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MAIN OPERATIONAL STRUCTURE
TEXHRE

As at 30 March 2020 R —ZE-—FF=H=1H

Machinery Manufacturing

Business
/ B SLE T

Plastic Products Processing
and Manufacturing Businesses

% FEHBMIREEER

Cosmos Machinery
Enterprises Limited

REEMEEFRAR

Printed Circuit Board Processing
and Trading Businesses

EN R AR BRAR 2 BN T K B 5 3R 7%

\ Industrial Consumables
Trading Business

IXEEmZEZRE
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Manufacturing of Injection
Moulding Machines
B BLEET

9\

WELLTEL
Donghua Machlnery Ltd.*

REMWARD
(Dongguan, PRC EF'I HE)

/
;/

WELLTEL
Cosmos Machinery Technology
(Jiangsu) Co., Ltd.

Kﬂ&%ﬁzﬂ&(lﬁ BRR
(Jiangsu, PRC # & - /Iﬁ

Manufacturing of Extrusion Machines
and Rubber Injection Machines

=

M TR AR T By R /

DEKUMAO
Dekuma Rubber and Plastic
Technology (Dongguan) Ltd

EHNEREHMRERR)ERA
(Dongguan, PRC # i%

%

Processing of Plastic Food Packaging

RmERBEZ MTER

%

Karmay Plastic Products (Zhuhai) Co., Ltd.*
SEBREKEEBRAT
(Zhuhai, PRC #E + %85)

L

K

Processing of Plastic Components
for Home Appliances

ARETEEERHEEF 2 T XS

Cosmos Grand Plastics Co., Ltd.
~ e
AIEARREBEBR AR KHEHH

(Hefei, PRC 8 - A1) /

g

Manufacturing of Plastic
Mannequins and Display Items

AR MR 2 RIER

REXRZHHYURERL
(Dongguan, PRC H & ??E

[ l Posh

A

Processing of Multi-colour Plastic Injection
Molding for Plastic Components

ERENNSZEITE 2 MTER

/

Dongguan Hua Qi Plastic Works Co Ltd.
REESRBHAMBRA
(Dongguan, PRC # & ?%)

A

Processing of Printed Circuit Boards

ENRIARBEIR 2 IN T 375

%

Shenzhen Gainbase Printed
Circuit Board Co., Ltd.*

RYIBELFERFR AT E
(Shenzhen, PRC B - &) /

Trading of Printed Circuit Boards

nEATH

KFE Hong Kong Co., Limited
R —ERBREBBRAR

ENfIR R 2 B 5% 7% / : '

(Hong Kong &%) /
Melco Industrial Supplies Co lelted

EaIXBMERA @'

(Hong Kong E\iﬁ) sj
Guangzhou Melco Industrial

/ g pplies Co., Ltd. ",

BRI EEHERAT
Guangzhou PRC #H ' &) \|) s‘"“"‘“‘/

saTeannaRaT @)
(Shanghai, PRC [ - i/i) "Q

i For identification proposes only. & E R o

Note:

The details of the shareholding of each subsidiary held by the 7%
Company or its subsidiaries, please refer to the note 45 of the
consolidated financial statements of this annual report.

HARAHEMBRABRKEENBRAN
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CHAIRMAN'S STATEMENT
TREHRE

In retrospect, we've been through a tough year of 2019. The
global macro economy was filled with challenges, the extension
effect of the ongoing US-China trade war gradually surfaced,
coupled with the relatively weak overall market demand in the
Mainland China and the difficulty in financing for small and
medium-sized enterprises, enterprises were subjected to variables
such as order price reductions and risks of non-compliance of
contracts. Most industries were facing unprecedented challenges.
Members of the Group were also affected to varying degrees.
However, we are convinced that, in spite of the even severer
difficulties than before, market opportunities still exist.

ADDING IMPETUS TO INTERNAL IMPROVEMENTS
As a multi-business company, we are always optimizing our
business structure in response to market demands and changes,
conducting internal improvements at different levels and investing
resources in certain areas such as talent cultivation, technology
research and development, production equipment and product
manufacturing, with a view to adding new impetus to the
Company and providing the market and customers with the
suitable products and services.

Although various sectors are currently facing severe challenges,
we believe that providing customers with innovative solutions
and applications is going to be a future development trend in the
injection molding machine manufacturing industry. Automotive
sector is one of our key markets among various industries. In
response to the increasing demand for lightweight products in
the automotive market, the Company co-operated with domestic
institutions with cutting-edge technologies, developed chemical
micro-foaming special injection molding machine ({t 2% 3%
HAEP#) . Meanwhile, we also launched special injection
molding machines catering to different industries.
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In respect of extrusion machines and rubber injection machines
manufacturing business, we've invested proper resources into the
niche markets, aiming at improving the stability and quality of our
products. Encouragingly, we achieved growth in this business and
also recorded significant increase in export sales during the year.

As for plastic food packaging business, we are committed to
maintaining strict control over the hygiene standards at our
production plant and providing our food and healthcare product
customers with products of high hygiene standard and quality.
Long-term support was received from many well-known brands.
In addition, we will continue to invest resources in various
areas such as smart automation and production, so as to get
fully prepared for future market demands with development of
technology foresight.

Facing the turbulent market environment, the Group will continue
to focus on internal improvements, so as to keep itself evergreen.
The Group implemented streamlined structures and production
processes, and implemented lean management across various
businesses during the year. While striving to improve production
efficiency, we also actively improved cost structure and cash flow
to maintain a prudence financial management. Furthermore,
we will focus on strengthening our internal audit works and
optimizing various risk management for the coming year.

CHAIRMAN'S STATEMENT (CONTINUED)
IFEHE (F)

B0 I h AN AR B BLE X 7 RAPIEH A
EMBRERBER BORAERNIRE
HMEE AFERMEREHIE TER
HAHEHLBRSHB LT EASE

EREHRMBEEHTE  BFI—WBEER
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CHAIRMAN'S STATEMENT (CONTINUED)
IFEHE (F)

RISING TO CHALLENGES FOR A BETTER FUTURE
Looking back to 2019, the Sino-US trade war has made impacts
on the manufacturing industry in the Mainland China and there
were still uncertainties in the negotiation of the phase 2 trade
deal, which discouraged investments in the industry. Increasingly
complex operating environments around the globe and the weak
demand across the Mainland China have indeed brought threats
to enterprises’ business operations. Besides, due to the outbreak
of the novel coronavirus (COVID-19) epidemic in 2020, more
challenges and pressures were on supply chains and the overall
economy. Many enterprises in the Mainland China extended on
the resumption date of work since the mid-February 2020, which
affects the normal operation of supply chains. The epidemic
and economic slowdown in the Mainland China will put more
pressures on the revenues and working capitals of enterprises.
The Group expects that the overall economic situation in the
coming year is not optimistic.

In spite of this, the PRC government has introduced a series of
measures to reduce fees and taxes to support enterprises, and
the Sino-US trade war also give an opportunity for the Mainland
China to promote transformation and upgrading. Facing a
tough external economic environment, the Board members, the
management and all staff of the Group, with persistent spirits,
continue to formulate appropriate business strategies in a
practical, flexible and vigilant way, optimize business structures
and introduce innovative products and services for achieving a
better performance.

Last but not least, | would like to express my greatest
appreciation to all staff for their hard work. | believe that our
products with strategies and all-around internal improvements
will definitely bring a better business performance to the Group.
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MANAGEMENT DISCUSSION AND ANALYSIS

RESULTS SUMMARY
e Revenue decreased by 12.6% to approximately
HK$2,344,923,000 (2018: approximately HK$2,682,452,000)

e Gross profit margin decreased to 16.1% (2018: 16.3%)

e Operating profit decreased to approximately HK$53,894,000
(2018: approximately HK$76,987,000)

e Profit for the year was approximately HK$24,884,000 (2018:
approximately HK$88,752,000)

e Net debt to equity ratio increased to 8.9% as at 31
December 2019 (31 December 2019: 3.8%)

FINANCIAL RESULTS

Sales revenue of the Group decreased by 12.6% to approximately
HK$2,344,923,000 (31 December 2018: approximately
HK$2,682,452,000). It was mainly attributable to drop of sales
turnover in manufacturing of injection moulding machines
business, plastic products manufacturing and processing
businesses, trading of industrial consumables business and
printed circuit board (“PCB") processing and trading businesses
during the year of 2019 amidst global economic uncertainties
and deteriorating market sentiments caused by the ongoing trade
friction between the United States and the PRC.

Gross profit for the year amounted to approximately
HK$377,540,000, with gross profit margin decreased from
16.3% for the corresponding year of 2018 to 16.1% for the year.
The slight drop in gross profit margin was resulted from intensive
market competition.

BEE WAL DA

XERE
o  WATE12.6%Z4J2,344,923,000% 7T
(ZZ— \4:492,682,452,0007 7T )

o EFXRTHEEIGI% (ZZTE—N\F:
16.3% )

o ARESHTIT KK ZE 453,894,000 7T (=
T — )\ 4F : #976,987,0007% 7T )

o  REEHNA A24,884,0008 L (==
— )\ £ : #988,752,000/% 7T )

e RITE—NFF+ZA=+—HZEEZF
BEREANL EAESI% (ZFE—N
FT-A=1+—H:38%)

MK EE
AREENHERATHKI2Z 6048
2,344,923,0008 7 (ZE— \F+-_A=+—
H : #92,682,452,000/& 70) It Jh EE MR TE
EHCETHARS R EB HEREFESTR
EBET RIS —NFFBHBEER T8
BIRRERNTER ITXERMBEIER
RERGEEIRIN T RE S EBHEEBAT
7

ANEEERH)A377,540,00058 70 - EFEH -
E—NFW163% ML ERFEMN6.1% ° &
TSR FERENERARNFEEM TR -
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
BEEBWAR DN (&)

As stated in the 2018 annual report of the Company, the Group
had made a provision for indemnity pursuant to the terms of
sale and purchase agreement in relation to the disposal of entire
issued share capital of an indirect wholly-owned subsidiary, MS
Plasticorp, on 20 March 2018. As the indemnity period had
expired during 2019 without any claims, a gain on reversal of
unused provision for indemnity amounted to approximately
HK$25,780,000 was recorded in current year.

As stated in the announcement of the Company dated 23
December 2016, the Group restructured its plastic products
processing business and machinery manufacturing business,
including the cessation of operation of certain manufacturing
businesses and optimization of the production capacities in
plants located at Dongguan and Wuxi. The restructuring projects
including assets relocation, organizational restructuring and
production efficiency enhancement had been completed by the
end of the 2019. The remaining amount of unused provision for
restructuring amounted to approximately HK$20,290,000 had
been reversed in current year.

The Group reported a net profit of approximately HK$24,884,000
for the year, including two non-recurring gain items of
approximately HK$46,070,000 from the reversals of unused

provisions for indemnity and restructuring aforementioned.
The net debt to equity ratio increased to 8.9% as at 31 December

2019. The overall cash flow position and debt maturity profile of
the Group maintained at a healthy level.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

BUSINESS REVIEW

Machinery Manufacturing Business

During the year under review, the machinery manufacturing
business recorded mixed results across various product lines.
Macro-economic forces were challenging and unfavourable, as
the trade war between the US and China negatively impacted
capital expenditure sentiments broadly across manufacturing
industries in the Mainland China for the year. Injection molding
machine manufacturing business was vastly affected under this
challenging backdrop. The automotive industry in the Mainland
China was a key growth driver for this business in recent years.
However, this industry in experienced prolonged weak overall
demands, thus machinery orders from this business were low
compared to same period last year. As such, deliveries for our
J-series two-platen injection molding machines experienced a
noticeable drop this year. We also experienced weak demands in
other industries such as household appliances, infrastructures and
electronics industries. However, our focus and commitment to
the automotive industry remain strong. New innovative solutions
and applications, namely J series chemical micro-foaming special
injection molding machines ({t 2B HAFBH) , continue
to attract customer interests in future development projects. In
addition, new industry specific machine models were successfully
launched in the market, such as large sized electric/hydraulic
hybrid machines. For our self-developed “iSee” smart industry
4.0 platform, active users adoption rate continues to grow
significantly. User satisfaction was desirable, and we will continue
to deploy resources on smart digital platforms in this business
to enhance human machine interface experience and production
transparency and efficiency.

