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Directors’ Report
S S

The Directors have pleasure in presenting their annual report and the audited
consolidated financial statements of the Company and its subsidiaries
(collectively, the “Group”) for the year ended 31 December 2018.

Principal Activities

The principal activity of the Company is investment holding. The Company’s
subsidiaries are principally engaged in the manufacture and sale of cornstarch,
lysine, starch-based sweetener, modified starch and ancillary corn-based
and corn-refined products. Details of the principal activities of the Company’s
subsidiaries are set out in note 14 to the consolidated financial statements.

Business Review

The Group’s revenue is derived from two business segments, namely (i) upstream
products and (ii) fermented and downstream products, the production activities of
which are carried out in the People’s Republic of China (the “PRC").

A fair review of the Group’s business during the year is set out in the Management
Discussion and Analysis on pages 9 to 15. The Environmental and Sustainability
Report set out on pages 16 to 21 provides a review on the Group’s environmental
policies, compliance by the Group with the relevant laws and regulations that
have a significant impact on the Group and key relationships with the major
stakeholders to the Group (including its employees, customers and suppliers).
The Risk Review Report set out on pages 22 to 24 provides a comprehensive
review on principle risks and uncertainties facing the Group.

The Group is committed to complying with all environmental policies and other
relevant laws and regulations related to its business operating environment. In
addition, the Group also has an internal laboratory to monitor the quality of our
products perpetually in order to ensure that our products comply with national
standards, including food safety standards.

Connected Transaction

The related party transactions for the year ended 31 December 2018 set out in
note 31 to the consolidated financial statements did not constitute connected/
continuing connected transactions as defined under the Rules Governing the
Listing of Securities (the “Listing Rules”) on The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”).
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Directors’ Report
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Dividends

The Board is pleased to recommend the payment of a final dividend of HK1.20
cents per share for the year ended 31 December 2018 to shareholders whose
names appear on the register of members of the Company on 6 June 2019. The
proposed final dividend, if approved at the forthcoming annual general meeting of
the Company (“AGM”), is expected to be paid on or about 9 July 2019 in cash.

Directors
The Directors of the Company during the year and up to the date of this report are:

Executive Directors:

Mr. Tian Qixiang (Chairman)

Mr. Gao Shijun (Chief Executive Officer)
Mr. Liu Xianggang

Mr. Yu Yingquan

Independent non-executive Directors:
Professor Hua Qiang

Mr. Sun Mingdao

Mr. Yue Kwai Wa, Ken

By virtue of Article 108(A) of the Articles of Association of the Company (the
“Articles”), Mr. Gao Shijun, Mr. Yu Yingquan and Mr. Sun Mingdao will retire and,
being eligible, offer themselves for re-election at the forthcoming AGM.

None of the above Directors proposed for re-election has entered into any service
contract with the Company which is not determinable by the Company within one
year without payment of compensation, other than statutory compensation.

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

Directors’ Interest in Transaction, Arrangement or Contract of
Significance

No transaction, arrangement or contract of significance in relation to the Group’s
business to which the Group was a party and in which a Director or his connected
entity had a material interest, whether directly or indirectly, subsisted during or at
the end of the financial year.
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Permitted Indemnity

Pursuant to Article 191 of the Articles, the Directors and other officers of the
Company shall be indemnified out of the Company’s assets from and against
all losses and liabilities which they may incur or sustain in the execution of
their duties, excluding any losses and liabilities that may arise from fraud and
dishonesty. The above indemnity provision was in force during the course of the
year and remained in force as of the date of this annual report. In addition, the
Company has maintained appropriate directors and officers liability insurance for
the purpose of indemnifying for losses in respect of relevant legal actions against
the Directors and other officers of the Company.

Directors’ and Chief Executive’s Interests

As at 31 December 2018, the interests and short positions of the Directors and the
chief executive of the Company in the shares, underlying shares or debentures of
the Company or any of its associated corporations (within the meaning of Part XV
of the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong)
(the “SFQO”)) as recorded in the register kept by the Company pursuant to Section
352 of the SFO or as otherwise notified to the Company and the Stock Exchange
pursuant to the Model Code for Securities Transactions by Directors of Listed
Issuers (the “Model Code”) contained in the Listing Rules, were as follows:
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Name of The Company/ Capacity/ Number and class of
Director associated corporation nature of interest securities held
EEpg FAR/REEE 5,/ EEtE FEESHARER
(note 1)

(BT

Mr. Tian Qixiang The Company Interest in a controlled corporation 3,705,385,194 ordinary shares
of HK$0.10 each (L) (note 2)

HE#FLE /N RN EEER 3,705,385,194% B R A 0. 10 T
B BAR(L) (PHFE2)

Merry Boom Group Limited Beneficial owner 131 ordinary shares of US$1 each (L)

REEEFRAA EREAA 1BIREREEIETHLBRL)

Mr. Gao Shijun Merry Boom Group Limited Beneficial owner 60 ordinary shares of US$1 each (L)
SttELE REEEFRAA EREAA 60 EREEIFTHLBR(L)

Mr. Yu Yingquan

Merry Boom Group Limited

Beneficial owner

1 ordinary shares of US$1 each (L)

Percentage of
shareholding
HREED

61.79%

54.58%

25.00%

0.42%

THERRE RREEBRAA ExBEAA 1REBREBIETHLRR(L)
Notes: iopza
(1) The letter “L” denotes the Directors’ long position in the shares of the Company or (1) FEILIRTEENAR BN A BB EE
the relevant associated corporation. Rt B i 2 e
(2) These shares were held by Merry Boom Group Limited. Merry Boom Group Limited ~ (2) IERMDBBEEBERARFE - REEE

is owned as to approximately 54.58% by Mr. Tian Qixiang. Mr. Tian is deemed to be
interested in all the shares held by Merry Boom Group Limited under the SFO.
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Save as disclosed above, as at 31 December 2018, none of the Directors and the
chief executive of the Company nor their respective associates had any interest
or short position in the shares, underlying shares and debentures of the Company
or any of its associated corporation (within the meaning of Part XV of the SFO)
which were required to be recorded in the register kept by the Company pursuant
to section 352 of the SFO or as otherwise notified to the Company and the Stock
Exchange pursuant to the Model Code.

Share Option Scheme

The Company adopted a share option scheme (the “Share Option Scheme”) on 19
May 2017. The major terms of the Share Option Scheme are as follows:

1. The purpose of the Share Option Scheme is to enable the Group to grant
options to eligible persons as incentives or rewards for their contribution
to the Group and to enable the Group to attract, recruit and retain senior
management, key employees and human resources that are valuable or
potentially valuable to the Group.

2. Eligible participants of the Share Option Scheme are (a) any employee
(whether full-time or part-time including any executive director but
excluding any non-executive director) of the Company, any of its
subsidiaries or any entity (“Invested Entity”) in which any member of
the Group holds an equity interest; (b) any non-executive directors
(including independent non-executive directors) of the Company, any of its
subsidiaries or any Invested Entity; (c) any supplier of goods or services
to any member of the Group or any Invested Entity; (d) any customer of
any member of the Group or any Invested Entity; (e) any person or entity
that provides research, development or other technological support to any
member of the Group or any Invested Entity; (f) any shareholder of any
member of the Group or any Invested Entity or any holder of any securities
issued by any member of the Group or any Invested Entity; (g) any
adviser (professional or otherwise) or consultant to any area of business or
business development of any member of the Group or any Invested Entity;
(h) any other group or classes of participants who have contributed or
may contribute by way of joint venture, business alliance or other business
arrangement to the development and growth of the Group.
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3. The maximum number of shares of the Company (the “Shares”) which

6

may be issued upon the exercise of all outstanding options granted and
yet to be exercised under the Share Option Scheme and any other share
option scheme adopted by the Group must not in aggregate exceed 30%
of the number of issued Shares from time to time. The total number of the
Shares which may be allotted and issued upon the exercise of all options
(excluding, for this purpose, options which have lapsed in accordance
with the terms of the Share Option Scheme and any other share option
scheme of the Group) to be granted under the Share Option Scheme and
any other share option scheme of the Group must not in aggregate exceed
10% of the issued Shares as at the date of approval of the Share Option
Scheme.

The total number of Shares issued and which may fall to be issued upon
the exercise of the options granted under the Share Option Scheme and
any other share option scheme of the Group (including both exercised
or outstanding options) to each grantee in any 12-month period shall not
exceed 1% of the issued Share for the time being (“Individual Limit”").
Any further grant of options in excess of the Individual Limit in any
12-month period up to and including the date of such further grant must
be separately approved by the shareholders of the Company in general
meeting with such grantee and his associates abstaining from voting.

Any grant of options under the Share Option Scheme to a director, chief
executive or substantial shareholder of the Company or any of their
respective associates must be approved by independent non-executive
directors of the Company (excluding independent non-executive director
of the Company who or whose associates is the proposed grantee of the
options). In addition, any grant of options to a substantial shareholder or
an independent non-executive director of the Company or any of their
respective associates, in excess of 0.1% of the issued Shares at any time
or with an aggregate value (based on the closing price of the Shares
at the date of the grant) in excess of HK$5 million, within any 12-month
period, are subject to shareholders’ approval of the Company in a general
meeting.

The exercise period of the share options granted under the Share Option
Scheme is determined by the directors of the Company, which period may
commence from the date of the offer for the grant of options is made, but
shall end in any event not later than 10 years from the date of the offer
for the grant of the option or the expiry date of the Share Option Scheme,
whichever is earlier, subject to the provisions for early termination as
stated in the Share Option Scheme.

The acceptance of an offer of the grant of the option must be made within
28 days from the date of the offer for the grant with a non-refundable
payment of HK$1.00 from the grantee.
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8. The exercise price of the share option is determined by the Board but

shall not be less than the higher of (a) the closing price of the Shares as
stated in the daily quotations sheet of the Stock Exchange on the date of
grant; (b) the average closing price of the Shares as stated in the Stock
Exchange’s daily quotations sheets for the five business days immediately
preceding the date of grant; and (c) the nominal value of the Shares.

The Share Option Scheme shall be valid and effective till 18 May 2027.

As at 31 December 2018, no share option had been granted under the Share
Option Scheme of the Company.

Interests of the Substantial Shareholders

As at 31 December 2018, so far as is known to the Directors, the following person,
other than a Director or chief executive of the Company, has an interest or a short
position in the shares or underlying shares of the Company as recorded in the
register required to be kept by the Company under section 336 of the SFO:

8. BRENTEEHESSEE ETED
RIATEREE : (a)RMHRE L B EERR
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ko
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RZZB-NF+_A=+—R BEEHN EX
RAMRIRRE 5 M B GG F3BHEARAATFERN
BRMAEE UTAL (BEFHARREIETR
ABBRIN) RAR B SHARBI R D P A K

WA

Number
of shares/ Percentage of
Name of Capacity/ underlying issued
shareholder nature of interest shares share capital
B 13, HE R 5 HEBRITRAE
BREREB 227V $-3: 31 A BatE
(note 1)
(HtaE1)
Merry Boom Group Limited Beneficial owner (note 2) 3,705,385,194 (L) 61.79%
TREEE AR QA EnlEA A (MfiE2)
Notes: Bt 5 -

(1)

@)

The letter “L” denotes the long position in the shares of the Company.

These shares were held by Merry Boom Group Limited. Merry Boom Group Limited
is owned as to approximately 54.58% by Mr. Tian Qixiang, an executive Director and
Chairman of the Company. Mr. Tian is deemed to be interested in all the shares held
by Merry Boom Group Limited under the SFO as disclosed under the paragraph
headed “Directors’ and Chief Executive's Interests” above.

Save as disclosed above, as at 31 December 2018, there were no any other
persons (other than the Directors and chief executive of the Company) who had
interests or short positions in the shares or underlying shares of the Company
which were required to be recorded in the register kept by the Company pursuant
to section 336 of the SFO.
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Arrangement to Acquire Shares or Debentures

Other than the Share Option Scheme as disclosed above, at no time during the
year was the Company or any of its subsidiaries a party to any arrangement which
enables the Directors to acquire benefits by means of the acquisition of shares in,
or debentures of, the Company or any other body corporate.

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

There was no purchase, sale or redemption of the Company’s listed securities
during the year ended 31 December 2018.

Pre-Emptive Rights

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

Major Customers and Suppliers

During the year, sales to the Group’s five largest customers accounted for less
than 30% of the Group’s turnover and purchases from the Group’s five largest
suppliers accounted for less than 30% of the total purchases of the Group.

Public Float

Based on the information that is publicly available to the Company and within the
knowledge of its Directors, as at the date of this report, there is sufficient public
float of not less than 25% of the Company’s total issued shares as required under
the Listing Rules.

On behalf of the Board

Tian Qixiang
Chairman
Shouguang, The People’s Republic of China

18 March 2019
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MANAGEMENT DISCUSSION AND ANALYSIS
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INDUSTRY OVERVIEW AND COMPANY DEVELOPMENT
Overview

China’s economic development encountered unprecedented challenges in 2018.
Sino-US trade row continues to escalate, and the relations between the countries
continue to run hot and cold. Growth in China’s domestic demand has slowed
down and the growth has been interrupted. The lack of consumer confidence
has made “consumption downgrade” to become one of the trendy expressions in
2018. It is hard for Chinese enterprises to make investment decisions during such
a difficult period.

The Group has been engaging in the manufacture and sale of cornstarch and
other refined products for more than two decades. Despite the challenges
facing by the industry, our management still has confident about the future of
the industry. Our major product is cornstarch, which is a base material for other
industries, thus the market demand is relatively stable comparing with other
industries. On the other hand, we source most of our corn kernel, which is our raw
material, from Shandong Province and its nearby provinces, thus is not directly
affected by the import tariff measures. Although the earnings performance of
cornstarch and other refinery industries in 2018 were worse than that of 2017,
we are still in an industry-leading position in terms of profitability and energy
consumption indicator.

As the government in the Northeast region ceased to subsidise corn refinery
industries during the year under review, the market has returned to its normal
development and competitive status. We expect that the market will slow down
in 2019, combined with the substantial increase in production capacity for the
cornstarch and other refinery industries, there will be another round of elimination
and integration for the industries.

BUSINESS DEVELOPMENT

The production base of Shouguang Golden Corn Biotechnology Limited (“Golden
Corn Biotech”, a joint venture of the Company) was still under construction in
2018. Although the construction progress is slightly behind schedule, we are still
targeting to put production base into operation by the end of 2019. Upon the
completion, Golden Corn Biotech will engage in the production of cornstarch and
lysine. If the market environment allows, we will explore markets for other new
amino acid products.

In respect of our production capability, should Golden Corn Biotech has duly
commenced production, the production capacity of cornstarch and lysine of the
Group will be increased to 2,400,000 tonnes and 300,000 tonnes per annum
respectively.

On the other hand, we continue to invest in upgrading our production equipment
and bringing in more advanced automated machinery. We plan to upgrade the
enterprise resources planning (ERP) system of the Group in 2019, with an aim to
improve our analysis ability in sales, tender management, storage management
and financial issues, thus enhancing our management efficiency. Fees on the
system upgrade will be funded by internal resources of the Group.

With our strong financial position and our leading production level, we will have
greater influence in the industry once we have finished upgrading our production

capacity.
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MANAGEMENT DISCUSSION AND ANALYSIS
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BUSINESS REVIEW
Upstream products

Upstream products represent cornstarch and ancillary corn-refined products,
which have a variety of application potentials depending on our customers’
industry sectors.

During the year under review, the overall demand of cornstarch was still stable.
The market price movement between cornstarch and corn kernel was almost
correlated in most time.

Soybean was one of the affected commodities in Sino-US trade war, and as
a result, the supply and market price of soybean related products, such as
soybean meal, were also affected. Corn germ and corn germ meal are one of the
materials replaceable with soybean and soybean meal. Corn germ and soybean
can be used for oil extraction. Corn germ meal and soybean meal, which are the
remaining materials after oil extraction, can be further produced as animal feeds.
The selling prices of corn germ meal and corn fibre in the market started to go up
in the second half of the year and resulted in the improvement of profitability in this
business segment.

Fermented and downstream products

Fermented and downstream products consist of lysine, starch-based sweetener,
modified starch, and other fermented products derived from cornstarch.

China is the biggest lysine producer in the world. This position will likely
remain the same in the following years. The production capacity of lysine could
comfortably exceed the domestic demand. As there was abundant supply of
lysine, the selling price of lysine was deeply suppressed during the year under
review. In order to maintain a suitable inventory level and profitability of lysine
products, the Group spent much effort to expand its sales appearance in overseas
market.

The business and sales performance of other products, such as starch-based
sweetener and modified starch, were better than the lysine products during the
year under review. As there were abundant supply in the market, the selling prices
could still be adjusted but at a lower speed than the costs.
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MANAGEMENT DISCUSSION AND ANALYSIS
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FINANCIAL PERFORMANCE
Overview

During the year under review, the Group recorded a total revenue of approximately
RMB5,073 million (2017: RMB4,695 million). Gross profit of the Group decreased
significantly by 28.5% to approximately RMB443 million (2017: RMB620 million).

Profit after taxation decreased significantly to RMB238 million (2017: RMB394
million). Basic earnings per share of the Company was RMB0.0385 per share
based on the weight average number of 5,995,892,000 ordinary shares (2017:
RMB0.0647 per share based on the weight average number of 5,995,892,000
ordinary shares).

Segment performance

Upstream products

Revenue A
Gross profit £ F
Gross profit margin EF =R

MBRER
BE

REBEFERN AEEHBRKANDAR
¥5,073,000,000 (ZF—EF : AR
4,695,000,0007T ) © 7~ & B K] E T K18 T £628.5%
EH ARB443,000,000T (ZZT—+F : ARE
620,000,0007T) °

R B 1% F B K08 T Bk = A R 238,000,000 (=
T— 4 : AR%394,000,0007T)  RIFEMEFH
[k £15,995,892,000/8 & BARET & - A AR ERE
REMBERARE0O38ST (ZE—+45 1B
I 49 1% £15,995,892,000% & @Ak 5t B AT %
AR#®0.06477T) °

AERE
FHER

2018 2017

—E-N\F —E—+F

RMB’000 RMB’000

ARET T ARET T

3,558,900 3,177,310

266,560 254,970

7.5% 8.0%

Revenue of upstream products increased significantly by 12.0% to
RMB3,558,900,000 (2017: RMB3,177,310,000). The gross profit margin of this
business segment decreased by 0.5 percentage point to 7.5%. During the year
under review, sales volume of cornstarch increased to approximately 1,153,848
tonnes (2017: 1,141,913 tonnes). As a result of the increase in corn kernel price,
the selling price of cornstarch also increased. The average selling price of corn
starch increased by 13.5% to RMB2,121 (2017: RMB1,868) per tonne.
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Fermented and downstream products BER T WFER
2018 2017
—E-N\F —TET—+tHF
RMB’000 RMB’000
AR® T ARETT

Revenue A

~ Lysine — BB 827,433 941,008
— Starch-based sweetener — B HE 322,743 271,853
— Modified starch — R 323,492 275,627
— Others —HAfth 40,921 28,653
Total FEES 1,514,589 1,517,231
Gross profit EAH) 176,604 364,573
Gross profit margin ER = 11.7% 24.0%

Although the revenue of fermented and downstream products segment decreased
slightly to RMB1,514,589,000 (2017: RMB1,517,231,000), the gross profit of
this business segment decreased significantly to RMB176,604,000 (2017:
RMB364,573,000).

Both the sales volume and selling price of lysine products recorded a substantial
decrease in 2018. The average selling price of lysine products decreased to
RMB5,661 (2017: RMB5,977) per tonne, whilst the sales volume decreased to
146,153 tonnes (2017: 157,456 tonnes). Export sales of lysine products increased
to approximately RMB247,230,000 (2017: RMB209,324,000).

Revenue of starch-based sweetener increased significantly by 18.7% to
approximately RMB322,743,000 (2017: RMB271,853,000). The average selling
price and sales volume of starch-based sweetener was about RMB2,105 (2017:
RMB1,956) per tonne and 153,314 tonnes (2017: 138,975 tonnes) respectively.

Revenue of modified starch increased significantly by 17.4% to RMB323,492,000
(2017: RMB275,627,000). The percentage of export sales to total modified starch
sales increased to about 33.3% (2017: 27.3%).

Other fermented and downstream products sales represented new generation and
environmental-friendly products. The production scale and the size of domestic
market were comparatively smaller than other businesses of the Group. Revenue
of these product was approximately RMB40,921,000 (2017: RMB28,653,000).
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Cost of sales and gross profit

The major cost components mainly consisted of corn kernel and utilities expenses,
which represented about 81.3% and 8.3% (2017: 80.8% and 7.8%) of total cost of
sales respectively. During the year under review, the cost of corn kernel, electricity
and steam increased by about 9.6%, 35.1% and 13.8% respectively. As the selling
price of our products were not adjusted in the same pace as the increase in these
major costs, the gross profit of the Group decreased significantly during the year
under review.

The Group did not enter into any forward/futures contract to hedge the price
fluctuation of corn kernel during the year review. The Group makes purchases
from the spot market in accordance with its production schedule.

Review of other operations
Other gains and losses

The other gains and losses decreased substantially to approximately
RMB67,968,000 (2017: RMB105,868,000). The decrease was mainly attributable
to the following factors:

(i) the Group did not receive any government subsidy (2017: RMB97 million)
for the compensation of losses during the relocation of Shouguang
production site;

(ii) the Group recognised the deferred income of approximately RMB49 million
(2017: RMB13 million) which represented the government grants received
from the local governments in previous years;

(iii) the Group recognised a gain of approximately RMB310,000 on disposal
of properties, plants and equipment as compared with a loss of
approximately RMB11 million in 2017; and

(iv) the Group recorded a gain of approximately RMB10 million (2017: RMB6
million) on sales of scrap materials.

HUMAN RESOURCES AND REMUNERATION POLICIES

As at 31 December 2018, the Group had 2,200 full time staff (2017: 2,133). Total
staff costs, including Directors’ emoluments, of the Group were approximately
RMB183 million (2017: RMB167 million). The Group considers the experience,
responsibility, and performance of the Directors and employees of the Group in
order to determine their respective remuneration packages.
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The Company has adopted a share option scheme (the “Share Option Scheme”)
in order to enable the Group to grant options to eligible persons as incentives or
rewards for their contribution to the Group as well as to attract, recruit and retain
senior management, key employees and human resources that are valuable or
potentially valuable to the Group.

