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Chairman’s Statement

ERHRE

Dear Shareholders,

On behalf of the board (the “Board”) of directors (the “directors”)
of Innovative Pharmaceutical Biotech Limited, (the “Company”,
together with its subsidiaries, the “Group”), | hereby present to
all shareholders of the Company (the “Shareholders”) the audited
consolidated financial results of the Group for the year ended 31
March 2018 (the “Financial Year”) with comparative figures for the
year ended 31 March 2017 (the “Previous Financial Year”).

For the Financial Year, the Group recorded revenue of
approximately HK$15.8 million, an increase of approximately
72.1% in revenue from approximately HK$9.2 million as recorded
in the Previous Financial Year. The increase in revenue was largely
due to the increase of business activity in the Group’s trading of
beauty equipment and products segment during the Financial
Year as the Group focused more of its resources on numerous
potential joint-ventures domestically and abroad and developing
new business.

For the Financial Year, the loss attributable to the owners of
the Company amounted to approximately HK$231,048,000,
representing an increase of approximately 28.3% from the
loss attributable to owners of the Company in the amount
of approximately HK$169,788,000 recorded in the Previous
Financial Year. The comparative increase in loss for the Financial
Year of HK$61,260,000 was primarily due to the decrease in fair
value of derivative components of the investments in convertible
bonds that were issued by Extrawell Pharmaceutical Holdings
Limited (“Extrawell”), a company of which shares are listed on the
Main Board of The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”) that is principally engaged in the marketing
and distribution of pharmaceutical products to customers in
the People’s Republic of China (the “PRC” or “China”), the
development, manufacture and sales of pharmaceutical products
in the PRC and the business of commercial exploitation and
development of genome related technology.
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OUTLOOK

The Group is continuing to develop its trading of beauty
equipment and products business. Although there was keen
competition in the market, the Group will allocate more resources
to boost up the business.

The Group also engages in development of a technology that
would allow insulin to be administered orally. The technology
is still in the research and development stage. The Group is
preparing to commence part B of Phase Ill of the clinical trial which
is typically considered as the final stage of clinical trial before
commercialization. The Group will use its best endeavours to
commercialise the product in the mid half of 2020.

The Company continues to actively pursue and review
cooperation, joint ventures, and investments with suitable partners
and will continue to focus on improving the Group’s attractiveness
and profitability as necessary to enhance shareholder returns and
the sustainable long-term development of the Group as a whole.

APPRECIATION

On behalf of all the members of the Board, | would like to take
this opportunity to express my gratitude to the Shareholders and
business partners of the Group for their continued support and
trust during the past year, and my most sincere appreciation to the
directors, management, and staff at all levels for their dedication,
hard work, and contributions to the Group.

Jiang Nian
Chairman
Shanghai, 29 June 2018
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Management Discussion and Analysis

BEEENWE D

GROUP RESULTS

Revenue of the Group for the Financial Year amounted to
approximately HK$15,811,000, representing an increase of
approximately 72.1% as compared with the total revenue of
approximately HK$9,187,000 that was recorded in the Previous
Financial Year. The increase was mainly attributable to an
increase in business of the trading of beauty equipment and
products segment during the Financial Year. Loss attributable to
the owners of the Company increased to HK$231,048,000 for
the Financial Year, an increase of HK$61,260,000 from the loss
of HK$169,788,000 that was recorded in the Previous Financial
Year. The increase of loss was primarily due to the decrease in
fair value of derivative components of the Group’s investments in
convertible bonds that were issued by Extrawell Pharmaceutical
Holdings Limited (“Extrawell”), a company listed on the main
board of The Stock Exchange of Hong Kong Limited, as well as
the increase in impairment loss on interest in Extrawell, for the
Financial Year as compared with the Previous Financial Year.

BUSINESS REVIEW

Trading of beauty equipment and products

The Group commenced the trading of beauty equipment and
products since June 2013. During the Financial Year, revenue
arising from the trading of beauty equipment and products
amounted to approximately HK$15,811,000, representing an
increase of approximately 72.1% from the revenue in the amount
of approximately HK$9,187,000 that was recorded in the Previous
Financial Year.

Investments in Extrawell

Since 2013 the Company has acquired shares and convertible
bonds issued by Extrawell and Extrawell became an associate
company of the Group. The Group’s investments in Extrawell
are recorded in the Group’s consolidated statement of financial
position under interests in associates and investments in
convertible bonds, and these balances are sensitive to share price
fluctuations of Extrawell’s publicly traded shares, as well as being
subject to impairment assessment in accordance with Hong Kong
Accounting Standards.

Research and development

The in-process research and development project (the “In-process
R&D”) represented an in-process research and development
project involving an oral insulin product. The Group will inject
additional resources into clinical trial of the In-process R&D and
consolidate the effort of the project team in order to facility the
development of it.
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BUSINESS REV'EW (Continued)

Research and development (continued)

Thus far, the Group has financed the research and development
segment with the Group’s internal resources but remains active
and open to other fund-raising and partnership activities to further
develop the Group’s portfolio and development.

The in-process R&D was recorded as intangible asset in Group’s
consolidated statement of financial position with carrying value of
HK$1,373,224,000. The management performs the impairment
assessment at the end of each reporting period.

The recoverable amount of the intangible asset is determined
based on fair value calculations which used cash flow projections
prepared by the management of the Group using certain key
assumptions. Key assumptions for the fair value calculations were
based on estimated cash inflows derived from budgeted sales and
gross margin which estimated based on the expectations for the
market development.

At the end of the Financial Year, the Directors of the Company
have performed impairment assessments on the intangible asset
by reference to the valuation conducted by Roma Appraisals
Limited, an independent qualified valuer. The recoverable amount
of the intangible asset is determined based on the estimated
fair value of the In-process R&D. Based on the assessment, the
recoverable amount of the Group’s intangible asset is estimated to
be higher than the carrying amount and therefore the Directors of
the Company considered that no impairment is necessary as at 31
March 2018.

Provision of Genetic Testing Services

The Group has held (i) the permanent and exclusive distribution
rights for genetic testing services in the regions of the PRC, Hong
Kong, and Macau; (ii) permanent non-exclusive distribution rights
for genetic testing services in other regions; and (iii) the right to
use certain logos on genetic testing products and for genetic
testing services that are distributed by the Group since 2011.

Management Discussion and Analysis
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Management Discussion and Analysis

BIE R wm DT

BUSINESS REVIEW (Continued)

Provision of Genetic Testing Services (continueq)

In early 2011, the relevant regulatory department in the PRC
announced the restriction for private companies to engage in
any kind of genetic testing services business and promulgated
a set of new regulations during the last quarter of 2011, which
requires companies to obtain licenses and permits from the State
Drug Administration to engage in different types of genetic testing
services in the PRC. As a result of the legal restrictions imposed
and taking into consideration that additional capital and resources
would be required to obtain such necessary licenses and permits,
the Group has ceased its operation for the provision of genetic
testing services segment since then.

Going forward, the Company will continue to closely monitor the
regulatory environment and consider whether it should continue
with the development of this business segment.

Distribution of Bio-industrial Products

The Group has held the exclusive distribution rights for the
distribution of bone chips and fat in the PRC since 1 January 2010
for an initial term of 5 years, the term of which was automatically
extended by an additional 10 years upon the expiry of the initial
term.

Initially, it was then the intention of the Company to build its
own production plant, research and development workshop and
office in Pinghu, the PRC to develop the bio-industrial products.
However, due to the litigation between T# I 2 REFE
fR A 7] (Jiangsu Ruifeng Construction Group Co., Limited) in
the PRC as the plaintiff against CNL (Pinghu) Biotech Co. Ltd.
(“CNL (Pinghu)”), an indirect non-wholly owned subsidiary of the
Company, as the defendant in relation to the disputes arising
from the related construction services, the construction of the
production plant, research and development workshop and office
in Pinghu, the PRC had since then been put on hold.

Upon the settlement of the aforesaid litigation in 2014, the
Company re-assessed the feasibility of this business segment
and found that the PRC market environment for this business
segment has been deteriorating. In particular, bio-industrial
products have been facing fierce price competition within the
market. Accordingly, taking into consideration that the Company
has been putting in substantial efforts and capital for settling the
aforesaid litigation, the Company decided not to exert additional
resources and capital into a business which may not generate
promising returns. In September 2017, CNL (Pinghu) disposed of
the production plant to the local government and an amount of
approximately HK$1.3 million was recognised as loss on disposal
after tax in the profit or loss for the year and the accumulated
revaluation surplus in the property revaluation reserve of
approximately HK$5.3 million was derecognised by the Group as
a result of the disposal.
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PROSPECTS

Trading of beauty equipment and products

The major trading products of the Group are beauty equipment
and beauty products, and sales of these beauty equipment and
beauty products represent the major component that contributes
to the Group’s revenue.

Revenue and profit margin of the Group from the trading segment
have been relatively stable in the past and trading volume is the
key determiner of the profitability of the segment. The Group
competes by offering trading terms that are more favourable to its
suppliers and vendors compared to the Group’s competitors, and
trades products that are in high demand given the development of
Asian economies.

Securities investment

The management of the Group is optimistic on the long-term
recovery of the markets but they also remain cautious on the
direction of the market in the near-term. The Group continues to
invest in equity funds managed by a professional fund manager.

Research and development

The research and development segment represents an in-process
research and development projects involving an oral insulin
product (the “Product”) that the Group is developing. The Group
is preparing to commence Part B of phase Il clinical trials for the
Product (the “Clinical Trial”). In order to better prepare for the
Clinical Trial, the timetable for obtaining the Certificate of New
Medicine and the Pharmaceutical Manufacturing Permit, subject
to the approval of State Drug Administration, and the generating
revenue of the Product has been slightly adjusted from the third
quarter of 2019 and around end of 2019 to early of 2020 and
around mid of 2020 respectively.

Management Discussion and Analysis
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Management Discussion and Analysis
EIRE wwm DA

PROSPECTS (Continued)

Research and development continued)

Based on the currently available information and expected
timeline, the estimated funding required to complete the research
and development and commercialization of the Product by stages
are as follow:

Expected timeline

B )
e
EREMAGER LKIBRHEERE - &
B EEE R EZERNGETEE
ST

Estimated
funding required

Rt R R R

Third quarter of 2018

Engagement of hospitals to conduct the Part B of

EtmEES

RMBS5 million

phase Il clinical trials and recruitment of
supervisors to monitor the progress

T N\FE=FE BRBERETRAARTE ZPBK
URBREE ANBEEER

Late 2018 till end of 2019
- N\EFRPEZT-NAEFERH

Part B of phase lll clinical trials

ik B s = HBRY

Early of 2020
—E-ZFY) A m{b % E m

The Company will propose that the total funding required for the
research and development as well as the commercialization of
the Product will be shared among the Company and Extrawell in
the proportion of 51% and 49%, respectively. This arrangement
is subject to the result of the discussion with Extrawell. Based
on the currently available liquid fund of the Company, the
Company considers that it will have sufficient funding for this
purpose. Further, as it is expected that the Product will be one
of the first oral insulin medicines available in the market, the
Company anticipates that it will not be difficult to obtain external
funding once the Product is commercialized. The Company
is identifying potential investors/partners to cooperate for the
commercialization of the Product. If cooperation with potential
investors/partners for the commercialization of the Product
cannot be materialized, the Company will also look for other
funding sources, including obtaining financial assistance from the
Company’s associated company and business partner, Extrawell.

In terms of human resources, the Company may utilize its existing
employee and working teams to undergo the process for the
completion of the research and development of the Product and
therefore the Company considers that it will have sufficient human
resource for this purpose.

Commercialization of the Product

AR#5,000,0007T

RMB25 million
AR#25 000,0007T

RMB20 million
AR#20,000,0007T
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FINANCIAL REVIEW

Capital structure

Management Discussion and Analysis

EE R RO
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31 March 2018

31 March 2017
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HK$’000 HK$’000
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Authorised: VETE
50,000,000,000 ordinary shares of 50,000,000,000/% & i% E &
HK$0.01 each (the “Shares”) 0.01B Tz EBmax ([ ]) 500,000 500,000
Issued and fully paid: EEITRESHRT
1,464,193,024 Shares 1,464,193,024 % i 1% 14,642 14,642
Liquidity and financial resources muEJJﬁ%&Ji%ﬁﬁ

As at 31 March 2018, the Group had bank and cash balances of
approximately HK$20.2 million (31 March 2017: approximately
HK$61.3 million).

As at 31 March 2018, total borrowings of the Group were
approximately HK$628.1 million (31 March 2017: approximately
HK$542.4 million) which reflected the debt value of the
Company’s unconverted convertible bonds, amounts due to
non-controlling interests, amounts due to former non-controlling
interests, amounts due to the subsidiary of an associate, and loan
from a non-controlling interest.

The ratio of current assets to current liabilities of the Group was
1.92 as at 31 March 2018 as compared to the 1.03 as at 31 March
2017. The Group’s gearing ratio as at 31 March 2018 was 0.38
(31 March 2017: 0.30) which is calculated based on the Group’s
total liabilities of approximately HK$647.3 million (31 March 2017:
approximately HK$552.6 million) and the Group’s total assets of
approximately HK$1,714.2 million (31 March 2017: approximately
HK$1,851.0 million).

The Group places importance on security, short-term
commitment, and availability of the surplus cash and cash
equivalents.
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Management Discussion and Analysis
EIRE wwm DA

FINANCIAL REVIEW (continued)

Significant acquisition and investments

Save as mentioned above, the Group had no other significant
investments, nor had it made any material acquisition or disposal
of the Group’s subsidiaries or associated companies during the
Financial Period.

Charges on the Group’s assets
As at 31 March 2018, the Group and the Company did not have
any charges on their assets (31 March 2017: nil).

Contingent liabilities
Details of litigation and contingent liabilities are set out in note 30
of the consolidated financial statements.

Foreign exchange exposure

The monetary assets and liabilities and businesses of the Group
are mainly conducted in Hong Kong Dollars, Renminbi, and United
States Dollars. The Group maintains a prudent strategy in its
foreign exchange risk management, with the foreign exchange risk
being minimised through balancing the foreign currency monetary
assets against foreign currency monetary liabilities, and foreign
currency revenue against foreign currency expenditure. The Group
did not use any financial instruments to hedge against foreign
currency risk during the Financial Year. The Group will continue
to monitor its foreign currency exposure closely and consider
hedging foreign currency exposure should the need arise.

Number and numeration of employees

As at 31 March 2018, the Group had 22 full time employees
(31 March 2017: 24), most of whom work in the Company’s
subsidiaries in the PRC. The decrease in staff is due to a reduction
in the business activity of certain segments and the subsequent
redundancies. It is the Group’s policy that the remuneration
of employees and Directors are in line with the market and
commensurate with their responsibilities. Discretionary year-
end bonuses are payable to the employees based on individual
performance. Other employee benefits include medical insurance,
retirement schemes, training programmes, and education
subsidies.

Total staff costs including the Directors’ remuneration for the
Financial Year amounts to approximately HK$6.70 million
(Previous Financial Year: approximately HK$6.50 million).

Segment information
Details of the segment information are set out in note 7 to the
consolidated financial statements.
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COMPLIANCE WITH THE CORPORATE
GOVERNANCE CODE

The Company has adopted and complied with all the code
provisions as set out in Appendix 14 to the Listing Rules (the
“Code”) during the Financial Year, except for the deviations
discussed below.

Code provision A.2.1

Ms. Jiang Nian is the chairman of the Group. As at the date of this
report, no suitable candidate has been identified and the role of
chief executive officer remains vacant. The Company is continually
looking for a suitable person to assume this role.

Code provision A.4.1

Code provision A.4.1 stipulates that non-executive Directors
should be appointed for a specific term and should be subject to
re-election.

The Company has deviated from the Code provision A.4.1. The
non-executive Directors and independent non-executive Directors
were not appointed for specific term but are subject to retirement
by rotation and re-election at least once every three years in
accordance with the provision of the Company’s Bye-laws. As
such, the Company considers that sufficient measures have been
taken to serve the purpose of this Code provision.

The Directors believe that, despite the absence of specified
terms for non-executive Directors, the Directors are committed
to representing the long-term interests of the Company and its
shareholders as a whole.

DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted the Model Code for Securities
Transactions by Directors of Listed Issuers (the “Model Code”)
as set out in Appendix 10 to the Listing Rules as the code of
conduct regarding Directors’ securities transactions. All Directors
have confirmed that they have fully complied with the Model Code
throughout the Financial Year. No incident of non-compliance was
noted by the Company in the Financial Year.

Tang Rong
Executive Director

Hong Kong, 29 June 2018

Management Discussion and Analysis
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Management Profile
EEERRE

EXECUTIVE DIRECTORS

Mr. Gao Yuan Xing, aged 63, has been appointed as an
executive director with effect from 4 January 2016. From 15
March 2011 to 4 January 2016, Mr. Gao was the chairman and
executive director of North Mining Shares Company Limited, a
company listed on the Main Board of the Stock Exchange. Mr.
Gao previously worked in the foreign affairs office of the Shanghai
Municipal Government, and has had senior management roles
in numerous international, PRC investment, and commercial
companies.

Mr. Tang Rong, aged 51, has been appointed as an executive
director with effect from 29 September 2014. Mr. Tang graduated
from Fudan University in the People’s Republic of China in July
1989 with a bachelor’s degree in science, majoring in genetics
and genetic engineering. He has been an engineer of The
Institute of Genetics of Fudan University from November 1989
and has extensive experience in genetics related technology
development, commercialization and market development. Mr.
Tang successfully filed several patents in China and published
papers in many science magazines in genetics related subjects.
He was invited as the member of the Committee of Experts of
BB RERBMIET (Shanghai Lianzhong Institute of Gene
Technology) in 2000. Starting from November 2010, Mr. Tang
was appointed as the director of Gene Testing Research and
Development Department of Longmark (Shanghai) Healthcare
Limited and he has professional expertise in gene testing and
research and development.

Ms. Huang He, aged 36, has been appointed as an executive
director with effect from 10 January 2017. Ms. Huang has over
10 years of experience in corporate and investment management
as well as mergers and acquisitions in the PRC. From 13 October
2016 to 20 December 2016, Ms. Huang was the executive
director of Kong Shum Union Property Management (Holding)
Limited, a company listed on the Growth Enterprise Market of the
Stock Exchange. Ms. Huang is currently the legal representative
and chairman of several companies that were incorporated in
the PRC. From 7 August 2015 to 20 February 2017, Ms. Huang
was also the executive director of China Ocean Fishing Holdings
Limited whose shares are listed on the GEM of the Stock
Exchange.
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NON-EXECUTIVE DIRECTORS

Ms. Jiang Nian, aged 64, has been appointed as a non-
executive director and chairman of the Company with effect from
21 December 2010 and 10 June 2011 respectively. Ms. Jiang is
a member of the remuneration Committee and the nomination
committee of the Company. Ms. Jiang graduated from Z#/&
BEAAXBLESWEE (Junior College, Provincial Campus of
Anhui Radio and Television University) in August 1986, majoring
in Chinese Language and Literature. Ms. Jiang was the Associate
Dean of the School of Life Sciences of Fudan University from
June 2003 to April 2010. She also serves as an authorised
representative of Bt EREAEWEZHBR AT (United Gene
Biomedical Limited). She has extensive experience in general
administrative management particularly in the field of genomic
research.

Ms. Xiao Yan, aged 38, has been appointed as a non-executive
director with effect from 22 May 2012. Ms. Xiao graduated
from the Shanghai University of Finance and Economics with a
pachelor’s degree in Accounting in 2007. Ms. Xiao has served as
an administrative manager of the chief executive, Dr. Xie, in B
AERERF AR AR (United Gene Technology Holdings Limited)
since 2002. Ms. Xiao has extensive experience in medical services
and general administration. From December 2011 to November
2012, she served as the finance manager of CNL (Pinghu), which
is an indirectly owned subsidiary of the Company.

Ms. Wu Yanmin, aged 41, has been appointed as a non-
executive director with effect from 8 June 2011. Ms. Wu
graduated from the School of Life Sciences, Shanghai University in
1999 with a bachelor’s degree in biochemistry. Ms. Wu joined B
AERAER AR AR (United Gene Technology Holdings Limited),
a genetic engineering company substantially owned by Dr. Mao
Yumin (“Dr. Mao”) indirectly, in 2001 and was responsible for
general administrative duties. Since 2006, Ms. Wu has served as
an assistant to the chairman of United Gene Holdings Limited,
and is responsible for assisting the chairman in handling various
investment projects. Ms. Wu has extensive experience in general
administrative and investment management. Starting from
December 2012, she was appointed as the finance manager of
CNL (Pinghu).

Management Profile
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Management Profile
EIRERE

INDEPENDENT NON-EXECUTIVE DIRECTORS

Ms. Chen Weijun, aged 60, has been appointed as an
independent non-executive director with effect from 6 November
2009 and is the chairman of the audit committee of the Company.
Ms. Chen is currently the manager in the business department of
Shanghai Ruihe Certified Public Accountants Co., Ltd.. She was
formerly the finance supervisor of the companies indirectly owned
by Dr. Mao from April 2001 to June 2003. She graduated from the
Chinese Communist Party Central Party College and has been a
registered accountant in the PRC since 2005. She has more than
30 years of experience in accounting, finance and audit services.

Dr. Zhang Zhihong, aged 78, has been appointed as an
independent non-executive director with effect from 8 June
2011 and is a member of the audit committee, the remuneration
committee and the nomination committee of the Company. Dr.
Zhang graduated from Fudan University majoring in biophysics
in 1963 and obtained a doctorate degree in science from Kyoto
University, Japan in 1988. From 1990 to 1991, Dr. Zhang was a
senior visiting fellow at the medical school of Harvard University
in the United States of America. From 1986 to 2000, Dr. Zhang
undertook various senior positions at Fudan University, including
the officer of the Department of Physiology and Biophysics and
the associate dean of the School of Life Sciences. Dr. Zhang
was the deputy chairman of the Biophysical Society of China
from 1994 to 2002 and the chairman of the Shanghai Society
of Biophysics from 2000 to 2008. Dr. Zhang has extensive
knowledge and is highly regarded in the field of biophysics and
physiology in China.

Mr. Wang Rongliang, aged 69, has been appointed as an
independent non-executive director with effect from 8 June
2011 and is a member of the audit committee, the remuneration
committee and the nomination committee of the Company. Mr.
Wang graduated from /&M% — BB T KXE (Shanghai First
Commercial Bureau Staff College) majoring in business and
economics. He acted as a deputy manager of B8+ EH5EEE
£ B AF] (Shanghai 700 Group Advertising Company Limited)
from 1996 to 2005. Mr. Wang has extensive experience in
operation and administrative management.

Save as otherwise disclosed, there is no relationship between any
members of the Board, and no information relating to the directors
which is required to be disclosed pursuant to Rules 13.51(2) and
13.51(B)(1) of the Listing Rules.

BIFEHITESE

REEZELXZLT 605 BEZZETNF+—
ARNBREEZTABIIIERITES &
BARNBEZZESER MLITBRA
EBIEMEFMEBER AR FEFIL
B FGREE—FOAE_ZEZT=FX
ABRAEETHEREBE 2 AR ZAIEN
TE - BEENTRHAEEEFRERL S
—ETERFREATPREGEMERM - BRE
5T B RAZBURTE S E S B30 F ALER o

REBREL 78 BT —F AN
PECEZER/BUIINITESR  XAK
REEZEZEE FHEEGRREAEE
BZKE c RELTR-ANR=FEXNE
BXRE  TEEYYWES IR —H/AN
FRBAARBLAZESE LB - (¢
—MNEFE-AN—F KRELA/E
ButESka Mo BEsE - RELR
—NANAREFE_ZTZTTFHH/EEKRES
BEETRSRBL  BRAESREYY
BREEREGREERBIRE - RIBL
R—NANOFE_TZT_FERTEEY
MEEEREER AR _TTTFE_
T\ FERLEBEEMYEEEREER -
RELTNPEAEMYIEEMEIRRRESR
LEMNE - XXFRSHOE -

ITRREE 69m A-FT——F XA
NBEEEZERBIFRTES IR
ARBIEZEZES ¥FHZESERRES
ZEGZKB ERAEENELBETEHE
—RBITKRKS  TEBXIEE - Bt
—NANAFE-_ZTTRFER/LBLALE
BEESARABZEHRIKEE - THRER
LENMTREETEERBZER -

B X EAN - BE FTHEINE
13.512) 2 13.51(B) () § - WEAMESEE
MEZBEREANEBERESZENTBHHE -

16  INNOVATIVE PHARMACEUTICAL BIOTECH LIMITED 2018 Annual Report



MANAGEMENT

Mr. Poon Hon Yin, aged 52, has been appointed as the company
secretary, financial controller and an authorised representative of
the Company with effect from 14 May 2013. Mr. Poon is qualified
as a Certified Public Accountant registered with the Hong Kong
Institute of Certified Public Accountants and is also a fellow
member of the Association of Chartered Certified Accountants.
Mr. Poon has been a managing director of Probiz CPA Limited
since 2006.
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External Consultant Profile

SNEE A 5] B R

RESEARCH AND DEVELOPMENT

Dr. Mao Yumin, aged 66, has been engaged as the chief
scientific adviser and honorary chairman of the Company since
1 September 2010, responsible for providing advisory and
consultancy services to the Group in relation to the research
and development of its genetic testing products and other
scientific technologies. Dr. Mao is a substantial shareholder of
the Company. He was a member of the Consultant Committee
of Fudan University, the dean of the School of Life Sciences and
Institute of Genetics of Fudan University, and the director of State
Key Laboratory of Genetic Engineering in Fudan University. Dr.
Mao’s main area of research focuses on biological and genetic
engineering. Dr. Mao has accumulated extensive experiences in
operations in the genomic research based industry.
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Corporate Governance Report

CORPORATE GOVERNANCE PRACTICES

During the Financial Year, the Company adopted and has
complied with all the code provisions as set out in the Corporate
Governance Code as set out in Appendix 14 to the Listing Rules
(the “Code”) except for the deviations discussed below.

DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted the Model Code as set out in
Appendix 10 to the Listing Rules as the code of conduct regarding
directors’ securities transactions. All directors have confirmed
that they have fully complied with the Model Code throughout
the Financial Year. No incident of non-compliance was noted by
the Company in the Financial Year. Relevant employees who are
likely to be in possession of unpublished inside information of the
Group are also subject to compliance with written guidance on no
less exacting terms than the Model Code throughout the Financial
Year.

BOARD OF DIRECTORS

The composition of the Board during the Financial Year are set out
below:

Executive directors
Mr. Gao Yuan Xing

Mr. Tang Rong

Ms. Huang He

Non-executive directors
Ms. Jiang Nian (Chairman)

Ms. Xiao Yan

Ms. Wu Yanmin

Independent non-executive directors
Ms. Chen Weijun

Dr. Zhang Zhihong

Mr. Wang Rongliang

Further details of the composition of the Board are set out in the
section headed “Management Profile” on pages 14 to 17.

The Board considers the balance between executive directors
and non-executive directors is adequate to safeguard the
Shareholders’ interests. Independent non-executive directors can
also provide the Group with diversified expertise and valuable
experience. Their independent advice can bring independent
judgment to the decision making of the Board and bring new ideas
to the formulation of corporate strategy.

EEERRE

EEERER

RAVBFE  ARFDRALEST EH
MAIME TSz X ERTRIMEZ
—Y)sPRMESC (TSP R - S ATt 2 1
BEISUERSD

ESETZESRRS
ARRDERA LR B8+ E 2 R
SAEREEFETERXIZORT
Al - 2BESCHR  WERNEBATHK
FEEXREETHRESTH - RAFERF
B AREDRAIEIBERMAESTULST
AlZ2EM - BEAEREAEERAMZ
ABEEHMZBETMVARAMERFERNE
SPAMERMREE ST RIFTET < EEARZE o

EEg
RRMBFE - EFRERBIINT -

BITES
= IR S
EREE
mEBRL

EHITES
BELL(ZE)
Bkt
SR+

BYFHITES
REBRL
REBIBL
TRREE

EESHNCEZHBHAREI4EESET
BIERERE|—8 -

EFEERRITESTIFNTESF ZFY
RURBERRZME - BUYIFRITEERDN
ARASHERZHEEZEXZNINES
Ko WEZBYRBZBPNESTERR
5 1F B A H - B RREE 2B SR
DR

20185 EMBEREMNKZARIE 19



Corporate Governance Report
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The directors oversee the financial performance and formulate
business strategies and determine the corporate governance
policy of the Group, as well as discuss any significant matters
relating to the Group at the Board meetings. Daily operational
matters are delegated to the management of the Group. The
Board meets regularly to review the financial and operating
performance of the Company and considers and approves the
overall strategies and policies of the Group. During the Financial
Year, the Board held 8 meetings. The attendance of each member
at the Board meeting is set out as follows:

Executive directors HITES

Mr. Gao Yuan Xing =R E S

Mr. Tang Rong E e

Ms. Huang He =TI
Non-executive directors FHITES

Ms. Jiang Nian (Chairman) BFEL+(TE)
Ms. Xiao Yan Bkt

Ms. Wu Yanmin SR £
Independent non-executive directors BAEHITES
Ms. Chen Weijun PRIZE L

Dr. Zhang Zhihong REEEL

Mr. Wang Rongliang FHEREE

All directors, including independent non-executive directors, have
given sufficient time and effort to the affairs of the Group.

Code provision A.2.1

Code provision A.2.1 stipulate that the roles of chairman and chief
executive should be separate and should not be performed by the
same individual.

Ms. Jiang Nian is the chairman of the Group. As at the date of this
annual report, no suitable candidate for the role of chief executive
officer has been identified and the role remains vacant. The
Company is continually looking for a suitable person to assume
this role.

EXRREEAREIMBEENGIER
BREMEILCERELSHREK INESFS
SR LANEMNERAKRBEZEAEE -
FEREEHUAZTRTASEERER
A -ExerHsimd AR B NEE
RABITEBNERB BB EE 2R
RENMBEK  RAMREE  EFSEH
1T8R&E% - SNBREFEEHZHFER
BT

Meetings attended/
Total meetings as directors

HEERRE

ERESZEREY
Board General
meeting meeting
Exaas RERXE
8/8 11
8/8 11
7/8 11
8/8 0/1
8/8 0/1
8/8 0/1
8/8 11
8/8 11
7/8 11

FIEESE  BEBUFNTES B
SECEBNHRHEHEIETRHZ
T

R EA2.11%

STRIME A2 VIR - 8 RITHARE
ZBEREMRRY - RTEHRE—AFRE -

BFELULIR/RAEETIRE  -RAFHRAH
THRERZBUEAREGES NEMERFE
B ARAEEBEMEABANEETILE

(VAR

20 INNOVATIVE PHARMACEUTICAL BIOTECH LIMITED 2018 Annual Report



INDUCTION AND PROFESSIONAL
DEVELOPMENT

Directors’ training

All directors must keep abreast of their collective responsibilities
as directors and of the business and activities of the Group. As
such, briefings are provided and organised to ensure that newly
appointed directors are familiar with the role of the Board, their
legal and other duties and responsibilities as director as well as
the business and corporate governance practices of the Group.

Pursuant to Code A.6.5 of the Code, directors should participate
in continuous professional development to develop and refresh
their knowledge and skills. This is to ensure that their contribution
to the Board remains informed and relevant. For the period from
1 April 2017 to 31 March 2018, all directors have participated
in appropriate continuous professional development activities
by ways of attending training or reading material relevant
to the Company’s business or to the directors’ duties and
responsibilities.

For the year ended 31 March 2018, trainings received by each
director are summarised as follows:

Mr. Gao Yuan Xing BIRELE
Mr. Tang Rong BREAE
Ms. Huang He BELT
Ms. Jiang Nian BELL
Ms. Xiao Yan Bzt
Ms. Wu Yanmin SEG LT
Ms. Chen Weijun REE L
Dr. Zhang Zhihong REBELT
Mr. Wang Rongliang FERBREE

Corporate Governance Report
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NON-EXECUTIVE DIRECTORS

Code provision A.4.1

Code provision A.4.1 of the CG Code stipulates that non-
executive directors should be appointed for specific term and
should be subject to re-election.

The Company has deviated from the code provision A.4.1. The
non-executive directors and independent non-executive directors
were not appointed for specific term but are subject to retirement
by rotation and re-election at least once every three years in
accordance with the provision of the Company’s bye-laws. As
such, the Company considers that sufficient measures have been
taken to serve the purpose and objective of this Code provision.

The directors believe that, despite the absence of specified
term of non-executive directors, the directors are committed
to representing the long-term interests of the Company and its
shareholders as a whole.

REMUNERATION COMMITTEE

The Company formulated written terms of reference for the
remuneration committee of the Company (the “Remuneration
Committee”) in accordance with the requirements of the Listing
Rules. The Remuneration Committee was set up on 30 June 2008.
The majority of the members of the Remuneration Committee shall
be independent non-executive directors.

The primary functions of the Remuneration Committee are as
follows:

(@) to advise the Shareholders on whether the terms of service
contracts that require the Shareholder’s approval are fair and
reasonable;

(b) to make recommendation to the Board on the Group’s
remuneration policy and structure;

(c) to establish guidelines for recruitment of members of the
senior management;

(d) to determine the remuneration of members of the senior
management; and

() to formulate remuneration policy and make
recommendations to the Board on annual remuneration
review.

Remuneration of the directors and senior management is reviewed
and fixed by the Remuneration Committee, with reference to
the market benchmarks and industry norms, and their duties
and responsibilities in the Group, having regard to the expertise,
performance and experience possessed by individual directors.
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During the Financial Year, the Remuneration Committee held
1 meeting. The attendance of each member at the committee

meeting is set out as follows:

Non-executive director
Ms. Jiang Nian

Independent non-executive directors
Dr. Zhang Zhihong

(Chairman of the Remuneration Committee)
Mr. Wang Rongliang

NOMINATION COMMITTEE

HHUTES

NFHITES
REBEL
(#MKHE
RRELE

The Company has established a nomination committee of the
Company (the “Nomination Committee”) on 16 March 2012.
During the Financial Year, the Nomination Committee held 1
meeting. The attendance of each member at the committee

meeting is set out as follows:

Non-executive director
Ms. Jiang Nian

Independent non-executive directors
Dr. Zhang Zhihong

(Chairman of the Remuneration Committee)
Mr. Wang Rongliang
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The Nomination Committee adopted a board diversity policy that
set out the Group’s approach to diversify members of the Board
and the Group holds the view that this board diversity policy
will lead to a Board with diverse perspectives. Factors that will
be considered in the assessment of the diversity of a director’s
perspective include, but are not limited to, gender, age, culture,
skill, knowledge, educational background and professional
experience. Presently, the Board comprises of nine directors,
of which three are independent non-executive directors, with
significant diversity in gender, age, professional experience,
educational and cultural background, skills, knowledge and length
of service.

DIRECTORS’ AND AUDITOR’S
RESPONSIBILITY FOR THE FINANCIAL
STATEMENTS

The directors acknowledge their responsibility for preparing the
consolidated financial statements of the Group.

The directors confirm that the preparation of the consolidated
financial statements of the Group is in accordance with statutory
requirements and applicable accounting standards. The directors
also confirm that the consolidated financial statements of the
Group have been published in a timely manner.

The directors confirm that, to the best of their knowledge,
information and belief, having made all reasonable enquiries, they
are not aware of any material uncertainties relating to events or
conditions that may cast significant doubts upon the Company’s
ability to continue as a going concern.

A statement by the auditor of the Company about their reporting
responsibilities is set out in the “Independent Auditor’s Report” on
pages 45 to 49 of this annual report.

AUDITOR’S REMUNERATION

The Group’s external auditor is BDO Limited. For the Financial
Year, the auditor of the Company had performed audit services
and their remuneration in respect of audit services was
HK$1,150,000.

There was no non-audit services provided by the auditor of the
Company.
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CORPORATE GOVERNANCE FUNCTIONS

The Board is responsible for performing the following corporate
governance duties as required under the Code:

(a)

to develop and review the Company’s policies and practices
on corporate governance and make recommendations to the
board;

to review and monitor the training and continuous
professional development of directors and senior
management;

to review and monitor the Company’s policies and practices
on compliance with legal and regulatory requirements;

to develop, review and monitor the code of conduct and
compliance manual (if any) applicable to employees and
directors; and

to review the Company’s compliance with the code
and disclosure in the corporate governance report (the
“Corporate Governance Report”).

AUDIT COMMITTEE

The Company formulated written terms of reference for the audit
committee of the Company (the “Audit Committee”) in accordance
with the requirements of the Listing Rules. The Audit Committee
is composed of three independent non-executive directors. At
least one of the members of the Audit Committee has appropriate
professional qualifications or accounting or related financial
management expertise as required under the Listing Rules.

