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Financial Highlights

Bl 7% i &

RMB’000 2020 2019
AR¥FT — 2T —T—hF
Revenue EER 275,987 258,158
Cost of sales & R AR (167,887) (143,137)
Gross profit Syl 108,100 115,021
Selling & distribution costs HE Ko KA (84,476) (104,724)
Administrative expenses TR X (27,332) (30,570)
Loss from operations KR (2,804) (12,897)
Loss before taxation A E1E (4,038) (15,164)
Income tax credit Ffr 15 i [0 8¢ - 9,064
Loss for the year attributable to KRBIHEB AEMLZ

owners of the Company FREE (4,038) (6,100)
Gross margin EF X 39.2% 44.6%
Net loss ratio FEBE (1.5%) (2.4%)
Loss per share (RMB cents) BRER (AR
Basic HAK (0.1277) (0.1929)
Diluted i (0.1277) (0.1929)

Revenue by Product Category
WA R E @ E R 2
90.3% 90.7%

(RMB’000)
(AR®T )

8.6%

rg

Shampoo & hair-care products

HEREEM

Other household & personal care products

Htt AR EAEEER

Skincare products
EEEM

Total
A%t

249,230

24,868

1,889

275,987

234,142

22,218

1,798

258,158




B E (£8)
Revenue by Brand Category
WAZRBBER D
94.6% 93.5%

FIER(REEZEREBRATE —Z-2FFRH

Financial Highlights (Continued)

RMB’000

2.7%

0.7%

0.2%

2019

AR®TT —B— A
a B N
awang
HE 260,955 241,488
o Litao
EE 7,623 7,529
Royal Wind
BaE 4,923 6,986
Herborn
REw 1,950 1,844
Little King
e NEE 536 311
E;T.l 275,987 258,158
. = 7
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yNGIE=T
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BEE

MITES

R ROR (£ /%)
RS (EREHTTE)

= E 1A oPa

BIUFRITESE

ZR 12 & 18 < php, cPa, FCCA, FCIS, FCS (P.E.), MCIAD
IR i &8 Foa, cPa

ImEt

EnkEREEEES

Z8 12 I8 18 =4 prp, cPA FCCA, FCIS, FCS (P.E), MCIAD
(£/E)
RE L Fca, cra

TEE+
FNEES
RE L% rca cra(EE)

ZR1Z & 18 = prp, cPA, FCCA, FOIS, FCS (P.E), MClA

BR IE #5

REEZES

bR BUR (£ /)
ZR1Z & 15 = prp, cPA, FCCA, FOIS, FCS (P.E.), MClA
R L FcA cPa
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Corporate Information (Continued)
nalEil ()
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Chairman’s Statement

Dear shareholders of the Company,

On behalf of the board (the “Board”) of directors (“Directors”) of
BaWang International (Group) Holding Limited (the “Company”), |
present the audited annual results of the Company and its
subsidiaries (collectively, the “Group”) for the year ended 31
December 2020.

The Board hereby reports that the total revenue of the Group for the
year ended 31 December 2020 was approximately RMB276.0 million,
representing an increase of approximately 6.9% from approximately
RMB258.2 million for 2019. The operating loss of the Group for the
year ended 31 December 2020 reduced to approximately RMB2.8
million as compared with an operating loss of approximately
RMB12.9 million for 2019.

For the year ended 31 December 2020, the net loss of the Group
was approximately RMB4.0 million, as compared with a net loss of
approximately RMB6.1 million for 2019.

For further information on the operating performance of the Group,
please refer to the “Financial Review” section of this annual report.

e

FHEESE

ERNEHHNERTZRR

RAAZRERBIEBE(EB)ERBRA
AExARDzESS((EE®)) M
PEREERAQALEWNE QA (5B
(AEEDEE T _ZEF+_A=+—
HIEFEMNRKEEZTFEEE-

EZeRENREAEEHE_T_ZTF
+ A=+ BULEFENBREEXBENA
ARE276 0B E L R_ZE—NLFRAH
M ANREE2582H B LI N T #6.9% °
AREBEE_ZE_TF+_A=+—H
HTFEHBEEFEBREENAARE
8RBT M-E—NFRHBKLLEER
HAREI295 8T -

AEBEBEE T _ZTF+_-_A=+—H
FTFESBFEEONAARKIOESE
T M-ZE-NAFRBEBFEBRLOA
RE61BHBETT -

ARARBEREXEFMAEN F2H
AEEHRENMHEEEIED
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Chairman’s Statement (Continued)
FTREIREE (E)

During the year under review, the Group continued to operate under
the value-chain-oriented business model, which enabled the Group
to control the cost of sales and operating costs at a sustainable level.

China has been very successful in containing the pandemic which
has played a very important role to bring back business economic
activities much quicker than other countries. There have been
effective policy supports in terms of both fiscal policy and monetary
policy, leading to an increase in China’s exports. These policy
supports have been big drivers of China’s notable economic rebound
in 2020.

It was reported that in the 2021’s National People’s Congress, the
government has targeted GDP growth of at least 6.0% in 2021 as the
country looks to shore up its economic fundamentals from the fallout
of the coronavirus pandemic, and that going forward, China needs to
make proactive fiscal policy more efficient and sustainable, while
keeping prudent, flexible and targeted monetary policy, that operates
at a reasonable and appropriate level.

For further information on the outlook of the Group, please refer to
the “Outlook” section of this report.

Looking forward, we plan to focus on two areas to drive the strategic
directions to sustain and develop our business in the midst of a
volatile business environment. In the short run, the Group intends to
continue building up a management team with strong experience in
both domestic and global HPC sectors, to regain the sales growth
momentum and profitability, and to improve investors’ confidence in
the Group. In the long run, the Group will continue to focus on
strengthening the business model and positioning to acquire market
shares from domestic and international competitors, maintaining a
multi-brand and multi-product strategy in HPC sectors, and
becoming a leader in the branded Chinese herbal HPC products.

On behalf of the Board, | would like to take this opportunity to
express our gratitude to all shareholders, customers, suppliers,
banks, professional parties, and employees of the Group for their
continuous patronage and support.

CHEN Qiyuan
Chairman

Hong Kong, 30 March 2021
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Management Discussion and Analysis

Business Review

Since late 2020, the coronavirus pandemic has had a great impact
on the daily lives of people. Health awareness has significantly
increased across China and the demand for personal and household
hygiene products remained strong. Bawang purposefully rolled out
value-for-money family size packaging series to satisfy the
consumers’ demand for hair-care products.

To satisfy the consumers’ needs for additional household and
personal care (“HPC”) products to protect against the viral infection
in the midst of the coronavirus pandemic, the Group rolled out a new
Bawang-branded antiseptic sanitary product series comprising
disinfectant floor cleaner liquid, sanitising laundry detergents, liquid
handwash, and anti-bacterial hand gel during the year under review.
To enhance the revenue, we tailor-made some exclusive Bawang-
branded products for supply to a group of selected quality
distributors for sale.

SR Bl 5 i

e JEI)E

BE-Z_ZTEFREE FEAERBEEX
MITIHAPMNBELERELETERY
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Management Discussion and Analysis (Continued)

E 1R 251 5R b 1 i (§8)

During the year under review, through cross-industry cooperation, we
successfully rolled out gift-pack product series during the Chinese
online shopping festivals such as 3.8 Women'’s Day, 6.18 Festival, 7.7

Festival, and Double 11 Festival, which drew the attention of
consumers and were well-received by them. At the same time, we
displayed our products inside selected metro stations in Guangzhou
and Shenzhen. We gave away some Bawang-branded testers
through on-site interactive games. The Group also conducted
publicity campaigns by advertising on mega-display screens in
selected Guangzhou metro stations.

During the year under review, the Group appointed the winner of the
7th Annual Young Popular Idol, Ms. Sun Rui (f4R), as our short-term
image and brand ambassador for our branded products for the
purpose of creating a young and energetic brand image as so to
attract the attention of young female consumers.

During the year under review, advertisements of Bawang-branded
products were showcased in lifts of certain residential districts in first-
tier cities such as Guangzhou, Shanghai, Hangzhou, Zhengzhou. The
Group also made good use of popular social media platforms to
increase the publicity and exposures of our branded products to the
consumers.

Additionally, we continued to make use of our sales channel for
college students. Leveraging the “College Students Advertising
Festival” (KZ4 E4#{f7&r) and cooperating with some colleges,
we introduced Bawang-branded products to the campuses to
publicise and educate young people in understanding the concept of
hair-care by using herbal shampoo products.

B AR 7 g
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Management Discussion and Analysis (Continued)

E 1L 51 5R b 13 i (£8)

As part of the Group’s initiatives to participate in corporate social
responsibility and public welfare activities, the Group made donations
of our HPC products to Wuhan Hongshan Fangcang Hospital, which
was dedicated for treatment of COVID-19, for the daily use by
resident medical staff members and patients. To publicise our
corporate mission and to establish our brand image, we donated our
branded products to elderly care centres in Guangzhou, the schools
for peasants and workers, and various communities.

As at 31 December 2020, the Bawang brand distribution network
comprised approximately 838 distributors and six KA retailers,
covering 27 provinces and four municipalities in China. Furthermore,
the Bawang-branded products were also sold in Hong Kong,
Thailand and Malaysia.

During the year under review, the Group enhanced product formula
and upgraded packaging to promote new Royal Wind branded
shampoo products primarily for the online sales channel. As at 31
December 2020, the Royal Wind brand distribution network
comprised approximately 178 distributors and six KA retailers,
covering 27 provinces and four municipalities in China.

The Litao products mainly comprise shower gels and laundry
detergents, which target consumers living in the second-tier or third-
tier cities in China. The Group’s goal is to maintain market coverage
in the traditional channel. As at 31 December 2020, the Litao
products distribution network comprised approximately 54
distributors, covering 27 provinces and four municipalities in China.
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Management Discussion and Analysis (Continued)

E 1R 251 5R b 1 i (§8)

The Herborn Chinese herbal skin-care product series targets white-
collar ladies in the age range from 25 to 45 who have relatively high
net incomes and who are dedicated to pursuing a healthy and natural
lifestyle. We sold the products through our online sales channel and
staff or group purchase.

SO = JUSEHE T 8 B

MHKFRE

*x K Kk K

Fra AL oA [
OX0¥ -1

The Group has established 12 online retailing platforms for our
Bawang, Royal Wind and Herborn branded products, of which two
were established during the year under review.

For the year under review, we obtained and/or renewed and/or
possessed the certificates and/or recognitions as follows:

— 10 Bawang-branded Chinese herbal shampoos and hair-care
series products have been recognised as “The 2019 New High-
Tech Products in Guangdong Province (R4 = 3 HiiE )"
by the Guangdong Provincial New Hi-tech Enterprise
Association (BXRE 2 EH M ERE) in December 2019 for a
period of three years until the end of 2022;

— the permit for production of cosmetic products, which was
issued by Guangdong Provincial Food and Drug Administration,
remains valid until March 2026;

— our production process for hair-care and skin-care products
has been certified by SGS with a validity period until July 2022
as to meet the requirements of US FDA CFSAN by reference to
Cosmetic Good Manufacturing Practices (GMP) Guidelines
2008;
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BEREFRE %%ﬁmﬁ?mmwk
BRERKEFEANEETHFA  FEN
TR E45 M B ELZE - RMIBB
EEREMEIBELRBEENTANEE
ZEM -

#E (/M) ARG

B S0 B Ak

ot T e R
=0=0F LA

AEECREBRRNI2EAR EZTEFEEL
ERHEBEEHERE ERNAEER
BER EPMRXREBEFERNRET -

REEFER - HIVES N/ IEEN/ X
FAUNTHESMN/RRE :

- R-ZZE—NAF+=—A HBIHRK10
BhEEGEERINERBERSE
BB EHBERERI2019F E
FERTREMER] BAHAE=F
EBEE_ZT-_—FK:

- ERERmEREEEERBEZED
tHmEEFAEE  ARHEE
:ZE:/\EE A

- ﬁ1m;%§;;é}%§aum$§/)|ﬁiLﬂ
TGS B BEERR M
ZEEBEPLBEBILEMRTEE
& (GMP)2008 ) R FE - BB E
—E-_F+H:



BIER (&

E)EZEREBRAE —ZE-BFFR

Management Discussion and Analysis (Continued)

our production process for hair-care and skin-care products
has been certified by SGS with a validity period until July 2022
as to meet the requirements of 1ISO22716 by reference to
Cosmetic Good Manufacturing Practices (GMP) Guidelines
2007;

we were recognised as the “Excellent Partner” by the Panyu
Branch of Industrial and Commercial Bank of China in January
2020;

we have been accredited as a “Committee Unit” until December
2023 by Guangdong Food and Drug Technology Association
for Evaluation & Certification;

Bawang (Guangzhou) Co., Ltd was awarded “Caring &
Charitable Enterprise” jointly by Trend Setting Welfare
Organisation (& [E1EAzH4%%) and Guangzhou Qianjin Street
Social Welfare Service Station (BN ATEE TARFS) in
September 2020;

Bawang (Guangzhou) Co., Ltd was awarded “2019 Key Tax
Payer — Silver Prize” by the People’s Government of Jianggao
Town, Baiyun District, Guangzhou in December 2020; and

our Bawang brand was awarded a certification as “China Trend,
China Product” by the organising committee of Jinmai Awards
(&2 %) in December 2020.

