB R AR SE A M RRRAE E Y
A

RIFZESFTE RS BRMHF XS5 ENEE TR
(TR BN EEE - XCETTAIP
MEMBERBERE -

BE(EB)EMERMERAF
HEETAD

B

fﬂiﬁ/%

B8 285k

FE=H1142

—ZE-_FAAZ+NH

RET

HEBEEN - P06919

ZENBERARAR —T_TFFR 79



CONSOLIDATED STATEMENT OF PROFIT OR
LOSS AND OTHER COMPREHENSIVE INCOME
Ao 7 48 i B Ll 2 1L i R

For the year ended 31 December 2020 HE L _FF+-A=+—HIFE

2020 2019

i —TNF

Notes RMB’000 RMB’000

P =E ARBT T ARBTT

(Restated)

€ ==x71))

Revenue LN 6.1 226,331 235,456
Cost of sales BHE KR (180,731) (166,438)
Gross profit EF 45,600 69,018
Other income and gains E A R M e 6.2 14,639 18,721
Selling and distribution expenses THE RS (55,701) (96,086)
Administrative expenses TR X (72,122) (75,872)
Loss arising from the Incident EHEARNER 7 (600,575) (2,061,934)
Impairment losses EE R 8 (9,945) (1,512)
Other expenses HAFAS 9 (68,857) (59,708)
Finance costs A& A A 11 (96,241) (70,950)
Loss before income tax FRET B ATET B 10 (843,202) (2,278,323)
Income tax expense FiS BRI 2 14 (2,091) (7,042)
Loss for the year FREE (845,293) (2,285,365)

Loss per share attributable to ordinary 7 REEERIZTEA

equity holders of the company EiEERER
Basic and diluted (RMB) HEAR#E(ARE) 16 (1.46) (3.99)
Loss for the year FAEBE (845,293) (2,285,365)
Items that will be reclassified HEgEH s BEEBEWER

subsequently to profit or loss

Exchange gain on translation of financial ~  12E &9 3 7581 75 3R 2% B9 0E 54 UL 75
statements of foreign operations 5,103 1,306

Total comprehensive loss for the year FRE2HEEBESE (840,190) (2,284,059)

The notes on pages 87 to 216 are an integral part of these consolidated %87 £ 216 BT A% Z 45 AU KRmEN—H -
financial statements.
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CONSOLIDATED STATEMENT OF
FINANCIAL POSITION
R SN S

As at 31 December 2020 R=ZE-ZTF+—-_HF=+—H

2020 2019
i —E-NF
Notes RMB’000 RMB’000
B5E AR®T T ARBTT
(Restated)
€ ==x71))
ASSETS AND LIABILITIES EERBE
Non-current assets IRBEE
Property, plant and equipment ME - BB MR 17 282,487 297,182
Right-of-use assets FAEEE 18(a) 50,859 55,245
Other intangible assets HEtEpEE 19 1,367 1,045
Prepayments, other receivables TERTFRIE « B EUEIA
and other assets R H & 7 22 15,714 25,028
Deferred tax assets BRI IBE E 31 = -
350,427 378,500
Current assets RBEE
Inventories =8 20 684,926 1,070,727
Trade receivables FEWE 558 21 20,414 28,441
Prepayments, other receivables TERTFRIE « EfhEUEIR
and other assets Ko H & 7 22 111,416 237,677
Amounts due from related companies FEUL RE B N B FIE 23 31,851 50,827
Pledged deposits [RELEUFES /4 24 230 67,039
Cash and cash equivalents RekAeEEY 24 8,443 172,107
857,280 1,626,818
Current liabilities REBAE
Trade payables TENE 518 25 42,739 67,006
Other payables and accruals HipEN B M FEETIE B 26 364,918 345,403
Amounts due to related companies FETREHSE A B A 27 10,968 18,123
Amount due to ultimate holding company — FE{T & 4&IZ IR A &) 5018 28 44,755 22,002
Interest-bearing bank and other borrowings &+ &8 8R 77 & E b &k 29 1,408,963 1,313,972
Provision for loss on Unauthorised RIS EEREBBEME
guarantees 30 27,500 27,500
Tax payable JEETIA 82,621 81,067
1,982,464 1,875,073
Net current liabilities REEEFEE (1,125,184) (248,255)
Total assets less current liabilities HEERRBHER (774,757) 130,245
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CONSOLIDATED STATEMENT OF

FINANCIAL POSITION
SR SNV S

As at 31 December 2020 A= ZFT=-ZTF+=-A=+—H

2020
—ECEF
Notes RMB’000
B5E AR®T T
Non-current liabilities FkRBEE
Interest-bearing bank and other borrowings &2 8877 & Efh (&3¢ 29 86,523
Other long term liabilities HtRHEE 32 139,214
Deferred tax liabilities FERIES R 31 =
225,737
Net liabilities S8EFRE (1,000,494)
EQUITY s
Share capital A& AN 33 1,767
Reserves & 34 (1,002,261)
Total deficit B ##A %8 (1,000,494)
Chen Wei Liu Jianbin
B2 2|2
Director Director
EF EF

The notes on pages 87 to 216 are an integral part of these consolidated
financial statements.
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2019
—E-NF
RMB’000
ARBETFTT
(Restated)
(F&E5))

114,246
136,948

251,194

(120,949)

1,767
(122,716)

(120,949)
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CONSOLIDATED STATEMENT OF
CHANGES IN EQUITY

% B HE £ 52

LES

For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

Attributable to owners of the Company

YN PN
Retained
Statutory Exchange profits/
Share Share Merger Capital surplus— fluctuation  (Accumulated Total
capital premium reserve reserve reserve reserve losses)  equity/(defict)
EE BX REAE/ B/
Bx RIDEE  ABEE  EXER  RMREE  RIEE (BB (Bh)Es
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARBTL  AREFTT  ARBTT ARETR ARETT ARETR  ARETR ARETR
(note 34) (note 34) (note 34)
(Bsraq)  (Msrsd)  (BEEss)
At1 January 2019 RZZ-NE-A-A 1,767 897,069 (1,000) 7,003 24,262 16,616 1,257,906 2,203,623
Loss for the year FREE - - - - - - (2285365  (2,285,365)
Other comprehensive income FREMPANE
for the year:
Exchange difference on tranglation %540 %8 B KA
of financial statements of foreign ~~ EH ZE
operations - - - - - 1,306 - 1,306
Total comprehensive income/(oss) M2 EME / (518) B8
for the year - - - - - 1306 (2,285,365  (2,284,009)
Final 2018 dividend declared BER-T-\EERRE - (40,513 - - - - - (40513)
At 31 December 2019, asrestated A -Z—NF+-A=1—H
(ms7) 1,767 856,556" (1,000 7,003" 24,262 17922 (1,027,459 (120,949)
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CONSOLIDATED STATEMENT OF
CHANGES IN EQUITY

f 35 B

For the year ended 31 December 2020 HE L _FF+-A=+—HIFE

Attributable to owners of the Company

NG ZUN, 1
Statutory ~ Exchange
Share Share Merger Capital surplus  fluctuation Accumulated Total
capital premium reserve reserve reserve reserve losses deficit
R E

kx  RHEE  AHEE  EARE  BHEBE  RBEE  RHER B4R
RMB'000  RMB'000  RMB'000  RMB’000  RMB’000  RMB'000  RMB'000  RMB'000

ARETR  ARETR ARMTR AR%TR AR¥TR ARETz ARETR ARETR
(note 34) (note 34) (note 34)

(Witas)  (WiEas)  (ME4)

At1January 2020, asrestated R -Z-ZE-F-A
(&3 856,556* (1,000)* 24,262* 17,922¢ (1,027,459  (120,949)
Loss for the year FRER = - - (845,203 (845,299)
Other comprehensive income EREMZENRS :
for the year:
Bxchange offference on ranslation A EEANE BB RE
of financial statements of foreign B 2%
operations

Total comprenensive incomefloss) M2 TN/ (Fi8) 6%

for the year - (845,293) (840,190)
Final 2019 dividend declared BER-Z-NEHFRS (39,355) = (39,355)
At 31 December 2020 W-E-EE+-A=1-H 817,201* (1,000)* 7,008 24,262* 23,025  (1,872,752)*  (1,000,494)
* As at 31 December 2020, these reserve accounts comprise the consolidated  * RZZEZZEF+_A=+—0 ZE5REELELR

reserves of a debit amount of approximately RMB1,002,261,000 (2019: debit EHBRAXRANGAERFREETTEOARE
amount of approximately RMB122,716,000) in the consolidated statement of 1,002,261,000L(ZZE—NF : BSHEHOARE
financial position. 122,716,000 7T) °

The notes on pages 87 to 216 are an integral part of these consolidated 87 £216 Bt B S A M HIRERH —HD -
financial statements.
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CONSOLIDATED STATEMENT OF
CASH FLOWS

A ﬁé?(?gﬁ

For the year ended 31 December 2020 HE LT F+ - A=+—HIFE

Cash flows from operating activities
Loss before income tax
Adjustments for:
Depreciation of owned assets
Depreciation of right-of-use assets
Finance costs
Interest income
Amortisation of other intangible assets
Loss on write off of items of property,
plant and equipment
Provision for loss on Unauthorised

2020 2019
—ECEF —E=-hEF
Notes RMB’000 RMB’000
P =E ARET T ARBT T
(Restated)
(f&E5))
RETHNRLSRE
MRETS T ATE 1B (843,202) (2,278,323)
HTISERE
BEEENE 17 26,253 28,550
FREEENTE 18(a) 1,938 1,895
R A A 11 96,241 70,950
FEWA 6.2 (964) (5,148)
E b A S 19 554 161

HsEE - BEkREEREBEER
17 15 764,696
REEERREERE

guarantees 9 27,500
Impairment loss on trade receivables FEWE 55 IERREE R 8 1,512
Impairment loss on prepayment and FEfT FRIE K H b UK T8
other receivables BIEE B 8 -
Impairment loss on amount due from FE Uk BB R B B R (E 18
related companies 8 -
Impairment loss on right-of-use assets FRESERERR 8 -
Provision of inventories, net FERETE 20 -
Operating cash flows before working EEESHBAIKERER

capital changes (704,221) (1,388,207)
Decrease in inventories FERED 380,802 205,775
Decrease in trade receivables B E 5 ZIEm 4,375 164,706
Decrease in prepayments, other TEfTFRIE - H A EUGRIE

receivables and other assets HuEE /D@ D 123,734 502,943
Decrease in trade payables JERHE 5 FRE R (24,267) (46,320)
Increase in other payables and accruals Hth e I K FEETIE B G N 20,098 197,660
Increase/(Decrease) in other long HubREEEE I, CRd)

term liabilities 2,266 (98)
Cash used in operations RGBT S (197,213) (363,541)
Interest received B UF S 964 5,148
Income tax paid BIEEH (537) (772)
Net cash used in operating activities BT BT R % (196,786) (359,165)
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CONSOLIDATED STATEMENT OF
CASH FLOWS

GOHEemER

For the year ended 31 December 2020 HE —ZE —ZTF+—-A=+—HILFE

2020 2019

i —E-NF

Notes RMB’000 RMB’000
P =E AR¥T T ARETT
(Restated)

(F&E5))

Cash flows from investing activities RETBELERESRE

Purchase of property, plant and equipment BB % - %5 &% (1,508) (79,912)
Additions to other intangible assets REEMELEE 19 (876) (962)
Decrease in pledged deposits BIRFTFRORD 66,809 2,620
Decrease/(Increase) in amounts due from  JEUL A A BB R (38 00)

related companies 16,907 (50,827)
Net cash generated from/(used in) REEBELE (BT 82

investing activities (129,081)
Cash flows from financing activities METEHNRESRE
Proceeds from interest-bearing bank sHESRIT R EAE RFTE A

and other borrowings 35(b) 706,109 1,432,125
Repayment of interest-bearing bank BB BRITREAMER

and other borrowings 35(b) (639,840) (997,128)
Dividends paid BEfRE 15 (39,355) (40,513)
Interest paid BT E 35(b) (48,694) (58,441)
Principal portion of lease payments HeHASED 35(c) (46,548) (50,979
Secured deposit placed for sale and MERELRXZSFEANEEBER

leaseback transactions (11,500)
(Decrease)/Increase in amounts due to FEA A S A B 5k0E O ) 18 0

related companies 35(b) (7,155) 18,123
Net advances to a director A—% %%@?ﬂ%fﬁ (583) -
Net advances from ultimate holding K H IR A R AR ER

company 35(b) 22,753 22,002
Net cash (used in)/generated from BETE (TH) ELFEL

financing activities (53,313) 313,689
Net decrease in cash and cash REeRESEEMHDFE

equivalents (168,767) (174,557)
Cash and cash equivalents at 1 January EA*FJ —HBHIRERBEEEEY 172,107 345,188
Effect of foreign exchange rate changes BEHTE 5,103 1,476
Cash and cash equivalents at Rt+t-—BA=+—HBEERRE

31 December ZEY 172,107
The notes on pages 87 to 216 are an integral part of these consolidated 587 £216 B i B SR A W HmEMN — °

financial statements.
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1.

NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS

% 0 U 5 A B

For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

CORPORATE INFORMATION

The Company was incorporated in the Cayman Islands on 4
December 2012 as an exempted company with limited liability under
the Companies Law, Cap 22 (Law 3 of 1961, as consolidated and
revised) of the Cayman Islands. The Company’s registered office
address is Cricket Square, Hutchins Drive, P.O. Box 2681, Grand
Cayman KY1-1111, Cayman Islands.

The Company is an investment holding company. During the year,
the Company and its subsidiaries (collectively known as the “Group”)
were principally engaged in the manufacture and sale of condiment
products under the brand name of “Lao Heng He” in the People’s
Republic of China (the “PRC”).

In the opinion of the directors, the holding company and the ultimate
holding company of the Company is Key Shine Global Holdings
Limited (“Key Shine”), which was incorporated in the British Virgin
Islands (“BVI").

ZEMBERRARA

NEER
RARRARZE—ZF+-_ANBERERASEH
EEPE2R2ZLRENE) (—NAR—FE=R
AR e ERE REFD ERERESFMKILA
BEHRREAERAT - ARE M EEMIA
Cricket Square, Hutchins Drive, P.O. Box
2681, Grand Cayman KY1-1111, Cayman
Islands

ARBR—HREERRQF - FR - ARQF
MEMBAR(GE [ ARE]) TERFEA
REMBE([HED#ETZEM] EAKRD
HEREEERT -

BEERR ARAERAFRZEEZERAR
DREBRCES((RBRELZES ) MK
37 #) Key Shine Global Holdings Limited ([ Key
Shine]) °
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS

A B U 5 A B

For the year ended 31 December 2020 HE —E - TF+ - A=+—HIIFE

88

CORPORATE INFORMATION (continuesy 1. A @& R @
As at 31 December 2020, the Company had direct and indirect NZE-TFE+-_A=+—H KATRE
interests in its subsidiaries, all of which are private limited liability WEBATREEEELEE#EZ  ZEHB
companies (or, if registered outside Hong Kong, have substantially NEIEAEBILEER AT (HEREEEBINE
similar characteristics to a private company incorporated in Hong o MEENESTEMAKS 2L E RN FEKR
Kong). The particulars of principal subsidiaries are set out below: HRE) - EETEWB AT EEEHY T :
Place of Nominal value
incorporation/ of issued/
establishment and registered Percentage of equity
Name place of operations share capital  attributable to the Company  Principal activities
R Ae
2% RUBBRELHYE BRI/ HARBRAEE APREERER DL TEER
Direct Indirect
B M
Lao Heng He Group Limited Hong Kong  Hong Kong Dollar (HK$)1 100 - Investment holding
EENEBERAR E 187 RAZR
Huzhou Chenshi Tianniang Industrial ~ PRC/Mainland China HK$14,250,000 - 100 Wholesale of condiment
Co., Limited* (‘Huzhou Chenshi’) products
ANERABEEER DA e/ ER 14,250,000/ T ElRRE R
(DAMRE )
Huzhou Chengde Trading PRC/Mainland China RMB1,200,000,000 - 100 Wholesale of condiment
Co., Limited* products
PN EESHBRAR hE/ BN AR 12000000007 AR E
Zhejiang Changxing Sanhetang PRC/Mainland China RMB500,000,000 - 100 Wholesale of condiment
Trading Co., Limited* products
HIRE=AZESHERAR RE/HRERY  AKRH500,000,0007 ARG E
Zhejiang Changxing Hengze Trading ~ PRC/Mainland China RMB150,000,000 - 100 Wholesale of condiment
Co., Limited* products
MIRAEZEHERNA mE/HmEAM AR 1500000007 FR
Huzhou Laohenghe Brewery PRC/Mainland China RMB11,000,000 - 100 Manufacture and sale of
Co., Limited* (‘Huzhou Laohenghe”) condiment products
AMEERNBEERAR HE/HRE R AR 11,000,000 EERHERRD
(FAMEER])
Huzhou Laohenghe Wine Co., Limited* PRC/Mainland China RMB38,000,000 - 100 Manufacture and sale of
condiment products
AMEEREEERAR HE/HRE RN AR 38,000,0007C HERHERKE
Note: BT -

*

The English translation of the names of the companies established in

the PRC is for reference only. The official names of these companies

are in Chinese.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
Ao 7 B R B

For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

2.1 Basis of preparation

2. TESFHHERBE

21 mEHE

These annual consolidated financial statements have been
prepared in accordance with International Financial Reporting
Standards (“IFRSs”) which collective term includes all
applicable individual International Financial Reporting
Standards, International Accounting Standards (“lASs”) and
Interpretations issued by the International Accounting
Standards Board and the disclosure requirements of the Hong
Kong Companies Ordinance.

The consolidated financial statements also comply with the
applicable disclosure requirements of the Rules Governing the
Listing of Securities on The Stock Exchange of Hong Kong
Limited (“Listing Rules”).

The significant accounting policies that have been used in the
preparation of these consolidated financial statements are
summarised below. These policies have been consistently
applied to all the years presented unless otherwise stated. The
adoption of new or amended IFRSs and the impacts on the
Group’s consolidated financial statements, if any, are disclosed
in note 3.

ZEMBERRARA

HZEFEFAPBHRRRBEEE S
EAZBEHEM BB RS ER
(B EER |- BREZEEA
5! B R B 75 e 5 2B ) BIBR & 5t 2R
(TEREFER ) MRBNGRE) RE
BRANEDINIRE R EREL -

HEVBHRRTEREEHARSMA
RARIEZ LA (T EWRAD) HE
FRBEERE

BUEZEFAVBHRRERANERS
AABRN T X - BRIERBRHA B
AZEBRRCRAENMEFEEHR
FER o BRMNFNR] SRS RT BRI 5 s
EA R EBAREEGEA M B RROTE
(An8) R RE S I EE -

—ETFFIR 89



NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
Ao 7 B R I

For the year ended 31 December 2020 HE —E - TF+ - A=+—HIIFE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2. FESHHREBEmw

90

2.1 Basis of preparation (Continued)

The consolidated financial statements have been prepared on
the historical cost basis.

The measurement bases are fully described in the accounting
policies below.

(a)

The Incident

As described in details in the announcement of the
Company dated 24 June 2021, the Company was
informed in 2021 of certain issues in relation to the
discrepancy of a bank account balance, unauthorised
guarantees and outstanding issues of prepayments for
fixed assets and tax matters of the Group. In response to
these, the Company has established an independent
investigation committee of the board of directors,
consisting of four independent non-executive directors or
non-executive directors of the Company (the
“Independent Investigation Committee”) and the
Independent Investigation Committee has engaged FTI
Consulting (China) Limited (“FTI Consulting”), as an
independent forensic accountant, to undertake an
independent investigation (the “Investigation”) on the
Incident. FTI Consulting issued a report in relation to its
findings on the Investigation on 30 May 2022 and a
supplemental report on 28 September 2022. Key
findings of the Investigation of the report on 30 May 2022
have been published by the Company on 30 May 2022.
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FINANCIAL STATEMENTS
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For the year ended 31 December 2020 # % —

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.1 Basis of preparation (Continued)

(a)

The Incident (Continued)

According to the findings and the supplemental findings
of the Investigation in relation to Audit Issues 1, 2 and 3
as described in the report dated on 30 May 2022 and
the supplemental report dated on 28 September 2022
issued by the FTI Consulting (collectively referred to as
the “Incident”), FTI Consulting has identified: (1) the
discrepancy between the bank balance as recorded in
management accounts and the bank confirmation as at
31 December 2020 received by the auditors of the
Company of approximately RMB456,465,000 was
arising from (i) fictitious sales collection and purchases
payments of approximately RMB117,998,000 and
RMB48,940,000 respectively; (ii) improper and/or
questionable payments and receipts of approximately
RMB42,961,000 and RMB29,790,000 respectively that
did not have documented commercial substance and
business rationale; and (iii) fictitious internal fund transfers
of approximately RMB374,236,000; (2) the provision of
five loan guarantees of approximately RMB104,000,000
since 2018 to the associates or affiliated companies of
Mr. Chen Weizhong as defined in note 38 (the
“Associates of Mr. Chen Weizhong”), former
executive director and former chief executive officer of
the Company, was suspected to be without permission
or authorisation of the board of directors of the Company
(“Unauthorised”), and the execution of two borrowing
agreements of approximately RMB25,000,000 was
suspected Unauthorised and not properly disclosed in
internal books and accounting records (the “Uncovered
Borrowings”) for the year ended 31 December 2019; (3)
the possible misappropriation of funds in prepayments
for fixed assets and purchases of materials of
approximately RMB503,286,000 and tax exposure of
approximately RMB471,807,000 as at 9 March 2022
and 10 March 2022; and (4) fictitious sales and purchase
of approximately RMB277,548,000 and
RMB299,163,000 respectively for the year ended 31
December 2020.
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2.

92

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.1 Basis of preparation (Continued)
(a) The Incident (Continued)

Further to the Investigation, management quantified the
impact in the appropriate accounting periods by
reconstructing the accounting records, examination of
supporting documents, and identifying other accounting
errors that were suspected to be the result of the
intentional and premediated actions of Mr. Chen
Weizhong to bypass the Group’s existing corporate
governance and internal controls, through its influence
over the Group, to ease his own fund requirements in

prior years (“Management Reassessment”).

In the preparation of the consolidated financial
statements for the year ended 31 December 2020, the
directors of the Company have taken into account all the
findings of the Investigation and the Management
Reassessment and are satisfied that appropriate
adjustments have been made to the consolidated
financial statements, including the prior years’
adjustments described below, to correct and present the
significant accounting errors in relation to the Incident.
However, as described in the findings of the
Investigation, Mr. Chen Weizhong and a number of
former employees were likely involved in the Incident and
have resigned, resulting in mishandling and loss of
certain of the source documents of the Group of past
years. In view of the above concern and the significance
of and the potential interaction of the multiple
uncertainties caused by the Incident and its possible
cumulative effects on the consolidated financial
statements, the management was unable to ascertain
the nature, commercial substance and appropriateness
of some adjustments made to correct and present the
significant accounting errors in relation to the Incident in
the corresponding accounting periods in the
consolidated financial statements for the years ended 31

December 2020 and 2019.
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For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.1 Basis of preparation (Continued)

2. FESHHEEHRE @

21 FEEXE @)

(a)

The Incident (Continued)

The findings of the Investigation and the Management
Reassessment relating to the Incident led to the
recognition of Loss arising from the Incident as a whole
of approximately RMB600,575,000 and
RMB2,061,934,000 which were recognised in the
consolidated statement of profit or loss and other
comprehensive income for the years ended 31
December 2020 and 2019 respectively, as the directors

€G]

FE1f (#)

BEREHNRAESERNERES
HERBE_Z_EFER_Z
—n$+—ﬂ_+ BIEFER
AEZRHEMEEKRIERAD
EIJEQWZ%%#FEE’J@E(HE) 4
AE%m%mmmn&AE%
2,061,934,0007C * RE AR
%%b’éﬁ&;ﬁi%#ﬁfaé’]uﬂém

of the Company are of the opinion that these are the REEREBEMHERAZZHME
practicable periods to recognise the loss having taken z%EE%\JEﬁngTTHﬁFEJ

into account the findings of the Investigation relating to

the Incident and Management Reassessment.

As a consequence of the Incident, as at 31 December AREH R _ZTF+=A8

2020, the Group recorded a Loss arising from the
Incident and reflected the resulting net cumulative losses
arising from the Incident based on the findings of the
Investigation and the Management Reassessment as
below:

=+—H8" $El$ﬁiﬁﬂ§m
MEBEEHESEHEENE
B KRB EFEENZTBEF
(EV NS

2020

—ETHF

Notes RMB’000

BT AR®T R

Decrease in inventories FERD 20 315,411
Decrease in trade receivables EWE 5 ?AIEW”J\ 21 77,544
Decrease in amounts due from related companies & Y fa Bt A &) 2038 8 4> 23 24,677
Decrease in cash and cash equivalents Be MR i#{,\%md\ 24 218,465
Decrease in trade payables B E B ER D 25 (59,459)
Decrease in other payables A JE A FRIE R 26 (31,063)
Increase in other borrowings H A AR 0 29 55,000

600,575

To prevent the recurrence of similar matters in the future,
as published in the Company’s announcement dated 16
August 2021, the Company has appointed an internal
control consultant to review the Group’s internal controls
and procedures and provide recommendations and
remedial measures to the Group to strengthen the
existing corporate governance and internal controls,
particularly for the measures to prevent deliberate
overriding by Mr. Chen Weizhong in the future. The
Group is in the process of implementing the
recommended remedial measures.
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2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.1 Basis of preparation (Continued)

94

(b)

Correction of prior years’ errors

The findings of the Investigation noted that there was a
discrepancy in the bank balance of approximately
RMB238,000,000 as at 31 December 2019 and fictitious
sales of approximately RMB696,624,000 recognised for
the year ended 31 December 2019. Further to the
Investigation, management performed Management
Reassessment to quantify the impact and considered the
events leading to accounting errors might have
happened in or prior to 2019. However, due to the
missing of certain of the source documents, the Group
was unable to accurately determine the portion of the
prior years’ adjustments that should have been recorded
in or prior to 2019. Hence, a third consolidated statement
of financial position as at 1 January 2019 was not
presented in the current years’ consolidated financial
statements. The effects of the prior years’ adjustments to
reflect the findings of the Investigation in relation to the
Incident and the accounting errors identified by the
Management Reassessment are set out below:
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For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

2. SUMMARY OF SIGNIFICANT 2. TEEHHERBEmw
ACCOUNTING POLICIES (Continued)
2.1 Basis of preparation (Continued) 2.1 RBEEE @)
(b) Correction of prior years’ errors (Continued) (b) A{IEBFFEIER(E)
The effects of the prior years’ adjustments on the BEFEABRHHEZE_ZT—hF
consolidated statement of profit or loss and other +-—A=+—HIFEHFREER
comprehensive income for the year ended 31 December FEMEPEWNEFTOFZENT -

2019 are as follows:

As previously Prior year
reported adjustments  Notes As restated
RAZH BAFERE i &RE7
RMB'000 RMB’000 RMB’000
ARETR AREFT ARBTFT
Revenue Wzs 915,170 (679,714) (i) 235,456
Cost of sales HERAR (471,262) 304,824 (i (166,438)
Other income HitA 15,429 3,292 (i) 18,721
Administrative expenses THRX (76,670) 798 (i) (75,872)
Loss arising from the Incident EHELHER - (2,061,934) (iv) (2,061,934)
Other expenses Hitfx (1,981) (57,727) ) (59,708)
Finance costs RERAR (54,701) (16,249) () (70,950)
Profit/(loss) before income tax BRETGRATRIE/(B518) 228,387 (2,506,710) (2,278,328)
Income tax expense FIEHAX (33,093) 26,051 (vi) (7,042)
Profit/(loss) for the year ENFE/(E8) 195,294 (2,480,659) (2,285,365)
Earnings/(loss) per share AREEBERFEEA
attributable to ordinary equity EEERET/ (BE)
holders of the Company
— Basic and diluted (RMB) - BAREE(ARE) 0.34 (3.95)
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2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)
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FESHBERE@
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2.1 Basis of preparation (Continued) 21 REEE@E)
(b) Correction of prior years’ errors (Continued) (b) AIEBIEFERER(E)
The effects of the prior years’ adjustments on the BEEEFHEE —hE+=
consolidated statement of financial position as at 31 A=+—H E’ji & EMH}@R%E’]
December 2019 are as follows: EWT
As previously Prior year
reported adjustments  Notes As restated
RRAZH BEIFERAE &E|
RMB’000 RMB’000 RMB’000
ARBFT AREFT ARETFT
Assets BE
Property, plant and equipment ME - BER&E 1,061,878 (764,696)  (vii) 297,182
Inventories FE 1,403,731 (333,004) (ix) 1,070,727
Trade receivables W E 5308 254,811 (226,370) (x) 28,441
Prepayments, other receivables  TEfT U8 + E b EUFUE 2
and other assets HipBE 724,523 (461,818)  (x) 262,705
Amounts due from related JE W BB R
companies - 50,827 (xii) 50,827
Cash and cash equivalents BERBELEEY 410,107 (238,000)  (xii) 172,107
Deferred tax assets EERBEE 4,741 @4,741) (i)
Liabilities =1
Trade payables BB S7E 78,587 (11,581)  (xiv) 67,006
Other payables and accruals HiENTE &V FIEH 247,936 97,467 (xv) 345,403
Amounts due to related e R N B
companies - 18,123 (xv) 18,123
Interest-bearing bank and TEBITREMER
other borrowings 1,024,814 408,404 (xvi) 1,428,218
Provision for loss on Unauthorised K &R IEZ R K18
guarantees & - 27,500 (xvi) 27,500
Deferred tax liabilities EEREEE 30,792 (30,792)  (vi) -
Equity iR
Reserves [ 2,359,207 (2,481,923)  (xvii) (122,716)
N Exclude amount due to ultimate holding company of x TBIERMNSEIERARZIE
approximately RMB22,002,000. A R 22,002‘000
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2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.1 Basis of preparation (Continued)

(b) Correction of prior years’ errors (Continued)

Notes:

0

(i)

(i)

(V)

Adjustments were made to reduce the fictitious sales of
approximately RMB696,624,000, partly offset by the
recognition of the business tax and surcharges of
approximately RMB16,910,000 and the corresponding
cost of sales of approximately RMB304,824,000 based
on the findings of the Investigation.