In addition, a remuneration committee is delegated by the Board to review and
determine the terms of remuneration packages, bonuses and other compensation
payable to the Directors and senior management.

As at 31 December 2018, no share options have been granted under the Share
Option Scheme.

FINANCIAL MANAGEMENT AND TREASURY POLICY

The Group adopts a conservative approach for cash management and investment
on uncommitted funds. The primary purpose of our financial management and
treasury policy is to ensure possessing sufficient cash and available banking
facilities to meet its commitment on one hand and to obtain better return on the
other hand. Any unused fund is not only placed on short-term/fixed deposits with
authorised financial institutions in Hong Kong and/or the People’s Republic of
China (the “PRC”"), but also short-term capital-and-reward guaranteed financial
instruments.

FOREIGN CURRENCY EXPOSURE

The Directors do not consider the exposure to foreign exchange risk being
significant to the Group’s operation as the Group operated mainly in the PRC
and most of the Group's transactions, assets and liabilities were denominated
in Renminbi. Foreign currencies were however received from export sales. Such
proceeds were subject to foreign exchange risk before converting into Renminbi.
The foreign currencies received from export sales were converted into Renminbi
upon receipt from overseas customers. The Group manages foreign exchange
risk by monitoring the exchange rates closely instead of entering into any foreign
exchange hedging arrangement.

LIQUIDITY, FINANCIAL RESOURCES AND CAPITAL
STRUCTURE

The key financial performance indicators, including gearing ratio, of the Group
for the year ended 31 December 2018 and its comparative figures are set out on
page 105.

The Directors are of the opinion that the working capital available to the Group
is sufficient for its present requirements. The Group’s borrowing, cash and cash
equivalents were mostly denominated in Renminbi. As at 31 December 2018, the
borrowing was approximately RMB4,432,000 (2017: RMB4,432,000) and interest-
free. In addition, the borrowing was with a maturity within one year.
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PLEDGE OF ASSETS

As at 31 December 2018, bills payables were secured by bank acceptance bills
of RMB4,338,000 and bank deposits of approximately RMB6,062,000. As at 31
December 2018, the Group did not pledge any leasehold land and building to
secure banking facilities.

CONTINGENT LIABILITIES

The Group did not have any significant contingent liabilities as at 31 December
2018.

DISTRIBUTABLE RESERVES

As at 31 December 2018, the Company’s reserves available for distribution
to shareholders amounted to approximately RMB156,291,000. The amount of
distributable reserves included the Company’s share premium of approximately
RMB39,369,000, which may be distributed provided that the Company would
remain solvent after the distribution of dividend.

DIVIDEND POLICY

The Board intends to create long term value for the shareholders of the Company
through maintaining a balance between dividend distribution, adequate cash
flow and reserve to meet its working capital requirement and capturing growth
opportunities. The Board may propose or declare the payment of dividends
after taking into account the current financial performance, the future financial
requirements and any other factors that may deem relevant to the Company.
The Board may decide the frequency of dividend payment and further declare
or recommend any special distributions. Dividends may be declared or paid by
way of cash or scrip or by other means that the Board considers appropriate.
The payment of dividend is also subject to compliance with applicable laws
and regulations including the laws of Cayman Islands and the Company’s
memorandum and articles of association. The Board will review this dividend
policy from time to time and there can be no assurance that dividend will be paid
in any particular amount for any given period.
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Environmental and Sustainability Report
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Basis of preparation

The preparation of this report was conducted mainly with reference to the
“Environmental, Social and Governance Reporting Guide” set out in Appendix 27
of the Rules Governing the Listing of Securities on the Stock Exchange of Hong
Kong Limited (the “Listing Rules”). This Report has complied with all the “comply
or explain” provisions of the Environmental, Social and Governance Reporting
Guide, which is contained in Appendix 27 to the Listing Rules. We aimed to
provide a balanced and comprehensive review on mainly the environment and
social performance of different areas in our Group with our major stakeholders in
this report. We used priority issue analysis to identify and focus the primary needs
and issues faced by our stakeholder groups.

This report covered the overall environmental and social performance of all major
subsidiaries of the Group which are set out in note 14 to the consolidated financial
statements during the year ended 31 December 2018.

What we believe

Cornstarch is one of the most versatile and easily workable resources which also
has a wide range of application in various industries. From the perspective of corn
supply, the promotion of using cornstarch would support the development of local
and village economy by wise-using the agricultural lands. From the perspective of
demand of corn kernel, cornstarch is one of the most commonly used components
of tens of thousands of manufactured products nowadays. Its existence can
be found in different formats, such as clothing we wear, the food and beverage
served in the restaurant, and as far as oil exploration. Thus, we maintain a positive
view on our business in the long run.

With our strong platform, we are positioned to capture the benefits of an
increasing market share and are well prepared for further sustainable growth.
Even though we are facing the current tough and uncertain global and domestic
environment, our objective remains unchanged, which is to be in a leading
position in the corn-refinery industry in the People’s Republic of China (the “PRC”).
To achieve this goal, the Directors and the Board’s executive management teams
are engaged in expanding our Group in various aspects, including our production
capacity of cornstarch and lysine products, our product pipeline, our marketing
force and our market coverage. The Company is also committed to enhancing our
research and development capability.
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Major Stakeholders to the Group

The Group’s sustainability is highly dependent on the relationship with its
stakeholders. Besides creating value to shareholders of the Company, we also

create value to our stakeholders beyond monetary terms. We are committed

to balancing financial performance with how we do business, how we treat our

people, how we live the values in our business relationships and how we care

for the environment which we rely on. We have six major stakeholder groups

which can participate in or affect our decision-making process and influence our

business outcomes.

A.

Employee

We recognise that the health and safety of our people come first as they
are key to our long-term success. This is core to us and to every aspect of
our business. However, we recorded one fatality at our Linging production
site in March 2018. This involved one employee when an outside grain
truck was being reversed into a discharge area. An investigation was
carried by the Linging Public Security Bureau and concluded that the
trucker was the responsible person in this incident. The management also
took several actions after this incident, such as formulating a new factory
traffic safety management policy, dividing pedestrian walking section,
designating route for on and off-duty, and providing clearer signage, to
avoid similar incident in future.

We believe the achievement of positive workplace relations is mutually
beneficial to the Group and our employees as workplace efficiency is
achieved when labour relationships allow for a culture of continuous
improvement and acceptance of change. Thus, we encourage
communication at all levels. Apart from regular meetings with the
representative of the Group’s labour union, we also obtain opinions from
and provide feedbacks within our workgroups in order to ensure continual
improvement for the work environment and other staff related matters. To
understand, manage and, where possible, minimise occupational injuries
or illnesses in our business is equally important. We have appropriate
controls in place and provide our people with appropriate training to
ensure compliance with the relevant laws and regulations in relation to
employees’ health and safety. On-the-job trainings related to individual
development are also provided to our people to enhance skills and
capabilities for discharging duties at work.
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We, through the Safety and Supervision Department, had provided the
following major training events and topics to our employees during the
year:

Major training event/activity

Fire prevention and fire drill

Hazardous chemical leaking drill

Safety laws and regulations

Occupational disease prevention training

Body check provided for selected staff with high occupational disease risk
Liquid flammable chemical rescue exercise

Electrician, welder and boiler worker safety training

Lightning protection check

Update and change of hazard identification and warning cards
Safety requirement for using hoisting belts

Prevention of dust explosion
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At the same time, we strive to cultivate sustainable employment practices
and labour standards by strictly complying with the PRC Labour Law,
the PRC Labour Contract Law and other applicable PRC employment
regulations throughout our production processes, and by promoting fair
and equal treatment in all areas of human resources, including recruitment
and promotion, compensation and dismissal, working hours, diversity, rest
periods, equal opportunity, anti-discrimination, and other benefits and
welfare. We prohibit the employment and use of child and forced labour in
any of our operations. We believe that the Group can uphold human rights,
prevention of child labour and forced labour by strictly complying with the
above laws and regulations and internal policy.

In adherence with high standards of business ethics and anti-bribery
policies, all employees (including Directors) are required to abide by our
ethics policy and anti-corruption regulations in China. Our employees
are prohibited from conducting themselves in any way which involves
any illegal behaviours by taking advantage or abusing their positions,
including but not limited to bribery, fraud, extortion, money laundering
and illegally obtaining or accepting benefits from others. In addition,
a whistleblowing policy has been implemented to provide a secured
reporting channel for employees and stakeholders including, among
others, customers and suppliers to report any suspected misconduct or
malpractice involving the Group.

During the year under review, there had been no incidences of non-
compliance with relevant laws and regulations that have a significant
impact on the Group regarding, among others, safe working environment,
occupational hazards, employment and labour practices, bribery,
extortion, fraud and money laundering, preventing child and forced labour
and anti-corruption and no legal proceedings or cases regarding corrupt
practices had been instituted by or brought against the Group and/or its
employees.
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Suppliers

We have developed trust with our suppliers. We, as a leading cornstarch
manufacturer, play an important role in the procurement of corn kernel
in Shouguang and Linging districts, which are located in Shandong
province. Our suppliers mainly consist of farmers, cooperatives, agents
and traders. We provide our corn kernel offer price to our suppliers by
using mobile technology. While our procurement is carried out on a 24/7
basis, we propose corn kernel offer prices to our suppliers through mobile
technology to increase efficiency. We believe that our suppliers will deliver
the best corn kernel to us at their first priority because our offer prices
are transparent and we show commitment to purchase at our initial offer
prices. We also adopt a tender policy and procedure for choosing service
providers and subcontractors in a fair and transparent manner.

Customers

Product safety is a great issue as we produce base raw materials for our
customers. Our products can be reproduced for animal feeds or other
products for human intake. The maintenance of high product quality is the
only key to customers’ loyalty. Our quality assurance programme ensures
that our product standards can be identified precisely in accordance
with the Chinese national standards issued by The Standardization
Administration of the PRC. In addition, we also work closely with our
customers to develop our order book and provide the required products at
the right time.

During the year under review, there had been no incidences of non-
compliance with relevant laws and regulations that have a significant
impact on the Group regarding, health and safety, marketing and labelling,
and privacy matters relating to products provided and methods of redress.
Also, there were no product recalls, legal proceedings or cases regarding
product responsibility had been instituted by or brought against the
Group.

Governments

One of our major stakeholders is government authorities. The Group shows
its commitment to improve production efficiency by using modernised
production facilities and deploying resources in the development of
production knowhow. The payback of these investments would not be
within a short time. To ensure that the development direction is on the
right way with long-term government support, we maintain good working
relationship with the municipal governments. In addition, we have worked
closely with local governments, other government bureaus, such as
Environmental Protection Bureau and Tax Bureau. We expect that our
continuous commitments and support to the government authorities would
assist them in better understanding and responding to our industry needs.
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Shareholders

One of the major stakeholders of the Company is our shareholders. We
share our business objective with and create value to our shareholders.
Our long term corporate strategy is to maximise total shareholder return.
The Board undertakes the management responsibility on behalf of our
shareholders. During our decision-making process, we strive to strike a
balance among various factors, including without limitation maintaining a
healthy balance sheet, choosing sustainable development projects, and
determining the optimal financial requirements of the Group.

The Board established a shareholders’ communication policy setting out
the principles of the Company in relation to shareholders’ communications,
with the objective of ensuring the availability of balanced and
understandable information and each of the shareholders are treated
equally. We encourage shareholders and potential investors read the
Company’s corporate communication policy, which is available at the
Company’s website.

Environment

Environmental Policies

The Group understands that our business has an impact on the
environment and we recognise the importance of sound environmental
management practices and sustainable business operations. We are
committed to meeting all environmental standards and policies as set by
government.

Throughout the year under review, there were no material incidence of
non-compliance with the relevant environmental laws and regulations
that have a significant impact on the Group. Our environmental strategy
is to achieve a balance between cost of production on one hand, and
greenhouse gas (“GHG") emissions and sewage disposal on the other
hand. Our business is both energy and water intensive, the Group has its
own facilities to reduce GHG emissions and treat sewage before disposal
to city sewage network. A perpetual monitoring system on sewage
disposal is reported to local environmental protection bureau and open
to public inspection. In order to protect our environment and reduce the
cost of production, we use methane generated from sewage treatment to
produce steam for internal use.

During the year under review, the Group did not produce any hazardous
waste in our production plants. In addition, most of our non-hazardous
wastes are collected and sold to third parties for other uses.
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Use of Resources

Other than corn kernel, electricity and water are the other two major
costs amongst the costs of production. The electricity we used is mainly
generated from coal in Shandong province. Although the Group does
not have any option to choose the source for the production of energy,
we spend much effort to improve production efficiency and, in return, we
can reduce the GHG intensity indirectly. For example, the management
team reviews the energy consumption rate and sets a new target at the
beginning of every financial year. Water is a vital resource for our planet. It
is used to grow crops, feed animals and people, generate electricity and
steam, and produce our products. We extract underground water during
the production and use our own reclaimed water treatment facilities to
minimise over-reliance of using underground water and its impact to the
environment. We are committed to using water responsibly.

Other Stakeholder to the Group — Community

In August 2018, Typhoon Rumbia brought heavy rain in Shandong province. The
production complex located in Shouguang was one of the serious affected areas.
Greenhouses, farmland, livestock and properties were toppled by ruthless flood.
The Group and our staff provided financial support and voluntary community
services to help the afflicted villagers returning to normal life.

It is the Group’s policy to contribute to activities which can benefit the community
and create positive values to society through our business and operation.

Key Performance Summary

The environmental-related performance data are set out in Key Performance
Indicators on pages 105 to 106. The management endeavours to present a
complete and meaningful information to the user of such data, however, we
cannot assure the accuracy or completeness of data in which we collected. The
accuracy of the data we produced in this report may be affected by, inter alia,
unit conversion factors, material/quality tolerance, and difference in material used
and method of production. Therefore, we accept no liability for the accuracy of the
information if users of such data suffer any losses or damage.

ANNUAL REPORT 2018

BREA

B E KRS BAFRKBEERSH S
SIARMAETERAR -BMETBEBELERSE
NREANEH -BEARETEBER
RfAEEERR BRMIERNRELER
=R R AR EREIRGRE -
e EREEERERERERE IR EE
B R R R SABE RSB B 1R K EHLIR Y
EBER KA AREER  HBY AR
FA - BRERELFRT AREERMVE
meRMARABEENREEARK:
HANEEBREPRME TR L EER
B R 3 oK B IR R IR D B A 1 T K
BVKRE - AR IRIBE R E

FEENEMBOHE -HE

RZB-NFNR REBLTAUREFRRE
Mo RNBENGEEEANERET —RARERK
WEORERA - EFRPESREBIOKE
FISHEE - REE KRB T RZ XN RIBHI B S
REBHRRE  AEHMMESEESEE-

AEBEBRRLSBBEFLEE RANHREAS
HEemREEREENEBELER:-

FERBMBE

REABRREEHNFE1062106EMHEERR
B - EEEZSNAZERENAFPERTELA
BEEMER AT RABERERAREMEH
PR AR ol ST B - BT A IR IR LA B
MERERSR (AP R ENRERE D
HOBEEEE  AREHATRNYHREEN X
MZRHFE Bt BRI TSR EARENAFPRA
ZEBEHMEBRUEMRZOEMBRKBEMARE
ERIEE-

—z-ng88 2]



Risk Review Report
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The Board has the overall responsibility for the Group’s risk management and
internal control systems. These systems are monitored by the Board through
the assistance of the Audit Committee, Corporate Strategy and Development
Department and Internal Audit Department.

Risk management and internal control systems are not one-off arrangements;
instead they are integrated into our daily business operations and decision-
making process. The objective of upholding a high standard of risk management
and internal control is to guarantee the sustainability of the Group's development.

Managing risks

The management uses risk scorecard to rank and compare each identified risk
and its related impact posing to the Group. Through this analysis process, all
identified risks are presented to the Board in an effective and comprehensible
manner.

The executive management team is assigned with the responsibility for managing
risks and monitoring the implementation of risk mitigation policies. In addition,
the team heads are required to pledge themselves to ensure appropriate control
procedures are in place within their respective teams to the Chief Executive
Officer once a year.

Major activities in 2018

The Board held one meeting to discuss the risks and mitigation tools for the
year ended 31 December 2018. As consistent with last year, the following works
and tasks related to enhancing our control standards and assessing risks were
completed in 2018:

o Reviewed the internal audit reports (presenting independent appraisals
of the adequacy and effectiveness of the Group’s risk management and
internal control systems)

o Reviewed the production safety reports (presenting reviews on safety and
risk levels of the Group’s production methods, operating procedures as
well as workplace and occupational health conditions)

o Reviewed the risk assessment of the operation of the Group
o Discussed with the management on the risk control measurements
o Reviewed the adequacy and effectiveness of the Group’s risk

management system
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Risk Review Report
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o Carried out different large-scale factory drills, such as product recall .
drill, fire drill, prevention of dust explosion review, safety review on use of

corrosive chemicals, and emergency escape drill

o Engaged an independent consultancy company to provide occupational .

health and safety seminar to our staff

o Engaged an independent consultancy company to review safety measures

Principle risks analysis

Principle risk and uncertainty identification are part of our risk management
system. The following analysis shows the major risks and uncertainties that are
considered material and may adversely affect the business and financial position
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Major risks Mitigation plans
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Domestic market risk . Maintain a strong balance sheet

o Maintain sufficient banking facilities

Our businesses are dependent on the prosperity of Chinese market. The | Strengthen the credit control of customers

challenge of oversupply and weak demand of cornstarch and its related | ® Allocate more resources on the development of overseas market
products accelerates over the year. o Adjust production plan more frequently
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Production risk

Production schedule may be affected by working safety review and
environmental review.

We have no compromise on staff safety. Failure to follow safety laws,
regulations and standards may result in workplace accidents involving
injury or fatality. During the year under review, we spend much effort to
ensure that safety controls are in place.

In order to the fulfil regional gas pollutant benchmark set by the local
government, factories in the region may be required to limit it production
output temporarily. The frequency of such requirement may increase in
the future.
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o Safety Supervision Department to oversee all safety issues of the
Group

o Corporate Strategy and Development Department to monitor
control procedures in place regularly

3 Perform various safety exercises and safety drills regularly

o Maintain high level of gas emission standard during our
production
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Our product may not achieve our customer’s required level of quality
or national standard. Poor quality or sub-standard product could have
negative impact on our brand image and reputation.
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Major risks Mitigation plans
TERE FEE RS
Product safety risk o Undertake strict quality control and product testing
o Carry out periodic product recall drill to improve the handling

process of product recalls shall they arise, hence minimising the
potential negative impact of any sub-standard product on the
Group
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Regulatory risk

It is a trend that environmental protection-related rules and regulations
will be more stringent year by year. Government’s policy may change
without prior signals. Evolving standards, rules and regulations could
result in increased costs, regulatory actions, or in extreme cases,
litigation or plant closure.
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o Regular monitoring and review of changes in laws and
regulations
o Act as a representative of industry group and participate in the

government policy/regulation-making stage
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Expansion failure risk

The Group may not execute a new product project as planned. Business
combination, acquisition or formation of joint venture may not achieve
the expected outcome as planned.
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o Market research and feasibility study on potential new product

. Due diligence work on potential acquisition target

o Engage legal advisors to advise on any key proposed investment
actions
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In respect of the year ended 31 December 2018, the Board

internal control system is effective and adequate for financial report and listing
rule compliance. No significant areas of concern that might affect the Group were

identified.

It should be acknowledged that our risk management and internal control systems
are designed to manage rather than eliminate the risk of failure and can only
provide reasonable and not absolute assurance against material misstatement or

loss.

24

CHINA STARCH HOLDINGS LIMITED

REBE-Z-N\F+_A=+—RHIFEMS &
ZERAAMERRGHMBRBRIET LR
AMmEBER kR AW |EREM AR
SEENEXNAMIEE-

considered the

BEIE RANEREERABEZERRIRE
B (M3EER) B ERER - WEATRIE (M3F
BY)RELEEABERBRAMAIBK -

PEIBRMIZER AR AR




Corporate Governance Report
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The board (the “Board”) of directors (the “Directors”) of the Company understands
maintaining high corporate governance standard is crucial to success in the
future. The Board and its dedicated executive management teams always
demonstrate its commitment in upholding sound internal control standard,
accountability and integrity to the shareholders and stakeholders of the Company.

Corporate Governance Practices

The Company has complied with the applicable code provisions as set out in
the Corporate Governance Code (the “CG Code”) contained in Appendix 14 of
the Rules Governing the Listing of Securities (the “Listing Rules”) on the Stock
Exchange of Hong Kong Limited (the “Stock Exchange”) during the year under
review and has applied the principles as laid down with the aim of achieving a
high level of governance, except that Mr. Tian Qixiang (the chairman of the Board)
did not attend the 2018 annual general meeting (the “2018 AGM”) because of his
other business engagement.

Directors’ Securities Transactions

The Company has adopted its own Securities Dealing Code (the “Dealing Code”)
on terms no less exacting than the Model Code for Securities Transactions by
Directors of Listed Issuers set out in Appendix 10 of the Listing Rules. The Dealing
Code applies to all Directors and to all employees who are informed that they are
subject to its provisions. The Company has made specific enquiry of all Directors
and that all the Directors confirmed their compliance with the required standard
set out in the Dealing Code throughout the year under review.

The Board

The Board is accountable to the shareholders of the Company (the
“Shareholders”) for its leadership and control and is collectively responsible for
promoting the Company’ long-term success and businesses by directing and
supervising the Company’s affairs. The Board is currently composed of four
executive Directors and three independent non-executive Directors. All members
of the Board are subject to the same duties of care and skill and fiduciary duties
in upholding their accountability to the Shareholders and in making decisions
objectively in the best interests of the Company and the Shareholders as a whole.

The Board, being the governing body of the Company, had led the management in
performing the following duties during the year under review:

o Formulating long-term and short-term strategic and business plans

o Approving the Group’s annual forecasts

o Evaluating the business performance of the Group

o Ensuring the integrity of financial information

o Evaluating the effectiveness of the Group’s internal control and risk
management systems

o Reviewing and monitoring the Group’s corporate governance policies and
practices and ensuring their implementation in accordance with the CG
Code

o Ensuring the Group’s compliance with legal and regulatory requirements
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To facilitate effective management, the Board has delegated certain functions
to various Board committees, namely, the Audit Committee, the Remuneration
Committee and the Nomination Committee. Each of these Board committees
operates under their respective written terms of reference on terms no less
exacting than the code provisions. Suggestions and conclusions of the Board
committees will be reported to the Board in its subsequent meeting.