The primary functions of the Audit Committee are as follows:

(a)

(0)

to serve as a focal point for communication between the
directors and external auditors;

to assist the Board in fulfilling its responsibility by providing
an independent review with the management of the
accounting policies and practices adopted by the Group,
and supervision of financial reporting, and monitoring and
reviewing the effectiveness of the Group’s internal control
and the adequacy of the external audit;

to review the appointment of external auditors on an annual
basis as well as to ensure continuing auditors independence;
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(d) to develop and monitor the applications of the policies on
the engagement of the external auditors to perform other
professional services (other than tax-related services); and

(e) to oversee the Company’s financial reporting system, risk
management and internal control procedures.

The Group’s audited consolidated financial statements for the
Financial Year were reviewed by the Audit Committee.

The Audit Committee held 2 meetings during the Financial Year.

Ms. Chen Weijun (Chairman of the Audit Committee)
Dr. Zhang Zhihong
Mr. Wang Rongliang

REEEL
TEREE

RISK MANAGEMENT AND INTERNAL
CONTROL

The Board has the overall responsibility for maintaining a sound
and effective risk management and internal control systems
to safeguard the Shareholders’ interests, and to review the
effectiveness of such systems regularly. The risk management and
internal control systems include defined management structure
with limits of authority set at various levels, which is designed
to safeguard assets, ensure the maintenance of proper records,
provide reliable financial information for internal use or publication,
and ensure compliance with regulations. During the Financial
Year, the Board has reviewed the internal control procedures of
the Group and consider the risk management and internal control
systems to be adequate and effective.

The Group’s internal audit function is performed by an outsourced
internal audit team, which reports directly to the Audit Committee.

The report provided internal audit findings and any action
to be taken by management as a result. These findings and
recommendations for improvement will be communicated to
the respective management for their responses and corrective
actions. The Group’s management team monitors the
implementation of its recommendations and reports the outcome
to the Audit Committee.
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COMMUNICATION WITH SHAREHOLDERS

(i)

Procedures for convening of a special general
meeting and putting forward proposals at
shareholders’ meeting

Shareholders are encouraged to attend all general meetings.
Pursuant to the bye-laws of the Company, any one or
more shareholders holding at the date of deposit of the
requisition not less than one-tenth of the paid up capital of
the Company carrying the right of voting at general meetings
of the Company shall at all times have the right, by written
requisition (the “Written Requisition”) to the Board or the
Secretary of the Company at the principal place of business
in Hong Kong of the Company (at Unit No. 2111, 21/F, West
Tower Shun Tak Centre, 168-200 Connaught Road Central,
Sheung Wan, Hong Kong), to require a special general
meeting to be called by the Board for the transaction of any
business specified in such requisition; and such meeting
shall be held within two (2) months after the deposit of such
requisition.

Pursuant to the bye-laws of the Company, an annual general
meeting shall be called by a written notice of not less than
twenty-one (21) clear days and not less than twenty (20)
clear business days and any special general meeting at
which the passing of a special resolution is to be considered
shall be called by a written notice of not less than twenty-
one (21) clear days and not less than ten (10) clear business
days. Business day under the Listing Rules means any day
on which the Stock Exchange is open for business of dealing
in securities.

If within twenty-one (21) days of such deposit the Board fails
to proceed to convene such meeting the requisitionist(s)
himself (themselves) may do so in accordance with the
provision of Section 74(3) of the Companies Act 1981 of
Bermuda.
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(ii)

(iii)

(iv)

28

IR E

Procedures for directing enquiries to the
Company

To direct enquiries to the Board, Shareholders should submit
his/her/its enquires in writing with contact details (including,
registered name, address and telephone number, etc.) to the
Company Secretary at the following:

By post to the head office and principal place of business in
Hong Kong at Unit No. 2111, 21/F, West Tower Shun Tak
Centre, 168-200 Connaught Road Central, Sheung Wan,
Hong Kong.

Tel: (852) 2598 6818
Fax: (852) 2598 6628

Matters relating to share registration

For share registration related matters, such as share
transfer and registration, change of name and address of
Shareholders, loss of share certificates or dividend warrants,
Shareholders can contact the Hong Kong branch share
registrar and transfer office at the following:

Tricor Tengis Limited
Level 22, Hopewell Centre
183 Queen’s Road East
Hong Kong

Tel: (852) 2810 8185

Fax: (852) 2980 1333

Procedures for a shareholder to propose a
person for election as a director

Subject to the provisions of the Company’s bye-laws, the
Shareholders may from time to time in general meeting by
Ordinary Resolution elect any person to be a director either
to fill a casual vacancy or as an additional director.

Shareholder(s) may propose a person other than an existing
director of the Company for election as a director at a
general meeting. The Shareholder(s) must deposit a written
notice (the “Notice”) to the principal office of the Company in
Hong Kong for the attention of the Company Secretary.

The Shareholder(s) must prove his/her/their shareholding in
the Company.

(ii)

(iii)

(iv)
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The Notice must be signed by the Shareholder(s) (other than
a person to be proposed) and shall be accompanied by the
following information and documents:

- the full name and the contact information of the
Shareholder(s);

—  the contact details, age and the full name of the person
proposed for election as a director of the Company;

- biographical details of the person proposed for election
as required by Rule 13.51(2) of the Listing Rules;

- letter of consent signed by the person proposed to be
elected that he or she consents to be director of the
Company, if elected.

The Notice and the abovementioned information and
documents must be lodged with the Company commencing
from the day after despatch of the notice of the general
meeting and ending no later than seven (7) days prior to the
date of such general meeting.

INVESTOR RELATIONS

The Company endeavours to uphold a high level of corporate
transparency. Keeping Shareholders, investors, analysts, bankers
and other stakeholders informed of its corporate strategies and
business operations has been one of the key objectives of its
investor relations team.
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Report of the Directors
EEERE

The directors hereby submit their report with the audited
consolidated financial statements for the Financial Year.

PLACE OF INCORPORATION

The Company was incorporated in the Cayman Islands as an
exempted company with limited liability under the Companies Law
(as revised) of the Cayman Islands and continued in Bermuda as
an exempted company with limited liability in accordance with
the Companies Act 1981 (as amended) of Bermuda. The address
of its registered office is at Clarendon House, 2 Church Street,
Hamilton HM 11, Bermuda and its principal place of business in
Hong Kong is Unit No. 2111, 21/F, West Tower Shun Tak Centre,
168-200 Connaught Road Central, Sheung Wan, Hong Kong.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. The principal
activities of its subsidiaries are set out in note 34 to the
consolidated financial statements.

BUSINESS REVIEW

A review of the businesses of the Group during the year and
a discussion on the Group’s future business development is
provided in the section headed “Management Discussion and
Analysis” in this annual report.

An analysis of the Group’s performance during the year ended 31
March 2018 using financial performance indicators is provided in
the section headed “Management Discussion and Analysis” on
pages 6 to 13 of this annual report.

Principal Risks and Uncertainties

The Group’s financial condition, results of operations, businesses
and prospects may be affected by a number of risks and
uncertainties. The followings are the key risks and uncertainties
identified by the Group. There may be other risks and uncertainties
in addition to those shown below which are not known to the
Group or which may not be material now but could turn out to be
material in the future.
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Business Risk

Certain of the business segments in which the Group operates
are subject to the overall economic growth of the PRC, which
is subject to ever-changing economic policy changes of the
PRC government. Any adverse changes in economic policies of
the PRC government could materially and adversely affect the
Group’s business.

The valuation of the intangible asset of the Group is tied to the
Group’s ability to successfully complete the development and
commercialisation of the Product and the policy of medical
examination and the medical policy. As at the date of this report,
the Product is still in the research and development stage,
uncertainty as to when the product can be launched exits. In
addition, commercialisation is subject to uncertainty and risks
arising from the results of the clinical trial of the Product and
the assessment of the CFDA. These factors may be beyond the
control of the Group. Any delay or failure in the Group’s ability to
do so may adversely affect the Group’s business and financial
performance.

Operational Risk

Operational risk is the risk of loss resulting from inadequate or
failed internal processes, people and systems or from external
events. Responsibility for managing operational risks basically
rests with every function at divisional and departmental levels.
The Group recognises that operational risks cannot be eliminated
completely and that it may not always be cost effective to do so.

Key functions in the Group are guided by their operating
procedures, limits of authority and reporting framework. The
Group will identify and assess key operational exposures from
time to time and report such risk issues to senior management as
early as possible so that appropriate risk response can be taken.

Financial Risk
The financial risk management of the Group are set out in note 35
to the consolidated financial statements.

RESULTS AND FINANCIAL POSITION

The results of the Group for the Financial Year are set out
in the consolidated statement of profit and loss and other
comprehensive income on pages 50 to 51. The directors do not
recommend the payment of a final dividend for the Financial Year.
There is no arrangement that a shareholder of the Company has
waived or agreed to waive any dividend.

The state of affairs of the Group as at 31 March 2018 are set out
in the consolidated statement of financial position on pages 52 to
53.
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PROPERTY, PLANT AND EQUIPMENT

Details of the movements during the Financial Year in the property,
plant and equipment of the Group are set out in note 16 to the
consolidated financial statements.

PURCHASE, SALE OR REDEMPTION OF
THE COMPANY'’S LISTED SECURITIES
During the Financial Year, neither the Company nor any of its
subsidiaries purchased, sold or redeemed any of the Company’s
listed securities.

SHARE CAPITAL

Details of the movements during the Financial Year in the share
capital of the Company are set out in note 29 to the consolidated
financial statements.

RESERVES

Details of the movements in the reserves of the Group during
the Financial Year are set out in the consolidated statement of
changes in equity on pages 54 to 55. There were no distributable
reserves of the Company at 31 March 2018 (31 March 2017: Nil).

CONVERTIBLE BONDS

Details of the convertible bonds issued by the Group are set out in
note 28 to consolidated financial statements.

DIRECTORS

The Directors who held office during the Financial Year and up to
the date of this annual report were:

Executive Directors
Mr. Gao Yuan Xing

Mr. Tang Rong

Ms. Huang He

Non-executive Directors
Ms. Jiang Nian (Chairman)

Ms. Xiao Yan

Ms. Wu Yanmin

Mr. Gao Yuan Xing, Mr. Tang Rong and Ms. Jiang Nian are also
directors in certain subsidiaries of the Company.
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Independent non-executive Directors
Ms. Chen Weijun

Dr. Zhang Zhihong

Mr. Wang Rongliang

In accordance with the bye-laws of the Company, one third of
the directors for the time being shall be subject to retirement by
rotation at least once every three years. Accordingly, Ms. Wa
Yanmin, Ms. Xiao Yam and Mr. Wang Rongliang shall retire and,
being eligible, offer themselves for re-election at the 2018 AGM.

DIRECTORS’ SERVICE CONTRACTS

No director proposed for re-election at the forthcoming annual
general meeting had a service contract that was not determinable
by the Group within one year without payment of compensation
(other than statutory compensation).

BIOGRAPHICAL DETAILS OF DIRECTORS
AND SENIOR MANAGEMENT

Brief biographical details of the directors and senior management
are set out on pages 14 to 17 of this annual report.
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DIRECTORS’ INTERESTS IN SHARES

As at 31 March 2018, the interests or short positions of the
directors, chief executive of the Company or their associates in
any 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 (“SFO”)) which were
required to be recorded in the register required to be kept by the
Company under Section 352 of the SFO, or which is otherwise
required to be notified to the Company and the Stock Exchange
pursuant to the Model Code were as follows:

Name of director Capacity

47

EEAA

Tang Rong Beneficial owner
E EREBA

Save as disclosed above, as at 31 March 2018, none of the
directors, chief executive of the Company nor their associates had
any interests or short positions in any Shares, underlying shares or
debentures of the Company or any of its associated corporations
(within the meaning of Part XV of the SFO), which were required
to be recorded in the register by the Company required to be kept
under Section 352 of the SFO or which is otherwise notified to the
Company and the Stock Exchange pursuant to the Model Code.

DIRECTORS’ AND CONTROLLING
SHAREHOLDERS’ INTERESTS IN
CONTRACTS OF SIGNIFICANCE

Save as disclosed in note 33 to the consolidated financial
statements, no other contract of significance, to which the
Company or any of its subsidiaries was a party and in which a
director had a material interest, whether directly or indirectly,
subsisted at the end of the Financial Year or at any time during the
Financial Year, nor was there any other contract of significance in
relation to the Group’s business between the Company or any of
the Company’s subsidiaries and a controlling Shareholder or any
of its subsidiaries.

MANAGEMENT CONTRACT

No contracts concerning the management and administration of
the whole or any substantial part of the business of the Company
were entered into or in existence during the Financial Year.

EERRMD zER
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Number
of shares/
underlying

CHETCEN G|
BEZRG
HEROHE

Percentage of
the issued
share capital of
the Company
EARARE BT
BABDE

396,200 0.03%
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SUBSTANTIAL SHAREHOLDERS’ AND
OTHER PERSONS’ INTERESTS AND SHORT
POSITIONS IN SHARES AND UNDERLYING
SHARES

As at 31 March 2018, the register of interests and short positions
in the shares and underlying shares of the Company kept under
Section 336 of the SFO showed that, the following entities had
an interest or deemed interest of 5% or more in the issued share
capital of the Company:

TERRRAEMALTRARS R
HBRG ZEERKA

RZZ-NF=ZA=1t—H REEHFK
H§1\xf§|J%3361\¢TEZ$ EILSGISEIEL
Pefnz s MoRR ERMAE - THIEEE
RARBDHTRATEERERSES
5%k A EHEeS

RARBEBITRAZER KA

Long/Short positions in the issued share capital of

the Company

Number of Percentage of
shares/ Long (L) or the issued
underlying Short (S) share capital of
Name of shareholders Capacity shares held position the Company
EARAT
BEZR®B/ iy (NE ERT
BRRER HERGHE KE(S) RABDL
Dr. Mao Yumin (note 1) Beneficial owner 1,092,700,000 L 74.63%
EREEL (M) BaBAA
Beneficial owner 1,700,000,000 S 116.10%
BaBAA
Interest of a controlled corporation 709,451,350 L 48.45%
REHEE BR
United Gene Holdings Limited (note 1) Beneficial owner 55,500,000 L 3.79%
e ERZERERRR (1) BaBAA
Interest of a controlled corporation 653,951,350 L 44.66%
REHER 2
Dr. Xie Yi (note 2) Interest of a controlled corporation 13,951,350 L 0.95%
HBREL(HE2) REHER 2w
Ease Gold Investments Limited Interest of a controlled corporation 13,951,350 L 0.95%
(note 2)(BHzE2) XIEGEE s
Good Links Limited (note 3)(#3£3)  Interest of a controlled corporation 13,951,350 L 0.95%
REHER 2
Victory Trend Limited Interest of a controlled corporation 13,961,350 L 0.95%
(note 3)(Ff&E3) REHER 2
Best Champion Holdings Limited Interest of a controlled corporation 13,951,350 L 0.95%

(note 4)

IERRBR AR (FFE4)

XA 2
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Name of shareholders

RR&EH

China United Gene Investment

SWE

Capacity

&

Beneficial owner

Holdings Limited ERBAA
(note 5)(F#5)
Chau Yiu Ting Beneficial owner
[E12 ERBAA
Notes:

These include (i) 213,700,000 ordinary shares held by Dr. Mao directly; (ii)
879,000,000 and 640,000,000 derivative shares held by Dr. Mao and JNJ
Investments Limited (“JNJ”) respectively, which shall be issued by the Company
upon exercise of the conversion rights attached to the convertible bonds in an
aggregate principal amount of HK$607,600,000 issued by the Company. JNJ
is an indirect wholly-owned subsidiary of United Gene Group Limited, which is
in turn wholly owned by United Gene Holdings Limited; (iii) 55,500,000 ordinary
shares held through United Gene Holdings Limited and (iv) 13,951,350 ordinary
shares held through China United Gene Investment Holdings Limited, which is
held as to 60% by Best Champion Holdings Limited, and which is in turn held as
to 33.5% and 33% by United Gene Holdings Limited and Victory Trend Limited
respectively. Victory Trend Limited is wholly owned by Good Links Limited. United
Gene Holdings Limited and Good Links Limited are 100% and 50% held by Dr.
Mao respectively.

Ease Gold Investments Limited, is wholly-owned by Dr. Xie Yi (“Dr. Xie”), which
owns 33.50% equity interests of Best Champion Holdings Limited.

Victory Trend Limited is wholly-owned by Good Links Limited, which is in turn
owned as to 50% by Dr. Mao and as to 50% by Dr. Xie. Victory Trend Limited owns
33.00% equity interests of Best Champion Holdings Limited.

The equity interest of Best Champion Holdings Limited is owned as to 33.50%,
33.50% and 33.00% by United Gene Holdings Limited, Ease Gold Investments
Limited and Victory Trend Limited, respectively.

China United Gene Investment Holdings Limited is owned as to 60% by Best
Champion Holdings Limited.

Save as disclosed above, the directors were not aware of any
other relevant interests or short positions of 5% or more in the
issued share capital of the Company as at 31 March 2018.
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Number of Percentage of
shares/ Long (L) or the issued
underlying Short (S) share capital of
shares held position the Company
, AR
BEZR®B/ HRL)R BRI
HBRRAHE KE(S) REBDE
13,951,350 L 0.95%
302,600,000 L 20.67%
BisE

REBHE()BEH LT EEFAR213,700,000/0% &
B (NRATTEMTIRRES M 2 EiniER - AR
BB T ZOTERD — A& 4858 4607,600,00078 7T
Z AR ES - Tho Bl E1E +#55E879,000,000
A% K UNJ#& & A R A 7 ([INJ ) 3% A 640,000,000
% o JNJ & — [ United Gene Group Limited [ #
PEBEBENMBARMEHEEEERARR A
2EBB (NHBAEEERBERAAFAEN
55,500,0000% % 3 8% o (iv) R gl =R B R AR A
60% % 1 #)China United Gene Investment Holdings
Limited$§4 213,951,350/ L imA% - B & EFE IR
AR A F FEVictory Trend Limited % Bll#5533.5% &
33%SEFER B R A R © Victory Trend Limited
fiGood Links Limited2&#4A - EELORIFAE
B o EEER AR A EH100%#E 5 & Good Links
Limited#150% 135

Ease Gold Investments Limited ( f &k &+ ([ #i&
T N2EHR)BEEIEERERRA R Z33.50%
1 -

Victory Trend LimitedfiGood Links Limited & ##
A » MGood Links Limited g £+ & # 1B 25
HAE50% K50% -+ M Victory Trend Limited# A gl £
PR IR A T2 33.00% A ©

NEERERARDRIEBEERERERARF
Ease Gold Investments Limited X Victory Trend
Limited## & 33.50% ~ 33.50% }233.00% A% °

China United Gene Investment Holdings Limited
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INDEPENDENT NON-EXECUTIVE
DIRECTORS

The Company has received an annual confirmation from
each independent non-executive director confirming his/her
independence pursuant to rule 3.13 of the Listing Rules. The
Company considers all of the independent non-executive directors
to be independent.

CONNECTED TRANSACTIONS

A summary of the related parties transactions entered into by the
Group during the Financial Year is contained in note 33 to the
consolidated financial statements.

The following transactions between certain connected persons (as
defined in the Listing Rules) and the Group have been entered into
during the Financial Year and/or are ongoing for which relevant
announcements, if necessary, had been made by the Company in
accordance with Chapter 14A of the Listing Rules.

Continuing connected transactions

Since 31 August 2010, the Company has engaged Dr. Mao to
provide advisory and consultancy services to the Group in relation
to research and development of the Group’s genetic testing
products, and other scientific technologies. In this role, Dr. Mao
is the Company’s chief scientific adviser and currently receives a
monthly service fee of HK$56,000. The previous agreement with
Dr. Mao commenced on 1 September 2013, for a period of three
years, and was renewed on 1 September 2016 for an additional
period of three years, unless terminated earlier in accordance with
the agreement.

On 17 March 2014, the Company and Extrawell entered into a
conditional sale and purchase agreement where the Company
agreed to purchase 51% of the equity interest in Smart Ascent
Limited (“Smart Ascent” together with its subsidiaries, the “SAL
Group”) from Extrawell for a consideration of HK$780 million (the
“Acquisition”), which will be paid with cash of HK$65 million and
convertible bonds issued by the Company of HK$715 million. As
part of the agreement, the Group has agreed to cover the entirety
of Smart Ascent’s expenditures related to the furthering of its oral
insulin medicine up to the amount of HK$600 million from 2015 to
2017 (the “Coverage of Smart Ascent’s expenditures”). Conditions
of this agreement have been disclosed in the Company’s circular
dated 26 June 2014 and the acquisition was conditional, among
other conditions, on the relevant Shareholders’ resolutions being
passed at the special general meetings held by Extrawell and
the Company on 15 and 16 July 2014, respectively. The relevant
shareholders’ resolutions approving the entering of such sale and
purchase agreement (including the Coverage of Smart Ascent’s
expenditures) were passed on 16 July 2014.
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Upon the completion of the Acquisition which took place on 28
July 2014, Smart Ascent is owned as to 51% by the Company
and 49% by Extrawell and Extrawell thereby became a connected
person of the Company, and accordingly the Coverage of
Smart Ascent’s expenditures became a continuing connected
transaction for the Company since 28 July 2014.

The following table disclosed in the Company’s circular dated 26
June 2014 sets forth the annual caps in relation to the Coverage
of Smart Ascent’s expenditures for the periods below:

For the year ended 31 March
BE=A=t—-HILFE

2015
2016
2017

The Coverage of Smart Ascent’s expenditures has been expired
on the 27 July 2017, the Group contributed approximately
HK$895,000 to the SAL Group for the period from 1 April 2017 to
27 July 2017 and the Group’s contributions to the SAL Group did
not exceed the proposed annual cap.

The aforesaid continuing connected transactions have been
reviewed by the independent non-executive directors. The
independent non-executive directors confirmed that the
continuing connected transactions were entered into:

(@) inthe ordinary and usual course of business of the Group;

(b)  on normal commercial terms and no less favourable to the
Group than terms available from independent third parties;
and

(c) in accordance with the relevant agreements governing them
on terms that are fair and reasonable and in the interests of
the Company and the Shareholders as a whole.

The independent non-executive directors have further confirmed
that certain related party transactions, which constituted
connected transactions under the Listing Rules for the Financial
Year, are exempted from the disclosure requirements in
accordance with rule 14A.31 of the Listing Rules.
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Aggregate Annual Caps
BEELR

HK$ (approximate)

B T(8)

200,000,000
300,000,000
100,000,000

EEEFRAXER -_T—tFLtA -+t
SPEYE Kﬁlmif tHEMA—HBHE
—E—tF AT ERSHREEEHE
HR4895,000/8 7T - MAEEMELEE
ZHRA EEBZFRFELR

FRFERERZICRBUNNTESRE
M o BUFMTTEETHAREHFERSZ
FISLE

(@ HEAKENAEM-—REBBREHE

i

(b)) R—BEXERLRTERREBNE
NEZTEGZGTET R

© WREREMBIZZEBHRE RO
FAEERTAEARRRRBERE ﬁﬂ_
ZARFETT -

BYERITERE—SHER  RIBLTR
Bl AR FEZETHREALRSEKX
BB S  RIFELETMRANE14AIE  Z
ERXGERREBTIHERT -

38 INNOVATIVE PHARMACEUTICAL BIOTECH LIMITED 2018 Annual Report



Pursuant to Rule 14A.56 of the Listing Rules, the Board engaged
the auditor’s of the Company for the year ended 31 March
2018 to perform certain agreed upon procedures in respect of
the continuing connected transactions in respect of Coverage
of Smart Ascent’s expenditures of the Group. The auditor has
reported the factual findings on these procedures to the Board
that:

(@) nothing has come to the auditor’s attention that causes the
auditor to believe that the disclosed continuing connected
transactions have not been approved by the Board;

(b)  for transactions involving the provision of financial assistance
by the Group, nothing has come to the auditor’s attention
that causes the auditors to believe that the transactions were
not, in all material respects, in accordance with the pricing
policies of the Company;

(c) nothing has come to the auditor’s attention that causes the
auditors to believe that the transactions were not entered
into, in all material respects, in accordance with the relevant
agreements governing such transactions; and

(d) the actual transaction amount in respect of the Coverage
of Smart Ascent’s expenditures have not exceeded the
proposed annual cap for the year ended 31 March 2018.

To the best knowledge of the directors, there were no other
connected transactions or continuing connected transactions
subsisting during the Financial Year.

INTERESTS IN COMPETITORS

During the Financial Year and up to the date of this report, other
than those businesses of which the directors were appointed
as directors to represent the interests of such businesses, no
director is considered to have had an interest in a business which
competes or is likely to compete, either directly or indirectly, with
the businesses of the Group, pursuant to the Listing Rules.

EMOLUMENT POLICY

The emolument policy for the employees of the Group is set up
by the management on the basis of their merit, qualifications and
competence.

The emoluments of the directors for the Financial Year are decided
by the Board, having regard to the Group’s operating results, their
duties and responsibilities in the Group, individual performance
and comparable market statistics, and have been reviewed by the
Remuneration Committee during the Financial Year.
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SHARE OPTION SCHEME

On 6 November 2009 (the “Adoption Date”), the Company
adopted a share option scheme (the “Share Option Scheme”)
for the purpose of recognising and motivating the contributions
of the Group’s eligible employees, non-executive directors,
shareholders, customers, and suppliers to the Group which,
unless otherwise cancelled or amended, will remain in force for
10 years from the Adoption Date. The Share Option Scheme was
refreshed on 3 November 2010 to increase the maximum number
of Shares which may be issued upon the exercise of all options to
be granted under the Share Option Scheme (the “Options”) to the
amount in aggregate not exceeding 1,216,450,806 Shares being
10% of the Shares in issue of the Company as at 3 November
2010.

As at the date of this annual report, the maximum number of
Options available to be issued is 79,069,302 Shares, being
approximately 5.4% of the Shares in issue currently.

The exercise price of the share options granted under the Share
Option Scheme is determined by the Board, but shall not be
less than the highest of (i) the nominal value of the Shares; (ii)
the average closing price of the Shares as stated in the Stock
Exchange’s daily quotation sheets for the five business days
immediately preceding the date of grant; or (iii) the closing price
of the Shares as stated in the Stock Exchange’s daily quotations
sheet on the date of the grant. No option may be granted to any
individual in any 12-month period if the total number of Shares
issued and to be issued upon exercise of the option granted to
an individual in any 12-month period exceeds 1% of the share
capital of the Company in issue unless approval by shareholders is
obtained.

As at 31 March 2018, the Company had not granted any options
to eligible persons of the Share Option Scheme and there were no
outstanding share options under the Share Option Scheme.

The Share Option Scheme will expire in approximately 1.25 years.

Apart from the aforesaid, at no time during the Financial Year was
the Company or any of its subsidiaries a party to any arrangement
to enable the directors and substantial Shareholders or any of
their associates to acquire benefits by means of the acquisition
of shares in, or debentures of, the Company or any other body
corporate.
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PRE-EMPTIVE RIGHTS

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

EQUITY-LINKED AGREEMENTS

Other than the Share Option Scheme and the Convertible
bonds issued as disclosed in this annual report, no equity-linked
agreements that will or may result in the Company issuing Shares,
or that require the Company to enter into any agreements that will
or may result in the Company issuing Shares, were entered into by
the Company during the year or subsisted at the end of the year.

PERMITTED INDEMNITY PROVISION

Pursuant to the Company’s bye-laws, every director or other
officers of the Company acting in relation to any of the affairs
of the Company shall be indemnified and secured harmless out
of the assets and profits of the Company from and against all
actions, costs, charges, losses, damages and expenses which
they or any of them, their or any of their heirs, executors or
administrators, shall or may incur or sustain by or by reason of any
act done, concurred in or omitted in or about the execution of their
duty, or supposed duty, in their respective offices, or trusts. The
Company has arranged appropriate insurance coverage for the
directors and officers of the Group.

CHARITABLE DONATIONS

During the Financial Year, the Group did not make any charitable
donation (2017: Nil).
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MAJOR CUSTOMERS AND SUPPLIERS

The information in respect of the Group’s total purchases and
sales attributable to the Group’s major suppliers and customers
respectively during the Financial Year is as follows:

Purchases REE

— The largest supplier — RAHER

— Five largest suppliers combined - AREEEAF
Sales HE

— The largest customer - &RAEP

— Five largest customers combined — AREFPE&R

At no time during the Financial Year had any of the directors, their
close associates or any Shareholder (which to the knowledge of
the directors owned more than 5% of the Company’s issued share
capital) held an interest in any of the Group’s five largest suppliers
or customers.

RELATIONSHIPS WITH EMPLOYEES,
SUPPLIERS AND CUSTOMERS

The Group understands that employees are valuable assets. The
Group provides competitive remuneration package to attract
and motivate the employees. The Group regularly reviews the
remuneration package of employees and makes necessary
adjustments to conform to the market standard.

The Group’s business is built on a customer-oriented culture.
The Group also understands that it is important to maintain good
relationship with its suppliers and customers to fulfil its immediate
and long-term goals. To maintain its market competitiveness
within the industry, the Group aims at delivering constantly high
standards and high quality products to its customers. During the
year under review, there was no material and significant dispute
between the Group and its suppliers and/or customers.
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ENVIRONMENTAL, SOCIAL AND
GOVERNANCE

Environmental Protection

Environmental conservation remains a key focus for the Group.
The conscientious use of resources and adoption of best
practices across the Group’s businesses underlie its commitment
to safeguarding the environment. The Group encourages
environmental protection and complies with environmental
legislation and promotes awareness towards environmental
protection to the employees.

The Group puts great emphasis on environmental protection
and sustainable development. Through the establishment of an
ever-improving management system, enhancement on procedure
monitoring, energy conservation and environment protection
were strongly promoted, leading to the remarkable achievement
of environmental management. Several measures have been
implemented by the Group in order to promote environmental
protection.

The Company will publish a separate Environmental, Social and
Governance Report as close as possible to, and in any event no
later than three months after, the publication of this annual report.

Compliance with Laws and Regulations

Compliance procedures are in place to ensure adherence to
applicable laws, rules and regulations, in particular, those that
have significant impact on the Group. The audit committee of
the Company is delegated by the Board to monitor the Group’s
practices on compliance with legal and regulatory requirements.
Any changes in the applicable laws, rules and regulations are
brought to the attention of relevant employees and relevant
operation units from time to time.

As far as the Company is aware, it has complied in material
respects with the relevant laws and regulations that have a
significant impact on the business and operation of the Company.

SUFFICIENCY OF PUBLIC FLOAT

Based on the information that is publicly available to the Company
and within the knowledge of the directors as at the date of this
report, the directors believe that the number of securities of
the Company which are in the hands of the public is above the
relevant prescribed minimum percentage under the Listing Rules.
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Report of the Directors
EEEWE

COMMITMENTS

Details of commitments of the Group are set out in note 31 to the
consolidated financial statements.

LITIGATIONS AND CONTINGENT
LIABILITIES

Details of the litigation and contingent liabilities are set out in note
30 to the consolidated financial statements.

CORPORATE GOVERNANCE

Details of the Corporate Governance Report of the Company are
set out on pages 19 to 29 of this report.

FINANCIAL SUMMARY

A summary of the results and of the assets and liabilities of the
Group for the five years ended 31 March 2018 is set out on pages
175 to 176 of this report.

AUDITOR

BDO Limited was appointed as the auditor of the Group for the
year ended 31 March 2018 in succession to East Asia Sentinel
Limited who resigned as auditor with effect from 10 April 2018.
East Asia Sentinel Limited was the auditor of the Group for the
years ended 31 March 2016 and 2017.

The consolidated financial statements for the year were audited by
BDO Limited, who will retire and, being eligible, offer themselves
for re-appointment as auditor of the Group at the forthcoming
annual general meeting.

On behalf of the Board

Jiang Nian
Chairman

Shanghai, 29 June 2018
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Independent Auditor’s Report

Tel : +852 2218 8288
Fax: +852 2815 2239
www.bdo.com.hk

B ZBERE

25t Floor Wing On Centre
111 Connaught Road Central

Hong Kong
—
EE5E ¢ +852 2218 8288 BT HER1115E
85 : +852 2815 2239 kZRey 254

www.bdo.com.hk

TO THE SHAREHOLDERS OF

INNOVATIVE PHARMACEUTICAL BIOTECH LIMITED
EMBEREYDRERAF

(Incorporated in the Cayman Islands and continued in Bermuda
with limited liability)

DISCLAIMER OF OPINION

We were engaged to audit the consolidated financial statements
of Innovative Pharmaceutical Biotech Limited (the “Company”)
and its subsidiaries (together as the “Group”) set out on pages 50
to 174, which comprise the consolidated statement of financial
position as at 31 March 2018, the consolidated statement of
profit or loss and other comprehensive income, the consolidated
statement of changes in equity and the consolidated statement
of cash flows for the year then ended, and the notes to the
consolidated financial statements, including a summary of
significant accounting policies.

We do not express an opinion on the consolidated financial
statements of the Group. Because of the significance of the
matters described in our “Basis for Disclaimer of Opinion”
section of our report, we have not been able to obtain sufficient
appropriate audit evidence to provide a basis for an audit opinion
on these consolidated financial statements. In all other respects,
in our opinion the consolidated financial statements have been
properly prepared in compliance with the disclosure requirements
of the Hong Kong Companies Ordinance.
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Independent Auditor’s Report
BB

BASIS FOR DISCLAIMER OF OPINION

As disclosed in note 19 to the consolidated financial statements,
the major asset held by the Group, through Fosse Bio-Engineering
Development Limited (“Fosse Bio”) was an intangible asset in
relation to an In-process R&D involving an oral insulin product
(“Product”). Fosse Bio is a subsidiary of Smart Ascent Limited
(collectively with other subsidiaries of Smart Ascent Limited
referred to as the “SAL Group”), a subsidiary of the Company.
For the purpose of impairment assessment under Hong Kong
Accounting Standard 36 Impairment of Assets, the Company’s
directors estimated the fair value of the intangible asset in relation
to the In-process R&D using income approach which involved
the preparation of a cash flow projection (“Cash Flow Projection”)
using significant management assumptions and judgement.
Based on the impairment assessment result, the Company’s
directors have determined that no impairment provision is required
for the intangible asset as the estimated fair value of the in-
process R&D is higher than its carrying amount.

During the course of our audit for the current year, we had not
been provided by the Company’s directors and other parties as
appropriate with the information which we considered sufficient
to satisfy ourselves as to the basis for which the Cash Flow
Projection was prepared and the related data to which specific
assumptions were applied; including the timing of the amounts of
cash flow, the estimation of which related to the completion of the
necessary clinical trials, the obtaining of the relevant regulatory
approvals and launching of the Product. There were no alternative
audit procedures which we could adopt to satisfy ourselves as to
this matter. Accordingly we were not able to satisfy ourselves as
to whether the impairment assessment of the Group’s intangible
asset of HK$1,373,224,000 (2017: HK$1,373,224,000) had been
appropriately performed and whether such as at 31 March 2018
was fairly stated. Any impairment loss to the intangible asset
would reduce the Group’s net assets as at 31 March 2018 and
adversely the Group’s financial performance for the year then
ended, and the related information of the disclosures thereof in the
consolidated financial statements may be subject to amendments.
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BASIS FOR DISCLAIMER OF OPINION (continueq)

In addition, included in the amounts due from group companies
as shown in note 35 to the consolidated financial statements,
the Company had an amount due from a subsidiary, namely
Clear Rich International Limited (“Clear Rich”) which held 51%
equity interest in Smart Ascent Limited directly, amounting to
HK$435,200,000 as at 31 March 2018. Clear Rich’s major
asset was the 51% equity interest in Smart Ascent Limited and
had no other material business operations. In the absence of
sufficient audit evidence supporting that the carrying amount
of the intangible asset held by SAL Group was fairly stated, we
were unable to satisfy themselves as to whether the carrying
amount of the amount due from Clear Rich as included in the
Company’s statement of financial position as at 31 March 2018
was recoverable.

Because of the limitations as explained above, we are unable to
satisfy ourselves as to whether the Company’s amount due from
Clear Rich of HK$435,200,000 as at 31 March 2018 required any
impairment provision and were fairly stated. Any impairment loss
on the Company’s amount due from Clear Rich as stated above
would reduce the Company’s net assets as at 31 March 2018 and
increase the loss the Company for the year then ended.

The auditor had disclaimed their opinion on the consolidated
financial statements for the year ended 31 March 2017 as they
were unable to obtain sufficient appropriate audit evidence to
satisfy themselves as to the reasonableness of certain major
assumptions adopted by the Company in the impairment
assessment of the in-process R&D, and accordingly whether
the carrying amount of the Group’s intangible asset of
HK$1,373,224,000 and the Company’s amount due from Clear
Rich of HK$435,200,000 as at 31 March 2017 required any
impairment provision. These limitations remained unresolved for
the current year.

Independent Auditor’s Report
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Independent Auditor’s Report
BB

DIRECTORS’ RESPONSIBILITIES FOR THE
CONSOLIDATED FINANCIAL STATEMENTS

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

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

The directors are also responsible for overseeing the Group’s
financial reporting process. The Audit Committee assists the
directors in discharging their responsibility in this regard.