Adjustments were made to recognise the understated
interest income due to cut off error of approximately
RMB3,292,000.

Adjustments were made to reduce the administrative
expenses with no clear business purpose of
approximately RMB798,000 that were partly the result of
the concealment of the misappropriation of fund by Mr.
Chen Weizhong.
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21 wREEE @)
(b) AIEBIEFEIER (E)
GEE

)

(i)

RERAEERIELAE - U
LPERBEEHARE
696,624,000 70 * HFTHERR & 3
TR mEHARE
16,910,000 7T K 18 FE 85 & A 7%
#) A R ¥ 304,824,000 7T 36 5
e o

ABDERESILERMD 2
HF B AL AR EE 3,292,000
775 o

HELUR DT B O TBEENTT
B 2 49 AN R # 798,000 7T
B3 T I R {37 A8 58 A BB B 918 R
BEME -

The following adjustments were made to reflect the (iv) BEFAEEENEEESME
resulting net cumulative losses arising from the Incident HIATAE  UARMREGELE
based on the findings of the Investigation and the HFRME 251 B RE
Management Reassessment:
Notes 2019
B & —E-hF
RMB’000
AREETFTT
Decrease in property, plant and equipment VI - BB KRR SR D (viii) 764,696
Decrease in inventories FaER (ix) 333,768
Decrease in trade receivables FEWE B FIER ) 261,932
Decrease in prepayments, other receivables and FEMFIE - EhERGREREM
other assets BERD (i) 110,067
Decrease in cash and cash equivalents ReRBFEWRL (xiii) 238,000
Decrease in trade payables BB ZFIER D (xiv) (11,529)
Increase in other borrowings H b & I hn (xvi) 365,000
2,061,034
ZENEEBRAR —ZE-_TFFER 97
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2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.1 Basis of preparation (Continued)

98

(b) Correction of prior years’ errors (Continued)

Notes: (Continued)

)

(V)

(vii)

(vii

()

Adjustments were made to recognise the understated
surcharge for overdue tax payment, overdue interest
expense and provision for loss on Unauthorised
guarantees of approximately RMB24,125,000,
RMB6,102,000 and RMB27,500,000 respectively.

Adjustments were made to recognise the understated
interest expense of approximately RMB16,249,000 on
the Uncovered Borrowings.

Adjustments were made to reverse the deferred tax
assets and liabilities recognised in respect of temporary
differences relating to the unrealised profit, accruals and
unremitted profits of subsidiaries.

Adjustments were made to reduce the fictitious property,
plant and equipment recorded in prior years of
approximately RMB764,696,000 based on the findings of
the Investigation and the Management Reassessment
which were recognised as Loss arising from the Incident
on the consolidated statement of profit or loss and other
comprehensive income for the year ended 31 December
2019.

Adjustments were made to adjust the cost of inventories
of approximately RMB333,768,000 influenced by the
fictitious sales and purchases incurred in prior years
based on the findings of the Management Reassessment,
partly offset by the adjustments of approximately
RMB764,000 due to recognition of overhead from cost of
sales.

Adjustments were made to reduce the trade receivable
balance in respect of fictitious sales transactions in prior
years of approximately RMB261,932,000, partly offset by
the adjustments of approximately RMB35,562,000 due to
reallocation of receipt in advance and amount due from
related companies.
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For the year ended 31 December 2020 # % —

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.1 Basis of preparation (Continued)

(b) Correction of prior years’ errors (Continued)

Notes: (Continued)

(xi)

(xii)

(il

(xiv)

(xv)

(xvi)

Adjustments were made to reduce the fictitious
prepayment in prior years including the prepayments for
fixed assets for the construction of Phase Il plant premise,
the production equipment for the premise, the
procurements of condiment products and the
reclassification to amount due from related companies in
an aggregate amount of approximately RMB461,818,000
based on the findings of the Investigation and the
Management Reassessment in which approximately
RMB110,067,000 was recognised in Loss arising from
Incident and the remaining amount of approximately
RMB351,751,000 was in relation to the fictitious sales,
cost of sales and the reclassification adjustments.

Adjustments were made to reclassify amounts due from
related companies from trade receivables, prepayments
and other receivables.

Adjustments were made to adjust the discrepancy of
cash and cash equivalents of approximately
RMB238,000,000 as at 31 December 2019 in the China
Construction Bank Huzhou Branch as a consequence of
the payments to Suzhou Tailang Trading Co., Ltd.* (&1l
HEAE 5 AR A A, athird party, that were not recorded
and without any business rationale based on the findings
of the Investigation. The loss eventually uncovered from
the transaction as described above was approximately
RMB238,000,000.

Adjustments were made to reduce trade payable balance
of approximately RMB11,529,000 based on the findings
of the Investigation and the Management Reassessment
and the remaining amount was in relation to
reclassification adjustment.

Adjustments were made to reclassify non trade-related
payables and amounts due to related companies.

Adjustments were made to recognise the Uncovered
Borrowings of approximately RMB125,000,000,
RMB20,000,000, RMB5,000,000 and RMB235,000,000
respectively from MNP EEESBRBROLBRA
A, ORMERBAR AR, MIKKEEREGRAF
and M R EE AR RIRE S EEFR A A (formerly
known as MM REFAMEZILEGRAR) (AR,
respectively and the corresponding interest and overdue
interest payable based on the findings of Investigation
and the Management Reassessment, in which
RMB365,000,000 of the Uncovered Borrowings was
recognised in Loss arising from the Incident based on
management assessment on its recoverability.

The English translation of the names of the companies
established in the PRC is for reference only. The official
names of these companies are in Chinese.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
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For the year ended 31 December 2020 HE —E - TF+ - A=+—HIIFE

2. SUMMARY OF SIGNIFICANT

100

ACCOU NTI NG POLIC I ES (Continued)

2.1 Basis of preparation (Continued)

(b) Correction of prior years’ errors (Continued)

Notes: (Continued)

(xvi)  Adjustments were made to recognise the provision for
loss on Unauthorised guarantees.

(xvii) Adjustments were made to the reserves reflecting the
effects of the prior year adjustments as a result of the
Incident on the consolidated statement of profit or loss
and other comprehensive income for the year ended 31
December 2019.

2.2 Going concern assumption

In preparing the consolidated financial statements, the directors
of the Company have given consideration to the future liquidity
of the Group in light of its net cash used in operating activities
of approximately RMB196,786,000 and net loss of
approximately RMB845,293,000 incurred for the year ended
31 December 2020 and, as of that date, the Group had net
current liabilities of approximately RMB1,125,184,000, capital
deficiency of approximately RMB1,000,494,000 and
accumulated losses of approximately RMB1,872,752,000,
respectively.

As at 31 December 2020, the Group’s total borrowings
comprising interest-bearing bank and other borrowings
amounting to approximately RMB1,495,486,000, of which
current borrowings amounted to approximately
RMB1,408,963,000 and approximately RMB462,528,000 were
not in compliance with certain financial loan covenants and
approximately RMB430,000,000 were overdue as disclosed in
note 29 to the consolidated financial statements, while its cash
and cash equivalents amounted to approximately
RMB8,443,000.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS

% 0 U 5 A B

For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.2 Going concern assumption (Continued)

Despite of these circumstances, the consolidated financial
statements have been prepared on a going concern basis on
the assumption that the Group is able to operate as a going
concern for the foreseeable future. In the opinion of the
directors of the Company, the Group can meet its financial
obligations as and when they fall due within the next year from
the end of the reporting period, after taking into consideration
of the measures and arrangements that the Group has
implemented or is in the process of implementing as detailed
below:

° The chargor, Wuxing City Investment HK Company
Limited*, has undertaken to provide continuing financial
support to the Group for a period of fourteen months
from the date of approval of the consolidated financial
statements by the directors of the Company in order to
maintain the Group as a going concern;

° The Group is in negotiation with banks and financial
institutions for the renewals of the Group’s short term
borrowings upon expiry, new borrowings and applying
for future credit facilities. Up to the date of approval of
these consolidated financial statements, the Group’s
major lenders, FIAH*, N B EREGRAF (H
BX @ & ”)* and Huzhou Wuxing Chengshi Tousi Fazhan
Jituan Youxian Gongsi M/ RERTIEEHREBFR
AAE] (N REE T ) have shown the positive support
on the Group and confirmed that they do not intend to
demand payment from the Group for the amount due to
them of approximately RMB594,547,000,
RMB60,738,000 and RMBNIl respectively and has
undertaken to provide new financing facilities of
approximately RMB300,000,000 for a period of fourteen
months from the date of approval of these consolidated
financial statements. In addition, the Group have repaid
the aforesaid bank loans of approximately
RMB462,528,000 that were not in compliance with
certain financial loan covenants in 2021. Therefore, the
directors of the Company are confident that the entire
borrowings can be renewed upon expiration and future
credit facilities can be applied based on the Group’s past
experience and credit history; and

° The directors of the Company have evaluated all the
relevant facts available to them and made a business
plan to improve its liquidity by (i) monitoring the
production activities in order to fulfill the forecast
production volume and meet sales forecast, (i) taking
measures to tighten cost controls over various
production costs and expenses, and (i) any feasible
financial arrangement.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
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For the year ended 31 December 2020 # % —

2. SUMMARY OF SIGNIFICANT

102

ACCOU NTI NG POLIC I ES (Continued)

2.2 Going concern assumption (Continued)

The directors of the Company have reviewed the Group’s cash
flows forecast, prepared by management which covers a
period of three years from the end of the reporting period. They
are of the opinion that, taking into account the above-
mentioned plans and measures, the Group will have sufficient
cash resources to satisfy its working capital and other financial
obligations for the next twelve months from the end of the
reporting period after having taken into account of the Group’s
current financial resources and capital expenditure
requirements with respect to the production facilities and
development of its business. Accordingly, the directors of the
Company are of the opinion that it is appropriate to prepare the
consolidated financial statements of the Group for the year
ended 31 December 2020 on a going concern basis.

Notwithstanding the above, significant uncertainties exist as to
whether the management will be able to achieve its plans and
measures as described above. Whether the Group will be able
to continue as a going concern would depend upon the
Group’s ability to generate adequate financing and operating
cash flows in the near future and obtain the continuous financial
support from its chargor and major lenders.

Should the going concern assumption be inappropriate,
adjustments may have to be made to write down the carrying
values of assets to their recoverable amounts, to provide for
any further liabilities that might arise, and to reclassify non-
current assets and non-current liabilities as current assets and
current liabilities, respectively. The effects of these adjustments
have not been reflected in the consolidated financial
statements.

* Pursuant to a share mortgage deed dated 2 April 2019,
Key Shine charged 229,424,000 shares of the Company
to Wuxing City Investment HK Company Limited, which
is wholly owned by /1 5= B i1 . B AN and #ER gL &
were also the subsidiaries of 41/ 5= S 1 .
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
Ao 7 B R B

For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2. FESHHREBEmw

2.3 Basis of consolidation

The consolidated financial statements include the financial
statements of Group for the year ended 31 December 2020. A
subsidiary is an entity (including a structured entity), directly or
indirectly, controlled by the Company. Control is achieved
when the Group is exposed, or has rights, to variable returns
from its involvement with the investee and has the ability to
affect those returns through its power over the investee (i.e.,
existing rights that give the Group the current ability to direct
the relevant activities of the investee).

When the Company has, directly or indirectly, less than a
majority of the voting or similar rights of an investee, the Group
considers all relevant facts and circumstances in assessing
whether it has power over an investee, including:

(@)  the contractual arrangement with the other vote holders
of the investee;

(b)  rights arising from other contractual arrangements; and
(c)  the Group’s voting rights and potential voting rights.

The financial statements of the subsidiaries are prepared for
the same reporting period as the Company, using consistent
accounting policies. The results of subsidiaries are consolidated
from the date on which the Group obtains control and continue
to be consolidated until the date that such control ceases.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
Ao 7 B R I

For the year ended 31 December 2020 HE —E - TF+ - A=+—HIIFE

2. SUMMARY OF SIGNIFICANT 2. *

ACCOU NTI NG POLIC I ES (Continued)

2.3 Basis of consolidation (Continued)

Profit or loss and each component of other comprehensive
income are attributed to the owners of the Company of the
Group and to the non-controlling interests, even if this results in
the non-controlling interests having a deficit balance. All intra-
group assets and liabilities, equity, income, expenses and cash
flows relating to transactions between members of the Group
are eliminated in full on consolidation.

The Group reassesses whether or not it controls an investee if
facts and circumstances indicate that there are changes to one
or more of the three elements of control described above. A
change in the ownership interest of a subsidiary, without a loss
of control, is accounted for as an equity transaction.

If the Group loses control over a subsidiary, it derecognises (i)
the assets (including goodwill) and liabilities of the subsidiary, (i)
the carrying amount of any non-controlling interest and (i) the
cumulative translation differences recorded in equity; and
recognises (i) the fair value of the consideration received, (i) the
fair value of any investment retained and (i) any resulting
surplus or deficit in profit or loss. The Group’s share of
components previously recognised in other comprehensive
income is reclassified to profit or loss or retained profits, as
appropriate, on the same basis as would be required if the
Group had directly disposed of the related assets or liabilities.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
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For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2. FESHHEEHRE @

2.4 Foreign currency translation 2.4 N E
These consolidated financial statements are presented in RMB, ZEREAVBEBRRIDAAREETZ
which is the Group’s presentation currency. The functional W AEBMNEREE - KRNI
currency of the Company is the Hong Kong dollar while RMB is BEEE BT  BARRESRA MBHRE
used as the presentation currency of the consolidated financial NARBEZREY  NEAKEEZHR
statements of the Company for the purpose of aligning with the B - . REBREER ﬁ;"ﬁmﬁljj

presentation currency of the Group. Each entity in the Group
determines its own functional currency and items included in
the consolidated financial statements of each entity are
measured using that functional currency. Foreign currency
transactions recorded by the Company and the entity in the
Group are initially recorded using their respective functional
currency rates prevailing at the dates of the transactions.
Monetary assets and liabilities denominated in foreign
currencies are retranslated at the functional currency rates of
exchange ruling at the end of the reporting period. Differences
arising on settlement or translation of monetary items are
recognised in the consolidated statement of profit or loss and
other comprehensive income.

Non-monetary items that are measured in terms of historical
cost in a foreign currency are translated using the exchange
rates at the dates of the initial transactions. Non-monetary
items measured at fair value in a foreign currency are translated
using the exchange rates at the date when the fair value was
measured. The gain or loss arising on translation of a non-
monetary item measured at fair value is treated in line with the
recognition of the gain or loss on change in fair value of the
item (i.e., translation difference on the item whose fair value
gain or loss is recognised in other comprehensive income or
profit or loss is also recognised in consolidated statement of
profit or loss and other comprehensive income, respectively).

In determining the exchange rate on initial recognition of the
related asset, expense or income on the derecognition of a
non-monetary asset or non-monetary liability relating to an
advance consideration, the date of initial transaction is the date
on which the Group initially recognises the non-monetary asset
or non-monetary liability arising from the advance
consideration. If there are multiple payments or receipts in
advance, the Group determines the transaction date for each
payment or receipt of the advance consideration.

ZENBERARAR —T_TFFR

BRER Mt AREBES ﬁ?ﬁ"’*#ﬁ%ﬂ’]
HEHEMAZNEELE - AR
REBERACHENINER %H%Wfﬁﬁ
R HAYEBRITYEESEXRTE -
MONEFHEN EREER A BRREH
ROBITNEERERENRE - £HE
FMEERIREELANERNFAER
REMEERSERER

VAR S ARG B B SNE SER B I IR B 3R
R 5 A HEXETHRE - mRF
ErfEBMIMNEFERIHERERAATE
AAEEHMERETIRE o LAFER
EBRFERMEREREESNER 1%
RZBEBRAFEEZHESNER (IR
FEEBENE 2K G IR TR
MIERELZBE T NRGEABRRLE
R E W R R P RER) ETTEFTERIE -

R IERERETR N BRI IEEREN
BESFENMEER  RETNRE
RIEHEE  FAXIBARANEEK -
a2 5 AR R AR EENIa R AN
ﬁ?im# SR EENIFE %&EE

o MFEZENRKFAYGRIE - 8
$%@%~%ﬁﬁﬁﬁ%ﬁmi%%#
EXZHEH -

105



NOTES TO THE CONSOLIDATED
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For the year ended 31 December 2020 HE —E - TF+ - A=+—HIIFE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

106

2.4

2.5

Foreign currency translation (Continued)

The functional currencies of certain Hong Kong subsidiaries are
currencies other than RMB. As at the end of the reporting
period, the assets and liabilities of these entities are translated
into the presentation currency of the Company at the exchange
rates prevailing at the end of the reporting period and their
consolidated statement of profit or loss and other
comprehensive income are translated into RMB at the weighted
average exchange rates for the year. The resulting exchange
differences are recognised in consolidated statement of profit
or loss and other comprehensive income and accumulated in
the exchange fluctuation reserve.

For the purpose of the consolidated statement of cash flows,
the cash flows of Hong Kong subsidiaries are translated into
RMB at the exchange rates ruling at the dates of the cash
flows. Frequently recurring cash flows of Hong Kong
subsidiaries which arise throughout the year are translated into
RMB at the weighted average exchange rates for the year.

Property, plant and equipment and
depreciation

Property, plant and equipment, other than construction in
progress, are stated at cost less accumulated depreciation and
any impairment losses. The cost of an item of property, plant
and equipment comprises its purchase price and any directly
attributable costs of bringing the asset to its working condition
and location for its intended use.

Expenditure incurred after items of property, plant and
equipment have been put into operation, such as repairs and
maintenance, is normally charged to the consolidated
statement of profit or loss and other comprehensive income in
the period in which it is incurred. In situations where the
recognition criteria are satisfied, the expenditure for a major
inspection is capitalised in the carrying amount of the asset as
a replacement. Where significant parts of property, plant and
equipment are required to be replaced at intervals, the Group
recognises such parts as individual assets with specific useful
lives and depreciates them accordingly.
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NOTES TO THE CONSOLIDATED
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For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.5 Property, plant and equipment and

2. FESHHEEHRE @

25 ME -BERRBUARITE

depreciation (Continued)

Depreciation is calculated on the straight-line basis to write off
the cost of each item of property, plant and equipment to its
residual value over its estimated useful life. The principal annual
rates used for this purpose are as follows:

Buildings 5%
Machinery and equipment 5% to 20%
Furniture and fixtures 20% to 33'/3%
Motor vehicles 20%

Leasehold improvements Over the lease terms

Where parts of an item of property, plant and equipment have
different useful lives, the cost of that item is allocated on a
reasonable basis among the parts and each part is depreciated
separately. Residual values, useful lives and the depreciation
method are reviewed, and adjusted if appropriate, at least at
each financial year end.

An item of property, plant and equipment including any
significant part initially recognised is derecognised upon
disposal or when no future economic benefits are expected
from its use or disposal. Any gain or loss on disposal or
retirement recognised in the consolidated statement of profit or
loss and other comprehensive income in the year the asset is
derecognised is the difference between the net sales proceeds
and the carrying amount of the relevant asset.

Construction in progress represents property, plant and
equipment under construction, which are stated at cost less
any impairment losses, and are not depreciated. Cost
comprises the direct costs of construction during the period of
construction. Construction in progress is reclassified to the
appropriate category of property, plant and equipment when
completed and ready for use.
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2. SUMMARY OF SIGNIFICANT

108

ACCOU NTI NG POLIC I ES (Continued)

2.6 Intangible assets (other than goodwill) and

research and development activities

Intangible assets acquired separately are measured on initial
recognition at cost. The cost of intangible assets acquired in a
business combination is the fair value at the date of acquisition.
The useful lives of intangible assets are assessed to be either
finite or indefinite. Intangible assets with finite lives are
subsequently amortised over the useful economic life and
assessed for impairment whenever there is an indication that
the intangible asset may be impaired. Amortisation commences
when the intangible assets are available for use. The following
useful lives are applied:

Computer software 5 years

Intangible assets with indefinite useful lives are carried at cost
less any subsequent accumulated impairment losses.

The amortisation period and the amortisation method for an
intangible asset with a finite useful life are reviewed at least at
each financial year end.

Research and development costs

All research costs are charged to the consolidated statement
of profit or loss and other comprehensive income as incurred.

Expenditure incurred on projects to develop new products is
capitalised and deferred only when the Group can demonstrate
the technical feasibility of completing the intangible asset so
that it will be available for use or sale, its intention to complete
and its ability to use or sell the asset, how the asset will
generate future economic benefits, the availability of resources
to complete the project and the ability to measure reliably the
expenditure during the development. Product development
expenditure which does not meet these criteria is expensed
when incurred.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
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For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.6

2.7

Intangible assets (other than goodwill) and
research and development activities (Continued)

Research and development costs (Continued)

Direct costs include employee costs incurred on development
activities along with an appropriate portion of relevant
overheads. The costs of development of internally generated
software, products or knowhow that meet the above
recognition criteria are recognised as intangible assets.

Financial instruments
Initial recognition and measurement

Financial assets are classified, at initial recognition, as
subsequently measured at amortised cost, fair value through
other comprehensive income, and fair value through profit or
loss. The Group’s financial assets included trade receivables,
financial assets included in prepayments, other receivables and
other assets, amounts due from related companies, pledged
deposits and cash and cash equivalents.

The classification of financial assets at initial recognition
depends on the financial asset’s contractual cash flow
characteristics and the Group’s business model for managing
them. With the exception of trade receivables that do not
contain a significant financing component or for which the
Group has applied the practical expedient of not adjusting the
effect of a significant financing component, the Group initially
measures a financial asset at its fair value, plus in the case of a
financial asset not at fair value through profit or loss, transaction
costs. Trade receivables that do not contain a significant
financing component or for which the Group has applied the
practical expedient are measured at the transaction price
determined under IFRS 15 in accordance with the policies set
out for “Revenue recognition” below.

2.6

2.7
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2. SUMMARY OF SIGNIFICANT

110

ACCOU NTI NG POLIC I ES (Continued)

2.7 Financial instruments (Continued)

Initial recognition and measurement (Continued)

In order for a financial asset to be classified and measured at
amortised cost or fair value through other comprehensive
income, it needs to give rise to cash flows that are solely
payments of principal and interest (“SPPI”) on the principal
amount outstanding. Financial assets with cash flows that are
not SPPI are classified and measured at fair value through
profit or loss, irrespective of the business model.

The Group’s business model for managing financial assets
refers to how it manages its financial assets in order to
generate cash flows. The business model determines whether
cash flows will result from collecting contractual cash flows,
selling the financial assets, or both. Financial assets classified
and measured at amortised cost are held within a business
model with the objective to hold financial assets in order to
collect contractual cash flows, while financial assets classified
and measured at fair value through other comprehensive
income are held within a business model with the objective of
both holding to collect contractual cash flows and selling.
Financial assets which are not held within the aforementioned
business models are classified and measured at fair value
through profit or loss.

All regular way purchases and sales of financial assets are
recognised on the trade date, that is, the date that the Group
commits to purchase or sell the asset. Regular way purchases
or sales are purchases or sales of financial assets that require
delivery of assets within the period generally established by
regulation or convention in the marketplace.

Subsequent measurement

The subsequent measurement of financial assets depends on
their classification as follows:

Financial assets at amortised cost

Financial assets at amortised cost are subsequently measured
using the effective interest method and are subject to
impairment. Gains and losses are recognised in the
consolidated statement of profit or loss and other
comprehensive income when the asset is derecognised,
modified or impaired.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
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For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.8 Derecognition of financial assets

2. FESHHEEHRE @

2.8 ﬁlﬁmﬁjsm\ltﬁﬁwu

A financial asset (or, where applicable, a part of a financial
asset or part of a group of similar financial assets) is primarily
derecognised (i.e., removed from the Group’s consolidated
statement of financial position) when:

o the rights to receive cash flows from the asset have
expired; or

° the Group has transferred its rights to receive cash flows
from the asset or has assumed an obligation to pay the
received cash flows in full without material delay to a
third party under a “pass-through” arrangement; and
either (a) the Group has transferred substantially all the
risks and rewards of the asset, or (b) the Group has
neither transferred nor retained substantially all the risks
and rewards of the asset, but has transferred control of
the asset.

When the Group has transferred its rights to receive cash flows
from an asset or has entered into a pass-through arrangement,
it evaluates if, and to what extent, it has retained the risk and
rewards of ownership of the asset. When it has neither
transferred nor retained substantially all the risks and rewards
of the asset nor transferred control of the asset, the Group
continues to recognise the transferred asset to the extent of
the Group’s continuing. In that case, the Group also recognises
an associated liability. The transferred asset and the associated
liability are measured on a basis that reflects the rights and
obligations that the Group has retained.

Continuing involvement that takes the form of a guarantee over
the transferred asset is measured at the lower of the original
amount of the asset and the maximum amount of consideration
that the Group could be required to repay.
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2. SUMMARY OF SIGNIFICANT

112

ACCOU NTI NG POLIC I ES (Continued)

2.9 Impairment of financial assets

The Group recognises an allowance for expected credit losses
(“ECLs”) for all debt instruments not held at fair value through
profit or loss. ECLs are based on the difference between the
contractual cash flows due in accordance with the contract
and all the cash flows that the Group expects to receive,
discounted at an approximation of the original effective interest
rate. The expected cash flows will include cash flows from the
sale of collateral held or other credit enhancements that are
integral to the contractual terms.

General approach

ECLs are recognised in two stages. For credit exposures for
which there has not been a significant increase in credit risk
since initial recognition, ECLs are provided for credit losses that
result from default events that are possible within the next 12
months (a 12-month ECLs). For those credit exposures for
which there has been a significant increase in credit risk since
initial recognition, a loss allowance is required for credit losses
expected over the remaining life of the exposure, irrespective of
the timing of the default (a lifetime ECLS).

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

The Group considers a financial asset in default when
contractual payments are 90 days past due. However, in
certain cases, the Group may also consider a financial asset to
be in default when internal or external information indicates that
the Group is unlikely to receive the outstanding contractual
amounts in full before taking into account any credit
enhancements held by the Group. A financial asset is written
off when there is no reasonable expectation of recovering the
contractual cash flows.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
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For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.9 Impairment of financial assets (Continued)

2. FESHHEEHRE @

2.9 ﬁﬂié?/ﬂ”ﬁ(nﬂ

General approach (Continued)

Debt investments at fair value through other comprehensive
income and financial assets at amortised cost are subject to
impairment under the general approach and they are classified
within the following stages for measurement of ECLs except for
trade receivables which apply the simplified approach as
detailed below.

Stage 1 - Financial instruments for which credit risk
has not increased significantly since initial
recognition and for which the loss allowance
is measured at an amount equal to
12-month ECLs

Stage 2 - Financial instruments for which credit risk
has increased significantly since initial
recognition but that are not credit-impaired
financial assets and for which the loss
allowance is measured at an amount equal
to lifetime ECLs

Stage 3 - Financial assets that are credit-impaired at
the reporting date (but that are not
purchased or originated credit-impaired)
and for which the loss allowance is
measured at an amount equal to lifetime
ECLs

Simplified approach

For trade receivables that do not contain a significant financing
component or when the Group applies the practical expedient
of not adjusting the effect of a significant financing component,
the Group applies the simplified approach in calculating ECLs.
Under the simplified approach, the Group does not track
changes in credit risk, but instead recognises a loss allowance
based on lifetime ECLs at each reporting date. The Group has
established a provision matrix that is based on its historical
credit loss experience, adjusted for forward-looking factors
specific to the debtors and the economic environment.