B2 B 51w b 53 il (48)
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Management Discussion and Analysis (Continued)

E 1R 251 5R b 1 i (§8)
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Key Risks and Uncertainties

Apart from those stated in the Chairman’s Statement, Management
Discussion and Analysis and Outlook sections, the Company is
exposed to the following key risks and uncertainties which are
required to be disclosed pursuant to the Companies Ordinance (Cap.
622 of the Laws of Hong Kong).

1. Risks Relating to Our Industry

In recent years, it has been common for the Mainland
manufacturing enterprises to face continuously rising labour
costs and difficulties in employing skilled labour. Our Group’s
strategy in response is to reduce the production costs. From
the start of 2020, almost all business enterprises in the China
have been suffering from the unprecedented coronavirus
pandemic, and the Group’s operations were temporarily
disrupted in the first quarter with financial performance being
impacted to a certain degree. Additional prevention and control
measures by the government have been implemented to
contain the spread of coronavirus, which also impacted the
Group’s operations. Whilst the Group will strictly follow all these
regulatory measures laid down by the government, the Group
had restarted its operations since 10 February 2020, and will
make every effort to recover from any adverse impacts on its
operations and economic impacts on itself and its customers.
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Management Discussion and Analysis (Continued)

2. Credit Risks Relating to Customers

Exposure to bad debts attributable to customers usually
intensifies following a weak economic performance. To minimize
credit risks, the management of the Group has appointed
dedicated staff members to handle procedures for determining
credit limits, credit approval and other monitoring procedures,
to ensure that follow-up actions with all receivables are taken in
a timely manner. In addition, the Group reviews the collectibility
of receivables at the end of a reporting period, to ensure that
sufficient impairment losses are recognised for uncollectible
debts. For the year ended 31 December 2020, no bad debts
were recognised by the Group.

3. Liquidity Risks

In managing liquidity risks, the Group monitors and maintains
cash and cash equivalents at a level which is considered by the
management as sufficient, to satisfy the needs arising from the
Group’s operations and to mitigate the effect of fluctuations of
cash flow. The Group’s management will continue to closely
monitor the use of cash.

4. Currency Risks

Sales to overseas countries denominated in foreign currencies
expose the Group to foreign exchange risks. The Group closely
manages and monitors foreign exchange risks to ensure that
appropriate measures are taken in a timely manner. The Group
will consider using hedging in respect of foreign currencies to
mitigate relevant risks as and when appropriate.

Environmental Protection

The Group is responsible for its impact to the environment arising
from its business operations. During the year under review, the Group
strictly complied with the local environmental regulations of the PRC.
The production of household and personal care products belongs to
the light industry, thus no pollutants are involved during the
manufacturing process and adverse impact to the surrounding
environment is minimal. The Group has been investing and
implementing various energy conservation projects in recent years, as
a result of which overall power consumption has drastically reduced.
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Business Compliance

During the year under review, the Group has complied with the
relevant laws and regulations that have a significant impact on the
Group.

Relationship with Employees, Customers and
Suppliers

The Group adopts an employee-oriented approach, which ensures
that all staff members are reasonably remunerated. To retain a quality
workforce, we strive to regularly improve, review and update our
human resources policy and our compensation and benefits. We also
provide training opportunities to upgrade the skills of our staff
members. We also care for the occupational health and safety of our
workers.

The Group’s major customers are categorised into three channels,
namely conventional distributors, key account hypermarkets and
supermarkets, and online sales (including online official flagship stores
and distributors). The credit terms granted to major customers are 30
to 90 days, which are in line with those of the credit terms granted to
other customers.

The Group maintains a good relationship with its customers. We have
put in place handling procedures to receive and analyse the
customers’ complaints and make recommendations on remedial
actions with a view to improving service quality.

The Group is in good relationship with its suppliers and conducts a
fair and strict appraisal of its suppliers on an annual basis.

Financial Review

Revenue

During the year under review, the Group’s revenue was approximately
RMB276.0 million, representing an increase of approximately 6.9%
from approximately RMB258.2 million for 2019. The revenue through
the online sales channel remained relatively stable as compared with
2019 and the revenue through the conventional sales channel
increased by approximately 16.3% as compared with 2019.
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Management Discussion and Analysis (Continued)

The Group’s core brand, Bawang, generated approximately
RMB261.0 million in revenue, which accounted for approximately
94.6% of the Group’s total revenue by product category in 2020, and
represented an increase of approximately 8.1% as compared with
2019.

The branded Chinese herbal anti-dandruff hair-care series, Royal
Wind, generated approximately RMB4.9 million in revenue, which
accounted for approximately 1.8% of the Group’s total revenue by
product category in 2020, and represented a decrease of approximately
30.0% as compared with 2019.

The natural-based branded shampoo, shower gel and laundry
detergent products series, Litao, generated approximately RMB7.6
million in revenue, which accounted for approximately 2.8% of the
Group’s total revenue by product category in 2020, and represented
an increase of approximately 1.3% as compared with 2019.

The branded Chinese herbal skin-care series, Herborn, generated
approximately RMB2.0 million in revenue, which accounted for
approximately 0.7% of the Group’s total revenue by product category
in 2020, and represented an increase of approximately 11.1% as
compared with 2019.

We sold our products through extensive distribution and retail
networks, and via conventional and online sales channels. During the
year ended 31 December 2020, a summary of our sales revenue in
percentage through different networks and/or channels is as follows:
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In 2020, our products were also sold in Hong Kong, Thailand and
Malaysia. The sales to these overseas markets accounted for
approximately 1.6% of our total revenue in 2020.
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Cost of Sales

Cost of sales in 2020 amounted to approximately RMB167.9 million,
representing an increase of approximately 17.3% compared with
approximately RMB143.1 million in 2019. The overall increase in cost
of sales was mainly due to an increase in production volume leading
to an increase in raw materials consumed and costs of direct labour
as explained below, which was driven by higher demand for our
products. As a percentage of revenue, cost of sales increased from
approximately 55.4% in 2019 to approximately 60.8% in 2020.

Gross Profit

During the year under review, the Group’s gross profit decreased to
approximately RMB108.1 million, representing a decrease of
approximately 6.0% as compared with approximately RMB115.0
million for 2019. The gross profit margin decreased from
approximately 44.6% for 2019 to approximately 39.2% for 2020.
Such decrease was mainly attributable to (i) an increase in the cost of
sales as aforementioned; and (i) a change in the Group’s marketing
and sales policy, whereby lower unit prices of products offered to our
distributors in exchange for a lower rate of reimbursable marketing
expenses, which had the effect of increasing the sales volume of the
Group’s products. Such policy negatively affected the Group’s gross
profit margin for the year ended 31 December 2020, but this effect
was partially offset by a reduction in selling and distribution costs.

Other Income

During the year under review, other income increased to RMB3.7
million, representing an increase of 23.3% as compared with 2019.

Selling and Distribution Costs

Selling and distribution costs decreased to approximately RMB84.5
million for 2020, representing a decrease of approximately 19.3% as
compared to that for 2019. Such decrease was mainly due to (i) the
change in the Group’s marketing and sales policy as aforementioned
which resulted a reduction in promotion, advertising and branding
expenses; and (i) a decrease in outsourced labour costs, but these
decreases were partially offset by an increase in salaries and bonuses
and goods delivery expenses. As a percentage of revenue, our selling
and distribution costs decreased from approximately 40.5% in 2019
t0 30.6% in 2020.
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Management Discussion and Analysis (Continued)

Administrative Expenses

Administrative expenses for 2020 amounted to approximately
RMB27.3 million, representing a decrease of approximately 10.8% as
compared with approximately RMB30.6 million in 2019. Such
decrease was mainly due to the decrease in research and
development expenses and entertainment expenses, as well as the
decrease in the amount of social insurance contributions due to the
government’s relief on social insurance contributions during the
coronavirus pandemic, but such decrease was partially offset by the
increase in depreciation expenses and salaries and bonuses. As a
percentage of revenue, our administration expenses were
approximately 9.9% and 11.9% in 2020 and 2019, respectively.

Impairment Losses recognised in respect of trade
receivables

For the year under review, the Group has recognised impairment
losses of approximately RMB2.8 million in respect of trade
receivables, following the management’s assessment on credit risk of
our financial assets by adopting the expected credit loss (the “ECL”)
according to IFRS 9.

Loss from Operations

The Group recorded an operating loss of approximately RMB2.8
million for 2020, as compared with an operating loss of approximately
RMB12.9 million for 2019, which was mainly because of the increase
in the Group’s revenue and a notable decrease in the selling and
distribution costs because of the change in the Group’s marketing
and sales policy as mentioned above.

Finance Costs

For the year ended 31 December 2020, interest on bank borrowings
amounted to approximately RMBO0.04 million (2019: approximately
RMBO0.6 million). Additionally, interest on lease liabilities amounted to
approximately RMB1.2 million (2019: approximately RMB1.7 million).

Income Tax

During the year ended 31 December 2020, the Group had no income
tax expense (2019: an over-provision for PRC Enterprise Income Tax
in prior years of approximately RMB9.1 million was written back).

B2 B 51w b 53 il (48)

THEH
TECEFETHREBRAOBARK273
BELT BE_ZT—hLFERHANHAR
¥306BE BT BT H108% H T
BORAFESWMBEBREMEBRBRER
MR UWEBRFEF TSRS EIEHM
HHeRBREBNREESLRERAR
Lo BEEEROETEBNIERRES
REMBYAMEE REEEENETD
ke E B E_TEN_F— T
RITHRE RS R4 /£9.9%HM11.9% °

B R 5 E IR 2R E R KRR
EOEFERN ERERBERKELE

Al MBI EEBAAHEER K]
HemEEETERARRIGERZ A%
EHERATESERFEZRERBLXO B
AREE28HEB T °

EEBR

RZZF-ZHF AKEESKREBERED
ARB2888T MEFRBEEEZEE
BOARBI12988T - HBRINEZR
REAEEEXENIEN HERDH

BTSSR E o

MERE

Az —_Z-_2F+_A=+—BLtF
- REBRTERNFELHAEAREKE0.04
AETL(ZZ—hLF  HARKBES
L) B REREEBENFELNAA

REICABT(ZE AT HARY
17TEETT) -

e

HE_Z2-_ZF+_-_A=+—H &£
EESESMERIXE (ZE - B#
MR FERBEFIRPBECEMBSROA
R¥o1BET) -

19



20

BaWang International (Group) Holding Limited Annual Report 2020

Management Discussion and Analysis (Continued)

E 1R 251 5R b 1 i (§8)

Loss for the Year

As a result of the combined effect of the above mentioned factors,
the Group recorded a loss of approximately RMB4.0 million for 2020,
as compared with a loss of approximately RMB6.1 million for 2019.

Loss for the Year Attributable to Owners of the
Company

As a result of the combined effect of the above factors, the Group
recorded a loss attributable to owners of the Company of
approximately RMB4.0 million for 2020, as compared with a loss
attributable to owners of the Company of approximately RMB6.1
million for 2019.

Events After the Reporting Period

The Directors are not aware of any significant event requiring
disclosure that has taken place subsequent to 31 December 2020
and up to the date of this report.

Outlook

In late January 2021, the International Monetary Fund (“IMF”) revised
China’s gross domestic product (“GDP”) growth prediction for 2021
from 8.2% in October 2020 to 8.1%. Separately, the actual China’s
year-on-year GDP growth decreased to 2.3% in 2020 from 6.1% in
2019, which is the lowest growth rate since 1976.

According to statistics released by China’s National Bureau of
Statistics in January 2021, China’s economic performance was better
than originally expected. Analysts pointed out that China benefitted
from a great demand for health protective gears and electronic
appliances due to work-from-home arrangements globally, as well as
online learning for students at home.

The IMF went on to say that in order to secure the recovery path, it is
important for China to ensure that rebalancing towards private
consumption continues and perhaps even accelerating this trend to a
certain extent, with efforts to strengthen the social safety net.
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Management Discussion and Analysis (Continued)

In January 2021, the IMF projected that the global economy will grow
by 5.5% in 2021. With the start of vaccinations in some countries,
there are hopes of an eventual end to the pandemic. However, the
IMF warned that there is still a tremendous amount of uncertainty and
prospects vary greatly across countries because the health crisis is
not over until it is over globally.

The IMF further indicated that new waves of coronavirus inflections
and variants posed risks. Global activities would remain well below
pre-COVID-19 projections which were made in early 2020. Countries
should continue to support their economies until the damage from
the deep recession of the past year is recovered.

Owing to the uncertainties as mentioned in the above paragraphs
and notwithstanding the revised upward GDP target, the Directors
tend to be very cautious about the Chinese economy in 2021. Having
said that, the effective containment of the pandemic in China has
caused a rapid recovery of private consumption. Additionally, the
general public has made more efforts to maintain their personal
hygiene and health in the midst of the pandemic in 2020. Some of
the consumers have shown their confidence in and reliance on herbal
household and personal care products. Hence, the Group has been
able to obtain business opportunities, which may be carried over to
2021.

The corporate theme for 2021 is “Turning around the Fortune in Year
of the Ox”.