EEEmLE D (&)

e o)

REEFER XEPXBEFHREZHEPE
NBREENEAXHTREATE 8
BRI E TFERERBERE L
ERFEERAZZ -HEEARMABNT S
RET FTEHREXBGRIEAREENY
B FR REAMTETREABEEEMR
HEXEBBERNTIEZH N BUTEERS
KERKSE EPTETENRMRTEER
EFRPELRD Bt 5 FIRINBROE
PHH X EEHMEAE T A IE RS A
THEN:XE ERREMNETHBREE R
o HAERTET RN AGEDARE - 8I#
R RMER IR BB BER
PREBTEARRMAZIADRIIEP K-
BESN - R ET R E AR i KEVE
B RERAITERTRINEL TS - 20
PIE1TRE . [iSee | BIBE S TX4.0¥ 5
ARAFPEREFEANBEL BPWEE
BER HMeEBERBEEFeRNER
MIEMABZXENENERREENERE
AR o
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
BEEBWAR DN (&)

During the year, the production bases situated in Dongguan
and Wuxi implemented various streamlining of organization
structure and production processes in order to achieve lower
unit production costs and overhead costs. Looking ahead to the
upcoming fiscal year, while we believe our product quality and
innovative applications are competitive, however the market
conditions are certain to be extremely challenging. Stakeholders
in certain industries such as automotive, consumer electronics,
household appliances, were hopeful to see a rebound in market
demands for the upcoming year. We will continue to perform
stringent cash flow and cost controls as prudent measures.

For the extrusion machines and rubber injection machines
business, growth rate in sales turnover and profitability were
encouraging during the year. Amid challenging overall market
conditions, this business recorded strong growth in niche
market applications especially five-layer co-extrusion machines
for automotive fuel pipes and rubber injection machines for
automotive door seals connection. After years of significant
efforts to refine management structure, diverting resources into
niche market applications, and overall effort to raise quality and
reliability of our machines, customer support in key markets
were encouraging. Export sales also recorded strong growth
compared to same time last year, such as the Middle East, South
Korea, Europe, and India markets. Equipped with our competitive
offerings in unique machine features and reliability, we are
cautiously optimistic for this business to sustain organic growth in
the future.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Plastic Products Manufacturing and Processing Business
During this past year, the plastic food packaging production
plant in Zhuhai province recorded a slight drop in sales revenue
mainly attributed by customers’ product launch cycles in first half
of the year. Sales growth and profit drivers continued to be in-
mold labelled folding cap seals and scoops for dairy products. On
the production front, we continued dedicated improvements in
hygiene, quality control, customized automation and production
processes. Deployment of smart digital platform with real-time
data exchange connected with our machineries, helped reduce
scrap rates and production downtime. Our focus to invest in
smart and customized automation equipment will continue in
coming years, to further enhance quality, production efficiency
and cost savings. Furthermore, we directed efforts to develop
new customers and new innovative products, such as multi-colour
seal caps and newer sleek designs for existing products. Demands
from customers in dairy and consumer packaged foods industries
are forecast to be stable despite challenging macro-economic
conditions. For the upcoming year, efforts and resources will
continue to deploy in digital systems and smart automation, as
well as new customer and product development. Our existing
high standards of practice of hygienic production will serve our
customers well and fit into new market trends of high quality,
sanitary, innovative health supplements and foods packaging
products.

The production plant in Hefei that specializes in plastic
component manufacturing for home appliances recorded
comparable sales as compared to same period last year, as we
executed the plan to focus on quality of sales orders rather than
continuous ramp up on sales volume. At the same time, we
continued to streamline management structure and production
processes to achieve lower direct labour unit cost. While striving
for improved production efficiencies, we also focused on cash
flow management and balance sheet items to strengthen overall
financial health of the business.

EEEmLE D (&)

EBRmHUERMITER
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
BEEBWAR DN (&)

Investments in specialized innovative plastic injection technologies
and applications, namely blow molded plastic mannequins
and multi-colour injection molding provided mixed results
for the year. The blow molded plastic mannequins business
achieved preliminary success on adoption from key customers
to replace traditional glass fibre retail display items. After years
of development, we are optimistic sales volume should ramp
up in the coming year. For the multi-colour injection molding
business that specializes in high volume gift and premium plastic
components, sales volume increased compared to same period
last year. We expect this business to deliver sales growth while
investments in production automation should deliver improved
results in the upcoming year.

PCB Processing and Trading Business

During the year sales turnover for the PCB processing business
decreased slightly compared to same period last year due to
a number of factors. Overall adverse effects of the US-China
trade disputes caused a number of project delays for our
customers. Market sentiments and demands from Electronics
Manufacturing Services “"EMS” factories in the PRC were weak.
In addition, reduced overall demands caused fierce competition
within the PCB processing industry. PCB deliveries to European
automotive customers were also lower than expected. Orders
from the gaming industry rebounded in the second half of year
after a relatively weak sales volume in the first half. Production
equipment customized for higher end high density interconnect
(HDI) PCBs were online in the third quarter. Orders for HDI PCBs
were obtained as forecasted. Meanwhile, we focused on raising
productivity rate for HDI production and achieved satisfactory
fixed cost controls. For the upcoming year, while competition
within the PCB processing industry is expected to remain fierce,
we expect its major customers’ orders to at least remain stable.
We will strive to provide additional PCB design services, increase
in-depth marketing development, and to apply for certification
for medical device standards, and will also take financial
prudence and strict cost control measures.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Regarding the PCB trading business, sales turnover and gross
profit dropped slightly compared to last year. Due to adverse
market sentiments in the electronics industries, we observed
delayed order placement and a portion of orders shifted outside
of the PRC. We were proactive to broaden customer and product
portfolio, as well as refining management structure and costs
control. Efforts in new business development broadened our
product portfolio such as trading of PCB raw materials and
electronics components. Our PCB testing centre was successfully
launched in second half of the year, and began providing PCB
testing services to several major customers. We shall focus on
global business development, serving customers in high end
telecommunications markets, and grow the scale of PCB raw
materials trading business for the coming year.

Industrial Consumables Trading Business

Operating results for the industrial consumables trading business
experienced a significant drop mainly attributed to the adverse
impacts of the US-China trade disputes. A number of industry
sectors where we serve our key customers displayed weakness
in demands, such as automotive, machinery, electronics, semi-
conductors, elevators, etc. Although overall performance was
improved in the second half, it was not adequate to cover the
lagging results earlier in the year. We are deepening key customer
relationships, reshuffling product portfolio, costs control, and
inventory management. Amid a bleak operating environment,
the business saw encouraging opportunities in providing special
metals for the medical industry, servo solutions for lithium
batteries, and automation solutions for various manufacturing
sectors. For the upcoming year, while we are confident business
performance should improve after certain restructuring and
management reorganization, this business is sensitive to overall
market sentiments in the broad manufacturing sectors in the
PRC which are likely to inflict negative financial impact to this
business.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
BEEBWAR DN (&)

Subsequent Events

In early 2020, due to the outbreak of the novel coronavirus
(COVID-19) epidemic across the PRC, implications created
unprecedented stress in manufacturing sectors and will continue
to disrupt supply chains, logistics, and consumer demands that
are likely to inflict negative financial impact to each business of
the Group. We will take appropriate measures as necessary on
each business and continue to assess the impact of the epidemic
on the Group’s business operations and financial performance.
Given the serious and rapidly changing nature of the COVID-19
outbreak, it is not practicable to provide a reasonable estimate
of its impacts on the Group’s financial position, cash flows
and operating results as at the date of this report. Other than
disclosed above, there is no subsequent event after the reporting
period which has material impact to the consolidated financial
statements of the Group.

LIQUIDITY AND FINANCIAL RESOURCES

As at 31 December 2019, the Group’s total outstanding bank
borrowings amounted to approximately HK$353,219,000
(31 December 2018: approximately HK$377,163,000) which
comprised mainly bank loans and trade finance facilities. The
bank borrowings repayable within one year and in the second to
the fifth year amounted to approximately HK$299,843,000 and
HK$53,376,000 respectively (31 December 2018: approximately
HK$357,052,000 and HK$20,111,000 respectively).

After including lease liabilities and obligations under finance
leases of approximately HK$63,302,000 (31 December 2018:
approximately HK$7,075,000) and deducting cash and bank
balances of approximately HK$312,633,000 (31 December 2018:
approximately HK$339,702,000), the Group’s net borrowings
amounted to approximately HK$103,888,000 (31 December
2018: approximately HK$44,536,000). Total equity attributable to
equity shareholders as at 31 December 2019 was approximately
HK$1,171,669,000 (31
HK$1,183,569,000).

December 2018: approximately
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

The net debt to equity ratio (calculated as net borrowings divided
by total equity attributable to equity shareholders) increased to
8.9% as at 31 December 2019, attributable by an increase of
lease liabilities to approximately HK$63,302,000 when the Group
had first adopted Hong Kong Financial Reporting Standard 16
Leases during the year. The overall cash flow position and debt
maturity profile of the Group maintained at a healthy level.

The Group's financial statements are presented in Hong Kong
dollars. The Group carried out its business transactions mainly in
Hong Kong dollars, Renminbi, United States dollars and Japanese
Yen. As the Hong Kong dollar remained pegged to the United
States dollar, there was no material exchange risk in this respect.
The Group continues to monitor its foreign exchange exposure
in Japanese Yen and Renminbi and enter into forward contracts
when necessary. The Group’s long-term bank loans were
denominated mainly in Hong Kong dollars and carried interest
at floating rates. Credit risk was hedged mainly through credit
insurance.

CAPITAL STRUCTURE

There was no change in the total number of issued shares
of the Company for the year ended 31 December 2019. The
total number of issued shares of the Company remained at
861,930,692 shares at 31 December 2019.

Subscription of New Shares

On 30 April 2018, the Company entered into a subscription
agreement with Cosmos Holdings and Saniwell, pursuant to
which the Company has allotted and issued, and Cosmos
Holdings and Saniwell subscribed for 108,750,000 Shares and
36,250,000 Shares respectively at a subscription price of HK$0.55
per subscription share (the “Subscription”). All conditions
precedent in respect of the subscription agreement have been
fulfilled and the Subscription took place on 27 June 2018. Upon
completion, an aggregate of 145,000,000 new Shares have
been duly allotted and issued to Cosmos Holdings and Saniwell.
Accordingly, immediately after completion, the Company had
861,930,692 Shares in issue.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
BEEBWAR DN (&)

Use of Net Proceeds from Subscription of New Shares

The total gross proceeds from the Subscription amounted to
HK$79,750,000. Pursuant to Company's announcement dated
30 April 2018 and Company's circular dated 19 May 2018, the
net proceeds raised from the Subscription was approximately
HK$76,800,000 after deducting related professional fees and
expenses and the net subscription price was approximately
HK$0.52 per subscription share. However, the amount of related
professional fees and expenses increased by approximately
HK$676,000 thereafter. As such, the actual net proceeds raised
from the Subscription was approximately HK$76,124,000 (the
“Actual Net Proceeds”) and the net subscription price was
approximately HK$0.52 per subscription share.