Detailed analysis of the ECLs assessment are set out in note
41.2.
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2. SUMMARY OF SIGNIFICANT

114

ACCOU NTI NG POLIC I ES (Continued)

2.10Financial liabilities

Initial recognition and measurement

Financial liabilities are classified, at initial recognition, as
financial liabilities at fair value through profit or loss, or loans
and other borrowings, payables, as appropriate.

All financial liabilities are recognised initially at fair value and, in
the case of loans and other borrowings and payables, net of
directly attributable transaction costs.

The Group’s financial liabilities include trade and other
payables, amounts due to related companies, amount due to
ultimate holding company, interest-bearing bank and other
borrowings and other long term liabilities.

Subsequent measurement

The measurement of financial liabilities depends on their
classification as follows:

Financial liabilities at amortised cost

After initial recognition, interest-bearing bank and other
borrowings are subsequently measured at amortised cost,
using the effective interest rate method unless the effect of
discounting would be immaterial, in which case they are stated
at cost. Gains and losses are recognised in the consolidated
statement of profit or loss and other comprehensive income
when the liabilities are derecognised as well as through the
effective interest rate amortisation process.

Amortised cost is calculated by taking into account any
discount or premium on acquisition and fees or costs that are
an integral part of the effective interest rate. The effective
interest rate amortisation is included in finance costs in the
consolidated statement of profit or loss and other
comprehensive income.
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For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.11 Derecognition of financial liabilities

2. FESHHREBEmw

2 11 ﬁﬂiﬁﬁm\ Ewb\

ERERTETERR  BURRER
- Bl IFHERERALE -

A financial liability is derecognised when the obligation under
the liability is discharged or cancelled, or expires.

When an existing financial liability is replaced by another from W—ERAERMAERKER-ERT
the same lender on substantially different terms, or the terms of MABA FER AN S —AEBAER
an existing liability are substantially modified, such an exchange B SR ARENIRTEARER
or modification is treated as a derecognition of the original AR TR B SIS SR E IR LR R R
liability and a recognition of a new liability, and the difference BERERHAGERE MARKEE
between the respective carrying amounts is recognised in the ZEMEBAING S B LA ZEK
consolidated statement of profit or loss and other mRPER -

comprehensive income.

2.12Offsetting of financial instruments 212EERMT A
Financial assets and financial liabilities are offset and the net ﬁ B ATA A SRR THRA AR B i

amount is reported in the consolidated statement of financial
position if there is a currently enforceable legal right to offset
the recognised amounts and there is an intention to settle on a
net basis, or to realise the assets and settle the liabilities

REFIE - BB BENZFIANFE
HRBBREENMENAE  BITTEH
EREERSRAEG  URHBHARE
NEFE -

simultaneously.

2.13Inventories 2131ZE

B AER BB FEZ REE
§IJEE XA NP AR E - R
mEEKRABEERME BERET

Inventories are stated at the lower of cost and net realisable
value. Cost is determined on the weighted average basis and,
in the case of work in progress and finished goods, comprises
direct materials, direct labour and an appropriate proportion of RSEE P2 B - AT Z R FER
overheads. Net realisable value is based on estimated selling Rt S ER e T & b & B PR A ATl 1
prices less any estimated costs to be incurred to completion ATPCANETE o

and disposal.
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2. SUMMARY OF SIGNIFICANT

116

ACCOU NTI NG POLIC I ES (Continued)

2.14 Cash and cash equivalents

For the purpose of the consolidated statement of cash flows,
cash and cash equivalents comprise cash on hand and
demand deposits, and short term highly liquid investments that
are readily convertible into known amounts of cash, are subject
to an insignificant risk of changes in value, and have a short
maturity of generally within three months when acquired, less
bank overdrafts which are repayable on demand and form an
integral part of the Group’s cash management.

For the purpose of the consolidated statement of financial
position, cash and cash equivalents comprise cash on hand
and at banks, which are not restricted as to use.

2.15Contract liabilities

A contract liability is recognised when a payment is received or
a payment is due (whichever is earlier) from a customer before
the Group transfers the related goods or services. Contract
liabilities are recognised as revenue when the Group performs
under the contract (i.e., transfers control of the related goods
or services to the customer). 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.
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2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.16 Financial guarantees issued

2. FESHHREBEmw

216 B % K ISR

A financial guarantee contract is a contract that requires the
issuer (or guarantor) to make specified payments to reimburse
the holder for a loss it incurs because a specified debtor fails to
make payment when due in accordance with the terms of a
debt instrument.

Where the Group issues a financial guarantee, the fair value of
the guarantee is initially recognised as deferred income within
“trade and other payables”. The fair value of financial
guarantees is determined based on the present value of the
difference in cash flows between the contractual payments
required under the debt instruments and the payments that
would be required without the guarantee, or the estimated
amount that would be payable to a third party for assessing the
obligations. Where consideration is received or receivable for
the issuance of the guarantee, the consideration is recognised
in accordance with the Group’s policies applicable to that
category of asset. Where no such consideration is received or
receivable, an immediate expense is recognised in profit or loss
on initial recognition of any deferred income.

Subsequently, financial guarantees are measured at the higher
of the amount determined in accordance with ECLs under IFRS
9 as set out in note 2.9 and the amount initially recognised
less, where appropriate, the cumulative amount of income
recognised over the guarantee period.
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2.
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SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.17 Leases

Definition of a lease and the Group as a lessee

2. FESHHREBEmw

2171 &

HENEZERAFBEEREABEA

The Group assesses at contract inception whether a 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.

Group as a lessee

The Group applies a single recognition and measurement
approach for all leases, except for short-term leases and leases
of low-value assets. The Group recognises lease liabilities to
make lease payments and right-of-use assets representing the
right to use the underlying assets.

(@)

Right-of-use assets

Right-of-use assets are recognised at the
commencement date of the lease (that is the date the
underlying asset is available for use). Right-of-use assets
are measured at cost, less any accumulated depreciation
and any impairment losses, and adjusted for any
remeasurement of lease liabilities. The cost of right-of-
use assets includes the amount of lease liabilities
recognised, initial direct costs incurred, and lease
payments made at or before the commencement date
less any lease incentives received. Right-of-use assets
are depreciated on a straight-line basis over the shorter
of the lease terms and the estimated useful lives of the
assets as follows:

Land use right
Plant and machinery

33 to 46 years
2 to 15 years
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2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.17 Leases (Continued)

Group as a lessee (Continued)

@

(b)

Right-of-use assets (Continued)

If ownership of the leased asset transfers to the Group
by the end of the lease term or the cost reflects the
exercise of a purchase option, depreciation is calculated
using the estimated useful life of the asset.

Lease liabilities

Lease liabilities are recognised at the commencement
date of the lease at the present value of lease payments
to be made over the lease term. The lease payments
include fixed payments (including in-substance fixed
payments) less any lease incentives receivable, variable
lease payments that depend on an index or a rate, and
amounts expected to be paid under residual value
guarantees. The lease payments also include the
exercise price of a purchase option reasonably certain to
be exercised by the Group and payments of penalties for
termination of a lease, if the lease term reflects the Group
exercising the option to terminate. The variable lease
payments that do not depend on an index or a rate are
recognised as an expense in the period in which the
event or condition that triggers the payment occurs.

In calculating the present value of lease payments, the
Group uses its incremental borrowing rate at the lease
commencement date because the interest rate implicit in
the lease is not readily determinable. After the
commencement date, the amount of lease liabilities is
increased to reflect the accretion of interest and reduced
for the lease payments made. In addition, the carrying
amount of lease liabilities is remeasured if there is a
modification, a change in the lease term, a change in
lease payments (e.g., a change to future lease payments
resulting from a change in an index or rate) or a change
in assessment of an option to purchase the underlying
asset. The Group’s lease liabilities are included in
interest-bearing bank and other borrowings.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
Ao 7 B R I

For the year ended 31 December 2020 HE —E - TF+ - A=+—HIIFE

2. SUMMARY OF SIGNIFICANT 2. FESHERBEw

ACCOU NTI NG POLIC I ES (Continued)

2.17 Leases (Continued)
Group as a lessee (Continued)
(c)  Short-term leases and leases of low-value assets

The Group applies the short-term lease recognition
exemption to its short-term leases of machinery and
equipment (that is those leases that have a lease term of
12 months or less from the commencement date and do
not contain a purchase option).

Lease payments on short-term leases and leases of low-
value assets are recognised as an expense on a straight-
line basis over the lease term.

Sales and leaseback transactions

The Group as a seller-lessee

For a transfer that does not satisfy requirements as a sale in
accordance with IFRS 15, the transaction are in substance a
financing arrangement under IFRS 9. Therefore, the Group as a
seller-lessee accounts for the proceeds received as “other
borrowings — secured” within the scope of IFRS 9.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
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For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.18Provisions and contingent liabilities

2. FESHHEEHRE @

218RBERRAREE

A provision is recognised when a present obligation (legal or
constructive) has arisen as a result of a past event and it is
probable that a future outflow of resources will be required to
settle the obligation, provided that a reliable estimate can be
made of the amount of the obligation.

When the effect of discounting is material, the amount
recognised for a provision is the present value at the end of the
reporting period of the future expenditures expected to be
required to settle the obligation. The increase in the discounted
present value amount arising from the passage of time is
included in finance costs in the consolidated statement of profit
or loss and other comprehensive income.

All provisions are reviewed at each reporting date and adjusted
to reflect the current best estimate.

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 uncertain
events not wholly within the control of the Group, are also
disclosed as contingent liabilities unless the probability of
outflow of economic benefits is remote.

2.19Share capital

Ordinary shares are classified as equity. Share capital is
recognised at the amount of consideration of shares issued,
after deducting any transaction costs associated with the
issuing of shares (net of any related income tax benefit) to the
extent they are incremental costs directly attributable to the
equity transaction.
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NOTES TO THE CONSOLIDATED

FINANCIAL STATEMENTS
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For the year ended 31 December 2020 HE —E - TF+ - A=+—HIIFE

2. SUMMARY OF SIGNIFICANT
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ACCOU NTI NG POLIC I ES (Continued)

2.20Revenue recognition

Revenue from contracts with customers

Revenue from contracts with customers is recognised when
control of goods or services is transferred to the customers at
an amount that reflects the consideration to which the Group
expects to be entitled in exchange for those goods or services.

When the consideration in a contract includes a variable
amount, the amount of consideration is estimated to which the
Group will be entitled in exchange for transferring the goods or
services to the customer. The variable consideration is
estimated at contract inception and constrained until it is highly
probable that a significant revenue reversal in the amount of
cumulative revenue recognised will not occur when the
associated uncertainty with the variable consideration is
subsequently resolved.

When the contract contains a financing component which
provides the customer with a significant benefit of financing the
transfer of goods or services to the customer for more than
one year, revenue is measured at the present value of the
amount receivable, discounted using the discount rate that
would be reflected in a separate financing transaction between
the Group and the customer at contract inception. \When the
contract contains a financing component which provides the
Group with a significant financial benefit for more than one
year, revenue recognised under the contract includes the
interest expense accreted on the contract liability under the
effective interest method. For a contract where the period
between the payment by the customer and the transfer of the
promised goods or services is one year or less, the transaction
price is not adjusted for the effects of a significant financing
component, using the practical expedient in IFRS 15.

Sale of goods

Revenue from the sale of goods is recognised at the point in
time when control of the asset is transferred to the customer,
generally on delivery of the products.

Some contracts for the sale of products provide customers

with rights of return and volume rebates. The rights of return
and volume rebates give rise to variable consideration.
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For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.20 Revenue recognition (Continued)

Sale of goods (Continued)

@

(b)

Rights of return

For contracts which provide a customer with a right to
return the goods within a specified period, the expected
value method is used to estimate the goods that will not
be returned because this method best predicts the
amount of variable consideration to which the Group will
be entitled. The requirements in IFRS 15 on constraining
estimates of variable consideration are applied in order to
determine the amount of variable consideration that can
be included in the transaction price. For goods that are
expected to be returned, instead of revenue, a refund
liability is recognised. A right-of-return asset (and the
corresponding adjustment to cost of sales) is also
recognised for the right to recover products from a
customer.

Volume rebates

Retrospective volume rebates may be provided to certain
customers once the quantity of products purchased
during the period exceeds a threshold specified in the
contract. Rebates are offset against amounts payable by
the customer. To estimate the variable consideration for
the expected future rebates, the most likely amount
method is used for contracts with a single-volume
threshold and the expected value method for contracts
with more than one volume threshold. The selected
method that best predicts the amount of variable
consideration is primarily driven by the number of volume
thresholds contained in the contract. The requirements
on constraining estimates of variable consideration are
applied and a refund liability for the expected future
rebates is recognised.

Other income

Interest income is recognised on an accrual basis using the
effective interest method by applying the rate that exactly
discounts the estimated future cash receipts over the expected
life of the financial instrument or a shorter period, when
appropriate, to the net carrying amount of the financial asset.
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For the year ended 31 December 2020 HE —E - TF+ - A=+—HIIFE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.21 Government grants

2. FESHHREBEmw
2.21 BUfF Y

124

Grants from the government are recognised at their fair value
where there is a reasonable assurance that the grant will be
received and the Group will comply with all attached conditions.
Government grants are deferred and recognised in profit or
loss over the period necessary to match them with the costs
that the grants are intended to compensate.

Government grants relating to income is presented in gross
under “other income and gains” in the consolidated statement
of profit or loss and other comprehensive income.

2.22Impairment of non-financial assets

Where an indication of impairment exists, or when annual
impairment testing for an asset is required (other than
inventories and financial assets), the asset’s recoverable
amount is estimated. An asset’s recoverable amount is the
higher of the asset’s or cash-generating unit’s value in use and
its fair value less costs of disposal, and is determined for an
individual asset, unless the asset does not generate cash
inflows that are largely independent of those from other assets
or groups of assets, in which case the recoverable amount is
determined for the cash-generating unit to which the asset
belongs.

An impairment loss is recognised only if the carrying amount of
an asset exceeds its recoverable amount. 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. An impairment loss is charged to the
consolidated statement of profit or loss and other comprehensive
income in the period in which it arises in those expense
categories consistent with the function of the impaired asset.

An assessment is made as at the end of each reporting period
as to whether there is an indication that previously recognised
impairment losses may no longer exist or may have decreased.
If such an indication exists, the recoverable amount is
estimated. A previously recognised impairment loss of an asset
other than goodwill is reversed only if there has been a change
in the estimates used to determine the recoverable amount of
that asset, but not to an amount higher than the carrying
amount that would have been determined (net of any
depreciation/amortisation) had no impairment loss been
recognised for the asset in prior years.

A reversal of such an impairment loss is credited to the

consolidated statement of profit or loss and other
comprehensive income in the period in which it arises.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
Ao 7 B R B

For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.23 Employee benefits

2. FESHHREBEmw

2.23EE1ER

According to the rules and regulations of the PRC, the
Company’s subsidiaries registered in the PRC are required to
contribute to a state-sponsored retirement plan for all its PRC
employees at certain percentages of the basic salaries
predetermined by the local governments. The state-sponsored
retirement plan is responsible for the entire retirement benefit
obligations payable to retired employees and the Group has no
further obligations for the actual retirement benefit payments or
other post-retirement benefits beyond the annual contributions.

The contributions are recognised as expenses when the
Company consumes the economic benefit arising from the
service provided by an employee in exchange for employee
benefits.

Early retirement and retirement benefits

During the fiscal 2005 restructuring, the Group undertook the
expense related to both the retirement and the early retirement
schemes for the medical and social welfare of those early
retired and retired employees as of 30 June 2005. The Group
recognised the relevant estimated liabilities as well as charges
in the consolidated statement of profit or loss and other
comprehensive income once the Group undertook the
obligations. These benefits are unfunded.

Where these schemes fall due more than 12 months after the
date of the consolidated financial statements, they shall be
discounted using the appropriate discount rate, and carried at
discounted amounts as liabilities. The discount rate is
determined using the yield rate of government bonds with
similar terms at the date of the consolidated financial
statements.
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For the year ended 31 December 2020 HE —E - TF+ - A=+—HIIFE

2. SUMMARY OF SIGNIFICANT
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ACCOU NTI NG POLIC I ES (Continued)

2.23 Employee benefits (Continued)

Early retirement and retirement benefits (Continued)

Actuarial gains or losses include the experience adjustment (the
impact of difference between the previous actuarial assumption
and actual results) and the impact of changes on actuarial
assumption. The actuarial gains or losses are recognised in
other comprehensive income when incurred and will not be
reclassified to profit or loss in a subsequent period.

Interest expense is charged to the consolidated statement of
profit or loss and other comprehensive income and is derived
from the discount rate determined at the commencement of
the retirement scheme within an accounting period and the
early retirement scheme multiplying with the average present
value over the entire terms.

2.24 Borrowing costs

Borrowing costs directly attributable to the acquisition,
construction or production of qualifying assets, i.e., assets that
necessarily take a substantial period of time to get ready for
their intended use or sale, are capitalised as part of the cost of
those assets. The capitalisation of such borrowing costs
ceases when the assets are substantially ready for their
intended use or sale. Investment income earned on the
temporary investment of specific borrowings pending their
expenditure on qualifying assets is deducted from the
borrowing costs capitalised. All other borrowing costs are
expensed in the period in which they are incurred.

Borrowing costs consist of interest and other costs that an
entity incurs in connection with the borrowing of funds.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
Ao 7 B R B

For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.25Income taxes 2.25 5%

2. FESHHREBEmw

Income tax comprises current and deferred tax. Income tax
relating to items recognised outside profit or loss is recognised
outside profit or loss, either in other comprehensive income or
directly in equity.

Current tax assets and liabilities for the current and prior
periods are measured at the amount expected to be recovered
from or paid to the taxation authorities, based on tax rates (and
tax laws) that have been enacted or substantively enacted by
the end of the reporting period, taking into consideration
interpretations and practices prevailing in the countries in which
the Group operates.

Deferred tax is provided, using the liability method, on all
temporary differences at the end of the reporting period
between the tax bases of assets and liabilities and their carrying
amounts for financial reporting purposes.

Deferred tax liabilities are recognised for all taxable temporary
differences, except:

° when the deferred tax liability arises from the initial
recognition of goodwill or an asset or liability in a
transaction that is not a business combination and, at
the time of the transaction, affects neither the accounting
profit nor taxable profit or loss; and

° in respect of taxable temporary differences associated
with investments in subsidiaries, when the timing of the
reversal of the temporary differences can be controlled
and it is probable that the temporary differences will not
reverse in the foreseeable future.
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2. SUMMARY OF SIGNIFICANT
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ACCOU NTI NG POLICI ES (Continued)

2.25Income taxes (Continued)

Deferred tax assets are recognised for all deductible temporary
differences, and the carry forward of unused tax credits and
any unused tax losses. Deferred tax assets are recognised to
the extent that it is probable that taxable profit will be available
against which the deductible temporary differences, the carry
forward of unused tax credits and unused tax losses can be
utilised, except:

° when the deferred tax asset relating to the deductible
temporary differences arises from the initial recognition of
an asset or liability in a transaction that is not a business
combination and, at the time of the transaction, affects
neither the accounting profit nor taxable profit or loss;
and

° in respect of deductible temporary differences associated
with investments in subsidiaries, deferred tax assets are
only recognised to the extent that it is probable that the
temporary differences will reverse in the foreseeable
future and taxable profit will be available against which
the temporary differences can be utilised.

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

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

Deferred tax assets and deferred tax liabilities are offset if and
only if the Group has a legally enforceable right to set off
current tax assets and current tax liabilities and the deferred tax
assets and deferred tax liabilities relate to income taxes levied
by the same taxation authority on either the same taxable entity
or different taxable entities which intend either to settle current
tax liabilities and assets on a net basis, or to realise the assets
and settle the liabilities simultaneously, in each future period in
which significant amounts of deferred tax liabilities or assets are
expected to be settled or recovered.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
Ao 7 B R B

For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)
2.26 Dividend

Dividend distribution to the Company’s shareholders is
recognised as a liability in the Group’s and the Company’s
financial statements in the period in which the dividends are
approved by the Company’s shareholders or Board, where
appropriate.

Final dividends are recognised as a liability when they are
approved by the shareholders in a general meeting.

Proposed final dividends are disclosed in note 15 to the
consolidated financial statements.

2.27 Related parties

For the purposes of these consolidated financial statements, a
party is considered to be related to the Group if:

(@)  the party is a person or a close member of that person’s
family and that person

(i) has control or joint control over the Group;
(i) has significant influence over the Group; or

(i) is a member of the key management personnel of
the Group or of a parent of the Group; or

(b) the party is an entity where any of the following
conditions applies:

(i) the entity and the Group are members of the same
group;
(i) one entity is an associate or joint venture of the

other entity (or of a parent, subsidiary or fellow
subsidiary of the other entity);

(i) the entity and the Group are joint ventures of the

same third party;

(iv)  one entity is a joint venture of a third entity and the
other entity is an associate of the third entity;
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SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.27 Related parties (Continued)

(b) the party is an entity where any of the following
conditions applies: (Continued)

(v)  the entity is a post-employment benefit plan for the
benefit of employees of either the Group or an
entity related to the Group;

(vi)  the entity is controlled or jointly controlled by a
person identified in (a);

(vi)  a person identified in (a)()) 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); and

(viii) ~ the entity, or any member of a group of which it is
a part, provides key management personnel
services to the Group or to the parent of the
Group.

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.

2.28 Right-of-return assets

A right-of-return asset is recognised for the right to recover the
goods expected to be returned by customers. The asset is
measured at the former carrying amount of the goods to be
returned, less any expected costs to recover the goods and
any potential decreases in the value of the returned goods. The
Group updates the measurement of the asset for any revisions
to the expected level of returns and any additional decreases in
the value of the returned goods.

2.29 Segment reporting

The Group identifies operating segments and prepares
segment information based on the regular internal financial
information reported to the executive directors for their
decisions about resources allocation to the Group’s business
components.
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SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

2.30Refund liabilities

A refund liability is recognised for the obligation to refund some
or all of the consideration received (or receivable) from a
customer and is measured at the amount the Group ultimately
expects it will have to return to the customer. The Group
updates its estimates of refund liabilities (and the corresponding
change in the transaction price) at the end of each reporting
period.

ADOPTION OF NEW AND AMENDED
IFRSs

Amended IFRSs that are effective for annual
periods beginning on 1 January 2020

In the current year, the Group has applied for the first time the
following amended IFRSs, which are relevant to the Group’s
operations and effective for the Group’s consolidated financial
statements for the annual period beginning on 1 January 2020:

Amendments to IFRS 3 Definition of a Business

Amendments to IFRS 9,
IAS 39 and IFRS 7

Interest Rate Benchmark Reform

Amendments to IAS 1 and IAS 8  Definition of Material

In addition, on 1 January 2020, the Group has early applied the
Amendments to IFRS 16 “Covid-19-Related Rent Concessions”
which will be effective for the Group for financial year beginning on or
after 1 June 2020.

The impact of the adoption of the amended IFRSs are discussed
below. Other than as noted below, the adoption of the amended
IFRSs had no material impact on how the results and financial
position for the current and prior periods have been prepared and
presented.
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ADOPTION OF NEW AND AMENDED
IFRSs (Continued)

Amended IFRSs that are effective for annual
periods beginning on 1 January 2020 (Continued)

Amendments to IFRS 16 “Covid-19-Related Rent
Concessions”

Amendments to IFRS 16 only apply to lessee accounting and have
no effect on lessor accounting. The amendments provide a practical
expedient that allows a lessee to by-pass the need to evaluate
whether certain qualifying rent concessions occurring as a direct
consequence of the COVID-19 (“COVID-19-Related Rent
Concessions”) are lease modification and, instead, account for
those rent concessions as if they were not lease modifications.

The practical expedient is only applicable to COVID-19-Related Rent
Concessions and only if all of the following conditions are met:

(@  the change in lease payments results in revised consideration
for the lease that is substantially the same as, or less than, the
consideration for the lease immediately preceding the change;

(b) any reduction in lease payments affects only payments
originally due on or before 30 June 2021 (for example, a rent
concession would meet this condition if it results in reduced
lease payments on or before 30 June 2021 and increased
lease payments that extend beyond 30 June 2021); and

(c)  thereis no substantive change to other terms and conditions of
the lease.

The Group has elected to early adopt the amendments and applies
the practical expedient to all qualifying COVID-19-Related Rent
Concessions granted to the Company during the year. The
application of these amendments had no impact on the Group’s
consolidated financial statements.
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For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

ADOPTION OF NEW AND AMENDED
IFRSs (Continued)

Amended IFRSs that are effective for annual
periods beginning on 1 January 2020 (Continued)

Amendments to IFRS 9, IAS 39 and IFRS 7 “Interest
Rate Benchmark Reform”

The amendments provide certain temporary reliefs from applying
specific hedge accounting requirements in order to deal with the
potential effects of uncertainties caused by interbank offered rates
(“IBOR”) reform (“Reform”).

In addition, the amendments require entities to provide additional
information to investors about their hedging relationships which are

directly affected by these uncertainties.

The application of these amendments had no impact on the Group’s
consolidated financial statements.

Amendments to IFRS 3 “Definition of a business”

The amendments narrowed and clarified the definition of a business,
with the objective of assisting entities to determine whether a
transaction should be accounted for as a business combination or as
an asset acquisition.

The amendments:

—  clarify that a business is considered as an acquired set of
activities and assets must include, at a minimum, an input and
a substantive process that together significantly contribute to
the ability to create outputs. Guidance and illustrative examples
are provided to help entities assess whether a substantive
process has been acquired;

—  narrow the definitions of a business and of outputs by focusing
on goods and services provided to customers and by removing
the reference to an ability to reduce costs;

— add an optional concentration test that permits simplified
assessment of whether an acquired set of activities and assets
is not a business; and

— remove the assessment of whether market participants are
capable of replacing any missing inputs or processes and
continuing to produce outputs.

The application of these amendments had no impact on the Group’s
consolidated financial statements.
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ADOPTION OF NEW AND AMENDED 3.
IFRSs (Continued)

Amended IFRSs that are effective for annual
periods beginning on 1 January 2020 (Continued)

Amendments to IAS 1 and IAS 8 “Definition of
Material”

The amendments clarify the definition of material and state that
“information is material if omitting, misstating or obscuring it could
reasonably be expected to influence the decisions that the primary
users of general purpose financial statements make on the basis of
those financial statements, which provide financial information about
a specific reporting entity”. Materiality depends on nature or
magnitude of information or both.

The amendments also:

— introduce the concept of obscuring information when
considering materiality and provide some examples of
circumstances that may result in material information being
obscured;

—  clarify that materiality assessment will need to take into account
how primary users could reasonably be expected to be
influenced in making economic decisions by replacing the
threshold “could influence” with “could reasonably be expected
to influence” in the definition of material; and

—  clarify that materiality assessment will need to take into account
of information provided to primary users of general purpose
financial statements (i.e. existing and potential investors,
lenders and other creditors that rely on general purpose
financial statements for much of the financial information they
need).

The application of these amendments had no impact on the Group’s
consolidated financial statements.
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ADOPTION OF NEW AND AMENDED

IFRSs (Continued)

Issued but not yet effective IFRSs

At the date of authorisation of these consolidated financial statements,
certain new and amended IFRSs have been published but are not yet

effective, and have not been adopted early by the Group.

IFRS 17
Amendments to IFRS 3
Amendments to IFRS 9,

IAS 39, IFRS 7, IFRS 4 and
IFRS 16

Amendments to IFRS 10 and
IAS 28

Amendments to IFRS 16

Amendments to IAS 1

Amendment to IAS 1 and
IFRS Practice Statement 2

Amendment to IAS 8
Amendment to IAS 12

Amendments to IAS 16

Amendments to IAS 37

Amendments to IFRSs

Insurance Contracts and related
amendments®

Reference to the Conceptual
Framework®

Interest Rate Benchmark
Reform — Phase 2°

Sale or Contribution of Assets
between an Investor and its
Associate or Joint Venture?

Covid-19-Related Rent Concession
beyond 30 June 20216

Classification of Liabilities
as Current or Non-Current®
Disclosure of Accounting Policies®

Definition of Accounting Estimates®

Deferred Tax related to Assets
and Liabilities rising from a
Single Transactions®

Property, Plant and Equipment —
Proceeds before Intended Use?

Onerous Contracts — Cost of
Fulfiling a Contract?