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

Our responsibility is to conduct an audit of the Group’s
consolidated financial statements in accordance with Hong
Kong Standards on Auditing issued by the HKICPA and to issue
auditor’s report. This report is made solely to you, as a body,
in accordance with Section 90 of the Bermuda Companies Act
1981, and for no other purpose. We do not assume responsibility
towards or accept liability to any other person for the contents of
this report.

However, because of the matters described in the “Basis for
Disclaimer of Opinion” section of our report, we were not able to
obtain sufficient appropriate audit evidence to provide a basis for
an audit opinion on these consolidated financial statements.

We are independent of the Group in accordance with the
HKICPA’s Code of Ethics for Professional Accountants (the
“Code”), and we have fulfilled our other ethical responsibilities in
accordance with the Code.
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OTHER MATTER

The consolidated financial statements of the Group for the year
ended 31 March 2017 were audited by another auditor who
expressed a disclaimer opinion on those financial statements on
29 June 2017.

BDO Limited

Chiu Wing Cheung Ringo
Certified Public Accountants

Practising Certificate No. P04434

Hong Kong
29 June 2018
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Consolidated Statement of Profit or Loss and Other Comprehensive Income

GeEERkEMEERER

For the year ended 31 March 2018
HE-T - N\F=A=1T—HLFE

2018 2017
—E-N\F —F—tF
HK$’000 HK$’000
FET FHET
Revenue Wrzs 6 15,811 9,187
Cost of sales FHE KA (14,416) (8,460)
Gross profit EF 1,395 27
Other income HA U A 8 9,498 11,813
Other gains and losses, net Hi ez k&8 - 558 8 (113,377) (69,478)
Selling expenses HER - (195)
Administrative expenses TR (25,749) (22,557)
Research and development expenses  #ffZ£f 2 (665) (629)
Share of results of associates paN i AN 17 8,632 10,011
Finance costs W%ER 9 (110,725) (108,034)
Loss before income tax FriS i Al 518 (230,991) (178,342)
Income tax expense FriStim sz 10 - —
Loss for the year FREE 11 (230,991) (178,342)
Other comprehensive income/ Hip2mBA(FAX) :
(expenses):
ltems that may be reclassified EER[pEEF 712
subsequently to profit or loss: EmHE -
Available-for-sale financial assets: AERESRMEE
net movement in the investment EEMFEEZ
revaluation reserve ) FHE (40) 442
Share of other comprehensive FE(L B A A E A
income of associates ZEKA 17 2,288 (1,600)
Exchange differences on translation MEBINETS 2 B2
of foreign operations =X (2,757) (1,204)
(509) (2,362)
Items that will not be reclassified HEHET B 7 EE
subsequently to profit or loss: EBmHE -
Loss on revaluation on T REFEGEBE
land and buildings (7,504) (1,128)
Deferred taxation arising on T REFEMRESE
revaluation of land and buildings ZIEEF T8 2,162 282
(5,342) (846)
Derecognition upon disposal B R AR L EFERR 5,342 —
- (846)
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Consolidated Statement of Profit or Loss and Other Comprehensive Income
reEBR AN EEW AR

For the year ended 31 March 2018
BE—_Z—N\F-ZA=+—HULFE

2018 2017
—E-N\F —F—tF
HK$’000 HK$’000
FET FHET
Other comprehensive expense FRHEMEZARMY
for the year (509) (3,208)
Total comprehensive expense FANEHEHA B
for the year (231,500) (181,550)
Loss for the year attributable to: AT ALZEEERNERE :
Owners of the Company ZIN/NETE Z= N (231,048) (169,788)
Non-controlling interests TR 57 (8,554)
(230,991) (178,342)
Total comprehensive expense ITNALTEEFAZE
for the year attributable to: Sz Aa%E -
Owners of the Company ZIN/NEIEZZ =N (231,557) (172,397)
Non-controlling interests SRR M 57 (9,153
(231,500) (181,550)
HK cents HK cents
AL AL
Loss per share FHEE 15
Basic YN (15.78) (11.60)
Diluted i3 (15.78) (11.60)
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Consolidated Statement of Financial Position

mE AR R R
As at 31 March 2018
RZE—\F=HA=+—~H

2018 2017
—E-N\F —T—+F
HK$’000 HK$’000
FExT FHET
Non-current assets EMENEE
Property, plant and equipment M~ HE N 16 162 32,385
Interests in associates B R R S 17 81,437 113,462
Investments in convertible bonds AR ESRE 18 166,447 225,245
Intangible asset | EE 19 1,373,224 1,373,224
Available-for-sale financial assets AHEEESRERE 22 - 22,501
Loan to a non-controlling interest IR R E R 25 - —
Amount due from the subsidiary of /NI
an associate B /B A B FR 25 10,610 8,125
1,631,880 1,774,942
Current assets MBEE
Trade receivables B 5 EMBER K 20 12,715 6,375
Prepayments, deposits and TERNFIA ~ e REM
other receivables FEWRIR 21 13,094 8,333
Financial assets held-for-trading R e mEE 22 36,247 —
Bank balances and cash RITHER IR 28 20,227 61,316
82,283 76,024
Current liabilities mBAE
Trade payables Z S ENERR 24 10,411 2,237
Accruals and other payables FEETE R K& B A e
TRIB 8,848 5,863
Amounts due to non-controlling FET IEIERR e 2 SRR
interests 26 22,871 22,871
Amounts due to former JE - AT IE5 AR M 2 5K T8
non-controlling interests 26 823 823
Amount due to the subsidiary of JEEtE A A 2
an associate Sy ENEI B 26 — 41,947
42,953 73,741
Net current assets MBEEFRE 39,330 2,283
Total assets less current liabilities REERTBAE 1,671,210 1,777,225
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Consolidated Statement of Financial Position

fra MRk

As at 31 March 2018
RZE—\FE=ZA=1+—H

2017
—2-N\E T LtF
HK$’000 HK$’000
F& T TET
Non-current liabilities FERBEE
Convertible bonds AR E 5 28 554,515 470,671
Deferred tax liabilities RIEFIB A E 27 - 2,162
Amount due to the subsidiary of JEREtE AT 2
an associate [N EERNG] d 7 @ = 26 41,947 =
Loan from a non-controlling interest KB IR m B 26 7,923 6,067
604,385 478,900
NET ASSETS BEEFH 1,066,825 1,298,325
Capital and reserves BARRERE
Share capital fi& s 29 14,642 14,642
Reserves & 181,775 413,332
Equity attributable to owners of RNARER AFELRERE
the Company 196,417 427,974
Non-controlling interests JEIE IS RE S 870,408 870,351
TOTAL EQUITY R 1,066,825 1,298,325

The consolidated financial statements on pages 50 to 174 were
approved by the Board of Directors on 29 June 2018 and are
signed on its behalf by:

Jiang Nian
BE
DIRECTOR
BE

HNES0REFIT4AAZFAMBHMRE A
EEgRN T N\FRA-TLBH#E
WHATEERREE

Tang Rong

B
DIRECTOR

EFE
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Consolidated Statement of Changes in Equity
MERREER

For the year ended 31 March 2018

BE—Z—\F=A=+—RALLFE

Attributable to owners of the Company

FAEHEARE

Forgign
Share  Convertible  Investment  Property currency Non-
Share  premium hondsequity revaluation revaluation Other  Statutory translation  Accumulated controlling Total
capital account reseve  reserve reSeVe  reseve  reserve losses Total interests equity

T8k
ke B ‘ s
% Bifidk if - B REEE  LEGE B AR & ARRER R
HKS000 : ' 00 HOO  HKGOD  HKSO0  HSOD KGO0 HSO0 RSO
Tn AL TR A1 i AL ThL TR TEn
‘ : " ‘

At 1 Apr 2016 A5 EmA-A 14640 1119204 1152862 (402 5,33 4,140 B 2014 (1699319 599512 819504 1479016
Loss for the year EngE - - - - - - - - (169788 (169788 (8554 (17834
Othercomprehensive EREHRA(RY)
(expense) income for Y&
{he year - - - i (592) (1,600) - (859 - 2609 (599) (3209
Total comprehensive
(exoense] income for y
the year - - - 4 (392 (1,600) - (659) (169,788 (172807 (9153  (181540)
Recognition of equity
component of )
convertblg bonds - - 17813 - - - - - - 188 - 17613
Earl redemption on RIBOTARES
convertble bonds - - (17813) - - - - - 89 (1694 - (16,954)
Transactions with owners - - - - - - - - 869 869 = 869
At 31 March 2017 and NE-t£
1 Apr 2017 ZR=1-Ak

ZE-tERA-A 14640 1119204 1152862 ] 5,302 2540 B 1155 (1868248 47 9r4  g70%1 12083
Loss forthe year e = = = = = = = = (231,048 (231,049 o (0%
Derecogniton of propery,
plant and equipment
Upon disposal - - - - (5342 - - - 5,342 - - -
Other compreensive EREHEARS
expense for the year - - - (40) - 2,088 - {2751 - (509) - (509)
Totel comprhensive eypense] 4
Income for
the year - - - () (5342 2288 - [2757) (22,706 (231,567) 5 (231500
At 81 March 2018 RE-)%

ZA=t-A 14640 1119204 1152862 - - 4628 r (1602 (209394 196417 870408 1,066,625
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Notes:

Consolidated Statement of Changes in Equity

The share premium account represents the amount subscribed for share capital in
excess of nominal value.

Convertible bonds equity reserve represents the amount allocated to the
equity component of convertible bonds issued by the Company recognised
in accordance with the accounting policy adopted for convertible bonds in
note 4(h)(iii) to the consolidated financial statements.

As stipulated by the relevant laws and regulations of the People’s Republic
of China (“PRC”) before distribution of the net profit each year, the Group’s
subsidiaries established in the PRC shall set aside 10% of its net profit after
taxation to the statutory reserve. The reserve can only be used, upon approval by
the board of directors of these PRC established subsidiaries and by the relevant
authority, to offset accumulated losses or increase capital. During the years ended
31 March 2018 and 2017, there was no transfer from retained profits to the
statutory reserve since the Group’s PRC subsidiaries incurred net loss in those
years.

Foreign currency translation reserve represents gains/losses arising on
retranslating the net assets/liabilities of foreign operations into presentation
currency.

Other reserve represents share of other comprehensive income of associates.
Remittance outside the PRC of retained profits of the subsidiaries established in

the PRC is subject to approval of the local authorities and the availability of foreign
currencies generated and retained by these subsidiaries.
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Consolidated Statement of Cash Flows
HEHERER

As at 31 March 2018

W-—Z— ) \E=A=+—FH

2018 2017
—E-N\F —T—+F
HK$’000 HK$’000
FET FHET
OPERATING ACTIVITIES KESEE
Loss before tax T A &R (230,991) (178,342)
Adjustments for: TR
Depreciation of property, plant and ME - BERRETE
equipment 617 1,171
Loss on disposal of property, plant and HEWE - HE KL E
equipment Z B8 1,268 —
Impairment loss on interest in REE N RS2
an associate BUEEE 42,945 23,052
Impairment loss on loan to EIERERERZ
a non-controlling interest VEREY SEi! - 6,067
Impairment loss on other receivable B FEWURIA 2
EEE 579 —
Change in fair value of derivative AIMREFREZITE
components of investments in Hoz AT EEE
convertible bonds 18 65,735 40,186
Fair value loss on financial assets RHEEHMEE L
held-for-trading NEEEE 5,787 —
Gain on early redemption of convertible 2 A& 6] A] # A% (&5
bonds e 28 - (21)
Share of results of associates Sak(E] /NS (8,632) (10,011)
Imputed interest income from loan to REFERERERZ
a non-controlling interest HE R EWA - (1,421)
Imputed interest income from loan to P VNS )=
a subsidiary of the associate REERZ HEF
BIA (2,485) (4,113)
Dividend income from available-for-sale  RI{EHETRMEE 2
financial assets & B UL A - (151)
Interest income from banks |ITHABHA (73) (6)
Interest income of available-for-sale AHEEESRMEELZ
financial assets FlEWA - (80)
Net (gain)/loss on disposal of HEHREESHERE
available-for-sale financial assets 2 (W) BB FE (903) 194
Net gain on disposal of financial assets H&X F 144 Rl
held-for-trading BE 2 W F58 (2,034) —
Effective interest income from AR ESRE 2 BE
investment in convertible bonds A B WA 18 (6,937) (5,876)
Effective interest expense on AR ES 2 BERFE
convertible bonds 53 28 108,869 94,433
Imputed interest expense on loan from K EIEEREFER 2
a non-controlling interest HEF SR 9 1,856 1,421
Imputed interest expense on amount /Nl N =
due from the subsidiary of REFIEZ HEHN S
an associate 53 9 — 12,180
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A

Consolidated Statement of Cash Flows

fﬁf&/}lbii’%

As at 31 March 2018
RZE—\F=HA=+—~H

2018 2017
—E-N\F T —+F
HK$’000 HK$’000
F& T FHET
Operating cash out flows before changes *’g”‘ﬁﬁ FH)A 2
in working capital KRR SR (24,399) (21,317)
Increase in trade receivables ff%fqﬁlﬁﬁnﬂ‘ﬁﬂ (6,340) (6,379)
Increase in prepayments, deposits TERTRIE - HE REME
and other receivables & Iﬁt“jju 4,660 144,926
Increase in trade payables B 5 e BRFIE AN 8,174 2,229
Increase in accruals and EETER R EMER
other payables FRIBIE N 2,985 572
NET CASH (USED IN)/GENERATED KESTH(FTA) itz
FROM OPERATING ACTIVITIES B4R (14,920) 120,035
INVESTING ACTIVITIES BREED
Dividends received from AtHES tﬁﬁ?izét
available-for-sale financial assets Z BB - 151
Interests received from AftHES tﬁé?izét
available-for-sale financial assets Z B WA E - 80
Interest received from banks BEUERTTH B 73 6
Purchases of available-for-sale financial BEERftHESREE
assets - (20,122)
Purchases of financial assets BERFHERMERE
held-for-trading (50,000) —
Proceeds on disposal of property, plant HEWE - BEREE
and equipment Z TS 3RI8 25,960 —
Proceeds on disposal of HEHHESHEE
available-for-sale financial assets ZFT1SEIE 23,364 4,790
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Consolidated Statement of Cash Flows
/T\ Eﬁilllbi%

As at 31 March 2018
R-B—\F=A=+—F

2018 2017
—E-N\F —F—tF
HK$’000 HK$’000
FERT FHET
NET CASH USED IN INVESTING RETHMAESFEEH
ACTIVITIES (603) (15,095)
FINANCING ACTIVITIES MEEE
Interest expenses paid to an associate Efu—Hﬁ IR EHE (T H =
on convertible bonds NEIZ R BRE 28 (25,025) (25,025)
Repayment on early redemption of REBEOIBRRKRES 2
convertible bonds BN 28 — (51,008)
NET CASH USED IN FINANCING METBMAESFEE
ACTIVITIES (25,025) (76,028)
NET (DECREASE)/INCREASE IN iﬂ%&iﬂé%f’%
CASH AND CASH EQUIVALENTS W), IR (40,548) 28,912

CASH AND CASH EQUIVALENTS AT F{BEERESEEY
THE BEGINNING OF THE YEAR 61,316 32,459

EFFECT OF FOREIGN EXCHANGE INHEPE RS EY R E
RATE CHANGES (541) (55)

CASH AND CASH EQUIVALENTS AT SFXBEL2RBELZEEY -
THE END OF THE YEAR,
represented by bank balances and BRTESREES
cash 20,227 61,316
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1.

(i)

Notes to the Consolidated Financial Statements

GENERAL INFORMATION

Innovative Pharmaceutical Biotech Limited (the “Company”)
was incorporated in the Cayman Islands as an exempted
company with limited liability under the Companies Law of
the Cayman lIslands. On 1 March 2013, the Company has
been deregistered in the Cayman Islands and continued
in Bermuda as an exempted company with limited liability
under the laws of Bermuda. The Company’s shares are listed
on the Main Board of The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”). The address of its registered
office is Clarendon House, 2 Church Street, Hamilton HM
11, Bermuda. The principal place of business in Hong Kong
is situated at Unit No. 2111, 21/F, West Tower Shun Tak
Centre, 168-200 Connaught Road Central, Sheung Wan,
Hong Kong.

The Company is an investment holding company. The
principal activities of its subsidiaries (together with the
company referred to as the “Group”) are set out in note 34 to
the consolidated financial statements.

APPLICATION OF NEW AND REVISED
HONG KONG FINANCIAL REPORTING

STANDARDS (“HKFRSs”)
New and revised HKFRSs adopted by the Group

The Group has adopted the following new and revised
HKFRSs, which are relevant to the Group’s operations, for
the first time for the current year’s consolidated financial
statements.

Amendments to HKAS 7
oL EYEACCHIEN),
Amendments to HKAS 12
BB ERIFE 125 (BRI A)

Disclosure Initiative

BRES=

(i)

e IR R M

—RER
EMBEREYMRIEAERAR (AR
ARERSESRARERNASHS
MK RERREREERGT - B
—E—=F=ZHA—H ' A2EHER
eSS s - WREBRE
EPIAERRBEREE AR ZEAR
BRERE - ARAIRONREBEE
REMEBR AR ([BERZAT]) ER E
™ o E5F % = Z ik & Clarendon
House, 2 Church Street, Hamilton
HM 11, Bermuda c EEB B E B2
IR BB IR T 78 E H 168-2005%
EEPOFAE21E2111E ©

AR R—HREZERLDT - HH B
RBEICERARBREA [ANEE])2E
ZRBENGZE P IERKRMFE34 -

PE R T RASIE T BB IS
ﬁ%&ﬂdﬁ%%ﬁﬁ%ﬁ
/\I
AEBRM > FTREETES
B 16 85 25 2
AEBEERAFEHFEUBHTRERPE
IR T EBARE L ERBE 2]
RAEIEET BB BB -

Recognition of Deferred Tax Assets for Unrealised Losses
RARBRERERELEHIAEE
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(i)

60

APPLICATION OF NEW AND REVISED
HONG KONG FINANCIAL REPORTING

STANDARDS (“HKFRSs”) (continued)

New and revised HKFRSs adopted by the Group
(Continued)

The nature and the impact of the above amendments are
described below:

Amendments to HKAS 7 require an entity to provide
disclosures that enable users of financial statements to
evaluate changes in liabilities arising from financing activities,
including both changes arising from cash flows and non-
cash changes. The amendments have resulted in additional
disclosure presented in the note to the consolidated
statement of cash flows, note 37, in these consolidated
financial statements.

Amendments to HKAS 12 were issued with the purpose
of addressing the recognition of deferred tax assets for
unrealised losses related to debt instruments measured at
fair value, although they also have a broader application
for other situations. The amendments clarify that an entity,
when assessing whether taxable profits will be available
against which it can utilise a deductible temporary difference,
needs to consider whether tax law restricts the sources
of taxable profits against which it may make deductions
on the reversal of that deductible temporary difference.
Furthermore, the amendments provide guidance on how an
entity should determine future taxable profits and explain
the circumstances in which taxable profit may include the
recovery of some assets for more than their carrying amount.

The adoption of these amendments has no impact on these
financial statements as the clarified treatment is consistent
with the manner in which the Group has previously
recognised deferred tax assets.
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2. APPLICATION OF NEW AND REVISED
HONG KONG FINANCIAL REPORTING

STANDARDS (“HKFRSs”) (continueq)
New and revised HKFRSs that have been issued

(ii)

but not yet effective

The Group has not early adopted the following new and
revised HKFRSs, that have been issued but are not yet
effective, and are potentially relevant to the Group’s
operations in these financial statements.

Amendments to HKFRS 2

BAEMBHRE LR L25: (EFTA)
HKFRS 9
BAMBREEREH

HKFRS 15

BB RS LR 1555
Amendments to HKFRS 15

BBV REERIFE155 (BFTA)

Amendments to HKAS 40

BB ERE405(BFTA)

HK (IFRIC)-Int 22

ER (BB BHREZREEE
— BEH0%

HK (IFRIC)-Int 23

i)

)

B (ERMGHREREZEE)
— RREFE23H
HKFRS 16

BEU G MmEERFE165%

Amendments to HKFRS 10 and
HKAS 28

BEMBREERE105 M
B G R F 285K

Annual Improvements to HKFRSs
2014-2016 Cycle

BBV BRELEN _Z—MNFEE
—E-RNEFRBNFREICE

Annual Improvements to HKFRSs
2015-2017 Cycle

EEVBMELEN —_T—AFE
T+ FRBNFEIE

i Effective for annual periods beginning on or after 1 January 2018 !

Notes to the Consolidated Financial Statements

fRA R IEERRM

2. BRI REETERMB
WREEA([BFEABMBEREE
Bl ]) )

(i) SEMEREKRER ZFHTREE
HES L a1
REBW AN ZETEHETPIRER
WATEBMGERAERN 2 HBREEF
LT BEARRE 2 FTE] NS R BB Bt
TEERE %R o

Classification and Measurement of Share-based Payment
Transactions'

AR RERZ MRS 2 KRG E!

Financial Instruments’

TR TA

Revenue from Contracts with Customers!

BEFR a2 W

Clarifications to HKFRS 15 Revenue from Contracts with
Customers!

HEBYBMEEFISRE L, EH 2 WE/EF

Transfers to Investment Property!

REME 2 ER

Foreign Currency Transactions and Advance Consideration’

SN2 5 MR RE

Uncertainty over Income Tax Treatments?
PRAS T R 38 1) T RERE 142

Leases?

N

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

REERHEBEPESGELKEBCEELEIEES

Amendments to HKFRS 12, Disclosure of Interest in Other Entities
and HKAS 28. Investments in Associates and Joint Venture!

BBV BHRELEAE12R(BEIR) REMER REHRERES
R ERFE28 RN E AR REE R ERNRE

Amendments to HKFRS 3, HKFRS 11, HKAS 12
and HKAS 232

BEEMBERELERNEIN DAV BWMEERE 115
ERGTTERFE125 BB G ERFE 235 (BFTAR)?

KRB N\F—A—HRZRAKRNEES

FEK

2 Effective for annual periods beginning on or after 1 January 2019 2 RZE-NF—-—A B Z2ERRNFES
R K

3 No mandatory effective date yet determined but available for adoption g i SR BB R 54 il AE 80 B AR - MERT BHER AR

20185 EMBEREVMNZAERLIAE 61



Notes to the Consolidated Financial Statements
AP RR T

2.

(ii)

62

APPLICATION OF NEW AND REVISED
HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (continueq)

New and revised HKFRSs that have been issued
but not yet effective (continuea)

Further information about those HKFRSs that are expected
to be applicable to the Group is as follows:

The HKICPA issued amendments to HKFRS 2 in August
2016 that address three main areas: the effects of vesting
conditions on the measurement of a cash-settled share-
based payment transaction; the classification of a share-
based payment transaction with net settlement features
for withholding a certain amount in order to meet the
employee’s tax obligation associated with the share-based
payment; and accounting where a modification to the terms
and conditions of a share-based payment transaction
changes its classification from cash-settled to equity settled.
The amendments clarify that the approach used to account
for vesting conditions when measuring equity-settled share-
based payments also applies to cash-settled share-based
payments. The amendments introduce an exception so
that a share-based payment transaction with net share
settlement features for withholding a certain amount in
order to meet the employee’s tax obligation is classified
in its entirety as an equity-settled share-based payment
transaction when certain conditions are met. Furthermore,
the amendments clarify that if the terms and conditions of a
cash-settled share-based payment transaction are modified,
with the result that it becomes an equity-settled share-based
payment transaction, the transaction is accounted for as an
equity-settled transaction from the date of the modification.
The Group expects to adopt the amendments from 1 April
2018. The amendments are not expected to have any
significant impact on the Group’s consolidated financial
statements.

HKFRS 9 is effective for annual periods beginning on or after
1 January 2018 on a retrospective basis. The Group plans
to use the exemption from restating comparative information
and will recognise any transition adjustments against the
opening balance of equity at 1 April 2018.

2.

(ii)
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2.

(ii)

Notes to the Consolidated Financial Statements

APPLICATION OF NEW AND REVISED
HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (continued)

New and revised HKFRSs that have been issued
but not yet effective (continuea)

Expected impacts of the new requirements on the Group’s
financial statements are as follow:

Classification and measurement

HKFRS 9 contains three principal classification categories
for financial assets: measured at (a) amortised cost, (b) fair
value through profit or loss (FVTPL) and (c) fair value through
other comprehensive income (FVTOCI). The classification is
determined based on the contractual cash flow characteristics
of the financial assets and the entity’s business model for
managing the financial assets.

Based on the Group’s financial instruments as at 31 March
2018, the directors of the Company consider the following
potential impact on initial application of HKFRS 9:

o Available-for-sale investments carried at fair value as
disclosed in note 22: these investments qualified for
designation as financial assets measured at FVTPL
under HKFRS 9, however, the fair value losses
accumulated in the available-for-sale financial assets
revaluation reserve will no longer be subsequently
reclassified to profit or loss under HKFRS 9, which
is different from the current treatment. At the date of
initial application, there would be no financial impact
since these available-for-sale financial assets had been
disposed of during the year and no restatement would
be made in the comparative information.

Financial assets held-for-trading carried at fair value
as disclosed in note 22: these investments qualified
for designation as financial assets measured at
FVTPL under HKFRS 9, the fair value changes will be
recognised to profit or loss. There is no financial impact
for the adoption of HKFRS 9.

(ii)

fRA R IEERRM

AT R AT BRI
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N

DL ETE
FEMBREENEIRFE =—EEE
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B (0)RAFEFABSE(RAFE
FAABRE D E  R)RAFERFA
Hiemias ([ R R FEFARME
S DAE - BRASBENIER SR
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AP RR T

APPLICATION OF NEW AND REVISED

HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (continueq)

(ii)

New and revised HKFRSs that have been issued

but not yet effective (continuea)
Classification and measurement (Continued)

The debt component and conversion option derivative
of the investments in convertible bonds as disclosed
in note 18 is measured at amortised cost and FVTPL
respectively under HKAS 39 for the year ended 31
March 2018. Upon the initial application of HKFRS 9,
this entire hybrid contract will be classified as financial
assets measured at FVTPL and will no longer be split
into debt and conversion option components. On
transition, the difference between the fair value of the
entire hybrid contract accounted for under HKFRS
9 and sum of the fair values of the two components
previously recognised separately under HKAS 39 would
be adjusted in its opening retained earnings as at 1 April
2018 without any restatement in the corresponding
period. Subsequent to initial measurement, all fair value
gains/losses are recognised in profit or loss.

All other financial assets and financial liabilities will
continue to be measured on the same bases as are
currently measured under HKAS 39.

2. BRNITREHIE LU
Eﬁj&;ﬁ-ﬂﬂ(rﬁﬁﬂﬂﬁﬁ%ﬁ
Al {) )

(i) SHEMBENRERZFHITRLEE
RAIERMBHREER #)
SHERETE (17)
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2.

(ii)

Notes to the Consolidated Financial Statements

APPLICATION OF NEW AND REVISED
HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (continued)

New and revised HKFRSs that have been issued
but not yet effective (continuea)

Impairment

The new impairment model in HKFRS 9 replaces the
“incurred loss” model in HKAS 39 with an “expected credit
loss” model. Under the expected credit loss model, it will
no longer be necessary for a loss event to occur before an
impairment loss is recognised. Instead, an entity is required
to recognise and measure either a 12-month expected credit
loss or a lifetime expected credit loss, depending on the
asset and the facts and circumstances. The Group expects
that the application of the expected credit loss model will
result in earlier recognition of credit losses. Based on the
assessments undertaken to date, the new impairment
requirements do not have significant impact on the Group’s
financial statements.

The application of the expected credit loss model of
HKFRS 9 in the future will result in early provision of credit
losses which are not yet incurred in relation to the Group’s
financial assets and is not likely to have other material impact
on the results and financial position of the Group based on
an analysis of the Group’s existing business model. The
Group will apply the limited exemption available in HKFRS 9
relating to transition for classification and measurement and
impairment, and accordingly will not restate comparatives in
the year ending 31 March 2019. The Group expects to apply
the simplified approach and record lifetime expected credit
losses that are estimated based on the present value of all
cash shortfalls over the remaining life of all of its trade and
other receivables.

2.

(ii)
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APPLICATION OF NEW AND REVISED
HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (continueq)

New and revised HKFRSs that have been issued
but not yet effective (continuea)

Impairment (Continued)

HKFRS 15 establishes a new five-step model to account
for revenue arising from contracts with customers. Under
HKFRS 15, revenue is recognised at an amount that
reflects the consideration to which an entity expects to
be entitled in exchange for transferring goods or services
to a customer. The principles in HKFRS 15 provide a
more structured approach for measuring and recognising
revenue. The standard also introduces extensive
qualitative and quantitative disclosure requirements,
including disaggregation of total revenue, information
about performance obligations, changes in contract asset
and liability account balances between periods and key
judgements and estimates. The standard will supersede all
current revenue recognition requirements under HKFRSs. In
June 2016, the HKICPA issued amendments to HKFRS 15
to address the implementation issues on identifying
performance obligations, application guidance on principal
versus agent and licenses of intellectual property, and
transition. The amendments are also intended to help ensure
a more consistent application when entities adopt HKFRS 15
and decrease the cost and complexity of applying the
standard. The Group expects to adopt HKFRS 15 on 1 April
2018.

Based on the assessments undertaken to date, the Group
considers that the initial application of HKFRS 15 will
not have a significant impact on the Group’s results of
operations and financial position.

(ii)
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(ii)

Notes to the Consolidated Financial Statements

APPLICATION OF NEW AND REVISED
HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (continued)

New and revised HKFRSs that have been issued
but not yet effective (continuea)

The amendments to HKAS 40 clarify that, to transfer to or
from, investment properties, there must be a change in use.
A change in use would involve (a) an assessment of whether
a property meets, or has ceased to meet, the definition
of investment property; and (b) supporting evidence that
a change in use has occurred. The amendments also re-
characterised the list of circumstances as a non-exhaustive
list of examples to allow for other circumstances to be
accounted for as a transfer, as long as that change is
supported by appropriate evidence as follows:

— commencement of owner-occupation, or of
development with a view to owner-occupation, for a
transfer from investment property to owner-occupied

property;

— commencement of development with a view to sale, for
a transfer from investment property to inventories;

— end of owner-occupation, for a transfer from owner-
occupied property to investment property; and

— inception of an operating lease to another party, for a
transfer from inventories to investment property.

The Group expects to adopt the amendments from 1 April
2018. The amendments are not expected to have any
significant impact on the Group’s consolidated financial
statements.
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(ii)

68

APPLICATION OF NEW AND REVISED
HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (continueq)

New and revised HKFRSs that have been issued
but not yet effective (continuea)

HK (IFRIC) — Int 22 is set out in accordance with HKAS 21
“The Effect of Changes in Foreign Exchange Rate” requires
an entity to record a foreign currency transaction by applying
the exchange rate at the date of the transaction. HKAS 21
states that the date of the transaction is the date on which
the transaction first qualifies for recognition in accordance
with HKFRSs. When an entity pays or receives consideration
in advance in a foreign currency, it generally recognises
a non-monetary asset or non-monetary liability before
the recognition of the related asset, expense or income.
HK(IFRIC) — Int 22 addresses how to determine a date of
the transaction for the purpose of determining the exchange
rate to use an initial recognition of the related asset, expense
or income when an entity has received or paid advance
consideration in a foreign currency.

The Group expects to adopt HK (IFRIC) — Int 22 from 1
April 2018. The interpretation is not expected to have any
significant impact on the Group’s consolidated financial
statements.

HK(IFRIC)-Int 23 — Uncertainty over Income Tax Treatments

The interpretation supports the requirements of HKAS 12,
Income Taxes, by providing guidance over how to reflect the
effects of uncertainty in accounting for income taxes.

Under the interpretation, the entity shall determine whether
to consider each uncertain tax treatment separately or
together based on which approach better predicts the
resolution of the uncertainty. The entity shall also assume
the tax authority will examine amounts that it has a right to
examine and have full knowledge of all related information
when making those examinations. If the entity determines
it is probable that the tax authority will accept an uncertain
tax treatment, then the entity should measure current and
deferred tax in line with its tax filings. If the entity determines
it is not probable, then the uncertainty in the determination
of tax is reflected using either the “most likely amount” or the
“expected value” approach, whichever better predicts the
resolution of the uncertainty.

(ii)
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2.

(ii)

Notes to the Consolidated Financial Statements

APPLICATION OF NEW AND REVISED
HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (continued)

New and revised HKFRSs that have been issued
but not yet effective (continuea)

HKFRS 16 replaces HKAS 17 Leases, HK(IFRIC)-Int 4
Determining Whether an Arrangement Contains a Lease,
HK(SIC)-Int 15 Operating Leases — Incentives and HK(SIC)-
Int 27 Evaluating the Substance of Transactions Involving
the Legal Form of a Lease. The standard sets out the
principles for the recognition, measurement, presentation
and disclosure of leases and requires lessees to recognise
assets and liabilities for most leases. The standard includes
two recognition exemptions for lessees — leases of low-
value assets and short-term leases. At the commencement
date of a lease, a lessee will recognise a liability to make
lease payments (i.e., the lease liability) and an asset
representing the right to use the underlying asset during
the lease term (i.e., the right-of-use asset). The right-of-use
asset is subsequently measured at cost less accumulated
depreciation and any impairment losses unless the right-
of-use asset meets the definition of investment property
in HKAS 40. The lease liability is subsequently increased
to reflect the interest on the lease liability and reduced for
the lease payments. Lessees will be required to separately
recognise the interest expense on the lease liability and the
depreciation expense on the right-of-use asset. Lessees
will also be required to remeasure the lease liability upon
the occurrence of certain events, such as change in the
lease term and change in future lease payments resulting
from a change in an index or rate used to determine those
payments. Lessees will generally recognise the amount of
the remeasurement of the lease liability as an adjustment
to the right-of-use asset. Lessor accounting under HKFRS
16 is substantially unchanged from the accounting under
HKAS17. Lessors will continue to classify all leases using the
same classification principle as in HKAS 17 and distinguish
between operating leases and finance leases. The Group
expects to adopt HKFRS 16 on 1 April 2019.
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(ii)

70

APPLICATION OF NEW AND REVISED
HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (continueq)

New and revised HKFRSs that have been issued
but not yet effective (continuea)

Applying that model, a lessee is required to recognise
assets and liabilities for all leases with a term of more than
12 months, unless the underlying asset is of low value, and
depreciation of lease assets separately from interest on
lease liabilities in the statement of profit or loss. HKFRS 16
will primarily affect the Group’s accounting as a lessee of
leases for leasehold land and buildings which are currently
classified as operating leases. The application of the new
accounting model is expected to lead to an increase in
both assets and liabilities and to impact on the timing of
the expense recognition in the statement of profit or loss
over the period of the lease. As disclosed in note 31 to the
financial statements, at 31 March 2018 the Group’s future
minimum lease payments under non-cancellable operating
leases amount to HK$3.5 million for leasehold land and
buildings, the balance is payable with one to five years after
the reporting date. Some of these amounts may therefore
need to be recognised as lease liabilities, with corresponding
right-of-use assets, once HKFRS 16 is adopted. The Group
will perform a more detailed analysis to determine the
amounts of new assets and liabilities arising from operating
lease commitments on adoption of HKFRS 16.

Amendments to HKFRS 10 and HKAS 28 address an
inconsistency between the requirements in HKFRS 10 and
in HKAS 28 in dealing with the sale or contribution of assets
between an investor and its associate or joint venture. The
amendments require a full recognition of a gain or loss
when the sale or contribution of assets between an investor
and its associate or joint venture constitutes a business.
For a transaction involving assets that do not constitute a
business, a gain or loss resulting from the transaction is
recognised in the investor’s profit or loss only to the extent
of the unrelated investor’s interest in that associate or joint
venture. The amendments are to be applied prospectively.
The previous mandatory effective date of amendments to
HKFRS 10 and HKAS 28 (2011) was removed by the HKICPA
in January 2016 and a new mandatory effective date will
be determined after the completion of a broader review of
accounting for associates and joint ventures. However, the
amendments are available for application now.

The improvements are not expected to have any significant
impact on the Group’s consolidated financial statements.
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2.

(ii)

Notes to the Consolidated Financial Statements

APPLICATION OF NEW AND REVISED
HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (continued)

New and revised HKFRSs that have been issued
but not yet effective (continuea)

The Annual Improvements — HKFRSs 2014-2016 Cycle
with improvements to standards and interpretations
aims to remove inconsistencies and clarify texts. These
improvements include:

— HKAS 28 Investments in Associates and Joint Ventures
— The amendments include clarifying that a venture
capital organisation’s permissible election to measure
its associate or joint ventures at fair value through profit
or loss in accordance with HKFRS 9 is made separately
for each associate or joint venture. The Group expects
that the adoption of these amendments would have no
impact on the Group’s financial statements.