The Company used the Actual Net Proceeds as set out in the
heading “Reasons for the Subscription and Use of Proceeds”
of the Company’s circular dated 19 May 2018. There was no
material delay or change in the use of Actual Net Proceeds during
the year ended 31 December 2019.

Details of the Subscription, please refer to the announcements of
the Company dated 30 April 2018, 27 June 2018 and 29 October
2019, circular of the Company dated 19 May 2018, supplemental
circular of the Company dated 2 June 2018, and annual report of
the Company for the year ended 31 December 2018 published by
the Company on 16 April 2019.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
EEEWL KD (&)

An analysis of the utilization of the Actual Net Proceeds from HREEBEZKBHA T — /\FE XA

the date of completion of the Subscription, 27 June 2018 to 31 —++HZEZ-_Z—AFE+-_A=+—HBHEK
December 2019 is set out below: FRIERIBFR 2 BEsTmT:

Utilized Actual Utilized Actual Unutilized Actual

Net Proceeds for Net Proceeds for Net Proceeds

Planned use the year ended the year ended as at

of Actual 31 December 31 December 31 December

Intended use Net Proceeds 2018 2019 2019

BE-Z2-N\&§ BE-_Z-N%F R-ZE—RE
+ZA=+—-HBt +=ZBA=+-HL +=ZA=+-H

BRFERE CEHABKRHRE CHAEEFRS RBAER
RERR BEEAAR REFH REFE FREFERE
HK$'000 HK$'000 HK$'000 HK$'000
FET FET TET FET
Funding and working capital in machinery manufacturing
business, plastic products processing business and
industrial supplies trading business
FREBMERERER TR MMTEBIAR
TRERREIEBZEARRDER 22,800 5,500 17,300 -
Research and development in machinery manufacturing
business
BWMBLERE B TIE 15,200 1,950 13,2502 -
Investment in plants and machineries in machinery
manufacturing business, plastic products processing
business and industrial supplies trading business
RENBMEERE TRHAMIEBIAR
IXHEREMBIEB BB KR 19,000 2,250 16,750® -
Restructuring in machinery manufacturing business
BRAEXKNESR 7,600 1,300 6,300 -
Repayment of bank loans
BERITER 11,400 4,200 7,200® -
Total
At 76,000 15,200 60,800 -
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
BEEBWAR DN (&)

Notes:

(1) Approximately HK$17,300,000 was utilized for funding and working
capital in machinery manufacturing business, plastic products
processing business and industrial supplies trading business,
including settlement of general overheads and other operating
expenses.

(2) Approximately HK$13,250,000 was utilised for development of
injection molding machines and rubber injection machines, including
upgrading existing products with new features, employment of
engineering and technical staff and purchases of raw materials.

(3) Approximately HK$16,750,000 was utilised for purchase of
machineries, furniture, fixtures and equipment and tools.

(4) Approximately HK$6,300,000 was utilised for employees lay-off
expenses.

(5) Approximately HK$7,200,000 was utilised for further repayment of
bank loans of the Company.

During the year ended 31 December 2019, all the Actual Net
Proceeds have been fully utilized and applied for these intended
uses as stipulated in the Company's circular dated 19 May 2019.

MATERIAL ACQUISITION AND DISPOSAL
There were no material acquisitions and disposals by the Group
during this year.

EMPLOYEES, REMUNERATION POLICY AND
TRAINING SCHEME

As at 31 December 2019, the Group had 2,993 employees
located in Hong Kong and Mainland China (31 December 2018:
approximately 3,320). The remuneration policy regarding the
employees of the Group is based on qualifications, competence
and the performance of the employees as well as the prevailing
market condition of the industry. Employees’ benefits include
retirement benefits and medical insurance coverage.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

The Group had also provided training programmes or courses
for the mainland staff at all levels from different departments,
and also for Directors and employees of the Company so as to
further enhance their technical skills in production operation and
management, professional skills and knowledge, respectively.

The emoluments of the Directors are decided by the remuneration
committee of the Company, having regard to individual
performance, the Group's performance and profitability,
remuneration benchmark in the industry and prevailing market
condition.

OUTLOOK AND PROSPECTS

Looking ahead to upcoming fiscal year, the macro economic
outlook is certain to be extremely challenging. Although the US-
China trade disputes temporarily paused tensions and concerns
after the two countries reached a phase one trade deal in January
2020, we forecast more economic risks and uncertainties ahead,
as the leading global powers clash on a number of fronts other
than trade tensions. Trade tariffs are still in place, while new ones
and counter tariffs can be swiftly implemented with short notice.
Market sentiments especially in the manufacturing sectors in
Mainland China, where the Group mainly conducts its business,
are expected to remain weak and uncertain. Prospects for key
markets such as automotive, machinery, electric appliances,
consumer electronics, and infrastructures are not optimistic
for sizable rebounds. Performance in these markets segments,
and others, highly impact our Group's business in machinery
manufacturing, plastic processing, industrial consumables trading
and PCB businesses. As the PRC manufacturing capabilities and
supply chain is highly integrated to global economic activities,
low forecasted economic growth in the US, Europe, Japan, South
Korea, and dozens of emerging economies, will further impede
China’s manufacturing sectors.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
BEEBWAR DN (&)

Further to the aforementioned highlighting the impact of the
novel coronavirus (COVID-19) epidemic, we believe disruptions
to supply chains, loss or delay of customer orders and logistics,
can be short term and limited, if the epidemic subsides quickly.
However, at the time of writing, the spread of the Epidemic is
far from being limited to the PRC. The risk of a global near-
pandemic is real and concerning. Economic, social, and political
impact on such a grim scenario is devastating and far reaching.
In order to stimulate growth and assist companies’ path back to
normal activities, the Chinese government will implement a broad
spectrum of stimulus measures. We are hopeful such measures
can partially alleviate the sudden and severe impact on our
business, and to all Chinese people.

Amid the challenges we are certain to confront, we will rise to
the occasion. We are aware of and have been positioning our
business to expand our reach in high potential market segments
such as 5G telecommunications, new energy vehicles, semi-
conductors, food and health products packaging, medical devices
and smart automation solutions. Our machinery manufacturing
business will continue to invest and develop innovative
machinery solutions for specialized application and smart digital
platforms. The plastic processing business will further deploy
smart digital software and tools to drive production efficiencies
while expanding and deepening customer relationships. As
for industrial and consumables trading business will strive to
safeguard our existing market share while focusing on providing
new products and solutions to high potential markets. The
PCB processing and trading businesses will proceed to serve
sophisticated customers’ needs, invest in new technologies, and
expand our high-end customer portfolio.

The top priority of the Group for the coming year is to manage
financial resources and risks. Cash flow management and
deployment within the Group are crucial during these trying
times. Capital expenditures and operating expenditures will be
scrutinized for their value. In addition, the Group will devote
increased efforts on internal audit and overall corporate
governance.
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DIRECTORS AND SENIOR MANAGEMENT’S BIOGRAPHIES
EEkSNEEAEBE

EXECUTIVE DIRECTOR

Mr. Tang To, aged 71, was appointed as the chairman of the
Board (the “Chairman”) and executive Director on 18 September
1997. Mr. Tang also acts as a director of certain subsidiaries of
the Company. He is the chairman of each of the nomination
committee and committee of executive Directors of the Company.
On 28 May 2010, he was appointed as the director of Suzhou
Sanguang Science and Technology Co., Ltd., a company listed
on the National Equities Exchange and Quotations and is an
associated company of the Company. Mr. Tang has over 40 years
of experience in manufacturing and trading businesses. Mr.
Tang is the father of Mr. Tang Yu, Freeman. As at the date of
this annual report, Mr. Tang is a director of certain substantial
shareholders of the Company within the meaning of Part XV of
the SFO.

Mr. Wong Yiu Ming, aged 66, joined the Group in 1978 and
was appointed as an executive Director on 23 June 1997. He was
subsequently appointed as the general manager of the Company
on 1 February 1999 and acted as a chief executive officer of
the Company from 12 September 2005 to 30 June 2013, and
was appointed as an executive vice chairman of the Company
on 15 January 2015. He is a member of committee of executive
Directors of the Company. Mr. Wong also acts as a director of
certain subsidiaries of the Company. He is currently a general
manager of various subsidiaries of the Company which are
engaged in the manufacturing of machinery. He holds a Bachelor
of Science degree in Engineering and a Master degree in Business
Administration. Mr. Wong has over 40 years of experience in
sales, marketing and corporate management. On 16 November
2007, he was appointed as the director of Suzhou Sanguang
Science and Technology Co., Ltd., a company listed on the
National Equities Exchange and Quotations and is an associated
company of the Company.
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DIRECTORS AND SENIOR MANAGEMENT'S BIOGRAPHIES (CONTINUED)

EERSREEABHE (&)

Mr. Tang Yu, Freeman, aged 42, joined the Group in 2006 and
was appointed as an executive Director and chief executive officer
of the Company (the "Chief Executive Officer”) on 18 March
2011 and 1 July 2013 respectively. Mr. Tang is a member of each
of nomination committee and committee of executive Directors
of the Company. He also acts as a director of certain subsidiaries
of the Company. Prior to joining the Group, he had worked
in various commercial banks. Mr. Tang graduated from The
University of Western Ontario in Canada and holds a Bachelor of
Arts degree in Economics and a Diploma in Financial Planning.
He is the son of Mr. Tang To. As at the date of this annual report,
Mr. Tang is a director of certain substantial shareholders of the
Company within the meaning of Part XV of the SFO.

Mr. Mei Zheqi, aged 42, joined the Group in 2000 and was
appointed as an executive Director on 28 August 2018. He
is a member of the committee of executive Directors of the
Company. Mr. Mei graduated from the School of Accounting of
Zhongnan University of Economics and Law with a Master degree
in Management. He is a non-practising member of The Chinese
Institute of Certified Public Accountants and a member of The
Association of Chartered Certified Accountants. He is currently a
general manager of two subsidiaries of the Company, which are
engaged in the leasing and factoring businesses respectively, and
a supervisor of a subsidiary of the Company, which is engaged in
the plastic products processing business.

NON-EXECUTIVE DIRECTOR

Mr. Kan Wai Wah, aged 62, was appointed as a non-
executive Director on 22 May 1998. He holds a High Diploma in
Accountancy. He has over 30 years of experience in corporate
strategy and corporate management. Mr. Kan is the son of
Ms. Law Kit Fong, a substantial Shareholder. As at the date of
this annual report, Mr. Kan is a director of certain substantial
shareholders of the Company within the meaning of Part XV of
the SFO.
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DIRECTORS AND SENIOR MANAGEMENT'S BIOGRAPHIES (CONTINUED)

Mr. Qu Jinping, aged 62, was appointed as a non-executive
Director on 8 September 2006. He is currently the professor and
doctoral supervisor in the School of Mechanical and Automotive
Engineering of The South China University of Technology. Mr.
Qu acted as vice president of The South China University of
Technology and elected as an academician of The Chinese
Academy of Engineering in 2011. He holds a Bachelor degree and
a Master degree in Engineering from The South China University
of Technology in 1982 and 1987 respectively, and a Doctorate
degree in Engineering from The Sichuan University in 1999. He
has been engaged in scientific research and teaching in polymer
dynamic plasticizing processing technology and equipment for
over 30 years and achieved a number of world-first scientific and
technology achievements.