For Bawang-branded products, the Group intends:

(1)  to roll out new Bawang-branded amino acid product series in
Chinese-style at our direct-operating point-of-sales at Walmart
and Yonghui in order to increase sales revenue in the retailer
channel;

(2) toincrease the number of close-encounter promotional activities
in interactive and interesting styles so as to increase our brand
influence and to enhance sales revenue;

(8) to continue the appointment of Internet celebrities as brand
ambassadors on short-term basis to enhance exposure of our
brands, and to drive up the sales revenue through the bonding
between Internet celebrities and their supporters;
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(4) to leverage on the influence arising from the “College Students
Advertising Festival” (K24 F£EETED) in spring, to continue
to explore and expand the market shares in the young
generation customer segment, to deepen the recognition and
association of the post-95 and the post-0O0 generations with
anti-hair fall concept while promoting to this generation the core
philosophy of Bawang brand in anti-hair fall and hair-care, and
to cultivate receptive attitude towards the rejuvenated Bawang
brand so as to achieve the purposes of advertising and
promoting the brand;

(5) to carry out cross-industry co-operations for publicity and
promotion of Bawang-branded products through live streaming
programs;

(6) to discharge our responsibilities to the society, to continue to
participate in the community welfare events so as to enhance
our public image as a responsible corporation, which would in
turn facilitate the promotion of Bawang-branded products; and

(7) to advertise the distinctive characteristics of Bawang-branded
products through intensively implanted commercials,
consumers’ feedbacks, note of purchases, and hyperlink to
online sales webpage.

For Royal Wind branded product series, the Group plans to build up
a new brand position for the new hair-care and hair-styling product
series for young consumers. The new products series are mainly sold
through live streaming and online channels. Additionally, we plan to
increase our sales by rolling out Royal Wind oceanic technology anti-
dandruff product series.

For Litao branded product series, we plan to roll out a new series of
laundry liquids by adopting a brand new formula, and upgrading the
packaging of existing products. This branded product series is mainly
for sales through our traditional channel and the exclusive zone
channel.

For Herborn product series, we plan to streamline the product
offerings. Apart from skin-care products, we intend to roll out hair-
care products. All these products are mainly sold through off-line
supermarkets and the online channel.
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For conventional channels, the Group will continue to deepen
cooperation and interaction with distributors by: (1) reactivating past
distributors and developing new distributors at the same time,
endeavouring to develop new conventional sales channels by
encouraging staff members to expand group sales customers,
developing more original equipment manufacturer (“OEM”) customers
and obtaining customers who purchase tailor-made products from
us; (2) regularly updating our sales incentivising policies and
reinforcing our supports to key customers for the purpose of
stabilising the sales from the distributor channel; (3) upgrading the
packaging of the products for the traditional channel, increasing the
number of close-encounter promotional events for exclusive zone
channel, and rolling out other new product series so as to enhance
the sales revenue through this channel; (4) re-establishing the direct-
operating point-of-sales counters at Carrefour and Sun Art and at the
same time deploying additional sales promoters onsite for increasing
the same-store-sales; (5) making use of festive days and shop
anniversaries for carrying out promotional activities to increase sales;
and (6) increasing the efforts to recruit new distributors and organising
order conferences to enhance sales revenue.

As for the online sales channel, the Group hopes to achieve stable
sales growth in the future. For increasing sales revenues from our
own online flagship stores, the Group will optimise the operations and
create hot sales product series such as anti-hair fall and hair-care
product series for steady sales growth. The Group plans to
horizontally develop the market for gaining market share through
building up a second series of hot sales items such as hair masks,
scalp essence and shower gel so as to create greater sales volume.
We will attempt to promote our products through new promotional
channels such as Dou Yin streaming, video clips and messages
streaming so as to solicit purchases from consumers to increase our
sales volume. The Group will provide tailor-made products to the key
online distributors for enhancing sales revenue. We will also maintain
and optimise the operations of our direct-operating channel as well
as “Little Red Book” channel to increase our sales. We also plan to
develop new sales channel through Pindoudou and VIP Shop.

Apart from this, the Group plans to develop live streaming resources
through some social media platforms such as WeChat mini-program,
Bawang public domain and private zone to enhance sales revenue. In
addition to maintaining the existing customer resources, the Group
will leverage the active user-group networks and user-to-user
connections in other platforms to increase our sales revenue.
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For production management, we will endeavour to lower the labour
and production costs through cost-control measures and at the
same time, to ensure production safety and to uphold the quality of
our products. We will make efficient use of production resources by
reducing materials spoilage and scraps as well as consumptions of
water and electricity. We will enhance the workers’ sense of
responsibility through training and development on the concepts of
equipment maintenance and management to ensure well-functioning
production facilites and maximum efficiency of the manufacturing
process. We will adopt flexible supply chain management to plan and
design the manufacturing process so as to maximise production
efficiency and equipment and factory space utilisation. As the
demand for our OEM business remains strong, we will continue to
make good use of our production management skills and advanced
production facilities to satisfy the demands from our OEM customers
S0 as to create additional revenue for the Company.

As part of the business expansion plan, the Group will continue to
explore the possibility of engaging with potential distributors for
launching our branded products to other countries. The Group is
open to explore further business opportunities with potential overseas
distributors.

As of the date of this report, the Group does not have any
outstanding acquisition opportunity on hand, nor is actively exploring
business opportunities that may involve potential acquisition.
However, the Group is open to potential investment opportunities.
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Management Discussion and Analysis (Continued)

Liquidity, Financial Resources and Capital
Structure

The Group adopts conservative financial management policies and
maintains a good and solid financial position. A summary of liquidity
and financial resources is set out below:

B2 B 51w b 53 il (48)

nBEL MBERREARR

7N B BR P AR < O 3R B SR WS 0 M RF R 4F
RENFHMRN - RBE MY K ER
MBI

31 December 31 December

2020 2019

—E-SHE —ET—-NF

+t=A=t-H TZ-A=1+—-H

RMB in million RMB in million

ARBBET ARBBETT

Cash and cash equivalents BeMBeEED 122.3 102.2

Total loans B4 0 9.7

Total assets BEE 264.6 290.2

The gearing ratio’ EEHEX 0% 3.3%

Note: =

1. Calculate as total loans divided by total assets 1. EEBBRRENBERINEEMAREIE

Material Acquisition and Disposal

The Group did not engage in any material acquisition or disposal of
any of its subsidiaries or associates during the year under review.

Exposure To Fluctuations in Exchange Rates
and Hedging

The operations of the Group are mainly carried out in Mainland China,
with most transactions being settled in Renminbi. The reporting
currency of the Group is Renminbi. During the year under review, the
Group had exported its goods to Hong Kong and certain overseas
countries. The transactions were settled in either Hong Kong Dollars
or United States Dollars. The Group’s cash and bank deposits are
mostly denominated in Renminbi. The Company will pay dividends in
Hong Kong Dollars if dividends are declared. In addition, the Group
paid certain advertising fees in United States Dollars or Hong Kong
Dollars. The Directors are of the view that the Group conducts its
business transactions principally in Renminbi and thus the exchange
risk at the Group’s operational level is not significant. As at 31
December 2020, the Group had not issued any material financial
instruments or entered into any material contracts for foreign currency
hedging purposes. However, the Directors will continue to monitor
the foreign exchange exposure and are prepared to take prudent
measures such as hedging when required.
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Contingent Liabilities

The Group had no material contingent liabilities as at 31 December
2020.

Capital Commitments

As at 31 December 2020, the capital commitments of the Group
amounted to approximately RMB0.3 million.

Charge of Assets

As at 31 December 2019, buildings with carrying values of
approximately RMB3.2 million (2020: Nil) were pledged to secure
banking facilities granted to the Group. During the year under review,
the Group obtained the banking facilities of approximately RMB500
million. As at 31 December 2020, banking facilities of approximately
RMB500 million were unutilised and available for the Group’s future
financing.

Distributable Reserves

Pursuant to applicable statutory provisions of the Cayman Islands,
the Company had no reserves available for distribution to the
shareholders as at 31 December 2020 (2019: Nil).

Inventories

As at 31 December 2020, the Group had inventories of approximately
RMB27.3 million, representing a decrease of approximately 7.1%
compared with approximately RMB29.4 milion for 2019. Such
decrease was primarily due to a change in the Group’s marketing
and sales policy whereby additional freebies were offered to our
distributors leading to a decrease in the stock of finished goods and
packaging materials, but such decrease was partially offset by the
increase in the stock of raw materials and work-in-progress.

The Group adopts a prudent approach in valuing its inventory. The
Group continuously monitors the inventory levels of its different raw
materials, packaging materials and finished goods, and based on
feedback from the sales force on the various product lines and sales
figures, the management regularly identifies the inventory levels of
individual inventory items to determine whether there is any slow
moving or obsolete items or finished goods. On this basis, the
management will devise actions to be taken in relation to such
inventory prior to their obsolescence, and/or whether provision
should be made.
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Management Discussion and Analysis (Continued)

Trade Receivables

As at 31 December 2020, the Group had trade receivables of
approximately RMB22.1 million, representing an increase of
approximately 2.8% compared with approximately RMB21.5 million
for 2019. Such increase was primarily due to the increase in the
overall sales through online and conventional channels leading to an
increase in trade receivables.

Some of the Group’s sales are made on credit, trade receivables are
resulted when the goods and titles have been delivered and passed,
respectively. The management regularly reviews the credit quality of
the Group’s customers and their partners to evaluate whether
provision should be made.

Trade and Other Payables

As at 31 December 2020, the trade and other payables of the Group
was approximately RMB81.1 million (2019: approximately RMB75.7
million). The increase was primarily due to the increase in trade
payables, accrued payroll and other payables and accruals, but such
increase was partially offset by the decrease in non-income tax
payables. For the two years ended 31 December 2020, trade and
other payables did not include any balances due to related parties.

Human Resources

To provide incentive to the employees of the Group, the Group is
committed to staff training and development under any economic
circumstances. The Group maintains a good relationship with its
employees. The Group will continue to invest in our human capital so
as to retain a quality workforce to achieve our organisational goal.

In 2020, the Group organised various in-house training classes to
strengthen the soft skills of our staff members such as time
management, stress management, and leadership development.
Apart from these in-house courses, the Group also required our
department managers to attend external courses on reward and
compensation, and motivation, we required our senior sales and
marketing staff to attend brand positioning strategy course, and we
required our finance and accounting staff members to attend
seminars about the latest legislative/regulatory compliance,
accounting standards, taxation practices and budgetary control.
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As at 31 December 2020, the Group employed approximately 477
employees (31 December 2019: approximately 594), consisting of
full-time employees and contract personnel in the PRC and Hong
Kong. The total personnel expenses, comprising wages, salaries and
benefits, amounted to approximately RMB55.9 million for 2020 (31
December 2019: approximately RMB54.7 million).

The following table sets forth a breakdown of the total headcount of
our employees and contract personnel as at 31 December 2020 and
2019:

RZZE_EF+_A=+—H0 ' A&EH
EBREAN4T7T2RE(ZE—NF+=A
=+ —H:#594%)  HPBFEEFEM
EAENEHBEEURANEE  AS 4
AXBEREIE FaMEH - EAZE_%E
FEHNBARESBIBEBT(ZE—NAF+
“A=t+—H: HAREEMTEER) °

TREINR-_FT-_FTF+_A=+—H

A—_Z-AF+_A=t—BRMNA
BERGXNEBMNBEA :

31 December 31 December

2020 2019
—E-BE —E—NF
+t=A=+-RA +=-A=+—H
Full-time employees 2BES 200 197
Contract personnel BHEER
— Sales persons —fEiH B 0 95
— Others —Efb 277 302
Total employees HEB AR 477 594
The employees’ remuneration, promotion and salary review are AEEMEEHN ZARIE =R
based on individual job responsibilities, work performances, S A TIEET  TIEXRIR BFHELBHL
professional experiences and the prevailing industry practices. TEEERBTH o
Our employees in the PRC and Hong Kong join social insurance AEBRFBELZEENEE D B2

contribution plans and the Mandatory Provident Fund scheme,
respectively. Other benefits include performance-based incentive
bonus scheme and share options granted or to be granted under the
share option schemes.

The Directors believe that the Group’s human resources policies play
a crucial part in the further development of the Group. Promising
career prospects, good staff remuneration and benefits as well as
pleasant working environment are essential factors for maintenance
of a stable workforce for the Group.
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Corporate Governance Report

The Corporate Governance Code and the
Corporate Governance Report

The Company is committed to enhancing the corporate governance
of the Group, and the Board reviews and updates all such necessary
measures in order to promote good corporate governance.

The Board is of the view that the Company has complied with the
applicable code provisions of the Corporate Governance Code (the “CG
Code”) as contained in Appendix 14 to the Rules Governing the
Listing of Securities on The Stock Exchange of Hong Kong Limited (the
“Listing Rules”) for the year ended 31 December 2020.

Model Code for Securities Transactions by Directors

The Company has adopted the Model Code for Securities
Transactions by Directors of Listed Issuers (the “Model Code”) in
Appendix 10 to the Listing Rules as its own code of conduct
regarding securities transactions by the Directors. Having made
specific enquiry with the Directors, all Directors have confirmed that
they have complied with the required standard set out in the Model
Code throughout the year under review.

Board of Directors

As at 31 December 2020, the Board comprised six members,
including the Chairman, Mr. CHEN Qiyuan, the Chief Executive
Officer, Mr. CHEN Zheng He (the “CEQ”), the Chief Financial Officer
and three independent non-executive Directors. Biographical details
of the Directors are set out in the section headed Directors and
Senior Management on pages 59 to 64 of this annual report.

The Board is responsible for approving and monitoring the Group’s
strategies and policies, approving annual budgets and business
plans, evaluating the performance of the Group and supervising the
work of management. The management is responsible for the daily
operations of the Group under the leadership of the CEQO.
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The Board has delegated a schedule of responsibilities to the
executive Directors and senior management of the Company. These
responsibilities include implementing decisions of the Board and
directing and co-ordinating day-to-day operation and management of
the Group. The Board reviews these arrangements periodically to
ensure such arrangements remain appropriate to the Group’s needs.