— HKFRS 12 Disclosure of Interests in Other Entities:
Improvements to HKFRS 12 Disclosure of interests
in other entities — The improvements clarify that the
disclosure requirements in HKFRS 12, except as
described in paragraph B12, also apply to interests
in subsidiary, joint venture and associate (or a portion
of its interest in joint venture and associate) that are
classified (or included in a disposal group that is
classified) as held for sale or discontinued operations in
accordance with HKFRS 5 Non-current Assets Held for
Sale and Discontinued Operations. The Group expects
that the adoption of these amendments has no impact
on these financial statements as the Group does not
have any interests in other entities classified as held
for sale or discontinued operations in accordance with
HKFRS 5.

The directors of the Company do not anticipate that
the application of the other new and amendments to
HKFRSs will have material impact on the results and
financial position of the Group.
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3.
(a)

(b)

(c)

72

BASIS OF PREPARATION

Statement of compliance

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

Basis of measurement

The financial statements have been prepared under the
historical cost basis except for certain properties and
financial instruments, which are measured at fair values as
explained in the accounting policies in note 4 set out below.

The significant 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.

The preparation of consolidated financial statements in
conformity with HKFRS 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 5.

Functional and presentation currency

The functional currency of the Company is Hong Kong dollar
(“HK$”), which is the same as the presentation currency of
the consolidated financial statements.

3.
(a)

(b)

(c)
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4.

(a)

(b)

Notes to the Consolidated Financial Statements

SIGNIFICANT ACCOUNTING POLICIES

The significant 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.

Basis of consolidation

The consolidated financial statements comprise the
financial statements of the Company and its subsidiaries.
Inter-company transactions and balances between group
companies together with unrealised profits are eliminated
in full in preparing the consolidated financial statements.
Unrealised losses are also eliminated unless the transaction
provides evidence of impairment on the asset transferred, in
which case the loss is recognised in profit or loss.

Subsidiaries

Subsidiaries are all entities (including a structured entity)
over which the Group is able to exercise 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.

The Group applies the acquisition method of accounting
to account for business combinations. The consideration
transferred for the acquisition of a subsidiary is the fair
values of the assets transferred, the liabilities incurred and
the equity interests issued by the Group. The consideration
transferred includes the fair value of any asset or liability
resulting from a contingent consideration arrangement.
Acquisition-related costs are expensed as incurred.
Identifiable assets acquired and liabilities and contingent
liabilities assumed in a business combination are measured
initially at their fair values at the acquisition date. On an
acquisition-by-acquisition basis, the Group recognises any
non-controlling interest in the acquiree either at fair value or
at the non-controlling interest’s proportionate share of the
acquiree’s net assets.
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(b)
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(b)

74

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Subsidiaries (Continued)

Acquisition-related costs are expensed as incurred unless
they are incurred on issuing equity instruments, in which
case the costs are deducted from equity.

If the business combination is achieved in stages, the
acquisition date fair value of the acquirer’s previously held
equity interest in the acquiree is remeasured to fair value at
the acquisition date through profit or loss.

Any contingent consideration to be transferred by the
Group is recognised at fair value at the acquisition date.
Subsequent changes to the fair value of the contingent
consideration that is deemed to be an asset or liability is
recognised in accordance with HKAS 39 either in profit
or loss or as a change to other comprehensive income.
Contingent consideration that is classified as equity is not
remeasured, and its subsequent settlement is accounted for
within equity.

Inter-company transactions, balances, and unrealised
gains or losses on transactions between group companies
are eliminated. Profits and losses resulting from inter-
company transactions that are recognised in assets are also
eliminated. Accounting policies of subsidiaries have been
changed where necessary to ensure consistency with the
policies adopted by the Group.

In the Company’s statement of financial position disclosed in
the note 35 to these consolidated financial statements, the
investments in subsidiaries are stated at cost less provision
for impairment losses. 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.

(b)
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(b)

(c)

Notes to the Consolidated Financial Statements

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Subsidiaries (Continued)

Changes in ownership interests in subsidiaries without
change of control

Transactions with non-controlling interests that do not result
in loss of control are accounted for as equity transactions
— that is, as transactions with the owners in their capacity
as owners. The difference between fair value of any
consideration paid and the relevant share acquired of the
carrying value of net assets of the subsidiary is recorded
in equity. Gains or losses on disposals to non-controlling
interests are also recorded in equity.

Disposal of subsidiaries

When the Group ceases to have control or significant
influence, any retained interest in the entity is remeasured to
its fair value, with the change in carrying amount recognised
in profit or loss. The fair value is the initial carrying amount
for the purposes of subsequently accounting for the
retained interest as an associate, joint venture or financial
asset. In addition, any amounts previously recognised in
other comprehensive income in respect of that entity are
accounted for as if the Group had directly disposed of the
related assets or liabilities. This may mean that amounts
previously recognised in other comprehensive income are
reclassified to profit or loss.

Associates

Associates are entities over which the Group has
significant influence and that is neither a subsidiary nor
a joint arrangement. Significant influence is the power to
participate in the financial and operating policy decisions
of the investee but not control or joint control over those
polices. Investments in an associate are accounted for in
the consolidated financial statements by the equity method
of accounting. Under the equity method, the investment
is initially recognised at cost, and the carrying amount is
increased or decreased to recognise the investor’s share of
the profit or loss of the investee after the date of acquisition.
The Group’s interests in associates include goodwill
identified on acquisition.

If the ownership interest in an associate is reduced but
significant influence is retained, only a proportionate share of
the amounts previously recognised in other comprehensive
income are reclassified to profit or loss where appropriate.

(b)

(c)
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(c)

76

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Associates (continued)

The Group’s share of an associate’s post-acquisition profits
or losses is recognised in the consolidated statement of
profit or loss and other comprehensive income, and its share
of the post-acquisition movements in other comprehensive
income is recognised in other comprehensive income with
a corresponding adjustment to the carrying amount of
the investment. When the Group’s share of losses in an
associate equals or exceeds its interest in the associate,
including any other unsecured receivables, the Group does
not recognise further losses, unless it has incurred legal or
constructive obligations or made payments on behalf of the
associate.

The Group determines at each reporting date whether
there is any objective evidence that the investment in the
associate is impaired. If this is the case, the Group calculates
the amount of impairment as the difference between the
recoverable amount of the associate and its carrying value
and recognises the amount adjacent to “share of results of
associates” in the consolidated statement of profit or loss
and other comprehensive income.

Profits and losses resulting from upstream and downstream
transactions between the Group and its associate are
recognised in the Group’s financial statements only to the
extent of unrelated investor’s interests in the associates.
Unrealised losses are eliminated unless the transaction
provides evidence of an impairment of the asset transferred.
Accounting policies of associates have been changed where
necessary to ensure consistency with the policies adopted
by the Group.

Gains and losses on dilution of equity interest in associates
are recognised in the consolidated statement of profit or loss
and other comprehensive income.

(c)
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4.
(d)

(e)
(i)

(i)

Notes to the Consolidated Financial Statements

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Segment reporting

Operating segments are reported in a manner consistent
with the internal reporting provided to the chief operating
decision-maker. The chief operating decision-maker, who
is responsible for allocating resources and assessing
performance of the operating segments, has been identified
as the board of directors that makes strategic decisions.

Foreign currency translation

Functional and presentation currency

Iltems included in the consolidated 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 Hong Kong dollars,
which is the Company’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. 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 the consolidated statement of profit or loss
and other comprehensive income.

Changes in the fair value of monetary securities denominated
in foreign currency classified as available-for-sale financial
assets are analysed between translation differences resulting
from changes in the amortised cost of the security and other
changes in the carrying amount of the security. Translation
differences related to changes in amortised cost are
recognised in profit or loss, and other changes in carrying
amount are recognised in equity.

Translation differences on non-monetary financial assets
and liabilities such as equity investments held at fair value
through profit or loss are recognised in profit on loss as part
of the fair value gains or losses. Translation differences on
non-monetary financial assets such as equities investments
classified as available-for-sale investments are included in
other comprehensive income.

(d)

(e)
(i)

(ii)
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78

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Foreign currency translation (continued)

Group entities

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:

— assets and liabilities for each reporting period
presented are translated at the closing rate at the end
of the reporting period;

— income and expenses for each consolidated statement
of profit or loss and other comprehensive income
presented 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); and

— all resulting exchange differences are recognised as a
separate component of equity.

Goodwill and fair value adjustments arising on the acquisition
of a foreign entity are treated as assets and liabilities of the
foreign entity and translated at the closing rate at the date of
that transaction.

Disposal of foreign operation and partial disposal

On the disposal of a foreign operation (that is, a disposal
of the Group’s entire interest in a foreign operation, or a
disposal involving loss of control over a subsidiary that
includes a foreign operation, a disposal involving loss of
joint control over a joint venture that includes a foreign
operation, or a disposal involving loss of significant influence
over an associate that includes a foreign operation), all of
the currency translation differences accumulated in equity
in respect of that operation attributable to the owners of the
Company are reclassified to profit or loss.

4.
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(f)

Notes to the Consolidated Financial Statements

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Property, plant and equipment

Property, plant and equipment are stated at historical
cost less accumulated depreciation and impairment
losses. 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. All other repairs and maintenance are charged
in the consolidated statement of profit or loss and other
comprehensive income during the period in which they are
incurred.

Leasehold land and buildings held for use in the production
or supply of goods or services, or for administrative
purposes, are stated in the consolidated statement of
financial position at their revalued amounts, being the
fair value at the date of revaluation less any subsequent
accumulated depreciation and any accumulated impairment
losses. Revaluations are performed with sufficient regularity
such that the carrying amount does not differ materially from
that which would be determined using fair values at the end
of the reporting period.

Any revaluation increase arising from revaluation of leasehold
land and buildings is recognised in other comprehensive
income and accumulated in property revaluation reserve,
except to the extent that it reverses a revaluation decrease
of the same asset previously recognised in profit or loss,
in which case the increase is credited to profit or loss to
the extent of the decrease previously charged. A decrease
in carrying amount arising on revaluation of an asset is
recognised in profit or loss to the extent that it exceeds the
balance, if any, on the property revaluation reserve relating to
a previous revaluation of that asset. On the subsequent sale
or retirement of a revalued asset, the attributable revaluation
surplus remaining in the property revaluation reserve is
transferred directly to accumulated losses.

(f)
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80

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Property, plant and equipment (continued)
Depreciation of property, plant and equipment is calculated
at rates sufficient to write off their cost or revalued amounts
less their residual values over the estimated useful lives on a
straight-line basis at the following rates per annum:

The shorter of the

lease terms and 30 years
3 — 10 years

3 — 8 years

Leasehold land and
buildings

Plant and machinery

Motor vehicles

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.

Gains and losses on disposal are determined by comparing
the proceeds with the carrying amount and are recognised
within other income and gains in the consolidated statement
of profit or loss and other comprehensive income.

Intangible assets

Intangible assets acquired separately

Intangible assets acquired separately are initially recognised
at cost. The cost of intangible assets acquired in a business
combination is the fair value at the date of acquisition.
Subsequently, intangible assets with finite useful lives
that are acquired separately are carried at costs less
accumulated amortisation and any accumulated impairment
losses.

Amortisation for intangible assets with finite useful lives
is recognised on a straight-line basis over their estimated
useful lives. The estimated useful life and amortisation
method are reviewed at the end of each reporting period,
with the effect of any changes in estimate being accounted
for on a prospective basis.

Intangible asset which represents an in-process research
and development project (“In-process R&D”) involving an oral
insulin product (the “Product”). The In-process R&D is not
amortised as it is not yet available for use.

(f)

(9)
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(9)

Notes to the Consolidated Financial Statements

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Intangible assets (continuea)

Internally generated intangible assets (research and
development costs)

Expenditure on internally developed products is capitalised if
it can be demonstrated that:

o it is technically feasible to develop the product for it to
be sold;

° adequate resources are available to complete the
development;

o there is an intention to complete and sell the product;
o the Group is able to sell the product;

o sale of the product will generate future economic
benefits; and expenditure on the project can be
measured reliably.

Capitalised development costs are amortised over the
periods the Group expects to benefit from selling the
products developed. The amortisation expense is recognised
in profit or loss and included in cost of sales.

Development expenditure not satisfying the above criteria
and expenditure on the research phase of internal projects
are recognised in profit or loss as incurred.

Impairment

Intangible assets with finite lives are tested for impairment
when there is an indication that an asset may be impaired.
Intangible assets with indefinite useful lives and intangible
assets not yet available for use are tested for impairment
annually, irrespective of whether there is any indication
that they may be impaired. Intangible assets are tested for
impairment by comparing their carrying amounts with their
recoverable amounts (see note 4(i)).

If the recoverable amount of an asset is estimated to be less
than its carrying amount, the carrying amount of the asset is
reduced to its recoverable amount.

An impairment loss is recognised as an expense
immediately.

(9)

fRA R IEERRM

BEAEFTHEE

BIELEE®)
AIEBE £ B TE & 2 (3L K)

MBS EMNANATERTA
FTEAXE :

o RIFEMMAEZEMNEMN LA
7

s ARREBERTHKFE

. SER R HE

DHP

XEEn

s AEKEBARNHELER

oS

. %ﬁ % E B AR SRR B
@ REEE ZFAXEER A

qu

BMABANRBRARTINAE BTN
MESHE ATA R ME R T XM MR R

B o BMIEFA XN BRAER - WEFA
AT A LR ER R ARAED

HAMERBRNAX TRELRER
AR o

BREERFHNEVEEERNRE
N & EE R B 3R R (B B A 1T ORUEDR
Ao EAEREMFHNELEER
RAAHERANELEEATFET
MEAR  BERESADRBRLF
BEARLIME - BLEETRY
LEREEREKESE A ET
RER B (RFEEA()) -

i fhat & E R A U @ & RN E AR E
B AIEEMNKREEAREE D
TH o

B 18 TY BN R Al 2 T 3R o

20185 EMBEREVMNZARIE 81



Notes to the Consolidated Financial Statements
AP RR T

(h)

82

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Financial instruments

Financial assets and financial liabilities are recognised when
a group entity becomes a party to the contractual provisions
of the instrument.

Financial assets and financial liabilities are initially measured
at fair value. Transaction costs that are directly attributable
to the acquisition or issue of financial assets and financial
liabilities (other than financial assets or financial liabilities at
fair value through profit or loss) are added to or deducted
from the fair value of the financial assets or financial liabilities,
as appropriate, on initial recognition. Transaction costs
directly attributable to the acquisition of financial assets
or financial liabilities at fair value through profit or loss are
recognised immediately in profit or loss.

Financial assets

The Group classifies its financial assets at initial recognition,
depending on the purpose for which the asset was acquired.
Financial assets at fair value through profit or loss (“FVTPL”)
are initially measured at fair value and all other financial
assets are initially measured at fair value plus transaction
costs that are directly attributable to the acquisition of
the financial assets. All regular way purchases or sales of
financial assets are recognised and derecognised on a trade
date basis. Regular way purchases or sales are purchases or
sales of financial assets that require delivery of assets within
the time frame established by regulation or convention in the
marketplace.

Financial assets at fair value through profit or loss

These assets include financial assets held for trading.
Financial assets are classified as held for trading if they
are acquired for the purpose of sale in the near term.
Derivatives, including separated embedded derivatives, are
also classified as held for trading unless they are designated
as effective hedging instruments or financial guarantee
contracts.

Subsequent to initial recognition, financial assets at fair
value through profit or loss are measured at fair value, with
changes in fair value recognised in profit or loss in the period
in which they arise.

(h)
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(h)
(i)

Notes to the Consolidated Financial Statements

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Financial instruments (continued)

Financial assets (Continued)

Embedded derivatives

Derivatives embedded in non-derivative host contracts are
treated as separate derivatives when they meet the definition
of a derivative, their risks and characteristics are not closely
related to those of the host contracts and the host contracts
are not measured at FVTPL.

Investments in convertible bonds

The component parts of the convertible instruments are
classified separately as debt component and conversion
option derivative.

At the date of acquisition of investments in convertible
bonds, the fair value of the debt and derivative components
are recognised at fair value. In subsequent periods, the
debt component of the convertible instruments is carried
at amortised cost using the effective interest method. The
conversion option derivative is measured at fair value with
changes in fair value recognised in profit or loss.

Transaction costs that relate to the acquisition of the
convertible investments are allocated to the debt and
derivative components in proportion to their relative
fair values. Transaction costs relating to the derivative
component are charged to profit or loss immediately.
Transaction costs relating to the debt component are
included in the carrying amount of the debt portion and
amortised over the period of the convertible instruments
using the effective interest method.

Loans and receivables

Loans and receivables are non-derivative financial assets
with fixed or determinable payments that are not quoted in
an active market. Subsequent to initial recognition, loans
and receivables (including loan to a non-controlling interest,
trade receivables, other receivables, amount due from the
subsidiary of an associate and bank balances) are measured
at amortised cost using the effective interest method, less
any identified impairment losses.
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SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Financial instruments (continueq)

Financial assets (Continued)

Available-for-sale financial assets

These assets are non-derivative financial assets that are
designated as available-for-sale or are not included in
other categories of financial assets. Subsequent to initial
recognition, these assets are carried at fair value with
changes in fair value recognised in other comprehensive
income, except for impairment losses and foreign exchange
gains and losses on monetary instruments, which are
recognised in profit or loss.

For available-for-sale equity investments that do not have a
quoted market price in an active market and whose fair value
cannot be reliably measured and derivatives that are linked
to and must be settled by delivery of such unquoted equity
instruments, they are measured at cost less any identified
impairment losses.

Equity and debt securities held by the Group that are
classified as available-for-sale and are traded in an
active market are measured at fair value at the end of
each reporting period. Changes in the carrying amount
of available-for-sale monetary financial assets relating
to interest income calculated using the effective interest
method. Other changes in the carrying amount of
available-for-sale financial assets are recognised in other
comprehensive income and accumulated under the heading
of investment revaluation reserve. When the investment is
disposed of or is determined to be impaired, the cumulative
gain or loss previously accumulated in the investment
revaluation reserve is reclassified to profit or loss (see the
accounting policy in respect of impairment loss on financial
assets below).
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Notes to the Consolidated Financial Statements

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Financial instruments (continueqd)

Impairment of financial assets

The Group assesses, at the end of each reporting period,
whether there is any objective evidence that financial asset
is impaired. Financial asset is impaired if there is objective
evidence of impairment as a result of one or more events that
has occurred after the initial recognition of the asset and that
event has an impact on the estimated future cash flows of
the financial asset that can be reliably estimated. Evidence of
impairment may include:

° significant financial difficulty of the debtor;

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

° granting concession to a debtor because of debtor’s
financial difficulty;

o it becoming probable that the debtor will enter
bankruptcy or other financial reorganisation.

For Loans and receivables

An impairment loss is recognised in profit or loss when
there is objective evidence that the asset is impaired, and
is measured as the difference between the asset’s carrying
amount and the present value of the estimated future cash
flows discounted at the original effective interest rate. The
carrying amount of financial asset is reduced through the use
of an allowance account. When any part of financial asset
is determined as uncollectible, it is written off against the
allowance account for the relevant financial asset.

For Available-for-sale financial assets

Where a decline in the fair value constitutes objective
evidence of impairment, the amount of the loss is removed
from equity and recognised in profit or loss.

Any impairment losses on available-for-sale debt
investments are subsequently reversed in profit or loss if an
increase in the fair value of the investment can be objectively
related to an event occurring after the recognition of the
impairment loss.

For available-for-sale equity investment, any increase in fair
value subsequent to an impairment loss is recognised in
other comprehensive income.
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SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Financial instruments (continued)

Impairment of financial assets (Continued)

For Available-for-sale financial assets (Continued)

For available-for-sale equity investment that is carried at
cost, the amount of impairment loss is measured as the
difference between the carrying amount of the asset and the
present value of estimated future cash flows discounted at
the current market rate of return for a similar financial asset.
Such impairment loss is not reversed.

Financial liabilitied and equity instruments

The Group classifies its financial liabilities, depending on
the purpose for which the liabilities were incurred. Financial
liabilities at fair value through profit or loss are initially
measured at fair value and financial liabilities at amortised
costs are initially measured at fair value, net of directly
attributable costs incurred.

Financial liabilities at amortised cost

Financial liabilities at amortised cost including trade and
other payables, borrowings, and the liability component of
convertible bonds issued by the Group are subsequently
measured at amortised cost, using the effective interest
method. The related interest expense is recognised in profit
or loss.

Gains or losses are recognised in profit or loss when
the liabilities are derecognised as well as through the
amortisation process.
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(h)
(iii)

Notes to the Consolidated Financial Statements

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Financial instruments (continueqd)

Financial liabilitied and equity instruments (Continued)
Convertible bonds containing liability and equity
components, and early redemption option, if applicable
Convertible bonds issued by the Group that contain both
liability (together with the early redemption option which is
closely related to the host liability component, if applicable)
and conversion option components are classified separately
into respective items on initial recognition in accordance
with the substance of the contractual arrangements and the
definitions of a financial liability and an equity instrument.
Conversion option that will be settled by the exchange of a
fixed amount of cash or another financial asset for a fixed
number of the Company’s own equity instruments is an
equity instrument.

On initial recognition of convertible bonds issued by
the Company, the fair value of the liability component is
determined using the prevailing market interest of similar
non-convertible debts. The difference between the gross
proceeds of the issue of the convertible bonds and the fair
value assigned to the liability component, representing the
conversion option for the holder to convert the convertible
bonds into equity, is included in equity (convertible bonds
equity reserve).

In subsequent periods, the liability component of the
convertible bonds is carried at amortised cost using
the effective interest method. The equity component,
representing the option to convert the liability component
into ordinary shares of the Company, will remain in
convertible bonds equity reserve until the embedded option
is exercised (in which case the balance stated in convertible
bonds equity reserve will be transferred to share premium).
Where the option remains unexercised at the expiry date,
the balance stated in convertible bonds equity reserve will
be released to the accumulated losses. No gain or loss is
recognised in profit or loss upon conversion or expiration of
the option.

Transaction costs that relate to the issue of the convertible
bonds are allocated to the liability and equity components
in proportion to the allocation of the gross proceeds.
Transaction costs relating to the equity component are
charged directly to equity. Transaction costs relating to the
liability component are included in the carrying amount of
the liability portion and amortised over the period of the
convertible bonds using the effective interest method.
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SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Financial instruments (continueq)

Derecognition

The Group derecognises a financial asset when the
contractual rights to the future cash flows in relation to
the financial asset expire or when the financial asset has
been transferred and the transfer meets the criteria for
derecognition in accordance with HKAS 39.

Financial liabilities are derecognised when the obligation
specified in the relevant contract is discharged, cancelled or
expires.

Where the Group issues its own equity instruments to a
creditor to settle a financial liability in whole or in part as a
result of renegotiating the terms of that liability, the equity
instruments issued are the consideration paid and are
recognised initially and measured at their fair value on the
date the financial liability or part thereof is extinguished. If
the fair value of the equity instruments issued cannot be
reliably measured, the equity instruments are measured to
reflect the fair value of the financial liability extinguished.
The difference between the carrying amount of the financial
liability or part thereof extinguished and the consideration
paid is recognised in profit or loss for the year.

Effective interest method

The effective interest method is a method of calculating
the amortised cost of a financial asset or financial liability
and of allocating interest income or interest expense over
the relevant period. The effective interest rate is the rate
that exactly discounts estimated future cash receipts or
payments through the expected life of the financial asset or
liability, or where appropriate, a shorter period.

Equity instruments
Equity instruments issued by the Company are recorded at
the proceeds received, net of direct issue costs.
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(i)

Notes to the Consolidated Financial Statements

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Impairment of assets (other than financial
assets)

At the end of each reporting period, the Group reviews
the carrying amounts of the following assets to determine
whether there is any indication that those assets have
suffered an impairment loss or an impairment loss previously
recognised no longer exists or may have decreased:

o property, plant and equipment;
° intangible assets; and

° investments in subsidiaries and interests in associates

If the recoverable amount (i.e. the greater of the fair value
less costs of disposal and value in use) of an asset is
estimated to be less than its carrying amount, the carrying
amount of the asset is reduced to its recoverable amount. An
impairment loss is recognised as an expense immediately,
unless the relevant asset is carried at a revalued amount
under another HKFRS, in which case the impairment loss is
treated as a revaluation decrease under that HKFRS.

Where an impairment loss subsequently reverses, the
carrying amount of the asset is increased to the revised
estimate of its recoverable amount, to the extent that the
increased carrying amount does not exceed the carrying
amount that would have been determined had no impairment
loss been recognised for the asset in prior years. A reversal
of an impairment loss is recognised as income immediately,
unless the relevant asset is carried at a revalued amount
under another HKFRS, in which case the reversal of the
impairment loss is treated as a revaluation increase under
that HKFRS.

Value in use is based on the estimated future cash flows
expected to be derived from the asset, discounted to their
present value using a pre-tax discount rate that reflects
current market assessments of the time value of money and
the risks specific to the asset or cash generating unit.
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SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Cash and cash equivalents

Cash and cash equivalents includes cash in hand, deposits
held at call with banks and other short-term highly liquid
investments with original maturities of three months or loss.

Provisions and contingent liabilities

Provisions are recognised when the Group has a present
obligation (legal or constructive) as a result of a past event,
it is probable that the Group will be required to settle that
obligation, and a reliable estimate can be made of the
amount of the obligation. Provisions are measured at the
best estimate of the consideration required to settle the
present obligation at the end of the reporting period, taking
into account the risks and uncertainties surrounding the
obligation. When a provision is measured using the cash
flows estimated to settle the present obligation, its carrying
amount is the present value of those cash flows (where the
effect of the time value of money is material).

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

)
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Notes to the Consolidated Financial Statements

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Borrowings

Borrowings are recognised initially at fair value, net of
transaction costs incurred. Borrowings are subsequently
stated at amortised cost; any difference between the
proceeds (net of transaction costs) and the redemption value
is recognised in the consolidated statement of profit or loss
and other comprehensive income over the period of the
borrowings using the effective interest method.

Fee 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 drawdown
occurs. To the extent there is capitalised as a prepayment for
liquidity services and amortised over the period of the facility
to which it relates.

Borrowings are classified as current liabilities unless the
Group has an unconditional right to defer settlement of the
liability for at least 12 months after the end of reporting
period.

Borrowing costs

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 borrowings
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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SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Taxation

Income tax expense represents the sum of the tax currently
payable and deferred tax.

The tax currently payable is based on taxable profit for the
year. Taxable profit differs from “loss before tax” as reported
in the consolidated statement of profit or loss and other
comprehensive income because of income or expense that
are taxable or deductible in other years and items that are
never taxable or deductible. The Group’s liability for current
tax is calculated using tax rates that have been enacted or
substantively enacted by the end of the reporting period.

Deferred tax is recognised on temporary differences
between the carrying amounts of assets and liabilities in the
consolidated financial statements and the corresponding tax
base used in the computation of taxable loss. Deferred tax
liabilities are generally recognised for all taxable temporary
differences. Deferred tax assets are generally recognised
for all deductible temporary difference to the extent that it is
probable that taxable profits will be available against which
those deductible temporary differences can be utilised. Such
assets and liabilities are not recognised if the temporary
difference arises from goodwill or from the initial recognition
(other than in a business combination) of other assets and
liabilities in a transaction that affects neither the taxable profit
nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary
differences associated with investments in subsidiaries and
associates, except where the Group is able to control the
reversal of the temporary difference and it is probable that
the temporary difference will not reverse in the foreseeable
future. Deferred tax assets arising from deductible temporary
differences associated with such investments are only
recognised to the extent that it is probable that there will be
sufficient taxable profits against which to utilise the benefits
of the temporary differences and they are expected to
reverse in the foreseeable future.

The carrying amount of a deferred tax asset is reviewed at
the end of the reporting period and reduced to the extent
that it is no longer probable that sufficient taxable profit will
be available to allow all or part of the asset to be recovered.

(n)
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Notes to the Consolidated Financial Statements

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Taxation (continueq)

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

The measurement of deferred tax liabilities and assets
reflects the tax consequences that would follow from the
manner in which the Group expects, at the end of the
reporting period, to recover or settle the carrying amount of
its assets and liabilities.

Current and deferred tax are recognised in profit or loss,
except when they relate to items that are recognised in other
comprehensive income or directly in equity, in which case
the current and deferred tax are also recognised in other
comprehensive income or directly in equity respectively.

Retirement benefit costs and termination
benefits

Short term employee benefits are employee benefits (other
than termination benefits) that are expected to be settled
wholly before twelve months after the end of the annual
reporting period in which the employees render the related
service. Short term employee benefits are recognised in the
year when the employees render the related service.

Payments to state-managed retirement benefit schemes in
the People’s Republic of China (the “PRC”) and Mandatory
Provident Fund Scheme are recognised as an expense
when employees have rendered service entitling them to the
contributions.

Termination benefits are recognised when, and only
when, the Group demonstrably commits itself to terminate
employment or to provide benefits as a result of voluntary
redundancy by having a detailed formal plan which is without
realistic possibility of withdrawal.
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SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Revenue recognition

Revenue is measured at the fair value of the consideration
received or receivable and represents amounts receivable
for goods sold and services provided in the normal course of
business, net of discounts and sales related taxes.

() Revenue from trading of beauty equipment and
products is recognised when the goods are delivered
and titles have been passed to the customers.

(i) Interest income from financial assets is recognised
when it is probable that the economic benefits will
flow to the Group and the amount of income can be
measured reliably. Interest income is accrued on a
time basis, by reference to the principal outstanding
and at the effective interest rate applicable, which is
the rate that exactly discounts the estimated future
cash receipts through the expected life of the financial
asset to that asset‘s net carrying amount on initial
recognition.

(i)  Dividends income on equity instruments are recognised
in profit or loss when the Group’s right to receive the
dividends is established.

Leases

Operating leases (As a lessee)

Leases in which a significant portion of the risks and rewards
of ownership are retained by the lessor are classified as
operating leases. Payments made under operating leases
(net of any incentives received from the lessor) are charged
in the consolidated statement of profit or loss and other
comprehensive income on a straight-line basis over the
period of the lease term.
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Notes to the Consolidated Financial Statements

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

Leases (Continued)

Finance leases

Leases that substantially transfer to the Group all the risks
and rewards of ownership of assets are accounted for as
finance leases. At the commencement of the lease term, a
finance lease is capitalised at the lower of the fair value of
the leased asset and the present value of the minimum lease
payments, each determined at the inception of the lease
term.

The corresponding liability to the lessor is included in the
statement of financial position as finance lease payable.
Lease payments are apportioned between the finance
charge and the reduction of the outstanding liability. The
finance charge is allocated to each period during the lease
term so as to produce a constant periodic rate of interest on
the remaining balance of the liability.

Assets under finance leases are depreciated the same as
owned assets over the shorter of the lease term and their
estimated useful lives.

Lease of land and buildings

When a lease includes both land and building elements,
the Group assesses the classification of each element as
a finance or an operating lease separately based on the
assessment as to whether substantially all the risks and
rewards incidental to ownership of each element have been
transferred to the Group. Specifically, the minimum lease
payments (including any lump-sum upfront payments) are
allocated between the land and the building elements in
proportion to the relative fair values of the leasehold interests
in the land element and building element of the lease at the
inception of the lease.

To the extent the allocation of the lease payments can be
made reliably, interest in leasehold land that is accounted
for as an operating lease is presented as “prepaid lease
payments” in the consolidated statement of financial position
and are initially stated at cost and subsequently recognised
on the straight-line basis over the lease terms. When the
lease payments cannot be allocated reliably between the
land and building elements, the entire lease payments are
included in the cost of the land and buildings as a finance
lease in property, plant and equipment (see note 4(f)). Unless
it is clear that both elements are operating lease, in which
case the entire lease is classified as an operating lease.

4.

(a)
(ii)

(iii)

fRA R IEERRM

BEAEFTHEE

HE )

MEHE
MEHEREEHEEEZRR KA
WEASPEETAEEZHE - &
HLOFGRE  BREHENEEEEY
NFEERZERSRE(ZERAEHF
IRRBET ) CRIEE BT EAR -

HH AR HE I B BRI ISR R FIME
EAREEE HENKXREER
KA AREEA BN ZEEL S
MEZHANHEAASZHR A - 1M
ERERREERBENSNEREE

RAME T AERABAERER
FAH R E A E A B ARS8
) HEATE -

HELHRETF
EHERELIHWRETES  A&H
RIFEHRSE D 2 EERZBAE
PTEBREORELECEBREAKE Y
Ath - DRI R R D 2 DB E SR
B eiHE - Agms @  xEHEE
MR(BREMN-BERMFE)RHE
SRR REE T A D RIEF
BOFHAERSEEAFELFR
THEEFHRLEIE

MAENRERNEDE - NEEHE
AFRE T SR SR A MR
KPym [ANEERNZK] - BRI
A2 5 & BE1E T B IR B AR T
R e MERENREZN L RET
DEBE A SED ERY - RIS B EE &R
EEME  BEARBIBRERSE
W BRERET BT RS (K E
4(f)) - WMESNOBREEHE -
AIBREHEER D BRKEHE -

20185 EMBERENNEFRIA 95



Notes to the Consolidated Financial Statements
AP RR T

(r)

(s)

96

SIGNIFICANT ACCOUNTING POLICIES 4. EAEHEE

(Continued)

Dividend distribution (N BREDIK

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

Related parties (s)
A related party is a person or entity that is related to the
Group if:

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

() has control or joint control over the Group;

(i) has significant influence over the Group; or

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

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

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

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

(i) Both entities are joint ventures of the same third
party.

(iv)  One entity is a joint venture of a third entity and the
other entity is an associate of the third entity.
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Notes to the Consolidated Financial Statements

4. SIGNIFICANT ACCOUNTING POLICIES

(Continued)
(s) Related parties (continuea)
(b)  (Continued)

(v) The entity is a post-employment benefit plan for
the benefit of employees of either the reporting
entity or an entity related to the reporting entity.
If the reporting entity is itself such a plan, the
sponsoring employers are also related to the
reporting entity.

(vi) The entity is controlled or jointly controlled by a
person identified in (a).

(viiy A person identified in (a)(i) has significant
influence over the entity or is a member of the key
management personnel of the entity (or of a parent
of the entity).

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

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

()  that person’s children and spouse or domestic
partner;

(i)  children of that person’s spouse or domestic
partner; and dependents of that person or that
person’s spouse or domestic partner.
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CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

In the application of the Group’s accounting policies,
which are described in note 4 to the consolidated financial
statements, the directors of the Company are required to
make judgments, estimates and assumptions about the
carrying amounts of assets and liabilities that are not readily
apparent from other sources. The estimates and associated
assumptions are based on historical experience and other
factors that are considered to be relevant. Actual results may
differ from these estimates.

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

Critical judgements in applying accounting
policies

The following are the critical judgements, apart from those
involving estimations (see below), that the directors have
made in the process of applying the Group’s accounting
policies and that have the most significant effect on
the amounts recognised in the consolidated financial
statements.

Significant influence over Longmark (Shanghai)
HealthCare Limited (“Longmark (Shanghai)”)
Note 17 describes that Longmark (Shanghai) is an associate
of the Group, the Group held from 50.02% to 49.78%
ownership interest in Longmark (Shanghai). Pursuant to
the changes of memorandum and articles of associations
of Longmark (Shanghai) on 29 November 2013, East
Longmark (Shanghai) HealthCare Limited (&R (Lt
) BEEEREARAR) (“East Longmark”), a wholly-
owned subsidiary of the Group, can only appoint one out
of the three directors in the board of directors of Longmark
(Shanghai) and all the shareholders and board of directors’
resolutions of Longmark (Shanghai) require 51% votes
to pass. The directors of the Company are of the opinion
that the Group lost control over Longmark (Shanghai) as a
result of these changes effected on 29 November 2013 and
only has significant influence over Longmark (Shanghai) by
virtue of the contractual right to appoint one out of the three
directors in the board of directors of Longmark (Shanghai)
and its voting powers/rights in shareholders’ and directors’
meetings in which all shareholders and board of directors’
resolutions require 51% votes to pass.
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Notes to the Consolidated Financial Statements

5. CRITICAL ACCOUNTING JUDGEMENTS

AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)

Significant influence over Extrawell

Extrawell Pharmaceutical Holdings Limited (“Extrawell”) is a
company of which shares are listed on the Main Board of the
Stock Exchange.

Note 17 describes that Extrawell is an associate of the Group
although the Group only owns 19.14% ownership interest in
Extrawell. The Group has significant influence over Extrawell
by virtue of the potential voting right upon full exercise of the
conversion rights attaching to the convertible bonds of that
company.