INDEPENDENT NON-EXECUTIVE DIRECTOR
Ms. Yeung Shuk Fan,
independent non-executive Director on 18 June 2004. She is the

aged 54, was appointed as an

chairman of audit committee of the Company and a member
of each of nomination committee and remuneration committee
of the Company. Ms. Yeung holds a Master degree in Business
Administration. She is a member of the American Institute of
Certified Public Accountants (AICPA), and an associate member of
each of The Institute of Chartered Secretaries and Administrators
(ICSA) and The Hong Kong Institute of Chartered Secretaries
(HKICS).
companies. She has over 20 years of experience in the finance

Ms. Yeung held senior financial positions in several

sector.

Mr. Cheng Tak Yin, aged 81, was appointed as an independent
non-executive Director on 30 January 2007. He is the chairman
of the remuneration committee of the Company and a member
of each of audit committee and nomination committee of the
Company. Currently, he is the life honorary chairman, deputy
secretary general and standing committee member of Hong Kong
and Kowloon Machinery and Instrument Merchants Association
Limited. Mr. Cheng has over 40 years of experience in business
management.
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DIRECTORS AND SENIOR MANAGEMENT'S BIOGRAPHIES (CONTINUED)

EERSREEABHE (&)

Mr. Ho Wei Sem, aged 72, was appointed as an independent
non-executive Director on 21 December 2010. He is a member
of each of nomination committee, remuneration committee and
audit committee of the Company. Mr. Ho had been working in
various government authorities in Dongguan for over 40 years.
He was the director general of Dongguan Municipal and Public
Utilities Management Bureau and Dongguan Urban Integrated
Management Bureau from 2000 to 2007. From 1996 to 2000,
he was the officer of Dongguan Management Committee. From
1990 to 1996, he was the deputy director general of The Urban
and Rural Planning Bureau of Dongguan Municipal, and he was
the deputy supervisor of the Preparation Committee of Dongguan
City Government from 1988 to 1990. Mr. Ho has extensive
experience in management.

Mr. Huang Zhi Wei, aged 81, was appointed as an independent
non-executive Director on 2 November 2012. Mr. Huang
graduated from The Huazhong University of Science &
Technology, majoring in electrical engineering. Mr. Huang worked
in the PRC government authorities for over 10 years. He served as
the deputy director general of Guangdong Commission of Foreign
Trade & Economic Cooperation and the director of General of
Guangdong Board of Investment from 1993 to 2000. From 1984
to 1992, he served as the executive officer of Foshan Economic
Committee. Mr. Huang worked as the engineer at power plant
in Foshan for almost 10 years. From 1981 to 1984, he served as
the chief engineer and deputy general manager of a household
electrical appliances corporation in Foshan.
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DIRECTORS AND SENIOR MANAGEMENT'S BIOGRAPHIES (CONTINUED)

SENIOR MANAGEMENT

Mr. Man Chi Fai, Bruno, aged 58, joined the Group in 2013.
He holds a Bachelor of Science (Mechanical Engineering) in
The University of London and a Master Science in Engineering
(Industrial Management and Manufacturing) in The University of
Hong Kong. Mr. Man is a member of each of The Hong Kong
Institution of Engineers (HKIE) and The Institution of Electrical
Engineers in the United Kingdom (IEE). He had worked in various
sizeable corporations. Mr. Man is currently the general manager
of various subsidiaries of the Company which are engaged in
the plastic food packaging processing business. He also holds
directorship in certain subsidiaries of the Company. Mr. Man has
over 20 years of experience in plastic injection molding, metals
manufacturing, molds design and manufacturing, manufacturing
assembly process management and project management.

Mr. Ye Yueran, aged 46, joined the Group in 2002. He has over
10 years of experience in manufacturing of machinery. Mr. Yip
is currently the general manager of various subsidiaries of the
Company which are engaged in the manufacturing of rubber
injection machines, extrusion lines and hydraulic presses. He also
holds directorship in certain subsidiaries of the Company.

Mr. Yip Kar Shun, aged 72, joined the Group in 1994. He
has over 30 years of experience in electronic production and
management. Mr. Yip is the managing director of various
subsidiaries of the Company which are engaged in the PCB
processing and trading businesses. He also holds directorship in
certain subsidiaries of the Company.
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REPORT OF THE DIRECTORS
EEEREE

The Board has pleasure in submitting their report together with
the audited consolidated financial statements for the year ended
31 December 2019.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding.
Further details of the principal activities of the principal
subsidiaries are set out in note 45 to the consolidated financial
statements. There were no significant changes in the nature of
the Group's principal activities during the year.

RESULTS

The results of the Group for the year ended 31 December 2019
and the state of affairs of the Group at that date are set out in
the audited consolidated financial statements on pages 106 to
284 of this annual report.

FINAL DIVIDEND

The Board did not recommend the payment of a final dividend for
the year ended 31 December 2019 (31 December 2018: HK$0.02
per share).

BUSINESS REVIEW

Review of operations

The Group recorded net profit of approximately HK$24,884,000
for the year as compared with net profit of approximately
HK$88,752,000 from the previous year. Further details in respect
of the fair review of the Group’s businesses, please refer to
the sections “CHAIRMAN'S STATEMENT” and “MANAGEMENT
DISCUSSION AND ANALYSIS"of this annual report.
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PRINCIPAL RISKS AND UNCERTAINTIES

The Group's financial position and results and business operations
may be affected by a number of risks and uncertainties relating
to the Group’s businesses. The Group believes that the internal
control and risk management systems are in place to mitigate
risks present in our business operations and secure the Group's
financial position as efficient and effective as possible, and hence
maintain a sustainable business growth.

Through the Group's internal control and risk management
processes, including identify, assess and monitor risks with
proactive oversight and robust business management system.
Certain risks may be beyond the Group's control, the Group will
take necessary measures to mitigate its impact. The risks and
uncertainties set out below are known to the Group during the
year under review:

Market risks

Macroeconomic changes and concentration risk

The Group's businesses are sensitive to the global economic
environment. In 2019, the global economy trade flows were
clouded by uncertainties prevailing in the external environment.
The US-Sino trade war has weighed on global economic
sentiment and activities. The prevailing political and economic
uncertainties should continue to affect manufacturing industries,
particularly in Mainland China, where the Group conducts its
business. The Group has implemented various diversification
and penetration strategies on customer and product portfolios
through product development and tuning the business model to
mitigate the adverse impact due from economic downturn and to
reduce the dependency on specific customer segments.

REPORT OF THE DIRECTORS (CONTINUED)
EEEHEE (B)

FTERBRTABPEE

7R SR O B 5 AR LA SE 4B A I SR 75 2 B AT Bt
RAAEEEHABRRMNTAARZMAE
Z-ANEEBEAEEMRREERSA
EBREXHLETORR WHEARAEE
B B T AR B R K BB R M 15 T S AR Y
EBER-

BEAAEENAREZNRRERRRE &
BRI ERNRRNEBEERFEET
Bl FF G N R AR o A LR i B BE R AN
SEMEHEHE AEBESRNUENEE
BEREEUASENZE RAFEORE
AEBEHANRARMTAREZHINNOT

™ 5 b

LB TR B R E
AEENEBRHZZREBERRRE - N =
Z-NFIIEREFENTEEEG SR
RERLBY TXEFERERREERE
BAES BRI BT A EYEH
EE LERASEETEAMEETE -
AEERBHMERMENABERES Y
EFRBEZEBRMETERAS ZHL
PURB B R SR B MR8 MR B
R P RFHIRAE ©

—ZT—AEEHR e+ Annual Report 2019

29



30

REPORT OF THE DIRECTORS (CONTINUED)
EEGHEE (B)

Keen market competition market and pricing pressure

The Group must compete on both price and product know-
how as multinational, regional or niche competitors attempt
to increase its market share. There is intensive competitive
pressure to reduce selling price thus deteriorating the Group's
profitability. Additionally, sales volumes may fluctuate as the
Group’s customers are also subject to competitive pressure.
The Group has continuously sought productivity and efficiency
improvements through development of cost-effective solutions
and implementation of key performance indicators.

Operation risks

The risk of loss resulting from the Group’s operations due to
supply chain instability which may result in an unfavorable
impact on business. The Group may experience a periodic or
sudden shortage of materials while temporarily unable to procure
substitutes at reasonable prices, that could lead to unable to
fulfill customers’ expectations and missed sales opportunities.
The Group manages this risk by ensuring supply chain resilience
including strictly selecting suppliers with quality assurance, good
reputation, high credibility and suppliers who are honest in co-
operation, and continuously extending sourcing channels and
strengthening inventory control management. The Group has
been effectively monitoring material price by staying abreast of
the latest material price movements, frequently communicating
with the suppliers.

Outbreak of highly contagious diseases
Outbreak of highly contagious diseases, like severe acute
respiratory syndrome and Middle East respiratory syndrome
etc. may have significant effects on economies of the affected
countries. An outbreak of such kind of diseases in the territories
the Group operates could disrupt the Group’s business operations
and cause a material adverse effect on the financial results. In
the first quarter of 2020, the widespread epidemic of the novel
coronavirus disease (COVID-2019) around the world has caused a
far-reaching adverse impact on global economic activities, which
would negatively affect the Group’s operations.

COSMOS MACHINERY ENTERPRISES LIMITED e« AE#HMEEERAA

BR T EHRFNEERS

RSB 1h 5 - b [R5l R B 5 5 5 F RS AN
TSN AEEETHEERNEERSE
BRI E#ETHRS BRI FEFE RO MEES
BERHIBAEBNET - BN ARAEE
EFHEXIBFRN HEERHZIES-
RNEBEBBBN AR ENFRATENERE
BRESIEE THRESEENFMKRE.

REmk

mRHERTIRM S EBEKREBRNAR
AREEASEEEEXNTMEE AEEA
BB RERMBIER  FRT R

EANAEERRBEREREME AlEEH
miﬁi%ﬁW%%&%%%%%%°$%
FRAHEENENER B BEARE
*RiE ABRIER ERENSHOEMAH
EEMABREENHRERSIE HERER
BRBMMABERE EREE I ER - NE
E-BEARUEEMHER B RHE
REBERNER WLERHKERER

& E RN IR
SEAMERENEE I RESMIFRR
FERBEMPRIFRRFLEEAES  ATeEH
XY ERRNECEEEEAFE - m%¥¥
FREASEEBEEMRIBE  Brs

B EAEENEBLEE IHW%%%L
REATHEE - RS _TFE—FF
AE AR R = R B (COVID-2019)E £ X E iz &
B HEIEEEBEN T AENTRZE
M AEBRNEET REETE-



Legal and regulatory compliance risks

The Group has various production plants and offices across Hong
Kong and the PRC. Any failure to comply with the regulatory
changes in the territories in which it operates may result in non-
compliance of laws, rules and regulations. Non-compliance
may result in fines, litigation or other consequences that may
have potential risks affected the operations and profitability of
the Group. The Group would monitor new ordinance(s) or the
changes in legislation with legal consultation service providers
from time to time and have internal control procedures in
place under different departments to ensure the compliance of

regulatory requirements and internal policies performed.

Financial risks

The Group is exposed to financial risks, including foreign currency
risk, interest rate risk, price risk, credit risk and liquidity risk
arising in the normal course of its business and from financial
instruments. The details of such risks are set out in note 43 to the
consolidated financial statements from pages 260 to 277.