To satisfy the independence requirement of the independent non-
executive Directors, the Board must determine that the independent
non-executive Directors do not have any direct or indirect material
relationship with the Group. The Board follows the requirements set
out in the Listing Rules to determine the independence of Directors.
Independent non-executive Directors are appointed for a term of 3
years.

The roles of the Chairman and the CEO are separated in order to
reinforce their independence and accountability. Except that the
CEO, Mr. CHEN Zheng He, is the son of Mr. CHEN Qiyuan, the
Directors are not otherwise related to each other.

The Board held nine meetings in 2020. Each of Mr. CHEN Qiyuan,
Mr. CHEN Zheng He, Mr. WONG Sin Yung, Dr. NGAI Wai Fung, Mr.
CHEUNG Kin Wing and Dr. WANG Qi attended all meetings.

The Company has adopted the nomination policy (the “Nomination
Policy”) and the board diversity policy (the “Diversity Policy”) as
required by the Corporate Governance Code and the Listing Rules,
respectively, and has taken into account the diversity of the Board
when selecting the candidates from a number of perspectives as
stated in the Diversity Policy as published on the Company’s
webpage.

Nomination Policy

Either the secretary or the chairman of the Nomination Committee
shall call a meeting of the Nomination Committee, and may invite
nominations of candidates from the Board members, if any, for the
Nomination Committee to consider prior to its meeting. The
Nomination Committee may also nominate candidate(s) who are not
nominated by any member of the Board. For filling a casual vacancy,
the Nomination Committee shall make recommendation(s) for the
consideration and approval of the Board. For proposing candidate(s)
to stand for election at a general meeting, the Nomination Committee
shall make nominations to the Board for its consideration and
recommendation to the shareholders of the Company for approval.
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Corporate Governance Report (Continued)

In order to provide information on the candidate(s) nominated by the
Board for election at a shareholders’ general meeting, and to invite
nominations from the shareholders, a circular will be sent to the
shareholders in accordance with the requirements under the Listing
Rules. The relevant circular will at a minimum set out such information
about each proposed candidate, as required under the applicable
laws, rules and regulations, the Company’s constitutional documents
and the Listing Rules. A shareholder may serve a notice to the
Company Secretary within the lodgment period of its intention to
propose a resolution to elect a certain person as a director without
the Board’s recommendation or the Nomination Committee’s
nomination. The particulars of the proposed candidates will be sent
to all shareholders for information by a supplementary circular.

In assessing the suitability of a potential candidate, the Nomination
Committee would consider factors, including but not limited to,
candidate’s personal integrity and character, accomplishment and
experience that are relevant to the Group’s business, and diversity of
the Board in accordance with the Diversity Policy.

Diversity Policy

In achieving diversity of the Board, a number of aspects of each
director candidate will be considered, including but not limited to
gender, cultural and educational background, ethnicity, professional
experience, skills, knowledge and length of services. All Board
appointment will be based on meritocracy, and the candidates will be
considered based on the objective criteria as set out in this policy
having due regard for the benefits of diversity on the Board. The
Nomination Committee will monitor the implementation of the
Diversity Policy and has followed the Nomination Policy and the
Diversity Policy in the nomination of the new Director(s).

Dividend Policy

The Company has adopted a dividend policy (the “Dividend Policy”),
pursuant to which, the decision to declare a dividend or a distribution
will be at the discretion of the Board. The Company intends to
declare dividends to shareholders semi-annually in an aggregate
amount per year not exceeding 30% of the anticipated consolidated
net annual profits and may declare special dividends from time to
time in addition to interim or final dividends. In deciding whether to
propose a dividend and in determining the dividend amount, the
Board shall take into account (including but not limited to) the
Group’s operations and earnings, development needs, cash flow,
financial condition, capital and other reserve requirements and
surplus, contractual and financial restrictions and any other conditions
or factors which the Board considers relevant and having regard to
the directors’ fiduciary duties. While sharing the profit with
shareholders, the Company shall also maintain sufficient reserves to
ensure the implementation of the Group’s strategy for development.
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The payment of dividend is also subject to any restrictions under the
laws of Cayman Islands, the Listing Rules, the laws of Hong Kong,
the memorandum and articles of association of the Company and
those laws, regulations and memorandum and articles of association
to which the subsidiaries of the Group are subject.

The Divided Policy will continue to be reviewed from time to time and
there can be no assurance that a dividend will be proposed or
declared in any specific periods.

The Board is not aware of any shareholders who have waived or
agreed to waive any dividends.

Update on Directors’ Information

Dr. NGAI Wai Fung, an independent non-executive Director, has
been appointed as an independent non-executive director of China
Energy Engineering Corporation Limited (Stock Code: 3996.HK) since
February 2021. Dr. NGAI ceased to be an independent non-executive
director of the following companies: Yangtze Optical Fibre and Cable
Joint Stock Limited Company (stock code: 6869.HK) from January
2020, Health and Happiness (H&H) International Holdings Limited (Stock
Code: 1112.HK) from May 2020, and SITC International Holdings
Company Limited (Stock Code: 1308.HK) from October 2020. Also,
he ceased to be the independent director of LDK Solar Co., Limited
from April 2020.

Remuneration of Directors and Chief Executive

Details of the remuneration of each Director and the Chief Executive
for the year ended 31 December 2020 are set out in note 15 to the
consolidated financial statements. Other than the Directors and the
Chief Executive, there is no other member of senior management.

Directors’ Training

Under Code Provision A.6.5 of the Corporate Governance Code,
directors should participate in appropriate continuous professional
development to develop and refresh their knowledge and skills to
ensure that their contribution to the Board remains informed and
relevant. Internally facilitated briefings for directors are arranged and
reading materials on relevant topics are issued to Directors where
appropriate. All Directors are encouraged to attend relevant training
courses at the Company’s expenses.

BRENXNTREFAEHEEZERNET
R&I- EWmRA - FEEE  ARAWNA
BABMMERAMEENTABEZH
MBRERFIER -

P ) 93 e KSR o MR DR AR RT L - B
TERESETAREHHEZKE M
BB e

ARARAIA BERNRBDBRRBES
RIEBERRKRE -

EFETHEN

REEEL RABIYFRTES

T FABEAPTEERER
B 1n B R AR (B RS : 3996.HK) &) 18
JIRTEF - BRBELINRN ST _ZF—
REMERRALEAERNDERAE (RHD
RS 68CHK) B FEHITESE —F
—EFHAHTRAEHIH)EERIZRER
NAE(RHD AR - 1112.HK) B FEHNTTE
ERE_EFTAHTELRBER
AR A (AR AR - 1308.HK) J8 37 IE 4L
TEE-FHARZZE_ZFF YA HELDK
Solar Co., Limited 8y @ 7 & = -

EERBEETRARTHH

BE-_Z-_EE+-_A=+—RB1-&5E
FRESESERERITHRABHFMOF
BERGEEVBREMNTFI5-BRESZFK
BESTBRABN TEBEEMSREREE
KE -

EEE

RIBECE X B R A ST AR X EABS
- EFE2EAENRERERRE AU
REMEHME MBS e AERES
EABEZEEMAMYAMFTNIER TR
EXeFEER - ARARBEERRE
ERHANERER LA REEE T E
Bl RRBISBMEEEZZ2 MM
FRIEFIRE - BERAARRET -



FIER(EE)EZEREBRAT —Z-2FFRH

Corporate Governance Report (Continued)

As of 31 December 2020, all Directors (being Mr. CHEN Qiyuan, Mr.
CHEN Zheng He, Mr. WONG Sin Yung, Dr. NGAI Wai Fung, Mr.
CHEUNG Kin Wing and Dr. WANG Qi) received regular updates on
the Group’s business, operations, risk management and corporate
governance matters, and participated in the directors’ training offered
by professional bodies and/or arranged by the Company. Materials
on new or changes to salient laws and regulations applicable to the
Group were provided to the Directors. Directors are requested to
provide their records of training they received to the Company
Secretary for record and annual review by Nomination Committee.
During the year under review, the Directors received an aggregate of
approximately 246.5 hours of training in various fields with a
breakdown as follows:

2020 Directors’ Training by Topic
—E_EFEEEIEE
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Remuneration Committee

The Remuneration Committee comprises our executive Director, Mr.
CHEN Zheng He, and our two independent non-executive Directors,
Mr. CHEUNG Kin Wing and Dr. NGAI Wai Fung. Mr. CHEUNG Kin
Wing is the chairperson of the Remuneration Committee. The primary
duties of the Remuneration Committee are to make recommendation
to the Board on the overall remuneration policy and structure relating
to all Directors and senior management of our Group, review
performance based remuneration and ensures that none of our
Directors determine their own remuneration. If necessary, the
Remuneration Committee will have access to independent advice.

The Remuneration Committee held two meeting in 2020. Each of Mr.
CHEN Zheng He, Mr. CHEUNG Kin Wing and Dr. NGAI Wai Fung
attended the said meeting.

During the meeting, the Remuneration Committee discussed the
remuneration structure of the Directors.

Nomination Committee

The Nomination Committee comprises our executive Director, Mr.
CHEN Qiyuan, and our two independent non-executive Directors, Mr.
CHEUNG Kin Wing and Dr. NGAI Wai Fung. Mr. CHEN Qiyuan is the
chairperson of the Nomination Committee. The primary duties of the
Nomination Committee are to review the structure, size and
composition of the Board and to make recommendations to the
Board regarding candidates to fill vacancies on the Board and the re-
election of Directors.

The Nomination Committee held two meeting in 2020. During the
meeting, the committee members reviewed the senior management
structure of the Group and the re-election of Directors. All committee
members attended the said meeting.

Audit and Risk Management Committee

As at 31 December 2020, the Audit and Risk Management
Committee comprises three independent non-executive Directors,
two of whom possess the appropriate business and financial
experience and skills to understand the accounts of the Group. The
Audit and Risk Management Committee is chaired by Dr. NGAI Wai
Fung and the other members are Mr. CHEUNG Kin Wing and Dr.
WANG Q.
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The written terms of reference which describes the authority and
duties of the Audit and Risk Management Committee was prepared
and adopted in accordance with the Listing Rules. The Audit and
Risk Management Committee is required, amongst other things, to
oversee the relationship with the external auditors, to review the
Group’s interim and annual results, to review the scope, extent and
effectiveness of risk management and internal control systems of the
Group, to review accounting policies and practices adopted by the
Group, to engage independent legal or other advisers as it determines
necessary and to perform investigations.

During the year, the Audit and Risk Management Committee has
performed the following:

— met with the external auditor to discuss the general scope and
findings of their annual audit and interim review work;

— reviewed and recommended to the Board for approval of the
external auditor’s remuneration;

— made recommendations to the Board on the reappointment of
the external auditor;

— reviewed the external auditor’'s independence, objectivity and
the effectiveness of the auditing process;

— reviewed the annual and interim reports and annual and interim
results announcements of the Company;

— reviewed the effectiveness and the implementation of the
Group’s internal audit and risk management function;

— discussed auditing, internal control, risk management and
financial reporting matters of the Company before
recommending them to the Board for approval; and

— reviewed the connected transactions and continuing connected
transactions entered into by the Group.

The Audit and Risk Management Committee has reviewed the annual
report with the management and the external auditors and
recommended its adoption by the Board.
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In 2020, all issues raised by the external auditor and the Audit and
Risk Management Committee have been addressed by the senior
management of the Company. The work and findings of the Audit
and Risk Management Committee have been reported to the Board.
During the audit for the financial year ended 31 December 2019, one
issue relating to the use of treasury funds by the management of the
Company had been noted by the external auditor and reported to the
Audit and Risk Management Committee, which was subsequently
reported to the Board, and addressed by way of an announcement
dated 5 April 2020 by the Company and also enhanced by adopting
internal control policies to prevent future occurrence. Save for the
foregoing, during the year, no issues were brought to the attention of
the senior management of the Company and the Board of sufficient
significance for disclosure in this annual report.

The Audit and Risk Management Committee held three meetings in
2020. Each of Dr. NGAI Wai Fung, Mr. CHEUNG Kin Wing and Dr.
WANG Qi had attended all three meetings.

Reference is also made to the Company’s announcement dated 5
April 2020 in relation to the subscription of wealth management
products. The Audit and Risk Management Committee would also
like to report that the Group has updated its internal control manual
on cash and treasury management on 1 April 2020. In 2020, the
Group has provided a training session to the management and
members of its finance department on topics relating to Listing Rules
compliance, and the Group had also reminded its management and
members of its finance department to report transactions which may
constitute potential discloseable transactions. In 2020, the Group has
consulted with the Group’s external legal advisors regularly on
matters relating to regulatory compliance (including without limitation
those relating to connected transactions and discloseable
transactions).

The Audit and Risk Management Committee reports that the
individual ratification and remedial measures, which were set out in
the Company’s announcement dated 5 April 2020 for investments
into wealth management products, have been implemented by the
Group during the year under review to ensure that the requirements
under Chapter 14 the Listing Rules are fully complied with.
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Corporate Governance Report (Continued)

Corporate Governance Functions

The Audit and Risk Management Committee is responsible for
performing the functions set out in the Code Provision D.3.1 of the
Corporate Governance Code.

During the year under review, the Audit and Risk Management
Committee met three times to review the Company’s corporate
governance policies and practices, training and continuous
professional development of directors and senior management, the
Company’s policies and practices on compliance with legal and
regulatory requirements and the compliance of the Company with the
Corporate Governance Code and disclosure in this Corporate
Governance Report.

Directors’ responsibilities for financial statements

The Directors acknowledge their responsibility for preparing the
financial statements of the Company, and for ensuring that the
financial statements are prepared in accordance with applicable
statutory requirements and accounting standards.