In addition, the Board also delegates the day-to-day operational responsibilities
to the executive management team under the leadership of the Chief Executive
Officer. The Chief Executive Officer, working with the executive management team,
is responsible for the operations and business development of the Group.

Chairman and Chief Executive Officer

The roles of the Chairman and Chief Executive Officer are separate and not be
performed by the same individual. Mr. Tian Qixiang holds the position of the
Chairman, primarily responsible for the strategic positioning. Mr. Gao Shijun
serves as the Chief Executive Officer, primarily responsible for the operations and
business development of the Group.

There is no relationship (including financial, business, family or other material/
relevant relationship(s)) among the Directors and in particular, between Mr. Tian
Qixiang (Chairman) and Mr. Gao Shijun (Chief Executive Officer). The biographies
of the Directors are set out in the section headed “Directors and Senior
Management Profiles”.

Company Secretary

Mr. Leung Siu Hong, the company secretary of the Company, is a full time
employee of the Group. He also serves as the secretary of each of the Audit
Committee, Nomination Committee, Remuneration Committee and other board
committees as organised by the Board from time to time. Mr. Leung is responsible
for advising the Board through the Chairman and/or the Chief Executive Officer
on governance matters, for example, to ensure Board procedures and applicable
laws and regulations are followed.

Mr. Leung is a fellow member of the Hong Kong Institute of Certified Public
Accountants and Association of Chartered Certified Accountant. Mr. Leung is also
a fellow member of The Institute of Chartered Secretaries and Administrators and
The Hong Kong Institute of Chartered Secretaries.

During the year under review, Mr. Leung took no less than 15 hours professional
training to update his skills and knowledge.
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2018 Board and Committee Meeting Attendance and Training
Record

During the year under review, the Board held four regular meetings and eight
other additional meetings. The regular Board meetings are scheduled one year in
advance to facilitate maximum attendance by Directors. Other additional Board
meetings are convened as and when required.

Our Directors recognised the importance of participating in continuous
professional development (the “CPD”) to develop and refresh their knowledge and
skill, which can help them keep abreast of current trends and issues facing the
Group and ensure better fulfilment of their duties as directors of the Company.

The attendance record of the Directors at Board meetings, Board committee
meetings and the 2018 AGM, together with the type of training received by each
of the Directors during the year under review are as follows:
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Executive Directors: HrEs:
Mr. Tian Qixiang(Chairman) BEREE (XR) 44 8/8 NATE R 212 N X AB
Mr. Gao Shijun(Chief Executive Officer) BB (THRER) 44 8/8 NATER N/AT B NIATE R / AB
Mr. Liu Xianggang ARA%E 414 8/8 N/ATER N/ATR NIATER v/ AB
Mr. Yu Yingguan TERRE 44 8/8 NIATES NAT NIATE B / AB
Independent non-executive Directors: BIFUTES:
Professor Hua Qiang ERIR 414 8/8 33 22 1N X AB
Mr. Sun Mingdeo RRELE 44 88 33 22 10 X AB
Mr. Yue Kwal Wa, Ken REERE 414 8/8 33 212 N / AB
A Attending briefings/seminars/webinars/forums/workshops/conferences relating to A PR EEERGKEMEREER AN ER
directors’ duties or other relevant topics & /g WERSE w8 TEY
BES
B Reading materials, such as newspapers, journals, business updates and regulatory B HEHER KENERESHEEEON

updates relating to business, economy or directors’ duties

Board Diversity

With a view to achieving a sustainable and balanced development, the Company
sees increasing diversity at the Board level as an essential element in supporting
the attainment of its strategic objectives and its sustainable development.
In designing the Board’s composition, Board diversity has been considered
from a number of aspects, including but not limited to gender, age, cultural,
race, educational background, professional experience, skills, knowledge and
independence under the Group’s Board Diversity Policy as published on the
Company’s website. All Board appointments will be based on meritocracy, and
candidates will be considered against objective criteria, having due regard for the
benefits of diversity on the Board.
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Director’s Appointments, Re-election and Removal

Pursuant to the Articles of the Company, every Director shall be subject to
retirement by rotation at least once every three years. Any Director appointed to fill
a casual vacancy or as an additional Director shall hold office only until the next
following general meeting of the Company and shall then be eligible for re-election
at that general meeting.

Independent non-executive Directors are appointed for a term of one year subject
to retirement by rotation and re-election in accordance with the Articles. Each
independent non-executive Director is required to inform the Company as soon
as practicable if there is any change that may affect his independence and must
provide an annual confirmation of his independence to the Company.

Accountability and Audit

The Directors acknowledge their responsibility for the preparation and the true and
fair presentation of the consolidated financial statements in accordance with Hong
Kong Financial Reporting Standards and Hong Kong Accounting Standards, using
and applying consistently suitable accounting policies and making reasonable
and prudent judgement and estimates. The Board is not aware of any material
uncertainties relating to events or conditions that may affect the business of the
Company or cast doubts on its ability to continue as going concern.

The financial information and plans were discussed in the regular Board meetings.
The Chairman and Chief Executive Officer of the Company are responsible
for explaining the latest business development and financial projections to the
Directors.

During the year, the fee payable to the external auditor of the Group, SHINEWING
(HK) CPA Limited (“SHINEWING”), and its affiliated firms comprise service
charges for the following:

Audit service EZRT
Review of interim results HETPHEE
Tax representative service MR KRR
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Change of External Auditor in 2016

Because PricewaterhouseCoopers (‘PwC”) and the Company could not reach an
agreement on the audit fee for the financial year ended 31 December 2016, PwC
resigned as the external auditor of the Company in October 2016. SHINEWING
was then appointed as the external auditor of the Company to fill the casual
vacancy of the office. Save as disclosed above, there were no other change in the
external auditor in the preceding three years.

Risk Management and Internal Control

Each company and industry is associated with specific inevitable risks. We cannot
avoid them, but we adopt the best and responsible approach to manage and
overcome them. Our risk management and internal control systems have been in
place for many years, which provide the assurance of operation efficiency, work
safety and safeguarding of assets. The Board undertakes the responsibility for
monitoring the business risks and formulating plans and risk management policies
to mitigate potential risks and uncertainties that materially affect the business of
the Group. The Board is also responsible for evaluating the effectiveness of the
risk management and internal control systems of the Group.

The management team is delegated by the Board to identify, manage and mitigate
material risks that might adversely affect our business. Once the management
team considers any newly-identified risk to be material, it will report such risk to
the Board for assessment and consideration of implementing a corresponding
mitigation plan where appropriate. However, it is possible that certain risks
remain undetected or unidentified and risks currently identified as immaterial may
eventually turn out to be material to our Group. In view of the inevitable nature
of certain risks associated with our business and industry, our risk management
and internal control systems are designed to manage rather than eliminate
unavoidable risks of failure to achieve the Group’s business objectives, and can
only provide reasonable but not absolute assurance against material misstatement
or loss.
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The following diagram shows the risk management hierarchy of the Group, which
provides information on our processes used to identify, evaluate and manage
significant risks:

The Board

Exg

®  Monitoring business risks
EREBAR

e Formulating plans and risk management policies
1 3E 7t & & 2 b B IR R

e Evaluating effectiveness of risk controls and mitigation tools
AT LB 42 o) B £ 4B TR B

e Oversee and ensure the conduct of reviews on the Group’s risk management
and internal control systems at least annually
ERREREFESHASENERAREERABEZEZRET —RER

Audit committee

EREEE

e Reviewing the Group’s risk management and internal control systems at
least annually
BEZLHAEENRREERAREZERFET —RER

e Ensure the Group’s management has performed its duty in implementing the
Group’s risk management and internal control systems
BRASEEEERTANTASERREERADELZZRNBE

e Considering major findings on risk management and internal control matters

ZEAREBRADPEEEBENERER

Operational departments
EEEP
e I|dentifying different risks and uncertainties in each operating cycle
H Al A EE ST AR ER R TARREE
e Reporting identified risks and significant adverse business factors
HEEHIER R EBRDHMEBERZ
e Implementing risk controls and mitigation policies determined by the Board

WITHEFSETNRERE IR RETEBR
Operational departments

The function of operational management includes, inter alia, the identification
of potential risks and the implementation of the Group’s risk management and
internal control systems, including risk controls and mitigation policies, as
determined by the Board in the course of daily operations.

The Group has built in the risk management culture from top to bottom. At
departmental level, the Group has prescribed, for each operational department,
our risk management principles, control procedures and code of conducts
in order to promote stronger understanding of stewardship responsibilities,
delegation of duties, and accountability for the Group’s risk management and
internal control systems. At staff level, the Group has laid down the business
ethics policy, whistleblowing policy and inside information escalation policy to
ensure that sufficient controls are in place to guide our employees’ behaviours
through, and ensure timely and decisive responses to, potential and emerging
crises. To enforce our people’s individual risk management capabilities and
minimise any gap between the Board’s risk vision and management’s actions, risk-
related objectives are also integrated into employees’ annual performance goals
and appraisal process.

CHINA STARCH HOLDINGS LIMITED
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The Group emphasises production safety and product safety in every aspect of
our operations. Safety always comes first.

The production safety function is carried out by the Safety Supervision Department
(the “SSD”) of the Group. The major functions of SSD includes, inter alia, the
promotion of risk management culture, compliance and regulatory standards.
It also carries out periodical drills on whole-factory scale, such as fire drill,
prevention of dust explosion review, safety review on working at height and use of
corrosive chemicals, regular staff examination on safety issues, etc.

The product safety function is carried by the Corporate Strategy and Development
Department (the “CSDD”). It carried out product recall drills periodically. In
addition, CSDD also assists our department heads to develop control procedures
in their respective departments.

The management believes that periodic drills provide our employees with
opportunities to train and test their reaction under different critical situations. In
addition, it also allows the Group to evaluate the effectiveness of each of our
codes of conduct and, risk management and internal control procedures.

Internal audit is an important component of corporate risk management. The
internal audit function is performed by the Group’s Internal Audit Department (the
“IAD"). The major responsibilities of IAD are as follows:

(i) To carry out independent review on business activities;

(i) To analyse any potential control, operational, compliance and financial
impact on weaknesses;

(iii) To report findings on any weakness areas; and
(iv) To suggest improvement and remedy procedures.

Relationship of Audit Committee and the Board under risk
management framework

The Audit Committee is delegated with the responsibility to review the adequacy
and effectiveness of the Group’s internal control and risk management systems
at least annually. Periodical review reports and presentations from management
are provided to the Audit Committee in relation to internal control and risk
management matters. These reports and presentations allow the Audit Committee
to assess the effectiveness of the internal control and risk management systems.
Whenever a weakness of the Group’s internal control and risk management
systems is identified, the Audit Committee is responsible for discussing its
potential financial impacts and the corresponding remedy procedures with the
Board and the management. The Group had not been aware of any material
internal control failings or weaknesses affecting its overall operation during the
year under review.
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A Risk Review Report set out on pages 22 to 24 summarised our works conducted
and the evaluation of risks associated with the Group during the year under
review.

Inside information

An inside information escalation policy is in place and sets out the principles and
internal control procedures for guiding our Directors and relevant employees on
the handling and dissemination of inside information in a timely manner and in
adherence to the relevant laws and regulations. The policy is subject to review by
the Board from time to time in view of, among others, relevant legal and regulatory
updates.

Audit Committee

The major roles and functions of the Audit Committee are to review and supervise
the financial reporting process, financial controls, internal control and risk
management system of the Group and to provide recommendations and advice to
the Board on the appointment, re-appointment and removal of external auditor as
well as their terms of appointment.

The Audit Committee of the Company currently consists of all independent non-
executive Directors namely Professor Hua Qiang, Mr. Sun Mingdao and Mr. Yue

Kwai Wa, Ken. Mr. Yue is the chairman of the Audit Committee.

During the year under review, the Audit Committee performed the following duties:

o Reviewed the Group’s annual report and interim report

o Reviewed the significant accounting policy and the impact of the adoption
of new financial reporting standards

o Discussed the audit issues with the external auditor

o Reviewed the annual internal audit plan

o Made recommendation of the appointment of external auditor

o Assessed the independence of external auditor

o Reviewed and discussed the internal audit reports and risk management

findings with our management
Remuneration Committee

The major function of the Remuneration Committee is to make recommendation to
the Board on the remuneration policy and remuneration structure for all Directors.

Our remuneration policy prohibited our Directors from determining his or her
own remuneration. Each Director’'s remuneration package has been considered
and/or reviewed periodically with respect to his or her individual performance,
responsibilities, financial performance of the Group, market practice and other
applicable factors.
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The Remuneration Committee currently consists of all independent non-executive
Directors namely Professor Hua Qiang, Mr. Sun Mingdao and Mr. Yue Kwai Wa,
Ken and the Chairman of the Company, Mr. Tian Qixiang. Mr. Yue is the chairman
of the Remuneration Committee.

The remuneration of executive Directors and independent non-executive
Directors for the financial year 2017 and 2018 are the same. The Remuneration
Committee has reviewed the annual remuneration package of both executive
Directors and independent non-executive Directors for financial year 2019 and
has recommended that the annual remuneration for Directors should remain
unchanged for the financial year 2019.

None of Director participated in any discussion about his own remuneration in the
meetings regarding the review of remuneration.

Nomination Committee

The major functions of the Nomination Committee are to review the structure and
composition of the Board, to implement and review the Board Diversity Policy,
to review and provide recommendations to the Shareholders on the terms of
Director’s service contract, and to assess the independence of the independent
non-executive Directors.

The Board adopts a board diversity policy that, in formally nominating a
candidate the Board shall access the suitability of a proposed candidate by
taking into account factors including but not limited to gender, age, cultural,
race, educational background, professional experience, skills, knowledge and
independence. Summary of the Group’s diversity policy is set out on page 27
above.

The Nomination Committee currently consists of all independent non-executive
Directors namely Professor Hua Qiang, Mr. Sun Mingdao and Mr. Yue Kwai Wa,
Ken and the Chairman of the Company, Mr. Tian Qixiang. Mr. Yue is the chairman
of the Nomination Committee.

During the year under review, the Nomination Committee performed the following
duties:

o Assessed the independence of the independent non-executive Directors

o Made recommendations on the re-election of retiring Directors to the
Board

o Reviewed the background and suitability of a proposed independent non-
executive Director

o Evaluated the structure and composition of the Board

. Reviewed the Company’s Board Diversity Policy

o Reviewed the term of reference of the Nomination Committee
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Nomination Policy

The Company sets out below the nomination procedures and the process and
criteria contained in the Nomination Policy adopted by the Board in March 2019.

Nomination Procedures and Process

The factors listed below would be used as reference by the Nomination Committee
in assessing the suitability of a proposed candidate.

The secretary of the Nomination Committee shall call a meeting of the Nomination
Committee, and invite nominations of candidates from members of the Board
if any, for consideration by the Nomination Committee prior to its meeting. The
Nomination Committee may also put forward candidates who are not nominated
by members of the Board.

34

For filling a casual vacancy or appointing an additional member to the
Board, the Nomination Committee shall make recommendations for the
Board’s consideration and approval.

For proposing candidates to stand for election at a general meeting,
the Nomination Committee shall make nominations to the Board for its
consideration and recommendation.

A circular will be sent to the shareholders of the Company to provide
them with the name, brief biography, proposed remuneration, (where an
independent non-executive Director is to be nominated) independency
and other information of the proposing candidate in accordance with the
requirements of the applicable laws, rules and regulations including those
of the Listing Rules.

A shareholder can serve a written notice to the Company for the attention
of the Company Secretary of his or her intention to propose a certain
person for election as a Director. This written notice, together with (i)
the information of the candidate as required to be disclosed under
Rule 13.51(2) of the Listing Rules and such other information as may
be considered relevant to his or her proposed election; and (ii) the
written consent by that person to the publication of his or her personal
data provided pursuant to (i) immediately above, by the Company in its
corporation communication documents in compliance with the Listing
Rules or as may be required by the Stock Exchange at the principal place
of business in Hong Kong of the Company for a period of no earlier than
the day after the despatch of the notice of the meeting and ending no later
than 7 days prior to the date of the general meeting.

The Board shall have the final decision on all matters relating to its
recommendation of candidates to stand for election at any general
meeting.
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Criteria adopted by the Nomination Committee

Business experience: The candidate should have significant experience
from a senior role in an area of business, public affairs or academia,
relevant to the Company. Awareness of the corn deep-processing industry
would be an advantage but not a requirement in all cases.

Public board experience: The candidate should have relevant expertise
and experience earned as a Board member of a reputable listed company
or from a senior position in his or her industry, public affairs or academia.

Diversity: The candidate should contribute to the Board being a diverse
body, with diversity reflecting gender, age, cultural and educational
background, ethnicity, professional experience, qualifications, skills and
length of service. Given the current composition of the Board, a female
candidate would be an advantage but not a requirement.

Standing: The candidate should be of the highest ethical character and
have a strong reputation and standing, both personally and professionally,
in his or her fields.

Time commitment: Each Board member must have sufficient time
available for the proper performance of his or her duties. Directors should
be sufficiently free of other commitments to be able to devote the time
needed to prepare for meetings and participate in induction, training,
appraisal and other Board associated activities.

Independence: For the candidate who is proposed as an independent
non-executive Director, he or she must satisfy all the independence
requirements as set out in Rule 3.13 of the Listing Rules. He or she must
always be aware of threats to his or her independency and avoid any
conflict of interest with the Company. He or she must be able to represent
and act in the best interest of the Company and its shareholders as a
whole.

These factors are for reference only, and not meant to be exhaustive and decisive.
The Nomination Committee may also consider such other factors as it may see fit
which are in the best interest of the Company and its shareholders as a whole. The
Nomination Committee and the Board may set specific requirements, depending
on the need of development of the Company, for the candidates.
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Shareholders

The Company welcomes enquires from Shareholders. The Board will review
Shareholders’ enquires on a regular basis. Specific enquiries and suggestions by
Shareholders can be sent in writing to the Company’s office at Suite 3312, Tower
1, Times Square, 1 Matheson Street, Causeway Bay, Hong Kong or by email
(ir@chinastarch.com.hk).

In case of shareholding enquires, Shareholders should direct their enquiries
to the Company’s Hong Kong branch share registrar and transfer office, Tricor
Investor Services Limited, via its website at www.tricoris.com, or by email to is-
enquiries@hk.tricorglobal.com, or dial its hotline at (852) 2980 1333 or go in
person at its public counter at Level 22, Hopewell Centre, 183 Queen’s Road East,
Hong Kong.

A Shareholder's Communication Policy was adopted by the Board in order to
promote effective communications between Shareholders and the Company. This
policy is available on our website. The Company recognises the importance of
Shareholders’ privacy and will not disclose Shareholders’ information without their
consent, unless required by law.

Shareholder(s) holding not less than one tenth (10%) of the paid up capital of
the Company can convene an extraordinary general meeting by depositing
the requisition in writing to the Company. The procedures for Shareholder(s)
to convene and present proposals at general meetings, including proposing a
person for election as a Director, are available on our website.

Constitutional Documents

The Company did not make any changes to its constitutional document during the
year under review.
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Directors and Senior Management Profiles
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Executive Directors

Mr. Tian Qixiang, aged 55, is the chairman of the Board and a member of each of
the Nomination Committee and Remuneration Committee of the Board. Mr. Tian is
principally responsible for the Group’s strategic positioning. He is also responsible
for formulating the Group’s business development objectives and ensuring
that such objectives are implemented by the Board accordingly. Mr. Tian is the
chairman of the board of directors of Shandong Shouguang Juneng Golden Corn
Development Co., Ltd. (“Golden Corn”), an indirect wholly owned subsidiary of the
Company. Mr. Tian is also a director of Shouguang Golden Corn Biotechnology
Limited (“Golden Corn Biotech”), an indirect non-wholly owned subsidiary of the
Company.

Mr. Tian completed his study of Electricity and Water Irrigation from Water and
Electricity Machinery School in 1981 and graduated from The Shandong Province
Party Committee School of the People’s Republic of China with a diploma in
Economics Management in 1996. Mr. Tian obtained the qualification as a senior
economist in December 2002.

Mr. Tian is beneficially interested in approximately 54.58% of the issued share
capital of Merry Boom Group Limited (“Merry Boom”), a substantial shareholder of
the Company, and is also a director of Merry Boom.

Mr. Gao Shijun, aged 51, is the chief executive officer of the Company. Mr. Gao
is principally responsible for overseeing the Group’s operations and business
management. Mr. Gao joined Golden Corn in August 1998, and was later
appointed as the deputy manager of Golden Corn in January 2000. Mr. Gao has
been a director of Golden Corn since July 2003 and its general manager since
May 2005. Mr. Gao is also a director of Linging Deneng Golden Corn Bio Limited
(“Deneng Golden Corn”), Shouguang Golden Far East Modified Starch Co., Ltd
and Golden Corn Biotech respectively.

Mr. Gao obtained an undergraduate degree in Physics in 1989 and a Master of
Business Administration degree in 2012 from Shandong University. He was also
awarded the qualification of senior engineer in 2010. Mr. Gao was appointed as
the permanent vice-president of China Starch Industry Association with a term
from June 2016 to May 2021.
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Directors and Senior Management Profiles
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Mr. Liu Xianggang, aged 50, joined Golden Corn as a factory supervisor in 1998
and has been a director of Golden Corn since October 2005. Mr. Liu is also a
director of Golden Corn Biotech. Mr. Liu was director of Deneng Golden Corn for
the period from March 2008 to March 2017 and served as its general manager
from March 2008 to December 2012 respectively. He is responsible for the
Group’s production technology developments and cornstarch production.

Mr. Liu graduated from Shandong Industrial University (subsequently
amalgamated into Shandong University in 2000) in 1990 with an undergraduate
degree in Industrial Management, and obtained a postgraduate diploma in
Industrial Economics from the Economics School of Shandong University in 2003.
Mr. Liu also obtained a Master of Business Administration degree from Shandong
University in 2012. Mr. Liu obtained the qualification as senior engineer in 2002.
Mr. Liu is the deputy supervisor of the Cornstarch Professionals Committee of
China Starch Industry Association.