Annual Improvements to IFRS
Standards 2018-20202

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

? Effective for annual periods beginning on or after 1 January 2022

° Effective for annual periods beginning on or after 1 January 2023

4 Effective date not yet determined

o Effective for business combination/common control combination for

which the acquisition/combination date is on or after the beginning of

the first annual period beginning on or after 1 January 2022
o Effective for annual periods beginning on or after 1 April 2021
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ADOPTION OF NEW AND AMENDED
IFRSs (Continued)

Issued but not yet effective IFRSs (Continued)

The directors anticipate that all of the pronouncements will be
adopted in the Group’s accounting policy for the first period
beginning on or after the effective date of the pronouncement.
Information on new and amended IFRSs are not expected to have a
materials impact on the Group’s consolidated financial statements.

Amendments to IFRS 3 “Reference to the Conceptual
Framework”

The amendments update the reference in IFRS 3 to the latest version
of “Conceptual Framework for Financial Reporting” issued in March
2018, and add an exception to the requirement for an entity to refer
to “Conceptual Framework for Financial Reporting” to determine what
constitutes an asset or liability.

Besides, the exception also specifies that, for liabilities and contingent
liabilities that would be within the scope of IAS 37 “Provisions,
Contingent Liabilities and Contingent Assets” or IFRIC — Int 21
“Levies” if they were incurred separately rather than assumed in a
business combination, an entity applying IFRS 3 should apply the
criteria in IAS 37 or IFRIC — Int 21 respectively (instead of the
“Conceptual Framework for Financial Reporting”) to determine
whether a present obligation exists at the acquisition date.

Furthermore, the amendments also explicitly state that contingent
assets do not qualify for recognition at the acquisition date.

Amendments to IFRS 3 are effective for business combinations for
which the acquisition date is on or after the beginning of the first
annual period beginning on or after 1 January 2022 and apply
prospectively. Earlier application is permitted if, at the same time or
earlier, an entity also applies all of the amendments contained in the
Amendments to References to the Conceptual Framework in IFRS
Standards. The directors expect that the amendments have no
material impact on the consolidated financial statements.
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3. ADOPTION OF NEW AND AMENDED
IFRSs (Continued)

Issued but not yet effective IFRSs (Continued)

Amendments to IFRS 9, IAS 39, IFRS 7, IFRS 4 and
IFRS 16 “Interest Rate Benchmark Reform — Phase 2”

These amendments address the accounting issues that arise when
existing IBORs included in financial instruments are replaced with
alternative benchmark risk-free rates.

The amendments mainly affect the following areas:

— Financial instruments (measured at amortised costs) where the
basis for determining the contractual cash flows changes as a
result of the Reform — providing a practical expedient that an
entity will not have to derecognise the carrying amount of
financial instruments and recognise an immediate gain or loss
for changes solely arised from the Reform, but will instead
revise the effective interest rate of the financial instruments;

—  Modifications of lease liabilities as a result of the Reform —
providing a similar practical expedient that lessee will
remeasure the lease liability by discounting the revised lease
payments using a discount rate that reflects the change in the
interest rate, instead of applying the original lease modification
guidance in IFRS 16;

— Hedge accounting requirements — permitting changes
required by the Reform to be made to hedge designations and
hedge documentation without the hedging relationship being
discontinued. Any gains or losses that could arise on transition
are dealt with through the normal requirements of IFRS 9 to
measure and recognise hedge ineffectiveness. In addition, it
also provides a temporary relief to entities from having to meet
the separately identifiable requirement when an alternative
benchmark risk-free rate is designated as a risk component.
The relief allows an entity, upon designation of the hedge, to
assume that the separately identifiable requirement is met,
provided the entity reasonably expect the alternative
benchmark risk-free rate risk component to become separately
identifiable within the next 24 months.

—  Additional disclosures — an entity will be required to disclose
information about new risks arising from the Reform and how it
manages those risks as well as additional disclosure
requirements for transitioning from IBORs to alternative
benchmark risk-free rates.
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ADOPTION OF NEW AND AMENDED
IFRSs (Continued)

Issued but not yet effective IFRSs (Continued)

Amendments to IFRS 9, IAS 39, IFRS 7, IFRS 4 and
IFRS 16 “Interest Rate Benchmark Reform — Phase 2”

(Continued)

Amendments to IFRS 9, IAS 39, IFRS 7, IFRS 4 and IFRS 16 are
effective for the annual period beginning on or after 1 January 2021
and apply retrospectively. Earlier application is permitted. The
directors expect that the amendments have no material impact on
the consolidated financial statements.

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

The amendments remove an acknowledged inconsistency between
the requirements in IFRS 10 and those in IAS 28 (2011), in dealing
with the sale or contribution of assets between an investor and its
associate or joint venture and require that a full gain or loss is
recognised when a transaction involves a business (whether it is
housed in a subsidiary or not). A partial gain or loss is recognised
when a transaction involves assets that do not constitute a business,
even if these assets are housed in a subsidiary.

The amendments are originally effective prospectively to transactions
occurring in annual period beginning on or after 1 January 2016.
However, such effective date has been postponed indefinitely with
earlier adoption permitted. The directors expect that the amendments
have no material impact on the consolidated financial statements.
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3. ADOPTION OF NEW AND AMENDED
IFRSs (Continued)

Issued but not yet effective IFRSs (Continued)

Amendments to IAS 1 “Classification of Liabilities as
Current or Non-current”

The amendments provide further guidance to clarify how to classify
debt and other liabilities as current or non-current which are
summarised as follows:

— It clarifies that a liability is non-current if an entity have a right
(instead of unconditional right as stated before the
amendments) to defer settlement of the liability for at least
twelve months from the end of the reporting period. This right
has to be existed at the end of the reporting period, regardless
of whether the lender tests for compliance at that date or at a
later date;

— Any expectations about events after the reporting period do
not impact the assessment made at the end of the reporting
period as to the classification of the liability; and

— “Settlements” are newly defined as a transfer to the
counterparty that results in the extinguishment of the liability.
The transfer could be of cash, other economic resources (e.g.
goods or services), or entity’s own equity instruments. Thus, if
the counterparty conversion option is classified as liability under
IAS 32, the transfer of equity instruments by exercising the
conversion option constitute settlement of liability for the
purpose current or non-current classification of liabilities. One
exception to the definition is that if the counterparty conversion
option is classified as equity in accordance with IAS 32, the
transfer of equity instruments by exercising the conversion
option does not constitute settlement of liability and would be
disregarded when determining whether the liabilities is current
or non-current.

Amendments to IAS 1 is effective for annual reporting period
beginning on or after 1 January 2023 and apply retrospectively.
Earlier application is permitted. The directors expect that the
amendments have no material impact on these consolidated financial
statements.
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ADOPTION OF NEW AND AMENDED
IFRSs (Continued)

Issued but not yet effective IFRSs (Continued)

Amendments to IAS 1 and IFRS Practice Statement 2
“Disclosure of Accounting Policies”

The amendments to IAS 1 require entities to disclose material
accounting policy information instead of significant accounting
policies in its financial statements. The amendments also provide
some guidance on how material policy information are being identified
and provide some examples of when accounting policy information is
likely to be material.

The amendments to IAS 1 are effective for annual reporting period
beginning on or after 1 January 2023 and are applied prospectively.
Earlier application is permitted. Except for the disclosures of
accounting policies in note 2 to consolidated financial statements
may need to be revised to cope with the above changes, the
directors expect that the amendments have no other material impact
on the consolidated financial statements.

Amendments to IAS 8 “Definition of Accounting
Estimates”

The amendments clarify how entities should distinguish changes in
accounting policies from changes in accounting estimates by
introducing a definition for accounting estimates, which is now
defined as “monetary amounts in the financial statements that are
subject to measurement uncertainty”.

Besides, the amendments also clarify the relationship between
accounting policies and accounting estimates by specifying that an
entity develops an accounting estimate to achieve the objective set
out by an accounting policy. Accounting estimates typically involve
the use of judgements or assumptions based on latest available
reliable information. A change in accounting estimate that results from
new information or new development is not correction of an error.
Therefore, the effects of a change in an input or a measurement
technique used to develop an accounting estimate are changes in
accounting estimates if they do not result from the correction of prior
period errors.

The amendments are effective for annual reporting period beginning
on or after 1 January 2023 and are applied prospectively. Earlier
application is permitted. The directors expect that the amendments
have no material impact on the consolidated financial statements.
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ADOPTION OF NEW AND AMENDED
IFRSs (Continued)

Issued but not yet effective IFRSs (Continued)

Amendments to IAS 12 “Deferred Tax related to Assets
and Liabilities arising from a Single Transaction”

The amendments clarify that the initial recognition exemption of
deferred tax in IAS 12 “Income Taxes” does not apply to transactions
that give rise to equal taxable and deductible temporary differences,
such as lease contracts that give rise to the recognition of a lease
liability and the corresponding right-of-use assets and contracts that
give rise to the recognition of decommissioning obligations and
corresponding amounts recognised as assets. Instead, entities are
required to recognise the related deferred tax asset and liability on
initial recognition, with the recognition of any deferred tax asset being
subject to the recoverability criteria in IAS 12 “Income Taxes”.

The amendments are effective for annual reporting period beginning
on or after 1 January 2023. Earlier application is permitted. The
Group is still in the process of assessing the full impact of the
application of the amendments. The cumulative effect of initially
applying the amendments will be recognised as an adjustment to the
opening balance of accumulated losses at the beginning of the
earliest comparative period presented.
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ADOPTION OF NEW AND AMENDED
IFRSs (Continued)

Issued but not yet effective IFRSs (Continued)

Amendments to IAS 37 “Onerous Contracts — Cost of
Fulfilling a Contract”

The amendments clarify that for the purpose of assessing whether a
contract is onerous under IAS 37, the cost of fulfilling the contract
comprises the costs that relate directly to the contract. Costs that
relate directly to a contract include both the incremental costs of
fulfilling that contract (e.g. direct labour and materials) and an
allocation of other costs that relate directly to fulfilling contracts (e.g
an allocation of the depreciation charge for an item of property, plant
and equipment used in fulfilling the contract).

Amendments to IAS 37 are effective for annual period beginning on
or after 1 January 2022 and shall be applied to contracts for which
an entity has not yet fulfilled all its obligations at the beginning of the
annual period in which the amendments are first applied (i.e. date of
initial application). Earlier application is permitted. The directors
expect that the amendments have no material impact on the
consolidated financial statements.

Annual Improvements to IFRS Standards 2018-2020

The Annual Improvements to IFRS Standards 2018-2020 include a
number of amendments to various IFRSs, which are summarised
below.

Amendments to IFRS 1 provide an option for a subsidiary to measure
cumulative translation differences for all foreign operations at amounts
included in the consolidated financial statements of its parent
company (based on the parent company’s date of transitions to
IFRSs) if a subsidiary adopts IFRSs later than its parent company and
applies paragraph D16(a) of IFRS 1.

Amendments to IFRS 9 clarify that, for the purpose of applying the
“10 per cent” test for derecognition of financial liability, the borrower
includes only fees paid or received between the borrower and the
lender, including fees paid or received by either the entity or the
lender on the other’s behalf.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
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For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

ADOPTION OF NEW AND AMENDED
IFRSs (Continued)

Issued but not yet effective IFRSs (Continued)

Annual Improvements to IFRS Standards 2018-2020
(Continued)

Amendments to illustrative example 13 accompanying IFRS 16
remove the illustration of the reimbursement of leasehold
improvements by the lessor from the example as the example is not
clear as to why such payments are not a lease incentive, which in
turn remove any potential confusion regarding the treatment of lease
incentives that might arise.

Amendments to IAS 41 remove a requirement to exclude cash flows
from taxation when measuring fair value of a biological asset, thereby
aligning the fair value measurement requirements in IAS 41 with those
in IFRS 13.

Amendments to IFRS 1, IFRS 9 and IAS 41 are effective for annual
period beginning on or after 1 January 2022. Earlier application is
permitted. The amendments to IFRS 16 only regard an illustrative
example, so no effective date is stated. The directors expect that the
annual improvements have no material impact on the consolidated
financial statements.

SIGNIFICANT ACCOUNTING
JUDGEMENTS AND ESTIMATES

The preparation of the Group’s consolidated financial statements
requires management to make judgements, estimates and
assumptions that affect the reported amounts of revenues, expenses,
assets and liabilities, and their accompanying disclosures, and the
disclosure of contingent liabilities. Uncertainty about these
assumptions and estimates could result in outcomes that could
require a material adjustment to the carrying amounts of the assets or
liabilities affected in the future.

4.1 Judgements

In the process of applying the Group’s accounting policies,
management has made the following judgements, apart from
those involving estimations, which have the most significant
effect on the amounts recognised in the consolidated financial
statements:
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SIGNIFICANT ACCOUNTING
JUDGEMENTS AND ESTIMATES

(Continued)
4.1 Judgements (Continued)
(a) Going concern basis

These consolidated financial statements have been
prepared on a going concern basis, the validity of which
depends upon the successful outcomes of the Group’s
plans and measures to strengthen its capital base and
liquidity. Details are explained in note 2.2 to the

consolidated financial statements.

(b) Tax provision

Determining income tax provisions involves judgement
on the future tax treatment of certain transactions. The
Group carefully evaluates the tax implications of
transactions and tax provisions are made accordingly.
The tax treatment of such transactions is assessed
periodically to take into account all the changes in tax

legislation and practices.

4.2 Estimation uncertainty

The key assumptions concerning the future and other key
sources of estimation uncertainty at the end of the reporting
period, that have a significant risk of causing a material
adjustment to the carrying amounts of assets and liabilities

within the next financial year, are described below.

(a) Useful lives and residual values of property,

plant and equipment

In determining the useful life and residual value of an item
of property, plant and equipment, the Group has to
consider various factors, such as technical or commercial
obsolescence arising from changes or improvements in
production, or from a change in the market demand for
the product or service output of the asset, expected
usage of the asset, expected physical wear and tear, the
repair and maintenance of the asset, and legal or similar
limits on the use of the asset. The estimation of the
useful life of the asset is based on the experience of the
Group with similar assets that are used in a similar way.
Additional depreciation is made if the estimated useful
lives and/or the residual values of items of property, plant
and equipment are different from the previous estimation.
Useful lives and residual values are reviewed at each
financial year end date based on changes in
circumstances. The carrying amounts of the property,
plant and equipment are disclosed in note 17 to the

consolidated financial statements.
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4. SIGNIFICANT ACCOUNTING
JUDGEMENTS AND ESTIMATES

(Continued)

4.2 Estimation uncertainty (Continued)

(b)

(c)

Impairment of property, plant and equipment
and right-of-use assets

The Group assesses whether there are any indicators of
impairment for property, plant and equipment and right-
of-use assets at the end of each reporting period.
Property, plant and equipment and right-of-use assets
are tested for impairment when there are indicators that
the carrying amounts may not be recoverable. An
impairment exists when the carrying value of an asset or
a CGU exceeds its recoverable amount, which is the
higher of its fair value less costs of disposal and its value
in use. The calculation of the fair value less costs of
disposal is based on the valuation report from an
independent qualified professional valuer (the “Valuer”)
determining appropriate valuation techniques and key
inputs for fair value measurements of the Group’s
property, plant and equipment. When value in use
calculations are undertaken, management make
assumptions about future revenue, gross profit, operating
expense and capital expenditure. These assumptions
relate to future events and circumstances and the actual
results may vary. Determining the appropriate discount
rate involves estimating the appropriate adjustment for
market. The carrying amount of the property, plant and
equipment and right-of-use assets are set out in notes
17 and 18 to the consolidated financial statements
respectively.

As at 31 December 2020, based on management’s best
estimates, the Group has incurred an impairment loss of
approximately RMB2,448,000 (2019: Nil) on right-of-use
assets.

Write-down of inventories to net realisable
value

Write-down of inventories to net realisable value is made
for those identified obsolete and slow-moving inventories
and inventories with a carrying amount higher than net
realisable value. The assessment of the provision
required involves management’s judgement and
estimates on which are influenced by assumptions
concerning future sales and usage and judgements in
determining the appropriate level of inventory provisions
against identified surplus or obsolete items. Where the
actual outcome or expectation in future is different from
the original estimate, such differences will have impact
on the carrying amounts of inventories and the write-
down/write-back of inventories in the period in which
such estimate has been changed. The carrying amount
of the inventories and the provision on inventories are set
out in note 20.
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4. SIGNIFICANT ACCOUNTING
JUDGEMENTS AND ESTIMATES

(Continued)

146

4.2 Estimation uncertainty (Continued)

(d)

Provision for ECLs on trade receivables,
other receivables and amounts due from
related companies and subsidiaries

The Group estimates the amount of ECLs of trade
receivables, other receivables and amount due from
related companies based on the valuations performed by
the Valuer. The Group uses a provision matrix to
calculate ECLs for trade receivables and individual
assessment for other receivables and amounts due from
related companies and subsidiaries.

The provision rates are based on days past due for
groupings of various customer segments that have
similar loss patterns (i.e., by geography, product type
and customer type). The provision matrix is initially based
on the Group’s historical observed default rates. The
Group will calibrate the matrix to adjust the historical
credit loss experience with forward-looking information.
For instance, if forecast economic conditions (i.e., gross
domestic product) are expected to deteriorate over the
next year which can lead to an increased number of
defaults in the manufacturing sector, the historical default
rates are adjusted. At each reporting date, the historical
observed default rates are updated and changes in the
forward-looking estimates are analysed.

The individual assessment is by reference to the credit rating,
including the Group’s historical credit loss experiences,
adjusted for factors that are specific to the debtors.

The assessment of the correlation among historical
observed default rates, forecast economic conditions
and ECLs is a significant estimate. The amount of ECLs
is sensitive to changes in circumstances and forecast
economic conditions. The Group’s historical credit loss
experience and forecast of economic conditions may
also not be representative of a customer’s actual default
in the future. The information about the ECLs on the
Group’s trade receivables, other receivables and
amounts due from related companies and subsidiaries is
disclosed in notes 21, 22, 23 and 45 to the consolidated
financial statements, respectively.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS

% 0 U 5 A B

For the year ended 31 December 2020 # % —

4. SIGNIFICANT ACCOUNTING
JUDGEMENTS AND ESTIMATES

(Continued)

4.2 Estimation uncertainty (Continued)

(e)

Provision for loss on Unauthorised
guarantees

In respect of findings of the Investigation, seven
Unauthorised guarantees were entered with several
financial institutions and creditors as security for several
loans granted to the Associates of Mr. Chen Weizhong,
as set out in note 30. Due to the failure of repayment by
the Associates of Mr. Chen Weizhong, these creditors
have commenced legal proceedings against the
Associates of Mr. Chen Weizhong as the borrower and
the Group as the guarantor. The court hearings against
the Group as the guarantor to five creditors have
completed and court hearings to two creditors are
suspended. The court judgements for the completed
court hearings has released the Group’s liabilities on
these Unauthorised guarantees. In 2021, the Group has
fully repaid the Company G of RMB10,000,000 on behalf
of Zhejiang Zhongwei Brewery Co., Limited* /T f bk EE
#E AR QA (“Zhejiang Zhongwei”).

It is still uncertain as to how much the borrowers will be able
to repay these creditors for the suspended court hearings.
Based on the legal advice, the Group had recognised a
provision of RMB27,500,000 (2019: RMB27,500,000)
which was the best estimate of the Group on the probable
cash outflow of the obligations under the financial guarantee
contracts of the suspended court hearings for the year
ended 31 December 2020. Details are set out in note 30.

*

The English translation of the names of the companies
established in the PRC is for reference only. The official
names of these companies are in Chinese.
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For the year ended 31 December 2020 # % —

4. SIGNIFICANT ACCOUNTING
JUDGEMENTS AND ESTIMATES

(Continued)

148

4.2 Estimation uncertainty (Continued)

(f)

Loss arising from the Incident

As described in note 2.1 to the consolidated financial
statements, the Investigation and Management
Reassessment uncovered that Mr. Chen Weizhong
attempted to obscure his own fund requirements in prior
years by the creation of multiple fictitious transactions,
fictitious agreements and documents, false accounting
journal entries and involvement of multiple third parties
and fund remittance agents through its influence over the
Group. In view of the complexity of his actions described
above, the Group believed that it is not practicable to
accurately determine the nature, commercial substance
and appropriateness if the loss that materialised in each
of the accounting period in the consolidated financial
statements and separate the prior years’ adjustments in
each of the prior financial years before 2019. This is
mainly due to the fact that the receipts and payments
under Mr. Chen Weizhong'’s acts were interrelated and
were made over these years. Taking into account the
specific facts and circumstances surrounding the
Incident, the Group is considered that it is appropriate to
recognise the amount of the Loss arising from the
Incident of approximately RMB600,575,000 and
RMB2,061,934,000 in the consolidated statement of
profit or loss and other comprehensive income for the
years ended 31 December 2020 and 2019 which are the
earliest practicable periods.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS

For the year ended 31 December 2020 # % —

5. OPERATING SEGMENT

INFORMATION

The Group is principally engaged in the manufacture and sale of
condiment products. For management purposes, the Group operates
in one business unit and has one reportable operating segment as
follows:

° The food segment that manufactures and sells condiment
products.

As all of the Group’s revenue is derived from the sale of its products
to the customers in the PRC and all of the Group’s identifiable non-
current assets are located in the PRC, no geographical information as
required by IFRS 8 Operating Segments is presented.

Information about major customers

Revenue derived from sales to individual customers amounting to 10
percent or more of the Group’s revenue for the reporting period is set
out in the following table:

% 0 U 5 A B

E_EFET_A=+—HILFE

5 R

AEEETERFEARMNEERBERS -

REEMS  AEBUE —XFEMEE
BE—Ef2HmKEnswmT :
° RmnEPAEE MIEEFARSM -

BRAEE 2R AERE B BEHNEPH

EHER BASEZHAIRFERDEE
BRI B - B AR R B R A 5 ¥R S 2R A

E8 [RENE] 2IIEHER -

FHRIXEEFZEHR
TREIIRERR  EAEBRAES 210
KU _ERIERIE S S EFTEE A -

2020 2019
—E-®F T A
RMB’000 RMB’000
ARBT T AEBTT
(Restated)

(f&E5))

EFEA

Customer A

!!!!I 27,961
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For the year ended 31 December 2020 HE —E - TF+ - A=+—HIIFE

150

REVENUE, OTHER INCOME AND 6. WA - HithR AR Wz
GAINS
6.1 Revenue from contracts with customers 6.1 EFEHWE
An analysis of revenue is as follows: WASHTAT
2020 2019
gt 222 —ZE-hEF
RMB’000 RMB’000
ARET ARBTT
(Restated)
€ ==x71))
Revenue from contracts with customers EPA&LWE
Sale of goods HEEM 235,456
()  Disaggregation revenue information () DIREER
2020 2019
—EC-ZF —E-hEF
RMB’000 RMB’000
ARET R AR®ETT
(Restated)
€ ==x71))
Type of goods ERESE
Condiment products EELN 235,456
Timing of revenue recognition I R TR
Goods transferred at a point in time RE R EENER 235,456
The following table shows the amounts of revenue TRERKNRERABERGT AR
recognised in the current reporting period that were LHYEHaEPNNESEE
included in the contract liabilities at the beginning of the
reporting period:
2020 2019
—E-ZHF —ET—-hF
RMB’000 RMB’000
ARBT T ARBTT
(Restated)
(s E5)
Revenue recognised that was included in 2 ERT ARSI A 4
contract liabilities at the beginning of BEPRE :
the reporting period:
Sale of goods HEE M 21,465
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For the year ended 31 December 2020 HHE — T —THF+ - A=+—HILFE

6. REVENUE, OTHER INCOME AND 6.
GAINS (Continued)

6.1 Revenue from contracts with customers
(Continued)
(i) Performance obligations
Information about the Group’s performance obligation is
summarised below:
Sale of products

The performance obligation is satisfied upon delivery of
the products and payment is generally due within 30 to
90 days from delivery, except for new customers, where
payment in advance is normally required.

6.2 Other income and gains

WA - Bl A R W @
6.1 BEFEHRE @)

(i) BEHEE
BRASERENEEHERET
mE
HEER

BHEEIRRNERKENX
R —RAERZTRI0EW KA E
B mMMEFPABEREZREMNN

o
A °

6.2 HEMUARWE

2020 2019
—E-EF —E-NF
RMB’000 RMB’000
ARET T AREET T
(Restated)
(s &%)
Subsidies received (note) B U es (B5E) 12,104
Bank interest income RITHLEUA 5,148
Foreign exchange gain, net & H a5 E -
Written off of amounts due to directors MiH = B ENESRIE -
Others Hith 1,469
18,721

Note: st -

The amount represented subsidies received from the relevant authorities
in the PRC without any unfulfilled conditions.

ERSHERATEERE RO - F
28470 Bl X B B S AR (AT AR A AR A ©
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E_EFET_A=+—HILFE

7. LOSS ARISING FROM THE INCIDENT 7. $1‘FE$ HE#HE

152

During the course of the preparation of the consolidated financial
statements for the year ended 31 December 2020, Management has
put through the necessary prior years’ adjustments, in accordance
with the requirements of IAS 8 Accounting Policies, Changes in
Accounting Estimates and Errors, to correct the errors and restate
the opening balances of assets, liabilities and equity for the earliest
period for which retrospective restatement is practicable (see details
in note 2.1), except the directors found it is impracticable to recognise
the cumulative effects of the losses on the Incident until the end of
2020 when the Incident was ended. Hence, the resulting net losses
of the Incident of approximately RMB600,575,000 (2019:
RMB2,061,934,000) was recognised during the year.

HREBE_T_TF+_A=+—HLFE
,\\m/:.\,ﬂiﬁ%as&%ﬂiqﬂ EREEERERRS
FTERIE S DA BUR « Dl 1B B E RER
WRTE  HBTFEHELLERAE  UAE
HRWES A EELEBPE N HE
WEE  BERESNFNE (RN
21) HEBSHERENER_Z_ZFFR
(NEHERZEG)MIEREHNBREFF
Z.R At FRAOHEREUHFELEHIBFE
4 AR #600,575,000L(—T—hF: AR
#2,061,934,0007C) °

IMPAIRMENT LOSSES 8. WEFE
2020 2019
—ECEF ZE-NF
RMB’000 RMB’000
ARET T ARETIT
(Restated)
(gE5)
Impairment loss on trade receivables (note 21)  FEUNE 5 FRIERVEEE (BH5E21) 1,512
Impairment loss on prepayment and other TEA FRIE K H A FE YR IE R B S 18
receivables (note 22) (Ff5E22) -
Impairment loss on amounts due from related  FEUXEAHE A 515/ IE R E €518 (T 51 23)
companies (note 23) -
Impairment loss on right-of-use assets 7 B ERERE (Mt 18(@)
(note 18(a)) -
1,612
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9. OTHER EXPENSES

NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
Ao 7 B R B

For the year ended 31 December 2020 HHE — T —THF+ - A=+—HILFE

9. Hipixx

2020
SE i
RMB’000
AREF T

Donations

Foreign exchange loss, net

Surcharge for overdue tax payment (note)

Overdue interest expense (note 29(g))

Provision for loss on Unauthorised
guarantees (note 30)

Others

R
SNERSIA - B
HLEH D0 M)

ALER 8 (13 29(e)
R (RAS R 5 (1 500)

Hit

Note:

The amount represented the provision of surcharge for overdue tax payment

AT

to be imposed by the State Administration of Taxation in PRC.