Certain measures to manage the impact on these potential
risks and uncertainties are described in the heading “BUSINESS
REVIEW" of the section of the “"MANAGEMENT DISCUSSION AND
ANALYSIS” of this annual report.
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REPORT OF THE DIRECTORS (CONTINUED)

EFEEREE (A

FINANCIAL KEY PERFORMANCE INDICATORS
The financial key performance indicators of the Group for the
years ended 31 December 2019 and 2018 are summarized as

follows:

OPERATING PERFORMANCE
Revenue

Operating Profit

Profit before tax

Profit for the year

Basic earnings per share (HK cents)

KEY FINANCIAL INFORMATION

Cash and bank balances

Total assets

Total liabilities

Total equity attributable to
equity shareholders

Financial Ratios
Current ratio

Gross Profit margin
EBITDA margin (note)

Net profit margin
Net debt to equity ratio

U
2019
—E—-hEF
HK$°000
FET
BERR
WA 2,344,923
182 s A 53,894
A= 39,075
AN F E 24,884
SRERAF (L) 1.83
BRMEER
e RIRTTEH 312,633
BEEMRE 2,603,889
BEBE 1,217,448
[EY R Eay EE
1,171,669
2019
—ZE-NF
Bt =&
MENLE X 1.6
FEH = 16.1%
REtF B BIE WER
BRI RFE (H) 4.4%
FE R E 1.1%
BEEALE 8.9%
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2018
—E-)N\F
HK$'000
FETT

2,682,452
76,987
108,219
88,752
9.36

339,702
2,731,693
1,331,408

1,183,569
2018
—EF-)N\F
1.5

16.3%
6.8%

3.3%
3.8%

Change

#h
=

-12.6%
-30.0%
-63.9%
-72.0%
-80.4%

-8.0%
-4.7%
-8.6%

-1.0%
Change
)

N/A 38 A
-0.2%
-2.4%

-2.2%
N/A i A



Note:

EBITDA margin is calculated as EBITDA divided by revenue. The following
table sets forth the calculation of EBITDA:

REPORT OF THE DIRECTORS (CONTINUED)
EEEHEE (B)

Bt

REFFIE - BEIE 4B K 3 A RO B R R AR & A
SHE HERBHEANANGUKATE-T
RETIREME BHE TERBHENNRNZF

=

2019 2018
—E-hE —T-N\F
HK$’000 HK$'000
FET FET
Profit before tax W B A1 A 39,075 108,219
Add/(less): m/CR) -
Unused provision for restructuring reversed EEAB AN EERE (20,290) (19,612)
Reversal of provision of indemnity BB EE E RS (25,780) -
Finance costs s E M 24,958 21,856
Depreciation and amortisation on: e Ry
— Ownership interest in leasehold land —BREET W REFHMEEER
and buildings held for own use 14,292 14,559
— Other owned assets —HthEBEAE 55,225 53,861
— Assets held under finance lease —RMEHEEE - 976
— Leasehold land and land use rights —HE T R - 1,350
— Intangible assets —EREE 1,383 1,384
— Right-of-use assets —FREEE 14,967 -
EBITDA REFIE - BE MEREHAORF 103,830 182,593
FUTURE DEVELOPMENT OF THE GROUP’S AEERBRRER

BUSINESS

In the view that uncertainty is one of the main challenges facing
by the PRC economy, the performance of various businesses
of the Group might be affected unless cost saving and risk
mitigation measures are implemented properly. Details of
future development of the Group's businesses, please refer to
the sections “CHAIRMAN'S STATEMENT” and”MANAGEMENT
DISCUSSION AND ANALYSIS"of this annual report.

AR TEEERTFEGERERN T 2RI
— AEEREBHRRALSZIZE K
FEIE E b B B R AN B 49 A0 B AR ez 1O 45 e
MARBEXRBARBERNFT  FL2HAER
[(TREHE]I R [EEEwmE RO B

—ZT—AEEHR e+ Annual Report 2019

33



34

REPORT OF THE DIRECTORS (CONTINUED)
EEGHEE (B)

ENVIRONMENTAL POLICIES AND PERFORMANCE
The Group complies with the applicable environmental laws, rules
and regulations on the prevention and control of wastage, waste
gases emissions and sewage discharges in Hong Kong and the
PRC during the production process. Various measures have been
implemented within the Group, such as measures on effective
energy conservation to reduce the use of energy and water, and
measures on managing the reduction of waste and reduction
of greenhouse gas emissions. Detailed discussion on the
environmental policies and performance of the Group is set out in
the section “Environmental, Social and Governance Report”.

COMPLIANCE WITH LAWS AND REGULATIONS

During the year under review, there was no material breach of
or non-compliance with the laws and regulations applicable to
the Group. Apart from complying with Hong Kong laws such as
the Companies Ordinance, Listing Rules, SFO and Employment
Ordinance, we have also complied with laws of the PRC,
including the Company Law of the PRC ( (MBI R R%E) ),
Labour Law of the PRC ( {(FRE & &)%) ), Labour Contract
Law of the PRC ( (R EI&E)& FJA) ), Measures for Enterprise
Annuities ( (IEEF S PE) ), relevant laws, rules and
regulations in relation to child and forced labour including the
Provisions on the Prohibition of Using Child Labour ( (ZEIH{E A=
THREY ) and the laws of the PRC on the Protection of Minors
( ChBEIARKREAREZE)Y ), as well as other environmental laws,
relevant rules, ordinances and regulations on the prevention and
control of wastage, waste gases and sewage emission. These
laws, ordinances and regulations include but not limited to the
Environmental Protection Law of the PRC ( (P EIIRIFIREE) ),
the Environmental Protection Tax Law of the PRC ( {#F EIIRIE IR
#Fi%) ), the Prevention and Control of Atmospheric Pollution
of the PRC ( (FREI KR IFHEMIAAE) ), the Water Pollution
Prevention and Control Law of the PRC ( {FBKSFEIEE) ),
the Waste Disposal Ordinance, Environmental Quality Standard
for Surface Water ( {(#hR/KIRFEMERE) ), Wastewater
Quality Standards for Discharge to Municipal Sewers ( 57Kk
AR R KGE/KERZ¥#) ), and Solid Wastes of Prevention and
Control Law of the PRC ( {H B & 88 R W15 RIRIFFIAIE) ) etc.
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RELATIONSHIPS WITH KEY STAKEHOLDERS

The Group’s success also depends on the support from key
stakeholders which comprise employees, customers, suppliers,
Shareholders, government and regulators, as well as banks.

Employees

Employees are regarded as the most important and valuable
assets of the Group. Most of the management have been serving
the Group for a long period of time. The Group offers competitive
salaries and benefits and also provides training programmes
or courses for the Mainland China employees at all levels from
different departments, as well as Directors and employees of the
Company in order to further enhance their management skills,
expertise and knowledge, and at the same time, make continual
contribution to the Group. Different activities such as annual
dinners, celebration of staff's birthday and ball games had been
organized by various business units of the Group for general
staffs together with the management to participate in order to
strengthening their partnership and communication.

Customers

The major customers of injection molding machines
manufacturing business are the automotive components and
plastic components for home appliances manufacturers. Most of
them have been customers for more than 3 years and in return
of their loyalty, we provide them with good quality products and
after-sale services.

Suppliers

The major suppliers of injection molding machines manufacturing
business are the injection molding machine castings suppliers.
Most of the have been suppliers for more than 5 years and have
maintained good relationship with them in order to achieve cost-
effectiveness and obtain long-term commercial benefits.

Shareholders

The major Shareholders are Cosmos Holdings and its controlled
corporations, China Resources (Holdings) Company Limited and
minority Shareholders. It is grateful to have Shareholders who are
being supportive to the Group for a long period of time.
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Government and Regulators

It is important for us to maintain good relationships with local
officials to anticipate legal or regulatory changes or community
developments that may affect our business. In view of the need
to maintain good relationship, we have arranged occasional visits
and face-to-face meetings whenever necessary.

Banks

Banks serve as the lenders of our Group in providing finance in
our businesses operation and development, include trade finance
and fixed assets purchasing. We maintain stable relationship with
banks through regular meetings and visits.

FIVE YEAR FINANCIAL SUMMARY

A summary of the results and of the assets and liabilities of the
Group for the past five financial years is set out on page 285 of
this annual report.

PROPERTY, PLANT AND EQUIPMENT

Details of the movements in the property, plant and equipment
of the Group during the year are set out in note 15 to the
consolidated financial statements.

SHARE CAPITAL

Details of movements in the Company’s share capital during
the year are set out in note 33 to the consolidated financial
statements.

RESERVES

Details of movements in the reserves of the Group and the
Company during the year are set out in the “Consolidated
Statement of Changes in Equity” on page 111 of this annual
report and in note 34 to the consolidated financial statements.

DISTRIBUTABLE RESERVES

As at 31 December 2019, the Company's reserves available
for distribution, as calculated in accordance with the sections
291, 297 and 299 of the Companies Ordinance, amounted to
approximately HK$490,810,000.
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DONATIONS
During the year, the Group made around HK$30,000 of donation.

BIOGRAPHICAL DETAILS OF DIRECTORS

The biographical details of the Directors are set out in the section
“Directors and Senior Management’s Biographies” on pages 23
to 27 of this annual report.

DIRECTORS’ EMOLUMENTS

Mr. Qu Jingping, Mr. Huang Zhi Wei and Mr. Ho Wei Sem were
agreed to waive their Directors’ fees under their letters of
appointment. No payment shall be made by the Company to
such Directors during the year ended 31 December 2019. Further
details of the Directors’ emoluments are set out in note 10A to
the consolidated financial statements.

DIRECTORS
The Directors during the year and up to the date of this annual
report were:

Executive Directors

Mr. Tang To (Chairman)

Mr. Wong Yiu Ming (Executive Vice Chairman)
Mr. Tang Yu, Freeman (Chief Executive Officer)
Mr. Mei Zheqi

Non-executive Directors
Mr. Kan Wai Wah
Mr. Qu Jinping

Independent Non-executive Directors
Ms. Yeung Shuk Fan

Mr. Cheng Tak Yin

Mr. Ho Wei Sem

Mr. Huang Zhi Wei

The Directors are subject to retirement by rotation and re-election
at the annual general meeting of the Company in accordance
with article 102 of the Articles. Messrs. Wong Yiu Ming, Tang Yu,
Freeman, Yeung Shuk Fan and Ho Wei Sem will retire from office
by rotation and, being eligible, offer themselves for re-election at
the forthcoming annual general meeting.
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DIRECTORS OF SUBSIDIARIES

During the year and up to the date of this report, the persons
who served as directors of the subsidiaries of the Company
include Messrs. Cao Xiaowei, Chen Leiming, Ching Shuk Kwan,
Diao Junde, Du Jiang, Fang Xirong, Ho Kwong Sang, Hu Ping, Hui
Oi Chun, Hui Wai Kee, Jiang Nan*, Jiang Shufeng, Kwok Chi Kin,
Law Moon Wah*, Lu Hank, Man Chi Fai, Bruno, Man Wai Hong,
Bernard*, Miao Hongliang, Tang To, Tang Yu, Freeman, Tsutsumi
Keiji, Wan Ming*, Wong Yiu Ming, Xie Jie, Yatsugi Atsushi, Yan
Yip Kar
Shun, Yip Kin Keung, Zhang Xiaochen, Zhao Weirong and Zhu

Dong*, Ye Qingzhong, Ye Yueran, Yeung Yuk Lun*,

Wenguang.