Key sources of estimation uncertainty

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

Fair value is the price that would be received to sell an asset
or paid to transfer a liability in an orderly transaction between
market participants at the measurement date, regardless of
whether that price is directly observable or estimated using
another valuation technique. In estimating the fair value
of an asset or a liability, the Group takes into account the
characteristics of the asset or liability if market participants
would take those characteristics into account when pricing
the asset or liability at the measurement date. Fair value
for measurement and/or disclosure purposes in these
consolidated financial statements is determined on such a
basis, except for share-based payment transactions that
are within the scope of HKFRS 2 “Share-based payment”,
leasing transactions that are within the scope of HKAS 17
“Leases”, and measurements that have some similarities to
fair value but are not fair value, such as net realisable value in
HKAS 2 “Inventories” or value in use in HKAS 36 “Impairment
of assets”.
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CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)

Key sources of estimation uncertainty (continued)
In addition, for financial reporting purpose, fair value
measurements are categorised into Level 1, 2 or 3
based on the degree to which the inputs to the fair value
measurements are observable and the significance of the
inputs to the fair value measurement in its entirety, which are
described as follows:

— Level 1 inputs are quoted prices (unadjusted) in active
markets for identical assets or liabilities that the entity
can access at the measurement date;

— Level 2 inputs are inputs, other than quoted prices
included within Level 1, that are observable for the
asset or liability, either directly or indirectly; and

— Level 3 inputs are unobservable inputs for the asset or
liability.

Allowance for bad and doubtful debts

The allowance for bad and doubtful debts of the Group
is estimated based on the evaluation of collectability and
aging analysis of individual trade debts performed by
the management. A considerable amount of judgement
is required in assessing the ultimate realisation of these
receivables, including the current creditworthiness and the
past collection history of each customer. If the financial
conditions of customers of the Group were to deteriorate,
resulting in an impairment of their ability to make payments,
additional allowances may be required.
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Notes to the Consolidated Financial Statements

5. CRITICAL ACCOUNTING JUDGEMENTS

AND KEY SOURCES OF ESTIMATION

UNCERTAINTY (Continued)

Key sources of estimation uncertainty (continueq)
Fair value of investments in convertible bonds

The fair values of embedded conversion option of convertible
bonds invested by the Group are calculated using valuation
techniques. Valuation techniques are certified by an
independent qualified valuer before being implemented for
valuation and are calibrated to ensure that outputs reflect
market conditions. Valuation models established by the
valuer make the maximum use of market inputs and rely as
little as possible on the Group’s specific data. The model
involves estimates on time to expiration, risk free rate, share
price, share price volatility, discount rates and others. As
at 31 March 2018, the carrying amount of the embedded
conversion option of convertible bonds invested by the
Group is HK$121,106,000 (2017: HK$186,841,000).

Should any of the estimates be revised, it may lead to
a material change to the fair value of the investments in
convertible bonds.

Fair value of the embedded conversion option of the
convertible bonds issued by the Company

On initial recognition of convertible bonds issued by the
Company, the fair value of the embedded conversion option
of the convertible bonds was calculated using valuation
techniques. Valuation techniques were certified by an
independent qualified valuer before being implemented for
valuation and were calibrated to ensure that outputs reflect
market conditions. Valuation models established by the
valuer make the maximum use of market inputs and rely as
little as possible on the Group’s specific data. The model
involved estimates on time to expiration, risk free rate, share
price, share price volatility, discount rate and others.

Should any of the estimates be revised, it may lead to a
material change to the fair value of the convertible bonds
issued by the Company.

fRA R IEERRM

BEAESTHE RMESTTEE
EEWEERIR

BT EEMZEERR @)
ARRESREZATE
REERE 2 BB ES ZRARLR
BiEZ A TFEDIEABGEESE - F
BEEEBY A ERGEMAGERZ
B FAAE - ARERS H 8K kB
TR - HEMEEZHEERNE RS
FATSHARENRE VRBEASE
B8 EEE - ZEX S R EIHA
ZiHET - ERRA X - RE - KRE
BE) - BRIREREMEAEZE  c RZF
—N\EFE=ZA=+—8 KA&EEKREZ
BMBEESFZRARRBREZER
E121,106,000 L ( = & — £ 4F :
186,841,000/ 7)) °

TS Z AT ET 2 BN AT e e E 2
HEEFREZAFEHREAR

RATBT2ABRRES 2BARR
RENDFE

RERERRNRBIEIT 2 AT RBRES
o ATRARIE S 2 IR AN RARIE 2
FEDLDRBEEZENE - GEELS
VABRGEMNEENZEIL T A
FHE o URERSHBIRRRTR 4
EMREZHERXNERINATS
BABEBEMEERDERBAQR 25
EBUE - RIS M BB AT 2 fh5T
ERRAME RE - REKS R
KR HEMAE -

EE AT ET 2 ERTREEER
ARRETZABBERZ A FEL

20185 EMBEREVMNZAERIE 101



Notes to the Consolidated Financial Statements
AP RR T

5.

102

CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION

UNCERTAINTY (Continued)

Key sources of estimation uncertainty (continued)
Impairment of intangible asset

The Group performs annual tests of impairment on intangible
asset in relation to the In-process R&D involving the
Product which are not yet available for use. Accordingly,
the intangible assets relating to the Product with the
carrying amount of approximately HK$1,373,224,000 as at
31 March 2018 (2017: HK$1,373,224,000) was tested for
impairment. The recoverable amounts of cash-generating
units are determined based on fair value calculations,
which is highly dependent upon further research and
development work required to be carried out, results of
the clinical trials, the successful launching of the Product
and the appropriate key assumptions to be applied in
preparing cash flow projections. Details of the calculation
of fair value are disclosed in note 19 to the consolidated
financial statements. These calculations require the use of
estimates and assumptions made by management on the
future operation of the business, pre-tax discount rates, and
other assumptions underlying the fair value calculations. In
addition, the management is of the opinion that the Group
would be successful in obtaining the regulatory approvals
from the relevant government bodies and launching the
Product in the second half of 2020 in the absence of
unforeseeable circumstance. The management also based
on the assumption that the Group would continue to have
the exclusive right for commercialisation of the Product
after the agreement with Tsinghua University, Beijing in
connection with the research and development of the
Product expires in October 2018.

Should the actual outcome of the clinical trials and the
launching of the Product be unsuccessful, the likelihood and
timing in obtaining the regulatory approvals from the relevant
government bodies to launch the product to be unrealised,
or the key assumptions applied in preparing the cash flow
projections from the Product in assessing impairment,
including the discount rates or growth rate assumptions
applied in the cash flow projections on the In-process R&D
is different from the original estimates, such difference could
materially affect the carrying value of the intangible assets.
It will consequently have an adverse effect on the net assets
and the results of the Group.
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Notes to the Consolidated Financial Statements

5. CRITICAL ACCOUNTING JUDGEMENTS

AND KEY SOURCES OF ESTIMATION

UNCERTAINTY (Continued)

Key sources of estimation uncertainty (continueq)
Going concern consideration

In the process of applying the Group’s accounting policies,
apart from those involving estimations, management has
prepared the consolidated financial statements on the
assumption that the Group will be able to operate as a going
concern in the coming year, which is a critical judgement that
has the most significant effect on the amounts recognised in
the consolidated financial statements.

The directors of the Company are in the opinion that the
Group will be successful in obtaining a regulatory approval
from the relevant government bodies and launching the
oral insulin product in the second half of 2020. For this
reason, sufficient cash inflows will be obtained by the Group
after this product is launched to markets. In addition, the
Company will be able to increase its working capital by
offering shares for subscription, issuing rights or convertible
bonds. As at 31 March 2018, the Group had bank balances
and cash of HK$20,227,000 (2017: HK$61,316,000). After
taking into account the Group’s business prospects and the
available financial resources, the directors of the Company
are satisfied that that is appropriate to prepare these
consolidated financial statements on a going concern basis.
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REVENUE

Revenue for the year represents the fair value of amounts
received and receivable for goods sold or services rendered
by the Group to outside customers, less discounts and
related taxes for the year, is analysed as follows:

Trading of beauty equipment and products A RENELRE 5

g
FRREERAEBRINARTEE L
EREHRE 2B R R ERKIE
A¥E ENBRFRZITNRE@H
H - 2T

2018
—B-N\F

2017
—E—tF
HK$’000
FHET

HK$’000
TR

15,811 9,187

The Group has three (2017: five) reportable and operating
segments as follows:

(@) trading of beauty equipment and products in Hong
Kong (“Trading of beauty equipment and products”)

(b) funds/securities investment in Hong Kong and outside
Hong Kong (“Securities investment”)

(c) research, development and commercialisation of the
oral insulin product (“Research and development”)

The Group’s reportable and operating segments are
strategic business units that offer different products and
services. They are managed separately because each
business requires different technology and marketing
strategies.

The segments for provision of genetic testing services in
the PRC and Hong Kong and distribution of bio-industrial
products in the PRC are no longer operating and reporting
segments since they had been inactive in the past year and
the operations were ceased. The accounting policies of the
operating segments are the same as those described in
the consolidated financial statements. Segment (loss)/profit
represents the loss incurred by or profit earned from each
segment without allocation of corporate and other expenses
and other income, gains and losses, net. All assets are
allocated to segments other than corporate assets, interests
in associates, investments in convertible bonds, amount
due from the subsidiary of an associate, loan to a non-
controlling interest and bank balances and cash. All liabilities
are allocated to segments other than corporate liabilities,
amounts due to the subsidiary of an associate, non-
controlling interests and former non-controlling interests,
loan from a non-controlling interest and convertible bonds.
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Notes to the Consolidated Financial Statements
ERE MRS RR M 5

SEGMENT REPORTING 7. 7EHRE
Segment revenues and results P EREE

Trading of beauty
equipment Securities Research and
and products investment development Total
ERRBRERES 25K e it
2018 2017 2018 2017 2018 2017 2018 2017
E-N\E ZEtE ZE-)\E ZE-NE ZE-tF CE-\f I-tF
HK$'000  HKS'000  HK$'000 HK$'000  HK$'000  HK$'000  HK$000
TiEn Tixn Tixn ThR TiEn T
(Restated)
(E3)
Revenue from extemal customers ~ RESMPR 2z 15,811 9,187 - - - - 15,811 0,187
Segrent loss)/profit 28 (BB) /A 1,395 727 (2,859) (B3 (10200 (7128 (2483 (6429
Adaftional disclosures for operating ~ EA P ENREEE :
segments:
Interest income received from fAfHERERD,
avallable-for-sale investments HIEMA - - - 80 - - - 80
Depreciation of property, plantand 912 - BERAEHE
equipment - - - - - - - -
Unallocated other income, gainsand ~ KAREAUA - kR
losses, net FEAE (5,073) 1614
Interest expenses on comvertiole ~ WARESEFEHX
bonds (110725 (108034
Corporate and other expenses BEREMRY (19500) (18222
Effective interest income from RENARERRE ER
investment in convertible bonds FlBMA 6,037 5,876
Change infair valug of derivative ~~ WAREFREZHTESH
components of investment in PN L]
convertiole bonds (65,735) (40,186)
Share of results of associates bk A=Y 8,632 10,011
Impairment loss on interest in MEELRER REER
an associate (42,945) (23,062)
Loss before income tax RETERAEE (280,091 (178,342
Income tax expense FEHEY - -
Loss for the year EREE (230991) (178342
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7. SEGMENT REPORTING (Continued) .
Segment assets and liabilities PHMEERES

Trading of beauty
equipment
and products
ZRRERERER

Research and
development

kS

Securities
investment

#5%E

Assets

Segment assets

Investments in convertible bonds
Interests in associates
Corporate and other assets

Total assets
Liahilties
Segment liabilties

Convertible bonds
Corporate and other liabilities

Total liabilties

2018
ZE-NE
HK$'000
TEn

£

NREE

T EREFRE

RBERRNER
LREAMEE

12792

AELR

10,403

2017

“E-tF
HKS 000

g
BT

6,375

2,230

2017
“E-tF
HK$ 000

s
BT

2018
“2-0F
HK$'000
TEn

36,247 22,501

2018
Z3-N\%
HK$'000
TR

1,385,969

183

2017
“EtF
HKS 000

s =
R

1,378,476

153

Total

it
2018 2017
Z3-NE “E-tf
HK$'000  HKS'000
Tén  TEn
(Restated)
(E51)
1,435,008 1,407,352
166,447 225,245
81,437 113462
3121 104,907
1,714,163 1,850,966
10,556 2,383
554,515 470,671
82,267 79,587
647,338 552,641
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fr e IR ot
7. SEGMENT REPORTING (Continued) 7. ﬁ%ﬂ %({%)

Geographical information I 3 & R
The Group’s operations are principally located in Hong REBZEBRETBEMREB NP -
Kong and the PRC. The Group’s revenue from continuing NE BIR &S P &l 2 K B 36
operations from external customers based on location of BREZEBEREEBWENIEREE
operations and information about its non-current assets EMTEEemITR)REEEMTH
(excluding financial instruments by geographical location of BAUESBEZERIT

the assets are as follows:

Non-current assets
(excluding financial
Revenue instruments)
FRBEE
Wz (FEFE£HMTIAH)

2018 2017 2018 2017
—E-\F —T tF ZE-N\F T %
HK$'000  HK$'000 HK$'000  HKS$'000
FHRE  FAEL  TER AT

(Restated)
(&%)
Hong Kong BB 15,811 9,187 1,454,823 1,486,923
The PRC R - = - 32,148
15,811 9,187 1,454,823 1,519,071
Information about major customers ERTFTERFER
Revenue from customers of the corresponding year EEEEE B AR I0%ERL 2
contributing over 10% of the total revenue are as follows: W
2018 2017
—E-N\&E —E—rF
HK$’000 HK$’000
FET FHET
Customer A ZFEH 14,994 9,187
Revenue from the above customer in the respective reporting FEFEREREHEMERETIR
period is derived from the segment of trading of beauty BERXREGLRERES DL -

equipment and products.
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8. OTHER INCOME/OTHER GAINS AND 8. H#itW A " Hit K E

LOSSES, NET B R
2018 2017
—B-N\F —E—F
HK$’000 HK$’000
FET FHET
Other income HaA
Interest income from banks RITH B HA 73 6
Interest income from available-for-sale AHHEEEMEEY
financial assets FEWA - 80
Dividend income from available-for-sale ~ Al HESFEE 2
financial assets SN ON - 151
Sundry income I A 3 166
Effective interest income from investments K B Al EHFIKE 2
in convertible bonds EREFEWA 6,937 5,876
Imputed interest income from loan to REBENT ZHE AT
a subsidiary of the associate ERZHEFNSRA 2,485 4,113
Imputed interest income from loan to REFFERERERZ
a non-controlling interest &R S A - 1,421
9,498 11,813
Other gains and losses, net Hipl s REE - F5
Gain on early redemption of IRATE R A MR ES 2 W
convertible bonds - 21
Change in fair value of derivative HRBREFREZ
components of investments in PTEHD 2 AT EZE
convertible bonds (65,735) (40,186)
Fair value loss on financial assets REMEMEEL
held-for-trading N EEE (5,787) -
Impairment loss on interest in an associate FBE & A TR 2 FEEE (42,945) (23,052)
Impairment loss on loan to FEIERERERZ
a non-controlling interest B EE - (6,067)
Gain/(loss) on disposal of available-for-sale HERHHESREE 2
financial assets W,/ (E18) 903 (194)
Gain on disposal of financial assets HERXZ M
held-for-trading BE 2 W 2,034 —
Loss on disposals of property, plant and  HEWE - ERZEY
equipment BB (1,268) -
Impairment loss on other receivables Hitb Wz IB 2 BEEE (579) —
(113,377) (69,478)
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9. FINANCE COSTS 9. MKEH
2018
—E-N\F
HK$’000
TExT
Effective interest expense on convertible R EEZERANEFAY
bonds (note 28) (P5E28) 108,869 94,433
Imputed interest expense on amount due from & Uik & A B 7 it B 2
the subsidiary of an associate (note 25(b)) ZIHER S F (P ﬁ uI25( )) - 12,180
Imputed interest expense on loan from REFERERERZME
a non-controlling interest (note 26(c)) 8 F > (KizE26(c)) 1,856 1,421
110,725 108,034
10. INCOME TAX EXPENSE 10. FrE iR XX -
Hong Kong Profits Tax is provided at the rate of 16.5% Rz MEFEEBFEH DR E
(2017: 16.5%) of the estimated assessable profits for both T M Z216.5%( —Z—+4F :16.5%)
years. TEL B -
Under the Law of the PRC on Enterprise Income Tax (the “EIT B Im%ﬁﬁ SHUE([REMSE
Law”) and the Implementation Regulation of the EIT Law, the E D) R EMEEEE IR - ‘:P I
tax rate of the PRC subsidiaries is 25% (2017: 25%). {ﬁ%>‘kzmzﬁw5%(fff—t¢:
25%) °
No Hong Kong Profits Tax and PRC income tax have been HRBEBEEECEERNRIRNAEYFE
made for the year as the group companies operating in Hong LENEERAIATELEELTMH
Kong and the PRC did not generate any assessable profits ERBUEA - A AFREIEHANE
for the year (2017: Nil). /%)ﬂfzﬁ/%&q:‘ BIFTEH(ZT—tF :
The income tax expense for the year can be reconciled to FRMFBFE X RIS f/%/\&ﬁﬁﬂi
the loss before income tax per the consolidated statement of H k2 BRETEHAIBEHRNT ¢

profit or loss and other comprehensive income as follows:

2018
—E-\%
HK$’000
Fix
Loss before income tax BrFr{S AT EE (230,991) (178,342)
Tax at the domestic income tax rate of 16.5% ?ﬁﬁiﬁﬁﬁ%ﬁﬁ%1 6.5%
(2017: 16.5%) (ZZ—+%F : 16.5%)
HE zwa (38,113) (29,426)
Effect of different tax rates of subsidiaries REMBEEEEREE 2
operating in other jurisdictions MEBRR 2 TRAME 2 ZE (701) -
Tax effect of expense not deductible PRGN HIR 2 A 2
for tax purpose Mg 2 37,252 30,916
Tax effect of income not taxable MBI ERTE 2 BAZ
for tax purpose M2 (1,785) -
Tax effect of tax loss not recognised ﬂiﬁé RIS 2 M £ 4,771 161
Tax effect of share of results of associates DMEBERREB LR E (1,424) (1,651)
Income tax expense FTiEHRAT - -
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ERE SRR EE
11. LOSS FOR THE YEAR 1. FABIE
2018 2017
—E-N\F —F—LF
HK$’000 HK$’000
FB T FHET
Loss for the year has been arrived F R EE T
at after charging the following: THRIBRED
Auditors’ remuneration 1% EREM N &
Provision for the year FENEAE 1,150 1,090
Under-provision for the prior year BEFETTEE - 34
1,150 1,124
Depreciation of property, plant and Y - BWEMKETE
equipment 617 1,171
Rental expense for premises KEHET2MERS
under operating leases X 2,342 2,335
Cost of inventories recognised WRARY 2 FERA
as an expense 14,416 8,460
Staff costs, exclusive of directors’ TEREEEMeERNZET
emoluments B AN
Salaries, bonus and other benefits e A REMER 3,564 4,234
Retirement benefits scheme RRAEFIFT SR
contributions 607 274
4,171 4,508
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12. DIRECTORS’ EMOLUMENTS

The board of directors represents the senior management of
the Group.

The emoluments paid or payable to each of the nine (2017:
nine) directors were as follows:

AR SRR

12. EEME
EFERRIEEBRERE -
BNSEMAG(Z2—t5F : AB)
EEMEMT

Retirement
Salaries benefit
Directors’ and other scheme
Name of Directors fee benefits contributions
HERk BUER
EENA EEZnme HitnZF FTEIfAtR
HK$'000 HK$’'000 HK$’000
FAT FHET FAT
Tang Rong E 60 488 — 548
Chen Weijun PRIEZE 80 = = 80
Xiao Yan B 7k 60 — - 60
Jiang Nian §5¢ 60 - — 60
Zhang Zhihong ,u /% 60 — — 60
Wang Rongliang E 60 - - 60
Wu Yanmin %Igﬁﬁl 60 = = 60
Gao Yuan Xing =R 60 850 18 928
Huang He (Note 1) =85 (fHEE1) - 650 18 668
Total for the year ended & Z_—Z—/\F
31 March 2018 =A=+—H
IEFE 2 B85 500 1,988 36 2,524
Tang Rong B 60 487 — 547
Chen Weijun fRIEE 80 - — 80
Xiao Yan B ok 60 — — 60
Jiang Nian prgas 60 — — 60
Zhang Zhihong TR R 60 — — 60
Wang Rongliang F &R 60 = = 60
Wu Yanmin SIF= 60 — — 60
Gao Yuan Xing =R 60 850 18 928
Huang He (Note 1) = (MisE1) — 136 = 136
Total for the year ended HE-ZT—+4F
31 March 2017 =A=+—H
IEFE 2 B5 500 1,473 18 1,991

Note 1: Ms. Huang He was appointed as a director of the Company on 10

January 2017.

Miz1: EBREIR-_ZT—tF - A +HEZER
RRREE -
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12. DIRECTORS’ EMOLUMENTS (continue) 12. EE <)

No directors waived any emoluments in current and prior
year.

During current year and prior year, no emoluments were paid
by the Group to the directors as an inducement to join or
upon joining the Group.

RANSEREE - SIBEEHENT -

RAFEREREMFE  NEBEYER
FREEIMNME - ERBFMAK
RINAZR SR BB 2 228 o

13. EMPLOYEES’ EMOLUMENTS 13. EEME

The five highest paid individuals in the Group during the year
included three (2017: two) directors whose emoluments are
reflected in the analysis presented above. The emoluments
of the remaining two (2017: three) individuals are set out

FR - AEERERSHFALTEE=
2 ZE—LF WMBEF KF

MER ERDMTHRIR - HEFmRE (=
T—tF: ZR) AL 2SI M

below: T
2018 2017
—F-N\F —TLF
HK$’°000 HK$’000
FET FHT
Basic salaries and other benefits BEARFH S R EMER 1,000 1,389
Retirement benefit scheme contributions R K@ FIEH 2 2% 36 50
1,036 1,439

The emoluments fell within the following band: BN FLATEE :

Number of individuals

A
2018 2017
—E—_N\E T LF
Nil—HK$1,000,000 £ —1,000,0007% 7T 2 3
14. DIVIDEND 14. KB

The directors do not recommend the payment of dividend for
the year ended 31 March 2018 (2017: Nil).
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15. LOSS PER SHARE

The calculation of the basic and diluted loss per share
attributable to the owners of the Company is based on the
following data:

Loss

AR SRR

15. SR EE

RRABHEAANEIEEBRER LB EE
BIMZATBIR AERETH ¢

Ei18

2018 2017
—E-N\F

—T—+fF
HK$’000 HK$’000
FHET TAET

Loss for the purposes of basic and diluted izt & &R E 7R 2 #5E E 18

loss per share (Loss for the year
attributable to owners of the Company)

FAEE)

ZEBR(ARREE AR

(231,048) (169,788)

Number of shares

gy =i

Weighted average number of ordinary
shares for the purpose of basic and
diluted loss per share

SETEESRER R EEER
Z B BRI 8K

1,464,193 1,464,193

The computation of diluted loss per share does not assume
the conversion of the Company’s outstanding convertible
bonds as their assumed conversion would decrease the loss
per share for the current year and prior year.

For the year ended 31 March 2018, basic and diluted
loss per share was HK$0.1578 (2017: HK$0.1160),
which is based on the loss for the year of approximately
HK$231,048,000 (2017: HK$169,788,000) and the
denominators detailed above for both basic and diluted loss
per share.

No diluted loss per share has been presented as the exercise
of the outstanding convertible bonds issued by the Company
would result in a decrease in loss per share (i.e. anti-dilutive).

AAEESREEBER  TERRAR
Al REB A MBRESWEGR - FR
BRINZFE R R ESRER - SR
AERRENFE 2 SRERE -

R I%F R EI847231,048,0008 T (=
T— 44 169,788,000 7T) & FX
il AIEEREARBEESERZ Y
CBE_ZT—-N\F=ZA=1+—H81
FE - SREAREEEIEA0.1578
BIL(ZE—+H%F : 0.11608 L) °

BRTTEA R B BIT 2 W AR 1T Al
B8 75 % G B T B e 1R R 4 (Bl I
B MU BV SRESER -
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16. PROPERTY, PLANT AND EQUIPMENT

114

16. Y% - MERRE

Leasehold
land and Plant and Motor
buildings machinery vehicles
e
THREF KERKSE RE
HK$’000 HK$’000 HK$’000
FAT FAET FHET
COST OR VALUATION RS G E
At 1 April 2016 RZZE—RFEMA—H 35,461 1,674 312 37,447
Revaluation surplus BHAH% (2,183) - — (2,183)
Exchange differences R (1,146) ) (19) (1,172)
At 31 March 2017 and R-_E—+F=HA=+—H
1 April 2017 N —ZF—+FMA—H 32,132 1,667 293 34,092
Revaluation surplus B{h A% (6,172) — — (6,172)
Disposals HE (24,805) (1,209) — (26,014)
Exchange differences EHERR (1,155) 58 20 (1,077)
At 31 March 2018 RZE—NFE=A=+—H = 516 Sille 829
ACCUMULATED KT ERRE
DEPRECIATION AND
IMPAIRMENT
At 1 April 2016 RZZE—AEMA—H — 1,355 259 1,614
Charge for the year FAZH 1,055 80 36 1,171
Eliminated on revaluation — Z5 1 %75 (1,055) — — (1,055)
Exchange differences X E%R — (7) (16) (23)
At 31 March 2017 and R—E—tF=H=+—H1
1 April 2017 ;=T —+FMNA—HB = 1,428 279 1,707
Charge for the year FALZH 527 75 15 617
Eliminated on revaluation 251 %4 (527) — — (527)
Disposals HE = (1,209) — (1,209)
Exchange differences fE 7 ~=%8 — 60 19 79
At 31 March 2018 R_ZE-N\F=A=+—H - 354 313 667
CARRYING AMOUNTS  fREE
At 31 March 2018 RZBE-N\F=A=+—H — 162 — 162
At 31 March 2017 RW_E—+F=A=+—H 32,132 239 14 32,385
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16. PROPERTY, PLANT AND EQUIPMENT 16. ¥ - BMEK®RE »

(Continued)
The analysis of the cost or valuation of the above assets is as
follows:

EEERASAEEITIT

Leasehold
land and Plant and Motor
buildings machinery vehicles Total

HE
TRET BERES "E R

HK$’000 HK$’000 HK$’000 HK$’000
THIT TR TR TAETT

As at 31 March 2018 RZEBE—N\F=A=+—H

At cost BN 516 313 829
At valuation HE - - -
516 313 829

As at 31 March 2017 RZE—+F=A=+—H
At cost B 7R 1,667 293 1,960
At valuation L 32,132 = = 32,132
32,132 1,667 293 34,092

The leasehold land and buildings of the Group were
revalued on 31 March 2017 by Roma Appraisals Limited,
an independent professional qualified valuer not connected
with the Group, at approximately HK$32,132,000. During
the year, the leasehold land and buildings of the Group
were disposed of, for a consideration of RMB22,000,000
(equivalent to approximately HK$25,960,000). The property
revaluation reserve of HK$5,342,000 was derecognised
upon disposal and a loss on disposal of HK$1,268,000 was
recognised in the profit or loss for the year.

As at 31 March 2017, the fair value of the Group’s
leasehold land and buildings were determined based on the
depreciated replacement costs approach. The value of the
leasehold land and buildings are based on an estimate of the
market value for existing use of the land, plus current cost
of replacement of the existing structures less deductions for
physical deterioration and all relevant forms of obsolescence
and optimisation.

AEBE HELHMEEFR_T—t
FZA=Z+—HHEGFBEEFIFHE
RAR(AEANEEWVEBFE BT
BELERGERM) EN  HELHA
32,132,000/87C - AEBHE i &
BFERTEFEALE  REAAR
22,000,000 7T © #14& #925,960,000
B TT o ¥ 3 & 5 5,342,000
TR ERKIEER - WS EE
1,268,000/ TR F A 1B 2 N TR ©

R_E—tF=A=+—H K&H
HETHEBF 2 AVFEREBINES
EXNANEETE - HELHWREFZE
ENERLHIRE AR AETE
MEBREBEYMEMERKAE - B
MEYME RN MAERBLEA 2
REERBIL -
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16. PROPERTY, PLANT AND EQUIPMENT

17.

116

(Continued)

One of the key unobservable inputs used in valuing the
building as at 31 March 2017 was the replacement costs of
HK$2,030 per square meter.

The fair value measurement of leasehold land and building
was grouped into Level 3 as at 31 March 2017 and there
were no transfers into or out of level during the year prior to
the disposal.

If the leasehold land and buildings had not been revalued,
they would have been included in the consolidated financial
statements at historical cost less accumulated depreciation
of HK$25,782,000 as at 31 March 2017.

INTERESTS IN ASSOCIATES

On 27 April 2013, the Company entered into the conditional
sale and purchase agreement to acquire 450,000,000
ordinary shares of Extrawell, a listed company in Hong
Kong, of par value HK$0.01 each from JNJ Investment
Limited (“JNJ“) (a company in which 33.33% equity
interest is beneficially owned by each of Dr. Mao Yumin
(“Dr. Mao”) and Dr. Xie Yi (“Dr. Xie”) — see note 33), at a
consideration of HK$288,000,000, which was satisfied by
issuance of convertible bonds in the principal amount of
HK$288,000,000 by the Company. On 25 October 2013,
since all conditions precedent to the abovementioned
acquisition were fulfilled, the acquisition of the Extrawell’s
shares was completed on 25 October 2013, of which
370,000,000 ordinary shares of Extrawell was acquired by
issuance of convertible bonds (Convertible Bonds | — see
Note 28) in the principal amount of HK$236,800,000, and
the remaining 80,000,000 ordinary shares of Extrawell were
acquired on 27 December 2013 by issuance of Convertible
Bonds | in the principal amount of HK$51,200,000.

As a result of the change in the composition of the board of
directors and the percentage of voting rights in shareholders’
and board of directors’ meetings on 29 November 2013,
the Group was no longer in a position to exercise control
over Longmark (Shanghai). Since then, Longmark (Shanghai)
ceased to be subsidiary of the Group and became an
associate of the Group.

16. % - BERRE o

17.
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NZZE—+F=A=+—8 EBRAK
B HK2,030/8 T A HIETEITHE
Bz TR BIRERm A ASUEz— -

R_ZE—tF=A=+—H #HEL
whBF 2 A VFEAEBE=H &
RF RS BRI LS /I EE AR E
&l o

WHEE T REFIEEME - AIRE
SRR R 5T T & 25,782,000 TR
—E—+tF=ZA=t+—HFALREY
MK o

REtE QRS
RZE—=FWA=-++H  KXAQF
FIVEBRMHEERZ  BINIREER
BRARNTINID) (D RIBERRE
T(TEBL)RFHBRIEL((HIEL])
BEZIAE33.33% s 2 A A — ZH
33 WEBE(—MBESLTAA)
450,000,000/ E A% E{EO.01E T2 &
WAL - K18 /5288,000,00058 T ° :ZX
T AR R B 1T A€ %8 4288,000,000
BILZABBRESFSMN RZT—=
F+A-+HB AR L XFrikiE
B SR RIE DB ERK - BB AR D
ER-_ZE—=F+A=-+HBZK "
H A1370,000,000% /& B LB TH 5 1B
217K 4 %8 5236,800,00058 T Z A #2
BEFH(TRRES—  RHF28)8E
1§ - & T 80,000,000 A% #5 18 & i@ A%
Thi% B 31T AN & F8 551,200,000 7T
BB ESF—R=_E—=F+=A8
—t++HES -

HRE_ZE—=F+—A=-+tNLHZ
EZgHREBRERSERESTS SR
ZERENHBELEES  NEBTHBY
BEMR ()8 ) 7T mliE - Bt - BEMK
(E8)ETBAEAESENBRR @ M
RAEREBZEE AR -
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17. INTERESTS IN ASSOCIATES (continueq)

17. R E NN ER »

2018
—E-N\F
HK$’000
F& T
Cost of investment in associates Bt N AR E A
— Listed in Hong Kong (Note a) —REB L (HEa) 476,841 476,841
— Unlisted in PRC — AR E T - =
Share of post-acquisition results and FEEWEEEEREMER
other comprehensive income A 108,824 97,904
Impairment loss on interest in an R—lEEE QAR 2 RE
associate (Note b) &8 (M 5Eb) (404,506) (361,561)
Adjustment against non-controlling 1 IE 1 A% 2 A VI 06 TE R B
interests on initial recognition (Note c) 2 A (MsEe) (99,722) (99,722)
81,437 113,462
Fair value of listed investment (Note d) EWERE 2 AFE (D) 81,437 113,462
Notes: Bt
(@) The cost of investment in Extrawell represents the aggregate of (i) the fair (a) RIBEZRERAENAR A AKBEREE

value of the Convertible Bonds | with principal amount of HK$236,800,000
issued by the Company on 25 October 2013 for the acquisition of
370,000,000 ordinary shares of Extrawell amounted to HK$387,160,000;
(ii) the fair value of the Convertible Bonds | with principal amount of
HK$51,200,000 issued by the Company on 27 December 2013 for the
acquisition of 80,000,000 ordinary shares of Extrawell amounted to
HK$87,142,000; and (i) further acquisition of 7,510,000 ordinary shares of
Extrawell at cost of HK$2,539,000 during the year ended 31 March 2015.

As at 31 March 2018, the Group recognised impairment loss of
approximately HK$42,945,000 (2017: HK$23,052,000) in profit or loss
which represented the difference between the fair value of the shares of
Extrawell based on the share price of Extrawell as at 31 March 2018 and
the carrying amount of interest in the associates.

370,000,000 % 3 3 ik (E{E 387,160,000
TL)MR =T —=F+A=Z+HBMBEITAR
4 %8 5236,800,0007%8 JT 19 A] 2 IR (E 5 — 1)
AFAE ¢ (i) AR A A U EE 880,000,000
P 5@ A% (418 87,142,0008 7T ) A =
T+ _A-FT+tARETALEA
51,200,000 7T &) Al AR B 5 — B A FEH
@ RiiWBE=E—hF=A=1+—8H
LE4E B #E — 2514 2,539,00078 7T 2 X A Uk 38
F&127,510,0008% L RAZ o

R-Z—NE=F=+—H8 A&£ERAE
25 N HE R BB 18 4942,945,0008 L (=&
—+ 4 : 23,052,000 7T) © ERRBER
T \F=ZA=t+—HZRBEREETZ
BN AT EENE S AR 2R ZRE
EREREZER -
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17. INTERESTS IN ASSOCIATES (continue)

Notes: (Continued)
(c) In 2015, the Group purchased 51% equity interest in Smart Ascent Limited
(“Smart Ascent”) from Extrawell (BVI) Limited (“Extrawell (BVI)”). Since SAL
has become a non-wholly owned subsidiary of the Group and consequently
SAL and its subsidiaries (collectively referred to as the “SAL Group”) have
been consolidated by the Group commencing from 28 July 2014, the
amount of equity in SAL Group that is attributable to the remaining 49%
interest in Smart Ascent held by Extrawell and included in the carrying
amount of interest in Extrawell prior to the acquisition of Smart Ascent by
the Group has been reclassified out of non-controlling interest (and interest
in associate) and treated as part of equity attributable to owners of the
Company to the extent of the Company’s attributable equity interest in
Extrawell which represented the share of equity in SAL Group attributable
to the Company’s ownership interest in Extrawell.

(d) The fair value of listed investment is based on the quoted market bid price
of the shares of Extrawell as at the end of the reporting period.

Details of each of the Group’s associates at the end of the
reporting period are as follows:

19.14%

19.14%

33.33%

Place of Principal Proportion of voting
Name of incorporation/ place of Class of power held by
associates operation operation shares held the Company
iy, E ik AR
NG ey g1y R eV ]
2018
“E-)\§
Extrawel Bermuda PRC Ordinary shares 19.14%
& ARE i EER 10.14%
Longmark (Shanghai) PRC PRC Registered capital 33.33%
#i(Ls) q: hE Rijius 33.33%
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33.33%

17. R E NN ER »

BeE - (4F)

RZZ—RF ' AEBEE BExtrawell (BVI)
Limited ([ Extrawell (BVI) )i B 4B R QD
RI([#EAE )51% 2 BRiE - AREEBKRAAR
SEZFEEWBRR - MBEREEREH
BRI (%8 [#EEEEDER=_Z—NFt
AZ+N\BREEATARER - ARBEBATHE
BEERTA0%ERIEN - BRANEERE
EAERGABEERRABZELESETER
©EE BRI S (R R R )
REHHE - ERADR R EEEERE(BIA
RANBEZ EE RN 2 EEEER
)RR - UARBEE ABIGHEZRERE -

(©)

LKA R FERRBEEERONRED
RE)H5EAREFH -

(d)

VAN

AEEEHED

LI

AR HRE HARNFFE

Proportion of nominal value
of issued capital

held by the Company  Principal activity
ADARRERS
RAEELH TTER
2018 2017
ZE-\E T+
19.14% 19.14% Development,
manufacture and sale of
pharmaceutical products
19.14% 19.14% F% REREEREER
49.78% 49.78% Provision of health care
management services
49.78% 49.78% fettiRE R
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IR e SRR MR
17. INTERESTS IN ASSOCIATES (continue) 17. R E NN ER »
Summarised consolidated financial information in respect of EAEBRTEHE QRIS E L EM
the Group’s material associate, Extrawell and its subsidiaries BRAR([BHEEE]) 2EAHEER
(“Extrawell Group”), is set out below. The summarised BEEEHF T o N XFTE %S E R
financial information below represents amounts shown in the DIEBRIESESMBREELRR 2 F
Extrawell’s consolidated financial statements prepared in 1B 2 348 MRz Ty I8 o

accordance with HKFRSs.