2019
—ZE-NEF
RMB’000
ARBTT
(Restated)
(F&E5)

1,857
24,125
6,102

27,500
124

59,708

S FIEP B RRBBAAB B B M B o
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For the year ended 31 December 2020 HE —ZE —ZTF+—-A=+—HILFE

7 Al =1
10. LOSS BEFORE INCOME TAX 10. BR AT BRI S 18
The Group’s loss before income tax is arrived at after charging/ REBGREHABED LR (GEA)UT
(crediting): IHA -
2020 2019
. —E-AF
Notes RMB’000 RMB’000
B 5T ARBT ARBETTT
(Restated)
(sE5)
Costs of inventories sold EHFERAE 180,731 166,438
Provision for inventories, net FERETE 20 4,999 -
Depreciation of owned assets BEEEENE 17 26,253 28,550
Depreciation of right-of-use assets FTREEETE 18(a) 1,938 1,895
Amortisation of other intangible assets HEh e EEgiE 19 554 161
Lease payments not included in the TEAAHEaETEN
measurement of lease liabilities HEFHIE 18(d) 118 1,319
Auditor’s remuneration ZEEE & 3,200 2,280
Impairment losses on: AT &IBZBEES
— trade receivables — EWE ZE 8 1,512
— prepayment and other receivables — JERFIA &E@Fgl&m 8 -
— amounts due from related companies  — [ U BB A B 5K0B 8 -
— right-of-use assets — HAEEE 8 -
1,512
Employee benefit expenses (excluding EERMAZ(TREESRHE)
directors’ remuneration):
— wages and salaries — TENEHS 30,128 45215
— pension scheme contributions (note) ~ — Rk s 21 4t5% (FisT) 3,455 6,435
33,583 51,650
Research and development costs 3% Ak AX 27,878 40,975
Donations Sl 9 66 -
Foreign exchange (gain)/loss, net BN (W), B8 FE (1,949) 1,857
Note: Ffs -
As at 31 December 2020, the Group had no forfeited contributions available to RIZBZZFE+_A=+—0  TEBLEARR
reduce its contributions to the pension schemes in future years (2019: Nil). U FR - FREBIR AR R E ER IR S e B MR (=
T—NEE)
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For the year ended 31 December 2020 HE LT F+ - A=+—HIFE

11. FINANCE COSTS 11. @& A
An analysis of finance costs is as follows: BERR AT
2020 2019
—EBCEF —E-NF
RMB’000 RMB’000
ARBT T ARBETFTT
(Restated)
(s E5)
Interest on bank loans IRITEZF B 51,087
Interest on other borrowings EMEFFE 16,249
Less: interest capitalised W BT R (2,938)
64,398
Interest on lease liabilities HEAEFE 6,552
70,950
12. DIRECTORS’ AND CHIEF 12.EERESTHRAEZHE
EXECUTIVE’S REMUNERATION
Directors’ and chief executive’s remuneration for the year, disclosed RIE_EMRA - BB R AMERFISE 383(1) - LA
pursuant to the Listing Rules, section 383(1) of the Hong Kong A(BBEESMEERN AME —HRENF
Companies Ordinance and Part 2 of the Companies (Disclosure of EEERERITBABHMET
Information about Benefits of Directors) Regulation, is as follows:
2020 2019
—EBCEF —E-NF
RMB’000 RMB’000

AR®ETR ARBTT

Fees wa 533
Other emoluments: HEMENE -

Salaries, allowances and benefits in kind He o EEREYAE 396

Performance related bonuses FIBMEERIEAT 730

Pension scheme contributions RIRE TSR 48

1,174

1,707
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For the year ended 31 December 2020 HE —E - TF+ - A=+—HIIFE

12. DIRECTORS’ AND CHIEF 12.EERESTHRAEBZHME
EXECUTIVE’S REMUNERATION ()
(Continued)
(@) Independent non-executive directors (@) BIAFEHITES
The fees paid to independent non-executive directors during FRNENBILIERTTEENELS T -

the year were as follows:

2020 2019
—g-®F —T-AF
RMB’000 RMB’000

ARBFR ARBTT

Mr. Shen Zhenchang IR E S 60
Mr. Sun Jiong i ih e 175
Mr. Ng Wing Fai REBHRE 210

445
There were no other emoluments payable to the independent REE-_Z-ZFR_FT-NF+_-H
non-executive directors during the years ended 31 December =+ —HIEFEREERMNBIIENTE
2020 and 2019. EEHMBME -
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For the year ended 31 December 2020 HE LT F+ - A=+—HIFE

12. DIRECTORS’ AND CHIEF 12.EERESTHRAEBZHME
EXECUTIVE’S REMUNERATION ()
(Continued)
(b) Executive directors, non-executive directors (b) HITES  FHTESEKES
and the chief executive THAE
Salaries,
allowances Performance Pension
and benefits related scheme Total
Fees in kind bonuses contributions remuneration
Eac =11 RERE Bk
we REBEWAZ :0pTAN BE S MemE

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARBTT  ARBTT ARBTRT AR®TRT  AR®ETR

2020 “ECER

Chief executive and BETHAER
executive director: HTES:

Mr. Chen Weizhong (note (a))  FEfT 0 55 4 (Bl 35 ()

Mr. Liu Jianbin (note (b)) FlE % (M (0)

Executive directors: YTES:

Mr. Chen Wei (note (c)) P& e (M3 (o)

Mr. Sheng Mingjian (note (d))  BEREE %4 (& ()

Mr. Wang Chao (note (¢)) THR%AE (M)

Non-executive directors: FHTES:
Mr. He Yuanchuan (note (g) &)1 (P& ()
Mr. Gu Wei (note (n)) BESA (T N)
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12. DIRECTORS’ AND CHIEF 12.EERBEITHAEZHME
EXECUTIVE’S REMUNERATION ()
(Continued)
(b) Executive directors, non-executive directors (b) HITES  FHTESEKES
and the chief executive (Continued) THAE @)
Salaries,
allowances  Performance Pension
and benefits related scheme Total
Fees in kind bonuses  contributions  remuneration
e EE AR RIkE
we REDH = RTEAL FHEI R [l EaRke]
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARETT ARETFT AREFTL ARETL ARETL
2019 —Z-NEF
Chief executive and BRETHAER
executive director: HITES:
Mr. Chen Weizhong (note (a)  FRETH LA (M5t (@) - 180 - 16 196
Executive directors: HITES .
Mr. Sheng Mingjian (note ()~ B AR % 4 (B st (d)) - 120 380 16 516
Mr. Wang Chao (note (g)) FTREE(ME) - 9% 350 16 462
- 216 730 32 978
Non-executive directors: FHTES .
Ms. Qian Yinglan (note (f) BEREZ L (MEN) 22 - - - 22
Mr. He Yuanchuan (note (g)) R e (3 () 66 - - - 66
88 - - - 88
88 396 730 48 1,262
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For the year ended 31 December 2020 # % —

12. DIRECTORS’ AND CHIEF
EXECUTIVE’S REMUNERATION

(Continued)

(b) Executive directors, non-executive directors
and the chief executive (Continued)

Notes:

(@

)

()

Mr. Chen Weizhong resigned as a chief executive and executive
director of the Group on 2 February 2021.

Mr. Liu Jianbin was appointed as a chief executive and executive
director of the Group on 2 February 2021.
Mr. Chen Wei was appointed as an executive director of the

Group on 11 September 2020.

Mr. Sheng Mingjian resigned as an executive director of the
Group on 28 June 2022.

Mr. Wang Chao resigned as an executive director of the Group
on 11 September 2020.

Ms. Qian Yinglan resigned as a non-executive director of the
Group on 12 April 2019.

Mr. He Yuanchuan was appointed as a non-executive director of

the Group on 12 April 2019 and resigned on 28 August 2020.

Mr. Gu Wei was appointed as a non-executive director of the
Group on 2 September 2020.

There was no arrangement under which executive directors
waived or agreed to waive any remuneration during the years
ended 31 December 2020 and 2019.

No emoluments were paid by the Group to any directors as an
inducement to join or upon joining the Group or as compensation for
loss of office during the year ended 31 December 2020 (2019: Nil).

E_EFET_A=+—HILFE

12.EERBSTRAEZHME

(&)
(b) HITES FHITESERERES

ITHAE @)

P2 -

@ BEELER-_ZTE-_—F_A_H#
AAEESESTHRABRNITES -

(b) AEBEAN T -_—F_A_HE
ZEAAEESZSTHRABRANITE
$ °

(© BEAER_ZF-_ZTFNLA+—AE
ZAEAAEERPITES -

0 BEREERZZEZZFSAZTN
AREASERITES -

e TEHRAEER_ZE_ZTFNA+—HE
EREERITES

] BREZINR-_T-—LFNUNA+=AH
BIALBIEATES -

@ fARINEER-_ZT—HhAENA+-H
BEEZAARANEEIERNITES W=
T_ZF)N\AZFNBEHE -

(h) BREEEN_ZE-_ZFHALA_AES
ERAREEIHNITES -

HE-_Z-_ZTFR-_FT—NLF+=A

=+ RIEFEMEYHITESH I

MEXRERETANSHLHE -

e TFE+-_A=Z+—HIEFE K
%llﬁﬁ&ﬂ%%iﬁ%i YE RSB N

AR EE SR E B I 2 528 5k B 5w (5
(ZF—NF 8-
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For the year ended 31 December 2020 E — T —TH+ - A=+—HILFE

13. FIVE HIGHEST PAID EMPLOYEES 13. EEESHES

The five highest paid individuals during the year included three (2019:
two) directors, details of whose remuneration are set out in note 12
above. Details of the remuneration of the remaining two (2019: three)
highest paid employees who are neither a director nor chief executive
of the Company are as follows:

FR AETRFRERE=Z(ZZT—H
FWMEG)ES HM B8 LXK
12 RARBEEEZ MR TTRABZHE
BRE(—E—NEF  ZR)EaFHREE N
SEBWT :

2020 2019
—g-®F —T-AF
RMB’000 RMB’000

ARBFR ARBETE

Salaries, allowances and benefits in kind e EBEREYHR
Performance related bonuses R
Pension scheme contributions BRIRSET B

432
900
47

1,379

The number of non-director and non-chief executive highest paid e FUTHERNIFESERIEESITRA
employees whose remuneration fell within the following band is as BNRESHEEAZNT :
follows:
2020 2019
TEIEEF —ET-hEF
Nil to HK$1,000,000 = % 1,000,000 7T - 3
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For the year ended 31 December 2020 HHE — T —THF+ - A=+—HILFE

14. INCOME TAX EXPENSE

The Group is subject to income tax on an entity basis on profits
arising in or derived from the jurisdictions in which members of the
Group are domiciled and operate. Pursuant to the rules and
regulations of the Cayman Islands, the Group was not subject to any
income tax in the Cayman Islands.

The corporate income tax of the Group in respect of its operations in
Mainland China has been provided at the rate of 25% (2019: 25%) on
the taxable profits, based on the existing legislation, interpretations
and practices in respect thereof.

Pursuant to the approval from the National office of Leading Group
for Administration of Hi-tech Enterprise Recognition, Huzhou
Laohenghe and Huzhou Lachenghe Wine Co., Limited, both being
wholly-owned subsidiaries of the Company, were granted the “New
and Advanced Technology Enterprise” status and are entitled to the
preferential tax rate of 15% for the three consecutive years
commencing from 2019.

14. TERAX

AEBARANEEK B R BIE &G EER
M EEEREMESSRROFE  REEE
EHNTEH - RIEF SR SRR FOER -
AEBBEHNAEEHSHEHR

AEBEFPEABEFNEEMSHREAER
RITER  RBEREIIZHRE25% (ZF—N
F 0 25%) HRERBAEIEL A -

REZESHIRMEEREEETIERE/ )
AN E IR M BN BN
EBMEXERAR(MEHR/ARRANEEM
BRABEG [ SHFRMER]ER  XAA
—E-NFREE-—AFEEX15%NESR
B o

2020 2019
—g-®F —T-AF
RMB’000 RMB’000
ARBFRE  ARETR

Current — PRC BNER — R E
Charge for the year FRZ M 29,862
Under-provision in respect of the prior year BAFERETR -
29,862
Deferred (note 31) JEFE (MF5E31) (22,820)
Total tax charge for the year FARB S N B 7,042

ZEMBERERAR —ZT_TFFR 161



NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
Ao 7 B R I
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14. INCOME TAX EXPENSE (continuea 14. F8BBI X w0
A reconciliation of the income tax expense applicable to loss before HEAARARKIBOMB AR FFERNEERRD
income tax at the statutory rate for the jurisdiction where most of the FEEMERAENGT AN B EBNRTER
Company’s subsidiaries are located to the tax expense at the BIEERIEER MR A ENOMREHZHEEMD
effective tax rate is as follows: T
2020 2019
—B-EBF —E-hEF
RMB’000 % RMB’000 %
ARET % AR®ETIT %
(Restated)
(#&=51)
Loss before income tax bR RIS Al B 18 (843,202) (2,278,323)
Tax at the statutory tax rate BETER R ENFIE (210,801) - (669,581) 25.0
Lower tax rate enacted by 75 B AR R B BRAK R R
the local authority 84,114 227,833 (10.0)
Tax effect of unrecognised RERERHEENHGTE
temporary differences 1,667 (22,820) 1.0
Tax losses not recognised RERTIBEE 26,490 35,847 (1.6)
Tax effect of expenses not TAMBRASZ 2 w2
deductible for tax purpose 100,972 338,571 (14.9)
Tax effect of income not taxable PARBA Z BB 2
for tax purpose (2,442) - (2,808) 0.1
Under-provision in respect of BEFERETR
prior years 2,091 - -
Tax charge at the Group’s BEASEERHENHE
effective rate BB 75 2 7,042 0.9
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For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

DIVIDENDS 15. iR &
Dividends attributable to the previous financial year, approved and ZERBIAES TN E— BT BREEAOIRE -
paid during the year:
2020 2019
i —T-NEF
RMB’000 RMB’000

AR¥TR ARETT

Final dividend in respect of the previous financial 2 _-— 81 i 4F /€ B B 2R R % 2
year of RMB6.8 cents (2019: RMB7.0 cents) BREBERARE68S

per ordinary share (ZZ—h&F: ARE7.05) 40,513
The Board did not recommend the payment of any dividend for the EEelfEEREEz THE+ A
year ended 31 December 2020. =+—HLFEIRMEM H RS o
The 2019 final dividend of RMB39,355,000 was approved by the ZE-NFHRRE )\E%SQ 355,000 T2
Company’s shareholders at the annual general meeting on 29 June BARRRRAR-Z_ZTFA=-THhAE
2020 and was distributed in August 2020. FAORRBEFRE LiE R T _FF

AR ©

LOSS PER SHARE ATTRIBUTABLE 16. AR B L EEREE AEN
TO ORDINARY EQUITY HOLDERS OF BREE
THE COMPANY

The calculation of the basic loss per share amount is based on the BREAEBESENAENDERA AR LR
loss for the year attributable to ordinary equity holders of the BREBEARBEFRNEE &iWE?ﬁ‘ﬁ R
Company, and the weighted average number of ordinary shares of J% AN #E - ¥ 81 578,750,000 f% ( =& — L 4F -
578,750,000 (2019: 578,750,000) in issue during the year. 578,750,000 /%) °
2020 2019
—E-BF —E-hEF
RMB’000 RMB’000
AR®T T AREBTIT
(Restated)
(k&%)
Loss attributable to ordinary equity holders of KA & i@z i5 A AJE(GE R
the Company (845,293) (2,285,365)
Weighted average number of ordinary shares & %77 & @& hnte 5 8 (FAR)

in issue (in thousands) 578,750 578,750

Loss per share attributable to ordinary equity KRR ERERTE AREEGRER
holders of the Company

— Basic and diluted (RMB) — EAREE(ARE) (3.99)
No adjustment has been made to the basic loss per share amounts HREBE_ZE_EFEFN_Z—NF+=A
presented for the years ended 31 December 2020 and 2019 in e Eﬁiﬁj?ﬁiﬂ,&*&%%ﬁ%ﬁﬁ’]ﬂ%
respect of a dilution as the Group had no potentially dilutive ordinary TEBR WAEETEGEEMY ST
shares in issue during those years. EE2YMTREAFESBEELARE -
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17. PROPERTY, PLANT AND EQUIPMENT 17. W% - BERXRE

Machinery Furniture

and and Motor Leasehold  Construction
Buildings  equipment fixtures vehicles improvements in progress Total
BF HERRE HAREE RE RENELE HEIR @it

RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARETR  AR®TR ARBTR  ARMTR AR®TR  ARRTR  ARETR

31 December 2020 —E-EE+-A=1-H

At1 January 2020, asrestated:  R-E-TF-F—H

(&) :

Cost KA 217,328 177,789 7,231 4,039 15,990 425,841
Accumulated depreciation ZitE (47,587) (67,205) (4,226) (2,333) (7,308) (128,659)
Net carmying amount EEIE 169,741 110,584 3,005 1,706 8,682 27,182
At 1 January 2020, net of RZZ-FF-f-8-

accumulated depreciation, B ZHHE(LES)

as restated 169,741 110,584 297,182
Additions NE 144 1,079 11,573
Write off i = (15) (15)
Depreciation provided FRNERRE

during the year (10,153) (13,137) (1,684) (26,253)
Transfers i - 46 - -

At 31 December 2020, net of i

accumulated depreciation T-R=t-8"
Ik Z5HE 159,732
At 31 December 2020: RZFZTF
tZA=t-R:
Cost B 217472 178,899 7,231 4,039 15,990 437,399
Accumulated depreciation ZHIE (57,740) (80,342) (4,910) (2,928) (8,992) (154,912)
Net carrying amount EEFE 159,732 98,557 2,321 1,111 6,998 13,768 282,487*
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For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

17. PROPERTY, PLANT AND EQUIPMENT 17. ¥ - BERRE®

(Continued)
Machinery Fumiture
and and Motor Leasehold ~ Construction
Buildings equipment fixtures vehicles  improvements in progress Total
BF  HEERRE  HAREE e BENERE EELE Eh

RMB000 RMB000 RMB000 RVB000 RMB'000 RVB000 RVB000
ABBTR  ARRTR  ARBTn  ARETR  ARETR  ARETR  ARETR

31 December 2019, asrestated ~ —E-HET-A=1-A

(&E3))
At 1 January 2019, as restated: RZF-nE-A-A
(E=5))
Cost A 736,673 263,405 5440 4,039 15,990 160,625 1,176,172
Accumulated depreciton 2:iiE 191,734 163,455) 290) (1689 15889 . (165,656)
Net carrying amount FEEE 644,939 189,950 2,539 2,356 10,107 160,625 1,010,516
A 1 January 2019, net of RZZ-NE-A-H-
accumulated depreciation, Tk 2iE(EE3)
as restated 644,939 189,950 2539 2,356 10,107 160,625 1,010,516
Additions RE - - 1,791 - - 78,121 79912
Write off (notefa)) R (666,527) (64,852) (332) - - (133,985) (764,696)
Depreciation proviced during the year i £ %4 (10,968) (14514) (993) (650) (1,429) - (28,550)
Transfers b 101,207 - - - - (101,297) -

At 31 December 2019, net of RZE-NE
accumulated depreciation, T-R=+-8-
as restated B 2:AHRE (BE7) 169,741 110,584 3,006 1,706 8,682 3,464 297,182

At 31 December 2019, as restated:  W=Z—fE

TIAST-R(EE)
Cost A 217,328 177,789 7,231 4,039 15,990 3,464 425,841
Accumulated depreciation 2itinE (47,587) (67,205) (4,226) (2333 (7,308) - (128,659)
Net carrying amount FHFE 169,741 110,584 3,006 1,706 8,682 3,464 27,182
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17. PROPERTY, PLANT AND EQUIPMENT

(Continued)

166

Notes:

(@)

As a result of the Incident, the Group has reassessed the existence and
recoverable amount of the property, plant and equipment that has been
existed for a long time through performing due diligence on several
constructors. After the Management Reassessment, the Group has
written off the amount of property, plant and equipment of
approximately RMB764,696,000 during the year ended 31 December
2019 as Loss arising from the Incident due to the fictitious property,
plant and equipment.

As at 31 December 2020, certain of the Group’s buildings and
machinery and equipment with an aggregate net carrying amount of
approximately RMB251,511,000 (2019: RMB273,860,000) were
pledged to secure bank loans and other borrowings granted to the
Group (note 29(f)).

The Group has engaged the Valuer to perform impairment assessment
on the property, plant and equipment for the year ended 31 December
2020 and the Valuer determined that the recoverable amounts of
property, plant and equipment exceeded their carrying amounts. As a
result, no impairment loss has been recognised for the years ended 31
December 2020 and 2019.

Included in property, plant and equipment as at 31 December 2020 of
approximately RMB37,509,000 (2019: RMB83,125,000) was right-of-
use assets which related to the purchase of machinery and equipment
under sales-leaseback arrangement entered before 1 January 2019
which in substance classified as finance leases, are included within
lease liabilities under IFRS16 Leases. During the year ended 31
December 2020, depreciation on the related underlying assets was
approximately RMB1,875,000 (2019: RMB4,156,000).
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17. 9% - BERRE@®

GEE

(@

HRZEN  AEEDRBHEBFEERE
TERBAZ  EMFEERBTEENDE K
ERBEOFEBALAIRESE - EEE
BHAFGE AERBECRBE_F-NF
TZA=+—HALFEBYE  BEIRE
SR AR 764,696,000 T B EBY
¥ BEERBAEEENHERNEE -

RZTE-_TFE+-_A=+—H KNEEEMH
Eﬁﬁ@@m%%W\Eﬁgzm,tsn,ooom,
— & ARM273,860,0007T) K& TiEF
TS R RS - EARNEEATERRITER
REAEREER (HE29(0) °

AEEEREBEE-T-_ZF+=-A=1+—8H
IFFEREGEMEYE  BERREET
AR - AEEMEEYE  BE &
MBS ELBEEREE Bt 82
EoEFER_T-NF+_A=1— Eii
&I R E S 1B -

RZZZZEF+_A=+—ANYE BE

‘“%Eﬁzwxﬁﬁﬁéé?? AR
37,509,0007%( T - NAF: AR
83,125,0007T) * EIRBEHR =T —hF—A—
BRIV MERERZHEBEMERF
B EHTHELE L BEARMERAE B
BRRSEHREERFE16RAETFATRESR
B BEZT-_TF+_A=+—AHLF
ErEBEANEREENERNARY
1,875,000 7T (ZZF—NF : ARME 4,156,000
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For the year ended 31 December 2020 HE —ZE —ZTF+—-A=+—HILFE

18. LEASES 18.HHE
The Group as a lessee REEEREABEA
The Group has lease contracts for various items of plant and REERESEREIEEBEENRESLD
machinery and leasehold land used in its operations. Lump sum LA&%E SHELERR - ASEEE AL —
payments were made upfront to acquire certain parcels of leased RSN —SEHIE - UERETHE L#
land with a term of 50 years, and no ongoing payments will be made %EﬁSOﬁ Mg TR %L+ S IER
under the terms of these land leases. Leases of warehouse, plant and LENR - AE  MENLKEHAEMFMAEL)
machinery generally have lease terms between 2 and 13 years. BENF2E2183F - — M s AFETE
Generally, the Group is restricted from assigning and subleasing the r‘ﬂ$%%9\¢§§§&ﬁ%%ﬂ%ﬂf§ﬁ§ o
leased assets outside the Group.
(a) Right-of-use assets (a) EHAEELE
The carrying amounts of the Group’s right-of-use assets and REEBFHAEEAENEFERERERNE
the movements during the years are as follows: U

Prepaid Warehouse,

land lease plant and

payments machinery Total
FEf L it rE -
HENRE BN Bt
RMB’000 RMB’000 RMB’000

AR¥T T AR¥TR AR®T T

As at 1 January 2020 AN—E-FF—H—H 51,967 ! 55,245
Depreciation charge WERX (1,108) (1,938)
Impairment loss REE S = . (2,448)
As at 31 December 2020 RZTZTF
+=ZA=+—H
Prepaid Warehouse,
land lease plant and
payments machinery Total
TEfRT T B -
MEFIE & = @5t
RMB’000 RMB’000 RMB’000
ARBT T ARBTIT ARBT T
As at 1 January 2019 —ET—-NF—HA—H 53,243 2,930 56,173
Additions //J\E - 967 967
Depreciation charge WERX (1,276) 619) (1,895)
As at 31 December 2019 RIZE—NF
+-—A=+—H 51,967 3,278 55,245
Leasehold land of the Group with an aggregate carrying REBER-_Z_ZF+_A=+—BZ
amount of approximately RMB50,859,000 (2019: @R EE L A K% 50,859,0007T( =%
RMB51,967,000) at 31 December 2020 has been pledged to —NF: AR¥51,067,00070) AEE
secure bank loans and other borrowings granted to the Group ii’ﬂEf’F#ﬂﬁ RS EEEAR
(note 29(f)). R A tE R (HEE29(F)
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18. LEASES (Continued)

168

18. HE @

The Group as a lessee (Continued) REBEAEHEA @)
(b) Lease liabilities (b) HEERE
The carrying amount of lease liabilities (included under interest- FRAHEEBE(BETERITREMBE
bearing bank and other borrowings) and the movements during TONEEELESNT -
the year are as follows:
2020 2019
—ECEF —ZT-NEF
RMB’000 RMB’000
AR¥T T AEBTT
(Restated)
(s ES)
Carrying amount at 1 January R—HA—B®REE 86,965 136,771
New leases HE = 967
Accretion of interest recognised FRE RN EIEN
during the year 6,066 6,552
Payments INE:N (52,468) (67,325)
Carrying amount at 31 December R+-—A=+—HME®EE 40,563 86,965
Analysed into: k=N
Current portion TENER 44,719
Non-current portion SEmENEB D 42,246

The following table shows the remaining contractual maturities
of the Group’s lease liabilities:

TRINGAEEHERERTAHNF
Hi

2020 2019
—g-®F T NF
RMB’000 RMB’000
ARBTT AR®EFTT
(Restated)

(&E751)

Total minimum lease payments: SEMEREEE -
Due within one year —F R EIH 54,749
Due in the second to fifth years E_EZFERTFHH 43,641
Due after the fifth year FRFREH 811
Less: Future finance charges on W RREEAERE TN

lease liabilities (2,789) (12,236)
Present value of lease liabilities HEEENRE 40,563 86,965
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For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

18. LEASES (Continued)

The Group as a lessee (Continued)
(b) Lease liabilities (Continued)

18.

HE@w

Present value of minimum lease payments:

Due within one year
Due in the second to fifth years
Due after the fifth year

Less: Portion due within one year
included under current liabilities

RIEHEMNKRE :
—FREH]
E_ZERFIE
ERFRIE

B ORBBREERETFA
P Eof=ilsy

Portion due after one year included under
non-current liabilities

FRBEERT —F&
Eb ok ipas

AEEEAEEA @)
(b) HEERE(#E)
2020 2019
—E-EF —T—hEF
RMB’000 RMB’000
AR®T T ARBT T
(Restated)
(gE=5H)
44,719
41,132
1,114
(25,696) (44,719
42,246

The maturity analysis of lease liabilities is disclosed in note 41.3

to the consolidated financial statements.

As at 31 December 2020, lease liabilities amounting to
approximately RMB40,563,000 (2019: RMB86,965,000) are
effectively secured by the related underlying assets as the
rights to the leased asset would be reverted to the lessor in the

event of default by repayment by the Group.

MEREMNIMANTESA BBREK
Bt 413 IR ER -

R-ZZE-EF+-_A=+—1 H&?
EHIAN R 40,563,000 (= F — fL4F -
AR #86,965,0007T) B FHEZH
BRABEERR REAAMEEEY
NI BN A EBEERZCBERT
BELEARE -
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18. LEASES (Continued)

The Group as a lessee (Continued)

18. HE @

(c) Details of the lease activities

(c) HEXHKFIE

As at 31 December 2020, the Group has entered into leases
for warehouse, plant and machinery.

REBIERAEEA @)

RZZ-ZZTF+-_A=+—0H ' ~5H
ERAE  BERESFTHL -

Financial statements Range of
Types of items of right-of-use Number remaining
right-of-use assets assets included in of leases lease term  Particulars
FAUTHEENERREE
EREEESR MBI RRIEE HEHE RNHEHEE FF
Warehouse, plant and Warehouse, plant and 9(2019: 10) 1to9years  No extension option or termination
machinery machinery in (2019: 1to option would be exercised at the
“right-of-use assets” 10 years) lease commencement date.
BE - BE R [EFEERE | AT 9 129F HHRERBBTSTEEMERES
BE - BE IR (ZZ—hF:10) (ZE—N&: BRI -
1Z10%F)
(d) The amounts recognised in profit or loss in relation to leases (d) HREEENBEERERHSIEHOT

are as follows:

2020
—g-2E
RMB’000
ARMF T

Interest on lease liabilities HEAEANE

Depreciation charge of right-of-use assets  {FAEAETER X
Expense relating to short-term leases EHEHBEENAX
(included in cost of sales) (R ASHERA)
Total amount recognised in profit or loss RIER R B
(e) The total cash outflow for leases is disclosed in note 35(c) to (e)

the consolidated financial statements. FE35(c) R EE ©
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RMB’000
ARBT T

6,552
6,051

1,319
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19. OTHER INTANGIBLE ASSETS

19. Ht B & &
Patent Computer
and licences software
BEHRHFT EL s
RMB’000 RMB’000
ARETTT ARETT

31 December 2020

Cost at 1 January 2020,

net of accumulated amortisation
Addition
Amortisation provided during the year

—R-EE+-A=1+-H

“ECRE-RAHZEAE
B MBR Rt #i

NE

FRDAHREE

At 31 December 2020

R-E-2F+-A=t—-H

At 31 December 2020

R-Z-ZEH5+=-A=+-AH

Cost B
Accumulated amortisation REHEH
Net carrying amount REFE

31 December 2019

Cost at 1 January 2019,

—T-hEF+=-A=+—H

B NFE-R-HZKE

Total

#et
RMB’000
ARBFT

net of accumulated amortisation Bk R 244 - 244
Addition NE - 962 962
Amortisation provided during the year FREFHREH - (161) (161)
At 31 December 2019 RZE-NF+ZA=+—H 244 801 1,045
At 31 December 2019 KRZZE-NFE+ZA=+—H
Cost B 244 962 1,206
Accumulated amortisation ZETEEY - (161) (161)
Net carrying amount RmFE 244 801 1,045
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20. INVENTORIES

172

E_EFET_A=+—HILFE

20. 78

Raw materials BRI
Work in progress e
Finished goods X on

The Group has a significant balance of inventories and needs to
maintain the majority of its base wine at an appropriate level for a
period over one year to meet the future production needs. The
determination of the value of inventories, which are stated at the
lower of cost and net realisable value, involved significant estimation,
which were influenced by the assumptions concerning future sales
and usage and judgements in determining the appropriate level of
inventory provisions against identified surplus or obsolete items.