The persons marked with an asterisk* are no longer to be the directors of
the subsidiaries of the Company as at the date of this report.

DIRECTORS’ SERVICE CONTRACTS

No Director proposed for re-election at the forthcoming annual
general meeting has a service contract with the Company which
is not determinable by the Company within one year without
payment of compensation (other than statutory compensation).

DIRECTORS’ RIGHTS TO ACQUIRE SHARES AND
DEBENTURES

Save as disclosed in the headings
Positions in Shares, Debentures or Underlying Shares under the
SFO”
time during the year or at the end of the year has been/was the

“Directors’ Interests and Short

and “Related Party Transactions” of this report, at no
Company, its holding company, or any of its subsidiaries a party
to any arrangement to enable the Directors or their respective
spouse or children under 18 years of age 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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INDEPENDENT NON-EXECUTIVE DIRECTORS

Each of the non-executive Directors (including independent non-
executive Directors) has entered into a letter of appointment
setting out the key terms and conditions of his/her appointment
as Director with the Company for a term of three years. They are
all subject to retirement by rotation and re-election at least every
three years at annual general meeting in accordance with the
Articles.

The Company has received from each of the independent
non-executive Directors an annual confirmation of his/her
independence pursuant to rule 3.13 of the Listing Rules.
Although three of the independent non-executive Directors,
Messrs. Yeung Shuk Fan, Cheng Tak Yin and Ho Wei Sem have
been serving the Board for more than nine years, they have
not engaged in any executive management of the Group. Their
familiarity and extensive experience with the Group's businesses
place them in a better position to contribute independent views
to the Company. Taking into consideration of their independent
scope of works when performing duties as independent non-
executive directors over the past years, there is no evidence
that length of tenure is having an adverse impact on their
independence. Therefore, the Company considers all independent
non-executive Directors are independent throughout the year
under review.

DIRECTORS’ INTERESTS IN TRANSACTIONS,
ARRANGEMENT OR CONTRACTS

Saved as the related party transactions as disclosed in note 44
to the consolidated financial statements and in the heading
“Related Party Transactions” below, no Director and his/her
entity connected had a material interest, directly or indirectly,
in a transaction, arrangement or contract or a proposed
transaction, arrangement or contract that is significant in relation
to the Group's businesses to which the Company or any of its
subsidiaries was a party during the year.
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INDEMNITIES AND INSURANCE

The Company has arranged appropriate Directors’ and officers’
liability insurance coverage in respect of legal actions brought
for committed or alleged wrongful acts against the Directors
and officers of the Group throughout the year, but exclude any
criminal, dishonest or fraudulent acts or omission.

The Articles provide that every Director or other officer or auditor
of the Company shall be indemnified out of the assets of the
Company against any liability, loss or expenditure incurred by him
in defending any proceedings, whether civil or criminal, which
relate to anything done or omitted to be done by him as Director,
officer or auditor of the Company and in which judgment is given
in his favour or in which he is acquitted, or incurred in connection
with any application in which relief is granted to him by the
court from liability in respect of any such act or omission or from
liability to pay any amount in respect of shares acquired by a
nominee of the Company.

The permitted indemnity provision is in force for the benefit
of the Directors as required by section 470 of the Companies
Ordinance when the report of the directors prepared by the
Directors is approved in accordance with section 391(1)(a) of the
Companies Ordinance.
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REPORT OF THE DIRECTORS (CONTINUED)
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DIRECTORS’ INTERESTS AND SHORT POSITIONS IN HRIE (ESRHBE&KH)) EERK
SHARES, DEBENTURES OR UNDERLYING SHARES 1 EEZZHEAROZEZRAXAE
UNDER THE SFO

As at 31 December 2019, save for the interests of the Directors RZ-ZZ—AF+_A=+—"H BREZ=MF

in the Shares set out as below, none of the Directors had APz (ABFEBHN TN &&F
any interests and short positions in the Shares, debentures or FERARQ T KEEIEEEE (1 (FHAH
underlying Shares or any of its associated corporations (within the — &1§1) FEXVERZEE ) 2 - ElEH @ME
meaning of Part XV of the SFO) which had to be notified to the BN+ MEHEEE (BHFELHAEEN) F
Company and the Stock Exchange pursuant to Divisions 7 and XV*E%W}S“*HD AR A R B R P 2 AR A
8 of Part XV of the SFO (including interests and short positions # & &A R (BIERE (BHMBEEF) R
which he/she was taken or deemed to have under such provisions  EHEIEREETRA 2 HEZ LR R)  INEE
of the SFO) or which were required pursuant to section 352 of HBZAERE (BHEMBEKH) F35265 LR
the SFO, to be entered in the register referred therein or which R #% % 1§ 677 B St AE 15 12 4 <7 BI 8 A AN ST
were required to be disclosed herein pursuant to the Model Code. & Z Lz KA R o

Long position in Shares or underlying Shares:

REBROREEBRG 2T E:
Number of Shares Held Anproximate
GLULE pp% of the
Personal Family Corporate Other Total number of total number of
Name of Directors Interests Interests Interests Interests Shares held issued Shares
REERTRY
BgEZ
E=pg BAER REER PEER A BERGBAHE BREAN
Tang To 4,970,005 226,000 445,617,458 @ - 450,813,463 52.30
Wong Yiu Ming 9,468,000 - - - 9,468,000 1.10
EIEH
Tang Yu, Freeman - - 442,157,052 @ - 442,157,052 51.30
HE
Kan Wai Wah 136,400 - - - 136,400 0.02
EEE
Cheng Tak Yin 1,406,000 - - - 1,406,000 0.16
g8
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Notes:

(M

The 2,000 Shares held by the spouse of Mr. Tang To and 224,000
Shares held by Mr. Tang To and his spouse jointly.

The 445,617,458 Shares in which Mr. Tang To was deemed to
hold interests under the SFO, comprised (i) 3,460,406 Shares held
by Ginta Company Limited (incorporated in Hong Kong) which
is wholly-owned by Fullwin Limited (incorporated in Republic of
Liberia), which in turn is owned as to 50% by Mr. Tang To and 50%
by his spouse respectively; (ii) 405,907,052 Shares held by Codo
through its wholly-owned subsidiaries, Tai Shing, Hung Cheong and
Cosmos Holdings; and (iii) 36,250,000 Shares held by Saniwell (as
the trustee of The Saniwell Trust, the beneficiaries of which include
Mr. Tang To and certain of his family members) which in turn is
owned as to 57.14% by Mr. Tang To.

The 442,157,052 Shares in which Mr. Tang Yu, Freeman was
deemed to hold interests under the SFO, comprised (i) 405,907,052
Shares held by Codo through its wholly-owned subsidiaries, Tai
Shing, Hung Cheong and Cosmos Holdings; and (ii) 36,250,000
Shares held by Saniwell which in turn is owned as to 42.86% by Mr.
Tang Yu, Freeman.

Other than the holdings disclosed above, none of the Directors,
chief executives and their associates had any interests or short

positions in any Shares, debentures or underlying Shares or any of
the Company’s associated corporations at 31 December 2019.
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SHAREHOLDERS'

the following parties had an interest or long position or short
position in the Shares or underlying Shares which would fall to
be disclosed to the Company under the provisions of Divisions
2 and 3 of Part XV of the SFO or which were required pursuant
to section 336 of the SFO, to be entered in the register referred

therein:

Long position in Shares or underlying Shares:

REOREERG 2H R

Capacity in which

INTERESTS AND SHORT
POSITIONS IN SHARES OR UNDERLYING SHARES
OF THE COMPANY UNDER THE SFO

As at 31 December 2019, so far as was known to the Directors,
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Rig (ExRAERHN) BRRAA
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Number of Shares Held
BERGEE

THATRARR RO RBEKROPHEEE
RE(BHFLBE

SEBI) EXVERE2 N3N E

METUAREZ R IT R IR
ARE (EFEBEGRD) F£336HELNR
ERGHFEZEERERTORE

Total number of

(B A

Approximate
% of the
total number of

Name of Shareholder interests are held Direct Interests Deemed Interests shares held issued Shares
BEBRTRY
RR#E BERE 251 ERER BEEBE2ER BERGBAHE BYACHHEIL
Tai Shing Beneficial owner 170,104,452 - 170,104,452 19.73
EafEA
Cosmos Holdings Beneficial owner and interest of 235,802,600 170,104,452 405,907,052 47.09
controlled corporations
NGl ERRAARRHEE ER
Codo Interest of controlled corporations - 405,907,052 405,907,052 47.09
aE REEEzER
Law Kit Fong Interest of controlled corporations - 405,907,0527 405,907,052 47.09
E2n REEE R
Saniwell Beneficial owner and interest of 36,250,000 405,907,052 442,157,052 51.30
controlled corporations
EaBEARREEE 2%
China Resources (Holdings) Beneficial owner 169,649,046 - 169,649,046 19.68
Company Limited
£8(58)ARAA EaEA
CRC Bluesky Limited Interest of controlled corporations - 169,649,046% 169,649,046 19.68
REEE ER
China Resources Co., Limited Interest of controlled corporations - 169,649,046 169,649,046 19.68
ERRNERAT REEE ER
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Notes:

1. Tai Shing is wholly-owned by Hung Cheong, which is a wholly-
owned subsidiary of Cosmos Holdings. By virtue of the SFO, Cosmos
Holdings is deemed to be interested in the 170,104,452 Shares held
by Tai Shing.

2. Cosmos Holdings is a wholly-owned subsidiary of Codo. By virtue
of the SFO, Codo is deemed to be interested in the 405,907,052
Shares held by Cosmos Holdings.

3. Codo is held as to (i) 8.37% by Elegant Power Enterprises Limited
(incorporated in Hong Kong) (“Elegant Power”); and (i) 30.25%
by Friendchain Investments Limited (incorporated in Hong Kong)
("Friendchain”), which is in turn held as to 40% by Elegant Power.
Elegant Power is wholly-owned by Ms. Law Kit Fong. By virtue
of the SFO, Ms. Law Kit Fong is deemed to be interested in the
405,907,052 Shares held by Codo.

4.  Codo is held as to (i) 25.06% by Keepsound Investments Limited
(incorporated in Hong Kong), which is in turn held as to 94% by
Saniwell; and (ii) 30.25% by Friendchain, which is in turn held as to
57.42% by Saniwell. By virtue of the SFO, Saniwell is deemed to be
interested in the 405,907,052 Shares held by Codo.

5. By virtue of the SFO, CRC Bluesky Limited (incorporated in British
Virgin Islands) is deemed to be interested in the 169,649,046 Shares
held by China Resources (Holdings) Company Limited (incorporated
in Hong Kong), which is a wholly-owned subsidiary of CRC Bluesky
Limited.

6. By virtue of the SFO, China Resources Co., Limited (incorporated
in the PRC) is deemed to be interested in the 169,649,046 Shares
held by CRC Bluesky Limited, which is a wholly-owned subsidiary of
China Resources Co., Limited.

Save as disclosed above, as at 31 December 2019, the Directors
are not aware of any other persons who have interests or short
positions in the Shares, underlying Shares or debentures of the
Company or its associated corporations (within the meaning of
Part XV of the SFO) which would be required to be disclosed to
the Company and the Stock Exchange pursuant to Part XV of the
SFO.
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RELATED PARTY TRANSACTIONS

The Group entered into certain transactions with parties regarded
as "“Related Parties” under applicable accounting standard.
These transactions mainly relate to contracts entered into by the
Group in the ordinary and usual course of business which were
negotiated on normal commercial terms and on an arm'’s length
basis. Further details are set out in note 44 to the consolidated
financial statements.