2018

—E-N\F

HK$’000

THET
Current assets mE)EE 217,679 289,699
Non-current assets EREEE 999,104 882,970
Current liabilities mEARE 103,770 108,790
Non-current liabilities ERHBEE 45,934 38,028
Non-controlling interests FEIEAR (4,494) (3,841)

2018 2017
—E-N\F —E—+tF

HK$’000 HK$’000
FRET THTT

Non-current assets include the following: 3ERBEEBIE NFIER :

Property, plant and equipment S E L] 155,469 145,839

Intangible assets mEEE 1,807 1,807

Investments in convertible bonds AMRESFIRE 417,783 376,324

Available-for-sale investments AR ERE 59,047 —

Interest in an associate KB E R RS 330,970 330,969
Current assets include the following: MEEERIE NFIER ¢

Trade and bills receivables H 5 IR 3 & e I = 21,076 37,417

Pledged bank deposits EHEPRITER 20,502 20,215

Bank balances and cash RITER IR 161,765 217,803
Current liabilities include the following: MBAGEEFETAIER

Accruals and other payables JET B A % B fh FE 5/ I8 60,721 59,501

Non-current liabilities include the following: JERBIEEETE NFIEE :
Convertible bonds Al RRREH 41,812 35,222
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17. INTERESTS IN ASSOCIATES (continue)

17. R E NN ER »

2018
—B-N\F
HK$’000
FBT
Revenue Wz 85,762 107,903
Profit for the year F g A 29,272 18,311
Other comprehensive income Hip2mEUkA 11,956 (8,359)
Profit and total comprehensive income F RN R EEW AR
for the year 41,228 9,952
Fair value and other equity accounting N ENAMELE
adjustments SRR 15,826 33,993
57,054 43,945
Proportion of the Group’s ownership REERBE A ERER
interest in Extrawell EE 151 19.14% 19.14%
Share of post-acquisition profits and other £ A f& 1 Y B8 14 33 71 &
comprehensive income for the year HEm2EEKA 10,920 8,411
Share of results of associates SN[l /NI E 10,920 8,411

The above profit for the year includes the following:

btz FRERBIEAT

2018

—B-N\F

HK$’000

FET
Gain on disposal of intangible assets HEEFEE 2 W - 2,819
Reconciliation of the above summarised consolidated X PETEiAR A B TS E B B B AR

financial information to the carrying amount of the interest
in Extrawell recognised in the consolidated financial
statements.
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17. INTERESTS IN ASSOCIATES (continueq)

Notes to the Consolidated Financial Statements

AR SRR

17. R E NN ER »

2018
—E-N\F
HK$’000
FET
Net assets of Extrawell Group BEEE EEFE 1,067,079 1,025,851
Less: Equity component of the convertible & : f&E 31T 2 IR ES
bonds issued by Extrawell LD (512,359) (512,359)
554,720 513,492
Proportion of the Group’s ownership AEERGRZHERE
interest in Extrawell T Ll 19.14% 19.14%
The Group’s share of net assets AREEEGLBEEEFE
of Extrawell 106,173 98,282
Goodwill FEES 156,258 156,258
Adjustment against non-controlling 5 IEE AR A 25 P V) 06 HE A R
interests on initial recognition 2R (99,722) (99,722)
Impairment loss on interests in associates FABE & A BlRERS 2 FEET1E (150,704) (107,759)
Fair value and other equity accounting NEENEMERZ
adjustments @ =t R 69,432 66,403
Carrying amount of the Group’s interest in 7N 5 B A B A RIFEE 2
Extrawell as an associate w2 REE 81,437 113,462

Information of associates that are not individually

material

The Group’s share of loss and total
comprehensive expense for the year

AEBEREFABER
2 [ i X 48 5R

BERMELFERNCHERNT 2

2018
—E-N\F

2017
—E—tF
HK$’000
FHET

HK$’000
FET

Carrying amount of the Group’s interests

AEERZEHE QT

in these associates s REE - =
The unrecognised share of loss of FRARERZ EIGHE
an associate for the year NAIEE (810) (1,891)
Cumulative unrecognised share of loss of 25T AR 2 FE (5B =&
an associate NAElEE (13,267) (12,457)
20183k EMBHEREVNEERAR 121
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18. INVESTMENTS IN CONVERTIBLE BONDS

122

On 27 April 2013, the Company entered into the conditional
sale and purchase agreement to acquire (i) convertible bonds
issued by Extrawell in an aggregate principal amount of
HK$320,650,000 (“Sale CB-1") from Dr. Mao at an aggregate
consideration of HK$320,000,000 (“Consideration 1”); and
(i) convertible bonds issued by Extrawell in an aggregate
principal amount up to HK$256,520,000 (“Sale CB-
[I”), from Dr. Mao at an aggregate consideration up to a
maximum amount of HK$256,000,000 (“Consideration I1”).
Consideration | was satisfied by payment of cash amounting
to HK$120,000,000 and issuance of convertible bonds in
the principal amount of HK$200,000,000 by the Company.
Consideration Il was satisfied by issuance of convertible
bonds in the principal amount of HK$256,000,000 in four
batches by the Company.

The Sale CB-l and Sale CB-Il (collectively referred to as
the “Sale CBs”) are zero coupon convertible bonds, with a
maturity date of the twentieth anniversary of the issue date
and are denominated in HK$. The Sale CBs entitle the bond
holders to convert them into shares of Extrawell at any time
during the period commencing from the date of issuance
up to the seventh business day prior to the maturity of the
Sale CBs, at the conversion price per share of HK$0.6413,
subject to anti-dilutive clauses.

INNOVATIVE PHARMACEUTICAL BIOTECH LIMITED 2018 Annual Report

18. JRREFRE

WR-_ZE—=FEmWA-_++H K
RAIFTNBEERHEEEBZE - BA)
EEBTWERBERTASRE
/320,650,000 7 7T ) 1] # % (& 5
(IFETRkRESF—])  BREA
320,000,000 T ([RE—1) : &
(IWBEEBTWHEHRBERITASE
5 5% = £ 256,520,000 7 7T B A] #2 A%
BR([FETRBRESR_-]) 2K
B &S /& 256,000,000 7T ([ KB
=) o RE—AHARFABAASAK
120,000,000 8 T R ETACEE
200,000,000 /8 7t Z A] # f% & 5 X
e RE-BHARRBBD ML
177K & %8 /5 256,000,00078 T 2 A #
BEFHFZA o

#FETBRRES —REETBRRES
—(mB I FEURRESR])AZTER
BIRES - BB ARITEHEREAS
“+RAFEER LB TEHE - FEA
BRESR FESFEAREN 8%
THHEEEFEARKRESFEIEHA
AMEBEtEZEXERN - BEREEITRRE
ERBEBRERG  BREATRK
70.64138 7T - HAX REEIERE
il o



Notes to the Consolidated Financial Statements

18. INVESTMENTS IN CONVERTIBLE BONDS

(Continued)

The fair values of the Sale CBs and its components on
initial recognition and of the derivative component as at
31 March 2018 and 2017 are determined based on the
valuation conducted by an independent professional valuer.
The movements of the debt components and derivative
components of Sale CBs for the year are set out as below:

AR SRR

18. AR EBEFEE =

RZE-—NEFR_ZE-—LtF=A
=t AFEAREREFEITERD
NEERZ A FETIDERBILERM
BERMETZHEMEE - FAFER
BMRESFESE D RITERY 2 &

ol -

Debt Derivative
component component
BRHD fTED S
HK$’000 HK$’000
AT FAT
As at 1 April 2016 RZEB—XNFHA—H 32,528 227,027 259,555
Effective interest income ERF S WA (HES)

(note 8) 5,876 — 5,876
Change in fair value (note 8) D F{EE B (158) - (40,186) (40,186)
At 31 March 2017 and R_ZE—tF=fA=+—H

1 April 2017 —E—t+FmMA—H 38,404 186,841 225,245
Effective interest income FRA B WA (FI5E8)

(note 8) 6,937 = 6,937
Change in fair value (note 8) A F{EEE)(Ki:E8) — (65,735) (65,735)
As at 31 March 2018 RZE—N\F=A=+—H 45,341 121,106 166,447

The acquisition of Sale CB-I was completed on 25 October
2013. The acquisition of the first, second and third batches
of Sale CB-Il, each batch having a principal amount of
HK$64,130,000, were completed on 24 April 2014, 30
August 2014 and 31 December 2014, respectively. The
acquisition of the fourth batch of Sale CB-Il with principal
amount of HK$64,130,000 was completed on 30 April 2015.

During the year ended 31 March 2018, the Group
recognised subsequent decrease in fair value of the
derivative component of investments in convertible bonds of
HK$65,735,000 (2017: HK$40,186,000).

WBEFEEMRBRESF BERZE—=
F+A-Z+RHBEREK - WEAS AR
% 564,130,000 T2 E—#t - E=
HEREZMZHEETRRESZ  H
AR —_ZE—WFNA—+WmAE - =&
—mENA=+EER -_T—NFE+=
A=+—HB%K - WEFHHILAEHE
/64,130,000 T 2 R E AT R EH
“ER-ZE—RFWNA=FTHTEK -

Bz N\F=Z=A=+—HI#*F
B AEBEBERATBERESFRENDT
£ 3D 2 A FEREZ R 65,735,000
BT (ZZE—+4F 140,186,000/ 7T) °
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18. INVESTMENTS IN CONVERTIBLE BONDS 18. oJ#2[REH K E «)

(Continued)

As at 31 March 2018, the carrying amounts of the debt and RZZE—N\F=ZA=+—08 " "A[#2k

the derivative components of the investments in convertible BEHERENEERITED S 2 REE

bonds are HK$45,341,000 (2017: HK$38,404,000) and 75l 745,341,0008 (=T —L5F :

HK$121,106,000 (2017: HK$186,841,000) respectively. 38,404,000/ 7T ) 121,106,000/ 7T
(ZZT—+%F : 186,841,00047T) °

At 31 March 2018 R=F-N\F=A=+—H

24 April 30 August 31 December 30 April 31 March 31 March
2014 2014 2014 2015 2017 2018

“B-mE -®-mE  ZB-PWE -E-FF  CB-+E - )\f
MA=+MmA NA=Z+R +ZA=t1-H MA=tH =A=t-H =A=t-H

Stock price B HK$0.4 HK$0.335 HK$0.325 HK$0.55 HK$0.248 HK$0.179

048 0.33557T 0.325/87C 0,557 0.24857 0.179% T

Exercise price i HK$0.6413 HK$0.6413 HK$0.6413 HK$0.6413 HK$0.6413 HK$0.6413

0641387 0.6413%87T 0.6M13ETT 0.643ETT 0.6413%87T 0.6413%8 7

Discount rate SR % 18.21% 18.44% 19.04% 18.76% 18.18% 17.717%

Risk-free rate (note ) &R RH % (f3ta) 2.70% 2.28% 2.24% 1.81% 1.70% 1.95%
Expected volatilty BRE

(note b) (Bizkp) 63.71% 62.61% 61.73% 58.62% 56.81% 57.00%
Expected dividend yield AR 8 zs &

(note ¢) (ttc) 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Any changes in the major inputs used in the model will BT 2 E Z8 A BIR A% EE M
result in changes in the fair values of the debt and derivative BUEBEEREBRITEBIN R FE
components. BB o
Notes: B E
() The rate was determined with reference to the yields of Hong Kong (a) ZAMER2ERGERPEBRFESE

government bonds and treasury bills as at the date of valuation. FMESKETF -
(b) Based on the historical price volatility of Extrawell over the bond period. (b) HENESHE B ENBERERKE
(©) Estimated by reference to the historical dividend payout of Extrawell. (0) FAGE A B AR SR G ©

124 INNOVATIVE PHARMACEUTICAL BIOTECH LIMITED 2018 Annual Report



Notes to the Consolidated Financial Statements

19. INTANGIBLE ASSET

AR SRR

9. BN EE

In-process

R&D

HEEBRE

HK$’000

FHET

COST AND CARRYING VALUE RA R BREE
At 1 April 2016, 31 March 2017, RZZE—R"FMPA—H -
1 April 2017 and 31 March 2018 —E—+F=A=+—8 "

—EFLFMA-AR

—E-NFE=HA=+—H

1,373,224

The In-process R&D represented an in-process research and
development project involving the Product. The patents of an
invention “a method of production of oil-phase preparation
of oral insulin (—E&ECRES=ZHEAERE KN FE)” in
relation to the Product are registered under the joint names
of Fosse Bio-Engineering Development Limited (“Fosse Bio”)
and Tsinghua University, Beijing (“THU”) granted by State
Intellectual Property Office of the PRC and United States
Patent and Trademark Office of the United States of America
granted on 4 August 2004 and 28 March 2006 respectively
and will be expired on 20 April 2021 and 12 April 2022
respectively. Fosse Bio is a subsidiary of Smart Ascent,
which became a subsidiary of the Company upon completion
of the acquisition on 28 July 2014. In addition, Fosse Bio and
THU have entered into the agreements in 1998 (the “THU
Collaboration Arrangement”) in connection with the research
and development of the Product. Pursuant to the THU
Collaboration Arrangement, which will be expired in October
2018, Fosse Bio would be entitled to commercialise the
relevant technologies of the Product and to manufacture and
sell the Product on an exclusive basis, and THU is entitled to
1.5% of Fosse Bio’s annual sales upon commercialisation of
the Product. Accordingly, Fosse Bio has the exclusive right
for the commercialisation of the Product for the duration of
the unexpired term of the THU Collaboration Agreement.

M BRESREREEETHHE
HE - —BEMZERZ [ —ER2E
ORERS = mAREMNAE ] ZEF
DRtEMTIERERAR([RE]) &
IRBERB([BFEREB)HERELE
B WHPBBERANGHEERDRE
ERXEFNEEERS AR _EZTN
FNANBEZZFEZERF=A=_1+N
AL YRR =T =—FMA
“+tBEBR-E-_—FmMA+=-835
B BEREEZHEBAR  IHA
ANRIE—_ZE—NFE+ A=+ /\BEK
WEEBKAEARRZH BRA It
I BAERBERER—NANANFR
AZEEEMEZERZE(AE
MEEHE]) c BEZBER_ZT—N\F
+AREZz & EH % - BEHE
AmtZERZEBEMEBEREE
MEEZER ' MBEABEENRZ
ERmmtTEXEZER/MLE1.5%2F
HERE - Bt - BEEAEMEHE
PAREMNFHANREEIRIEZERZ
Ry 30
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19. INTANGIBLE ASSET (continueq)

126

Legal advisors of the Company have informed that if the
THU collaboration agreement is early terminated or expired,
Fosse Bio will no longer have the exclusive right of the
commercialisation of the Product. Any of Fosse Bio or THU
will have the rights to independently commercialise the
patented product, without the consent from each other.
However, given that THU is an educational unit and does not
engage in commercialisation of the Product, the directors of
the Company have prepared the cash flow projections for
the 10-year period using the assumption that Fosse Bio will
continue to have exclusive right for commercialisation of the
Product after October 2018.

The recoverable amount of the In-process R&D is determined
based on fair value calculations using the income approach
method, with reference to the professional valuation
performed by Roma Appraisal Limited, an independent
firm of professional qualified valuers. The fair value
calculation used the cash flow projections prepared by the
management based on certain key assumptions, in which
the estimated cash inflows derived from budgeted sales
and expected gross margin were based on the expectations
for the market development. In addition, the fundamental
assumptions included the regulatory approvals from the
relevant government bodies (in particular, the granting
of the certificate of new medicine and pharmaceutical
manufacturing permit for the Product by China Food and
Drug Administration of the PRC) to launch the Product in the
second half of 2020.

The expected future economic benefits attributable to the In-
process R&D approved by the management cover a 10-year
period. The calculation used in the cash flow projections with
certain key parameters are as below:

9. BILEE »

RRBZERBERERT  REEE
EipHE PR IESER - BEKD
BREABEMICZERCEBRE - &4k
HBEEABEM -SRI BIRZE
REENZEMETRMRIE  MBA
HERE - A ERBFERBE—
HERBMABLTZERZE M
£ RRAREFERRRBLERL
- N\FHARESEEABMICZE
mZERE  REI0OFH2RERE
JRR o

fE @Rz AREl S B K2E B
HEEXCERGEEMESBERNGAR
REETHEEMGE - ERRAERR
NFEABEEE - 2V EFEEE
AEEBERNETEIERRFBEIEA
REER - HREFRSRARR
RIBFHHEMBMEN R ERE™
BEROTAM - SN BEARRERE
HEABRNERER _T_SFTH+FE
RIREEEEMERNEEI/E(ER
ms > BRTEBEREREREEE
BRBEERMENBEFAES)

EEEEMNIIEBIEEIGTRIRE
RBENBREI0FHHE - HERER
RIFTAETENE TER2BIN TR

Discount rate (post-tax) BRI R (Fi1g)
Growth rate # 5 &

Gross profit ratio 48 K| R ==

26.08% 24.82%
3% 3%
57.75% 57.97%
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20.

Notes to the Consolidated Financial Statements

|NTANG|BLE ASSET (Continued)

Based on the impairment review assessment, the
recoverable amount of the Group’s intangible asset is
estimated to be higher than the carrying amount. Therefore
the directors of the Company are of the opinion that no
impairment on the carrying amount of the In-process R&D
has to be recognised for the year (2017: Nil).

TRADE RECEIVABLES

The Group’s trading terms with its customers are mainly
based on credit. The credit terms of 90 days (2017: 30
to 90 days). All sales made to the major customers have
short credit terms. These credit evaluations focus on the
customers’ past history of making payments when due and
current ability to pay, and take into account information
specific to the customer as well as pertaining to the
economic environment in which the customer operates. The
Group seeks to maintain strict control over its outstanding
receivables. Overdue balances are reviewed regularly by
senior management.

The following is an aged analysis of trade receivables
presented based on the invoice date at the end of the
reporting period:

20.

AR SRR

9. BILEE »

REEBER G - AEEGFHETY
BEMNAKEZR ﬁ%mmﬁﬁﬁﬁ

At - RRFREFR BERFA
Eﬂ%*ﬂ*iZ%Eﬁﬁnu/ﬂfﬁ( gé ‘t
FE) -

g 5 EWERX
AEERFPZESBERETEURER
NET BREAESZ(EEBAH
(ZZ—+F :30F90H) - HTER
ﬁ%ﬁZ%ﬁ%%ﬁ%L:ﬁ\ 7z
EEEMERPIMNABREBEZBE
SO8% M&EHZ§H ﬂ W &
BEURERFBEE 2 &ERREAR
ZREEBER - REBBABRBIES R
ez EKZE  ShEEES TS
HEIBHARRK -

RIFEEZEM2IN 2 EFREER
FRie D ATEAR ¢

2018

—E-N\F

HK$’000

THERT
30 days or less 30H AT 1,085 470
31 to 60 days 31260H 817 621
61 to 90 days 61290H 1,130 469
Over 90 days HE0H 9,683 4,815
12,715 6,375

The Group did not hold any collateral over these balances. TN B LA g i A fh 1S A (T (] I R
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20. TRADE RECEIVABLES (continueq)

21.

128

20. EZ EWERF &)

Ageing of trade receivables which were past due but not B EE N R E R E 5 AR 2 BR
impaired: BROMTT -

2018 2017
—E-N\F —T—tF
HK$’000 HK$’000
FET FHET
30 days or less 308 AT 1,232 526
31 to 60 days 31%60H 1,008 1,055
61 to 90 days 61290H 809 —
Over 90 days EB2m90H 6,634 3,234
9,683 4,815

PREPAYMENTS, DEPOSITS AND OTHER

21. I E

TR - RERHEMER

RECEIVABLES MIE
2018
—E-N\F
HK$’000
F& T
Prepaid rental, management fee and ENEE E. ﬁ%&/ﬁ\fﬂ
other prepaid project operating fund TEIEE SEKE 2,180 2,197
Deposits paid EffiLe 718 931
Other receivables (Note a) H b e WA (B 5Ea) 10,196 5,205
Total 5t 13,094 8,333
Notes: P5E -
(a) On 11 March 2017, the Company and a third party entered into a (@) RZZB—tF=A+—8 ' ARAEE

Memorandum of Understanding in respect of a possible conditional
acquisition of the controlling interest in three privately owned Hong Kong
companies which principally engage in provision of one-stop accredited
medical consultations and health examination services in Hong Kong.
Pursuant to the Memorandum of Understanding, the Company paid
an amount to HK$5,000,000 to a vendor as an earnest money and it
is refundable after the proposed acquisition has fallen through. During
the year, the potential acquisition was suspended and the deposit was
refunded in full.

As at 31 March 2018, other receivables mainly comprised of the sale
proceeds receivable of HK$10,000,000 for the disposal of certain units of
equity funds during the year (2017: nil).
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:ﬁ?dﬂ KRB = ARS
WAR(EERFETBRME AR
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22. FINANCIAL ASSETS HELD-FOR- 22. X EM4RMEERIHLHE

23.

TRADING AND AVAILABLE-FOR-SALE ETRMEE
FINANCIAL ASSETS
2018
—E-NF
HK$’000
FET
Financial assets held-for-trading REUEERMEE
Unlisted investments JEETIRE
Equity funds outside Hong Kong RBEBUAIN REES 36,247 -
Available-for-sale financial assets nHHEESREE
Listed investments ETRE
Bonds listed outside Hong Kong REBUI LT 2 &5 - 1,258
Equity securities listed in Hong Kong REB LT ZIRERS - 17,861
Equity securities listed outside Hong Kong R&E B AN 72 B2 E 4 - 3,382
- 22,501
Analysed as: 2k iv=1
Current assets MENEE 36,247 —
Non-current assets FERBEE - 22,501
Total HBEt 36,247 22,501

As at 31 March 2017, the fair values of these listed bonds
and equity securities were based on market bid prices at the
end of the reporting period.

The market value, which approximate fair value, of this fund
is primarily calculated based on the quoted prices of the
underlying listed investments in active markets with certain
adjustments made to reflect the interest of the fund holder.

During the year, the Group has recognised a fair value loss of
HK$5,787,000 (2017: nil) in profit or loss.

BANK BALANCES AND CASH

Bank balances and cash comprise cash and bank balances
held by the Group with original maturity of three months or
less and carry interest at prevailing deposit rates which range
from 0.001% to 0.39% (2017: 0.01% to 0.72%) per annum.

23.

20185 EMBERENNEERLA

R_E—+tF=A=+—H k&Lt
mEFEREZSFN D FERRER
EMARNTISEREETE -

ZEEzMEEAFERE)TER
RIFABRMS < BB LEMRE 2 RE
AE WEHE THABARRES
BRI ©

FR - AEBERNEZAERATE
E5185,787,000 L ( —Z & — £ F
£7) o

RITHEBRRRS
BITEHREASEEAEEFEFEZE
e RIRTTHES  RISHBAA=EAN
FERNME - BRTEXRMEGTE
MENFLHFE0.001%E0.39% (==
—+F : 0.01%E0.72%) °
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ERE SRR EE
24. TRADE PAYABLES 24. E G5 B IRN
The following is an aged analysis of trade payables presented REREHR  BIEZEEHEY &
based on the invoice date at the end of the reporting period: SEMBRRZEREBEDITAT -
2018 2017
—E—N\F e
HK$’000 HK$’000
FBT TFHETT
30 days or less 30H AT 1,001 2,230
31 to 60 days 31260H 719 —
Over 60 days @60 H 8,691 7
10,411 2,237
The average credit period on purchase of goods normally BEER . FHEERATENT60H
range from 60 days to 90 days. £90H -

25.LOAN TO A NON-CONTROLLING 25. 9FT§HE1E§EI=?@EEL&H%%
INTEREST AND AMOUNT DUE FROM DA KB A BRIE
THE SUBSIDIARY OF AN ASSOCIATE

2018 2017
—2-N\E Tt
HK$’000 HK$’000
FERT FH&T
Loan to a non-controlling interest IR TR B
Fordnew (Note a) TR (Ffi7Ea)
Carrying value FREE 6,067 6,067
Less: Impairment loss o REER (6,067) (6,067)
Amount due from the subsidiary of N v
an associate B /8 A I KIR
Extrawell (BVI) (Note b) Extrawell (BVI)(Mf5Eb) 10,610 8,125
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25.LOAN TO A NON-CONTROLLING
INTEREST AND AMOUNT DUE FROM THE
SUBSIDIARY OF AN ASSOCIATE (continueq)

Notes:

(a) This represents a loan made by Smart Ascent to Fordnew Industrial Limited
(“Fordnew”) pursuant to the loan agreement dated 25 May 2011. The loan
is unsecured and non-interest bearing and repayment term was eight years
after drawdown dates.

On 7 April 2014, Fordnew made a drawdown notice amounting to about
HK$2,789,000, and prior to the completion of acquisition on 28 July 2014,
the aggregate utilised and unutilised balances were HK$10,579,000 and
HK$19,421,000 respectively.

As at 31 March 2015, principal amounts of HK$4,807,000, HK$1,190,000
and HK$4,582,000 are required to be repaid after 8 years from April
2011, April 2012 and April 2014 respectively. Accordingly, the balance is
classified as non-current. Such non-current interest-free loan to a non-
controlling interest is recognised at its fair value of HK$2,977,000 upon the
acquisition of Smart Ascent with an effective interest rate of 26.99% per
annum.

During the year ended 31 March 2018, no further imputed interest income
(2017: HK$1,421,000) has been credited to profit or loss since the amounts
was fully impaired.

During the year ended 31 March 2017, an impairment loss of
HK$6,067,000 was provided on loan to a non-controlling interest was
recognised to profit or loss as the directors of the Company considered the
recoverability of the loan repayments from the non-controlling interest is
remote.

(b) This represents the amount due from Extrawell (BVI), which is the subsidiary
of Extrawell. In December 2016, the directors of the Company revisited the
terms and expected that the principal amount of HK$19,780,000 will be
received in July 2020. Accordingly, the balance is classified as non-current
asset. Such non-current interest-free amount due from the subsidiary
of an associate is recognised at its fair value of HK$7,600,000 with an
effective interest rate of 26.99% per annum and imputed interest expense
of HK$12,180,000 was charged to profit and loss during the year ended 31
March 2017 upon revisiting in December 2016.

During the year ended 31 March 2018, imputed interest income of
HK$2,485,000 (2017: HK$4,113,000) has been credited to profit or loss.

fRA R IEERRM

25, IR R E R U &
DR Z KB D TFRIE «)

ZRBEEERBEAMA_F——FAA
—tHRZERBAERNRHEXZERAR
([1am DIRHZ B - ZERABEEIR R E
FE - BEERBRSRERNE -

RZZT—HFMA+LH  @HHEH—HeHE
#) 52,789,000/ T ZIRZBAE - A=
T—m&E+ A=+ N\BZKREKAT - B4
FA R ARMER 2 &R 8% 5 51 /R10,579,00074
TT % 19,421,000/ 7T ©

R-ZZE—HRF=ZA=+—"8 K& 8
4,807,000 # st - 1,190,000 #& 7T &
4,582,000 LA RlTBR =T ——FMA -
—E——FNAR-_T—MEMAREFN
FRER B ZERSEDERIED
HY o 7F DA B PR G 7 5 26.99% U i 3 £ 1%
ZfETHEERER ZIERNHERNBER
2,977,000 7T 2 A FEBWER °

HE-Z-NF=ZA=+—HLEE @R
ZERBCRERE  WABHHEEF K
A(ZZ—+F : 1,421,000/ 7T) Bt AR

HE"Z—+F=A=+—HI%$E AR

BRI B A o 0 B R IR TR
E i BiER - BB IEE RS B RN 8
= A R 2 18 25 2 8 (8 B9 18 # #%6,067,000
BT °

5 FE W Extrawell (BVI)(t5E 2B AR]) 2
FIB - ARRBEERN=Z—A"F+=A &
e BIA MG - BHEIAN S 519,780,000
BTHEER-ZT_TFtAkE - ALt -
AERDERIERBEE - ZEKHER
RIZH B AR ZIEANERE B RIEE IRE R
F{E7,600,0008 TR BEEFMNER
26.99% @ K& & F B F 212,180,000 T
ERZE—AF+-AKENEHERER
—T—+tF=A=+—HLEFEEF AR

o

Bk

HE_Z-—NE=A=+—HLEE #E
B WA 2,485,000/ T (ZF —+ 45 :
4,113,000/ 70 ) B 5T AfB2s ©
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26. AMOUNTS DUE TO NON-CONTROLLING 26. fE{t3EiE R 25 % Al I 422 B%

INTERESTS AND FORMER NON- EERE ENBEEATZ
CONTROLLING INTERESTS, AMOUNT B ARRERREIER

DUE TO THE SUBSIDIARY OF AN ERER
ASSOCIATE AND LOAN FROM A NON-
CONTROLLING INTEREST

2018 2017
—E-N\F —E—tF

HK$’000 HK$’000
FRET THTT

Amounts due to non-controlling interests & IR i 25 2k 18

Fordnew (Notes a and b) 28 (MY sTakb) 22,351 22,351
Groupmark Investment Group Limited Groupmark Investment
(Notes a and b) Group Limited
(B FFakb) 520 520
22,871 22,871
Amounts due to former non-controlling FE AT FEIE AR E 25 FB
interests
Zheng Chang Xue (Notes a and b) 25 2 (fiskakb) 559 559
Hou Shi Chang (Notes a and b) &t & (fizFaKkb) 165 165
Feel So Good Limited (Notes a and b) Feel So Good Limited
(MizFaKkb) 99 99
823 823
Amount due to the subsidiary of AN NC]
an associate BB R R FA
Extrawell (BVI) (Note d) Extrawell (BVI)(Fi7Ed) 41,947 41,947
Loan from a non-controlling interest KB IEERERE R
Fordnew (Note ¢) 28 (MY5Ee) 7,923 6,067

Notes: Bz -

() The amounts are unsecured, interest-free and have no fixed terms of (a) ZREAEER  REREETEEER -
repayment.

(b) The amounts represent contributions made by non-controlling interests (b) ZHIEEERESABELIRZEEER
of Fosse Bio in respect of working capital and operation funds for the EORBESEIEBME - FPHRRABOHL
further clinical trials of the oral insulin project. The amounts due to non- EESZHER RKBERH - —MmE+
controlling interests and former non-controlling interests were respectively BZ+\B  ZFE IR = 5K I8 & AT
HK$22,871,000 and HK$823,000 at the date of acquisition on 28 July FE 42 A% #E 25 ZR B D Bl 522,871,000 7T &
2014. 823,000/8 7T °
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26. AMOUNTS DUE TO NON-CONTROLLING

INTERESTS AND FORMER NON-
CONTROLLING INTERESTS, AMOUNT
DUE TO THE SUBSIDIARY OF AN
ASSOCIATE AND LOAN FROM A NON-
CONTROLLING INTEREST (continueq)

Notes: (Continued)

(c) This represents a loan made by Fordnew to Fosse Bio pursuant to the
loan agreement entered into between Smart Ascent and Fordnew on 25
May 2011. The loan is unsecured and non-interest bearing. Details of the
loan are disclosed in note 25(a) to these consolidated financial statements.
During the year ended 31 March 2018, imputed interest expense of
HK$1,856,000 (2017: HK$1,421,000) has been charged to profit or loss.

(d) The amount is unsecured, interest-free and is not repayable within one
year.

27. DEFERRED TAX LIABILITIES

The following are the major deferred tax liabilities recognised
by the Group and the movement thereon during the current
year and prior year.

26.

27.

AR SRR

@ﬁé‘ﬂ""‘ﬂﬁ%%‘ﬁ&ﬁﬁ#iﬁ?ﬂﬁ
ERIE ENBEQATRZ
MEBARRERRKBEFZER
EaNER e

BifRE = ()

(© ERAEBHRER-_Z—FRAA=-1+HAA
EABRBEERGEE TREZERA
EIREREF S - ERABFREETER
KHE25(0) c HHE—_ZFE—N\E=A=+—H
IEFE - BEFER%1,856,0008 (=%
—+t4F 1,421,000 L) B R B R o

(o) EiT ARERR 2ERERE—FAE

EEHIBEEE
MT%KEIﬁuZEKLLmE%
BRENRAFERERFE 2 &

FWTE

Intangible
assets and
revaluation of
leasehold land

and buildings

BEEER

EHEELM

kEgF

HK$’000

T

At 1 April 2016 NZTE—RFEOA—HA 2,444

Charged to other comprehensive income P ELAth 2 T I s 0 BR (282)
At 31 March 2017 and 1 April 2017 15\_? —tF=A=+—HBK

—tFMHA—H 2,162

Credit to other comprehensive income EJr)\Eﬂﬂi\ﬁLlﬁZﬁT’i (2,162)

At 31 March 2018 R-_E-N\F=A=+—H —

At 31 March 2018, the Group had estimated unused tax
losses of HK$48,803,000 (2017: HK$48,803,000) available
for offset against future profits. No deferred tax asset has
been recognised in respect of the tax losses due to the
unpredictability of future profit streams. The tax losses have
not been agreed by the relevant authorities.

R—_E—NF=A=+—H ' ~5&H
i EH A R B) A T 18 & 18 548,808,000
Bt (ZF —+ F : 48,803,000 %
7C) - AJFERSE B &R A - R ARAE
FEAB®BRMRE ML ERXBBEH
HEBRERECHRELEE - EHEER
M) R 5 FE AR TE /B 18 o
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28. CONVERTIBLE BONDS

The movement of liability component of Convertible Bonds
issued by the Company for the year is set out below:

28. AIARES
ERADFRIT Y AT RS S A E S
> BEEHINT -

Convertible Convertible Convertible Convertible Convertible

Bonds | Bonds Il Bonds llI Bonds IV Bonds V Total
GIE:30e AR AR AR GIE:3e

&% 5= B%= %M B%n st

HK$'000 HK$'000 HK$’'000 HK$'000 HK$'000 HK$'000

THAL FAL TAL TAT THAL FAL
At 1 April 2016 RZE—RE

mA—H 60,305 30,002 303,385 9,454 — 403,146

Issuance of Convertible Bonds Z17 Al # X (&% — - - - 32,187 32,187

Effective interest expenses ~ ERFIEHY 15,752 7,413 67,170 2,215 1,883 94,433

Interest expense paid ENFSEY - - (25,025) — — (25,025)

Early redemption REED - - - - (34,070) (34,070)
At 31 March 2017 and RZE—+&F

1 April 2017 =A=+-8k

“E—+F

mA—H 76,057 37,415 345,530 11,669 - 470,671

Effective interest expenses ERF 8% 19,865 9,247 77,024 2,733 - 108,869

Interest expense paid ENFSRX - - (25,025) - - (25,025)
At 31 March 2018 RZE-NE

=A=1t—H 95,922 46,662 397,529 14,402 — 554,515

134

The effective interest rates of all the liability component of all
the convertible bonds ranged from: 23.44% to 26.24% per
annum (2017: 23.44% to 26.24% per annum).

Convertible Bonds |

The Company issued convertible bonds in an aggregate
principal amount of HK$436,800,000 and HK$51,200,000
respectively on 25 October 2013 and 27 December 2013
(collectively referred to as “Convertible Bonds I”) for the
acquisition of Sale CB-I and 450,000,000 ordinary shares of
Extrawell. The Convertible Bonds | with a zero coupon rate
mature on the tenth anniversary of the date of issue.
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FFEARBRESFNFBEREEDRS
MWEBRMNENT - §F23.44%F
26.24%(—ZT—+F : §F23.44%=E
26.24%) °

AR ES—
AKRARIRZ—_ZE—=F+A=+5AH
;rF—_ZET—=F+-_A=-+tAH%
TABMKRES A AE9 8B
436,800,000 7 7T & 51,200,000 &
T(EBIAURKRES—]) BFE
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450,000,000 L @K - EEEXH
ABmRESF—ERTRSRAE TR
FEAEIH -



28. CONVERTIBLE BONDS (continueq)

Notes to the Consolidated Financial Statements
ERE MRS RR M 5

28. IJARESF o)

Convertible Bonds | (continued)

The Convertible Bonds | entitle the bond holders to convert
them into shares of the Company at any time within 10
years from the date of issue of the Convertible Bonds |, at
the conversion price per share of HK$0.40, subject to anti-
dilution clauses.

If the Convertible Bonds | have not been converted, they will
be redeemed at par on the tenth anniversary of the date of
issue.