As a result of the Incident, the Group has recalculated the cost taken
into account of the influence of fictitious sales and purchase identified
in the Investigation and the Management Reassessment. Accordingly,
Loss arising from the Incident of approximately RMB315,411,000
(2019: RMB333,768,000) was recognised in respect of inventories as
at 31 December 2020.

At 31 December 2020, the carrying amount of inventories of
approximately RMB684,926,000 (2019: RMB1,070,727,000)
included additional provision of approximately RMB4,999,000 (2019:
Nil), which is determined with reference to the net realisable value of
the inventory items.

As at 31 December 2020, the Group’s inventories with a carrying
amount of approximately RMB549,212,000 (2019: RMB682,279,000)
were pledged to secure bank loans and other borrowings granted to
the Group, as further detailed in note 29(f) to the consolidated
financial statements.
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2020 2019

—EZRF —E-hEF

RMB’000 RMB’000

ARBT ARBTT

(Restated)

(&e&E75)

9,425 26,019

663,236 1,019,297

12,265 25,411

684,926 1,070,727
REBAREFEES FTEE-FULE
HAfA Mﬁﬁﬁﬁ/\%f@i&ﬁﬁi;ﬁkﬂ? N

ﬁ%ﬁlJﬁEﬁ’JTffﬁ“‘fﬁ#mﬁ&iﬁﬁﬂ
AR B RIEE R EA E’]ﬂ?“”LA&FZEEﬁE

REBLREER OB EREEE KT
I TR B -
R E Y AEEEERAERA Kt

FHAEREEBENFETETHERHE
FEEMTE- I&t RR-_F_FF+ =
A=+—HNTEMS FHELENERQ
AE%m5m1wmd—? NE:AR®
333,768,000 7C) L HERR ©

RZEZEF+_A=+—0 GENKEEA
BEHAREB84,926,000L(ZE—NF: A
R #1,070,727,0007T) BIEREINEFE L B A
R#4,999,000 L (ZF—N&F : &)  Ah%
EFEBHEMATERFEMEE -

RZZEZEF+A=1+—0  AEEKE

REEL AR 549,212,000 7T( ZZF— H 4 -

AR #682,279,0007T) M F EIE R A SRR

ﬁ?ﬁﬁﬁ%m&ﬁmﬁ?xmfﬂ%% CE— B
EE AR A B SRR M 5E 29(1) ©
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For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

21. TRADE RECEIVABLES 21. B E 5 FIE
2020 2019
TEIEEF —ET-hF
RMB’000 RMB’000
ARBT T ARBTT
(Restated)
(F&E5)
Trade receivables, gross BUNE 5B 4R %E 24,066 30,635
Less: allowance for credit losses B EEEERE (3,652) (2,194)
Trade receivables, net EUE 5 500E 20,414 28,441
The Group’s trading terms with its customers are mainly on credit. FEFEREFPENESBRFUEERSRE -
The credit period is generally one to three months. FEBEAE—ZE=EA -
The Group seeks to maintain strict control over its outstanding AN ER B B ) 4 e AR W Bl Y LK %Klﬁfﬁﬁfﬁl
receivables. Overdue balances are reviewed regularly by senior BT MOHERTHEeNERETE Hies
management. The Group does not hold any collateral or other credit REBEVWEREEWE HRIBARFEE ﬂ
enhancements over its trade receivable balances. Trade receivables A S R E 2 E S BRI AE G o
are non-interest-bearing. WHE 55IBIATETE ©
An ageing analysis of the trade receivables of the Group as at the end REENRE HARFENE FFIE (R BB
of the reporting period, based on the invoice date and net of loss B IREZHHNEREITAT
allowance, is as follows:
2020 2019
TEDEEF —E-hEF
RMB’000 RMB’000
ARBT T ARBTT
(Restated)
(F&E5))
Within 3 months 3{E A LAR 18,011
3 to 6 months 3E61EA 8,162
6 months to 1 year 6IEAZ=1F 2,110
Over 1 year 1 E 158
28,441
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For the year ended 31 December 2020 # % —

21. TRADE RECEIVABLES (continued)

174

As a result of the Incident, Loss arising from the Incident of
approximately RMB77,544,000 (2019: RMB261,932,000) was
recognised to write off the trade receivable balance in respect of
fictitious sales transaction incurred for the year ended 31 December
2020.

The movements in the loss allowance for impairment of trade
receivables are as follows:

E_EFET_A=+—HILFE

1. EWEZFEmw

HREH BREGELENEBOARE
7754400 ( — & — L F: AR &
261,932,00070) AMiSEE ZE =T T F + =
A=+ BLHFERENEREEIINE
W E 5 IE L o

fEWE BRI ERBRREEESIT

2020 2019

B8 —h&E

RMB’000 RMB’000

ARBT T ARBTT

(Restated)

(F&E5)

At the beginning of the year F4) 2,194 682
ECL allowance recognised HREEEEERE 3,652 1,512
Amount written off (note) HsE & =8 (M EE) (2,194) -
At the end of the year FER 3,652 2,194

Note:

As at 31 December 2020, approximately RMB2,194,000 (2019: Nil) of trade
receivables was fully written off because the Group considered these
receivables are unrecoverable due to the liquidity condition of the debtors. The
increase in the loss allowance of approximately RMB3,652,000 (2019:
RMB1,512,000) was mainly due to the increase in the past due balance of
trade receivables.
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For the year ended 31 December 2020 HE —ZE —ZTF+—-A=+—HILFE

21. TRADE RECEIVABLES (continued)

The Group engaged the Valuer to assess the impairment of trade
receivables for the year ended 31 December 2020. The impairment
analysis is performed at each reporting date using a provision matrix
to measure ECLs. The Group classifies its customers into categories
A (the highest), B, C and D based on their business scale and
capabilities. The provision rates are based on days past due of the
Group’s customers with similar loss patterns, among which the
customers classified as categories A, B and C were merged into the
same group for impairment assessment as their credit terms and loss
patterns were similar. The calculation reflects the probability-weighted
outcome, the time value of money and reasonable and supportable
information that is available at the reporting date about past events,
current conditions and forecasts of future economic conditions.

Set out below is the information about the credit risk exposure on the
Group’s trade receivables using a provision matrix:

As at 31 December 2020

Customers classified as categories A, B and C

ECL rate EREEBEX

FERBEARETT)
BHEEBER(ARETT)

Gross carrying amount (RMB’000)
ECLs (RMB'000)

Customers classified as category D

ECL rate EHREEBEX
Gross carrying amount (RMB’000) FEgE(ARETT)
ECLs (RMB'000) EHEERE(ARETT)

21. EIRE S FIE @

AEEZRBHEMFEEE_T_TF =
A=+— EIJJ:@EE’]JKH&ZT%/T HRE - A
SEERNSHmE R MEABEREETRE
O AR EEHIEEER - ARERER
FREBREMENBEPIBR/ARR)
B CKDE - BEXDNREASEAGHEL
EEEANEPNBNRBE  STED
BRA BRCEMEFCEAHRR—HEH
DMERERS  REEREBEFPHNEEN
REBRENRE - BT ERRYEENELS

EEBHEEENARERESAHTESER
BESM B ROR R AR REEAN R TER A
BEREKENER -

UNTESIEREEEERFRAREREES
FRENEERBHNER

REZBZEF+ZA=1+—H
ELHEBA BRCEHEF

Past due
akils3s!
Less than 1to2 Over
1 year years 2 years Total

—FH0R  —EWF WEAL st

ERBEABDENEF
Past due
BEHEE
Less than 1to2 Over
1 year years 2 years Total

—£HUR  —EWE MENUL #st

100%

1,641
1,641
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21. TRADE RECEIVABLES (continued)

176

As at 31 December 2020 (Continued)
Total

FREAE(ARETT)
BHEEBER(ARETT)

Gross carrying amount (RMB’000)
ECLs (RMB'000)

As at 31 December 2019, as restated

21. BWE B FE w0
R-Z2-ZZFF+-A=+t—HB®W
2t

Past due
B
Less than 1to2 Over
Current 1 year years 2 years Total
EH MR -ERE MENUL st

16,303

RZE-NFE+ZA=+—H(K

25%1)
Customers classified as categories A, B and C ETHEABA BECEHNES
Past due
S8 A R
Less than 1t02 Over
Current 1 year years 2 years Total
2H  —FUR  —ERF  WENE @Et
ECL rate EHEEBEE 0.0% 2.7%- 0.0% 0.0% 0.0%
23.8%
Gross carrying amount (RMB’000) EEBE(ARETT) 17,284 7,636 - - 24,920
ECLs (RMB'000) BHEEBR(ARETT) - 1,821 - - 1,821
Customers classified as category D ESEBDHENEF
Past due
ksl
Less than 1t02 Over
Current 1 year years 2 years Total
g8 —FUR —EWE  MEME st
ECL rate BHEEERX 0.0% 3.7%-  39.7%- 100% 22.3%
90.2% 100%
Gross carrying amount (RMB’000) REEHE(ARETT) 97 5,248 317 53 5,715
ECLs (RMB'000) EHEERE(ARETT) - 194 126 53 373
Total st
Past due
ki
Less than 1t02 Over
Current 1 year years 2 years Total
28 —FURN —EME  MENME @t
Gross carrying amount (RMB’000) EE2E(ARETI) 17,381 12,884 317 53 30,635
ECLs (RMB'000) BHEEBE(ARETT) - 1,982 159 53 2,194
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22. PREPAYMENTS, OTHER 22 FERIE - HthEWRER
RECEIVABLES AND OTHER ASSETS HiEE
2020 2019
—EEF —E-hF
RMB’000 RMB’000
ARET T ARBEFTT
(Restated)
(fE5)
Prepayments (note) TERF A (M 5E) 7,952 52,232
Less: Impairment A RE (1,230) -
Value-added tax recoverable AU [ {ERS 97,645 165,288
Deposits and other receivables (note) e M H Ay pElcoE (FiaE) 23,309 45,185
Less: Allowance for credit losses B EEBERE (546) -
127,130 262,705
Less: Portion classified as non-current assets 7, : E DB AIERENEE D (15,714) (25,028)
Current portion included in prepayments, FTATERFRIE © EAth FEUGRIE K&
other receivables and other assets HEMEENRII D 111,416 237,677

Note: B 5E -

—ECRER_FE-NAFT A= T WENMRK
B Be REMRBIEFBENT

Details of prepayments, deposits and other receivables as at 31 December
2020 and 2019 are as follows:

2020 2019
ZEZEF —ZT-NEF
RMB’000 RMB’000
ARBT R AREFTT
(Restated)
(g =351)
Prepayments for fixed assets EEEMNTEMNKIA 3,463 13,528
Prepayments for procurements of condiment products £ 58 bk @ 8978+ 7% 18 2,837 18,696
Other prepayments HAb TR RIE 1,652 20,008
Deposits and other receivables &4 R H M0 EWGRIA 23,309 45,185
31,261 97,417
Less: W
Portion classified as non-current assets DEERIEREEEI D (15,714) (25,028)
Current portion included in prepayments, deposits and 5+ AFEE0IE - 1R & & E i fE i 308
other receivables o e 72,389
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22.

178

PREPAYMENTS, OTHER
RECEIVABLES AND OTHER ASSETS

(Continued)

As a result of the Incident, Loss arising from the Incident of
approximately RMB110,067,000 was recognised to reduce the
fictitious prepayments incurred in the past in relation to the fixed
assets and production of condiment products based on the
Management Reassessment.

Impairment analysis is performed at each reporting date and ECLs
are estimated by applying a loss rate approach with reference to the
historical loss record of the Group. The loss rate is adjusted to reflect
the current conditions and forecasts of future economic conditions,
as appropriate. The financial assets included in the above balance
were categorised in Stage 1 at the year of the reporting period. In
calculating the ECL rate, the Group considers the historical loss rate
and adjusts for forward-looking data.

The financial assets included in the above balances relate to

receivables for which there was no recent history of default and past
due amounts.
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For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

23. AMOUNTS DUE FROM RELATED

COMPANIES

Details of amounts due from related companies and net of loss
allowance, are as follows:

23. R ER B 2 R RIR

FE W B~ R ROE (IR B IR ER) 715
™

N R SRR MR L B AR WM R g PR AL
Huzhou Wuxing Suhushu Grain and BEAEM
Oil Mechanization Professional Cooperative* ([ 0 2 B2 )
(“Huzhou Wuxing Suhushu’)

Zhejiang Zhongwei (note 29(h)) AT AR (M 29(n)

Maximum
balance due 2020 2019
during the year —ECEE —E-NE
FREEH RMB’000 RMB’000
RAKEER ARBT AEBFT
(Restated)
(feE7)
30,000 30,000
20,827 20,827
50,827

*

The English translation of the names of the companies established in
the PRC is for reference only. The official names of these companies
are in Chinese.

Note:
The amounts are interest free, unsecured and repayable on demand.

The Group’s credit limits offered to related companies are based on
assessment of their financial viability and reputation in the industry, including
historical payment records.

The Group applied general approach to provide the ECLs prescribed by IFRS
9.

To measure the ECLs of amounts due from related companies, the balances
are regarded as not credit-impaired and have been assessed based on
individual assessment. The Group engaged the Valuer to assess the credit
rating for the related companies and applying the expected loss rate ranging
from 6.10% to 10.94% (2019: Nil) over the gross carrying amounts for the year
ended 31 December 2020. As at 31 December 2020, loss allowance
amounting to approximately RMB2,069,000 (2019: Nil) was recognised based
on individual assessment by reference to the Group’s historical credit loss
experiences, adjusted for factors that are specific to the debtors, general
economic conditions and an assessment of both the current conditions at the
reporting date as well as the forecast of future conditions.

C EREFRIARNEBOAERERS
£ pERANESBEAT AR -

W

HERERLE  ERRERBREE -

AR ERGCT B2 A (2 ERE R R B2

AN RENRETEANGE (REBENS
) MRHE -

JHi

n
K EC

h‘

=/

AEEEA R EHEEBR M B REERE IR
ATRTEREEEE -

AEtERWEM AR ZIEBHEEER &8I
RAEBLEEE n@ BB IR @RS E AT -
HE-_T-ZTF+-_A=-+—HILFE KEEZ
B EMAEE AR T HEETRY HEmAE
JERTEHE B X6.10% E£10.94% ( =T — N 4F:
)  WN_ZE-_TF+-_F=+—H HARE
2%9mmdff NEF &) 2 EBEBEDIRE
P EEERR  EHE2BAEEBREEEEE
%% I g IR T E R 2= BB B AR LA &
R B HIE & B R AR SRR e Y8 B A 5 1

A/ -
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For the year ended 31 December 2020 HE —E - TF+ - A=+—HIIFE

= =
23. AMOUNTS DUE FROM RELATED 23. FE U BA B 1~ B 7 IH )
COM PAN I ES (Continued)
Note: (Continued) B - (8)
As at 31 December 2020, amounts due from the Associates of Mr. Chen RZFBZBHF+_A=+—8" }*Ji%ﬁﬁ* ?EEE*‘
Weizhong of approximately RMB24,677,000 were written off as Loss arising %/};7 KA ,%’]/\Ej#? 24},677,\(/)90 TTEEREHREE
from the Incident after management’s collectability assessment on these BRAETT AT B FHE RIS R F P E LRI -
balances.
Movement in the ECL: BHEEHENES)
2020 2019
—E-TF —T-NF
RMB’000 RMB’000
AR¥T R AREETTT
At the beginning of the year F47 -
ECLs recognised (note) ERERNIESEERE (M) -
At the end of the year FR -
Note: Wiz -
As at 31 December 2020, the Group considered that there are significant RZEZEF+ZA=+—H8 ' *5EERBEKRE
increase in credit risk of the receivables amounting to approximately BB AR EE AFRIER) AR B 33,920,000 THIEE
RMB33,920,000 from the Associates of Mr. Chen Weizhong who has been BB EEE L N - Hﬁﬁﬁiﬂ&f‘aiiﬂﬁ#iiﬂ&uﬁm%
held in criminal custody in relation to a suspected charge of illegally taking FRmEMERNE  FALRREBBHENNAR
deposits from the general public and, therefore, there was an increase in loss #2,069,000 7T (ZE—NLF : ) -

allowance of approximately RMB2,069,000 (2019: Nil) was recognised.
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24. CASH AND CASH EQUIVALENTSAND 24. B¢ RE4ZEY R IEHE

PLEDGED DEPOSITS F=h
2020 2019
—EEHF —FE-NF
RMB’000 RMB’000
AR¥T AREEFTT
(Restated)
(k&%)
Cash and bank balances Be MIRITH R 172,107
Pledged deposits [mE7BEREE 67,039
239,146
Less: A
Pledged for bank loans (note 29(f)) AR DUEEUERTTE F (M 3E29(F) (67,039)
Cash and cash equivalents HERESZEY 172,107
Denominated in RMB IAREEEHE 171,241
Denominated in HK$ A TTEHE 676
Denominated in United States Dollar (USD) AFEITEHE 190
Cash and cash equivalents BekReEEY 172,107

RMB is not freely convertible into other currencies. However, under
Mainland China’s Foreign Exchange Control Regulations and
Administration of Settlement, Sale and Payment of Foreign Exchange
Regulations, the Group is permitted to exchange RMB for other
currencies through banks authorised to conduct foreign exchange
business.

Cash at banks earns interest at floating rates based on daily bank
deposit rates. The bank balances and pledged deposits are
deposited with creditworthy banks with no recent history of default
and thus, the credit risk are considered to be insignificant.

As a result of the Incident, Loss arising from the Incident of
approximately RMB218,465,000 (2019: RMB238,000,000) was
recognised in respect of the discrepancy of cash and cash
equivalents as at 31 December 2020 in the Agricultural Bank of China
Huzhou Branch (2019: China Construction Bank Huzhou Branch) as
a consequence of the funds transferred with the Associate of Mr.
Chen Weizhong and other third parties based on the findings of the
Investigation as described in note 2.1.

ARBTGEERLBEREMER - A - 1R
BB A CIMNEE IR G R (ERE - EE R
NEEEHRE)  AKEAEBREEELLEIN
EXBORITHARBLBREME -

RITRSRBEEHARTERNEHENF
P EBREK R - RITEBR R ERFERTY
TE RO HAY S8 WO RLER AV B EBRTT - Bt
EERBERR/TEK -

EHEEE PRIRERTAMNST(ZE
—NEF  FRERBITHAMNDITIR=ZE=ZE
F+-A=t+—HApBRE LR EEBYER
(ThE IR BT i 2.1 Frul A& 45 REEfR AT R
TEMNBEAREME = HEBRESTR) E
REMEENEBLHARE218,465,0007T( =
T—NF : AR¥238,000,0007T) °
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25. TRADE PAYABLES

An ageing analysis of the trade payables as at the end of the
reporting period, based on the invoice date, is as follows:

25. B E 5 A

R EHRENE HFORRERE B HNERR

Within 3 months 3{E A LAR
3to 6 months 3%&61EA
Over 6 months 61& 8 A £

Trade payables of the Group are non-interest-bearing and are
normally settled on terms of one to six months, extending to longer
period for those long standing suppliers. The carrying amounts of the
trade payables approximate to their fair values.

As a result of the Incident, a decrease in Loss arising from the
Incident of approximately RMB59,459,000 (2019: RMB11,529,000)
was recognised to reduce the trade payable balance in respect of the
fictitious purchase based on the findings of the Investigation and the
Management Reassessment as described in note 2.1.
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IHTET
2020 2019
—B-BE —T A
RMB’000 RMB’000
ARBT ARBTT
(Restated)
(f&E5))
34,361
7,573
25,072
67,006
AEBENESHIBLTEE - —KRER

EXEARNES  ERMAENHRERSS
FTHRABRENEZEHRR - BN EZHRIENK
E{EEENHEES -

LR REWE2AMUAEERNE
BEEMTHER BREHELENEER
L NRE 59,450,000 L (ZT—N4F : AR
#11,529,0007T) * BB EEEE SR
JEE B REL R o
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For the year ended 31 December 2020 # % —

26. OTHER PAYABLES AND ACCRUALS

26. HAET R

E_EFET_A=+—HILFE

RIR N FER T B

2020 2019
e —NEF
Notes RMB’000 RMB’000
B 5T ARBT T ARBETFTT
(Restated)
€ <==x71))
Contract liabilities Y o) (@ 25,546 62,530
Other tax payables Hh e TR (b) 211,880 166,260
Other payables and accruals H b IE M ERTIEE (©) 117,851 101,753
Amount due to a director JEN—RESHIA 51 634
Salary payables R E S 9,590 14,226
364,918 345,403
Notes: BsE -
(@) Details of contract liabilities are as follows: (@) AMEBRENT
2020 2019
—E-EF —ZE-nF
RMB’000 RMB’000
ARBTT AREFIT
(Restated)
(ges=5))
Short-term advances received from customers B & P U Y R B R
Sales of goods HEED 62,530
Contract liabilities include short-term advances received to deliver ARBEER % I i‘ 1‘1‘ E G T UCER B 52 HR
products. The decrease in contract liabilities in 2020 was mainly due to Ko BNBBR-ZZ_TFRL HEEH
the decrease in short-term advances received from customers in E"¢ KRBt %i‘u‘ju $H 6 T M) &= UER A9 2 B
relation to the provision of sale of goods at the end of the year. OB BT
() Included in the balances was mainly the value added tax payable of b)) FAZHBEIZAENEEROARE
approximately RMB154,654,000 (2019: approximately 154,654,000 ( =T — N F: H AR
RMB88,441,000). 88,441,0007T) °
(©)  Included in the balances was mainly the provision of surcharge for ©  ETABBREZERE TN NS B KR ER
overdue tax payment and equipment and construction costs payables B REEZEKAR S BIK AR 70,317,000 7T
of approximately RMB70,317,000 and RMB27,254,000, respectively M ARWE27,254,000 T (ZZE—NF: AR
(2019: RMB24,125,000 and RMB31,116,000). W 24,125,000 7T & A R ¥ 31,116,000 78 ) ©
(d)  As aresult of the Incident, a decrease in Loss arising from the Incident () BAREY - REMF2ASHENFASERR

of approximately RMB31,063,000 (2019: Nil) was recognised to reduce
the other payables balance in respect of the fictitious amount in other
payables and accruals based on the findings of the Investigation and
the Management Reassessment as described in note 2.1.

EREEHEIAETHELENBERVOAR
#31,063,000 7T (—F—NE : &) UKD
ﬁ‘rﬂlfﬁmlﬁﬁEﬁr REMEBRSESRD
oA e BB B
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27. AMOUNTS DUE TO RELATED 27. B BEEE A RIFIH
COMPANIES
Details of amounts due to related companies are as follows: TENREBE A RIFZOB Z 50T -
2020 2019
—E-®E T NF
RMB’000 RMB’000
ARBTT ARBEFTT
(Restated)
(&E751)
ERFTRERERAF ERGFTRERERAF
Yilong County Zhongwei in Food Co., Ltd.* ([fERESR K ])
(“Yilong County Zhongwei”) -
MIZETEBABGRD MIETREAEERA
Zhejiang Ruoxiachun Brewing Co., Ltd.* ([HIETED
(“Zhejiang Ruoxiachun”) -
Huzhou Wuxing Suhushu SR 5= AR R 14,127
N R EE 2 E S LS ¢ IR EE 2 E XS FH A 3,996
18,123
The amounts are interest free, unsecured and repayable on demand. BERIBEARS  EIIBEWBREREEE
N The English translation of the names of the companies established in N PP AT EZREHEXHEEHRHR2E -
the PRC is for reference only. The official names of these companies ZENFHIERBRBIAD X A% o
are in Chinese.
28. AMOUNT DUE TO ULTIMATE 28. B HRAIZER DN B RIE
HOLDING COMPANY
The amount is interest free, unsecured and repayable on demand. BRRIBEARE - EIERWARERKEER -
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29. INTEREST-BEARING BANK AND 29. FFERITREMER
OTHER BORROWINGS
31 December 2020 31 December 2019 (Restated)
ZEZEE+ZAZt-H “T-NETZRZt-R(EE)
Effective Effective
interest interest
rate (%) Maturity RMB’000 rate (%) Maturity RMB'000
BBFIE (%) I8 ARBTR  EEAE@%) % ARETR
Current B
Lease liabilities (note 18(p) RE&RHET180) 4.75-9.98 2021 25,696 4.759.98 2020 44719
“E--F ik 3
Bank loans — secured ¢0ilo SRITER — B e 3.85-587  ondemand 462,528 435609  ondemand 466,540
Bank loans — secured €9 FITET — A0 3.85-7.12 2021 157,282 4.79-5.87 2020 389,309
~B--% “Z-%F
Other borrowings — unsecured “IN  EAb 37 — 4 A clen 7.42-24.00 2021 159,258 7.42-24.00 2020 153,366
~B--% “Z-%F
Other borrowings — secured @M E i (77 — B ¥ A G 4.95-15.32 2021 604,199 4,95-12.23 2020 260,038
—E--F “Z-%F
1,408,963 1,313,972
Non-current FENH
Lease liabilties (note 18(0)) RE8E(E180) 475098  2022-2029 14,867 4.75-098  2021-2029 42,246
~R-oFE i S
S 3 bkt
Bank loans — secured @09 BTER — AR - 523 2021 52,000
B
Other borrowings — secured 9 E-fp 3k — A4 e 1223-1532  2022-2023 12.23 2022 20,000
“B-CEE -BoCE
—E-=
86,523 114,246
Total 18t 1,495,486 1,428,218
Analysed into: AT -
With one year or on demand R—ERHIREX 1,408,963 1,313,972
In the second year FER 10,328 111,881
In the third year to fifth years, FEERER
inclusive (REMEREER) 75,790 1,251
Beyond five years AFNE 405 1,114
1,495,486 1,428,218
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29. INTEREST-BEARING BANK AND
OTHER BORROWINGS (Continued)

Notes:

(@) As at 31 December 2020, the Group’s total facilities of bank borrowings
amounting to RMB619,810,000 (2019: RMB907,849,000), of which
RMB619,810,000 (2019: RMB907,849,000) had been utilised.

(b) As at 31 December 2020, the Group’s bank loans amounting to
approximately RMB462,528,000 (2019: RMB466,540,000) were not in
compliance with certain financial loan covenants. The maturity of the
aforesaid bank loans as at 31 December 2020 were all within 12
months and have already been classified as current liabilities and have

been repaid in 2021.

() As at 31 December 2020, included in the balances was other
borrowings amounting to approximately RMB159,258,000 (2019:
RMB153,366,000) which was unsecured, bearing interest at 7.42%—
24% (2019: 7.42%-24%) per annum and repayable within one year

(2019: repayable within one year).