SUBSEQUENT EVENTS

Details of subsequent event occurring from the reporting period
to the date of this annual report., please refer in the heading of
"Subsequent Events” of the section “MANAGEMENT DISCUSSION
AND ANALYSIS” of this annual report.

MANAGEMENT CONTRACTS

No contracts, other than employment contracts, concerning the
management and administration of the whole or any substantial
part of any business of the Company were entered into or existed
during the year.

EQUITY-LINKED AGREEMENTS

No equity-linked agreement that will or may result in the
Company issuing shares or that requires the Company to enter
into any agreements that will or may result in the Company
issuing shares was entered into by the Company during the year
or subsisted at the end of the year.

DIRECTORS’ INTERESTS IN COMPETING
BUSINESSES

During the year, none of the Directors is considered to have
interests in the businesses which are considered to compete or
likely to compete, either directly or indirectly, with businesses of
the Group pursuant to rule 8.10 of the Listing Rules.
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REPORT OF THE DIRECTORS (CONTINUED)
EEGHEE (B)

CORPORATE GOVERNANCE

The Group's corporate governance practices and procedures are
set out in the section “Corporate Governance Report” on pages
48 to 68 of this annual report.

PURCHASE, SALE OR REDEMPTION OF LISTED
SECURITIES

Neither the Company nor any of its subsidiaries purchased,
redeemed or sold any of the Company’s listed securities during
the year ended 31 December 2019.

EMOLUMENT POLICY

The emolument policy regarding the employees of the Group is
based on their merit, qualifications and competence as well as
the prevailing market condition of the industry. Remuneration
packages, which include an element of discretionary bonuses, are
generally reviewed annually. The emoluments of the Directors are
decided by the remuneration committee of the Company, having
regard to individual performance, the Company’s performance
and profitability, remuneration benchmark in the industry and
prevailing market condition.

SUFFICIENCY OF PUBLIC FLOAT

Based on information publicly available to the Company and
within the knowledge of the Directors as at the date of the
annual report, the Company has maintained the prescribed public
float under the Listing Rules.

MAJOR CUSTOMERS AND SUPPLIERS

During the year ended 31 December 2019, the respective
percentage of purchases attributable to the Group's five largest
suppliers and the sales attributable to the Group’s five largest
customers, on a combined basis, was less than 30% of the total
value of the Group’s purchases and sales.

None of the Directors, their associates or Shareholder (who to
the knowledge of the Directors, own more than 5% of the total
number of issued shares of the Company) had any beneficiary
interest in the Group's major suppliers or customers noted above.
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REVIEW BY AUDIT COMMITTEE

This annual report has been reviewed by the audit committee of
the Company. Information on the main works of audit committee
of the Company and its composition are set out in the section
"Corporate Governance Report” on pages 58 to 59 of this annual
report.

AUDITOR

The Group's consolidated financial statements for the year ended
31 December 2019 have been audited by Ting Ho Kwan & Chan,
which will retire and a resolution for their re-appointment as
auditor of the Company will be proposed at the forthcoming
annual general meeting of the Company.

By order of the Board

TANG To
Chairman

Hong Kong, 30 March 2020
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CORPORATE GOVERNANCE REPORT
SREARE

CORPORATE GOVERNANCE CODE

The Board is committed to practicing and maintaining a high
standard of corporate governance for the enhancement of
Shareholders’ value and safeguarding interests of Shareholders
and other stakeholders, and reviews corporate governance
practices and procedures of the Group on a regular basis.

CORPORATE GOVERNANCE PRACTICES

The Company has made detailed disclosures in relation to the
accounting period covered in this report in compliance with the
requirements of the Corporate Governance Report as set out in
the CG Code. During the year ended 31 December 2019, the
Company has complied with all the principles and code provisions
of the CG Code, except for the following deviation from code
provisions A.2.7, A.6.7 and C.2.5 of the CG Code:

Code provision A.2.7 of the CG Code stipulates that the
chairman should at least annually hold meetings with the
independent non-executive directors without the presence of
other directors. During the year, Mr. Tang To, the Chairman of
the Board held a meeting with Ms. Yeung Shuk Fan, Mr. Cheng
Tak Yin and Mr. Huang Zhi Wei, the independent non-executive
Directors, without the presence of other Directors. However,
Mr. Ho Wei Sem, the independent non-executive Director,
was absent from the said meeting due to health reason. The
independent non-executive Directors may communicate and
discuss with the Chairman directly at any time to share their view
on the Company's affairs. The Company considers that there
are sufficient channels and communication for discussion of the
Company’s affair between the Chairman and independent non-
executive Directors in the absent of other Directors.
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CORPORATE GOVERNANCE REPORT (CONTINUED)

Code provision A.6.7 of the CG Code stipulates that independent
non-executive directors and non-executive directors should attend
general meetings to gain and develop a balanced understanding
of the views of shareholders. During the year under review,
Mr. Kan Wai Wah and Mr. Qu Jinping, both non-executive
Directors, and Mr. Ho Wei Sem and Mr. Huang Zhi Wei, both
independent non-executive Directors, were unable to attend the
annual general meeting of the Company held on 13 June 2019
due to other business engagements. The Company considered
that the presence of the chairman of each of nomination
committee, remuneration committee and audit committee, and
other executive Directors at the said meeting was sufficient for
addressing the queries from Shareholders.

Code provision C.2.5 of the CG Code stipulates that the issuer
should have an internal audit function and issuers without an
internal audit function should review the need for one on an
annual basis and should disclose the reasons for the absence
of such a function in the corporate governance report. During
the year under review, the Board is aware of the importance of
internal auditor function and has reviewed the need to set up an
internal audit function. The head of internal audit department of
the Company was on board on 4 November 2019. As such, the
Company had complied with the code provision C.2.5 of the CG
Code from the same date.

DIRECTORS’ SECURITIES TRANSACTIONS
The Board has adopted a CMEL Code on terms no less exacting
than the required standard of the Model Code as the Company’s
code of conduct and rules governing dealing by all Directors and
relevant employees in the securities of the Company.

All Directors have confirmed, following specific enquiry by the
Company, they have complied with the required standard set
out in the Model Code and CMEL Code for the year ended 31
December 2019.
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CORPORATE GOVERNANCE REPORT (CONTINUED)
EREBRE (F)

THE BOARD

Composition

The Board currently consists of ten members, including four
executive Directors (namely Messrs. Tang To, Wong Yiu Ming,
Tang Yu, Freeman and Mei Zheqi), two non-executive Directors
(namely Messrs. Qu Jinping and Kan Wai Wah) and four
independent non-executive Directors (namely Messrs. Yeung
Shuk Fan, Cheng Tak Yin, Ho Wei Sem and Huang Zhi Wei). The
Directors’ biographical details and the relationships among the
Board members, if any, are set out on pages 23 to 27 under the
section "Directors and Senior Management'’s Biographies” of this
annual report.

The Company has received from each of the independent
non-executive Directors an annual confirmation of his/her
independence pursuant to rule 3.13 of the Listing Rules.
Although three of the independent non-executive Directors,
Messrs. Yeung Shuk Fan, Cheng Tak Yin and Ho Wei Sem have
been serving the Board for more than nine years, they have
not engaged in any executive management of the Group.
Their familiarity and extensive experience with the Group’s
businesses place them in a better position to contribute
independent views to the Company. Taking into consideration
of their independent scope of works when performing duties as
independent non-executive directors over the past years, there
is no evidence that length of tenure is having an adverse impact
on their independence. Therefore, the Company considered all
independent non-executive Directors (including Messes. Yeung,
Cheng and Ho) are independent throughout the year under
review.

Furthermore, all Directors, including independent non-executive
Directors, should be re-elected at least once every three years at
the annual general meeting of the Company and the reasons the
nomination committee of the Company and the Board believes
that the individual to be independent are set out in the relevant
circulars. In addition to the disclosure in the section “Directors
and Senior Management'’s Biographies” of this report, to the best
knowledge of the Directors, there is no financial, business, family
or other material/relevant relationship among members of the
Board.

COSMOS MACHINERY ENTERPRISES LIMITED e« AE#HMEEERAA

Exg

R

E=gRATENEAR BROBHITE
= (MERLE FTEBBAEE HBEERE
HEEE) MAEFATES (HESFEE
REHERL) MUABIIFNTES (B115
WMELL BEBRE AERLERESE
L) BERZHEMETSKNE ZHENEE
(B FBHEARNAFRE2E27TAZ[EF
EefEBEANEEE| 2E8HA-

BRI ETRBNEINBGERE  AAR S W EE
HBUFFNTESTEHREB LM 2 FEER
EMAHEP=MUBIFNTESFLEASFK
T EEBELARAERTERBESTSES
EHEBAF ERFHESERNEE(EMT
HEERTH MYAKEXEH AT RER
KREPEAARRREREZBHIER
EZRINBERTFETIE2BUERRES
BUIBYIFRNTEERE UBTANIEER
TREFEHREBLIMEELEETE
e ARBBRABBULIFATES (BREH
Tt BERERMEE)RAFELE BR
B AL

BE MAES (BRBIUFATER)EE
LEZF-REARFBREFAS LEE
ARARBREZEZEGNEETERRRZE L
FRTEEDNENRBLALHREAE E25H
REBBEA -BRAFRZ [EFRSMRE
BAEBBE] ZHPOREN AEEMA
FEZgXEBZEHMEEATE X515 Rk
HEMBERHERERE-



CORPORATE GOVERNANCE REPORT (CONTINUED)

The Board has adopted a Board diversity policy in compliance
with the rule 13.52 of the Listing Rules. The Company maintains
that Board appointment will take into account gender, age,
cultural and educational background, ethnicity, professional
experience, skills, knowledge and length of service, and any other
factors that the Board might consider relevant and applicable
from time to time towards achieving a diverse Board. The
Board will review and monitor from time to time to ensure its
effectiveness that diversity of the Board is maintained.

An analysis of the Board’s current composition is set out as
follows:

Designation Gender
B 451
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i Age
ED: Executive Directors 41-50 '.m Ii‘
HiTES
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CORPORATE GOVERNANCE REPORT (CONTINUED)

EEER®RE (F)

Attendance Record of Directors at Meetings held during the

Year

The details of Directors’ attendance at the meetings (including

PPN

P
T

TRINRESTRAFERITH

ESRNFAFERTHNERHFELRE

BRES

the board meetings, audit committee meetings, remuneration €& BERZEe e FHEZEe e

committee meetings, nomination committee meeting and annual
general meeting) held during the year are set out in the following

table:

I

Number of meetings attended and held

HERETEBNY

REZBECERLABERBAFRG)ZHFER

Audit Remuneration Nomination

Board Committee Committee Committee Annual

Name of Director g Meetings Meetings Meetings Meeting  General Meeting
ExgeE 2 ENZREE9E 2 FMEREEE 2 REZREEE RRAFAE

Tang To ¥ B 444 N/A T8 22 17 171
Wong Yiu Ming E29 444 N/A T8 N/A i N/A T8 B 171
Tang Yu, Freeman 8 & 4/4 N/A N iE N/A T8 mn 171
Mei Zheg jefaf 444 N/A T8 N/A i A N/A T8 B 171
Kan Wai Wah GEEES 3/4 N/A i A N/A T iE A N/A T ER 0/1
Qu Jinping 2o ¥ 4/4 N/A 758 N/A N8 N/A TER 0/1
Yeung Shuk Fan BB 444 4/ 2 17" 17
Cheng Tak Yin =Y 4/4 4/4 2/2 111 171
Ho Wei Sem 1R 3/4 474 12 on 0/1
Huang Zhi Wei HEE 3/4 N/A ~iE A N/A i N/A T iEF 0N
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CORPORATE GOVERNANCE REPORT (CONTINUED)

DIRECTORS’ CONTINUOUS TRAINING AND
DEVELOPMENT

Every newly appointed Director (if any) receives a comprehensive,
formal and tailored induction package to ensure that he/
she is sufficiently aware of his/her duties, responsibilities and
obligations as a Director under the Companies Ordinance, Listing
Rules and other regulatory requirement and ensure he/she has a
proper understanding of the company’s operations and business.