Mr. Yu Yingquan, aged 50, is principally responsible for the overall management
in investment and corporate finance of the Group. Mr. Yu is a director of Golden
Corn and Golden Corn Biotech respectively.

Mr. Yu graduated from Shandong Hydro Institute in 1990 with a diploma in
Hydro Economic and Financial Management, and obtained a diploma in Finance
Management from Shandong Economics Management Institute in 1998. Mr. Yu
obtained the Certificate of Accounting Professional of the People’s Republic of
China issued by Finance Bureau of Shouguang City in 1997.

Independent Non-executive Directors

Professor Hua Qiang, aged 47, has been appointed as independent non-
executive Director on 17 May 2016. Professor Hua has been a professor of the
School of Biotechnology and the State Key Laboratory of Bioreactor Engineering
of the East China University of Science and Technology since 2008. He obtained
a bachelor and a master degree in chemical engineering (major in biochemical
engineering) from the Zhejiang University in 1993 and 1996 respectively. He also
obtained a doctoral degree in information engineering from the Kyushu Institute
of Technology (Japan) in 2000. He was appointed as an assistant professor of
Institute for Advanced Biosciences of the Keio University (Japan) from 2001
to 2004, and was appointed as a postdoctoral scholar of the Department of
Bioengineering of the University of California, San Diego from 2004 to 2007. He
had also been a medical research scientist for Sanford Burnham Prebys Medical
Discovery Institute (formerly known as “Burnham Institute for Medical Research”)
(the United State of America) from 2007 to 2008.
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Mr. Sun Mingdao, aged 70, has been appointed as an independent non-
executive Director on 5 September 2013. Mr. Sun also serves as a member
of each of the Audit Committee, Nomination Committee and Remuneration
Committee of the Board. Mr. Sun was appointed as the Eighth Session’s
permanent deputy chief secretary of China Starch Industry Association for a term
from June 2016 to May 2021. Mr. Sun was appointed as a deputy supervisor of
the Expert Committee of China Starch Industry Association in November 2015. Mr.
Sun was also appointed as a vice director of the Technical Committee on Food-
grade Starch and Starch Derivatives under the Standardization Administration of
the People’s Republic of China in November 2015.

Mr. Sun had been a deputy director of the research centre and a vice general
manager of Wuhan Huali Environmental Technology Co., Ltd. from 2001 to 2007.
Mr. Sun had served as a standing committee member, and the Sixth and Seventh
Sessions’ chief secretary of China Starch Industry Association respectively.

Mr. Yue Kwai Wa, Ken, aged 53, has been appointed as an independent non-
executive Director on 5 September 2007. Mr. Yue also serves as the chairman
of each of the Audit Committee, Nomination Committee and Remuneration
Committee of the Board.

Mr. Yue is served as an executive director, the chairman, the chief executive
officer, the company secretary and the compliance officer of Roma Group Limited.
He is an independent non-executive director of Major Holdings Limited (“Major”).
He was an independent non-executive director of Manfield Chemical Holdings
Limited (“Manfield”) for the period from 6 November 2015 to 31 December 2018.
The shares of Roma, Major and Manfield are listed on The Stock Exchange of
Hong Kong Limited.

Mr. Yue is a certified public accountant with solid experience in accounting,
auditing and corporate finance. Mr. Yue is also a member of the American Institute
of Certified Public Accountants and the Colorado State Society of Certified Public
Accountants. He is also holding a specialist certificate and a practicing certificate
in corporate finance of the Hong Kong Securities Institute.

Senior Management
All the executive Directors are responsible for the various aspects of the business

and operation of the Group. These executive Directors are regarded as the
member of the senior management team of the Group.
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TO THE SHAREHOLDERS OF CHINA STARCH HOLDINGS LIMITED
(incorporated in Cayman Islands with limited liability)

Opinion

We have audited the consolidated financial statements of China Starch Holdings
Limited (the “Company”) and its subsidiaries (the “Group”) set out on pages
45 to 103, which comprise the consolidated statement of financial position as
at 31 December 2018, 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 2018, and
of its consolidated financial performance and its consolidated cash flows for the
year then ended in accordance with Hong Kong Financial Reporting Standards
(“HKFRSs”) issued by the Hong Kong Institute of Certified Public Accountants
(*HKICPA”) 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 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.

Key Audit Matters

Key audit matters are those matters that, in our professional judgement, 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.
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Valuation of property, plant and equipment

Refer to note 15 to the consolidated financial statements and the accounting

policies on page 54.

M- BERRENMGE

FE2HMAHYBREWF15RES4AENE K
%o

The key audit matter
BRBETER

How the matter was addressed in our audit
BHHPREEBEBENS E

We identified the valuation of property, plant and equipment
as a key audit matter because of its significance to the
consolidated financial statements.

ERYE BEERBOEEHAHBBRERNEZN B
HEERE RERETEE

As at 31 December 2018, carrying amount of property, plant
and equipment is approximately RMB1,781,270,000. It involves
a significant degree of judgement by the management in
assessing whether there are any indicators of impairment
for property, plant and equipment at the end of the reporting
period which may affect the carrying amount of property, plant
and equipment. Therefore, it comes to our concern that there is
a risk of of valuation of property, plant and equipment.
RZZB-N\F+ZA=+—0B D% BERRBENREEOAR
AR¥1,781,270,0007T - BEEEF BEREWE BB RRER
REPREEREMAIESHYE BFEMRBREEEKRTE
BB ENREELERAE - Bt RPNEBREME FHE
MEREETHENRR -

Our audit procedures were designed to evaluate the
management’s assessment of the indicators of impairment
and, where such indicators were identified, assessed the
management’s impairment testing and identify any valuation
risk of property, plant and equipment.
HAEAEFORG D AFREEE SRR EDRATELBOR
b RERTEBIROBERT HEERREMEDORAS
AREBRIME BB REEHEA G ERRE -

We have discussed with the management on the key
assumptions used in the management’s assessment of the
indicators of impairment. We have also performed check on
sample basis by physically inspecting whether the property,
plant and equipment are kept in a good condition.
BHMEREBEIWERBAENGRETREMEANTER
R-BENMMEHEDE BELRBETERLRES  UHRARSE
EBER R -

Impairment assessment of trade receivables

Refer to note 19 to the consolidated financial statements and the accounting

policies on pages 56 and 57.

B2 BB ERNE

BE2MAMHYBRERWT10RFE6E57TENE
FTBUR ©

The key audit matter
BRBETER

How the matter was addressed in our audit
BHHPEREEBEBENSE

We have identified the impairment assessment of trade
receivables as a key audit matter because the loss allowance
involves significant degree of management estimation.
HREBREEFREBENEXN G RMERTE ZHRKZH
RER A RERESEE-

As at 31 December 2018, the Group had trade receivables
of approximately RMB76,867,000. Expected credit loss (the
‘ECL") impairment model has been adopted for impairment
assessment of which it involved significant management
judgement on historical loss rate based on the provision matrix
using past due information and forward-looking information
based on both current and forecast general economic
conditions.

RZE-N\F+ZR=+—H XrEEFEFRURDARE
76,867,000 - REMEE R ([FHHEERE ) RERE 2 RN
RERER G PP REREBEREBREBERNHBRREN IR
1% B AT RFEE —REBEARF A AT IEE B E L BB RED
SEP N

Our procedures were designed to review the management’s
process of determination of historical loss rate and forward-
looking information for performing of loss allowance
assessment and challenge the reasonableness of the methods
and assumptions used to estimate the loss allowance.
BMEAREFOR A DARN EEEETRELBBEERATE T
BR AT R BE TR - W A B IR B E R PR A A
FERBHENABIEREERR -

We have challenged the assumptions and critical judgement
used by the management by comparing the management’s
expectation of the amounts of trade receivables which
are unlikely to be recovered in the foreseeable future at
current carrying amount based on ageing of receivables
at year end, cash received after year end, as well as the
recent creditworthiness of each debtor and forward-looking
information on macro economy and industry performance.

BHMBEBHLREERBENNESRRFCE HEBBMERAR
% N B K I 12 B B o AR TR A R MR IR BV BR iR - R R 12 MR
MRS UARBEBNOEHNERAERARZERE LI TEREN
AIBEMEE R RS AR BEiR B AT AR E R AT R R R U E -
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Information Other than the Consolidated Financial
Statements and Auditor’s Report Thereon

The directors of the Company are responsible for the other information. The other
information comprises all of the information included in the annual report other
than the consolidated financial statements and our auditor’s report thereon.

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

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

Responsibilities of Directors of the Company and Audit
Committee for the Consolidated Financial Statements

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

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

Audit Committee is responsible for overseeing the Group’s financial reporting
process.
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Auditor’s Responsibilities for the Audit of the Consolidated
Financial Statements

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

As part of an audit in accordance with HKSAs, we exercise professional
judgement and maintain professional skepticism throughout the audit. We also:

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

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

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

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

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

We communicate with audit committee regarding, among other matters, the
planned scope and timing of the audit and significant audit findings, including any
significant deficiencies in internal control that we identify during our audit.

We also provide audit committee with a statement that we have complied with
relevant ethical requirements regarding independence, and to communicate with
them all relationships and other matters that may reasonably be thought to bear on
our independence, and where applicable, related safeguards.

From the matters communicated with audit committee, we determine those matters
that were of most significance in the audit of the consolidated financial statements
of the current period and are therefore the key audit matters. We describe these
matters in our auditor’s report unless law or regulation precludes public disclosure
about the matter or when, in extremely rare circumstances, we determine
that a matter should not be communicated in our report because the adverse
consequences of doing so would reasonably be expected to outweigh the public
interest benefits of such communication.

The engagement partner on the audit resulting in this independent auditor’s report
is Mr. Kwan Chi Fung.

SHINEWING (HK) CPA Limited
Certified Public Accountants

Kwan Chi Fung

Practising Certificate Number: PO6614

Hong Kong
18 March 2019
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Consolidated Statement of Profit or Loss and Other Comprehensive Income
Pt m R EAMAR S W

For the year ended 31 December 2018 &#HZE—_Z—N\F+_A=+—HIEFE

2018 2017
—E-N\F —ET—+F
Notes RMB’000 RMB’000
B AR®T ARBFT
Revenue N 53 5,073,489 4,694,541
Cost of sales $HE P AR (4,630,325) (4,074,998)
Gross profit EF 443,164 619,543
Distribution expenses DiEEA (91,425) (96,664)
Administrative expenses THEA (148,475) (132,294)
Other gains and losses Hap iz REsE 6 67,968 105,868
Operating profit R R 271,232 496,453
Finance income & WA 7 44,147 32,424
Finance expenses REEA 8 (444) (290)
Profit before income tax B pir 15 4 B0 7 8 9 314,935 528,587
Income tax expenses FrisfisZ 10 (76,900) (134,526)
Profit and total comprehensive income TEEFBR
for the year mAWFEAE 238,035 394,061
Attributable to: AT & IRE -
Owners of the Company ViN/NEIEF SN 230,897 388,167
Non-controlling interests FE 128 A% A% B 25 7,138 5,894
238,035 394,061
Earnings per share attributable to AABREBAELBRER
owners of the Company
Basic and diluted earnings per share (RMB) SREAZ#ERF (ARE) 12 0.0385 0.0647
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Consolidated Statement of Financial Position

B Pt AR IR

As at 31 December 2018 RZZ—N\F+_A=+—H

2018 2017
—E-N\F —E—+F
Notes RMB’000 RMB’000
B 5 AR® T ARETT
ASSETS EBE
Non-current assets FREBEE
Property, plant and equipment Y B KR 15 1,781,270 1,131,849
Right-of-use assets FHEEE 16 201,132 -
Prepaid lease payments TEREER 17 - 205,587
Deposits for acquisition of WEERAEEENRES
right-of-use assets 30,896 -
Deposits for acquisition of property, WEYE BERSENRES
plant and equipment 119,621 21,759
Deferred tax assets FEERIEE E 22 77,957 48,527
Total non-current assets kRBEELE 2,210,876 1,407,722
Current assets REEE
Inventories ENS 18 409,822 224,532
Trade and other receivables B 5 R H At e WK 19 462,391 409,692
Pledged bank deposits BIKIFRITER 20 6,062 3,000
Fixed deposits TFHFEZR 20 340,000 390,000
Cash and cash equivalents HekBReEED 20 782,904 1,103,160
Total current assets REBEEHLE 2,001,179 2,130,384
Total assets EERE 4,212,055 3,538,106
EQUITY =
Equity attributable to owners of ERABEEAELES
the Company
Share capital [i@N 21 532,656 532,656
Other reserves Hib s 401,491 423,560
Retained earnings RE & F| 1,853,538 1,659,287
2,787,685 2,615,503
Non-controlling interests JEFE A% A% BR A 2 138,658 131,520
Total equity R 2,926,343 2,747,023
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Consolidated Statement of Financial Position
BB TR

As at 31 December 2018 RZZ—\F+_A=+—H

2018 2017
—2-N\&F —E—tf
Notes RMB’000 RMB’000
B 5 AR®BT ARBFT
LIABILITIES =N
Non-current liabilities RBBEE
Borrowing &3 23 - 224
Deferred income T U A 24 342,142 220,183
Deferred tax liabilities EERIEAE 22 23,944 9,838
Total non-current liabilities kRBEEHAEE 366,086 230,245
Current liabilities REBEE
Trade and other payables B 5 & E b FE A 5K 25 694,036 287,205
Advances from customers RPN 26 113,294 157,355
Income tax payable FERTFRB R 83,559 88,302
Borrowing (EEN 23 4,432 4,208
Employee housing deposits BITEERES 27 23,768 23,768
Lease liabilities HEaRE 537 =
Total current liabilities REBEEAE 919,626 560,838
Total liabilities BEAHE 1,285,712 791,083
Total equity and liabilities EEREEATE 4,212,055 3,538,106

Approved and authorised for issue by the board of directors on 18 March 2019.

Tian Qixiang

HER
Director
EFE

EFEN T -NAF=A+N\BHERKET -

Yu Yingquan
FTHRR
Director

BF

The notes on pages 50 to 103 are an integral part of these consolidated financial ~ F50E 103E &Mt i & MBI MR E P & 5 o

statements.
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Consolidated Statement of Changes in Equity

/ — N/ =
4‘“ Z N Il\ElIl\ ig

For the year ended 31 December 2018 HZEZ

—NF+_A=+—HLFE

Attributable to owners of the Company

ANAEBAER
Non-
Share Share Special Capital Statutory Retained controlling Total
capital premium reserve reserve reserve earnings Total interests equity
FER
B BRGEE HRIRE ERGE EERE REEA st RRER ERAH
Note RMB’000 RMB’000 RMB'000 RMB'000 RMB'000 RMB’000 RMB’000 RMB’000 RMB’000
M  ARETR ARETR ARMTR ARMTR ARMTR ARMTR ARMTR ARMTR ARETR
(note (1)) (note (i)
(FEE) (GEION
At 1 January 2017 “Z-t5-f-B 532,656 137,424 27,080 56,196 198,505 1,314,815 2,266,676 35,626 2,302,302
Profit and total comprehensive income FEEMERGENREE
for the year - - - - - 388,167 388,167 5,894 394,061
Contribution from a non-controlling interest —HANB AR —RFERRRERLE
of a subsidiary - - - - - - - 90,000 90,000

2016 final dividend 13 - (39,340) - - - - (39,340) (39,340)

Transfer to statutory reserves - - - - 43,695 (43,695) - - -

At 31 December 2017 and 1 January 2018 AZE—+ETZA=T-HAR

—Z-\5-f-H 532,656 98,084 27,080 56,196 242,200 1,659,287 2,615,503 131,520 2,747,023

Profit and total comprehensive income FEEMERGENREE

for the year - - - - - 230,897 230,897 7138 238,035

2017 final dividend ZE-HERBRE 13 - (58,715) - - - - (58,715) - (58,715)

Transfer to statutory reserves BAZTHE - - - - 36,646 (36,646) - - -

At 31 December 2018 ZE-NE+ZA=t-H 532,656 39,369 27,080 56,196 278,846 1,853,538 2,787,685 138,658 2,926,343

Notes: B2k :

(i) Under the Cayman Islands Companies Law, the share premium of the Company (i) BERSEENRE EERAMSMEIIE
is available for paying distributions or dividends to shareholders subject to AR T - AR AR RRD  E P] 4 ﬁﬂ&%”
the provisions of its Memorandum or Articles of Association and provided that ISR RS - R EREREDIRE - AR
immediately following the distribution of dividends, the Company is able to pay its BARENEEERAEELS x‘JﬁﬁE’Mﬁf%
debts as they fall due in the ordinary course of business.

(if) Special reserve represents (a) the difference between the nominal value of the (i) FRIREE : ()RR BMETRANEER

48

share capital and share premium issued by the Company and the aggregate of the
share capital and share premium of the subsidiaries acquired upon the Group’s
reorganisation; and (b) the difference between the consideration paid by the direct
subsidiary for the entire registered capital of the indirect subsidiary and the amount
of registered capital of the indirect subsidiary.

CHINA STARCH HOLDINGS LIMITED
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Consolidated Statement of Cash Flows

RS RER

For the year ended 31 December 2018 &#HZE—_Z—N\F+_A=+—HIEFE

2018 2017
—E-N\F —T—+tF
Notes RMB’000 RMB’000
B 5 AR T AREEF T
(Restated)
(ge=751)
Cash flows from operating activities RETHNRERE
Cash generated from operations REEENRS 20(b) 103,646 553,360
Income taxes paid EHNFTE (98,943) (119,145)
Income taxes refund FriS iR 3 1,976 =
Other finance expenses HEfphE®A (429) (290)
Interest received B U F 8 44,147 32,424
Net cash generated from operating activities #% 4 & EhE £ IR & F 5 50,397 466,349
Cash flows from investing activities RETHNRESRE
Government grant received B WBUAT 4 B 171,150 200,124
Purchases of property, plant and equipment RS E %% - HE K& E (363,015) (132,395)
Deposits (payment)/refund for acquisition of U HE + 1 (F AN RE S
land use right (I3 /B (30,896) 20,830
Deposits payment for acquisition of property, W% « fiE M & Y
plant and equipment RESAR (137,182) =
Proceeds from disposals of property, LEWME- - BERZBIER
plant and equipment 1,597 5,719
Increase in pledged bank deposits B IRTTIF K38 0 (3,062) (1,937)
Decrease in fixed deposits T H 17 OB 50,000 -
Net cash (used in)/generated from BEES (FR) EEDN
investing activities REFE (311,408) 92,341
Cash flows from financing activities RETBENRERE
Capital contribution by IR R R TE
a non-controlling interest - 90,000
Payment of lease liabilities THHEAE (515) =
Interest on lease liabilities HEABENE (15) -
Dividends paid AR A (58,715) (39,340)
Net cash (used in)/generated from MEESE (FEA) EEN
financing activities REFE (59,245) 50,660
Net (decrease)/increase in cash and ReRBLEEMCRD)
cash equivalents BN (320,256) 609,350
Cash and cash equivalents at 1 January R—A—BNBREEREEEY 1,103,160 493,810
Cash and cash equivalents at 31 December M+ -_A=+—HHRE& &
ReEED 20(a) 782,904 1,103,160
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Notes to the Consolidated Financial Statements
BRI T

50

General information

China Starch Holdings Limited (the “Company”) was incorporated in
the Cayman Islands under the Cayman lIslands Companies Law as
an exempted company with limited liability on 29 November 2006. Its
ultimate holding company is Merry Boom Group Limited, a company
incorporated in the British Virgin Islands (the “BVI"). The address of its
registered office and principal place of business of the Company are
disclosed in the “Corporate Information” section to the annual report. The
principal activities of the Company and its subsidiaries (collectively, the
“Group”) are the manufacture and sale of cornstarch, lysine, starch-based
sweetener, modified starch and its related products.

The Company has its primary listing on the Main Board of The Stock
Exchange of Hong Kong Limited (the “Stock Exchange”).

These consolidated financial statements are presented in Renminbi
(“RMB”), unless otherwise stated.

Summary of significant accounting policies

The principal accounting policies applied in the preparation of these
consolidated financial statements are set out below. These policies have
been consistently applied to all the years presented, unless otherwise
stated.

2.1 Basis of preparation

The consolidated financial statements of the Company have
been prepared in accordance with all applicable Hong Kong
Financial Reporting Standards (“HKFRSs”) (which include all Hong
Kong Financial Reporting Standards, Hong Kong Accounting
Standards(*HKASs”) and Interpretations) issued by the Hong
Kong Institute of Certified Public Accountants. In addition, the
consolidated financial statements include applicable disclosures
required by the Rules Governing the Listing of Securities on the
Stock Exchange and by the Hong Kong Companies Ordinance.

The consolidated financial statements have been prepared on a
historical cost basis except for derivative financial instruments
(note 2.10).

The preparation of financial statements in conformity with HKFRSs
requires the use of certain critical accounting estimates. It also
requires management to exercise its judgement in the process
of applying the Group’s accounting policies. The areas involving
a higher degree of judgement or complexity, or areas where
assumptions and estimates are significant to the consolidated
financial statements are disclosed in note 4.
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Notes to the Consolidated Financial Statements

B ot SRR M R

2 Summary of significant accounting policies (Continued)

21 Basis of preparation (Continueqd)
2.1.1 Changes in accounting policy and disclosures

(a)

(b)

New and amended standards adopted by the Group

The following new amendments to standards have been
adopted by the Group for the first time for the current
financial year:

HKFRS 9 Financial Instruments
HKFRS 15 Revenue from Contracts with Customers

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

The Group has elected to early adopt HKFRS 16 “Leases”
in the current financial year.

The Group had to change its accounting policies and
make certain retrospective adjustments following the early
adoption of HKFRS 16. The other new standards and
amendments listed above did not have any significant
impact on the amounts recognised in prior periods and
are not expected to significantly affect the current or future
periods.

Details of these changes are set out in notes 2.8, 2.9, 2.10,
2.21, and 2.23 to these consolidated financial statements.