The Convertible Bonds | are issued in HK$. The fair values
of the liability component were HK$42,886,000 and
HK$4,981,000 for the Convertible Bonds | issued by the
Company on 25 October 2013 and 27 December 2013
respectively, which has been determined by the discounted
cashflow approach using the prevailing market interest rate
of similar non-convertible bonds and taking into account the
credit risk of the Company. The fair values of the conversion
option of HK$671,267,000 and HK$82,161,000 classified
as equity component for the Convertible Bonds | issued by
the Company on 25 October 2013 and 27 December 2013
respectively were calculated using the Binomial Model. The
inputs into the model were as follows:

ARBRES— @)
AMBRES B TESEE AERN
REBEITAREES —BHE+FAE
Rl ESF —ERAXDARK
o EIRE AR (D0.40/8 T © B
2 RESEIEFRBR I

i AT R AR 75 — R - E K3
TTHHRETRFHRAERD

AR ES —AB LT o KA A
R—_E—=F+A=-+HARK=-Z
—=F+=-_A=-+tHMBTHR B
BREH—HEBEXS>2FES B
42,886,000 7T & 4,981,000 7T
TiBEBANIRIE S REE - FABELUSE
AMRBRESNRITMIGHNERET - I
ARARBZEERRE - KARRIRZ
T =—F+A-+HAKR-_ZT—=F
+_ A+t BBTZABRRES—
DEAEETHOBREZ RFED T
£ 671,267,0007% 7T % 82,161,000 7%
T NEB—HEARAGTE - ZER
MEAT :

25 October 27 December

Stock price & (E

Exercise price 1EE

Discount rate =

Risk-free rate (note a) ERR X (M zEa)

Expected volatility (note b) FEEEE (HizEb)
TREARR B e & (FfsEc)

Expected dividend yield (note c)

2013 2013

—E—= —E—=
+A=+EB +=A=t++tH
Principal Principal
amount of amount of
HK$436,800,000 HK$51,200,000
e PN
436,800,000t 51,200,000/ it
HK$0.91 HK$0.99
0.91%87T 0.99% 7T
HK$0.40 HK$0.40
0.4087T 0.40/% 7T
26.12% 26.24%
1.83% 2.32%
86.71% 85.53%
0.00% 0.00%
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28. CONVERTIBLE BONDS (continued)

136

Convertible Bonds | (continued)

Any changes in the major inputs used in the model will result
in changes in the fair value of the liability component. The
variables and assumptions used in calculating the fair value
of the liability component are based on the directors’ best
estimate.

Notes:

(a) The rate was determined with reference to the yields of Hong Kong
government bonds and treasury bills as at the date of valuation.

(b) Based on the historical price volatility of the Company over the past bond
period.
(c) Estimated by reference to the historical dividend payout of the Company.

During the year ended 31 March 2018 and 2017, none of the
Convertible Bonds | was converted into ordinary shares of
the Company.

The movement of liability component of Convertible Bonds |
for the year is set out below:

28. AR EH =)

ARBRES— @)

BT * Zig A SBIEEETAE
g BEREEXDRFERLEE
{b-stEaERBPAFEFAES
BREDEREETNREMET -

BeE

(@  EMEDI2EREERREARGESRE
B %S RETE o

(o) ERNEFHRARFNBEERKE -

© BEAIFNBERBIKMNESEH -

RBE-F—\R=-F—L&=F
=t+—HUEFEHRE - WEARRE
HFREBRAAAREBK -

FABREREF-ZAERHEIZHIF
ST

Principal
amount

Carrying
amount
BRMEIE
HK$’000
TET

&8
HK$’'000
TATT

At 1 April 2016 RZE—NFIMA—H 351,600 60,305
Effective interest expense BB EHX — 15,752
At 31 March 2017 and 1 April 2017 R-E—+tF=A=+—H8BxX

—E—+FPH—H 351,600 76,057
Effective interest expense RN ERX — 19,865
At 31 March 2018 RZE—N\F=A=+—H 351,600 95,922
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28. CONVERTIBLE BONDS (continueq)

Convertible Bonds I

The Company issued convertible bonds in an aggregate
principal amount of HK$64,000,000, HK$64,000,000 and
HK$64,000,000 respectively on 24 April 2014, 30 August
2014 and 31 December 2014 (collectively referred to as
“Convertible Bonds I1”) for the acquisition of Sale CB-II
first batch, second batch and third batch respectively. The
Convertible Bonds Il with zero coupon rate will mature on the
tenth anniversary of the date of issue.

The Convertible Bonds Il entitle the bond holders to convert
them into shares of the Company at any time within 10 years
from the date of issue of the Convertible Bonds I, at the
initial conversion price per share of HK$0.40, subject to anti-
dilution clauses.

If the Convertible Bonds Il have not been converted, they will
be redeemed at par on the tenth anniversary of the date of
issue.

fRA R IEERRM

28. AR E S =)

AR ES=

AABR-_ZE—MFEMA—+mMA -
—E-NENA=FAR-_E—N
F+-A=+—HARUKRSEEE
64,000,000 7 7T - 64,000,000 & 7T
LA % 64,000,000 7T 3% 17 A] #2 A% & %
(A BRES =] 8&» 5
WESEBRES _—F—4t - F=
MREZM  TEERNABKRES
THEBTHHRGE T AFTEBRE -

AERES BT ESTAAER
REITRIRRES - BHER T F Ak
RIS ES - SRR AR
- MREBBRESTRKM0.40%
7T AR RESEIRFR S

i AT BB B 75 — R AR - AT

BHEF TBEFERREETNE
@ o
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28. CONVERTIBLE BONDS (continueq)

Convertible Bonds Il (continueq)

The Convertible Bonds Il are issued in HK$. The fair values of
the liability component were HK$6,622,000, HK$6,916,000
and HK$7,577,000 for the Convertible Bonds Il issued by
the Company on 24 April 2014, 30 August 2014 and 31
December 2014 respectively, which has been determined
by the discounted cash flow approach using the prevailing
market interest rate of similar non-convertible bonds and
taking into account the credit risk of the Company. The
fair values of the conversion option of HK$131,454,000,
HK$118,983,000 and HK$112,597,000 classified as
equity component for the Convertible Bonds Il issued by
the Company on 24 April 2014, 30 August 2014 and 31
December 2014 respectively were calculated using Binomial
Model. The inputs into the model were as follows:

28. AR EH =)

ARBES = »)

A ES —ABTTEIT o AAQ A
R-ZE—WNEMA-_+ME - —F
—ENA=TER-_E—MNFE+=
A=+ —BAAEBETHNTRRES =
MEaEBDRAFED R A6,622,000
¥ 7T ~ 6,916,000 % 7T & 7,577,000
BT B BMIRAEREL  FHE
HUGEm R EEFNIRITHISF RE
F W RARRZEERR - XD
AIR_ZE—WFEMPA—_+WmH - ==
—ENA=ZF+HEE-_E—WNF+ =
BA=+—B%IzAaREE -9
AEEZBOIBVBREZATFED A

131,454,0005 7T *~ 118,983,000 7T
% 112,597,000/ 7T+ JhiE @ — B R,
BREE - ZIEANE@ALT

24 April 30 August 31 December

2014 2014 2014

—E-mEF —E-IEF —E-NE

MA=+mMmA NB=+H +=ZHA=+-—H

Principal Principal Principal

amount of amount of amount of

HK$64,000,000 HK$64,000,000 HK$64,000,000

PN ] PN X ] PG ]

64,000,000/t 64,000,000/ 7T 64,000,000 T

Stock price ] HK$1.42 HK$1.19 HK$1.16
1.4278 7T 1,198 7T 1.16787T

Exercise price IfFEE HK$0.40 HK$0.40 HK$0.40
0.40787T 0.408 7T 0.40/87T

Discount rate ALIE & 25.46% 24.92% 23.78%
Risk-free rate (note a) b A = (ffzEa) 2.20% 1.84% 1.85%
Expected volatility (note b) TE R R (P 7ED) 84.57% 82.53% 80.79%
Expected dividend yield (note ¢) T8 #AA% B Urzs R (Fifzc) 0.00% 0.00% 0.00%

Any changes in the major inputs used in the model will result
in changes in the fair value of the liability component. The
variables and assumptions used in calculating the fair value
of the liability component are based on the directors’ best
estimate.
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28. CONVERTIBLE BONDS (continueq)

Convertible Bonds Il (continueq)
Notes:

(a) The rate was determined with reference to the yields of Hong Kong
government bonds and treasury bills as at the date of valuation.

(b) Based on the historical price volatility of the Company over the past bond
period.
(c) Estimated by reference to the historical dividend payout of the Company.

During the years ended 31 March 2018 and 2017, none of
the Convertible Bonds Il was converted into ordinary shares
of the Company.

The movement of liability component of Convertible Bond |l
for the year is set out below:

AR SRR

28. IJARESF o)

ARBRES =)

BfeE

(@  FMETIZEREERNEBBTES RE
FHESREE

(o) ENEFHRARTNBEERKE -

© BREARANBERSIKMNEEH -

HE-F—\FR-_F—t5=5
=+—AILERE - BEARBES=
BIARAR BB -

FRABBRES-—ZBELEH 2 &
SIEAT

Principal Carrying

amount amount

REE BREE

HK$’000 HK$’000

FHET FHET

At 1 April 2016 R-ZE—REMNA—H 192,000 30,002

Interest charge FERAX = 7,413

At 31 March 2017 and 1 April 2017 RZE—tF=A=+—H8xX

—E—+FMHH—H 192,000 37,415

Interest charge FMERX — 9,247

At 31 March 2018 R-ZE—N\E=A=1+—H 192,000 46,662
Convertible Bonds Il AlRESE=

The Company issued convertible bonds to its associate,
Extrawell, in an aggregate principal amount of
HK$715,000,000 on 28 July 2014 (collectively referred
to as “Convertible Bonds IlI”) as part of the consideration
paid to acquire of 51% equity interest in Smart Ascent. The
Convertible Bonds IIl with coupon rate of 3.5% per annum
will mature on the seventh anniversary of the date of issue.

The Convertible Bonds Il entitle the bond holders to convert
them into shares of the Company at any time within 7 years
from the date of issue of the Convertible Bonds lIll, at the
initial conversion price per share of HK$2.50, subject to anti-
dilution clauses.

AABER-_ZE—WELHA -+ N\H
TN & 4258 & 715,000,0007 7T 2
AR ES(EE [TBkES=1)T
HEt 2 NRIBE - (ERE D M IEE
HEESI1NREZNRE - JRRES=
ZEMFEBRE35%  WiHRETH
Bt ECAFTE AR -

ABMERES =BT EFRHEAER
RETRAIRBRES =B R CFALE
RIS ESR =Z8HRSARAK
- M BBRER[SERKN2.50/8
7T AR REFRRE -
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28. CONVERTIBLE BONDS (continued) 28. R EH )

Convertible Bonds Il (continued)

If the Convertible Bonds Il has not been converted, they will
be redeemed at par on the seventh anniversary of the date of
issue.

The Convertible Bonds Il are issued in HK$. The fair value
of the liability component was HK$233,547,000 for the
Convertible Bonds Il issued by the Company on 28 July
2014, which has been determined by the discounted cash
flow approach using the prevailing market interest rate of
similar non-convertible bonds and taking into account the
credit risk of the Company. The fair value of the conversion
option of HK$136,646,000 classified as equity component
for the Convertible Bonds Il issued by the Company on 28
July 2014 was calculated using Binomial Model. The inputs
into the model were as follows:

Stock price & (E
Exercise price 11EE
Discount rate BRI X
Risk-free rate (note a) B ) 2 (
Expected volatility (note b) 8 5K g (B3
Expected dividend yield (note ) BB B e 3

!
itb

REREHR= v

A IR B 5 = R R B g%
THERAFE LRSS BIREET A
e

AR ES=ZABILEIT - XA A
RZE—WmFLtA-_+ N NBETZ
TBMEESF=-"WEaET» R FE
£5233,547,00058 70+ JhEE B A LLIE
AR E S IR 1T 5 F X &AL 3R
BeREZFZEBTE  WETEEAR A
HNEERR AAAR _-_Z— N4
tAZ+ N NBETZABRKRES=
DEAEERBOBRBREZATES
136,646,000/8 7T * JhE A —IHAE
et HE - ZREANBALT -

28 July
2014
—E2-MmE
—+NH

Principal
amount of
HK$715,000,000
PN ¥ ]
715,000,0007% 7t

HK$1.27
1.27T%8TT
HK$2.50
2.50 7T
24.67%
1.63%
80.04%

< (fEC) 0.00%

Any changes in the major inputs used in the model will result
in changes in the fair value of the liability component. The
variables and assumptions used in calculating the fair value
of the liability component are based on the directors’ best
estimate.
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28. CONVERTIBLE BONDS (continueq)

Convertible Bonds Il (continued)
Notes:

(a) The rate was determined with reference to the yields of Hong Kong
government bonds and treasury bills as at the date of valuation.

(b) Based on the historical price volatility of the Company over the past bond
period.
(c) Estimated by reference to the historical dividend payout of the Company.

During the years ended 31 March 2018 and 2017, none of
the Convertible Bonds Il was converted into ordinary shares
of the Company.

The movement of liability component of Convertible Bond Il
for the year is set out below:

AR SRR

28. IJARESF o)

ARBRESF= )

BfeE

(@  FMETIZEREERNEBBTES RE
FHESREE

(o) ENEFHRARTNBEERKE -

© BREARANBERSIKMNEEH -

BE-T-\FER-F—+t%=]
=t+—BItFE B WEABRES=
TR B R A 7R N T ESE AR o

FRUBRELSF=ZZ2ABIAHD 2EF
HIE T -

Principal Carrying

amount amount

AEHE BREE

HK$’000 HK$’000

FHETT FHT

At 1 April 2016 R-ZE—REMNA—H 715,000 303,385

Effective interest expense ERF ERX = 67,170

Interest expense paid BEXAFERAY = (25,025)

At 31 March 2017 and 1 April 2017 RZE—tF=A=+—H8xX

—E—+FMHH—H 715,000 345,530

Effective interest expense EEA SR — 77,024

Interest expense paid EXNFERAY = (25,025)

At 31 March 2018 R-_E—N\E=A=+—H 715,000 397,529
Convertible Bonds IV AR ES

The Company issued convertible bonds in an aggregate
principal amount of HK$64,000,000 on 30 April 2015
(collectively referred to as “Convertible Bonds 1V”) for the
acquisition of Sale CB-II fourth batch. The Convertible Bonds
IV with zero coupon rate will mature on the tenth anniversary
of the date of issue.

The Convertible Bonds IV entitle the bond holders to convert
them into shares of the Company at any time within 10 years
from the date of issue of the Convertible Bonds IV, at the
initial conversion price per share of HK$0.40, subject to anti-
dilution clauses.

AABERZZE—RAFMHA=1THE
1178 & #8 %8 /364,000,000 7T 2 A &
BB (AR [AHARESF ) - AW
BEMAFEATRRESR - - ATTRK
BFOZEEAFEERAT - KRBT
BHETE+BFERZIH -

]mREFNE FESFFEAER
RETI R EHN B HE T+ F A
B EHFNERABARRD AR
D R EHBERERRHK0.40%5
T AR RESEIERERS o
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28.

142

CONVERTIBLE BONDS (Continued)

Convertible Bonds IV (continueq)

If the Convertible Bonds IV have not been converted, they will
be redeemed at par on the tenth anniversary of the date of
issue.

The Convertible Bonds IV are issued in HK$. The fair
value of the liability component was HK$7,790,000 for the
Convertible Bonds IV issued by the Company on 30 April
2015, which has been determined by the discounted cash
flow approach using the prevailing market interest rate of
similar non-convertible bonds and taking into account the
credit risk of the Company. The fair value of the conversion
option of HK$109,371,000 classified as equity component
for the Convertible Bonds |V issued by the Company on 30
April 2015 was calculated using Binomial Model.

The inputs into the model were as follows:

Stock price B (B
Exercise price 118
Discount rate BLIE &R

Risk-free rate (note a)
Expected volatility (note b)
Expected dividend yield (note c)

EE BN E (P iEa)
TR R tE (P EED)
TR S Mk R (BfaEe)

28. AR EH =)

AR ESNE )

fif AT AR B2 PO R e i i - Bl 50 2%
THHBTE+AFERRERET
PABE[E o

AR ESEABITEIT o XA A
R-_E—RAFNA=Z+HEITZA
BRESFONEBESS> R FES
7,790,000/ 7T * Ty IR A LLFEA 1
fREHFHIRTTHIZ A RIZEIRIR R
EXLEE  YEFAERARAFTNEER
%o ARNAIR _ZE—HEMA=+H
B ZABRBRESRUSEAERE
DIRREE 2 N F{E A109,371,00078
JC 0 JYERFE AR E o

AR AT

30 April 2015
“E-RE
B=t+H

Principal

amount of
HK$64,000,000
REH
64,000,0007% T

HK$1.16
1.16/87T
HK$0.40
0.40/8 7T
23.44%
1.48%
79.49%
0.00%

Any changes in the major inputs used in the model will result
in changes in the fair value of the liability component. The
variables and assumptions used in calculating the fair value
of the liability component are based on the directors’ best
estimate.
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28. CONVERTIBLE BONDS (continueq)

Convertible Bonds IV (continueq)
Notes:

(a) The rate was determined with reference to the yields of Hong Kong
government bonds and treasury bills as at the date of valuation.

(b) Based on the historical price volatility of the Company over the past bond
period.
(c) Estimated by reference to the historical dividend payout of the Company.

During the years ended 31 March 2018 and 2017, none of
the Convertible Bonds IV was converted into ordinary shares
of the Company.

The movement of liability component of Convertible Bond IV
for the year is set out below:

AR SRR

28. A RESH »)
AR ESN )

GEE
@  EFEDSEREEE B E SR ESRE
HOE DR -

(o) ENEFHRARTNBEERKE -

€ HREARASNBERSIENEESE o

HE-T-\FR-F—LF=]
=+ —BILER LA RREHD
WER AR AR BB -

FRAUBKREEFNZAEISD
HIE T -

Z w4

Principal
amount

Carrying
amount
BRMEIE
HK$’000
TET

REH
HK$’000
TATT

At 1 April 2016 R=ZZFE—X"FEMA/—H 64,000 9,454
Effective interest expense ERFERX = 2,215
At 31 March 2017 and 1 April 2017 RZE—tF=A=+—H8xX

—E—+FPH—H 64,000 11,669
Effective interest expense ERMERAX = 2,733
At 31 March 2018 RZE—-—N\F=A=+—H 64,000 14,402
Convertible Bonds V ABRESR
The Company issued convertible bonds to in an aggregate RAABERZZE—AFUNA+=HE

principal amount of HK$50,000,000 on 13 April 2016
(collectively referred to as “Convertible Bonds V”) for
financing potential acquisition opportunities as and when
appropriate. The Convertible Bonds V with coupon rate of
8.50% per annum will mature on the third anniversary of the
date of issue.

The Convertible Bonds V entitle the bond holders to convert
them into shares of the Company at any time within 3 years
from the date of issue of the Convertible Bonds V, at the
initial conversion price per share of HK$1.00, subject to anti-
dilution clauses.

117~ # %8 /350,000,000 JT 2 A #&
RESF(EME[AIBRESR]) - A
KA E R R B E W E 8
BE - BRREFACEAFHNERS
8.50% * Wi NEITHBWEFTE =B
FEBERE -

AgRESFRE T EFFHE AER
RETARRESTARR=FAE
H%H%ﬂ?ﬁﬁﬁ%%ﬁ%@?%ﬁ@ﬂﬁi
R ERERERED1.008

AR REEIRRR S
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28. CONVERTIBLE BONDS (continued)

144

Convertible Bonds V (continued)

If the Convertible Bonds V have not been converted, they will
be redeemed at par on the third anniversary of the date of
issue.

On 6 July 2016, the Company and the subscriber entered
into a supplemental deed, which both parties agreed to
amend a term of the Convertible Bonds V such that the
Company may at any time prior to the maturity date of the
Convertible Bonds V, by giving the holder of the Convertible
Bonds V not less than seven working days notice, redeem
the outstanding Convertible Bonds V.

On 6 July 2016, the Company had elected to redeem the
outstanding Convertible Bonds V in the aggregate principal
amount of HK$50,000,000 prior to their maturity date of
13 April 2019 at the Redemption Price of approximately
HK$51,003,000 (the “Early Redemption”). In this regard, the
sole bondholder of Convertible Bond V had agreed to waive
the seven (7) working days’ notice period required under the
terms of the Convertible Bonds V, and the Early Redemption
was fixed and carried out on 6 July 2016. The Convertible
Bonds V redeemed were cancelled by the Company upon
the redemption.

The Convertible Bonds V are issued in HK$. The fair value
of the liability component was HK$32,187,000 for the
Convertible Bonds V issued by the Company on 13 April
2016, which has been determined by the discounted cash
flow approach using the prevailing market interest rate
of similar non-convertible bonds and taking into account
the credit risk of the Company. The residual value of
HK$17,813,000 represented the equity component for the
Convertible Bonds V issued by the Company on 13 April
2016.
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28. CONVERTIBLE BONDS (continueq)
Convertible Bonds V (continueqd)
The inputs into the model were as follows:

Stock price BB

Exercise price 1188

Discount rate BRER &

Risk-free rate (note a) 128 3 i 7 2
Expected volatility (note b) TEHﬂ&fPEE(WuEb)

Expected dividend yield (note c)

8 HAR% B U as R (i Ec)

AR SRR

28. IJARESF o)

ERESFH )
ZEANBAIT -

13 April 2016
—E-RE
mA+=H

Principal

amount of
HK$50,000,000
REH
50,000,0007% 7T

HK$0.99
0.99/& 7T
HK$1.0
1.0/7T
24.92%
0.78%
64.87%
0.00%

Any changes in the major inputs used in the model will result
in changes in the fair value of the liability component. The
variables and assumptions used in calculating the fair value
of the liability component are based on the directors’ best
estimate.

Notes:

(@)

(o)

The rate was determined with reference to the yields of Hong Kong
government bonds and treasury bills as at the date of valuation.

Based on the historical price volatility of the Company over the past bond
period.

Estimated by reference to the historical dividend payout of the Company.

B0 A BT 2 R (A

EZ/ ﬂ—r ﬁ(ﬁfﬁ SN AE BB
bestEaEfo A FEMBES

TE;%E&TJ%EC%%E’JE—&%SF

B EE -

(@) EZ%UTE;&%EAF&@EIEE%E?%BZW%%‘%&E

(o) ERNEFPEARTNBEERKE -

(© REAAFAGBEREENETEL -
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28. CONVERTIBLE BONDS (continued)

Convertible Bonds V (continued)

A gain on early redemption of the Convertible Bonds
V of approximately HK$21,000 which represented the
difference between the redemption price allocated to liability
components amounted to approximately HK$34,049,000
and the total carrying amounts of liability components
of Convertible Bonds V amounted to approximately
HK$34,070,000, has been credited to the consolidated
statement of profit or loss and other comprehensive
income for the year ended 31 March 2017. Upon the early
redemption of the Convertible Bonds V, the difference of
approximately HK$859,000 between the redemption price
allocated to equity components amounted to approximately
HK$16,954,000 and the carrying amounts of equity
components included in equity component of Convertible
Bonds V approximately HK$17,813,000, was released to
accumulated losses.

The movement of liability component of Convertible Bond V
for last year is set out below:

28. AR EH =)

ARBRESHEe)

REER TR ES AW EA21,000
B SR TEGEIINSEL
34,049,000/8 LA AT MR EF A A E
=89 48 BR T % ¥ 4 34,070,000 7% 7T
ZHEMZEE BELFABE=ZT—t
FZAZ+BULEEZHEAEZER
Hh2mEmlak - TRBRESARS
Bk SETHESIIINSEL
16,954,000 T AR RRES R
I D AABRHE £ 584917,813,00075
7T 2 [E B 2 58 49859,00078 T © &K 12
MERFTEE -

F—FETRBESTI ARHH 2
EBIIHMT :

Liability Equity
Component Component Total
=Rt R #Et
HK$’000 HK$’000 HK$’000
FET FHETT FHET
Issuance of Convertible BITAMRES R
Bonds V 32,187 17,813 50,000
Effective interest expense ERA S 1,883 — 1,883
Early redemption during FRIERER
the year (34,070) (17,813) (51,883)
At 31 March 2017 R-B— 4
—HA=+—H — — _
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29. SHARE CAPITAL

Ordinary shares of HK$0.01 each

Notes to the Consolidated Financial Statements

AR SRR

29, IR

Share
capital

Number of
shares

IR & &
‘000 HK$'000

T THET

FREE0.01ETZ BB

Authorised: ETE
At 1 April 2016, 31 March 2017, RZE—REMA—H -
1 April 2017 and 31 March 2018 —E—+&=A=+—H8"
“ET—+tFHA-HEK
—E—-NF=A=+—H 50,000,000 500,000
Issued and fully paid: ERTRAR -
At 1 April 2016, 31 March 2017, R-Z—XEMA—H
1 April 2017 and 31 March 2018 —Z—+F=ZA=+—8"
—E—+FHA-AK
—T-NF=A=+—H 1,464,193 14,642

As at 31 March 2018, the maximum number of shares
issuable upon conversion of all outstanding convertible
bonds issued by the Company is 1,805,000,000 (2017:

1,805,000,000).

All the shares issued during the year ended 31 March 2018
rank pari passu with the issued shares of the Company in all

respect.

R-ZE—NF=A=+—H  £E&#H
FIERARARIBBITZRITEZ JH
BEHFBZATFTETRESRHEER
/4 1,805,000,000f% ( =& — £ 4 :
1,805,000,0000% ) ©

REBEE_Z-NF=A=+—HIF

BRTZABBRNEME T mMER %
112 Bty AR AR -
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30. CONTINGENT LIABILITIES AND LITIGATION

148

Litigation concerning CNL (Pinghu) in the PRC
On 17 April 2012, a writ of summons was issued by /T
FInle 2R EBEAR AR (Jiangsu Ruifeng Construction
Group Co.,Limited) (“Jiangsu Ruifeng”) in the PRC as
the plaintiff against CNL (Pinghu), an indirect non-wholly
owned subsidiary of the Company, as the defendant in
relation to the disputes arising from the consideration and
completion of construction services under the construction
contracting services agreement dated 8 October 2010, the
construction agreement dated 17 December2010 and the
supplemental agreement dated 8 March 2011 (collectively
referred to as the “Construction Agreements”) entered
into between CNL (Pinghu) and Jiangsu Ruifeng, to claim
the outstanding construction cost of RMB13,150,000, the
related interests and litigation costs of the case. Pursuant to
the Construction Agreements, the total construction costs
was RMB16,675,000. Jiangsu Ruifeng had issued invoices
amounting to RMB29,126,000 in relation to the construction
work they performed. The aggregated invoice amount was
substantially different from the contracted amount. CNL
(Pinghu) only settled the amount of RMB16,601,000 and
was recorded as the cost of buildings as at 30 June 2012.
On 24 April 2012, Jiangsu Ruifeng obtained a civil ruling
against CNL (Pinghu), pursuant to which a bank deposit
of RMB15,000,000 or equivalent amount of assets of CNL
(Pinghu) were to be frozen, but the actual amount frozen was
HK$222,000 as at 30 June 2012, which was significantly
lower than the amount stated in the civil ruling. The frozen
balance was released during the year ended 30 June
2013. On 14 January 2013, an independent construction
consulting company, which was appointed by Pinghu District
Court, issued a statement certifying the total construction
cost incurred would be in a range between RMB15,093,000
(equivalent to approximately HK$19,142,000) and
RMB18,766,000 (equivalent to HK$23,801,000). According
to the relevant legal opinion dated on 29 July 2013,
the possibility for Pinghu District Court for adopting the
construction cost of RMB18,766,000 is higher. On 20
December 2013, the #/I& F#im ARERE (People’s
Court of Pinghu City, Zhejiang Province) delivered a further
civil ruling, pursuant to which, CNL (Pinghu) shall, after the
said civil ruling came into force, pay to Jiangsu Ruifeng,
among other things, a fee of RMB3,309,000 (equivalent to
approximately HK$4,197,000) for the construction services
rendered. CNL (Pinghu) filed an application to appeal to #f
TAZETT M ARER (the Intermediate People’s Court
of Jiaxing City, Zhejiang Province). On 25 April 2014, 3T
B REmARMARZER (the Intermediate People’s Court of
Jiaxing City, Zhejiang Province) upheld the original ruling
of HTITE ™ ARERE (People’s Court of Pinghu City,
Zhejiang Province) and the Company was required to pay
approximately RMB4,223,000 (equivalent to approximately
HK$5,333,000) to Jiangsu Ruifeng. Total provision has been
made by the Group in this regard since 31 March 2014.
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30. CONTINGENT LIABILITIES AND LITIGATION

31.

(Continued)

Litigation concerning CNL (Pinghu) in the PRC
(Continued)

During the year ended 31 March 2015, the Company had
received payment notice of approximately RMB2,897,000
(equivalent to approximately HK$3,660,000) and settled
accordingly.

Since then, the Company did not receive any payment notice
of the remaining amount of RMB1,326,000 (equivalent to
approximately HK$1,649,000) from Jiangsu Ruifeng and
therefore no payment was made by the Company during the
year ended 31 March 2018 (2017: Nil).

COMMITMENTS

Operating lease commitments

As at 31 March 2018, the total future minimum lease
payments of the Group under non-cancellable operating
leases are payable as follows:

30.

31.

AR SRR

RAREBBRFA
RHPEBBERRE(FEH) 25Fsa9)

REZE-_ZT—HAE=A=+—HI#F
B ARBCEEMZBEANRESE
4 A R 2,897,000t (1 & 14
3,660,000/ 7T ) °

Bt - ARAE W EEETHInE
B A R # 1,326,000 7T (& R 4
1,649,000/ 7T ) Z #A BB B AN © I
ARABREBE-_ZTE—N\F=A=1+—
AtFEYEMRK( T —tF : &) -

A

CRAERE
RZE—NF=A=+—H  ~&E
KRR A SRET 2 B % ER
EHIBBEMT -

2018
—B-N\fF

HK$’000

FET

Future aggregate minimum lease BERE L RIEF
payments under operating leases ZISERE R
in respect of leasehold land and ZARRRREE
buildings KIE4AEE
— within one year - —FR 2,144 2,140
— in the second to fifth years — Fi—ZEamaE
inclusive (BIEERME) 1,328 3,453
3,472 5,593
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31 . COMMITMENTS (Continued)

Operating lease commitments (continued)

Operating lease payments represent rentals payable by the
Group for certain of its offices, laboratory and staff quarter.
Leases are negotiated for terms ranging from one to three
years (2017: one year to three years) and rentals are fixed
over the lease terms and the above amounts do not include
contingent rentals.

150

Capital commitments
As at 31 March 2018 and 31 March 2017, the Group has no
capital commitment contracted but not provided for.

Other commitments

(i)

On 25 May 2011, Smart Ascent has entered into a
loan agreement with Fordnew pursuant to which Smart
Ascent has conditionally agreed to grant an unsecured,
non-interest bearing loan in the aggregate amount of up
to HK$30,000,000 to Fordnew for its onward lending to
Fosse Bio, a 51% owned subsidiary of Smart Ascent,
for payment of expenses relating to the clinical trial of
oral insulin product.

As at the date of acquisition of Smart Ascent and
31 March 2018, the aggregate balance utilised by
and unutilised balances available for Fordnew were
approximately HK$10,579,000 (2017: HK$10,579,000)
and HK$19,421,000 (2017: HK$19,421,000)
respectively.

31.
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31 . COMMITMENTS (Continued)

Other commitments (continuea)
On 19 October 2006, Sea Ascent Investment Limited
(“Sea Ascent”), Welly Surplus Development Limited
(“Welly Surplus”) and Fosse Bio entered into a
cooperation agreement (the “Cooperation Agreement”)
in connection with the cooperation (the “Cooperation”)
between Sea Ascent and Welly Surplus in respect of the
following:

(it

(1)

Sea Ascent shall procure its wholly-owned
subsidiary, Joy Kingdom Industrial Limited (“Joy
Kingdom”), to establish a wholly foreign owned
enterprise in the PRC in the name of ;T &k £
BN F] (Jiangsu Prevalence Pharmaceutical
Limited) (“Jiangsu Prevalence”);

Sea Ascent shall advance a sum equivalent to
RMB40 million to Joy Kingdom by way of an
unsecured, non-interest bearing shareholder’s
loan (“Shareholder’s Loan”) for the payment of the
registered capital of Jiangsu Prevalence and the
acquisition of land and construction of a factory
(the “Plant”) at Pi Zhou City, Jiangsu, the PRC for
the production of the Group’s Oral Insulin Enteric-
Coated Soft Capsules (the “Medicine”);

Subject to Sea Ascent’s performance of its
obligations as aforesaid and completion of the
acquisition of Joy Kingdom by Welly Surplus as
mentioned below, Welly Surplus shall procure Joy
Kingdom or Jiangsu Prevalence, if so agreed, to
pay to Sea Ascent, during a period of six years
from the date on which the Medicine is launched
for sales in open market (the “Initial Operating
Period”), a fee at RMB6 cents for each capsule of
the Medicine produced (subject to a maximum fee
of RMB180 million for each year and deduction as
specified in the Cooperation Agreement); and

Unless the New Medicine Certificate in respect of
the Medicine has not been granted by the relevant
PRC authorities, Welly Surplus shall procure Fosse
Bio to allow the manufacturing of the Medicine
by Jiangsu Prevalence and to assist Jiangsu
Prevalence to obtain the relevant Pharmaceutical
Manufacturing Permit (%5 4 & #F Al %) for the
manufacture of the Medicine during the Initial
Operating Period.
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31 . COM M ITM ENTS (Continued)
Other commitments (continued)
(Continued)

152

(i)

(3)

(Continued)

Under the Cooperation Agreement, Fosse Bio
has agreed to guarantee the due performance
by Welly Surplus of its obligations and liabilities
(“Secured Liabilities”) as mentioned in the above
paragraphs, provided that the maximum liability
of Fosse Bio under such guarantee shall not
exceed 51% of the Secured Liabilities. The
Cooperation Agreement became effective upon
the shareholders’ approval in the special general
meeting of the Extrawell held on 3 January 2007,
until the expiry of the Initial Operating Period.

On 19 October 2006, Sea Ascent and Welly
Surplus also entered into a sale and purchase
agreement (the “SP Agreement”) pursuant to
which Sea Ascent agreed to sell and Welly
Surplus agreed to acquire (i) the entire share
capital (the “Sale Share”) in Joy Kingdom; and
(i) the Shareholder’s Loan at considerations
of RMB40 million and HK$1 respectively (the
“Considerations”). The completion of the
SP Agreement was subject to, among other
conditions, approval of the SP Agreement by
the Company’s shareholders, the Cooperation
Agreement becoming effective and the completion
of the construction of the Plant by Jiangsu
Prevalence in accordance with the terms of the
Cooperation Agreement. The SP Agreement
was approved in the special general meeting of
Extrawell held on 3 January 2007. On 8 April
2009, Welly Surplus and Sea Ascent signed a
confirmation whereby both parties agreed to
extend the long stop date of the SP Agreement
from 30 November 2007 to 30 June 2010. In light
of the progress of the further clinical trial, Welly
Surplus and Sea Ascent have not yet concluded
the revised completion timetable in relation to the
construction of the Plant by 30 June 2010, and
therefore the extension of the long stop date of
SP Agreement is yet to be concluded. The SP
Agreement has not yet become unconditional and
the Consideration has not yet been due and paid
up to the date of approval of these consolidated
financial statements.
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Notes to the Consolidated Financial Statements

31 . COMMITMENTS (Continued)

Other commitments (continuea)

(i) Pursuant to clinical trial of the oral insulin project,
Fosse Bio has entered into service contracts with
Shenyang Xin Tai Geer Pharmaceutical Technology
Development Limited (B &R ERBERRAZE AR
7~ a]) (the“Project Administrator”) dated 16 December
2009 and 24 March 2014 with value in total of
RMB12,080,000 and RMB10,400,000 respectively for
provision of clinical trial management services and the
related clinical studies.

32. RETIREMENT BENEFIT SCHEMES

The Group operates a Mandatory Provident Fund Scheme
for all qualifying employees in Hong Kong. The assets of the
scheme are held separately from those of the Group, in funds
under the control of trustees. The Group and each employee
employed in Hong Kong are required to make a contribution
of 5% on the employees’ monthly relevant income with a
maximum monthly contribution of HK$1,500 per person.