(d) As at 31 December 2020, included in the balances was other
borrowings amounting to approximately RMB675,855,000 (2019:
RMB280,038,000) which was secured, bearing interest at 4.95% —
15.32% (2019: 4.95%-12.23%) per annum and repayable within
one to three years (2019: repayable within one year), in which
RMB594,547,000 and RMB60,738,000 (2019: RMB250,038,000 and
Nil) was from FJ A8 and J#l &% & & , respectively. Mr. Chen Wei was
the chief executive of the J# JI| %= B35 77, holding company of F A5
and B EL & , and appointed as an executive director of the Group on
11 September 2020, who has significant influence over both the Group,
FIAH and BB E . As a result of the Incident, Loss arising from the
Incident of approximately RMB55,000,000 (2019: RMB235,000,000
was recognised in respect of the Uncovered Borrowings from 8 K
# based on the findings of the Investigation and the Management

Reassessment as described in note 2.1.
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9. st BRITREMMER @
s
@ R-F-EET-AST-B ARERS

BRZBEREES A ARKES619,810,000
T(ZE— % ARM907,849,0007T) -
Hep AR#619,810,00070(ZZ—HE - A
R ¥ 907,849,000 7T) B E#HF °

RZZE_TF+-_A=Z+—8 KEENIR
TEZRHARE462,528,00070( —F—H4F ¢
)\E’ﬁ’&tee‘ 540,000 L) WA ETEmE
PRHE -R_T_TF+_A=+—8  t
Lff‘iﬁ% X2 BB AHE12EANRN - TEK
EMEZ%/;&UEJE URERZE - —FEE -

AZZEZTFE+-ZA=+—8  FAEHBBE
H AR AR 159,258,000 (= — N
F: AR#153,366,0007T) * %7 Iﬁﬁ*yﬁ}f&
;- TEE%IJ$7.42%124%.#E( 71
7 42%FE 24%) WA — EWE%‘E(
—NF : BR—FREE) -

R-ZZE-TF+_A=+—8 st A&HA
H At A AR % 675,855,000 0 (—FE— N,
£ AR#280,038,0007T) * X EAHE
o REFRL495% F15.32% (T — 4 ¢
4.95f%>§12.23‘%>)*+Ejr,,ﬁA E=FRIE
B(ZZ—NF: AR —FREE) HFA
R ¥ 594,547,000 7T & A R % 60,738,000 7T
(:gffﬁ © AR #250,038,0007T & E)

DRIREREAHRARRME - RIELERRD

ACHEE IR A RN R B T 01T IR AR E
]Iﬁ\f—‘,f?EﬁJﬁHL HEZTAAEME
WITES HAKE - MARURARRE
BEEAFEN - HRBMH - BEIREME2.1
ﬁﬁtzpﬂﬂ*%&”éf@éﬁﬁﬁﬁ;ﬂ%ﬁ?ﬁ

BEFBERASTHELEONBEHARYE
55,000,0007T( — T — L F: A R ¥
235,000,000 7T) ©



NOTES TO THE CONSOLIDATED
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For the year ended 31 December 2020 HHE — T —THF+ - A=+—HILFE

29. INTEREST-BEARING BANK AND
OTHER BORROWINGS (Continued)

Notes: (Continued)

()

As at 31 December 2020, the Group’s other borrowings amounting to
approximately RMB430,000,000 (2019: RMB220,000,000) were
overdue and approximately RMB400,587,000 have been repaid in
2021. The related overdue interest expense of approximately
RMB22,160,000 (2019: RMB6,102,000) (note 9) was recognised for
the year ended 31 December 2020.

At the end of the reporting period, certain of the Group’s assets were
pledged to banks and other lenders for securing the bank loans and
other borrowings granted to the Group.

The carrying values of these assets are:

20. it EHRITREMER @
BISE © ()
e RZEZTF+A=+—H0 rEEMNH

fE R AR 430,000,000 ( ZF— L4F ¢
AR 220,000,00070) B#EEI R HARE
400,587,000 CER T —FEE W B
REEZZ_ZF+-_A=1+—HILFER
RAERE A AR BB = £ AR 622,160,000 7T
(ZZ—H%F : AR¥6,102,0007T) (KFE9) °

Property, plant and equipment W - WEREE
Right-of-use assets EREEE
Inventories =]

Pledged deposits [REESEIES

As at 31 December 2020, certain of the Group’s bank loans were
guaranteed by Mr. Chen Weizhong, the former director of the
Company, Ms. Xing Liyu, spouse of Mr. Chen Weizhong, Mr. Chen
Weidong, brother of Mr. Chen Weizhong, Mr. Chen Jinhao, son of Mr.
Chen Weizhong, and related companies of the Group (note 38(d)).

As at 31 December 2020, included in the balances was other
borrowings amounting to approximately RMB13,920,000 (2019:
RMB20,827,000) that were withdrawn on behalf of a related company,
Zhejiang Zhongwei. The amount is unsecured, bore interest at 24%
(2019: 24%) per annum and repayable on demand.

U] RBERR - AEBBE TEERTRFRT
REMER  (EAREBFRERRITERK
E A B AR o
ZEBAEME@RER :
2020 2019
—E-EF —ZT-hF
Notes RMB’000 RMB’000
E=3 ARET T AREEFTT
(Restated)
(geE=5)
17 251,511 273,860
18(a) 50,859 51,967
20 549,212 682,279
24 230 67,039
851,812 1,075,145
(@) \\7?7%¢+ B=+—8 A&EEET
RITERDABEARARIAIESRALLE -
ﬁ%«%,@?ﬁie’]@aﬁ%ﬁlﬁti R R A
ML BRERLE BRERTENRET
Chen Jinhao 5t 4 & 4N £ [ B Bt A 1 HE (R (BT
£38(d)) °
(h RZZEZZFF-A=+—08 EHBER

e LN Tﬁﬁxlqﬂﬂikﬂiﬁ’]ﬁﬁﬁﬁmiﬁ/\ﬁ
#13,920,0007C( Z T — N F: AR
20,827,0007T) ° A AT  RFH X

24% (Z B —H4E : 24%) 5 B W BN BRI
EiE -
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29. INTEREST-BEARING BANK AND 20. sFESBTREMER @

188

OTH ER BOR ROWI NGS (Continued)

Notes: (Continued)

0

The amount included certain sales and leaseback arrangements of
machinery and equipment with remaining lease terms of 2 years (2019:
3 years) as at 31 December 2020. According to the sale and leaseback
agreements, if no default occurs during the lease term, the ownership
of the plant and machinery shall be automatically transferred to the
lessee at a nominal consideration.

During the preparation of the Group’s consolidated financial statements,
the management assessed the accounting treatment and was of the
view that the Group was having control over the machinery and
equipment as the Group had the option to acquire the assets at
nominal consideration at the end of the lease period. Thus the transfer
of the machinery and equipment to the lender did not satisfy the
requirement of IFRS 15 to be accounted for as a sales of assets and
the Group shall continue to recognise the transferred assets as
property, plant and equipment and shall recognised transfer proceeds
from the lender as other borrowings.

The following table sets out the details of the sale and leaseback
arrangements as at 31 December 2020 and 2019:

BsE : (8)

0] SHAEEE T -TF+_A=1+—H01
BTHEBMAE(CT—NE  3F)WE T
WREEEEB AL - RIBEERERRG
o BEHESHRARBEY  ARE R
BASBAREBESEETAAA ©

RREAEENERA M BREE - ERER
HEETRIRE - RAREEE BN R EHE
BESRE DRASEEEZEENERE
EMREREBEEAE - Fit - MERAEE
B R AT A BB B EERIZE 15
SREARIERABELE  MAKBEER
BHEREREAEAVE BERREBLEE
RN TS PORME R EE AR -

TREIIRZE_ZTFR_F—NF+=A
=+ —ANEERERZHEFS -

Principal Effective Guarantee
Date of incurrence amount (RMB) Interest rate Maturity deposit (RMB)
ELXRH rE(AR¥T) TR A RES(AR%RT)
21 November 2019 30,000,000 12.23% 20 November 2022 4,500,000
—E-NF+—A=+—8 —ZE—F+—A=+H
21 January 2020 55,000,000 15.32% 20 January 2023 5,000,000
—E-FTF-HA=-+—AH —E-=F—-A=+AH

All the Group’s bank and other borrowings are denominated in RMB.
The carrying amounts of the Group’s bank and other borrowings
approximate to their fair values.
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For the year ended 31 December 2020 HE LT F+ - A=+—HIFE

30. PROVISION FOR LOSS ON 30. REREEREBRE
UNAUTHORISED GUARANTEES
In respect of key findings of the Investigation of certain material BT HREA R EETHETEAR SN A
transactions carried out by Mr. Chen Weizhong, Unauthorised EXRERME BE-_FT_TFR=-F
guarantees were entered into with certain creditors as security for —NFFTZA=T—BILEE  REEEE
loans granted to the Associates of Mr. Chen Weizhong during the RIVERARB R ENBEAETEFD
years ended 31 December 2020 and 2019. IRFEMRIL ©
As at 31 December 2020 and 2019 R=-B=-BFR=F-NAF+=A=t+—-A
Unauthorised
guarantee
amount Provision
Unauthorised  utilised based for loss on
guarantee on the court Unauthorised
Creditors Borrowers amount judgement guarantees
BEA fERA RIBERH
ARERE <BANKRE KGR
BREE REERSE BREBRRE
RMB’000 RMB’000 RMB’000

AR%TTT ARBTT AR®TT

Company A Zhejiang Zhongwei

NAA AT AR

Company B Zhejiang Zhongwei

NG| AT AR

Company C Zhejiang Ruoxiachun

NSIe; MIETE

Company D W RESEEZEBR A
Huzhou Wuxing Wucheng Wine Co., Ltd.
(“Huzhou Wuxing Wucheng”")*

~aElD N RESIAEGRAF (HMNRESRE])

Company E Zhejiang Zhongwei

NSIIS AT AR

Company F The Group

AAF REE

Company G Zhejiang Zhongwei

ARG AT APER

128,000 108,000
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30. PROVISION FOR LOSS ON

190

UNAUTHORISED GUARANTEES

(Continued)

As further explained in note 2.1(a), Mr. Chen Weizhong entered into
guarantee agreements with the above creditors for providing
guarantees to these lenders as security for loans granted. The
guarantee agreements entered were not approved by the Group’s
shareholders or directors or disclosed. The lenders also did not
register the guarantees with the Credit Reference Center of the
People’s Bank of China. The directors of the Company considered
that these guarantees were illegal and not enforceable.

These lenders have commenced legal proceedings against the
Associates of Mr. Chen Weizhong as the borrower and the Group as
the guarantor. The court hearings against the Group as the guarantor
to five creditors have completed and court hearings to two creditors
are suspended. The court judgements for the completed court
hearings has released the Group’s liabilities on these Unauthorised
guarantees. In 2021, the Group has repaid the Company G of
RMB10,000,000 on behalf of Zhejiang Zhongwei subsequently.

It is still uncertain as to how much the borrowers will be able to repay
these creditors for the suspended court hearings. Based on the legal
advice, a provision of RMB27,500,000 (2019: RMB27,500,000) for
loss on Unauthorised guarantees, which was the best estimate of the
Group on the probable cash outflow of the obligations under the
financial guarantee contracts, was recognised for the suspended
court hearings for the year ended 31 December 2020.

* The English translation of the names of the companies established in
the PRC is for reference only. The official names of these companies
are in Chinese.
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L ERAFT L ERZE - MRFETREME
REERNERRRE - AETLZ ERZE

BAEERRIEEHRERRERE - &
FARFEARBITRETOELABER -
ARAEERRBERERBIFEAT AR HI

#17 -

ZEETEHEREDEENBBEA ERE
RN BAKE (ERERA) B AR FARE
Fro ST ASEIERDREREANERADN
EBREEE TR - TR B A RDEER R
Tz - EXRBORRRAAER AR B A
SERZEREERERNEE R =F
% AREBERRFMITPREEARG
AR 10,000,0007T ©

REE2ERERAME - BRABEMAESR
ZEBRANSEINTET - REZEER
HE-_Z-_ZTF+_A=+—BItFERE
EEt IR MR R EEREREBEEA
R #27,500,000t( = — L F: AR
27,500,0007T) * ThARSE BB BERE LA
TEEMATRER © R L E L A RERGR -
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31. DEFERRED TAX

NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
Ao 7 B R B

For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

1. EZERIE

The movements in deferred tax liabilities and assets during the year

are as follows:

EEHRARBENEENFANEESHIT

Accruals  Withholding
and other tax on
deductible distributable
Unrealised temporary dividends
profit on differences (note (a)) Total
inventories ~ EFRER  ABHASIK
AERFE HthmEN BREWENHR
FE ERMER (Bi#=E (a)) wat
RMB’000 RMB’000 RMB’000 RMB’000
ARETTT ARETFT ARETFTT ARETTT
At 1 January 2019 R-ZT—h&E—HF—A 262 3,643 (26,725) (22,820)
Deferred tax credited to the FARGARakEMEE
consolidated statement of profit WS RaT AMELER B
or loss and other comprehensive ~ (Ffiz 14)
income during the year (note 14) (262) (3,643) 26,725 22,820
Net deferred tax liabilities at RZZ-AF+-RA=+—H
31 December 2019, as restated, (g&3)) —T =%
1 January 2020, asrestated and ~ —A—R (K&75|) &
31 December 2020 —ZT-FF+-A=+—HK
EERBERERE - - - -

Notes: MsE -

(@  Pursuant to the Corporate Income Tax Law of the People’s Republic of (@) REPEARHMBECXMAEBL - NP
China, a 10% withholding tax is levied on dividends declared to foreign PR 7 SN BE R R AR MR B P S
investors from the foreign investment enterprises established in IRHO R SRR 10% A0 - AREMEE =
Mainland China. The requirement is effective from 1 January 2008 and FENF—A-BABLEY  BEAR_FT
applies to earnings after 31 December 2007. A lower withholding tax TEL_A=1+—REMEM - T ENH
rate may be applied if there is a tax treaty between Mainland China and BLI5 OMS B K PR ) RS AR [ 3T 7 B
the jurisdiction of the foreign investors. For the Group, the applicable £ AITREZ B BEM AR K - AKE
rate is 10%. The Group is therefore liable for withholding taxes on MmE EAREE10% Wit AEEAE
dividends distributed by those subsidiaries established in Mainland ERRPBEAA Y MZENEARE =T
China in respect of earnings generated from 1 January 2008. ﬁ%fﬂ;ﬂ —HREENBFMY KRS

N THE R o
As at 31 December 2020, the Group has not recognised any deferred i —A=1+—H B EHEH
tax liabilities in respect of temporary differences relating to the BRI ZES-A=+HERE
unremitted profits of subsidiaries since the subsidiaries were in TR RSB B R I 8 )
accumulated losses as at 31 December 2020 (2019: Nil). QE(E{ EFEv_ %% REHER AR TR 8
As at the reporting date, the Group has not recognised deferred tax RBEBH AEBRREDAIHDARE
assets in respect of tax losses and deductible temporary differences of 415576,000t( — F — L F: AR H
approximately RMB415,576,000 (2019: RMB238,977,000) and 238,977,000, ) } A I % 34,713,000 7T ( =
RMB34,713,000 (2019: RMB23,602,000), respectively. Of the total TNEF: AREE23,602,0007C) #) B IR
unrecognised tax losses, approximately RMB415,576,000 (2019: 18 e Al A B A SRR R IBAE o 10
RMB238,977,000) may be carried forward for five years from the year AERMBETEBREY AR
of incurring the loss, and the remaining unrecognised tax losses have 415576,0007L( = & — N F£: A K%
no expiry dates. No deferred tax asset has been recognised in respect 238,977,000 7T ) A A 4 5518 F 2 A5t T 4F
of those tax losses and deductible temporary differences due to the e MR T ARERBIABBAEE WA
unpredictability of future profit streams. B o e R BOATE RIAR SO M AOR » 8030 KRR
2 S RIE 1R R TR L R R R IRE R
BEE -
ZEMBERERAR —ZT_TFFR 191
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32. OTHER LONG TERM LIABILITIES

192

RN2.HitRAEE

Hip REE R
IR SRR

Other long-term payables (note)
Provision for long service payment

2020 2019
—E-FF —TNF
RMB’000 RMB’000
ARBTRT  AREBTI
133,000 133,000
6,214 3,948
139,214 136,948

Note:

On 6 May 2016, two wholly-owned subsidiaries of the Company, Huzhou
Chenshi and Huzhou Laohenghe, which is also a wholly-owned subsidiary of
Huzhou Chenshi, entered into an investment agreement with China
Development Fund Co., Ltd. (the “CD Fund’) (BFZEEE S ER AR (the
“Investment Agreement”). Pursuant to the Investment Agreement, the CD
Fund agreed to subscribe for a 3.5% equity interest in Huzhou Laohenghe at a
total cash consideration of RMB133,000,000 (the “Capital Investment”) and
Huzhou Laohenghe shall pay the CD Fund a fixed annual return equal to 1.2%
of the Capital Investment from the date of the agreement. In addition, Huzhou
Chenshi has a contractual obligation to repurchase the entire equity interest in
Huzhou Laohenghe held by the CD Fund within 8 years according to the
repayment schedule under the Investment Agreement.

Further details of the Investment Agreement have been disclosed in the
announcements of the Company dated 9 May 2016 and 29 June 2016,
respectively.

As Huzhou Chenshi does not have the unconditional right to avoid delivering
cash to CD Fund pursuant to the Investment Agreement, the Capital

Investment of RMB133,000,000 was recorded as a financial liability.

The balance of other long term payables was analysed as follows:

GEX

RZE—RNFRAARA  AARMEZENB AR
SN BR EC B8 M 2 1B 0 (75 2 8 )N BR IS 80 2 & BT B8
AR HEEFAEEESERAFR(EHEREES))
RINEEHE(EERE]) - BREXTEHS  BF
FRES R E AR 133,000,000 THE 4K
ERIEFMNEZEMEARI 5% RE(TEREZEAD - T
MNEBEMEEZHZARESFRABRAEREAS
TATHEEREARRA1.2% N EFEBITR © Lok » 55
RIAESHNEET  BRBETIEBZNEREME
RNERELEHERESHZHMNEZENNZE
& #E o

BEEEWMENE—SFBESRRARRBEA
TE-XERANBR-ZZE—XRENAZTNLEHN
NG

HNANBRET ZERETERSECARBERER
SRR SEGEER - Bt AR 133,000,000
TTHEREARGCEASHEE -

Hih RN FIBARIMAOT -

2020 2019
—E-EF —ZT-nF
RMB’000 RMB’000
AR¥TT ARETT

JEEE A
—HFUEBERFUAR

Amounts repayable:
More than 1 but within 5 years

133,000
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E_EFET_A=+—HILFE

33. SHARE CAPITAL 33. A<
2020 2019
—E-EHE —NF
RMB’000 RMB’000
AR®T T ARBTT
Authorised: SETE -
1,000,000,000 ordinary shares of USD0.0005  1,000,000,000 A% & A& E{& 0.0005 =T
(RMB0.00305) each (ANER#0.00305 7T) B & i@ AR 3,050
Issued and fully paid: EETRAR
578,750,000 ordinary shares of USD0.0005 578,750,000 % & A% H1{E 0.0005 E 7T
(RMBO0.00305) each (AR0.003057T) K& @A 1,767
A summary of movements in the Company’s issued share capital and RARBBETRAMB G REZ AN T
share premium is as follows:
Number of
shares Issued Share
in issue capital premium Total
ERTROHE CSBIRK B 13518 mat
RMB’000 RMB’000 RMB’000
AREFTT ARETFT ARETTT
At 1 January 2019, as restated T—-hF—HA—H
(,zgiﬂ) 578,750,000 1,767 897,069 898,836
Final 2018 dividend declared BER-Z—N\FHREE (40,513) (40,613)
At 31 December 2019 and 1 January R=ZZ—HE+_-_A=+—
2020, as restated kZZ-TF—-A—H
(re=7)) 578,750,000 1,767 856,556 858,323
Final 2019 dividend declared BEER-ZZ-NFHRRK - - (39,355) (39,355)
At 31 December 2020 “E-TEFZA=+—A 578,750,000 1,767 817,201 818,968
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For the year ended 31 December 2020 HE —E - TF+ - A=+—HIIFE

34. RESERVES 34. f#E

The amounts of the Group’s reserves and the movements therein for
the current and prior years are presented in the consolidated
statement of changes in equity of the consolidated financial
statements.

(@) Merger reserve

The merger reserve represents the difference between the
Company’s shares of the nominal value of the paid-up capital
of the subsidiaries acquired and the Company’s cost of
acquisition of the subsidiaries under the principles of the
pooling-of-interests method.

(b) Capital reserve

Capital reserve arises from the capital contribution by the
controlling shareholders of the Company.

(c) Statutory surplus reserve

Transfers from retained profits to the statutory surplus reserve
are made in accordance with the relevant PRC rules and
regulations and the articles of association of the Company’s
subsidiaries established in the PRC, and are approved by the
respective boards of directors.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
Aok 7 S 205 A P

For the year ended 31 December 2020 HE LT F+ - A=+—HIFE

35. NOTES TO THE CONSOLIDATED 35. FEREMERMET

STATEMENT OF CASH FLOWS

(@) Major non-cash transactions (@ EEFRERF
During the year, the Group did not have non-cash additions to FR AEETERBENKELER
right-of-use assets and lease liabilities in respect of lease BRFEREEENTEERENIEERE S
arrangements for plant and equipment (2019: additions to M ZZE—hE: BELREHELTH
right-of-use assets and lease liabilities in respect of lease MEREEERTHEAES I IMAR
arrangements for plant and equipment amounting to #2967,000 7T K A R #5 967,000 7T) °

RMB967,000 and RMB967,000, respectively).

(b) Changes in liabilities arising from financing activities are as (b) mEESFRELEGBHEHOT
follows:

2020 —ECEHF

Amount

Amounts due to

Bank loan due to ultimate

Lease and other related holding

liabilities borrowings companies company

Pt

BITER P A B REER

HERE - REMEN DRAHE DERE
RMB’000 RMB’000 RMB’000 RMB’000
ARBTRT AR%®TR ARBTR ARET=R

At 1 January 2020, as restated R-ZE-_ZTF—A—H

(&) 86,965 1,341,253 18,123
Changes from financing cash flows B &R & H 8 & (46,548) 66,269 (7,155)
Interest paid BRFE (5,920) (42,774) -~
Non-cash: FHRe
Interest expense FEFZ
At 31 December 2020 RIZZEF

+-A=1+—H 1,454,923
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35. NOTES TO THE CONSOLIDATED 35. FEREMEBERMTE @
STATEMENT OF CASH FLOWS

(Continued)

(b) Changes in liabilities arising from financing activities are as (b) mEEBFELABEOEHOT @ (&)
follows: (Continued)

2019 —E—hE
Amount
Amounts due to
Bank loan due to ultimate
Lease and other related holding
liabilities borrowings companies company
JEAS
RITER JEA AR REEER
HERE  REMEN NEFIE NEFIE
RMB’000 RMB’000 RMB’000 RMB’000

ARBTT ARBTRT AR®TRT ARET:R

At 1 January 2019 RZZT—hF—F—H 136,771 893,953 - -
Changes from financing cash flows F&R & REE (50,979) 434,997 18,123 22,002
Interest paid BRFE (6,346) (52,095) - -
Non-cash: FRE

Interest expense FERZ 6,552 64,398 - -
New lease g 967 - - -

At 31 December 2019, as restated  RZZE—F

(&257) 86,965 1,341,253 18,123 22,002
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35. NOTES TO THE CONSOLIDATED 3B. GEBEERERMT @
STATEMENT OF CASH FLOWS
(Continued)
(c) Total cash outflow for leases (c) HERSRHLAE
The total cash outflow for leases included in the consolidated SAGEESRERTHHEERSNE
statement of cash flows is as follows: @R -
2020 2019
gt 322 —E-NF
RMB’000 RMB’000

AR¥TR ARETT

Within operating activities RN E 1,319
Within financing activities BEEENEE 50,979
52,298
36. PLEDGE OF ASSETS 36. EEEH
Details of the Group’s assets pledged for the Group’s bank and other NEEBRANEBNRTREMERAEFEL
borrowings are included in note 29(f) to the consolidated financial ENSISHNES MISIREM T 29(f) ©
statements.
37. COMMITMENTS 37. &IE
The Group had the following capital commitments at the end of the REBRREARE FNHI|ERNEE :
reporting period:
2020 2019
—B-BE ST NF
RMB’000 RMB’000

AR¥TR ARBETT

Contracted, but not provided for: BERTAVBARETIREE -
Plant and machinery R K i 2S 5,202
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38. RELATED PARTY TRANSACTIONS 38. HRABE A X 5B

198

(@) Name and relationship of related parties controlled or
significantly influenced by Mr. Chen Weizhong and his relatives

(@) MRS SE A R ([BRE S £
BADENRBEZENER T ORE

(the “Associates of Mr. Chen Weizhong”): MR
Name Relationship

=L %

Mr. Chen Weizhong The former executive director of the Company
PRET B K- RAFIRIAITES

Mr. Chen Weidong Brother of Mr. Chen Weizhong

BRIGTER ST 4 PRGBS LH

Ms. Xing Liyu Spouse of Mr. Chen Weizhong

TBA T 22+ PR 18T A8 5t A HO B/

Mr. Chen Jinhao Son of Mr. Chen Weizhong

Chen Jinhao 5t 4 BREDFENTF

Zhejiang Zhongwei

Company significantly influenced by Mr. Chen Jinhao, son of
Mr. Chen Weizhong

AT AR S PRET B J £ HY 52 F Chen Jinhao Se £ B E 2 M)A )
Key Shine The Company'’s ultimate holding company
Key Shine VNN e 0= $2 S 2L /]
Hu Zhou Heng Peng Trading Company The subsidiary of Key Shine
Limited (“‘Heng Peng”)
MNERESERAT ([1ER]) Key Shine B} & A &)

Huzhou Wuxing Suhushu

I R LR 5
MR EE B AEm E XA EHL A1

BN RS AR B A IS At
Huzhou Wuxing Wucheng

N R BLSTE
Zhejiang Ruoxiachun
WIETE

Yilong County Zhongwei

ERESA IR

Name and relationship of related parties that are the group
companies of I R ELL T, controlled or significantly influenced

by Mr. Chen Wei:

Company significantly influenced by Ms. Xing Liyu, spouse of
Mr. Chen Weizhong

EREREE BB ELTRELEN DR

Company significantly influenced by Ms. Xing Liyu, spouse of
Mr. Chen Weizhong

RRERAE 2 BBRE LT BRELERHRA]

Company significantly influenced by Ms. Xing Liyu, spouse of
Mr. Chen Weizhong

EREREE BB EL THRELEN DR

The associate of Heng Peng

(ENEE) NG

Company significantly influenced by Mr. Chen Jinhao, son of
Mr. Chen Weizhong

S BRBT R SR 52 F Chen Jinhao St £ BB E E M A F]

PRE ST AR SR B RN R B
YT S B 2 B ) AR 07 O A K R AR

Name Relationship
=t &

AN R B T
BN SR I T

Company having a security interest in shares of the Company
WAARREIRNE R ERE QT

R Subsidiary of /M 2 Hig i
A A RN SR B T B BB A )
R ELE Subsidiary of /1 5= B i
R ELE SN SR L3k T A BT B A )
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FINANCIAL STATEMENTS
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For the year ended 31 December 2020 HHE — T —THF+ - A=+—HILFE

38. RELATED PARTY TRANSACTIONS

(Continued)

(b)

In addition to the transactions detailed elsewhere in these
consolidated financial statements, the Group had the following
transactions with connected and related parties during the

year:

Name of related parties

RS &8

RHEME

Nature of transactions

38. HEEB AR Z @

Notes
B EE

Mr. Chen Jinhao

Chen Jinhao 5& 4
Zhejiang Zhongwei

AT AR

Yilong County Zhongwei
ERESR IR

B

B

WMEBME
WMEBME

Interest expenses
MEFX
Interest expenses
MEFX

Sales of goods
HEEMm
Interest expense

MERX

(i)

(i)

(v)

Overdue interest expenses (iv)

b=V PN
Interest expense

BRI

(i)

(i)

Certain advances with maximum amount outstanding of
RMB700,000 during the year ended 31 December 2019 were
made to Mr. Chen Jinhao, which had been fully settled during
the year ended 31 December 2019. These interest expenses
were calculated at the rate of 4.35% per annum which was
determined according to the prices and conditions similar to
loans offered by the banks to the Group.

Certain advances with maximum amount outstanding of
RMB3,000,000 during the year ended 31 December 2019 were
made to Zhejiang Zhongwei, which had been fully settled during
the year ended 31 December 2019. These interest expenses
were calculated at the rate of 4.35% per annum which was
determined according to the prices and conditions similar to
loans offered by the banks to the Group.

The sales of goods was charged in accordance with contractual
terms with related companies significantly influenced by Mr.
Chen Jinhao and Ms. Xing Liyu, son and spouse of Mr. Chen
Weizhong, respectively.

The interest expenses and overdue interest expenses was
charged in accordance with contractual terms.

(i)

(V)

ZEMBERRARA

ZEFREVBHRREME D FHRHR
S REBFERNE AT HEERTT B

2020 2019
—g-®F —T-AF
RMB’000 RMB’000
ARBFRE  ARBTR
1

1

9,625

5,613

BE-_Z—NAE+_A=+—B8ItF
& » KA T\ Chen Jinlao % 4 fE H &
BEFE RS AR 700,000 7TH &
Faz BERECREE-_ZT—
F+-_A=t+—BLEFELE - %Z
F B F X HRBIRRIT R AN R B R
BEREENERRMEHEENFERNEX
4.35% 51 H o

BE-_Z—NAE+_A=+—B8ItF
& ARARMAIRKRED REER
H % A R%3,000,0007TH#E T 2
¥ BERRBEBERBEEZE-_ZT—NF
+ZAZ+—BLEFEELEE &EF
BRASNDERBRERITANEERERE
REENERRGEHEEENFR X
4.35%HTE °

SHEEMIYIRIREL S 55 Chen Jinhao
S (BREAEENTT) RIFH E &
T(REBEENRB) BELENHA
B8 B 8B G FRUER »

FERZ LB SR TIMREA L
TERFRURER @

—ETFFIR 199
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38. RELATED PARTY TRANSACTIONS

(Continued)

200

(b)

(c)

(Continued)

The above transactions were carried out in the ordinary course
of business and conducted in accordance with the terms and
conditions mutually agreed by both parties. The related party
transactions constitute connected transactions or continuing
connected transactions as defined in Chapter 14A of the
Listing Rules. The disclosures required by Chapter 14A of the
Listing Rules are disclosed in “Report of the Directors” section
to the annual report.