New standards and interpretations not yet adopted

The following new amendments to standards and
interpretations, which may be relevant to the Group, are
mandatory for accounting periods beginning on or after 1
January 2019:

Amendments to HKFRS 9 Prepayment Features with Negative
Compensation

Amendments to HKFRSs  Annual Improvements to HKFRSs

2015 - 2017 Cycle

HK(IFRIC)-
Interpretation 23

Uncertainty over Income Tax Treatments

The Group anticipate that the application of these new
amendments or interpretation to standards will have no
material impact on the results and the financial position of
the Group.
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Notes to the Consolidated Financial Statements
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Summary of significant accounting policies (Continued)

2.2

23

2.4

CHINA STARCH HOLDINGS LIMITED

Subsidiaries

A subsidiary is an entity over which the Group has control. The
Group controls an entity when the Group is exposed to, or has
rights to, variable returns from its involvement with the entity and
has the ability to affect those returns through its power over the
entity. Subsidiaries are consolidated from the date on which control
is transferred to the Group. They are deconsolidated from the date
that control ceases.

Intra-group transactions, balances and unrealised gains on
transactions between group companies are eliminated. Unrealised
losses are also eliminated unless the transaction provides
evidence of an impairment of the transferred asset. When
necessary, amounts reported by subsidiaries have been adjusted
to conform with the Group’s accounting policies.

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

Separate financial statements

Investments in subsidiaries are accounted for at cost less
impairment. Cost includes direct attributable costs of investment.
The results of subsidiaries are accounted for by the Company on
the basis of dividend received and receivable.

Impairment testing of the investments in subsidiaries is required
upon receiving a dividend from these investments if the dividend
exceeds the total comprehensive income of the subsidiary in
the period the dividend is declared or if the carrying amount of
the investment in the separate financial statements exceeds the
carrying amount in the consolidated financial statements of the
investee’s net assets including goodwill.

Segment reporting

The chief operating decision maker is comprised of the executive
directors of the Company and the senior executive management
of the Group. Operating segments are reported in a manner
consistent with the internal reporting provided to the chief
operating decision-maker, who is responsible for allocating
resources and assessing performance of the operating segments.
Information relating to segment assets and liabilities is not
disclosed as such information is not regularly reported to the chief
operating decision-maker.
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Notes to the Consolidated Financial Statements

P S AR B R

2

Summary of significant accounting policies (Continued)

2.5

Foreign currency translation

(a)

(b)

(c)

Functional and presentation currency

ltems included in the financial statements of each of the
Group’s entities are measured using the currency of the
primary economic environment in which the entity operates
(the “functional currency”). The consolidated financial
statements are presented in RMB, which is the Group’s
functional and presentation currency.

Transactions and balances

Foreign currency transactions are translated into the
functional currency using the exchange rates prevailing
at the dates of the transactions or valuation where items
are remeasured. Foreign exchange gains and losses
resulting from the settlement of such transactions and from
the translation at year-end exchange rates of monetary
assets and liabilities denominated in foreign currencies are
recognised in profit or loss.

Group companies

The results and financial position of all the Group entities
(none of which has the currency of a hyperinflationary
economy) that have a functional currency different from the
presentation currency are translated into the presentation
currency as follows:

(i assets and liabilities for each statement of financial
position presented are translated at the closing rate
at the end of the reporting period; and

(i) income and expenses for each profit or loss are
translated at average exchange rates (unless
this average is not a reasonable approximation
of the cumulative effect of the rates prevailing
on the transaction dates, in which case income
and expenses are translated at the dates of the
transactions).

On consolidation, exchange differences arising from the translation
of the net investment in foreign operations are taken to other
comprehensive income. When a foreign operation is partially
disposed of or sold, exchange differences that were recorded in
equity are recognised in profit or loss as part of the gain or loss on

sale.
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Notes to the Consolidated Financial Statements

SO BRI

2

54

Summary of significant accounting policies (Continued)

2.6

CHINA STARCH HOLDINGS LIMITED

Property, plant and equipment

Property, plant and equipment, other than those under
construction, are stated at historical cost less depreciation
and impairment losses. Property, plant and equipment under
construction for production or administrative purposes, or for
purposes not yet determined, are carried at cost, less any
recognised impairment loss. Property, plant and equipment under
construction is classified to the appropriate category of property,
plant and equipment when completed and ready for intended use.
Depreciation of these assets, on the same basis as other property
assets, commences when the assets are ready for their intended
use.

Historical cost includes expenditure that is directly attributable to
the acquisition of the items.

Subsequent costs are included in the asset’s carrying amount or
recognised as a separate asset, as appropriate, only when it is
probable that future economic benefits associated with the item
will flow to the Group and the cost of the item can be measured
reliably. The carrying amount of the replaced part is derecognised.
All other repairs and maintenance are charged to profit or loss
during the financial period in which they are incurred.

Depreciation on property, plant and equipment is calculated using
the straight-line method to allocate their cost to their residual
values over the estimated useful lives, as follows:

Buildings 15 - 35 years
Plant and machinery 5-12 years
Motor vehicles 6 years
Other machinery 4 - 10 years

The assets’ residual values and useful lives are reviewed, and
adjusted if appropriate, at the end of each reporting period.

An asset’s carrying amount is written down immediately to its
recoverable amount if the asset’s carrying amount is greater than
its estimated recoverable amount (note 2.7).

Gains and losses on disposals are determined by comparing the

proceeds with the carrying amount and are recognised within
‘Other gains and losses’ in profit or loss.
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Notes to the Consolidated Financial Statements
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2

Summary of significant accounting policies (Continued)

2.7

2.8

Impairment of non-financial assets

Assets are reviewed for impairment whenever events or changes
in circumstances indicate that the carrying amount may not be
recoverable. An impairment loss is recognised immediately in
profit or loss for the amount by which the asset’s carrying amount
exceeds its recoverable amount. The recoverable amount is the
higher of an asset’s fair value less costs to sell and value in use.
For the purposes of assessing impairment, assets are grouped
at the lowest levels for which there are separately identifiable
cash flows (cash-generating units). Non-financial assets other
than goodwill that suffered impairment are reviewed for possible
reversal of the impairment at each reporting date.

Financial instruments
HKFRS 9 replaced HKAS 39 “Financial Instruments, Recognition
and Measurement”.

Currently, HKFRS 9 categories financial assets into three principal
classification categories: measured at amortised cost, at fair
value through other comprehensive income (FVOCI) and at fair
value through profit or loss (FVPL). These supersede HKAS 39’s
categories of held-to-maturity investments, loans and receivables,
available-for-sale financial assets and financial assets measured
at FVPL. The classification of financial assets under HKFRS 9 is
based on the business model under which the financial asset is
managed and its contractual cash flow characteristics.

Trade receivables arising from contracts with customers are initially
measured in accordance with HKFRS 15 (note 2.21). Derivative
financial instrument is measured at FVPL (note 2.10). All other
recognised financial assets of the Group that are within the scope
of HKFRS 9 (including trade and other receivables, cash and
cash equivalents, pledged bank deposits and fixed deposits) are
subsequently measured at amortised cost.

Financial liabilities, such as trade and other payables, excluding
other tax payables (note 2.15), borrowing (note 2.16), lease
liabilities and employee housing deposits, are measured at
amortised cost.

The method of recognition and classification of the above financial
instruments adopted pursuant to HKFRS 9 are the same as the
policy adopted under HKAS 39.
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Summary of significant accounting policies (Continued)

2.9

CHINA STARCH HOLDINGS LIMITED

Credit risk and impairment of financial assets

Currently, the Group’s financial assets measured at amortised cost,
such as trade and other receivables, are subject to HKFRS 9's
new expected credit loss (the “ECL”") model. While cash and cash
equivalents, pledged bank deposits and fixed deposits are also
subject to the impairment requirements of HKFRS 9, the identified
impairment loss allowance was immaterial. The impairment
methodology applied depends on whether there has been a
significant increase in credit risk. Note 3.1(b) set out the details
how the Group determines whether there has been a significant
increase in credit risk.

Financial assets measured at fair value, such as futures contracts,
are not subject to ECL assessment.

For trade receivables, the Group applies the simplified approach
to providing loss allowance at an amount equal to lifetime ECLs
for its financial assets at initial recognition and through its life of
the asset. A provision matrix is determined based on historical
overdue pattern, shared risk characteristics, probability-weighted
estimate of credit losses and is adjusted for forward-looking
estimates. At each reporting date the above parameters are
updated.

For other receivables, the Group recognises a loss allowance
equal to 12-month ECLs unless there has been a significant
increase in credit risk since initial recognition, in which case the
loss allowance measured at an amount equal to lifetime ECLs.

For the financial years prior to 1 January 2018, the Group applied
an “incurred loss” model which an impairment loss was recognised
only if any one of the following indicators occurred:

° significant financial difficulty of the debtor;

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

° it becoming probable that the debtor will enter bankruptcy
or other financial reorganisation; and

° significant change in the technological, market, economic
or legal environment that have an adverse effect on the
debtors.
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Summary of significant accounting policies (Continued)

2.10

2.1

2.12

2.13

2.14

Derivative financial instruments

Derivative financial instruments, such as futures contract, are
recognised at fair value. At the end of each reporting period the
fair value is remeasured. The gain or loss on remeasurement to
fair value is recognised immediately in profit or loss, except where
the derivatives qualify for hedging accounting, in which case
recognition of any resultant gain or loss depends on the nature of
the item being hedged.

For the financial years prior to 1 January 2018, the derivatives
were classified as held for trading financial instruments and any
fair value change was recognised in profit or loss.

Inventories

Inventories are stated at the lower of cost and net realisable value.
Cost is determined using the weighted average method. The cost
of finished goods and work in progress comprises raw materials,
direct labour, other direct costs and related production overheads
(based on normal operating capacity). Net realisable value is the
estimated selling price in the ordinary course of business, less
applicable variable selling expenses.

Trade and other receivables

A receivable is recognised when the Group has an unconditional
right to receive consideration. A right to receive consideration
is unconditional if only the passage of time is required before
payment of that consideration is due.

Receivables are stated at amortised cost using the effective
interest method less loss allowance (note 2.9).

Cash and cash equivalents
Cash and cash equivalents include cash at bank and on hand,
demand deposits, and short-term, highly liquid investments that
are readily convertible into known amount of cash which are
subject to an insignificant risk of changes in value, with original
maturity of three months or less.

Share capital

Ordinary shares are classified as equity. Incremental costs, directly
attributable to the issue of new shares or options are shown in
equity as a deduction, net of tax, from the proceeds.
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Summary of significant accounting policies (Continued)

2.15

2.16

CHINA STARCH HOLDINGS LIMITED

Trade and other payables

Trade payables are obligations to pay for goods or services that
have been acquired in the ordinary course of business from
suppliers. Trade and other payables are classified as current
liabilities if payment is due within one year or less (or in the normal
operating cycle of the business if longer). If not, they are presented
as non-current liabilities.

Trade and other payables are recognised initially at fair value and
subsequently measured at amortised cost using effective interest
method.

Borrowing

Borrowing is recognised initially at fair value, net of transaction
costs incurred. Borrowing is subsequently carried at amortised
cost; any difference between the proceeds (net of transaction
costs) and the redemption value is recognised in profit or loss over
the period of the borrowing using the effective interest method.

Fees paid on the establishment of loan facilities are recognised as
transaction costs of the loan to the extent that it is probable that
some or all of the facility will be drawn down. In this case, the fee
is deferred until the draw-down occurs. To the extent there is no
evidence that it is probable that some or all of the facility will be
drawn down, the fee is capitalised as a pre-payment for liquidity
services and amortised over the period of the facility to which it
relates.

Borrowing is classified as current liability unless the Group has an
unconditional right to defer settlement of the liability for at least
twelve months after the end of the reporting period.

Borrowing costs

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

Investment income earned on the temporary investment of specific

borrowing pending their expenditure on qualifying assets is
deducted from the borrowing costs eligible for capitalisation.

All other borrowing costs are recognised in profit or loss in the
period in which they are incurred.
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Summary of significant accounting policies (Continued)

2.18 Current and deferred tax
The tax expense for the period comprises current and deferred
tax. Tax is recognised in profit or loss, except to the extent that
it relates to items recognised in other comprehensive income or
directly in equity. In this case, the tax is also recognised in other
comprehensive income or directly in equity, respectively.

(a)

(b)

Current income tax

The current income tax charge is calculated on the basis
of the tax laws enacted or substantively enacted at the end
of reporting period in the countries where the Company’s
subsidiaries operate and generates taxable income.
Management periodically evaluates positions taken in
tax returns with respect to situations in which applicable
tax regulation is subject to interpretation. It establishes
provisions where appropriate on the basis of amounts
expected to be paid to the tax authorities.

Deferred tax

Deferred tax is recognised, using the liability method, on
temporary differences arising between the tax bases of
assets and liabilities and their carrying amounts in the
consolidated financial statements. However, deferred tax
is not accounted for if it arises from initial recognition of an
asset or a liability in a transaction other than a business
combination that at the time of the transaction affects
neither accounting nor taxable profit or loss. Deferred tax
is determined using tax rates (and laws) that have been
enacted or substantively enacted by the end of reporting
period and are expected to apply when the related
deferred tax asset is realised or the deferred tax liability is
settled.

Deferred tax assets are recognised only to the extent that
it is probable that future taxable profit will be available
against which the temporary differences can be utilised.

Deferred tax liabilities are provided on taxable temporary
differences arising from investments in subsidiaries, except
for deferred tax liability where the timing of the reversal of
the temporary difference is controlled by the Group and it
is probable that the temporary difference will not reverse in
the foreseeable future.

Deferred tax assets are recognised on deductible
temporary differences arising from investments in
subsidiaries only to the extent that it is probable the
temporary difference will reverse in the foreseeable future
and there is sufficient taxable profit available against which
the temporary difference can be utilised.
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Summary of significant accounting policies (Continued)

2.18 Current and deferred tax (Continued)

(c)

Offsetting

Deferred tax assets and liabilities are offset when there is a
legally enforceable right to offset current tax assets against
current tax liabilities and when the deferred taxes assets
and liabilities relate to income taxes levied by the same
taxation authority on either the taxable entity or different
taxable entities where there is an intention to settle the
balances on a net basis.

2.19 Employee benefits

(a)

(b)

CHINA STARCH HOLDINGS LIMITED

Pension obligations

The Group sponsors defined contribution pension plans
in the People’s Republic of China (the “PRC”) and Hong
Kong. A defined contribution plan is a pension plan under
which the Group pays fixed contributions into a separate
entity. The Group has no legal or constructive obligations
to pay further contributions if the fund does not hold
sufficient assets to pay all employees the benefits relating
to employee service in the current and prior periods.
Contributions made to the defined contribution pension
plans are expenses as incurred. Prepaid contributions are
recognised as asset to the extent that a cash refund or a
reduction in future payment is available.

Bonus entitlements

The expected cost of bonus payments is recognised as a
liability when the Group has a present legal or constructive
obligation as a result of services rendered by employees
and a reliable estimate of the obligation can be made.
Liabilities of bonus plan are expected to be settled within
twelve months and are measured at the amounts expected
to be paid when they are settled.
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Summary of significant accounting policies (Continued)

2.19

2.20

Employee benefits (Continued)

(c) Share-based compensation
The Group operates an equity-settled, share-based
compensation plan. The fair value of the employee
services received in exchange for the grant of the
options is recognised as an expense. The total amount
to be expensed over the vesting period is determined
by reference to the fair value of the options granted,
excluding the impact of any non-market vesting conditions
(for example, profitability and sales growth targets) and
including that of non-vesting conditions (for example, the
requirement for employees to save). Non-market vesting
conditions are included in assumptions about the number
of options that are expected to vest. At the reporting date,
the entity revises its estimates of the number of options
that are expected to vest. It recognises the impact of the
revision of original estimates, if any, in profit or loss, with a
corresponding adjustment to equity.

The proceeds received net of any directly attributable
transaction costs are credited to share capital (nominal
value) and share premium when the options are exercised.

Provisions

Provisions are recognised when the Group has a present legal or
constructive obligation as a result of past events; it is probable
that an outflow of resources will be required to settle the obligation;
and the amount has been reliably estimated. Provisions are not
recognised for future operating losses.

Where there are a number of similar obligations, the likelihood
that an outflow will be required in settlement is determined by
considering the class of obligations as a whole. A provision is
recognised even if the likelihood of an outflow with respect to any
one item included in the same class of obligations may be small.

Provisions are measured at the present value of the expenditures
expected to be required to settle the obligation using a pre-tax
rate that reflects current market assessments of the time value
of money and the risks specific to the obligation. The increase
in the provision due to passage of time is recognised as interest
expense.
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Summary of significant accounting policies (Continued)

2.21

CHINA STARCH HOLDINGS LIMITED

Revenue recognition

HKFRS 15 replaces HKAS 18 “Revenue” which covered revenue
arising from sale of goods and rendering of services, and HKAS
11, Construction Contracts, which specified the accounting for
construction contracts and related interpretations.

The Group has elected to use the modified retrospective approach
with the effect of initially applying this standard recognised at the
date of initial application.

Revenue from sale of upstream products and fermented and
downstream products is recognised when goods are delivered
to the customers, which is taken to be the point in time when
the Group transfers control over the products to the customers.
Revenue excludes value added taxes or other sales taxes
and is after deduction of sales return, if any. In prior years, the
accounting policies of revenue measurement and recognition
under HKAS 18 were almost the same as the existing policies
adopted under HKFRS 15. Under HKAS 18, sales of products are
recognised when a customer has full discretion over the channel
and price to sell the goods, and there is no unfulfilled obligation
that could affect the customer’s acceptance of goods. Therefore,
the adoption of HKFRS 15 does not have material impact on the
accounting policies as compared with the previous accounting
policies adopted under HKAS 18.
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Summary of significant accounting policies (Continued)

2.21

2,22

2.23

Revenue recognition (Continued)

The Group does not expect to have any contract where the period
between the transfer of goods to the customer and the payment by
the customer exceeds one year. As a result, the Group does not
adjust any of the transaction prices for the time value of money.

The Group does not expect to have any contract asset which
represents the Group’s rights to consideration in exchange of
goods that delivered to the customer is not yet unconditional. In
contrast, a receivable is recognised when the goods are delivered
as this is the point in time that the consideration is unconditional
because only the passage of time is required before payment is
due.

Advances from customers are contract liabilities which represent
the Group’s obligation to render goods to customers for which the
Group has received consideration from the customers.

The Group also does not expect to have any incremental cost
to obtain a contract with a customer. Costs that will be incurred
regardless of whether the contract is obtained are expensed as
they incurred.

Interest income

Interest income is recognised using the effective interest method.
When a loan and receivable is impaired, the Group reduces the
carrying amount to its recoverable amount, being the estimated
future cash flow discounted at the original effective interest rate of
the instrument, and continues unwinding the discount as interest
income. Interest income on impaired loan and receivables are
recognised using the original effective interest rate.

Leases
The Group has opted for the early adoption of HKFRS 16 in the
current financial year.

HKFRS 16 introduces a single, on-balance sheet lease accounting
model for leases. A lessee is currently required to recognise almost
all leases on the statement of financial position which will reflect
their “right-of-use” for a period of time and their associated liability
for payments.
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2 Summary of significant accounting policies (Continued)

2.23

64 CHINA STARCH HOLDINGS LIMITED

Leases (Continued)

Assets and liabilities arising from a lease are initially measured on
a present value basis. Lease liabilities are measured at the present
value of the following lease payments:

° fixed payments (including in-substance fixed payments),
less any lease incentives receivables

° variable lease payments that are based on an index or a
rate

° amounts expected to be payable under residual value
guarantees

° the exercise price of purchase option if it is reasonably

certain to exercise that option, and

° payments of penalties for terminating the lease reflecting
the lessee exercising an option to terminate the lease.

The lease payments are discounted using the interest rate implicit
in the lease, if that rate can be readily determined, or the Group’s
incremental borrowing rate.

Right-of-use assets are measured at cost comprising the following:

o the amount of initial measurement of lease liabilities

° any lease payment made at or before the commencement
date less any lease incentives received

o any initial direct costs, and
° restoration costs.

Each lease payment is allocated between the liability and finance
cost. The finance cost is charged to profit or loss over the lease
period so as to produce a constant periodic rate of interest on the
remaining balance of the liability for each period. The right-of-use
asset is depreciated over the shorter of the asset’s useful life and
the lease term on a straight-line basis.
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Notes to the Consolidated Financial Statements
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2 Summary of significant accounting policies (Continued)

2.23

Leases (Continued)

There are recognition exemptions for short-term leases and leases
of low-value items. Short-term leases are leases with a lease term
of 12 months or less at the commencement date. Low-value items
included IT-equipment and small items of office furniture. Payments
associated with short-term leases and leases of low value items
are recognised on a straight-line basis as expenses in profit or
loss.

In prior years, rental payable under operating leases were charged
to profit or loss on a straight-line basis over the lease term.

The Group applies the practical expedient to grandfather the
definition of a lease on transition. This means that it will apply
HKFRS 16 to contracts that were previously identified as leases
under HKAS 17 “Leases” and HK(IFRIC)-Int 4 “Determining
whether an Arrangement contains a Lease”.

The Group has transitioned to HKFRS 16 in accordance with the
modified retrospective approach and, therefore, the information
presented for 2017 has not been restated. The right-of-use asset
for property lease was measured at the amount equal to the lease
liability, adjusted by the amount of any prepayments relating to
that lease recognised in the consolidated statement of financial
position as at 31 December 2017.

The reconciliation of operating lease commitment to lease liabilities
is set out below:
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RMB’000
ARBEF T

Operating lease commitment at 31 December 2017 RZEBE—+F+-A=+—HH
LTS FE 1,117
Lease of short-term and low value assets REREEBEEERE (145)
Estimated dismantling cost TEEHFBR A AR 116
Gross lease liabilities at 1 January 2018 RZE-—NF-—A—HNEHEAE 1,088
Discounting ARIR (36)
Lease liabilities at 1 January 2018 RZE—NF—A—HNHEEEE 1,052

The lease liabilities were discounted at an incremental borrowing
rate at 1 January 2018.
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Summary of significant accounting policies (Continued)

2.23

2.24

CHINA STARCH HOLDINGS LIMITED

Leases (Continued)

Prepaid lease payment in respect of the land use right in the PRC
is currently reclassified and recognised as right-of-use assets
under HKFRS 16.

The adjustment of the opening balances (affected items only)
below results from the initial application of the HKFRS 16 as at 1
January 2018. The prior-year amounts were not adjusted.

31 December

2017
R=B-t%
+=A=t-8H
RMB’000
ARETTT
Assets: BE:
Prepaid lease payments BREER 205,587
Right-of-use assets CREEE =
Liabilities: af:
Lease liabilities HEAR =

Government grants

Grants from the government are recognised at their fair value
where there is a reasonable assurance that the grant will be
received and the Group will comply with all attached conditions.