A statement from the auditor of the Company about their reporting
responsibilities on the financial statements of the Group for the year
ended 31 December 2020, is set out on pages 70 to 72 of the annual
report.

There are no material uncertainties relating to events or conditions
that may cast significant doubt on the Company’s ability to continue
as a going concern.

Internal control and risk management

The Board is responsible for making appropriate assertions on the
adequacy and the effectiveness of the risk management and internal
control systems and procedures and to resolve material internal
control defects. The Board together with the senior management of
the Group are jointly responsible for maintaining a sound and effective
system of internal control of the Group so as to ensure the
effectiveness and efficiency of operations of the Group in achieving
the established corporate objectives, safeguarding assets of the
Group, rendering reliable financial reporting and complying with the
applicable laws and regulations.
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During the year under review, the management of the Group, through
its daily management activities, gathers information on the Group’s
business, receives reports from the internal control function of the
Group, and analyses feedback from frontline and back office staff to
identify risks in the Group’s business, operation, financial conditions
and future expansion plans. Significant risks that are identified are
presented to the Audit and Risk Management Committee of the
Board on an ongoing basis.

The Audit and Risk Management Committee of the Board is
responsible for reviewing reports and proposals submitted. The Audit
and Risk Management Committee will consider such risks and
recommend to the Board measures that should to be taken to
address them. Where appropriate, management of the Group will
assist the Audit and Risk Management Committee in submitting
proposals to the Board to address risks faced by the Group.

Based on the risks identified by the Group’s management and the
Group’s internal control function, the Audit and Risk Management
Committee will also regularly review and report to the Board as to
whether the risk management and internal control systems of the
Group are effective, whether there are adequate resources (including
budgetary support for the Group’s accounting, internal audit and
financial reporting functions, staff with adequate qualification and
experience) for the implementation of the Group’s risk management
and internal control systems, and whether measures are in place to
ensure that the staff are suitably trained for this purpose. The
Directors will then collectively decide on what actions should be
taken.

During the year under review, the Board has reviewed the
effectiveness of the risk management and internal control systems of
the Group covering all material controls such as financial, operational
and compliance controls, and save as mentioned above, the Board
considers that these systems and controls are well established to suit
the Group’s needs and are effective and adequate.

The Directors recognise that the Group’s risk management and
control systems are designed to manage rather than eliminate the
risk of failure to achieve the Group’s business objectives, and can
only provide reasonable and not absolute assurance against material
misstatement or loss.
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Handling and disclosure of inside information

With respect to procedures and internal controls for the handling and
dissemination of inside information (as defined under the Listing
Rules), the Company is fully aware of its obligations under Chapter 13
of the Listing Rules and the Securities and Futures Ordinance. The
Board reviews from time to time its internal guidelines on inside
information with reference to its own and industry circumstances and
also makes reference the “Guide on Disclosure of Inside Information”
issued by the Securities and Futures Commission in considering its
obligations to make a disclosure. The Company’s policy strictly
prohibits unauthorised use or dissemination of confidential or inside
information and has established and implemented procedures for
responding to external enquiries about the Group’s affairs, including
the provision of an email address for external enquiries. The Company
Secretary also regularly sends out reminders to the directors, senior
management and employees reminding them of their obligations with
respect to inside information under the relevant statutory provisions
and Listing Rules.

All media communication activities are restricted to persons
appointed by the Board for the role in order to protect the interests of
the Company and keep inside information strictly confidential prior to
its disclosure.
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Investor Relations and Communication with
Shareholders

The Company establishes different communication channels with
shareholders and investors: (i) dispatching printed copies of corporate
communication documents to shareholders; (i) the annual general
meeting provides a forum for shareholders to raise comments and
exchange views with the Board; (i) latest and key information of the
Group is available on the website of the Company; (iv) press
conference and briefing meetings with investors, shareholders and
analysts may be set up from time to time to provide updated
information about the Group, and; (v) the Company’s registrars serve
the shareholders in respect of all share registration matters. The
Board welcomes views of shareholders and encourages them to
attend general meetings to raise any concerns they might have with
the Board or the management directly. The Chairman of the Board as
well as the Chairmen and/or other members of the Audit and Risk
Management Committee and the Remuneration Committee will
normally attend the annual general meetings and other shareholders’
meetings of the Company to answer questions raised.

The Company convened one shareholders’ general meeting in 2020,
being the Annual General Meeting (the “AGM”) for the year 2019. The
AGM held on 29 May 2020 reviewed and approved a number of
resolutions such as the financial statements for the year 2019, Report
of Directors and appointment and remuneration of auditors of the
Company. All the Directors, namely Mr. CHEN Qiyuan, Mr. CHEN
Zheng He, Mr. WONG Sin Yung, Dr. NGAI Wai Fung and Mr.
CHEUNG Kin Wing and Dr. WANG Qi have attended the AGM of the
Company.

Company Secretary

The company secretary is Mr. WONG Sin Yung, an associate
member of Hong Kong Institute of Certified Public Accountants. Mr.
WONG is also our executive Director and Chief Financial Officer. He
assists the Board by ensuring good information flow within the Board
and that the policy and procedures of the Board are followed.

In compliance with Rule 3.29 of the Listing Rules, Mr. WONG has
undertaken no less than 15 hours of relevant professional training
during the year ended 31 December 2020.
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Shareholders’ Rights

Pursuant to the articles of association of the Company (the “Articles”),
shareholder(s) holding not less than one-tenth of the paid-up capital
of the Company carrying the right of voting at general meetings may
request the Company to convene an extraordinary general meeting
by sending a written requisition to the Board or the Company
Secretary.

Shareholders may send written enquiries to the Company for putting
forward any enquiries or proposals to the Board.

Contact details are as follows:
Address: Suite B, 16/F Ritz Plaza,

122 Austin Road,

Tsimshatsui, Kowloon, Hong Kong

(For the attention of Mr. WONG Sin Yung,
Company Secretary)

Fax: +852 3114 8819
Email: IR@1338.hk

Constitutional Documents

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

Auditors’ Remuneration

The remunerations paid/(payable) to the Company’s independent
external auditor, SHINEWING (HK) CPA Limited, for the year ended
31 December 2020 in relation to audit services and non-audit
services (including the review of the Company’s interim results
announcement and interim report for the year 2020, respectively)
were approximately RMB903,000 and RMB160,000 respectively.
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Report of the Directors
EFEZRE

The Directors submit this Report of Directors together with the
audited consolidated financial statements for the year ended 31
December 2020.

Principal Activities

The principal activities of the Group are the designing, manufacturing,
trading and distribution of Chinese herbal products, including
shampoo products, hair-care products, skin-care products, and
household cleaning products. The principal activities and other
particulars of the subsidiaries are set out on pages 162 to 163 of this
annual report.

Business Review

A fair review of the business of the Group, together with a description
of the principal risks and uncertainties facing the Company,
particulars of important events affecting the Group that had occurred
since the end of the financial year 2020, as well as indication of likely
future developments in the business of the Group are set out in the
sections “Business Review” on pages 9 to 13, “Key Risks and
Uncertainties” on pages 14 to 15, “Environmental Protection” on
page 15, “Business Compliance” on page 16, “Relationship with
Employees, Customers and Suppliers” on page 16, and “Outlook” on
pages 20 to 24 of this report respectively. An analysis using financial
key performance indicators is set out in the sections “Revenue and
Segment Information” on pages 121 to 124 and “Five Year Financial
Summary” on page 164 in this report.

Dividends

Following a review of the operating results of the Group, the Board
does not recommend the payment of any final dividends in respect of
the year ended 31 December 2020.

Results and Appropriations

The results of the Group for the year ended 31 December 2020 are
set out in the consolidated statement of profit or loss on page 73 of
this annual report.
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Report of the Directors (Continued)

Reserves

Details of the movements in the reserves of the Group and the
Company during the financial year 2020 are set out on pages 76 and
154 of this annual report respectively.

Major Customers and Suppliers

During the year ended 31 December 2020, sales made to the
Group’s five largest customers and the largest customer accounted
for approximately 23.1% and 11.0%, respectively of the total sales of
the Group. The Group purchased approximately 38.85% and 16.0%,
respectively of its goods and services purchased from its five largest
suppliers and the largest supplier.

None of the Directors, their close associates or any shareholders (which
to the knowledge of the Directors own more than 5% of the
Company’s share capital) had an interest in any of the Group’s five
largest customers and suppliers.

Financial Summary

A summary of the results and of the assets and liabilities of the Group
for the last five financial years is set out on page 164 of this annual
report.

Bank Borrowing

Please refer to note 26 of the audited consolidated financial
statements for details of bank borrowing of the Group.

Property, Plant and Equipment

Details of the movements in property, plant and equipment of the Group
are set out in note 17 to the consolidated financial statements.
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Share Capital and Share Options

Details of the movements in the share capital of and the share
options granted by the Company are set forth in notes 28 and 29 to
the consolidated financial statements.

Changes in Equity

Please refer to the consolidated statement of changes in equity as
contained in the audited consolidated financial statements of the year
(page 76 of this annual report).

Pre-emptive Rights

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

Principal Subsidiaries

Please refer to note 36 of the audited consolidated financial

statements for details of the Company’s principal subsidiaries at 31
December 2020.

Purchase, Sale or Redemption of the Company’s
Listed Securities

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

Equity-Linked Agreements

Save for the Share Option Scheme described below, the Group has
not entered into any equity-linked agreements during the year.

Tax Relief and Exemption

The Company is not aware of any tax relief and exemption available

to the shareholders of the Company by reason of their holding of the
Company’s securities.
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Sufficiency of Public Float

Based on the information that is publicly available to the Company
and within the knowledge of the Directors as at the latest practicable
date prior to issue of this annual report, the Company has maintained
the prescribed public float with at least 25% of the Shares held by the
public as required under the Listing Rules during the year ended 31
December 2020 and up to the date of this annual report.

Permitted Indemnity

Pursuant to the Articles, every Director shall be entitled to be
indemnified out of assets of our Company against all losses or
liabilities which he/she may sustain or incur about the execution of
duties of his/her office or otherwise in relation thereto. Such permitted
indemnity provision is currently in force and was in force throughout
the financial year. For the year under review and as at the date of this
report, the Company has arranged appropriate insurance cover in
respect of legal actions against the directors of the Company.

Management Contracts

No contract concerning the management and administration of the
whole or any substantial part of the business of the Company was
entered into or existed during the year.

Directors
The Directors during the year were:

Executive Directors

CHEN Qiyuan (Chairman)
CHEN Zheng He (Chief Executive Officer)
WONG Sin Yung cra

Independent non-executive Directors

Dr. NGAI Wai Fung php, cPA, FCCA, FCIS, FCS (P.E.), MCIArb
CHEUNG Kin Wing rca, cra
Dr. WANG Qi
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Directors’ Biographies and re-election of Directors

Details of the Directors’ (for the year ended 31 December 2020)
biographies have been set out on pages 59 to 64 of the annual
report.

Directors’ Service Contracts

Each of our executive Directors (other than Mr. CHEN Zheng He) has
entered into a director’s service agreement with the Company for a
term of three years from 4 July 2015. Mr. CHEN Zheng He has
entered into a director’s service agreement with the Company for a
term of three years from 20 October 2014. All these service
agreements are automatically renewable upon expiration, unless
terminated by not less than six months’ written notice served by
either party to the service agreement on the other or in accordance
with the provisions set out in the relevant service agreement.

For the independent non-executive Directors, Dr. Ngai Wai Fung has
entered into a letter of appointment with the Company for a term of
three years from 4 July 2018. Mr. CHEUNG Kin Wing has entered
into a letter of appointment with the Company for a term of three
years from 13 November 2020. Dr. WANG Qi has entered into a letter
of appointment with the Company for a term of three years from 17
April 2018.

None of the Directors of the Company has entered into any service
contract with the Company which cannot be terminated by the
Company within one year without payment of compensation, other
than statutory compensation.