Compensation for key management personnel of the Group:

Key management of the Group are members of the board of
directors, as well as members of the “management board” of
the parent company. Key management personnel remuneration
includes the following expenses:

E_EFET_A=+—HILFE

(b)

(c)

38. HEH AR F @

(%)

Bl SN AEEBBETRELTH
5 1 TE RO IR R MR HETT - BARE
BRETRBB1IATREENBER
HERFFEWER S - ETRAFE14AE
RENBRBEFENDRERNFR(EFS

BE| o

REFBFEZTEBAENHS
$E@IEﬂ£§AE%%$AﬁE
NEIM[EEEZEEIKE - £
@AE%M@%MTﬁi-
2020 2019
—ECEHE —ET—hF
RMB’000 RMB’000

AR¥TR ARETT

Salaries, allowances and benefits in kind e R NEYAG

Performance related bonuses FIBMEERIEAL
Pension scheme contributions RIREETEIHER

588
1,230
80

Total compensation paid to key
management personnel < 1858

TRFEBEEEAEN

1,898

Further details of directors’ emoluments are included in note 12
to the consolidated financial statements.
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For the year ended 31 December 2020 HE LT F+ - A=+—HIFE

38. RELATED PARTY TRANSACTIONS 38. HEH AR F @

(Continued)
(d) Provision of guarantees by related parties: (d) mEE s FriRfEmER
2020 2019
—ECEHF —E-NEF
RMB’000 RMB’000
ARBT T ARBETFTT
Interest-bearing bank borrowings FRRITEE
Mr. Chen Weizhong, Ms. Xing Liyu FRETRSE MR ELT R
and Mr. Chen Jinhao Chen Jinhao 4 85,000 -
Mr. Chen Weizhong, Mr. Chen Weidong FRET R4 ~ BRETR LA R
and Ms. Xing Liyu MFNEx =+ 70,000 70,000
Mr. Chen Weizhong and Ms. Xing Liyu PR & RS A R IBR £ 22+ 142,955 589,850
Zhejiang Zhongwei T AR R 55,000 55,000
Mr. Chen Weizhong, Ms. Xing Liyu PR RSEE MR ELT R
and Zhejiang Zhongwei ST AR R 20,000
Mr. Chen Weizhong, Ms. Xing Liyu, R R %EE AN EL+ -
Mr. Chen Jinhao and Zhejiang Zhongwei Chen Jinhao 5& 4 KA T R 15,000 55,000
367,955 789,850
Details of the Group’s guarantees to related parties are AKER @Hﬁﬁﬁ?ﬁ{%%{%Z%ﬁ%%ﬁﬁéﬁ
included in note 30 to the consolidated financial statements. B BIRERMIFESO
ZENEEBRAR —ZE-_TFFER 201



NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS

A B U 5 A B
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39. FINANCIAL INSTRUMENTS BY
CATEGORY

The carrying amounts of each of the categories of financial
instruments as at the end of the reporting period are as follows:

39. BEHRIE 5

2020 —m—m
Financial assets THEE

Trade receivables FEWE 558

Financial assets included in prepayments, FTATERRIE - E b EURGRIE &
other receivables and other assets ﬁ{@ﬁ%ﬁ’]ﬁ%ﬁﬁ E

Amounts due from related companies iEglide)i/NG]

Pledged deposits [z EiER

Cash and cash equivalents ReRREFEY

Financial liabilities EHEE

Trade payables FEE 55008

Financial liabilities included in other payables and accruals

Amounts due to related companies
Amount due to ultimate holding company

Financial liabilities included in other long term liabilities

Interest-bearing bank and other borrowings

.#)\E’rﬁzf‘ﬁ KIAREFTRE SR AE
e RARE A 7] IE

e B R IE B A BIRA
ﬁ)\ﬁ’rﬁjﬁ%ﬁ%ﬁﬁ’]ﬁvﬂﬁ%

At BERTT REAB B

Honworld Group Limited Annual Report 2020

THEMIA

SESRMIARBEHARNBEENT

Financial
assets at
amortised cost
RESHR A
STENESRMEE
RMB’000
ARBT

Financial
liabilities at
amortised cost
R R A
STENEMERE
RMB’000
AR%F T

42,739
127,492
10,968
44,755
133,000
1,495,486

1,854,440




39. FINANCIAL INSTRUMENTS BY

NOTES TO THE CONSOLIDATED

FINANCIAL STATEMENTS
Ao 7 B R B

For the year ended 31 December 2020 # % —

E_EFET_A=+—HILFE

39. HERIB T WEMT AEmw

CATEGORY (Continued)
2019 —E-NF
Financial assets THEE
Financial
assets at
amortised cost
g iRz ) DN
rENCRIEE
RMB’000
ARBT T
(Restated)
(igE3l)
Trade receivables FEWE 558 28,441
Financial assets included in prepayments, SFAFERFE - AW ERTE K
other receivables and other assets Eﬁiﬂﬁ%ﬁ’j%%ﬂﬁ% 45,185
Amounts due from related companies ildez)/NGIE O 50,827
Pledged deposits [z iVER 67,039
Cash and cash equivalents ReRREFEY 172,107
363,599
Financial liabilities EHEE
Financial
liabilities at
amortised cost
778 £ [DWIN
ArENTRAE
RMB’000
ARBETTT
(Restated)
(s E5)
Trade payables e B 5308 67,006
Financial liabilities included in other payables and accruals 5t A E A EM B N ETEE NS REE 116,613
Amounts due to related companies FET BB A B RUR 18,123
Amount due to ultimate holding company iARps TSl UNCIF /S 22,002
Financial liabilities included in other long term liabilities pﬂ')\ﬁmﬁﬁﬁﬁéﬂiﬁ’]%%ﬂﬁ% 133,000
Interest-bearing bank and other borrowings AT EERTT REMIE K 1,428,218
1,784,962
EZEMBEEERAR —TTFFR 203
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40.

41.

204

FAIR VALUE AND FAIR VALUE
HIERARCHY OF FINANCIAL
INSTRUMENTS

Management has assessed that the fair values of the Group’s
financial instruments as disclosed in note 39 to the consolidated
financial statements approximate to their carrying amounts largely
due to the short term maturities of these instruments.

There were no transfers of fair value measurements during the years
ended 31 December 2020 and 2019.

FINANCIAL RISK MANAGEMENT
OBJECTIVES AND POLICIES

The Group’s principal financial instruments comprise interest-bearing
bank and other borrowings, pledged deposits, and cash and cash
equivalents. The main purpose of these financial instruments is to
raise finance for the Group’s operations. The Group has various other
financial assets and liabilities such as trade and other receivables and
trade and other payables, which arise directly from its operations.

The main risks arising from the Group’s financial instruments are
foreign currency risk, credit risk and liquidity risk. The directors review
and agree policies for managing each of these risks and they are
summarised below.

41.1 Foreign currency risk

The Group is exposed to the foreign currency risk mainly
arising from changes in the exchange rate of USD against
RMB. The Group has not hedged its foreign exchange rate risk
based on the consideration that the foreign currency
transactions are not significant to the Group.

Honworld Group Limited Annual Report 2020

40. B TENAFERAFE

41

EREE

EREDHEGE M BRRMEIMHEL
SEHERMTANATFEEEE@MERS T
E kS TAMDBF AR -

HE T -_ZTFR-_FT—NF+-_A=+—
BIEFE AFEFE2HTEER o

BEREERBERBK

=
>

AEENT2ER T AR RRTREM
fER CERERARRERREEEY -
ZETMIANTIEZEANERANEENEE
ERET - AEBFEZREKEHEEKEE
EEMHEMEREERAEG MEWRESK
T8 N E A e WK IR DA R B B 5 5K 0R B EL A
FERTFOR -

AEFeRTAELANTZRBAINERR -
ERRRERBERR - EERAMBETE
BEARBROBER - AREBERBARNT -

41.1 SN R B

AN BT EE ST AR B R
HMELNINERR - ZREINER S
HAEEN NEX - HAREE &S
SN L
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For the year ended 31 December 2020 HHE — T —THF+ - A=+—HILFE

41. FINANCIAL RISK MANAGEMENT M. BERREEEERBE®

OBJECTIVES AND POLICIES (continued)

41.1 Foreign currency risk (Continued)

The following table demonstrates the sensitivity at the end of
the reporting period to a reasonably possible change in the
USD exchange rate, with all other variables held constant, of
the Group’s loss before income tax and the Group’s equity.

41.1 JhEE R B ()

TR A RS B TR M1
AT - AR BRSBTS IR A R A %
Bl R IR R T W R
SESTLLE S

(Increase)/

(Increase)/ decrease
decrease in loss
in foreign before
currency income tax
rate and equity
BRPTS B A

ShgE=R EiE R s
(EF) TR (8m), WP
% RMB’000

% ARETT

2020 —ECEF

If USD weakens against RMB WETHARKEZE

If USD strengthens against RMB WETHAREHE

2019 —E-NF

If USD weakens against RMB WMETHARKEEE 6) G
If USD strengthens against RMB WETEARERE 5 8
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41. FINANCIAL RISK MANAGEMENT
OBJECTIVES AND POLICIES (continued)

41.2 Credit risk

Maximum exposure

The tables below show the credit quality and the maximum
exposure to credit risk based on the Group’s credit policy,
which is mainly based on past due information unless other
information is available without undue cost or effort, and year-
end staging classification as at 31 December 2020 and 2019.
The amounts presented are gross carrying amounts for

FE

M. BEEREEEERBE®

41.21= AR
BAREE

TRETERAEEEEBRRNEEES
ENBAEERE  ZEEBREEE
RBEMEBER (RIEFETRILE
TREHRARE A ESNEMLE
BASENR) ARRZTE_TFR=
T-NF+_A=+—"HBHHNFLERES

financial assets.

As at 31 December 2020

1 2SS AR MEENIRIARE -

R-B-BE+-A=+—H

12-month
ECLs Lifetime ECLs
1218 AT H
FEF#E 2HRHEESRE
Simplified
Stage 1 Stage 2 Stage3  approach Total
F1RR  F2lE  EIKR Ak @t
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARETR AR¥TR ARETR AR®TR AR%TR
Trade receivables* JEUE 53R IE *
Financial assets included in STAFER A  HAth
prepayments, other FEMFRIE K2
receivables and other assets EMEENETREE
— Normal** - —f
Amounts due from related JE U A ESE N B R IE
companies
Pledged deposits B IRER
— Not yet past due — R H
Cash and cash equivalents ReMAeEEY
— Not yet past due — R H
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41. FINANCIAL RISK MANAGEMENT
OBJECTIVES AND POLICIES (continued)

41.2 Credit risk (Continued)

B EREERERBEw®

41.215 F R (%)

Maximum exposure (Continued) RARBE (&)
As at 31 December 2019, as restated R-B-AF+ZA=+—-H(KE)
12-month
ECLs Lifetime ECLs

1218 F B8

FEEE 2HBHEEEE
Simplified
Stage 1 Stage 2 Stage3  approach Total
F1kEE  Fole  FIBBR  BlkAE 5
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARETT ARETT ARETRT ARETT AR®ETR
Trade receivables* FEWWE S aE~ - - - 30,635 30,635
Financial assets included in T ATER RIE
prepayments, other E e YR IE K
receivables and other assets EEENETREE
— Normal** — — 45,185 - - - 45,185
Amounts due from related e UG Ba B X B FE
companies 50,827 - - - 50,827
Pledged deposits [REE YR
— Not yet past due — R HA 67,039 - - - 67,039
Cash and cash equivalents REMREEED
— Not yet past due — RiEHEd 172,107 - - - 172,107
335,158 - - 30635 365793
- For trade receivables to which the Group applies the simplified - ?ﬁl‘%?ﬁ?ﬁfﬁﬁ'ﬁﬁéﬁﬁ [kl WapzN= o)

approach for impairment, information based on the provision
matrix is disclosed in note 21 to the consolidated financial

statements.

o The credit quality of the financial assets included in prepayments,

ek

other receivables and other assets is considered to be normal
when they are not past due and there is no information indicating
that the financial assets had a significant increase in credit risk

since initial recognition.

ZEMBERRARA

WESHIEME  ENBREEENE
*ﬂrﬁé,ﬁ?éﬁﬁ%i&i‘%WEEZ ®E -

P ATER A  E b U IE K E A
BENSREENEELDSE XD
B RAIES  WEESHERAVE
HEREEACHEENEARRESE
N o
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41. FINANCIAL RISK MANAGEMENT
OBJECTIVES AND POLICIES (continued)

41.3 Liquidity risk

M. BEEREEEERBE®

4. 3R

The Group’s policy is to maintain sufficient cash and cash AEERNBEARFEARNRE LIRS
equivalents and have available funding through capital ZEY  WERTEMBTERIGE
contribution and bank loans. & o

RBERR - REERDSTOERRE
ANFOBEBERWAT

The maturity profile of financial liabilities as at the end of the
reporting period, based on the contractual undiscounted

208

payments, is as follows:

More than
one year Total
Within but contractual
one year or less than More than undiscounted Carrying
on demand five years five years cash flows amount
—ERg —FLE BHRER
REXE  EBEFUR BENE REREBLH BEE
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARETR AR®TR AR®TR ARETR AR®TR
At 31 December 2020 RZBZEF
+ZA=+-H
Trade payables B S7RE 42,739 42,739 42,739
Lease liabilities HEARE 28,104 43,352 40,563
Financial liabilities included in -~ 51 A E-ft FE A 08 |2
other payables and accruals ~ EEHEE NS BARE 127,492 127,492 127,492

Amounts due to related JER B A A R0A

companies 10,968 10,968 10,968
Amount due to ultimate JERSRAER A B FIR

holding company 44,755 44,755 44,755
Financial liabiliies included in -~ sF AR R 2B ER)

other long term liabilities TRERE 134,596 134,596 133,000

Interest-bearing bank and
other borrowings (excluding

AHRBITREMER
(TeRERERR)

lease liabilities) (note (a)) (PHZE (@) 1,542,395 96,326 1,638,721 1,454,923
1,796,453 245,525 2,042,623 1,854,440
Financial guarantees BRHBER
issued (note (o)) GEIO)
Maximum amount BREREE

guaranteed

Honworld Group Limited Annual Report 2020
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For the year ended 31 December 2020 HE —E - TF+ - A=+—H I FE

41. FINANCIAL RISK MANAGEMENT B EREEEERBE@®
OBJECTIVES AND POLICIES (continued)
41.3Liquidity risk (Continued) N .3FRENERE S ()
More than
one year Total
Within but contractual
one year or less than More than  undiscounted Carrying
on demand five years five years cash flows amount
—FERH —FAE ARAREEE
REXE  EBRFUR LFAE ReRsss HREE

RMB’000 RMB’000 RMB’000 RMB'000 RMB'000
ARBTT  ARBTT ARBTT ARETE ARETT

At 31 December 2019, R-Z-N&E
as restated +=B=+-H
(=E5))
Trade payables [ERE S HE 67,006 - - 67,006 67,006
Lease liabilities fﬂ;/ & 54,749 43,641 811 99,201 86,965
Financial liabilities included in 5 A E A & - 7078 K
other payables and accruals ~ fEEIIEE M4 RIAE 116,613 - - 116,613 116,613
Amounts due to related HE@H@‘%Q RIFIA
companies 18,123 - - 18,123 18,123
Amount due to ultimate JER SRR R BIFUR
holding company 22,002 - - 22,002 22,002
Financial liabilities included in -~ sF AE M R 2B ERY
other long term liabilities SHARE - 134,596 - 134,596 133,000
Interest-bearing bank and ERITREMER
other borrowings (TeEHEa’)
(excluding lease liabilities) (PR 7E ()
(note (@) 1,409,557 121,450 - 1531007 1,341,253
1,688,050 299,687 811 1,988,548 1,784,962
Financial guarantees BEENBEER
issued (note (b)) (Bf#E (o)
Maximum amount RREREE
guaranteed 2,750,000 - - 2,750,000 2,750,000
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41. FINANCIAL RISK MANAGEMENT
OBJECTIVES AND POLICIES (continued)

41.3 Liquidity risk (Continued)

1. B HREREEEERBRw

41.3REN MR (#)

Notes: MiaE :

210

(@

As at 31 December 2020, interest-bearing bank borrowings in
the amount of RMB462,528,000 (2019: RMB466,540,000) were
not in compliance with certain loan covenants and the respective
cash loans would become callable, and therefore, for the
purpose of the above maturity profile, the amounts are classified
as “on demand”.

Notwithstanding the above clause, the directors do not believe
that the loans will be called in their entirety any time before the
maturity, and they consider that the loans will be repaid in
accordance with the maturity dates as set out in the loan
agreements. This evaluation was made considering: the financial
position of the Group at the end of the reporting period, the
Group’s compliance with the loan covenants, the lack of events
of default, and the fact that the Group has made all previously
scheduled repayments on time. In accordance with the terms of
the loans, the contractual undiscounted payments as at 31
December 2020 and 2019 are as follows:

(@

RZZ-_TF+-_A=+—H it&E
SRITERA R 462,528,000 (= F
—hEF: /\EB&M% 540,000 7T ) N FF
AEETER CHHEBREERE T
AR ME - I&t B _E it B 28 AR CR
= A EESEA NERE] -

ERLMGER EEXTRAEH
,\mH—rﬁ’\x'JHﬂHIJEEH%F%EM%Iﬁ
B WRAEEBEFTERIBEERBH
RRENEHAEE AREDRNE
B THERERELRE  ARER®
EHMROPFBRR - REEHERR
HOEREN  RZBHOEMHARK
KB FTE D IRE ST SR IRIS R R
HEER - REBEEFRER R_F=
ZER-F-NFT-_A=+—AH
EETHARBEIRFRANT -

More than
one year
but
Less than less than
one year five years Total
—FLE
—FR BREFLR M@t
RMB’000 RMB’000 RMB’000
ARETT ARETT ARETT
At 31 December 2020 R-E-ZF
+=A=+-A
Interest-bearing bank and FERITREMBER
other borrowings (TREREEE)
(excluding lease liabilities)
At 31 December 2019, RZZ-hF
as restated +=A=+-H
(fRE351)
Interest-bearing bank and FERITREMBER
other borrowings (TREHERRE)

(excluding lease liabilities)

483,895 54,720 538,615

The amounts included above for financial guarantee contracts
are the maximum amounts the Group could be forced to settle
under the arrangement for the full guaranteed amount if that
amount is claimed by the counterparty to the guarantee. Based
on the legal advice, a provision of RMB27,500,000 (2019:
RMB27,500,000) was recognised for the year ended 31
December 2020.
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41. FINANCIAL RISK MANAGEMENT .
OBJECTIVES AND POLICIES (continued)

41.4 Capital management

The primary objectives of the Group’s capital management are
to safeguard the Group’s ability to continue as a going concern
and to maintain healthy capital ratios in order to support its
business and maximise shareholders’ value. The Group
manages its capital structure and makes adjustments to it in
light of changes in economic conditions. To maintain or adjust
the capital structure, the Group may adjust the dividend
payment to shareholders, return capital to shareholders or
issue new shares.

The Group monitors capital using a gearing ratio, which is net
debt divided by net debt plus total deficit. Net debt includes
trade payables, other payables and accruals, amounts due to
related companies, amount due to ultimate holding company,
interest-bearing bank and other borrowings, provision for loss
on Unauthorised guarantees and other long term liabilities less
cash and cash equivalents. The Group’s policy is to keep the
gearing ratio at a reasonable level. The gearing ratios as at the
end of the reporting periods are as follows:

% 0 U 5 A B

E_EFET_A=+—HILFE

1. U HREREEEERBRw

M A4ERERE

AEEEAEENTERERBRAS
BRFEKLENARGFBENERL
T UFHHEEB R BBRRFIMEAE
B ARERELBENAEEMEE R
HBHEEARRE - BEFIGHRERR
B AEERSRBENTRENRKR
8 REBRATRRIETHR -

AEERAEAABHLREEERN @ %
He I FE TS BR LAOFHE TS DB AL A BB AH
HFEBBRRENESHIE  HibfE

NREREIEE Wé‘ﬁ%ﬁﬂé‘%’& GEA
B BN RRERAR ETRERTT
REMAETK ﬂi%ﬂx%#ﬁﬁﬂéﬁﬁm

FEMEMEERREMNREEEY -
REBNBRELHERBBLLEERFR
BIEKRF - RmEHRNERBFL X

UM

Group A&
2020 2019
e S —TNF
RMB’000 RMB’000
AR¥T T ARBETTT
(Restated)
(l&E5))
Trade payables JERTE SR8 42,739 67,006
Other payables and accruals HinfE B L EIER 364,918 345,403
Amounts due to related companies TEHEQH‘;* NAEIFHIAE 10,968 18,123
Amount due to ultimate holding company FEA R ARIEAR A R IE 44,755 22,002
Interest-bearing bank and other borrowings 5+ /5 8817 R B & 3% 1,495,486 1,428,218
Provision for loss on Unauthorised guarantees & & 1% 2 V& (R &5 18 B 155 27,500 27,500
Other long term liabilities HEMRAEE 139,214 136,948
Less: Cash and cash equivalents W BERIBEEEY (8,443) (172,107)
Net debt SHERS 2,117,137 1,873,093
Total deficit Er Al 4azE (1,000,494) (120,949)
Net debt and total deficit SFETS MBS AL R 1,116,643 1,762,144
Gearing ratio ERBELE 189.6% 106.9%

ZENMBEFRAGT —ZT_ZTFFR 211



NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS
Ao 7 B R I

For the year ended 31 December 2020 HE —E - TF+ - A=+—HIIFE

42. CONTINGENCIES 42. HAREH

(@ On 6 December 2019, the Company received a writ of
summons by Natural Seasoning International (HK) Limited (the
“Plaintiff’) against, among others, the Company, Mr. Chen
Weizhong and Key Shine as defendants, on the ground that
Key Shine and Mr. Chen Weizhong have been in breach of
certain agreements in relation to, among others, the operation
of the Company and restrictions on disposal of shares in the
Company (the “Litigation”). Details of the Litigation were set
out in the announcement of the Company dated 16 December
2019.

Subject to receipt of further evidences or details of claim from
the Plaintiff; and after having taken into account, amongst other
factors, the fact that the Company is not a party to the
agreements leading to the Litigation, the Company does not
consider that the Litigation will have any material adverse
impact on the business and/or operations of the Group and
accordingly have not made any provision for any claim arising
from the Litigation, other than the related legal and other costs.

(b)  There are two court hearings against the Group as the
guarantor to two creditors are suspended as disclosed in note
30 and it is still uncertain as to how much the borrowers will be
able to repay these creditors for the suspended court hearings.
Based on the legal advice, it is expected the court judgements
might require the Group to pay to these creditors 50% of the
loan amount should the debtors eventually fail to repay these
creditors. As a result, only 50% of the loan amount of
approximately RMB27,500,000 has been recognised in
provision for Unauthorised guarantee for the year ended 31
December 2020 and the remaining 50% of the loan amount
has not been recognised.
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Bk 187 AR 5 A4 K2 Key Shine (1 & 1 25 ) %
H AT EE - 3 i A Key Shine & &
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A I 5| B AR AR BRI K77 #tE
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i 3 4 3h 5% A A BR O] R {E (FE 7
ERREMRARRRIN) FHEEE -
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43. EVENTS AFTER THE REPORTING
PERIOD

(a

(b)

Impact of new coronavirus pneumonia
epidemic

The outbreak of the COVID-19 since January 2020 in Mainland
China have brought disruptions to the Group’s operation. The
consequential precautionary and control measures released by
the local government and authorities have temporarily stunt the
logistics activities across the country which has once stagnated
the Group’s supply chain and delivery.

The Group’s production has been resumed. And the extent of
epidemic prevention and control measures have been gradually
released responding to the request from the local government.
However, given the dynamic nature of the circumstances and
the uncertainty of the duration of the epidemic and the situation
of epidemic preventive measures, the Group will pay close
attention to the development of the COVID-19 pandemic and
perform further assessment on its impact and take relevant
measures.

Investigation

As described in details in the announcement of the Company
dated 19 January 2021, the Company became aware that Mr.
Chen Weizhong had been held in criminal custody by the
Public Safety Bureau of Wuxing District of Huzhou City in
relation to a suspected charge of illegally taking deposits from
the general public. As set out in note 2.1(a) to the consolidated
financial statements, the Company has established the
Independent Investigation Committee and engaged FTI
Consulting to undertake the Investigation on certain issues. FTI
Consulting issued a report and a supplemental report in relation
to its findings on the Investigation on 30 May 2022 and 28
September 2022 respectively.

E_EFET_A=+—HILFE

43. FEWREE

(a)

(b)
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43.

44.

214

EVENTS AFTER THE REPORTING
PERIOD (Continued)

(c) Agreements with related parties

In 2022, the Group entered into a trilateral agreement among
& A J# and Zhejiang Zhongwei such that part of the amount
due to F A J# of approximately RMB19,036,000 included in
interest-bearing bank and other borrowings set out in note 29
was settled by the transfer of right of debts of Zhejiang
Zhongwei to FIAH .

In 2022, MR EIK T, BAM and HEFE have confirmed
that they do not intend to demand payment form the Group for
the amount due to them for a period of fourteen months from
the date of approval of these consolidated financial statements.

COMPARATIVE AMOUNTS

As further explained in note 2.1 to the consolidated financial
statements, the comparative information in the consolidated financial
statements were restated.
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45. STATEMENT OF FINANCIAL
POSITION OF THE COMPANY

Information about the statement of financial position of the Company

45. 751X B Y I AR R

RBEHRR - BERRAPHRRKOER

at the end of the reporting period is as follows: mr
2020 2019
—EEF —h&E
RMB’000 RMB’000
ARETT ARBEFTT
(Restated)
(k&%)
ASSETS AND LIABILITIES EEREE
Non-current assets FRBEE
Investment in a subsidiary KRB RARRE =
Current assets REEE
Prepayments, deposits and other receivables ~ F&{J3IE - ?;zé—i&ﬁﬁﬂfg%lmlﬁ 686
Amounts due from subsidiaries JE Uk BT B =
Cash and cash equivalents fﬁﬁ&ﬁéﬁ%%% 178
Total current assets REEEARE 864
Current liabilities REBAE
Other payables and accruals HE e RIE &Fg E‘l‘IE El 27
Amount due to ultimate holding company JEN &2 A% RIE 39,694
Amount due to a director B —% ﬁ%r 50 -
Total current liabilities BB ERE 24,346 40,421
Net current liabilities and net liabilities REBEERERAEEFEE (23,679) (39,557)
EQUITY s
Share capital (&N 1,767 1,767
Reserves (note) & (5T (25,446) (41,324)
Total deficit B ut s (23,679) (89,557)

Less than one thousand.

ke

o Amounts due from subsidiaries of approximately RMB786,007,000
(2019: RMB938,639,000) was fully impaired during the year ended 31
December 2020 after management’s collectability assessment on these

balances.

ZEMBERRARA

PR—F -

EEREHZSEHRETIRESFGE -
JE Uk 2 IR 8 A RIFTE 49 AR #5 786,007,000
T(ZZ— N AR¥938,639,0007T) A
BHE T -_ZF+_-_A=+—BIFEEH
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45. STATEMENT OF FINANCIAL
POSITION OF THE COMPANY (continued)

45. 7K N T R B &R R 3R

Note: Mzt -
A summary of the Company’s reserves is as follows: RABIEBEELNT -
Exchange
Share fluctuation Accumulated
premium reserve losses Total
BRHnE EXRBEE E=5y 3] FEE
RMB’000 RMB’000 RMB’000 RMB’000
AR¥ETTT ARKETT AR¥ETTT AREETTT
At 1 January 2019 RZZE—hF—HA—H 897,069 83,604 (80,724) 899,949
Total comprehensive loss for the year X 2 E 1B 4E %8 - 19,832 (920,592) (900,760)
2018 final dividend declared BER=_Z—/\FHRRKRE (40,513) - - (40,513)
At 31 December 2019 and RZZE—NF+ZA=+—H
1 January 2020, as restated 2 -FTF—H—H
(#eE71)) 856,556 103,436 (1,001,316) (41,324)
Total comprehensive income FAZEELTE
for the year - (87,816) 143,049 55,233
2019 final dividend declared EER-_Z-NFHRKE (39,355) - - (39,355)
At 31 December 2020 R-B-EFE+=-A=+—H 817,201 15,620 (858,267) (25,446)
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