Government grants relating to costs are deferred and recognised
in profit or loss over the period necessary to match them with the
costs that they are intended to compensate.

Government grants relating to property, plant and equipment are
included in non-current liabilities as deferred income and are
credited to profit or loss on a straight-line basis over the expected
lives of the related assets.
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Summary of significant accounting policies (Continued)

2.25

2.26

Research and development expenditure

Research expenditure is recognised as an expense as incurred.
Costs incurred on development projects (relating to the design and
testing of new or improved products) are recognised as intangible
assets when all of the following criteria are fulfilled:

(a) it is technically feasible to complete the intangible asset so
that it will be available for use or sale;

(b) management intends to complete the intangible asset and
use or sell it;

(c) there is an ability to use or sell the intangible asset;

(d) it can be demonstrated how the intangible asset will

generate probable future economic benefits;

(e) adequate technical, financial and other resources to
complete the development and to use or sell the intangible
asset are available; and

H the expenditure attributable to the intangible asset during
its development can be reliably measured.

Other development expenditures that do not meet these criteria
are recognised as an expense as incurred. Development costs
previously recognised as an expense are not recognised as an
asset in a subsequent period. Capitalised development costs are
recorded as intangible assets and amortised from the point at
which the asset is ready for use on a straight-line basis over its
useful life, not exceeding five years.

Dividend distribution

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

3.1

CHINA STARCH HOLDINGS LIMITED

Financial risk factors

The Group’s major financial instruments include trade and other
receivables, bank deposits, borrowing, trade and other payables,
and employee housing deposits. Details of these financial
instruments are disclosed in the respective notes. The risks
associated with these financial instruments and the policies on
how to mitigate these risks are set out below. The management
manages and monitors these exposures to ensure appropriate
measures are implemented on a timely and effective manner.

(a) Market risk

(1)

Foreign exchange risk

The Group undertakes certain transactions
denominated in foreign currencies, hence,
exposures to exchange rate fluctuations arise.
Approximately 11% (2017: 9%) of the Group’s
sales are denominated in currencies other than the
functional currency of the entities of the Group.

The Group manages its foreign currency risk by
closely monitoring the movement of the foreign
currency rate.

The Group mainly operates in the PRC with most of
the transactions settled in RMB. Foreign exchange
risk arises when future commercial translation or
recognised assets and liabilities are denominated
in a currency that is not the entity’s functional
currency. The Group is exposed to foreign
exchange risk primarily with respect to United
States Dollars (“US$”) and Hong Kong Dollars
("HK$”"). The management considers the foreign
exchange risk with respect to US$ and HK$ is not
material as the net exposure of the financial assets
and liabilities denominated in these currencies is
insignificant.
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3

Financial risk management (Continued)

3.1

Financial risk factors (Continued)
Market risk (Continued)

(a)

(i)

(i)

Foreign exchange risk (Continued)

The Group’s assets and liabilities, and transactions
arising from its operations primarily do not expose
to material foreign exchange risk as the Group’s
assets and liabilities are primarily denominated in
RMB. The Group generates RMB from sales in the
PRC to meet its liabilities denominated in RMB.
The Group has not used any forward contracts or
currency borrowings to hedge its exposure as the
cost-benefit is considered not effective.

Corn kernel price risk

Corn kernels are the major raw materials of the
product of the Group and they are subject to price
changes in the commodity market. During the year,
management did not use any commodity futures
to control the exposure of the Group to price
fluctuations of corn kernel. Instead, purchases are
made in bulk at the time when the market price of
corn kernel is considered as low.
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Financial risk management (Continued)

3.1

CHINA STARCH HOLDINGS LIMITED

Financial risk factors (Continued)
Market risk (Continued)

(a)

(iii)

(iv)

Cornstarch price risk

Cornstarch is a major product of the Group and
it is subject to price changes in the commodity
market. The party which holding a put position
of cornstarch futures contract would not make
any profit if the cornstarch market is prosperity.
In other words, short-selling cornstarch futures
contract during the price-up period would
unnecessary increase the exposure of price risk.
The management would use futures contract to
control the exposure of price risk when the market
is extreme volatile or in recession.

Interest rate risk

The Group’s interest rate risk arises primarily from
ad hoc short-term borrowing or discount on bank
acceptance bills carried at variable rates, which
exposes the Group to cash flow interest rate
risk. The Group’s interest-free government loan
exposes the Group to fair value interest rate risk.
The management considers the fair value interest
rate risk is insignificant as the government loan is
repayable within one year.
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3

Financial risk management (Continued)

3.1

Financial risk factors (Continued)

(b)

Credit risk

The Group’s credit risk is primarily attributable to trade
and other receivables and bank deposits included in
the consolidated statement of financial position which
represent the Group’s maximum exposure to credit risk in
relation to its financial assets. Management has a credit
policy in place and the exposures to these credit risks are
monitored on an ongoing basis.

To manage the risk arising from bank deposits, which
include cash and cash equivalents, pledged bank deposits
and fixed deposits, the Group only transacts with reputable
banks which are high-credit-quality financial institutions.
There has no recent history of default in relation to these
financial institutions. The credit risk on bank acceptance
bills is monitored closely by the management who will
assess the reputation of the customer’s issuing bank and
the risk of recoverability. The ECL on all bank deposits and
bank acceptance bills is close to zero.

For other receivables, management makes periodic
collective assessments as well as individual assessment on
the recoverability of other receivables based on historical
settlement records and past experience. The management
believes that there is no material credit risk inherent in the
Group’s outstanding balances of other receivables and the
ECL is close to zero.

For trade receivables, the Group has credit policy to
monitor the credit risk. In general, the credit record and
credit period for each customer are regularly assessed,
based on the customer’s financial condition, historical
payment record and other factors such as current market
condition.
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3.1

(b)

Financial risk management (Continued) 3 BERRER &)
Financial risk factors (Continued) 3.1 HEREBEZE(Z)
Credit risk (Continued) (b) EERE (&)
The Group categories trade or other receivables for write REEBR—BEFHEL
off when a customer or debtor fails to make contractual AEEX & IR
payments. Where trade or other receivables have been BE 5 R EAMERRS
written off, the Group continues to engage in enforcement BRE 2B HREM
activity to attempt to recover the receivable due. Where FEW R S - AR E
recoveries are made, these are recognised in profit or loss. SRERDEGITTENIAE
551151 12 5] HR 69 FE KK - it
DA el QEEN - E s =
PR
The Group applies the simplified approach to providing for REBEREGENTZE
ECLs prescribed by HKFRS 9, which permits the use of the MEBMEREERFE
lifetime ECL provision for all trade receivables from third FHTEREEERELE
parties and related parties. W ZAERTRKREE
EHRREBALHMEE
5 FE W ER A A v SR A
EHREEREE-
The following table provides information about the Group’s TREHBEAEEN =
exposure to credit risk and ECLs for trade receivables as at Z-N\F+ZA=+—H
31 December 2018: REZREZTEENEE
R kEHREEEHEE
o
Gross
Expected carrying Loss
loss rate amount allowance
A ERLL = IREAE BREEE
RMB’000 RMB’000
AREFTT ARBFTT
Current (not past due) BUER (R ER) ~0% 65,902 =
1 - 60 days past due BmE—ZEX+H 0.15% 4,942 7
61— 90 days past due BYPAT—ZEATH 1.00% 6,091 61
More than 365 days past due BmEBA=E"THA 100.00% 9,630 9,630
86,565 9,698

CHINA STARCH HOLDINGS LIMITED

Expected loss rates are based on actual loss experience
over the past two years. These rates are adjusted to reflect
differences between economic conditions during the
period over which the historic data has been collected,
current conditions and the Group’s view of economic
conditions over the expected lives of the receivables.
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3

Financial risk management (Continued)

3.1

Financial risk factors (Continued)

(b)

(c)

Credit risk (Continued)

There was no material impact on trade and other
receivables for the initial application of the new impairment
requirements under HKFRS 9 compared with under
HKAS 39.

The Group has no significant concentration of credit risk in
respect of the trade and other receivables, with exposures
spread over a number of debtors and customers.
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(b) FEEEE#Z)

BEB G395
b BREREEMBR
&R EO5RIE T BT
EREHES R EAMEWR
RAJ|ERTE -

B 5 RE YR
FAKEYESESES
MERRR  RABRIGDE

RELEBAREP -
Liquidity risk (c) FEELEE
The Group monitors and maintains a level of cash and REESHELEE ¥R
cash equivalents deemed adequate by the management e RBSEEMREEE
to finance the Group’s operations and mitigate the effects BERBFTEHIKT A
of fluctuations in cash flows. In addition, the Group also ENAEENTEMTER
maintains sufficient banking facilities to meet its future BEREREBRBNZ
payment requirements. Bo b o REBIER
EHHRITEERAER
RATHRFTT
The table below analyses the Group's financial liabilities TRATEBCRARER
into relevant maturity groupings based on the remaining HEBFINBES>ENS
period at the reporting dates to the contractual maturity o HERE DEIE
dates. The amounts disclosed in the table are the BRARE A AR FI&REA
contractual undiscounted cash flows: -TRPARBELHELE
B AREEIRA ST
Carrying
Within Between amount
1 year 1 -2 years Total liabilities
—FR -EEME @t FHEAER
RMB'000 RMB'000 RMB'000 RMB'000
ARETT ARETT ARETT AREFT
2018 —E-N\E&
Trade and other payables BHREMENR 675,488 - 675,488 675,488
Lease liabilities HEAE 537 - 537 537
Borrowing S 4,432 - 4,432 4,432
Employee housing deposits BEIFERER 23,768 - 23,768 23,768
704,225 - 704,225 704,225
2017 e 3
Trade and other payables BHREMERNR 262,771 = 262,771 262,771
Borrowing LR 4,208 224 4,432 4,432
Employee housing deposits BIERRER 23,768 = 23,768 23,768
290,747 224 290,971 290,971
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Financial risk management (Continued) 3 BERRER &)
3.2  Capital management 32 ¥BXER
The Group's objective when managing capital is to safeguard the REBEREAN B ERRER
Group’s ability to continue as a going concern in order to provide SEAFELENET AR
return for shareholders and benefits for other stakeholders. RIRMERT SEMERSEA
order to maintain or adjust the capital structure, the Group may REFNGE - AT HSIFABRERE
adjust the amount of dividend paid to shareholders, return capital B AEEREAERRE AT
to shareholders, issue new shares or sell assets to reduce the cost RESHE MBRFRQER BT
of capital. The Group monitors its capital structure on the basis of MRSHEEE - #EIURIEE K
gearing ratio. The gearing ratio is determined by total borrowing o REEBRBERLRERER
to total assets of the Group. During 2018, the Group’s capital R R R AL BRI E AR
management strategy, which was unchanged from prior year, was BERAEEREBEE -RZZE—N
to maintain a lower level of gearing ratio in order to cope with FAREEBZARNERRE BMER
unexpected change in economic conditions. BRIRRER L 3 - DUEE QB R
BWRBEEE ERRKELFIR
BB

Neither the Company nor any of its subsidiaries are subject to RATSEERMBE ARG EA

externally imposed capital requirement. PRI E RN ERER

2018 2017

—2-N\&E —T—tF

RMB’000 RMB’000

AR TR ARET T

Total borrowing EEk 4,432 4,432

Total assets BERE 4,212,055 3,538,106

Gearing ratio BEREE 0.1% 0.1%

CHINA STARCH HOLDINGS LIMITED BB 1R AR B IR A 7]
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4 Critical accounting estimates and judgements 4

Estimates and judgements are continually evaluated and are based on
historical experience and other factors, including expectations of future
events that are believed to be reasonable under the circumstances.

The Group makes estimates and assumptions concerning the future. The
resulting accounting estimates will, by definition, seldom equal the related
actual results. The estimates and assumptions that have a significant risk
of causing a material adjustment to the carrying amounts of assets and
liabilities within the next financial year are discussed below.

(a) Valuation on inventories

The Group carries out an inventory review on a product-by-product
basis at the end of the reporting period and makes allowance for
obsolete and slow-moving items. The management estimates the
net realisable value for such finished goods, work-in-progress and
raw materials primarily on the estimated future selling price and
market conditions. Where the estimates of the net realisable value
are less than expected, a material allowance may arise. The Group
reassesses these estimates annually.

(b) Useful lives and estimated impairment of property,

plant and equipment

The Group’s management determines the estimated useful lives
and related depreciation charges for its property, plant and
equipment. This estimate is based on the historical experience of
the actual useful lives of property, plant and equipment of similar
nature and functions. It could change significantly as a result of
technical innovations and competitor actions in response to severe
industry cycles. Management will adjust the depreciation charge
where useful lives are different to that of previously estimated, or
it will write-off or write-down technically obsolete or non-strategic
assets that have been abandoned or sold.
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Critical accounting estimates and judgements (Continued)

(b)

(c)

Useful lives and estimated impairment of property,
plant and equipment (Continued)

The Group assesses whether there are any indicators of
impairment for property, plant and equipment at the end of each
reporting period. If such an indication exists, the recoverable
amount of property, plant and equipment is estimated using the
higher of its fair value less costs of disposals and its value-in-
use. If the carrying amount of property, plant and equipment
exceeds its recoverable amount, an impairment loss is recognised
to reduce the asset to its recoverable amount. Such impairment
losses are recognised in profit or loss.

Impairment of trade and other receivables

The Group estimates the loss allowances for trade receivables
by assessing the ECLs. This requires the use of estimates and
judgements. ECLs are based on the Group’s historical credit loss
experience, adjusted for factors that are specific to the debtors,
and an assessment of both the current and forecast general
economic conditions at the end of reporting period. Where the
estimation is different from the original estimate, such difference
will affect the carrying amounts of trade receivables and thus the
impairment loss in the period in which such estimate is changed.
The Group keeps assessing the expected credit loss of trade
receivables during their expected lives.

Revenue and segment information

Upstream products -

Fermented and =
downstream products

The Group’s operating segments are as follows:

the manufacture and sale of cornstarch
and ancillary corn-refined products

the manufacture and sale of lysine,
starch-based sweetener, modified
starch and other products

The operating segments are identified in accordance with the economic

similarity and distinction of our products. For the purpose of assessing

segment performance and allocating resources between segments, the

chief operating decision maker assesses and monitors the segment

revenues, margins and results attributable to each reportable segment.

Inter-segment sales or provision of materials to other segments is not

measured.

Interest income and expense are not included in the result for each

operating segment as these are managed on a group basis and are not

allocated to reportable segments.
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Notes to the Consolidated Financial Statements
B P I Bm R M5
5 Revenue and segment information (Continued) 5 WARDEBER (#)

APBBARRZ DI EZBERES R
AR 7 B E T BT B R 3R -

Unallocated income and expenses mainly consist of certain government
grants and corporate costs respectively which cannot be allocated to
individual segments.

DEREEENERARBERNE=TTHE
FERANEERERNENTELE -

Sales between segments are charged at cost or with reference to
the selling prices used for sales made to third parties at the then

prevailing market prices. The revenue from external parties reported to
the management is measured in a manner consistent with that in the

consolidated statement of profit or loss and other comprehensive income.

EEEHENIIBRANGEELERES G
BakEMGe RERMERAE -2

Fermented
and
Upstream downstream
products products Unallocated Total
BRR
ERER TRER Ko &s&t
RMB’000 RMB’000 RMB’000 RMB’000
AR%TR ARE TR ARETR AR%TR
2018 —E-n\&
Sales to external customers MINRE P& 3,558,900 1,514,589 - 5,073,489
Inter-segment sales HEBEEE 239,929 148 - 240,077
Reportable segment results AISRE D EEE 279,621 167,381 - 447,002
Unallocated income Ko BLUA 35,701
Unallocated expenses RKOELFAZ (211,471)
Finance income & WA 44,147
Finance expenses BE B H (444)
Profit before income tax R B 15 75 A 71 314,935
Other segment information: Hiv oy HBER:
Depreciation nE 62,262 58,696 36,208 157,166

ANNUAL REPORT 2018

—E-\FEHE [/



Notes to the Consolidated Financial Statements

SO BRI

5 Revenue and segment information (Continued) 5 WARDEBER (&)
Fermented
and
Upstream  downstream
products products  Unallocated Total
BERER
EHES TR E G RAEL A&F
RMB’000 RMB’000 RMB’000 RMB’000
AREFT AREF ARETR ARETR
2017 e
Sales to external customers MINRE P HE 3,177,310 1,517,231 - 4,694,541
Inter-segment sales DEEEE 185,285 2,341 = 187,626
Reportable segment results ARG DA EE 278,433 389,454 = 667,887
Unallocated income RO A 30,897
Unallocated expenses KOBEFAX (202,331)
Finance income mE WA 32,424
Finance expenses MEER (290)
Profit before income tax R P15 554 A1 A 528,587
Other segment information: EfhnIPER :
Depreciation and amortisation FEREH 68,490 48,321 38,979 155,790

During the years ended 31 December 2018 and 2017, all source of
revenue are recognised at a point in time.

Based on the place of the operation of external customers, revenue
attributed to the PRC and other countries is RMB4,483,086,000 and
RMB590,403,000 (2017: RMB4,234,310,000 and RMB460,231,000)

respectively.

The Group’s assets, liabilities and capital expenditures are predominantly
attributable to a single geographical region, which is the PRC. Therefore,
no analysis by geographical regions is presented.
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Notes to the Consolidated Financial Statements
B P SRR M T

6 Other gains and losses 6 Hih iz R E5 8
2018 2017
—E-N\F B
RMB’000 RMB’000
AR T AREFTT
Amortisation of government grants (note 24) BT Bh R 8 (P 5E24) 49,191 13,484
Government grants (note) BT B (MI5E) 4,868 98,499
Gain on sale of scrap materials SHEBEM 2 K= 10,290 6,143
Gain/(loss) on disposal of property, HEWME BERRZHZ
plant and equipment ez, (B518) 310 (11,191)
Net foreign exchange loss I B 18 5 58 (211) (1,374)
Net fair value loss on financial assets BEAFEFAEGENESREEN
at fair value through profit or loss NEEEEFE - (337)
Others H At 3,520 644
67,968 105,868
Note: B 5T

For the year ended 31 December 2018, the government grants mainly represented
a subsidy of approximately RMB4,510,000 from local government for supporting
business development. For the year ended 31 December 2017, the government
grants mainly represented subsidies of approximately RMB97,046,000 provided by
the local government for the compensation of losses incurred during the relocation
of the old production plant in Shouguang.

The government grants were granted at the discretion of the government and were

BHEZZT—)\F+ZA=+—RHLEFE BF
W BRI BN A HEBEE MM
A ARKAL510000T - HE-_T—+
FH+ZA=+—BILFE  BFEBEEEH
FRNAMESHXERERBENAHEMELD
&5 18 1T 12 1t 0 48 B 49 A R #697,046,0007T ©

BT B Tyl BT RERH - W EIELE T

not recurring in nature.

o

Finance income 7 il & WA
2018 2017
—E-N\F B
RMB’000 RMB’000
AR T AREFTT

Interest income on IATIE B BB A

- Bank deposits —RITIFR 40,277 30,655
— Investments —%E 2,569 646
— Undue bank acceptance bills —REIHRIT AN RiK 1,301 1,123
44,147 32,424
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Notes to the Consolidated Financial Statements
SRR E

Finance expenses 8 MEEH
2018 2017
—ZE-N\F —E—+F
RMB’000 RMB’000
AR¥T T ARET T
Interest on ATIEE & FILE
— Discounted bills receivables —JEW AR =R 429 290
— Lease liabilities —-HEBE 15 -
444 290
Profit before income tax 9 R BT 15 B¢ A 7R
The major expenses of the Group are as follows: REEHFERZNOT:
2018 2017
—E-N\F Sl
RMB’000 RMB’000
AR¥T T AR¥ET T
Cost of inventories recognised as an expense  HER AR H1F &R A 4,409,845 3,902,009
Employee benefit expenses BREBFAX (REEEMWS)
(including directors’ emoluments) (note 11) (MF3E11) 183,182 167,320
Depreciation of property, mE - WEKEETE (M15)
plant and equipment (note 15) 151,659 150,903
Depreciation of right-of-use assets (note 16) EREEENE (ME16) 5,507 =
Amortisation of prepaid lease payments TR HEE RO (HE17)
(note 17) - 4,887
Operating lease expenses in respect of REAEETHEEHERS
short-term leases 475 =
Research and development expenses (note) MEERAZER (M) 27,050 20,610
Minimum lease payments paid under MECEREETEMNN
operating lease in respect of premises SEBER - 1,079
Auditor’s remuneration 1% R 7 B 715 721
Note: B 5

Research and development costs include staff costs of employees in the research
and development department, which are included in the employee benefits
expenses as disclosed above.
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Notes to the Consolidated Financial Statements
B B ER R 5T

Income tax expenses Fr {88 % i
2018 2017
—EB-N\F —T—+F
RMB’000 RMB’000
ARET R AREFTT
Current income tax BERFTIS Y
— PRC Enterprises Income Tax (“EIT") - RECEMRBR ([DEME
Bil) 94,499 166,728
— Over-provision in prior years - B FERERE (2,505) (476)
— Other PRC withholding tax — B fih R B TR0 A 230 594
Deferred tax (note 22) EERITE (M3E22) (15,324) (32,320)
76,900 134,526

The Group’s major business is in the PRC. Under the law of the PRC on
EIT and its Implementation Regulation, the tax rate of the PRC subsidiaries
is 25% for both years. Except for one subsidiary of the Group is
recognised as high technology enterprise is entitled to enjoy a preferential
EIT rate of 15% (2017: 15%).

No provision for Hong Kong profits tax has been made as the Group
entities’ profit neither arose in nor was derived from Hong Kong during
both years.

Pursuant to the PRC EIT and its Implementation Regulation, non-PRC
resident enterprises are levied withholding tax at 10% (unless reduced by
tax treaties/arrangements) on dividends receivable from PRC enterprises
for profits earned since 1 January 2008. The Group adopted the 10%
withholding tax rate for PRC dividend withholding tax purposes during the
year ended 31 December 2018 and 2017.