Directors’ Emoluments

The emoluments for the Directors are determined with reference to
salaries paid by comparable companies, experience, responsibilities
and performance of the Group. The Directors may be benefited from
fees, salaries, housing allowances, other allowances, benefits in kind
or bonuses in accordance with their respective service contracts.
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Report of the Directors (Continued)

Confirmation of Independence

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

Directors’ and Chief Executive’s Interests and
Short Positions in Shares, Underlying Shares
and Debentures of the Company and its
Associated Corporations

As of 31 December 2020, the Directors and chief executive of the
Company had the following interests and short positions in the
shares, underlying shares and debentures of the Company or any of
its associated corporations (within the meaning of Part XV of the
Securities and Futures Ordinance (Cap. 571 of the Laws of Hong
Kong) (the “SFO”)), which were required (a) 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 they
had taken or deemed to have under such provisions of the SFO); or (b)
to be and were entered into the register that was required to be kept
by the Company pursuant to section 352 of the SFO; or (c) as
otherwise notified to the Company and the Stock Exchange pursuant
to the Model Code:
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EEZHRE (E)

Directors’ and chief executive’s interests and short

EEREETHRAARFTLFRMG

positions in shares, underlying shares and HBERBROREEEZEDEEFHIESR R
debentures of the Company =}
Number of
ordinary  Approximate
shares/ percentage of
underlying issued share
ordinary capital of the
shares of the Company
Company held RAFE
Name of director/ BEAT 21T
chief executive Long/short position in HEBERX [N
EE/BESTHRAER ordinary shares Nature of interest HEZEER ERBDLE
=z BEBRBPZEF/IXR EEME I 1n BB (W8
CHEN Qiyuan (Note 1) Long Interest in controlled 1,900,840,000 60.12%
corporation
PR RUIR (Bt 5E1) HE PIT 22 % B 7 &
CHEN Zheng He (Note 2)  Long Interest in controlled 1,900,840,000 60.12%
corporation
PR IE#5 (Bt 2) e T DA B #E 2
WONG Sin Yung Long Beneficial owner 2,100,000 0.07%
BER o) EnEAA
Notes: B &t
1. CHEN Qiyuan was deemed to be interested in the 1,900,840,000 shares of the 1, B & [ BRUJR 45 /5 Fortune Station 2 50.43% 2 & %
Company held by Fortune Station Ltd. (‘Fortune Station”) by virtue of CHEN Qiyuan TR 0 BR BUOR ¥ 48 & % A Fortune Station Ltd.
holding 50.43% of the issued share capital of Fortune Station. The remaining 49.57% [Fortune Station | fi7 #5 /5 #91,900,840,000 f& A &)
of the issued share capital of Fortune Station was held by Heroic Hour Limited (“Heroic f% 15 H) #E & ° Fortune Station # B #:49.57% B %
Hour"). Heroic Hour’s entire issued share capital is held by CHEN Zheng He as trustee 77 B 7~ f Heroic Hour Limited ([ Heroic Hour |) 5
for himself and on behalf of his six brothers and sisters. The beneficial interests of B MREBEASTARBRENUPKESR
CHEN Qiyuan’s six children under the age of 18, namely CHEN Cynthia Yuping, CHEN Heroic Hour ) 2 Ef B 2 17 & 7N - f R RUR 18/ 5%
Li Zi, CHEN Zheng Sheng, CHEN Zheng Yan, CHEN Ya Shan and CHEN Bo Ling in LA TR B /i F %2+ BNPR 4% ¥F - CHEN Li Zi * CHEN
Heroic Hour, representing 78.00% of the issued share capital of Heroic Hour, were Zheng Sheng * & IE & + B& Tt & K& Chen Bo Ling fiT
also attributable to CHEN Qiyuan. H 25 ¥ A #978.00% Heroic Hour 2 % 17 J% 78 IR 4R
R B REUR
2. CHEN Zheng He was deemed to be interested in the shares of Fortune Station held by 2. BHEBEBEASTARBRERNMUBEEAR

Heroic Hour by virtue of him holding the entire issued share capital of Heroic Hour (as
trustee for himself and his six brothers and sisters). Therefore CHEN Zheng He was
deemed to be interested in the 1,900,840,000 shares of the Company held by Fortune
Station.

Heroic Hour ) 2 &0 2 % 17 A& 78 1 # 18 /& 5 Heroic
Hour 7£ Fortune Station#) # == # # & # = ©
Itk BR IE #5 #% 12 /& # % Fortune Station T 35 & &9
1,900,840,000 % & ] A& 17 #9 # &% ©
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Directors’ and chief executive’s interests and short
positions in shares, underlying shares and
debentures of associated corporations

EFEHRE (F)

ESREETHRA BB ERMNK
fo-HHRKMRREEBEPZE R %
=

Approximate

Number of percentage of
ordinary interest in
Name of director/ Name of shares held associated
chief executive associated Long/short BEMH corporation
EZ/BRTHAR corporation Nature of interest position ZER REBEZESD
=L HEEE AR ERME HI%E ROEBE EZBEIL
CHEN Qiyuan (Note 1) Fortune Station Beneficial owner Long 20,000 50.43%
BRRUR (M 5E1) EnfAA i E
Interest of children under Long 15,330 38.66%
the age of 18
AMI1BRE TR 2 # o Sy
Other Long 4,327 10.91%
HAth e
CHEN Zheng He (Note 2)  Fortune Station Interest in controlled corporation  Long 19,657 49.57%
PR IE#5 (Fif5E2) P #2251 A B #E 2 e
Notes: B 3 -
1. CHEN Qiyuan was the beneficial owner of approximately 50.43% of the issued share 1. P& BLR A& Fortune Station 2 %2 17 1% 2K 89 #950.43% &

capital of Fortune Station. The beneficial interests of CHEN Qiyuan’s six children under
the age of 18 in Heroic Hour, representing 78.00% of the issued share capital of
Heroic Hour, were also attributable to CHEN Qiyuan. Heroic Hour held approximately
49.57% of the issued share capital of Fortune Station.

2. CHEN Zheng He was deemed to be interested in the interests of Fortune Station held
by Heroic Hour by virtue of him holding the entire issued share capital of Heroic Hour (as
trustee for himself and his six brothers and sisters).

Other than as disclosed above, as at 31 December 2020, so far as
known to any Director or chief executive of the Company, neither the
Directors nor the chief executive of the Company had any interests or
short positions in any shares, underlying shares or debentures of the
Company or any of its associated corporations (within the meaning of
Part XV of SFO) which were required (a) 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 they
had taken or deemed to have under such provisions of the SFO); or (b)
to be and were entered into in the register that was required to be
kept by the Company pursuant to Section 352 of the SFO; or (c) as
otherwise notified to the Company and the Stock Exchange pursuant
to the Model Code.

mHAAN - AREURISEARA T AN TFLME
5 5 A #978.00% Heroic Hour 2, 8 17 f% 28 IR 4848 &
57 B 1A BREXR © Heroic Hour#¥ 7 Fortune Station & 2%
TR A 8 #749.57% ©

2. BREREBEAITARBREANUBH®KER
Heroic Hour 2 & &B 2 % 17 i% 7~ 1 4% 4% /& 5 Heroic
Hour 7 Fortune Station 89 # 2 7 # /5 # 4 ©
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EFBHRS (88)

Interests and Short Positions of Substantial
Shareholders of the Company

As of 31 December 2020, so far as known to any Director or chief
executive of the Company, shareholders (other than a Director or
chief executive of the Company) who had an interest or short position
in the shares or underlying shares of the Company as recorded in the
register that was required to be kept pursuant to Section 336 of the
SFO were as follows:

RPNBRFERRERHOEZR
NP
IR 2

BARABEMESEHESTRABM
MR —_E_TE+_A=1t—H KX
(RARREZTHRSITHRABIN) RK
MRBERD T EAERIERE S X E &
PIE336HFMEAELCNFFENE LM
AEVERSORB T

Approximate
Number of percentage of
ordinary shares issued share

ofthe Company capital of the
Name of shareholder Nature of interest held Company
RAFBE
BENLQR BITRAEAHZ
ZER X =
IRER & B EEMtE g = (W8
Fortune Station Beneficial owner 1,900,840,000 (L) 60.12%
ExnEAA
Heroic Hour Interest in controlled corporation (Note 1) 942,199,659 (L) 29.80%
Pz sl E B s (P EE1)
WAN Yuhua (Note 2) Interest of children under the age of 18 734,797,818 (L) 23.25%
B EE(MF2) RM18BRH F 2 2 2
CHEN Cynthia Yuping (Note 3) Beneficiary of a trust (other than a discretionary trust) 122,466,303 (L) 3.87%
PR SE 5 (Kt 5 3) X am A GERBER)
Other 1,778,373,697 (L) 56.25%
Hh
CHEN Li Zi (Note 3) Beneficiary of a trust (other than a discretionary trust) 122,466,303 (L) 3.87%
CHEN Li Zi (P 7£3) X m A GERBERE)
Other 1,778,373,697 (L) 56.25%
HAb
CHEN Zheng Sheng (Note 3) Beneficiary of a trust (other than a discretionary trust) 122,466,303 (L) 3.87%
CHEN Zheng Sheng (Fif 7£3) 55t X & A GERB(EE)
Other 1,778,373,697 (L) 56.25%

Hit
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EFEHRE (F)

Approximate

Number of percentage of
ordinary shares issued share
of the Company capital of the

Name of shareholder Nature of interest held Company
RAFBE
BENLQR BITREAHZ
ZRER EmEO
REREB EEME g - 4= (W&
CHEN Zheng Yan (Note 3)  Beneficiary of a trust (other than a discretionary trust) 122,466,303 (L) 3.87%
PR IE 52 (Pt 5 3) ErtX@m A GERMERE)
Other 1,778,373,697 (L) 56.25%
H oy
CHEN Ya Shan (Note 3) Beneficiary of a trust (other than a discretionary trust) 122,466,303 (L) 3.87%
PR M= (B 3) ErtX@m A GEREER)
Other 1,778,373,697 (L) 56.25%
Hith
CHEN Bo Ling (Note 3) Beneficiary of a trust (other than a discretionary trust) 122,466,303 (L) 3.87%
CHEN Bo Ling (Hf 3£ 3) ErEXm A GERIBER)
Other 1,778,373,697 (L) 56.25%
HAh
(L)—Long Position
L—EFE
Notes: Bt 3 -
1. Heroic Hour was the beneficial owner of approximately 49.57% of the issued share 1. 78 # Heroic Hour /& Fortune Station 2 3 17 i 748 #9 49

capital of Fortune Station and was deemed to be interested in the shares of the
Company held by Fortune Station.

2. The beneficial interests of WAN Yuhua’s six children under the age of 18, namely
CHEN Cynthia Yuping, CHEN Li Zi, CHEN Zheng Sheng, CHEN Zheng Yan, CHEN Ya
Shan and CHEN Bo Ling in Heroic Hour, representing 78.00% of the issued share
capital of Heroic Hour, were also attributable to WAN Yuhua.

3. The interests of CHEN Cynthia Yuping, CHEN Li Zi, CHEN Zheng Sheng, CHEN Zheng
Yan, CHEN Ya Shan and CHEN Bo Ling were held as beneficiaries under a trust,
which held 100% of the issued share capital of Heroic Hour.

Other than as disclosed above, as of 31 December 2020, the
Company has not notified by any person (other than a Director or
chief executive of the Company) who had interests or short positions
in the shares or underlying shares of the Company as recorded in the
register required to be kept pursuant to Section 336 of the SFO.

49.57% B % B A » Heroic Hour # 1% 7 7 Fortune
StatonHF A AR RN PEEER

2. B8 EEISEARNU TN T BN F -
CHEN Li Zi * CHEN Zheng Sheng ' FRIF 7 @ BR =
K CHEN Bo Ling T & % 5§ /& #178.00% Heroic Hour
ERITRATHEARERERE -

3. JRFEPREELF ~ CHEN Li Zi ~ CHEN Zheng Sheng ~ R
F#  BR#EZMCHENBoLingBR — {5/t T
= A v I 1E 7 #5 B Heroic Hour 2 0 B B 1TRE AN -

R—_E-_ZEF+-_A=Z+—H B EX
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Share Option Scheme

The Company currently has in place a share option scheme, the
purpose of which is to give the Directors, senior management and
employees of the Group an opportunity to have a personal stake in
the Company and help motivate its employees to optimise their
performance and efficiency, and also to retain employees whose
contributions are important to the long-term growth and profitability
of the Group.

The current scheme was adopted on 29 May 2020 (the “2020 Share
Option Scheme”), which replaced the previous share option scheme
that expired on 19 May 2019. Unless otherwise cancelled or
amended, the 2020 Share Option Scheme would remain in force for
10 years from the date of it becoming unconditional. All conditions for
the adoption of the 2020 Share Option Scheme have been fulfilled on
2 June 2020.

The eligible participants of the 2020 Share Option Scheme may
include, among others, directors, employees, consultants,
professionals, customers, suppliers, agents, business or joint venture
partners, advisors and contractors of the Group or a company in
which the Group holds an interest or a subsidiary of such company.

The maximum number of Shares which may be issued upon the
exercise of all outstanding options granted and yet to be exercised
under the Share Option Scheme and any other schemes of the
Company, must not, in aggregate, exceed 30.0% (or such other
percentage as may be allowed under the Listing Rules) of the total
number of Shares in issue from time to time. The maximum number
of Shares issuable to each eligible participant in the Share Option
Scheme within any 12-month period is limited to 1.0% of the Shares
of the Company in issue at any time. Any further grant of share
options in excess of this limit is subject to shareholders’ approval at a
general meeting.

The total number of shares in respect of which options may be
granted under the 2020 Share Option Scheme shall be 316,244,072
shares, representing 10.0% of the issued share capital of the
Company as at the date of this annual report.
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Share options granted to a connected person (or its associates) of
the Company, or to any of their associates, are subject to approval in
advance by the independent non-executive Directors. In addition, any
share options granted to a substantial shareholder or an independent
non-executive Director of the Company, or to any of their associates,
in excess of 0.1% of the shares of the Company in issue at any time
and with an aggregate value (based on the price of the Company’s
shares at the date of grant) in excess of HK$5 million, within any
12-month period, are subject to shareholders’ approval in advance at
a general meeting.

The offer of a grant of share options may be accepted, upon payment
of an option price to be determined by the Board from time to time.
The exercise period of the share options granted is determinable by
the Board, and commences after a certain vesting period and ends
on a date which is not later than 10 years from the date of grant of
the share options.

There is no general requirement on the minimum period for which an
option must be held or the performance targets which must be
achieved before an option can be exercised under the terms of the
2020 Share Option Scheme.

The exercise price of share options is determinable by the Board, but
shall be at least the highest of (i) the closing price of the Shares as
stated in the Stock Exchange’s daily quotations sheet on the offer
date, which must be a business day; (i) the average of the closing
price of the Shares as stated in the Stock Exchange’s daily quotation
sheets for the five business days immediately preceding the Offer
Date; and (jii) the nominal value of a Share.