The PRC employees of the Group are members of a state-
managed retirement benefit scheme operated by the local
government. The Group is required to contribute a specific
percentage of their payroll costs to the retirement benefit
scheme to fund the benefits. The only obligation of the Group
with respect to the retirement benefit scheme is to make the
specified contributions.

fRA R IEERRM

31. & )

Hu&iE 2

(i) BARBRSEEREHEEREH
BERAR(IEEEEA DA
RERSXEEE 2BRARABRR-Z
TNF+ZA+NARZZT—NO
FE=ZR-+WBRBAEL
BIED Rl A ARE12,080,0007T
& AR#10,400,0007T © AF
RGBT E RS R IEER
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AP RR T

33. RELATED PARTY TRANSACTIONS

Dr. Mao and Dr. Xie have beneficial non-controlling interest
in the shares of the Company. In addition, they have
joint control of a company which has shareholding of the
Company giving it significant influence over the Company.
Save as those disclosed elsewhere in the consolidated
financial statements, the Group has entered into the
following related party transactions:

3B.FHAEALRS

EBLEHBELRARBROPESR
B IR o MO - WBFHRFHE
e tib7 RS RN & i P NCTE
BERTENZR7A - lRiEa B BN
MREUERE  AEEDETAT
BEALRS

2018 2017
—B-N\F —TtF
HK$’000 HK$’000
FHET FHET
Service fee expense paid and BN REMNTARAR
payable to Dr. Mao, a shareholder BREEFLT 2
of the Company (Note) R &R (M) 672 672
Key management compensation: FTEETEE WM -
Short-term employee benefits MHES 2 &7 2,488 1,973
Post-employment benefits BB 12 fE 36 18
2,524 1,991

Note: This transaction constitutes continuing connected transaction under

Chapter 14A of the Listing Rules and is exempted from the reporting and
disclosure requirement pursuant to Rule 14A.76(1) of the Listing Rules.
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Notes to the Consolidated Financial Statements
ERE MRS RR M 5

34. PARTICULARS OF THE SUBSIDIARIES 34. &xQ T M B A TS
OF THE COMPANY

Place of
incorporation/  Place of Registered/issued Percentage of ownership interest/ Principal
registration operation paid-up capital voting power activities

i/

M SEHY Hh/ERTARER BERRE/ REEZAM ITER
31.3.2018 31.3.2017
Z8-NFZAZt-A IR
Directly Indirectly  Directly  Indirectly
EE BE  BEEZ R

Lucky Full Holdings Limited ~ British Virgin British Virgin USS$1 ordinary share 100% - 100% —  Investment holding
Islands Islands
EnERARAA AEEBREE  RBABREE 1ZTEER REZR
Clear Rich British Virgin British Virgin USS$1 ordinary share - 100% - 100%  Investment holding
International Limited Islands Islands
BEERERAR ABEEREE  ABAEARES 1ZREER REZR
China United Gene Health ~ Hong Kong Hong Kong HK$1 ordinary share - 100% - 100% Trading of beauty
Limited equipment and
products
ZERCERRRER BB (30 AT ERR FARBRERES
ERAR
Mega Fortune Corporation ~ Hong Kong Hong Kong HK$1 ordinary share - 100% - 100%  Investment holding
Limited Bk (30 1R ERR REZR
First Team Limited Hong Kong Hong Kong HK$1 ordinary share - 100% - 100%  Investment holding
(3 B AT ERR REZR
Multi-Wealth Hong Kong Hong Kong HK$1 ordinary share - 100% - 100% Investment holding
Investment Limited B & 1BTERR RAER
Able Earn Investment Limited Hong Kong Hong Kong HK$1 ordinary share - 100% - 100%  Investment holding
BERERRAA (3 B 1B ERR REZR
Top Nice Holdings Limited  Hong Kong Hong Kong HK$1 ordinary share - 100% - 100%  Securities investment
EREEERAR (3 B 1B ERR AR
ONL (Pinghu) (Note a) PRC PRC US$20 millon - 70% - 70% Distribution of bio-
registered capital industrial products
i (T 4) (Hfeta) il el 20,000,000%7 DEENERER

20185 EMBERENNEFRIA 155



Notes to the Consolidated Financial Statements
AP RR T

34. PARTICULARS OF THE SUBSIDIARIES 34. AR TIME A 3B
OF THE COMPANY (continueq)

Place of
incorporation/  Place of Registered/issued Percentage of ownership interest/ Principal
registration operation paid-up capital voting power activities

e,/

it gENE it/ ERTAERE FRERL/ RREZEOM TERK
31.3.2018 31.3.2017
Z2-NFZAZ+-B ZE-tE-A=t-H
Directly Indirectly  Directly  Indirectly
Bi BE  BEE ik

Mega Cedar Group Limited ~ British Virgin British Virgin USS$1 ordinary share - 100% = 100%  Investment holding
Islands Islands and securities
investment
REAAREE  AEEEREE 1XRERR REBRRESRE
Perfect Net Limited British Virgin British Virgin USS$1 ordinary share - 100% = 100%  Investment holding
Islands Islands
AEAARRE  REEEREE 1XRERR RERR
New Wonder Limited British Virgin British Virgin USS$1 ordinary share - 100% = 100%  Investment holding
Islands Islands
REAARRE  REEEREE 1ZRERR RERR
Rankup Holdings Limited  British Virgin British Virgin USS$1 ordinary share - 100% = 100%  Investment holding
Islands Islands
REAARRE  REEEREE 1ZRERR RERR
Marvel Wonder Global British Virgin British Virgin USS$1 ordinary share - 100% = 100%  Investment holding
Limited Islands Islands
REAARRE  REEEREE 1ZRERR RERR
East Longmark (Note b PRC PRC HK$28 million - 100% = 100%  Provision of genetic
registered capital testing services
RaEMR (Bitb) e il 28000000 T MAR RAER AR
Shanghai Honglian Investment PRC PRC HK$3.5 milion - 100% = 100% Inactive
Advisory Limited (Note c) registered capital
PELEREANERAT HE il 3,500,000 TLEMEA FRR
(Hfzke)
Shanghai Xizhen International PRC PRC HK$3 million - 100% = 100% Inactive
Trading Limited (Note d) registered capital
HERAEREZRRAA +& il 3,000,000 7L EMEAR FRR
(Hfzd)
Smart Ascent (Note ¢) Hong Kong Hong Kong HK$10,000 ordinary - 51% = 51%  Investment holding
shares
£ (Hie) Bk Bk 10,0008 & BR REER
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34. PARTICULARS OF THE SUBSIDIARIES
OF THE COMPANY (continueq)

Place of
incorporation/  Place of Registered/issued
registration operation paid-up capital

i/

s EEHE i/ BRMERE

Fosse Bio (Note €) Hong Kong PRC HK$100,000 ordlinary
shares

faft (Hite) (3 hE 100,000 A & &K

Welly Surplus (Note € Hong Kong PRC HK$100 ordinary
shares

i (i) (2 i 100 T &R

Nation Joy Industries Limited British Virgin British Virgin US$10,000 ordinary
(Note ¢ Islands Islands shares
EREXERAA(MTe) ZBARRES  EEEAREE  10000XTEAR

Notes:

(a) CNL (Pinghu) is a wholly foreign-owned enterprise established in the PRC
on 2 April 2008 for a period of fifty years.

(b) East Longmark is a wholly foreign-owned enterprise established in the PRC
on 24 November 2011 for a period of thirty years.

(c) Shanghai Honglian Investment Advisory Limited is a wholly foreign- owned
enterprise established in the PRC on 26 January 2015 for a period of thirty
years.

(d) Shanghai Xizhen International Trading Limited is a wholly foreign-owned
enterprise established in the PRC on 26 December 2014 for a period of
thirty years.

(e) These companies became subsidiaries of the Company upon completion of
Acquisition on 28 July 2014.

The above table lists the subsidiaries of the Company which,
in the opinion of the directors of the Company, principally
affect the financial results of the year or formed a substantial
portion of the net assets of the Group. To give details of
other subsidiaries would, in the opinion of the directors,
result in particulars of excessive length.

None of the subsidiaries had any debt securities outstanding
at the end of the year or any time during the year.

AR SRR

34. KRRATFMB R AFHE

Percentage of ownership interest/ Principal
voting power activities

REERE/REEZEDN TERH
31.3.2018 31.3.2017
Z8-NFZR=t-B ZE-tFZA=t-H
Directly Indirectly  Directly  Indirectly
B HE  BEE B

- 30.79%

30.79%  Development and
commercialisation
of oral insulin
products

% R mit QR
BEEm

- 30.79% 30.79% Inactive

KRR

- 60.38% 60.38% Inactive

KRR

@@ HEEHANR-_ZENFHA—BEHE
BIAIZEEEDRE  REATF -

(o) EEERANR-Z——F+—A-tWAES
BRZZINERERE  RE=1%F

(€ LELEREFAERATASNR_F—OF
—AZTARBEFERIZIEEERE

RE=14F -

(d LEERAEERBZERARAN_F—MF
TZAZTARBEFERZIZIEEED
¥ RE=+F-

() WERRAER-Z—EFLA-+NHZEK
BRRERREABZHBAR -

ARREERR  LREBREELRE
BAFEEZMBEXEREARELR
KREEFEETBRED <HBEBRF - M
iR EMMHE AR 2B EFR
RAREEREBENITE

RN [ 78 48 B 2 6 R fT Bp ] st
fi B A BB B REE 2 ERES
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34. PARTICULARS OF THE SUBSIDIARIES 34. &xXATIME QTS »)
OF THE COMPANY (continueq)

The table below shows details of non-wholly owned TRFFIAREREE BRI ERELS
subsidiaries of the Group that have material non-controlling ZIEEEWBAR :
interests:

Place of Proportion of Proportion of voting Loss and other

incorporation ownership rights in board of comprehensive loss

and principal interests held directors’ meeting held allocated to Accumulated

place of by non-controlling by non-controlling non-controlling non-controlling
Name of subsidiary  business interests interests interests interests

BRAIR  FEREEFSEZ  FEBREFAEZ  ARTEERE
HEATER TEEENS  RERARZHS  RESEREEMA JEERAMSEEE  RihEREE
2018 2017 2018 2017 2018 2017 2018 2017
ZE-NF “FLF SR-NF “34F SE-NF “ILF SE-NF “34F
HK$'000 HK$'000 HK$000  HKS$'000
TRT  TAT  TRL  TER

Smart Ascent (Note) Hong Kong 49% 49% 49% 49% 1,216 (7,229) (6,522) (7,738)
EAE (M) EE

Fosse Bio (Note) Hong Kong/PRC  69.21%  69.21%  69.21%  69.21% (1,710) (r27) 869,338 871,048
R (KEE) &8/ mE

CNL (Pinghu) PRC 30% 30% 30% 30% 554 (1,194) 7,670 7,116
iR () e

Individually immaterial

subsidiaries with non-

controlling interests 3)
REHBRER BY

FEEWBAR

)

(78) (75)

57 (9,153) 870,408 870,351
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422 A

AR SRR

34. PARTICULARS OF THE SUBSIDIARIES
OF THE COMPANY (Continued)

Summarised financial information in respect of each of
the Group’s subsidiaries that has material non-controlling
interests is set out below. The summarised financial

information below represents amounts before intragroup

34. KRRATFMB R AFHE

BRARSEE EA B AIFERE S B
BRARNPBEMMEHN T - T
XAHAEMBENBMZ 2 EBALRF

RIETSHATAY A8 °

eliminations.
SAL Group EEEE
2018 2017
—E-N\F —E—+F
HK$’000 HK$’000
FExT FHET
Current assets MENEE 2,135 2,729
Non-current assets IEREEE 1,383,834 1,381,349
Current liabilities mBAE (29,644) (70,528)
Non-current liabilities ERBAE (49,864) (6,067)
Equity attributable to owners RARER AEGER
of the Company 435,000 436,528
Non-controlling interests AR A 871,461 870,955
Revenue WA 2,485 4,113
Expenses 53 (3,505) (19,308)
Loss and total comprehensive FAREER
expense for the year 2 EE X A% (1,020) (15,190
Loss and total comprehensive EiEkEERYT
expense attributable to REERE
Owners of the Company ViN/NGIE7Z =N (524) (13,979)
Non-controlling interests SRR = (496) (1,211)
(1,020) (15,190)
Net cash outflow from REEEB 2
operating activities WE ML TR - -

There are no net cash flows from investing and financing

activities.

RELBERDYBELRGEF
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34. PARTICULARS OF THE SUBSIDIARIES 34. &xXATIME QTS »)

OF THE COMPANY (continued)
CNL (Pinghu)

160

eR 7 (34

2018
=t .y
HK$’000
FET
Current assets mENEE 19,579 646
Non-current assets EmBNE B - 32,148
Current liabilities nBaE (6,938) (4,382)
Non-current liabilities ERBER - (2,162)
Equity attributable to owners of RAEEA AEhER
the Company 5,002 19,134
Non-controlling interests FEIEAR AR 7,639 7,116
Other income H A 12,248 164
Expenses 53 (10,402) (2,149)
Gain/(loss) and total comprehensive  FE RS (E1E) &
expense for the year S EH X A% 1,846 (3,980)
Gain/(loss) and total comprehensive  Yiz5 /(E18) &
expense attributable to FHAXBERB
Owners of the Company ViN/NGIEZZ =N 1,323 (2,786)
Non-controlling interests AR 2 523 (1,194)
1,846 (3,980)
Net cash outflow from RIEEES) 2
operating activities W& m LR (7,030) (223)
Net cash inflow from RIgEEB 2
investing activities WEMAFE 25,960 —

There are no cash flows from investing and financing

activities.
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35. FINANCIAL INFORMATION OF THE 35. KA R ZEEER

COMPANY

2018
—B-N\E
HK$’000
FET
Non-current assets EmENEE
Property, plant and equipment ME - WE K& 162 237
Interests in associates RN = g s 81,437 113,462
Investment in subsidiary R B AR E 1 1
Investments in convertible bonds AR ESIEE 166,447 225,245
248,047 338,945
Current assets MBEE
Financial assets held-for-trading RHMESREE 36,247 —
Prepayments, deposits and BNRIE - ek
other receivables b & IR 10,590 5,595
Amounts due from group companies [EUWEEA 7] 2 I8 439,255 468,537
Bank balances and cash IRITAER NI E 307 44,212
486,399 518,344
Current liabilities mB A E
Accruals and other payables FEST & A K E A fE{ ZRIE 1,342 1,282
Amount due to group companies RN EE A % 72,480 64,465
73,822 65,747
Net current assets MBEEFE 412,577 452,597
Total asset less current liabilities REERTEIAE 660,624 791,542
Non-current liabilities ERBEaE
Convertible bonds IR E S 554,515 470,671
NET ASSETS BEFE 106,109 320,871
Capital and reserves BARRERE
Share capital [N 14,642 14,642
Reserves HE 91,467 306,229
TOTAL EQUITY FEZRAEEE 106,109 320,871
The financial statements were approved by the Board of BB HmEREREEEN T /\ixxﬂ

Directors on 29 June 2018 and are signed on its behalf by:

Jiang Nian Tang Rong
#&F B
DIRECTOR DIRECTOR
EE EFE

“tThBE - WANUTEERREREF
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35. FINANCIAL INFORMATION OF THE 35. AAQATZHEER »

CO M PANY (Continued)
Reserve of the Company KATZ#EE
Convertible
Share equity Accumulated
premium reserve losses
AR
R EE BERE Ry |
HK$’000 HK$’000 HK$'000
TR THT TAT
At 1 April 2016 RZE—~ENA—H 1,119,294 1,152,862 (1,817,329) 454,827
Comprehensive income 2HE K
Loss for the year FREE = = (149,457) (149,457)

Transactions with owners EEEEZENR 5
Recognition of equity component R A R &% 2

of convertible bonds I = 17,813 = 17,813
Early redemption on RANEE AR ESH
convertible bonds - (17,813 859 (16,954)
- - 859 859
At 31 March 2017 R-E—+F=A=+—H 1,119,294 1,152,862 (1, 965,927) 306,229
Comprehensive income 2HKEH
Loss for the year FREE = = (214,762) (214,762)
At 31 March 2018 RZE-NF=A=+—H 1,119,294 1,152,862  (2,180,689) 91,467
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36. FINANCIAL INSTRUMENTS 36. I T A

Categories of financial instruments

Financial assets
Financial assets at FVTPL

THEE

R T EHER

2018
—E-N\F

HK$’000
FET

B FEFARG S T HBEE

2017
Bt F
HK$’000
FHET

Equity component of investments in AR EAFRER

convertible bonds I E D 121,106 186,841
Financial assets held-for-trading R e MEE 36,247 —
Available-for-sale financial assets AR EDREE - 22,501
Financial assets at amortised cost B E SRR & A E
Debt component of investments in AR ESFRERN

convertible bonds B H 45,341 38,404
Amount due from the subsidiary EUEE & AR

of an associate LS EUNEIE/SE] 10,610 8,125
Trade receivables B 5 EWERIK 12,715 6,375
Deposits and other receivables Ee R HMEWGIE 10,914 6,136
Bank balances and cash IRITHEBR LIRS 20,227 61,316
Total a=t 257,160 329,698
Financial liabilities at amortised cost PR GIBRZ 2 B (&
Convertible bonds AR ES 554,515 470,671
Trade payables B D EERIK 10,411 2,237
Accruals and other payables FEETE R & Eofib e~ ;IR 8,848 5,863
Amounts due to non-controlling interests & {< FE1% A% 4 25 X IB 22,871 22,871
Loans from a non-controlling interest REFZERERER 7,923 6,067
Amounts due to former non-controlling  FEfT A I AR A 25 5718

interests 823 823
Amount due to the subsidiary of B E A A 2

an associate iy ENEIE 41,947 41,947
Total =t 647,338 550,479
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36. FINANCIAL INSTRUMENTS (continue)

164

Financial risk management objectives and policies
The Group’s major financial instruments include investments
in convertible bonds, available-for-sale financial assets,
financial assets held-for-trading, trade receivables, other
receivables, bank balances, loans from/(to) non-controlling
interests, trade payables, other payables, amounts due
to non-controlling interests, amounts due to former non-
controlling interests and convertible bonds. Details of these
financial instruments are disclosed in respective notes. The
risks associated with these financial instruments include
interest rate risk, credit risk and liquidity risk 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.

Market risk

Interest rate risk

The Group’s fair value interest rate risk primarily relate to
debt component of convertible bonds held by the Group and
the liability component of convertible bonds issued by the
Company as set out in notes 18 and 28 to the consolidated
financial statements respectively.

Price risk on conversion option embedded in convertible
bonds held by the Group

The Group is required to estimate the fair value of the
conversion option embedded in the convertible bonds held
by the Group at the end of the reporting period with changes
in fair value to be recognised in profit or loss as long as the
convertible bonds are outstanding. The fair value adjustment
will be affected either positively or negatively, amongst
others, by the changes in share price and its volatility of the
convertible bonds issuer.

Price risk on investment funds/available-for-sale financial
assets held by the Group

The Group is required to estimate the fair value of the
investment funds held by the Group at the end of the
reporting period with changes in fair value to be recognised
in profit or loss as long as the investment funds are
outstanding. The fair value adjustment will be affected either
positively or negatively, amongst others, by the changes in
share prices of the funds.
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36. FINANCIAL INSTRUMENTS (continues)

Financial risk management objectives and
policies (Continued)

Market risk (Continued)

Sensitivity analysis

The sensitivity analyses below have been determined based
on the exposure to the change of share price and its volatility
of the convertible bonds issuer at the reporting date.

If the share prices of the convertible bonds issuer had
been 5% (2017: 5%) higher/lower and all other variables
were held constant, the Group's post-tax loss for the year
would be decreased/increased by HK$7,709,000 (2017:
HK$10,900,000)/HK$7,375,000 (2017: HK$10,860,000),
as a result of changes in fair value of conversion option
embedded in the convertible bonds held by the Group.

If the volatility of share prices of the convertible bonds issuer
had been 5% (2017: 5%) higher/lower and all other variables
were held constant, the Group’s post-tax loss for the year
would be decreased/increased by HK$3,956,000 (2017:
HK$3,221,000)/HK$4,601,000 (2017: HK$1,599,000),
as a result of changes in fair value of conversion option
embedded in the convertible bonds held by the Group.

If the share price of the investment funds had been 5%
higher/lower and all other variables were held constant, the
Group’s post-tax loss for the year would be decreased/
increased by HK$1,812,000/HK$1,812,000 (2017: nil), as a
result of changes in fair value of the investment funds held by
the Group.

In management’s opinion, the sensitivity analyses are
unrepresentative of the inherent market risk as the pricing
model used in the fair value valuation of the conversion
options embedded in the convertible bonds involves multiple
variables and certain variables are interdependent.

Price risk on available-for-sale investments
The Group is exposed to equity price risk through its
available-for-sale equity investments.

The management manages this exposure by maintaining
a portfolio of investments with different risks. The Group’s
equity securities price risks are mainly concentrated on equity
instruments quoted in the market. In addition, the Group has
appointed a special team to monitor the price risk and will
consider hedging the risk exposure should the need arise.
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36. FINANCIAL INSTRUMENTS (continue)

166

Financial risk management objectives and
policies (Continued)

Market risk (Continued)

Sensitivity analysis

The sensitivity analysis below has been determined based
on the exposure to equity price risks at the reporting date.
If the prices of the respective equity instruments had been
12% (2017: 12%) higher/lower, assuming all other variables
were held constant, the investment revaluation reserve would
be increased/decreased by HK$nil (2017: HK$1,800,000)
as a result of the changes in fair value of available-for-sale
investments.

Credit risk

The Group’s credit risk is primarily attributable to
investments in convertible bonds, loan to a non-controlling
interest, amount due from the subsidiary of an associate,
trade and other receivables, available-for-sale financial
assets and bank balances for current period and prior year.

As at 31 March 2018, the Group’s maximum exposure to
credit risk which will cause a financial loss to the Group due
to failure to discharge an obligation by the counterparties is
the carrying amounts of the respective recognised financial
assets as stated in the consolidated statement of financial
position.

The investments in convertible bonds as at 31 March
2018 expose the Group to concentration of credit risk.
At the end of the reporting period, the Group assesses
the financial position and performance of the issuer of the
convertible bonds of carrying amount of HK$168,427,000
(2017: HK$225,245,000) and in view of sufficient net asset
and significant bank balance and cash of the issuer, the
management considers the default risk on the investments in
convertible bonds is not significant.

With respect to credit risk arising from amounts due from
the subsidiary of an associate and loan to a non-controlling
interest, the management would monitor the financial
position/performance over the associate and the relevant
subsidiary with such non-controlling interests. In this regard,
management considers that the Group’s credit risk is
significantly reduced.
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Notes to the Consolidated Financial Statements

36. FINANCIAL INSTRUMENTS (continues)

Financial risk management objectives and
policies (Continued)

Credit risk (Continued)

The credit risk on the Group’s bank balances is limited
because the counterparties are banks with high credit ratings
assigned by international credit-rating agencies.

In order to minimise the credit risk, the management
of the Group has delegated a team responsible for the
determination of credit limits, credit approvals and other
monitoring procedures. In addition, management reviews the
recoverable amount of each individual trade debt regularly to
ensure that adequate impairment losses are recognised for
irrecoverable debts.

In respect of trade receivables, all sales made to major
customers who have been given short credit terms. These
credit evaluations focus on the customers’ past history of
making payments when due and current ability to pay, and
take into account information specific to the customer as
well as pertaining to the economic environment in which the
customer operates. The average credit period granted to
the customers was 90 days (2017: 30 to 90 days). As at 31
March 2018, the carrying amount of trade receivables was
concentrated on two (2017: one) customers. The Group will
make specific provision for those balances which cannot be
recovered. Normally, the Group does not obtain collateral
from customers. In the opinion of the directors, the default
risk faced by the Group is considered to be low.

Liquidity risk

In the management of the liquidity risk, the Group monitors
and maintains a level of cash and cash equivalents deemed
adequate by the management to finance the Group’s
operations and mitigate the effects of fluctuations in cash
flows. In addition to issuance of new shares, the Group also
relies on convertible bonds as a significant source of liquidity
for the years ended 31 March 2018 and 2017.
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36. FINANCIAL INSTRUMENTS (continuea) 36. TR T H x)
Financial risk management objectives and BEREEREEERBE®)
policies (continued)
Liquidity risk (Continued) nBESRER®)
The following table details the Group’s contractual maturity TRAFUAEE ZETESRMEE
for its non-derivative financial liabilities based on the agreed ZEXHNEBA (A TEERB B AK
repayment dates. The table includes both interest and B) - ZRBEMNBERASCIRESTRE ©

principal cash flows.
Liquidity risk tables REE S RMBRE

Weighted  On demand Carrying
average  orless than 3 months to 1yearto Over undiscounted  amount at
interest rate {month  1-3 months 1 year 5 years Syears  cashflows 31 March2018

HZg-NE

g EEXg AERBEE  ZA=t-B
woRe  OR-@R  -E=@R cRAR-§  -HEEE @EEE  RE4w  ZREE
HKS'000 HK§'000 HK$'000 HKS'000 HK§'000 HK$'000 HK§'000

Tin Tin Tin Tin Tin Tin Tin

31 March 2018 “2-\E=p=1-A
Non-derivative financial labilties  JEFTESRAE
Trade payables B5ENES - 10,411 - - - - 10411 10,414
Other payables EHERR - 8,848 - - - - 8,848 8,848
Amount duefonon-controling B 3EARIEREE
Interests - 281 - - - - 281 281
Amounts cue to former EftAaRER
non-controling interests B - 823 - - - - 823 823
Amount due to the subsidary ~ ERBE AR ZHE
of an associate NN - - - - M7 - 4,947 4,47
Loan from a non-contraling ReFaRERER
Interest 26.99 - - - 1,923 - 1923 1,923
Convertible bonds ThRES 29 - - 2,025 765,050 607600 1,307,675 554,515

42,953

25,025 814,920 607,600 1,490,498 647,338
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36. FINANCIAL INSTRUMENTS (continuea)
Financial risk management objectives and
policies (continued)

Liquidity risk (Continued)
Liquidity risk tables (Continued)

36. €@ T A »
MR MEEBERBEK»)

RBESRER®)
MEBETRAREK )

Weighted ~ On demand Total Carrying
average  0rless than 3 months to Tyearto Over  undliscounted amount at
interest rate Tmonth — 1-3 months 1 year 5 years Syears  cashflows 31 March 2017
ﬁ 5
-E-fR =z[ERE-§ -En% HEnE
HKS'000 HKS'000 HK§'000 HKS'000 HK$'000
Th T oy AT T
31 March 2017 E-ECA=t-A
Non-derivative financial iabilties ~ EfTE2BAE
Trade payables AR - 2.7 - - - - 2087 2287
Other payables Eh R - 5,863 - - - - 5,863 5,863
Amount dug fo non-contraling. R 3T IER TR
Interests - 2281 - - - - 281 22811
Amounts cue to former BT RER
non-controlling interests 72 - 823 - - - - 823 823
Amount dug fo the subsidiary  ERBEAR B
of an associate T - 4,947 - - - - 4,947 4,947
Loan from a non-controling REFaRERES
Interest 26.99 - - - 6,067 - 6,067 6,067
Convertible bonds TRES 19 - - 25,025 790,075 607600 1422700 470671
13741 - 25,025 796,142 607,600 1,502,508 550,479
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36. FINANCIAL INSTRUMENTS (continueq) 36. €@ T A )
Financial risk management objectives and BEREEREEERBE®)
policies (continued)
Fair value of the Group’s financial assets that are BELKEMEERANAFTETFTEZLRE
measured at fair value on a recurring basis EtmEEZ2ATE
Some of the Group’s financial assets are measured at AREBzETEREETRREEER
fair value at the end of the reporting period. The following BAEESE - TRISEBEEX
table gives information about how the fair values of these EeMTENTFEZFEA(LERE
financial assets are determined (in particular, the valuation Bz EEED R AEE) @ UEIEE
technique(s) and inputs used), as well as the level of the fair AN EAEHABZAEEREEEA
value hierarchy into which the fair value measurements are T EFAEDHEZAFEEBRAN(E—
categorised (levels 1 to 3) based on the degree to which the EE=R)2ER -

inputs to the fair value measurements is observable.

Significant Relationship of
Fair value as at Fair value Valuation technique unobservable unobservable
Financial assets 31 March 2018 hierarchy and key inputs inputs inputs to fair value
R=B-NE=A=t+-H N¥E EXTABR TUBRGAYE
SREE AT ERGR RFERORIEGAEE BAUE BAVEZBHE
Available-for-sale Listed equity investments — nil Level 1 Quoted bid prices in an N/A N/A
financial assets (2017: listed equity investment active market
HK$21,243,000)
Listed bonds investments — nil Level 2 Inputs, other than quoted ~ N/A N/A
(2017: listed bonds investments prices included within
HK$1,258,000) Level 1, that are
observable for the
assets, either directly or
indirectly
AHHEERER FiRERE- RE £  RERTGMBNEAE TER TaA
(ZF—tF: FkERE
21,243,000 T)
IhEHFRE- RE F-R  BARE RE-HRMEE TER TaA
(Z2—tF: ITEFRE RESN HEETEER
1,258,0007%87L) REBR BARE
Financial assets Unlisted investment fund Level 2 Inputs, other than quoted ~ N/A N/A
held-for-trading HK$36,247,000 (2017: nil) prices included within
Level 1, that are
observable for the
assets, either directly or
indirectly
RHMEHEE FEMRERS36,2470008T EZH  BARE RE-LHMEE TER TaA
(Z2—t5: E) RESN HEETEER
REBR BARE
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36. FINANCIAL INSTRUMENTS (continued) 36. €@ T A )
Financial risk management objectives and BEEREEEERBE 2
policies (continued)
Fair value of the Group’s financial assets that are BEEEMEERATFEHITEZARE
measured at fair value on a recurring basis (Continued) BemEEZAFEHE)
Significant Relationship of
Fair value as at Fair value Valuation technique unobservable unobservable
Financial assets 31 March 2018 hierarchy and key inputs inputs inputs to fair value
R=ZZE-NF=A=+-H N¥E Y RTE E TUBRGAHE
SHEE AN ERGR RERORIEGAEE BAUE BATEZBE
Conversion options Assets — HK$121,106,000 Level 3 Binomial Model Expected The higher the
embedded in Sale (2017: HK$186,841,000) volatility of the volatility of the
CB-l and Sale CB-II The fair value is estimated ~ share price share price of
(as defined in note 18) based on risk free rate of Extrawell, Extrawell, the
classified as financial for the life of the option determined by higher the fair
asset at FVTPL in the and share price (from reference to value. (Note)
consolidated statement observable market data),  the historical
of financial position expected volatility of the ~ share price of

share price of Extrawell Extrawell.
and expected dividend

yield on the shares and

EXercise price.

REQHBWARANE  EE- 121,106,000 F=f  ZBEAER REZEARER BEREREEA
RELTESARG:  (CF—LF: BHE2ZREE ATEES-
THEECHRASGE  186,841,000%TT) AYENERTERENE ErhEEEe  (WE)
AAREF— LKA BRA=  &E (REA
FETERESR- (T BEMGAE) Bl
ZRNE18) ZHARkiE BHRERE  BARE

W LT Bl ©

20185 EMBEREVMNZAERIE 171



Notes to the Consolidated Financial Statements
AP RR T

36. FINANCIAL INSTRUMENTS (continue)

172

Financial risk management objectives and
policies (continued)

Fair value of the Group’s financial assets that are
measured at fair value on a recurring basis (Continued)
There is no transfer between different levels of the fair value
hierarchy for the year ended 31 March 2018 and 2017.

The directors of the Company consider that the carrying
amounts of financial assets and financial liabilities recorded
at amortised cost in the consolidated financial statements
approximate their fair values.

Reconciliation of Level 3 fair value measurements
of derivative financial instruments included in
investments in convertible bonds

36. R T B &

BEREREEEERBEKR 2

BRELEMEERATEFEZERE
EeMEEZAFE®E)
HE - Z— N\ _ZT—+tF=F5
=+—BItFE  TRAFERES
Hz EBLEEEE o

ARAREEZRR  REHERARGS
MBBACRceMEERERAE
ZIREEEENFERSE -

FATRRESREZITEERMIA
ZE=ZRAVEFTEZHER

HK$’000
FET

At 1 April 2016

At 31 March 2017 and 1 April 2017

Change in fair value loss in profit or loss (Note)

At 31 March 2018

Note:

All the loss from change in fair value recognised in profit or loss relates to the
conversion options embedded in Sale CB-I and Sale CB-ll (as defined in note18)
held at the end of the current reporting period which is included in “other gains and
losses, net”.
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37. NOTES SUPPORTING THE CONSOLIDATED 37. B4 REa XM
STATEMENT OF CASH FLOWS

BHBEEBELNAE

Reconciliation of liabilities arising from financing activities:

Loan from
a non-
controlling  Convertible
interest bonds
(Note 26) (Note 28)
REFER AR
EHZEX &%
(FisE26) (PFsE28)
HK$’000 HK$’000
FHIT FHET
At 1 April 2017 R-ZE—+FMA—H 6,067 470,671
Changes from cash flows: RemEgl :
Interest paid BAAFE — (25,025)
Total changes from financing BmEREREZ(LER
cash flows: = (25,025)
Changes in fair value: NFEEZ
Other changes: HE L -
Effective interest expenses ERMERAX — 108,869
Imputed interest expenses HEN S 1,856 —
Total other changes HEib& (&5t 1,856 108,869
At 31 March 2018 R-ZE—NE=A=+—H 7,923 554,515
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38. CAPITAL RISK MANAGEMENT

174

The Group manages its capital to ensure that entities in
the Group will be able to continue as a going concern
while maximising the return to shareholders through the
optimisation of the debt and equity balance. The Group’s
overall strategy remains unchanged from prior year.

The capital structure of the Group consists of amounts due
to the subsidiary of an associate, non-controlling interests
and former non-controlling interests, loan from a non-
controlling interest and convertible bonds, net of cash
and cash equivalents and equity attributable to owners of
the Company, comprising share capital and reserves. The
directors of the Company review the capital structure on an
annual basis. As part of this review, the directors consider
the cost of capital and the risks associated with each class
of capital. Based on recommendations of the directors, the
Group will balance its overall capital structure through new
share issues and share buy-backs as well as the issue of new
debt or the redemption of existing debt.

The Group monitors its capital structure using net debt to
equity ratio; whereby net debt comprises convertible bonds
less bank balances and cash whilst equity means the total
equity of the Group. During the year, the Group’s strategy
to maintain a healthy net debt to equity ratio has remained
unchanged, and the debt to equity ratio is 0.50 as at 31
March 2018 (2017: 0.32).

INNOVATIVE PHARMACEUTICAL BIOTECH LIMITED 2018 Annual Report

38. EXEER

AEMEREAZBRAREAEE
2 B B4 505 B DA B AL RS TR
T AR AR R - AEEY
LR BB T -

AEEZERNGEBEERNEE QR
ZHBAT - JEERE S & B FEEE AR
R BIA - REAFEREEER KA
mkfEs ReRRSFEVFBRIA
RARBHEE ARH#EZD - BREKRA
K - XARAREFBFORERE
BEITRE - R Z—& D
E=ZRR/EAKNANRARTIESHAE
AERE - RBEEF2EH - A5H
7% 2 38 3B B 1T 3T A % [l B AR 1) A K% 3%
HEXBELEREEFAFEHBERERN
RETE o

AEBFERFEERSLEREETHSE
REEE B FaERITBRRESR
RITEHREES  BRlEAEE
ERREE - NATEE  AEBHFE
BrFaBEREILRZRBINAT
g RN E—N\F=ZA=+—H " &
EH R R AB0S0( T —+£F -
0.32) °



Financial Summary

R

RESULTS E
For the
nine months
For the year ended ended
31 March 31 March 31 March
2017 2016 2014
EHE%*EE
BEZA=t-HLEE NER
-\ R tF ZENF ZERRR CERRF
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Th7 A TR TER AR
Revenue iz 15,811 9,187 19,908 33,976 29,744
Loss for the year/period from REBERLEEBIE/
continuing operations BNER (230,991) (178,342) (240,947) (456,914) (557,338)
Profit/{loss) for the year/period from REBRIREEE2E/
discontinuing operation HREH /(5B - _ _ _ 140
Loss for the year/period &/ HRER (230,991) (178,342) (240,947) (456,914) (557,198)
Attributable to: £B:
Owners of the Company KARHEEA (231,048) (169,789) (236,865) (451,684) (550,347)
Non-controlling Interests FiEfRiER 57 (8,554) (4,082) (5,230) (6,851)
(230,991) (178,342) (240,947) (456,914) (557,198)
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Financial Summary
MG EE

ASSETS AND LIABILITIES

EERER

As at 31 March

R=B=t-H

2018 2017 2016 2015 2014

8-\ "T-tF -F-3E “E-1f CE-QE

HK$'000 HK$'000 HK$'000 HK$'000 HKS$'000

Th® TAL AT TAL TATL

Non-current assets ERPEE 1,631,880 1,774,942 1,824,474 1,831,304 430,699

Current assets TEBE 82,283 76,024 185,718 209,158 310,819

Current liabilties RBAE (42,953) (73,741) (120,940) (81,957) (16,135)

Non-current liabilities FnBaE (604,385) (478,900) (410,236) (357,131) (54,162)

Net assets BESE 1,066,825 1,008,325 1,479,016 1,601,464 672,201
Attributable to: GE

Owners of the Company NG PN 196,417 427,974 599,512 717,878 662,372

Non-controlling interests SERER 870,408 870,351 879,504 883,586 9,849

Total equity ERieE 1,066,825 1,008,325 1,479,016 1,601,464 672,201
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