AEEZETBXEBRPBEET-RESD
BERCEMSIEAZEARZLREERMA
A - PEMBARNMEFE 2 HED S
25% ~MEAEE —MEER AR RIMEE
BB ARIRIN ZARAIZEH15% (ZF
—EF 5% ) WBELEMSHE-

HRARENERNMEFENLBES
BELARMBAE MAEREEFSH
TEH B -

BEPECEMSHEREERMA 4
FPEEROERBKFELEU=—ZZ)N
F-—A—BRABRDFBELNRE &
10% BB =GB IR (BRIEFR BT~
THTARENTER) - REBEEZT—N\F
EZZT—+tF+-A=+—BLFE K
SEE P ER BN EMAI0%HTEN
BIE o
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Notes to the Consolidated Financial Statements

avt R M R

10 Income tax expenses (Continued) 10 FifE®ixd &)
The tax expense for the year can be reconciled to the profit before taxation AN 4F JE B 18 X PT B B B AT R AR a0
as follows: T
2018 2017
—E-N\F S
RMB’000 RMB’000
AR TR ARET T
Profit before income tax bk BT 15 B A R E 314,935 528,587
Tax at the corporate income tax rate at 25% LATR P15 T £ 25%
(2017: 25%) (ZZ—+tF:25%) st EMHRE 78,734 132,147
Tax effects of THEBENBBTE:
— Different tax rate - TEFE (467) (1,721)
— Expenses not deductible for tax purposes - A HIBA X 3,419 9,745
— Income not subject to tax - BARBKRA (2,208) (4,660)
— Tax losses for which no deferred tax - WEBERECHIEEEDN
asset was recognised HiaEs - 482
— Over-provision in prior years - AR FEBERE (2,505) (476)
— Tax deduction in the PRC - PEBHIER R (2,803) (2,085)
— PRC dividend withholding tax - PR B TENR 2,500 500
— Other withholding tax - E B 230 594
76,900 134,526
11 Employee benefit expenses (including directors’ 11 EEEIFEX(BFEEEHE)
emoluments)
2018 2017
—E-N\F —E—+tF
RMB’000 RMB’000
AR¥T T ARBT T
Wages and salaries TERH= 129,445 113,312
Staff welfares BETEA 33,558 36,854
Pension cost (note) BRE&BRA (M) 20,179 17,154
Total employee benefit expenses EE®RAMZEE 183,182 167,320
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Notes to the Consolidated Financial Statements
B P SRR M T

1 Employee benefit expenses (including directors’ 1

emoluments) (Continued)

Note:

No forfeited contributions are available to reduce the contribution payable by the
Group in future years.

The Group has also sponsored various defined contribution plans for its employees
in the PRC. These plans are organised by the relevant municipal and provincial
governments based on certain percentage of the relevant employees’ monthly
salaries. The municipal and provincial governments undertake to assume the
retirement benefit obligations payable to all existing and future retired employees
under these plans and the Group has no further constructive obligation for post-
retirement benefits beyond the contributions made.

The Group has also sponsored a defined contribution scheme which is managed
by an approved trustee registered under Mandatory Provident Fund Schemes
Ordinance (the “MPF Ordinance”) for its employees in Hong Kong. Both the Group
and its employees in Hong Kong are required to contribute a maximum of 5% of
each individual's relevant income or a limited amount as prescribed by the MPF
Ordinance. The assets of the scheme are held separately from those of the Group
and independently administered.

12  Earnings per share 12
The calculation of the basic earnings per share attributable to the owners

of the Company is based on the following data:

KRR ARG E
(AR¥ETT)
ERITERRME TS E (TR

Profit attributable to owners of the Company
(RMB’000)

Weighted average number of ordinary shares
in issue (thousands)

BERAMX (BRESEH)

(%)
B 5 -

I 48 2R UG SR AT P 1R HR AN = I R 2R 4R
RN HEK-

AEETC RETEERSEE ERTHR
a8l ERtBERE MERTEE AR
BERBAZETES LMK - TRARE
MR AGE IR BB AT Bl R AT AR A IR 2R
RNME B AIERNBRIE A - BREH RSN -
REBEGRANEFEEE - SORERE

AEBETRAERBTRNESRIAERKG
& ARIFT B AR E B I AR S 5 B R D)
(MRES G0 EMHEERTEATE K
SEREFRRERYRIZEES EBPIFTET
REBHBWAZRSS%E LR EEH M
RestBIMBERAEBNEESHTE I
BB -

BRAEF

RAREEAREEGRERRFTIZAT
BB E

2018 2017
—g-NF —Eif
230,897 388,167
5,995,892 5,995,892

The basic and diluted earnings per share for the year ended 31 December
2018 and 2017 were the same because there was no dilutive potential
ordinary share.
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Notes to the Consolidated Financial Statements

avt R M R

13

84

Dividends

Dividend payable to shareholders attributable to the previous financial
year, approved and paid during the year:

2017 final dividend of HK1.20 cents per share =T —+F KR BB &% 1.20/E 11l
(2016: HKO0.75 cents) (ZZ—XRF:0.7581L)

RS

BEMBRFEEGE RAFEALAEL X
AT B R AR B -

2018 2017
—E-N\F —E—tF
RMB’000 RMB’000
AR¥ET T ARET T
58,715 39,340

Subsequent to 31 December 2018, the directors proposed a final
dividend of HK1.20 cents (2017: HK1.20 cents) per share, amounting to
HK$71,951,000 (2017: HK$71,951,000). The final dividend proposed after
the end of the reporting period is subject to approval by shareholders in
forthcoming general meeting and has not been recognised as a liability as
at 31 December 2018.

CHINA STARCH HOLDINGS LIMITED FBIRMIERER AR
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Notes to the Consolidated Financial Statements

B ot SRR M R

14 Subsidiaries

As at 31 December 2018, the Company has the following interests in its
subsidiaries. The kind of legal entity of these subsidiaries is limited liability
company. The class of shares held is ordinary unless otherwise stated:

Name of company

Place of
incorporation
and business

ALK
ARER LEhy
Shandong Shouguang Juneng Golden  PRC
Corn Development Co., Ltd* H
LREHERSERAEERAR
Shouguang Golden Far East Modified ~ PRC
Starch Company Limited* F
BACEREURDERAR
Linging Deneng Golden Corn Bio PRC
Limited* FEl
BERREERENBRAR
Shouguang Golden PRC
Corn Biotechnology Limited* H

(“Golden Corn Biotech”)
BALEREDBBRERAF

(TeTREDBE])
Sourcestar Worldwide Inc. BVI, Hong Kong
RBEBRES/BE
China Starch Group Limited Hong Kong
HERHEEERAR EB

14

KB N\FT=A=T—8 AAT
B TR 2 7 i - S I

/B\

o) N

pu)

AN EERENRERAR K5

BIERSN PR B 2R 2 BRI AL R

% of ownership

*

English transliteration is for identification only.

Particulars of interest at
issued and 31 December 2018
Principal activities paid up share capital and 2017
RZE-N\F
k=Z-t%
+=-A=+-H
BRTR ZERE
TEER BERARFE EEADL
Manufacturing and sale of cornstarch, lysine and RMB480,000,000 100%
related products AR ®480,000,0007T
SERBETABRY BABRERER
Research, development, manufacture and sale of US$9,600,000 100%
modified starch and related products 9,600,000% 1T
e EERHEEUBRN EHER
Manufacturing and sale of cornstarch, starch-based  RMB200,000,000 91%
sweetener and related products AR #200,000,0007C
EERBEETRBH BROEERER
Research, development, manufacture and sales of ~ RMB200,000,000 55%
starch, food additives, feeds, amion acids and AR ®200,000,0007T
related products
e R EEREERY
RWAME - fwE - AERREBER
Investment holding US$240 100%
REER 240ETT
Investment holding HK$1 100%
REER 17T
* EXEREMERA
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SRR E

14 Subsidiaries (Continued) 14 MEQT (&)
The following table lists out the information relating to Golden Corn TR EBAEEE —EBEERIEE
Biotech, the only subsidiary of the Group which has material non- IRAR R = I P B A 7l & E R EYRHR
controlling interest (“NCI”). The summarised financial information HER -UATE2NHHMBEERBEER
presented below represents the amounts before any inter-company FFAER AR EEEAIN SR
elimination.
2018 2017
—E-N\F —T—+tF
RMB’000 RMB’000
ARETR AREEF T
NCI percentage IR R R A DL 45% 45%
Current assets RBEE 183,849 192,468
Non-current assets EmBEE 868,089 19,101
Current liabilities REBEE (850,355) (11,569)
Non-current liabilities EmEBE = =
Net assets BEFE 201,583 200,000
Carrying amount of NCI R R AR (A 90,712 90,000
Revenue A - -
Profit for the year REEFE 1,583 =
Total comprehensive income AW ARRE 1,583 =
Profit allocated to NCI 2 BE 2 FEIE AR AR SR A 2 0 W) 712 =
Dividend paid to NCI IR F IR R AE S AR S - -
Cash flows from operating activities REKLEETHNRERE 281,549 419
Cash flows from investing activities REKREGHNAESRE (462,563) (19,101)
Cash flows from financing activities RERMETHNRERE - 200,000

86 CHINA STARCH HOLDINGS LIMITED FBIRMIERER AR



Notes to the Consolidated Financial Statements
B P SRR M T

15  Property, plant and equipment 15 YE -BERSEHE
Plant and
equipment
Plant and Motor Other under
Buildings machinery vehicles machinery construction Total
EEHER
BF HRERES bt Hithp 2 RE &t

RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARETT ARETR ARETT ARETT ARETT ARETR

Year ended 31 December 2017 BE-Z-t+%

t+=A=t+-ALEFE
Net book value at 1 January 2017 RZF—+F-A—BNEEFE 405,015 709,305 9,051 58,103 48,923 1,230,397
Additions RE 1,138 11,354 1,002 1,373 54,398 69,265
Transfers upon completion SRk B 979 37,032 = 2,847 (40,858) =
Disposals/written-off HE /W (1,378) (12,998) (723) (1,811) = (16,910)
Depreciation charge for the year FENEER (14,164) (121,917) (3,149) (11,673) = (150,903)
Net book value at RZT—tF

31 December 2017 +ZA=+—-BMEEFE 391,590 622,776 6,181 48,839 62,463 1,131,849

At 31 December 2017 and 1 January 2018 R-Z—-tF+-A=+-8AR

—E2-N\§-A-A
Cost A 498,203 1,182,318 19,852 96,256 62,463 1,859,092
Accumulated depreciation and impairment 23t & R {E (106,613) (559,542) (13,671) (47,417) = (727,243)
Net book value REEE 391,590 622,776 6,181 48,839 62,463 1,131,849
Year ended 31 December 2018 BE-Z-N\%

tZA=t+-BLEFE
Net book value at 1 January 2018 RZZ—-N\GF—-A-BNEEFE 391,590 622,776 6,181 48,839 62,463 1,131,849
Additions NE 1,828 8,974 2,072 2,084 787,409 802,367
Transfers upon completion TR 34,437 26,209 = 2,499 (63,145) -
Disposals/written-off HE /M (824) (460) 3) = = (1,287)
Depreciation charge for the year FENEER (23,278) (115,391) (3,265) (9,725) = (151,659)
Net book value at 31 December 2018 RZZ-N\F

+ZA=t+—BREEFE 403,753 542,108 4,985 43,697 786,727 1,781,270
At 31 December 2018 RZE-\F+=-A=t+—-H
Cost A 533,338 1,208,865 21,176 100,595 786,727 2,650,701
Accumulated depreciation and impairment 25t & KR {E (129,585) (666,757) (16,191) (56,898) = (869,431)
Net book value REEE 403,753 542,108 4,985 43,697 786,727 1,781,270
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SO BRI

16

17

88

Right-of-use assets 16 FHEEE
The amount in respect of leases are as follows: HESH|HOT:
Land
Right of use assets use right Properties Total
EHAEEE =+ it f5E A L/ES st
RMB’'000 RMB’000 RMB’000

AREFTT ARETT ARKETT

Prepaid lease payments (reclassification) BNHER (E#FH 1B

(note 17) (Ht3E17) 205,587 - 205,587
Contract capitalisation EHERL = 1,052 1,052
Net book value at 1 January 2018 RZZE-N\F—-HA-BHNREEE 205,587 1,052 206,639
Depreciation charge for the year FEWEER (4,906) (601) (5,507)
Net book value at 31 December 2018 RZE—NF

+-A=+—H®MEEZEE 200,681 451 201,132

The interest of land use right in the PRC are prepaid upon acquisition.
The Group also leases a property in Hong Kong. The rental agreement is
made for a fixed period of 3 years and does not impose any restriction or
covenant.

Prepaid lease payments 17
The Group’s interest in leasehold land and land use right in the PRC

represented the prepaid operating lease payments and their net book
values were analysed as follows:

R B L AR SRR LS
- ARBETREBRE-EYNE-HEW
BIREEFHRIY  RE=F  WEEAR
i 225 -

BEAHEER
7R B B2 T 3 s Rt s

AN EEMETR RENKREFE
DM :

RMB’000
ARET T

Net book value BREEE
At 1 January 2017 RZE—+F—H—H 210,474
Amortisation charge for the year FRNHHEERN (4,887)
At 31 December 2017 R_ZE—tF+=-A=+—H 205,587
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17  Prepaid lease payments (Continued) 17 FBERNHEER®E)
The cost of prepaid lease payments and accumulated amortisation RZFE—+tF+-A=+—8 EfHE
as at 31 December 2017 was RMB238,562,000 and RMB32,975,000 EXRREAHENRETDAIABARE
respectively. The carrying amount of prepaid lease payments is 238,562,0007T & A K #32,975,0007T - &
reclassified as right-of-use assets at the date of initial application of NEEFRBENREEREXERSAMB
HKFRS 16. HEEAEIRE ARET OB AFERE
18 Inventories 18 =®E
2018 2017
—ZE-N\F —E—tF
RMB’000 RMB’000
AR®T T ARBET T
Raw materials R ¥ 263,087 149,685
Work in progress &M 36,972 11,076
Finished goods B 109,763 63,771
409,822 224,532
19  Trade and other receivables 19 EZRHMEWR
2018 2017
—E-N\#F —E—+tF
RMB’000 RMB’000
ARET R AR T
Trade receivables & 5 YT 86,565 135,346
Less: Loss allowance B BERE (9,698) (9,630)
76,867 125,716
Bank acceptance bills RITHENEE 246,316 169,090
Prepayment to a non-controlling interest TEfT — % FE 1 IR AR SR 2 5K TH
(note 31 (iii)) (B 5E31iii) ) - 44,600
Prepayments and other tax receivables TE AT 5% K EL A 8 Uy B TR 137,868 68,037
Others Hib 1,340 2,249
462,391 409,692
The carrying amounts of trade and other receivables are mainly B REMEBBRFHEREETEAARKE
denominated in RMB. FHE -
As at 31 December 2017, trade and other receivable included an amount RZE—+tF+ZA=+—H BHKH
due from a non-controlling interest of RMB224,000 (note 31 (iii)). b, FE 53R B2 3 FE U — 2 FE R AR AR SR A 2 K

AR #224,0007T (B EE31(i)) °
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Trade and other receivables (Continued)

The movement in the loss allowance for trade receivables during the year
is as follows:

19

EZRHEMEBWRK &)

AEREHREFNERBEEEHNT

2018 2017

—2-N\&E = =aehF

RMB’000 RMB’000

ARETR AREEF T

At 1 January Rn—A—H 9,630 9,630
Loss allowance recognised BRI 68 =
At 31 December ®+=—A=+—H 9,698 9,630

The Group normally grants credit period ranging from 0 to 150 days (2017:
0 to 120 days) to customers.

At the end of the reporting period, the ageing analysis of trade receivables
based on the invoice date and net of loss allowance is as follows:

AEBE-—RETEFPNEESH
—BRETH(ZE—tH: T2 7

B) %

RBERR - BIRRFRBEERAHR
HREBRBRERNREITOT

2018 2017
—E-N\F —T—+tF
RMB’000 RMB’000
ARETR AR¥ET T
0 - 30 days TE=+H 57,169 111,761
31 - 60 days e AN = 5,418 6,992
61 - 90 days At—Eh+A 1,564 6,597
Over 90 days A+BRE 12,716 366
76,867 125,716

CHINA STARCH HOLDINGS LIMITED  HEIRISIER AR AR
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20

Trade and other receivables (Continued) 19

At the end of the reporting period, the bank acceptance bills consist of:

BEZREMBYRR )

RBEMR RITALRBEEE:

2018 2017

= % —B—tF

RMB’000 RMB’000

AR T ARBFT

Endorsed bills HEERE 198,742 117,631
Bills on hand FHEE 47,574 51,459
246,316 169,090

The bank acceptance bills are normally with maturity period of 180 days
(2017: 180 days). There is no recent history of default on bank acceptance
bills.

As at 31 December 2018, bank acceptance bills of RMB4,338,000 (2017:
RMB2,000,000) were pledged to banks for securing bills payables.

Pledged bank deposits, fixed deposits, cash and cash 20
equivalents and other cash flow information

(a) Pledged bank deposits, fixed deposits and cash and

BITEAREERE—RIBHERE—ENTH
(ZE—+tF:—BNAT+H) RITFERKE
T BN R A A0 R o

R-ZB—-—NE+-_A=+—8B AR
4,338,000 (ZE—+F: AR
2,000,0007T ) RIR 1T & N ZERE T TR
T 1ERENEEMIER -

EEFRTER EHER R
ERASEEYRAEMBRASR

(a) EBEARTER EHEX

cash equivalents RESRRSEEY
2018 2017
—2-N\% —2—t%
RMB’000 RMB’000
AR T AREEF T
Pledged bank deposits EEBIRITER 6,062 3,000
Fixed deposits THER 340,000 390,000

Cash and cash equivalents RERBECEEY

— Cash at bank and on hand - RITRFEERS 782,904 1,103,160
Total @t 1,128,966 1,496,160

As at 31 December 2018, deposits of RMB1,126,406,000
(2017: RMB1,492,449,000) were placed with banks in the PRC.
Remittance of these funds out of the PRC is subject to the rules
and regulations of foreign exchange control promulgated by the
PRC government.

At 31 December 2018 and 2017, the pledged bank deposits were
pledged to a bank for securing bills payable (note 25).

ANNUAL REPORT 2018
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92

Pledged bank deposits, fixed deposits, cash and cash
equivalents and other cash flow information (Continued)

B8 (#)
(b)  Reconciliation of profit before tax to cash generated (b) MBATFHELEEENR
from operations SHE R
2018 2017
—ZE-N\F S
RMB’000 RMB’000
AR TR ARETT
Profit before income tax Rk 4 A1 A1) E 314,935 528,587
Adjustments for: LHRABLLTIER :
Finance income BE WA (44,147) (32,424)
Finance expenses BEEMR 444 290
Depreciation of property, Y BWEREZHEINE
plant and equipment 151,659 150,903
Depreciation of right-of-use assets FEREEENE 5,507 =
Amortisation of prepaid lease payments TETHH & SRR 5 - 4,887
(Gain)/losses on disposals of property, HEWE BERZE
plant and equipment (k=) BE (310) 11,191
Amortisation of government grants TR 44 Bh 9 2 85 (49,191) (13,484)
Impairment of trade receivables B 5 EWHORE 68 -
Change in fair value of financial assets BAFEFABENEREE
at fair value through profit or loss BAFEEES - 19
Changes in working capital: EEESE
Increase in inventories FEEM (185,290) (10,647)
Increase in trade and other receivables B 5 N H b e U 58 0 (52,767) (73,147)
Increase/(decrease) in trade and B 5 REMBERNRK
other payables g, ) 6,799 (7,793)
Decrease in advances from customers KPR (44,061) (5,022)
Cash generated from operations KEEENERS 103,646 553,360
CHINA STARCH HOLDINGS LIMITED BB 1R AR B IR A 7]

20

EEFARTER EHREFX R
ERESEEYREMRER




Notes to the Consolidated Financial Statements
B P SRR M T

20 Pledged bank deposits, fixed deposits, cash and cash 20 CEEHFRTER THER B

equivalents and other cash flow information (Continued) SRESEEYRHAMERESR
B8 (#)

(¢) Reconciliation of liabilities from financing activities (c) RMEIHFELEBMNHE
The reconciliation of liabilities arising from financing activities is as MEEDIEEEENHRNOT
follows:

2018 2017
—E-N\f§ T4
RMB’000 RMB’000
AR% T ARBTT
Lease liabilities HEAE
At 1 January (note 2.23) R—A—8 (ff5F2.23) 1,052 =
Cash flows REeEnE
— Payment of lease liabilities SRHEEEE (515) =
At 31 December W+=—A=+—H 537 -
Cash payment in respect of leases, including right-of-use assets, HE-_ZT-N\F+=ZA=+—8H
short term and low value leases, for the year ended 31 December LHFEREE (BEFRAREE
2018 was RMB1,005,000. BHEMEEEEE) XNNEER

AR #1,005,0007T ©

21  Share capital 21 RRK
Number of
shares Share Capital
RO EE B
‘000 HK$'000
T & FHET
Authorised ETE
Ordinary shares of HK$0.10 each FREE10 BTz ERBR
At 31 December 2017 and 2018 RZE—+EFERZT—N\F
+=-—A=+—H 10,000,000 1,000,000
Number
of shares Share capital
R EE [N
‘000 HK$'000 RMB’000
T 1% FHExT ARETFT
Ordinary shares, issued and fully paid: TER BBITRER:
Ordinary shares of HK$0.10 each SR E{E0.10 Bz L@k
At 1 January, 31 December 2017 and 2018 R-ZT—+F—A—H "
ST LERZE-N\E
+=-—A=+—H 5,995,892 599,589 532,656

ANNUAL REPORT 2018 =—Z2—-N\&&#% 03
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94

Deferred taxation
(a) Deferred tax assets and liabilities recognised:

The components and movement of net deferred tax assets are as

22 REBIR

(a)

ERANECHREEERE
=
BEEFIBE EFENAK D R

follows: BT -
Depreciation
Impairment allowances PRC
of property, in excess dividend
plantand  Government of the related  withholding
equipment grants  depreciation tax Total
BHAR
W¥ BER FEDH FERE
RERE B TERE ftil A&t
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARETT ARETT ARSTT ARMTT ARET:R
Deferred tax arising from: REATSENETHE:
At 1 January 2017 R-Z—+%—-F-H 7,369 = = (1,000) 6,369
(Charged)/credited to profit or loss (note 10) KBz ($1B) /3 A (KiE10) (5,224) 46,382 (8,338) (500) 32,320
At 31 December 2017 and 1 January 2018 R-Z—+F+-A=+-BR=-F
-\E—A—H 2,145 46,382 (8,338) (1,500) 38,680
(Charged)/credited to profit or loss (note 10) RiE2 ($1B) /3 A (KizE10) (93) 29,523 (11,606) (2,500) 15,324
At 31 December 2018 RZF-N\F+=A=1+—H 2,052 75,905 (19,944) (4,000) 54,013

The deferred tax assets/(liabilities) recognised in the consolidated

REFRBRRRANEROEEHBEE

statement of financial position is as follows: S (BE) T
2018 2017
—E-N\F —E—+F
RMB’000 RMB’000
AR¥T T AR¥ET T
Deferred tax assets REHIBEE 77,957 48,527
Deferred tax liabilities BEEHIBAE (23,944) (9,838)
54,013 38,689
(b) Deferred tax assets not recognised (b) KREINWELHEBEEE

As at 31 December 2017, the Group did not recognise deferred
tax assets in respect of losses amounting to RMB21,550,000 that
can be carried forward indefinitely against future taxable income.
The tax effect on such tax losses has not been recognised as
it was not probable that future taxable profits against which the
losses can be utilised. On 15 January 2019, the Group received
tax assessments from the Inland Revenue Department that the tax
losses previously claimed were disallowed.