An offer of a grant of share options shall be deemed to have been
accepted and a share option to which the offer relates shall be
deemed to have been granted and accepted and to have taken effect
when the Company, within 21 days from the date on which a share
option is offered to an eligible participant, receives the duly signed
offer letter from the grantee together with the number of shares in
respect of which the offer is accepted clearly stated therein and a
non-refundable payment of HK$1.00 (or such other sum in any
currency as the Board may determine) in favour of the Company as
consideration for the grant of share option thereof.

Since the effective date of the 2020 Share Option Scheme and up to
31 December 2020, no share option was outstanding under the 2020
Share Option Scheme, and there was no share option granted,
exercised, cancelled or lapsed under the 2020 Share Option Scheme
during the year ended 31 December 2020.
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Connected transactions and continuing connected
transactions

For the year ended 31 December 2020, the Group had the following
connected transactions and continuing connected transactions in
accordance with Chapter 14A of the Listing Rules:

1. Lease Agreement for the Group’s production facilities,
office premises and staff dormitory
On 1 December 2017, Bawang Guangzhou and Guangzhou
Bawang entered into a lease agreement (the “Old Lease
Agreement”) for the Group’s production facilities, office
premises and staff dormitory, which is located at 468 Guanghua
3rd Road, Bawang Industrial Complex, Baiyun District,
Guangzhou, the PRC. The Old Lease Agreement was for a
lease term of three years commencing on 1 December 2017,
and the monthly rent (exclusive of management fee and other
outgoings, which are payable to an independent third party
management company) in aggregate is RMB719,858. Details of
the Old Lease Agreement were disclosed in the Company’s
announcement dated 1 December 2017.

On 17 November 2020, Bawang Guangzhou and Guangzhou
Bawang entered into a lease agreement (the “New Lease
Agreement”) for the Group’s production facilities, office
premises and staff dormitory in the same premises with a
reduced area for a fixed term of one year commencing from 1
December 2020. The monthly rent (exclusive of management
fee and other outgoings, which are payable to an independent
third party management company) in aggregate is
RMB1,040,013 under the New Lease Agreement. Pursuant to
IFRS16 (Leases), the leased premises under the New Lease
Agreement were recognised by the Group as a right-of-use
asset with a book value of approximately RMB12,191,000 as at
1 December 2020, and the transaction contemplated under the
New Lease Agreement was regarded as an acquisition of a
right-of-use asset by the Group pursuant to the Listing Rules.
Details of the New Lease Agreement were disclosed in the
Company’s announcement dated 17 November 2020.

For the year ended 31 December 2020, the lease payment paid
by Bawang Guangzhou to Guangzhou Bawang pursuant to the
Old Lease Agreement and New Lease Agreement was
approximately RMB7.2 million and RMB1.0 million, respectively.
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As of 31 December 2017, Guangzhou Bawang was beneficially
owned as to 20% by Mr. CHEN Zheng He, the CEO and an
executive Director of the Company, and 80% by Mr. CHEN
Zheng He’s six brothers and sisters. The transactions
contemplated under the Old Lease Agreement therefore
constituted continuing connected transactions for the
Company; and the transactions contemplated under the New
Lease Agreement constituted connected transactions for the
Company.

Packaging Material Supply Agreement

The Company and Chenming Paper entered into a packaging
material supply agreement on 1 June 2018, pursuant to which
Chenming Paper agreed to supply packaging material to
Bawang Guangzhou from time to time at prices that are
reviewed regularly based on arm’s length negotiations between
the Group and Chenming Paper for a term of three years
commencing from 1 June 2018 (the “Packaging Material
Supply Agreement”). In determining the prevailing market
rates, and to ensure that the terms of purchase of packaging
materials under the Packaging Material Supply Master
Agreement are no less favourable than those offered by
independent third parties, the Company will obtain quotations
from two or more suppliers that are independent from the
Group on a regular basis (but no less frequently than once every
three months to determine the prevalent market prices and
terms of the supply of packaging materials in similar quantities.
For details of the terms of the Packaging Material Supply
Agreement, please refer to the Company’s announcement
dated 1 June 2018.

For the year ended 31 December 2020, the Group did not
purchase any packaging material from Chenming Paper.

Mr. CHEN Qiyuan is a Director. Chenming Paper is wholly
owned by Mr. CHEN Qiwen, who is Mr. CHEN Qiyuan’s
brother. The transactions contemplated under the Packaging
Material Supply Agreement therefore constitute continuing
connected transactions for the Company.
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The internal control and risk management functions of the Group
together with the senior management of the Group had reviewed the
continuing connected transactions of the Company for the year under
review, the scope of review included whether the premises lease
agreements were implemented in accordance with their terms,
whether the packaging materials purchased from the Company’s
connected person were purchased in accordance with the provisions
and the pricing as stipulated in the Packaging Material Supply
Agreement, and whether the transaction amount of each continuing
connected transaction had exceeded its respective annual cap.
During the year under review, the Company did not purchase any
packaging material from Chenming Paper as mentioned above. The
continuing connected transactions in relation to the transactions
contemplated under the Old Lease Agreement did not exceed the
annual caps for the year under review. The results of the review had
been provided to the Board.

The Company confirms that it has complied with the disclosure
requirements in accordance with Chapter 14A of the Listing Rules in
respect of the above connected transactions and continuing
connected transactions. The Company also confirms that during the
year under review it has followed the policies and guidelines as
described above in determining the pricing and the terms of the
continuing connected transactions. The Company further confirms
that the related party transactions that are set out in Note 33 under
the section headed “Notes to the Consolidated Financial Statements”
in this annual report fall within the definition of connected transactions
under Chapter 14A of the Listing Rules, and these transactions
complied with the relevant connected transaction requirements
thereunder.

The independent non-executive Directors have reviewed and
confirmed that the above continuing connected transactions were
entered into the ordinary and usual course of business of the
Company, on normal commercial terms, fair and reasonable and in
the interests of the Shareholders as a whole; and the respective
annual caps are fair and reasonable and in the interests of the
Shareholders as a whole and the transaction amounts of such
continuing connected transactions did not exceed their respective
annual caps for the year ended 31 December 2020.
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The Company’s auditor was engaged to report on the Group’s
continuing connected transactions in accordance with Hong Kong
Standard on Assurance Engagements 3000 (Revised) “Assurance
Engagements Other Than Audits or Reviews of Historical Financial
Information” and with reference to Practice Note 740 “Auditor’s Letter
on Continuing Connected Transactions under the Hong Kong Listing
Rules” issued by the Hong Kong Institute of Certified Public
Accountants. The auditor has issued his unqualified letter containing
his findings and conclusions in respect of the continuing connected
transactions disclosed by the Group above in accordance with Rule
14A.56 of the Listing Rules. A copy of the auditor’s letter has been
provided by the Company to the Stock Exchange.

Directors’ and Controlling Shareholders’ interests in
contracts of significance

Other than as disclosed under the heading “Connected transactions
and continuing connected transactions” in this annual report, no
Director or Controlling Shareholder, or an entity connected with a
Director or a Controlling Shareholder has or had a material interest,
either directly or indirectly, in any transaction, arrangement or
contract of significance to the business of the Group to which the
Company, its holding company or any of its subsidiaries was a party
which was subsisting during or at the end of the 2020 financial year.
Directors’ and Controlling Shareholders’ interest in
competing business

As at 31 December 2020, none of the Directors and their respective
associates (as defined in the Listing Rules) or the controlling
shareholders (as defined in the Listing Rules) of the Company had
any interest in a business, which competes or may compete with the
business of the Group.

Retirement schemes

The Group participates in several defined contribution retirement
plans which cover the Group’s eligible employees in the PRC, and a
Mandatory Provident Fund scheme for the employees in Hong Kong.
Particulars of these retirement plans are set out in note 32 to the
consolidated financial statements of this annual report. There was no
forfeited contribution available to reduce the contribution payable by
the Group under the above schemes.
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Corporate governance

Save as disclosed in this annual report, for the year ended 31
December 2020, all the code provisions set out in the CG Code
contained in Appendix 14 to the Listing Rules were met by the
Company.

Audit and Risk Management Committee

The Audit and Risk Management Committee has reviewed the annual
results of the Group for the year ended 31 December 2020 with the
management of the Company and the Company’s independent
auditors and recommended its adoption by the Board.

Auditors

SHINEWING (HK) CPA Limited will retire and, being eligible, offer
themselves for re-appointment. A resolution for the re-appointment of
SHINEWING (HK) CPA Limited as auditors of the Company will be
proposed at the forthcoming annual general meeting.

On behalf of the Board

CHEN Qiyuan
Chairman

Hong Kong, 30 March 2021
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Directors and Senior Management

Directors

During the year under review, the Board consisted of six Directors,
including three executive Directors and three independent non-
executive Directors. The following table sets forth certain information
in respect of our Directors:

EEREEBERAS

=

REBEEFERN EFEem A 2EFHA
K BRZZ2UTEER=ZR2BILIFH
TEE - TREIBREFENETER:

Name Age Position/Title

#"E Fir BB oL / B8 #5

Mr. CHEN Qiyuan 59 Chairman and Executive Director

PR BUR 5% & TERBTES

Mr. CHEN Zheng He 32 CEQ and Executive Director

PR 1IE 85 %% & EFATERNTES

Mr. WONG Sin Yung 66 Chief Financial Officer and Executive Director
BEREE BEEMBERNTES

Dr. NGAI Wai Fung 59 Independent non-executive Director
BREEELT BYIEMITES

Mr. CHEUNG Kin Wing 66 Independent non-executive Director
RERFE BYERITES

Dr. WANG Qi 41 Independent non-executive Director
TEEL BIFATES

Executive Directors

Mr. CHEN Qiyuan, aged 59, is the co-founder of our Group, our
chairman and has been our executive Director since 12 November
2007. Mr. CHEN is responsible for the overall strategic planning and
management of our Group. Mr. CHEN has extensive experience in
the Chinese herbal HPC product industry, having been engaged in
the consumer chemical product business for over 20 years. Mr.
CHEN entered into the HPC product business by establishing
Guangzhou Bawang Cosmetics Co., Ltd. (the predecessor entity of
the Company) in 1994. Mr. CHEN was engaged in the trading of
pesticides in the PRC before the establishment of Guangzhou
Bawang Cosmetics Co., Ltd.. In November of 2010, Mr. CHEN
Qiyuan was recognised as the “Representative Successor of Chinese
Herbal Tea Culture” by the Guangdong Provincial Bureau of Culture.
In December 2013, Mr. CHEN Qiyuan had been honoured as the
“Distinguished People of Yunfu City” for recognition of his contribution
to the development of the city. Mr. CHEN is the father of Mr. CHEN
Zheng He, an executive Director and the CEO of the Company.
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Mr. CHEN Zheng He, aged 32, was appointed as our executive
Director on 20 October 2014. Mr. CHEN joined the Group in March
2007 and has been officially appointed as a director of Bawang
Guangzhou and afterwards certain other subsidiaries of the Group
since then and started to involve in the planning of sales, marketing,
advertising and promotion campaigns of Bawang Guangzhou. Mr.
CHEN was appointed as the personal assistant to the chief executive
officer of the Company since March 2012, mainly responsible for the
daily administration and management of Bawang Guangzhou. Since
mid-2013, Mr. CHEN has also been responsible for the supervision
and execution of sales, marketing, advertising and promotion
campaigns of Bawang Guangzhou. Mr. CHEN works closely with the
chairman and the chief executive officer of the Company on
formulating overall strategic plan and management of the Group, and
executing strategic plans in marketing, and sales and distribution. Mr.
CHEN has been appointed as the CEO and Remuneration Committee
Member with effect from 9 December 2015. Mr. CHEN obtained the
degree of bachelor of commerce from the University of Toronto in
2012. Mr. CHEN is the son of Mr. CHEN Qiyuan, the chairman and
an executive Director of the Company.

Mr. WONG Sin Yung, aged 66, is our Chief Financial Officer and
executive Director. Mr. WONG joined our Group in April 2008 and
was appointed as our executive Director on 10 December 2008. Mr.
WONG was also appointed as our Chief Financial Officer and our
Company Secretary since December 2008. He is responsible for the
finance management and control, accounting, auditing, company
secretarial and investor relations of our Group. Prior to joining our
Group, Mr. WONG was an executive director of China Ting Group
Holdings Limited (03398), from 2005 to 2008, the shares of which
are listed on the Stock Exchange. Mr. WONG was the chief
accountant and finance manager of Mark Wong & Associates (Industrial
Consultants) Limited from 1988 to 1992 and from 1994 to 2003
respectively. He also worked for a certified public accountant firm
from 1992 to 1994. Mr. WONG has over 30 years experience in
corporate finance, accounting, auditing, corporation administration,
and project consulting. He is an associate member of Hong Kong
Institute of Certified Public Accountants. Mr. WONG obtained a
master’s degree in human resource management from Macquarie
University in 1996 and a master’s degree in business administration
from The University of Hong Kong in 1999.
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Independent non-executive Directors

Dr. NGAlI Wai Fung (Fi{£1£), aged 59, was appointed as an
independent non-executive Director of the Company on 10
December 2008. He is the group chief executive officer of SWCS
Corporate Services Group (Hong Kong) Limited, a specialty company
secretarial, corporate governance and compliance services provider
to companies in pre-IPO and post-IPO stages. Prior to that, he was
the director and head of listing services of an independent integrated
corporate services provider. He has over 30 years of professional
practice and senior management experience including acting as the
executive director, chief financial officer and company secretary, most
of which are in the areas of finance, accounting, internal control and
risk management, regulatory compliance, corporate governance and
secretarial work for listed issuers including major red chips
companies. Dr. NGAI had led or participated in a number of
significant corporate finance projects including listings, mergers and
acquisitions as well as issuance of debt securities. He is a member of
the General Committee and the Chairman of Membership Services of
Sub-Committees of the Chamber of Hong Kong Listed Companies
and has been appointed as a Finance Expert Consultant by the
Ministry of Finance of the PRC since 2016. He was the President of
Hong Kong Institute of Chartered Secretaries (2014-2015), an
unofficial member of the Working Group on Professional Services
under the Economic Development Commission of Hong Kong Special
Administrative Region (2013-2018) and a member of the Qualification
and Examinations Board of the Hong Kong Institute of Certified Public
Accountants (2013-2018). Dr. NGAI is currently the independent
non-executive director of Bosideng International Holdings Limited
(Stock Code: 3998. HK), Powerlong Real Estate Holdings Limited (Stock
Code: 1238.HK), Beijing Capital Grand Limited (Stock Code: 1329.
HK), BBMG Corporation (Stock Code: 2009.HK), TravelSky
Technology Limited (Stock Code: 696.HK), China Communications
Construction Company Limited (Stock Code: 1800.HK) and China
Energy Engineering Corporation Limited (Stock Code: 3996.HK) and
also the independent director of SPI Energy Co., Ltd. Apart from SPI
Energy Co., Ltd., which is now listed on Nasdaq respectively, all of
which are companies listed on the Hong Kong Stock Exchange and/
or the Shanghai Stock Exchange. Dr. NGAI was the independent
non-executive director of China Coal Energy Company Limited (Stock
Code: 1898.HK) from December 2010 to June 2017, China Railway
Group Limited (Stock Code: 390.HK) from June 2014 to June 2017,
Renco Holdings Group Limited (formerly known as HKBridge
Financial Holdings Limited) (Stock Code: 2323.HK) from March 2016
to April 2018, Yangtze Optical Fibre and Cable Joint Stock Limited
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Company (Stock Code: 6869.HK) from September 2014 to January
2020, Health and Happiness (H&H) International Holdings Limited (Stock
Code: 1112.HK) from July 2010 to May 2020 and SITC International
Holdings Company Limited (Stock Code: 1308.HK) from September
2010 to October 2020. Also, he was the independent director of LDK
Solar Co., Limited from July 2011 to April 2020.

Dr. NGAI is a fellow of the Association of Chartered Certified
Accountants, a member of the Hong Kong Institute of Certified Public
Accountants, a fellow of the Chartered Governance Institute (formerly
known as the Institute of Chartered Secretaries and Administrators),
a fellow of the Hong Kong Institute of Chartered Secretaries, a fellow
of Hong Kong Institute of Directors, a member of the Hong Kong
Securities and Investment Institute and a member of the Chartered
Institute of Arbitrators. Dr. NGAI received a doctoral degree in
Finance from Shanghai University of Finance and Economics, a
master’'s degree in Corporate Finance from the Hong Kong
Polytechnic University, a bachelor honor degree in Laws from
University of Wolverhampton in the United Kingdom and a master’s
degree in Business Administration from Andrews University of
Michigan in the United States.
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Directors and Senior Management (Continued)

Mr. CHEUNG Kin Wing ((RZ & 5t 4), aged 66, was appointed as
our independent non-executive Director on 13 November 2014. Mr.
CHEUNG has over 30 years of experience in information technology,
financial accounting, auditing and management. Mr. CHEUNG is a
member of Hong Kong Institute of Certified Public Accountants and a
fellow of the Institute of Chartered Accountants in England and
Wales. Since February 1999, Mr. CHEUNG has been a director and
lead consultant of Sunplex Consultants Limited, a company providing
human resources management and information technology
consultancy services to its clients (including government organisations
and private companies). Mr. CHEUNG had been an independent
director of Principal Trust Company (Hong Kong) Limited (formerly
known as AXA China Region Trustees Limited) from August 1999 to
August 2015 and an independent non-executive director of Bank of
Communications Trustee Limited from November 2003 to January
2018. Mr. CHEUNG has been an independent non-executive director
of ENM Holdings Limited (00128) since June 2016, Trio Industrial
Electronics Group Limited (01710) since February 2017, and Kin
Pang Holdings Limited (01722) since November 2017, companies
whose shares are listed on The Stock Exchange of Hong Kong
Limited. Mr CHEUNG joined Self Strengthening Service Centre
Limited (B3&iR%&EH AR AR]), which is a company limited by
guarantee and an approved charitable organization, as a director on
a voluntary basis with effect from 30 September 2019. Mr. CHEUNG
had held several positions, including Assistant Manager, Manager
and Senior Manager between September 1980 and July 1991 in
Coopers & Lybrand. Mr. CHEUNG had been a partner of Coopers &
Lybrand since March 1995, and had been a partner of
PricewaterhouseCoopers since Coopers & Lybrand was merged with
Price Waterhouse into PricewaterhouseCoopers in October 1998
until his resignation in May 1999. Mr. CHEUNG was Director of
Operations and Finance of Hong Kong Institute of Certified Public
Accountants between July 2004 and April 2008 and a consultant of
Hong Kong Institute of Certified Public Accountants between April
2008 and August 2008. Mr. CHEUNG obtained a Bachelor of
Commerce from The University of Calgary in Canada in June 1979.
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EFERSEBEERAS(AE)

Dr. WANG Qi (E¥fEZL), aged 41, was appointed as an
Independent Director of the Company on 17 April 2018. Dr. WANG
is currently the vice director of the Dongguan Institute of Opto-
electronics, Peking University. Prior to that, from 2010 to 2012, he
was a research associate in the Department of Electronic and
Electrical Engineering of the University of Sheffield in the United
Kingdom, and also worked at Seren Photonics Ltd, a company in the
United Kingdom which focuses on the development and
manufacturing of semi-polar and non-polar Gallium Nitride templates.
From 2012 to 2014, he was a postdoctoral research fellow in the
Department of Electrical and Computer Engineering of McGill
University in Canada.

Dr. WANG is a member of the Dongguan committee of the Jiusan
Society, the chairman of the Songshan Lake branch of the Dongguan
committee of the Jiusan Society, a vice chairman of the technological
innovation promotion committee of the Dongguan Committee of the
Jiusan Society, an entrepreneurship mentor of the Dongguan
Business Incubation Association and a member of the Dongguan
Songshan Lake High-tech Industry Development Zone Science and
Technology Association. He is also the legal representative and an
executive director of the Dongguan Yanyuan Technological Assets
Management Company Limited. He was recognised as a special
professional of Dongguan City (3rd Class Distinctive Talent) by the
Office for the Administration of Talent Affairs of Dongguan City in
2017.

Dr. WANG obtained a bachelor’s degree in physics (magnetism) from
Lanzhou University in 2001. He studied at the Department of Physics
of Peking University from 2002 to 2008. He obtained a Doctor of
Philosophy in the Faculty of Engineering Department of Electronic
and Electrical Engineering from the University of Sheffield in the
United Kingdom in 2010.
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Independent Auditor’s Report

SHINEWING (HK) CPA Limited
43/F., Lee Garden One

33 Hysan Avenue

Causeway Bay, Hong Kong

fkeo

Shinezot'ng

TO THE MEMBERS OF
BAWANG INTERNATIONAL (GROUP) HOLDING LIMITED
(incorporated in the Cayman Islands with limited liability)

Opinion

We have audited the consolidated financial statements of BaWang
International (Group) Holding Limited (the “Company”) and its
subsidiaries (hereinafter collectively referred to as the “Group”) set out
on pages 73 to 163, 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,
consolidated statement of changes in equity and consolidated
statement of cash flows for the year then ended, and notes to the
consolidated financial statements, including a summary of significant
accounting policies.

In our opinion, the consolidated financial statements give a true and
fair view of the consolidated financial position of the Group as at 31
December 2020, and of its consolidated financial performance and
its consolidated cash flows for the year then ended in accordance
with International Financial Reporting Standards (“IFRSs”) issued by
the International Accounting Standards Board (the “IASB”) and have
been properly prepared in compliance with the disclosure
requirements of the Hong Kong Companies Ordinance.

Basis for Opinion

We conducted our audit in accordance with Hong Kong Standards
on Auditing (“HKSASs”) issued by the Hong Kong Institute of Certified
Public Accountants (the “HKICPA”). Our responsibilities under those
standards are further described in the Auditor’s Responsibilities for
the Audit of the Consolidated Financial Statements section of our
report. We are independent of the Group in accordance with the
HKICPA’s Code of Ethics for Professional Accountants (the “Code”)
and we have fulfilled our other ethical responsibilities in accordance
with the Code. We believe that the audit evidence we have obtained
is sufficient and appropriate to provide a basis for our opinion.

18 X1 1% %1 6k &5

HBIEKR(REZRERIARR
(REAEHESZEME LM ERLE])

=R

HMEEANNENETZEF163H F L
BER(EE)ZERERARTERRD X
EFRRAIATABIEEENEEY
BKRE HPFEER_ZTZ-_ZTF+_A
—t+t—HHREYBMRAER UREE
szamirma?mﬁéwﬁméwy
mR HRAEZEHRNGEARESTE
X UREEUBRENT BEEES
FTBRBE -

ﬁﬂiﬁ’ui%’%%? Bﬁf“#ﬁﬁﬂﬂiﬁ%l
SentRlEZEg((EAReRAZE
e)EMmzBERMBREENATERE
(BB R &5 2R ) EE M A T Rk
EEER_ZTETEF+_A=+—HZ
MBERAREBEEZRAILELFE 2HB X
BREFEEHEERE - ]IE.LTJE<<%;;E;\

BODMBEBRERETHERY -
SRNER
AFEREESEHAAGEMOCES

Bt ERDEITE - EELERT K
THETEEAZEEN RS O ZEE T
HRAETBERREARKENEREELFFd R
BEREABSHMAS XS mMmEES
J(’F‘ﬂ%HB'JJ) ATBIRESE I
TE#B'JETTﬁ@LhAE AT HE
1.: KT ESHEXZBRER R CME
BEMARTHEZE LIBHEER -

65



BaWang International (Group) Holding Limited Annual Report 2020

Independent Auditor’s Report (Continued)
B i% 2 6m iR & (48)

Key Audit Matters EEREXEIE

BERMMELHE BREXEEA
ATERARE AN BEREPREEN
FE- ATEERBERGAMBREN
RHTREREEELEEE TTE

Key audit matters are those matters that, in our professional
judgment, were of most significance in our audit of the consolidated
financial statements of the current period. These matters were
addressed in the context of our audit of the consolidated financial

statements as a whole, and in forming our opinion thereon, and we

do not provide a separate opinion on these matters.

Impairment of trade receivables

Refer to note 21 to the consolidated financial statements.

The key audit matter
BREREER

MR FEREFERZR -

58 55 B U R 2% B B £
SRR AM B HRERME21

How the matter was addressed in our audit

EERTFNEERLE

As at 31 December 2020, the Group had trade
receivables of approximately RMB22,110,000, net of
accumulated impairment loss of approximately
RMB7,050,000.

NRZZE-_ZTF+-_A=+—-—HB S£EBHEWK
BR S EA A RB22110,0007T @ 5 HE E 5 A L
A R #7,050,0007T °

Allowance for impairment of trade receivables is based
on expected credit losses (“ECL”), which is estimated
by taking into account the credit loss experience and
forward-looking information including both current and
forecast general economic conditions.

BEPRBERBENREBEEENRBHEERX
([FRMEEEX]D EEBTEERRERMAE
MEHBERTEAMMBEANEELERRNREESE
E’\]O

We have identified valuation of trade receivables as a
key audit matter because of their significance to the
consolidated financial statements and the impairment
assessment of trade receivables involved a significant
degree of management judgement and may be subject
to management bias.

& APIHE B 5 18 U R 5K B9 088 (B 5 4 T E 3 B R | AT
FE AREBEZIRUEFRENGESIRERRE
MERHE EPAEFERSRRREROERN -

Our audit procedures were designed to assess the
assumptions and judgements of the Group’s ECL model
on impairment assessment of trade receivables.

B EFIEFEEHEEENRE S RKRFORE
AMEEMEERARAUNBRR LA R L ERE -

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

BMBEREEEERIAMEL LA HENER - &
EARELEZNVBURMERE FEELBRXEA
BREBERE NN R ATEEERMELEE B
KAEEEEATRERGNSIENE-

We have also inspected settlements from debtors after
year end relating to trade receivables balance as at 31
December 2020 on a sample basis.

BREMERE T FRARKEHZABRB LR =
E_TFT A=t HEZRUERFHKEFHEN
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FR{EE

Valuation of inventories

Refer to note 19 to the consolidated financial statements.

The key audit matter
HRELXER

SHEAVHHRRMEI9-

How the matter was addressed in our audit

EERTFNEERLE

As at 31 December 2020, the Group had inventories of
approximately RMB27,307,000, net of accumulated
allowance of approximately RMB1,585,000.

R-ZB-F5+-A=+—0 ExEFEE
4 A R #527,307,0007C « R BB B KA R
1,5685,0007T °

We have identified valuation of inventories as a key
audit matter because of their significance to the
consolidated financial statements and the involvement
of significant judgement and estimation on the
assessment of the net realisable values with reference
to the latest invoice prices and current market
conditions.

HMEFEENREFGEEREREFSFE B
REMESEVBRRTNEENE  UKBER
ﬁmﬁTﬁWﬂmwmm%M#T &R
EHRFENTENEANHEMGEE

Our audit procedures were designed to assess the
management’s estimations an