CHINA STARCH HOLDINGS LIMITED FBIRMIERER AR

R_F—tF+=-—R=+—8H"
7N [ 30 4 3 A (ORI
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22

23

Deferred taxation (Continued)

(c) Deferred tax liabilities not recognised

Deferred tax liabilities in respect of the PRC dividend withholding
tax relating to certain undistributed profits of the Company’s PRC
subsidiaries were not recognised as the Company controls the
dividend policy of these subsidiaries. Based on the assessment
made by the management as at the end of the reporting period, it
was determined that the undistributed profits of RMB1,685,795,000
(2017: RMB1,548,333,000) of the Company’'s PRC subsidiaries
would not be distributed in the foreseeable future.

22 REBIIE(#)

(c)

RERNELEHEERS

B AR B2 E AP B R A A
B P BOBCSR - BN A Rt B R E R
BARETADRFBEBENS
BEREBENHEREEHIEA
B RBEEEERREARAE
EHFE HRARAARRE
M B AR RS R FDE AR
1,685,795,0007T (=T — L 4 :
AR #1,548,333,0007T) N & 7

] B SRAEH 5 o
Borrowing 23 @B
2018 2017
—E—N\F —E—+F
RMB’000 RMB’000
AR®BT R AREET T
Government loan BFER
— Non-current liabilities —JERBEE - 224
— Current liabilities - nREBEE 4,432 4,208
4,432 4,432
The borrowings is repayable as follows: BREEBHOT
2018 2017
—E-N\F —T—tF
RMB’000 RMB’000
ARET R AREF T
Within one year —FNR 4,432 4,208
Between 1 and 2 years —FEWF - 224
4,432 4,432

The government loan was unsecured and interest-free. Government loan
represented government assistance provided to a subsidiary of the Group.
The carrying amount of the Group’s borrowing is denominated in RMB.

BN ERREBEERLRE - BFEIE
RETAEE-BHERRNERNFE
B o AR B SR H R (E A A R

EE
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24

25

96

Deferred income 24 EZEWA
2018 2017
—ZE-N\F —E—tF
RMB’000 RMB’000
AR¥T T ARET T
At 1 January wn—A—H 220,183 33,543
Additions for the year FENE 171,150 200,124
Amortisation for the year (note 6) FEHE (M5Ee) (49,191) (13,484)
At 31 December ®w+=-—A=+—8H 342,142 220,183
Deferred income mainly represents government grants received from BEWAEERARNE N REREER
Shouguang City Finance Bureau and Linging City Finance Bureau for EREm DR BEXTMERREET
the development of the production complex in Shouguang and Linging W B ES BT B
respectively.
Trade and other payables 25 ESZRHMENSK
2018 2017
—2-n% —F—+%
RMB’000 RMB’000
AR¥ET T AREF T
Trade payables B S ER 116,319 139,182
Bills payables R R& 10,394 5,000
Total trade and bills payables BoBRNFRENEREBRE 126,713 144,182
Payable for construction and equipment BERSERMNRK 446,737 46,705
Deposits Hika 46,940 25,343
Accrued expenses EETER 21,643 19,077
Payroll and welfare payables R e REF 24,729 17,590
Sales commission HEME 3,474 2,757
Other tax payables H e B IR 18,548 24,434
Others HAth 5,252 7,117
694,036 287,205

As at 31 December 2017, trade and bills payables included an amount
due to a non-controlling interest of RMB41,000 (note 31(iii)).

CHINA STARCH HOLDINGS LIMITED
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25

26

27

Trade and other payables (Continued) 25 EBIFRHMENSRKE)
As at 31 December 2018, bills payables are secured by bank acceptance RZZE-NE+ZA=+—8H EFER
bills of RMB4,338,000 (2017: RMB2,000,000) (note 19) and pledged bank 2 RIAA R #4,338,000C (ZF—t 4
deposits of RMB6,062,000 (2017: RMB3,000,000) (note 20(a)). AR #2,000,0007T) (FMI5E19) B8R 7%
HEE R ARKE,062,000T (ZF—+
F: ARM3,000,0007) (FHfFE20(a)) H
BRI IRITIF R AEHE R
The following is the ageing analysis for the trade and bills payables based INTRIBREHRE HRNIRRENERIR
on invoice date at the end of the reporting period: BREZHBOKRE ST
2018 2017
—E-N\f§ T4
RMB’000 RMB’000
AR%F ARBTT
0 - 60 days TEX+H 88,106 78,810
61 - 90 days RT+—=h+H 12,536 24,019
Over 90 days N+BHUE 26,071 41,353
126,713 144,182
The average credit period on purchases is 80 days (2017: 80 days). The RENTHEESHANTR(ZE—+
Group has financial risk management policies in place to ensure that all F:N\+TH) AEEBDHIEHBERAREE
payables are paid within the credit time frame. BX ARERFIBENRREBEESAR
BEXf-
The carrying amounts of trade and other payables are mainly denominated BESREMENRNEAEEEXZEUNARE
in RMB. BEER
Advances from customers 26 EFBX
Revenue recognised that was included in advances from customers RERERABEEMBRELEE155 A B
at the date of initial application (1 January 2018) of HKFRS15 was (Z2-N\F—A—H)itARFERHNE
RMB156,759,000. BRI A A R#156,759,0007T ©
Employee housing deposits 27 BIFRER=ESR

Employee housing deposits are carried at amortised cost.

The Group offers residential accommodation to the staff with the aim of
promoting long service with the Group. Staff are required to place housing
deposits to the Group for the use of such accommodation. The employee
housing deposits are interest-free, unsecured and repayable upon the
return of the staff quarters by the employee or termination of employment.

ANNUAL REPORT 2018
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28 Financial instruments by category 28 RERNNESEMIA
2018 2017
—ZE-N\F —T— 4
RMB’000 RMB’000
AR¥T T AREEF T
Financial assets measured at amortised cost BHEAAFTENEREE
— Trade and other receivables — 8B 5 R H At EKK
(excluding prepayments and other tax (TEEEMNTR
receivables) H b e UK FR I8 ) 324,523 297,055
- Pledged bank deposits and fixed deposits —BERRITFERREBFR 346,062 393,000
— Cash and cash equivalents —-RekBAeEFEY 782,904 1,103,160
1,453,489 1,793,215
Financial liabilities measured at amortised cost IR# KX A EHN SR EE

- Borrowing —fEBR 4,432 4,432
— Lease liabilities —-HEAE 537 =
- Employee housing deposit —BIFRERE®R 23,768 23,768

— Trade and other payables —EB 5 RHEAMERNRK
(excluding other tax payables) (T BEEMENBIIE) 675,488 262,771
704,225 290,971

29 Commitments 29 EiE

Capital expenditure contracted but not provided for at the end of the year

is as follows:

Property, plant and equipment

RAFEREREDITNERBENEAR
XA :

2018 2017
—E-N\F T —+tF
RMB’000 RMB’000
AR¥T T ARETF T
270,522 129,736

98
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30

31

Share-based payment transactions

The Company’s share option scheme (the “Share Option Scheme”)
was adopted on 19 May 2017 for the purpose of providing incentives
or rewards to directors, employees and other eligible persons. The
Share Option Scheme will remain in force for a period of ten years
commencing on the date on which the Share Option Scheme is adopted.
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 share option scheme adopted by
the Company must not in aggregate exceed 30% of issued capital of the
Company from time to time.

As at 31 December 2018 and 2017, no options have been granted under
the Share Option Scheme.
Related party transactions

During the year, the Group entered into the following material related party
transactions:

(i) Transactions with related parties

Purchase of electricity and steam from

a non-controlling interest BEHFER

30

31

B BEREREREER

RGN RENRS

ARBRZE—+FRA+NLBERME
ARFEETE ([MERRMERTE]) - B AME
T EERHEMAERATIRERDK
HEIED o B AR R &1 18 5 B AR BE R B ER 40
Z BT+ ERE R AITEREER
TE ST 8] R A1 B BRAN A T () L A B AR e
TR ATE E R BN ARITEBRER
AEERITHRMEE LR &£ TEHE
BN AR B TR A HI30% ©

RZE—-NEFERZZE—tF+=A
—t+—8 - BEREAQRERESE
B BT B R o

BEIRS

WAFE AEBET Y T EANE
x5

() HBELETZXS

2018 2017
—E-N\F B
RMB’000 RMB’000
ARET T ARET T
- 140,385

These transactions are conducted in accordance with their
respective contract prices.

(i) Key management compensation

2018 2017

—E-N\F —T—+F

RMB’000 RMB’000

AREFT ARETT

Short-term benefits EHEA 1,750 1,750
Retirement benefit scheme contributions RIREFFT SR 156 146
1,906 1,896

ANNUAL REPORT 2018
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31 Related party transactions (Continued) 31 BEARXRS (&)
(iii)  Balances with a related party (iii) EEBIEF KRR
2018 2017
—ZE-N\F —T— 4
RMB’000 RMB’000
ARETR AREEF T
Prepayment to a non-controlling interest TER — B IR R R A
(note 19) 20E (Ki3E19) - 44,600
Amount due from a non-controlling interest & — 42 FE4 A% A% SR AE 5 89
(note 19) (note (a)) FIE (M5E19) (MisE(a)) - 224
Amount due to a non-controlling interest FER — 2 IR AR R A AR A
(note b) FRIE (sEb) = (41)
Notes: B 5
(a) The balance is unsecured, interest-free and repayable on demand. (a) FZERTBEER 28R

(b) The balance are unsecured, interest-free and shall be settled in (b) ZEERTEER 28
accordance with the respective credit terms. WEARESBNEE KX
(e
32 Statement of financial position of the Company 32 A RIW B AR R T
2018 2017
—E-N\F T+
RMB’000 RMB’000
AR®T R ARET T
ASSETS BE
Non-current assets kRBEE
Investments in subsidiaries RHBRRNKE 159,121 159,121
Current assets RENEE
Amounts due from subsidiaries FEU K B A R FIE 528,887 514,100
Prepayments TERTK 392 376
Cash and cash equivalents RekBEEEEY 547 443
529,826 514,919
Total assets BEHAE 688,947 674,040
EQUITY Exs
Equity attributable to owners of the Company ZA 2 T #H AEE#ERE
Share capital &N 532,656 532,656
Reserves (note) @ () 156,291 141,384
Total equity A 688,947 674,040

10() CHINA STARCH HOLDINGS LIMITED  FEIBRIDIERRAR A A
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32 Statement of financial position of the Company 32 XRQEHNHBEMRRE &)
(Continued)
Note:  Movement of the reserves of the Company MeE: ARAREEES
Share Special Capital Accumulated
premium reserve reserve losses Total
R A3 1E BRlRE BB R B @it

RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARBTE AREBTT ARETT ARETT ARETR

At 1 January 2017 R-Z—+%—-A—-8 137,424 108,651 16,730 (45,478) 217,327
Loss for the year AEERHE - = = (36,603) (36,603)
2016 final dividend ZE-RERERE (39,340) = = = (39,340)
At 31 December 2017 and R-E—+F+-A=+-BR
1 January 2018 —Z-\fE—-f-8 98,084 108,651 16,730 (82,081) 141,384

Profit for the year AEFFE - - - 73,622 73,622

2017 final dividend Tt ERERE (58,715) - - - (58,715)
At 31 December 2018 R=ZZ—-NF+=-A=+—8 39,369 108,651 16,730 (8,459) 156,291
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33 Benefits and interests of directors 33 EENEANRER
(A) Directors’ emoluments (A) EEMS
The remuneration of every director is set out below: EEEZNHFMESWOT
Employer’s
contribution to
retirement
benefit
Fees Salary scheme Total
Exm
RINEAE
re e fEH R CE
RMB’000 RMB’000 RMB’000 RMB’000
ARBTR ARETR AR¥BTR ARBTR
2018 —E-N\%§
Executive directors: HITEE:
Mr, Tian Qixiang MERES - 480 - 480
Mr. Gao Shijun atEEE - 450 78 528
Mr. Liu Xianggang L Pt - 410 78 488
Mr. Yu Yingquan THERREE = 410 = 410
Independent non-executive directors: BV HHITEE -
Professor Hua Qiang TERHK 50 - - 50
Mr. Sun Mingdao HREEE 50 - - 50
Mr. Yue Kwai Wa, Ken REELSE 93 = = 93
Total Ch 193 1,750 156 2,099
2017 —E-tF
Executive directors: HITEE:
Mr. Tian Qixiang AEELE - 480 - 480
Mr. Gao Shijun attEEE - 450 73 523
Mr. Liu Xianggang BISAI%E - 410 73 483
Mr. Yu Yingquan FHEREE - 410 = 410
Independent non-executive directors: BV HHTEE -
Professor Hua Qiang TERHK 50 - - 50
Mr. Sun Mingdao HRBEE 50 - - 50
Mr. Yue Kwai Wa, Ken REELLE 95 = = 95
Total Ch 195 1,750 146 2,091

During the year ended 31

December 2018 and 2017, no

emoluments have been paid by the Group as an inducement
to join or upon joining the Group or as compensation for loss of

office.

1()2 CHINA STARCH HOLDINGS LIMITED
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33

34

35

Benefits and interests of directors (Continued) 33 ESNEMNERER®)
(B) Directors’ retirement benefits (B) EEMERNKEF
For the year ended 31 December 2018 and 2017, the retirement HE-_ZT-NFER-ZT—tF
benefits paid to Mr. Gao Shijun and Mr. Liu Xianggang are related +TZAZ+—BLEFE watt
to their services as a director of the Company and its subsidiaries. BRAERBRRAEESZHHR
REMDEESETARRE
FiES A Rl E S MRS
Individuals with highest emoluments 3 EBEHAL
Of the five individuals with the highest emoluments in the Group, four ArEBAEGZEFALTH WE(ZF
(2017: four) were directors of the Company whose emoluments are —tFNB)ARAARNES KBS
reflected in the analysis in note 33. The emoluments of the remaining one BB & AP SIS AT RS R T~ — &
(2017: one) individual was as follows: ZE—+tF:—R)EaHFATHME
LU
2018 2017
—E-N\f§ —T—+tF
RMB’000 RMB’000
ARBT T ARBT T
Salaries e 880 821
Contribution to a pension scheme MR K& 5Bl 15 16
895 837
The emoluments for the individual was within the range of HK$1,000,000 to Z AT B £ 7 F1,000,000% T =
HK$1,500,000. 1,500,000/ 7T 2 f °
During the year ended 31 December 2018 and 2017, no emoluments have REBEZZT-—N\FR=ZZT—tF+=A
been paid by the Group to any of the five highest paid individuals as an =t+t—HLEFE AEEHERAE &
inducement to join or upon joining the Group or as compensation for loss BEHALTZNME  EARSI INAZN
of office. AR ER B ) B2 sk 1 7 ok R 80 4
&
Comparative figures 35 LLERHETF

Certain comparative figures in the consolidated statement of cash flows
have been reclassified to confirm to the current year’'s presentation.
The reclassification had no financial effect and included the grouping of
interest received and payment of finance expenses in cash flows from
operating activities.
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Five-Year Financial Summary

BB E

2018 2017 2016 2015 2014

—E-N\E§ —E-tE “E-RE —E-RfF —E-mE

Operating results ReExE
(RMB’000) (AREFT)
Revenue WA 5,073,489 4,694,541 4,397,844 4,360,110 4,169,785
Gross profit EM 443,164 619,543 497,095 354,332 363,579
Opearting profits B2FE 271,232 496,453 292,656 120,274 67,969
Profit for the year REEFHE 238,035 394,061 219,219 101,913 66,345
Profit attributable to shareholders % R P& 15 7 230,897 388,167 213,682 98,877 62,725
Assets and Liabilities BERAR
(RMB’000) (ARBFT)

Total assets BEE 4,212,055 3,538,106 2,904,392 2,822,720 2,845,196
Total liabilities Baf 1,285,712 791,083 602,090 739,637 831,359
Non-controlling interests BB EER 138,658 131,520 35,626 30,089 27,053
Shareholder’s equity BEES 2,787,685 2,615,503 2,266,676 2,052,994 1,986,784
Per share data =38 ¢
Net assets per share (RMB) BRFEE (ARE) 0.49 0.46 0.38 0.35 0.34
Earnings per share (RMB cents) SREM(ARES) 3.85 6.47 3.56 1.65 1.05
Dividends per share (HK cents) FHkRE (BL) 1.20 1.20 0.75 = 0.69
Dividend payout ratio EBLLE 27.3% 15.0% 18.8% = 51.4%
Share price as at the year ended (HK$)  ERMBIE (ETT) 0.169 0.305 0.170 0.151 0.172
Note: B 5 -

The above summary does not form part of the audited consolidated financial statements.
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Key Performance Indicators

E2RBIER

The following key performance indicators (“KPI") does not form part of the audited
consolidated financial statements. The workplace and environmental data are not

independently audited or verified.

The table set out below shows the major KPI in different aspects of the Group:

KPI FERREE Units E{
Financial Bt %

Debtors turnover YRR days X &
Creditors turnover R RE days X &
Inventories turnover FEES days X &
Current ratio TR ED L % times &
Quick ratio RE L times &
Gearing ratio® TEAR b e %

Total shareholder return (“TSR”)° 4R A% 3R 0] 3R Ko %
Workplace TEith B

Employee E8 number A &
Staff turnover ratio® B Ik He %

Fatalitiesd A1 number 5= EX
Fatality rate® AT & rate th &
Lost time injury (“LTI")! BEAIBIE number 7= X

(MEEIRIE])!

LTI rate® BRI IER: rate th =&
Training hours® 55511 5 o hours/month
&, A
— General ——f
- Middle-level — R
— Senior — =
Notes:
a Gearing ratio is calculated as the borrowings to total assets.
b TSR combines share price appreciation and dividends paid to show to total return to
shareholders.
(o) Staff turnover represents the employees (permanent and temporary) leaving the
Group voluntarily.
d Fatality is the death of an employee as a result of an occupational injury incident in

the course of employment.

The rates are the number of incidents within a financial year relative to the total
number of hours worked in the same financial year. The rates are normalised to
1,000,000 worked hours.

LTI is an occupational injury sustained by an employee for which the employee
misses one or more scheduled workdays after the day of injury.

The average number of training hours per employee is calculated as the total
internal training hours to different employee categories.

ANNUAL REPORT 2018

UTEERBEFRL FEEZS HUBRERAO—H
- MBRTEBBBBEREBTEZIZE -

TRETAEERTRATEHNOEERAER:

2018 2017
—2-N\F —E-iHF
22 23

11 14

25 20
2.2 3.8
17 3.4
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2 1
0.48 0.2
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Key Performance Indicators

£ BRIER

KPI TERBEE Units E {1
Environmental RIB
Fresh water used FrARK me 37 770K
Fresh water consumption intensity” RICHEFERE" index 152K
Electricity used FTAEN GWh & FLES
Electricity consumption intensity” BB RERE" index 152X
Steam used FrA#ZEA tonne M
Steam consumption intensity" ERERERED index 152K
Fuel used FiT AR litre AF+

— Diesel —5ed

- Unleaded petrol — )
Greenhouse gas (‘GHG”) emissions' B = REEHE K tonne of COze

& B — Ak ik
- Scope 1i —&E
- Scope 2k — & [E| 2«

— Total GHG emission'
GHG emission intensity™

—mER Ekfi@ﬁtﬁi‘
BERBHMEERE™  index FHE

Water discharged KEERE me 37 75 0K
— Waste water to recycled water — K8 L BER B A K
— Waste water to sewage network —HERE 5K AR M R K
Non-hazardous waste" produced EEIEEREY" tonne M
Packaging material used FTARBEME tonne Mg

2018 2017
—E-N\F —E—+t5F
1,205,195 1,030,396
138 121

404 438

87 97
1,510,949 1,693,586
87 100
248,482 248,626
94,881 102,809
897 843
569,895 774,287
570,792 775,130
70 98
1,750,555 1,925,892
1,670,782 1,201,142
45,306 47,239
4,811 4,579
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Fresh water, electricity and steam consumption intensity indices are calculated as
the intensity of fresh water, electricity and steam consumed per tonne of physical
product produced in the financial year relative to the intensity in the 2016 base year
(set to 100).

The methodology used for the determination of emissions for the financial year
2016 is based on various documents, such as 2006 IPCC Guidelines for National
Greenhouse Gas Inventories, and the 2015 Baseline Emission Factors for Regional
Power Grids in China issued by the Department of Climate Change and IPCC Fifth
Assessment Report.

Scope 1 emissions represent the emissions from combustion of fuels at stationary
sources to generate electricity, steam, or heat which are owned or controlled by the
Group and transportation emissions from owned or operated vehicles.

Scope 2 emissions are emissions from consumption of purchased electricity, steam
and heat.

Total GHG emissions are direct emissions, plus emissions from the net change of
purchasing and selling of electricity and steam.

GHG emission intensity index is calculated as the GHG emissions from physical

products produced in the financial year relative to the intensity in the base year (set
to 100). The base year is reset from 2014 to 2016.

Non-hazardous wastes mainly represent sludge, saccharified residue, inactivated
bacteria residue and fertiliser.
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