The Company provide with all Directors relevant reading materials
from time to time on the latest changes and development in
the industry, legal, regulatory in which the Group operates its
business to ensure the contribution of all Directors to the Board
remains relevant. In addition, all Directors are encouraged to
attend external seminar or training on relevant topics for their
continuous professional development. Certain Directors have
attended external trainings and seminars during the year.

The individual training record of each Director who held office
during the year ended 31 December 2019 is set out below:
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Legal, Regulatory
and Corporate Group's Directors’ Roles,
Governance Policies/ Functions and
update Businesses Duties
EECERR AEBHEEK BEENAG.
Name of Director EEpE TEEREH ES) 3 BERBE
Executive Director BITESE
Tang To B = v v/ v
Wong Yiu Ming =EA 4 4 v
Tang Yu, Freeman B & v v v/
Mei Zheqi iSR! v v/ v
Non-executive Director FHITES
Kan Wai Wah [GEEES v v/ v/
Qu Jinping BeT v v v/
Independent Non-executive Director BIFHTESE
Yeung Shuk Fan &R v v v/
Cheng Tak Yin BiEE v v/ v/
Ho Wei Sem A& 2R v v v/
Huang Zhi Wei =EE v v/ v
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CORPORATE GOVERNANCE REPORT (CONTINUED)
EREBRE (F)

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

The roles of Chairman and Chief Executive Officer are separate
and performed by different individuals to reinforce their
independence and accountability. During the year, Mr. Tang
To was the Chairman and Mr. Tang Yu, Freeman served as
the Chief Executive Officer. Mr. Tang To was responsible for
providing leadership to and overseeing the functioning of the
Board to ensure that it acts in the best interest of the Group;
while Mr. Tang Yu, Freeman, who is the chief operating decision
maker, was responsible for managing the business of the
Group, attending to the formulation and implementation of the
Group policies and strategic operating plans, and assuming full
accountability to the Board for the Group’s operations.

NON-EXECUTIVE DIRECTORS

Non-executive Directors (including independent non-executive
Directors) are appointed for a term of three years. Their terms
of office are: (i) Mr. Kan Wai Wah (Non-executive Director) and
Ms. Yeung Shuk Fan (Independent Non-executive Director), who
were appointed for a term commencing from 1 January 2020
(i) Mr. Qu Jinping (Non-
executive Director), who was appointed for a term commencing

and expiring on 31 December 2022;

from 7 September 2018 and expiring on 6 September 2021;
(iii) Mr. Cheng Tak Yin (Independent Non-executive Director),
who was appointed for a term commencing from 30 January
2019 and expiring on 29 January 2022; (iv) Mr. Huang Zhi Wei
(Independent Non-executive Director), who was appointed for
a term commencing from 2 November 2018 and expiring on 1
November 2021; and (v) Mr. Ho Wei Sem (Independent Non-
executive Director), who was appointed for a term commencing
from 22 December 2019 and expiring on 21 December 2022.
They are all subject to retirement by rotation and re-election at
least every three years at annual general meeting in accordance
with the Articles.
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CORPORATE GOVERNANCE REPORT (CONTINUED)

BOARD COMMITTEES

The Board has established various board committees, namely
committee of executive Directors, nomination committee,
remuneration committee and audit committee to manage
particular aspects of the Company's affairs and aid in sharing the
responsibilities of the Board. Except the committee of executive
Directors, all committees have their specific written terms of
reference in accordance with the requirements of the CG Code.
All resolutions passed by the committees will be reported to the

Board at the next Board meeting.

No corporate governance committee has been established but
respective board committees (as disclosed below) are responsible
for performing corporate governance functions set out in the
terms of reference in code provision D.3.1 of the CG Code.

Committee of Executive Directors

A committee of executive Directors of the Company was
established on 15 August 1997 which comprises all executive
Directors. They meet frequently and are responsible for the
management of day-to-day business operation of the Group.

Nomination Committee

A nomination committee of the Company (the “Nomination
Committee”) has been established on 29 March 2012 and
consists of five members with a majority of independent non-
executive Directors. They are:

Mr. Tang To (Chairman)

Mr. Tang Yu, Freeman

Mr. Cheng Tak Yin (independent non-executive Director)
Mr. Ho Wei Sem (independent non-executive Director)
Ms. Yeung Shuk Fan (independent non-executive Director)

The terms of reference of the Nomination Committee is posted
on the websites of the Stock Exchange and the Company
respectively.

During the year, the Nomination Committee performed the duties
and responsibilities under the terms of reference and other duties
as required under the CG Code.
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CORPORATE GOVERNANCE REPORT (CONTINUED)
EREBRE (F)

During the year under review, one Nomination Committee
meeting was held and the main works performed by the
Nomination Committee during the year included (i) review of
current structure, size and diversity of the Board; (i) assessment
and review of the independence of independent non-executive
Directors; (iii) review of the Board diversity policy; (iv) review of
the 2019 training and continuous professional development of
Directors; and (v) review of terms of reference of the Nomination
Committee.

A nomination policy of the Company (the “Nomination Policy”)
has been recommenced by the Nomination Committee members
and approved by the Board, and adopted on 29 November 2018.

The Nomination Policy is summarized as follows:

e state the objectives of the Nomination Policy, including
ensuring the Board has a balance of skills, experience and
diversity of perspectives appropriate to the requirements of
the Group's businesses;

e  set out the procedure for the selection, appointment and re-
appointment of Directors;

e set out selection criteria, including but not limited to
qualifications, skills, experience in assessing the suitability
of a proposed candidate and the requirement for the Board
to have independent non-executive Directors in accordance
with the Listing Rules and whether the candidates for
independent non-executive Directors would be considered
independence with reference to the independence criteria or
guidelines set out in the Listing Rules; and

e list out the nomination of Directors applicable laws and
procedures.

The attendance record of the Nomination Committee members

is set out in the heading "Attendance Record of Directors at
Meetings held during the Year” on page 52 of this report.
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CORPORATE GOVERNANCE REPORT (CONTINUED)

Remuneration Committee

A remuneration committee of the Company (the “Remuneration
Committee”) has been established on 27 June 2005 and consists
of four members with a majority of independent non-executive
Directors. They are:

Mr. Cheng Tak Yin (Chairman)

Mr. Tang To

Mr. Ho Wei Sem (independent non-executive Director)
Ms. Yeung Shuk Fan (independent non-executive Director)

The terms of reference of the Remuneration Committee is
posted on the websites of the Stock Exchange and the Company
respectively.

During the year, the Remuneration Committee performed the
duties and responsibilities under the terms of reference and other
duties as required under the CG Code.

During the year under review, two Remuneration Committee
meetings were held and the main works performed by
the Remuneration Committee during the year included:
(i) consideration and review of the remuneration package of
executive Directors; (ii) review of directors’ fees of non-executive
Directors (including independent non-executive Directors); (iii)
consideration of the renewal of letters of appointment for a non-
executive Director and two independent non-executive Directors;
and (iv) review of terms of reference of Remuneration Committee.

The emoluments of the Directors are decided by the
Remuneration Committee, having regard to individual
performance, the Group's performance and profitability,
remuneration benchmark in the industry and prevailing market
condition. The Directors do not participate in the determination
of their own remuneration.
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Details of Directors’ emoluments for the year ended 31 December
2019 are set out in note 10A to the consolidated financial
statements.

The attendance record of the Remuneration Committee members
is set out in the heading "Attendance Record of Directors at
Meetings held during the Year” on page 52 of this report.

Audit Committee

An Audit Committee of the Company (the “Audit Committee”)
has been established on 30 October 1998 and consists of
three members, and all of them are independent non-executive
Directors. They are:

Ms. Yeung Shuk Fan (Chairman)
Mr. Cheng Tak Yin (independent non-executive Director)
Mr. Ho Wei Sem (independent non-executive Director)

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

During the year, the Audit Committee performed the duties and
responsibilities under the terms of reference and other duties as
required under the CG Code.

During the year under review, four Audit Committee meetings
were held and the main works performed by the Audit
Committee during the year included: (i) review of the final results
of the Group for the year ended 31 December 2018; (ii) review of
the interim results of the Group for the six months ended 30 June
2019; (iii) review of the internal audit plan for 2020; (iv) review
of the whistleblowing policy; (v) recommendation to the Board
on re-appointment on external auditor for Shareholders’ approval
and review its audit fees; and (vi) review of terms of reference of
Audit Committee.
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The Audit Committee meets with the chief financial officer and
the Company’s external auditor, where applicable to discuss
their respective audit findings, the accounting principles and
practices adopted by the Group, legal and regulatory compliance,
internal control and risk management systems, and financial
reporting matters (including the annual financial statements
before recommending them to the Board for approval). The
Audit Committee also meets with the head of Internal Audit
Department separately without the presence of management. The
Audit Committee assists the Board in meeting its responsibilities
for maintaining an effective risk management and internal control
systems. It reviews with the Group's internal audit annual plan
together with their resource requirements and considers the
report submitted by the head of internal audit department of
the Company (the “Internal Audit Department”) to the Audit
Committee on the results of risk assessment and effectiveness of
internal controls in the business operations of the Group.

The attendance record of the Audit Committee members is set
out in the heading “Attendance Record of Directors at Meetings
held during the Year” on page 52 of this report.

Whistleblowing Policy

A whistleblowing policy has been adopted on 28 March 2019 for
employees and those who deal with the Company (e.g. customers
and suppliers) to raise concerns, in confidence, with the Audit
Committee about possible improprieties in any matter related to
the Company.
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RISK MANAGEMENT AND INTERNAL CONTROL
The Board acknowledges its responsibility for overseeing the
Group's risk management and internal control systems on an
ongoing basis and reviewed their effectiveness by the Audit
Committee at least annually with the assistance of the Internal
Audit Department. The Group's risk management and internal
control systems, are systems of process performed by the Board
and management to provide reasonable and not absolute
assurance on the effectiveness and efficiency of operations in
achieving the established corporate objectives, safeguarding
assets of the Group, providing reliable financial reporting, and
complying with applicable laws and regulations. The purpose of
the risk management and internal control systems is to identify
and manage various risks which are categorised as strategic,
operational, compliance and financial risks of the Group so as to
reduce, mitigate, transfer or avoid them. However, these systems
are designed to manage rather than eliminate risk of failure in
operational system, and can only provide reasonable but not
absolute assurance against material misstatement or loss.

Internal Audit

To comply with the CG Code in relation to the requirements of
the establishment of internal audit function and appropriate
and effective risk management and internal control systems, the
Internal Audit Department is responsible for preparing an annual
audit plan with use of appropriate risk-based methodology,
evaluating the effectiveness of risk management and internal
control processes through a systematic and disciplined approach,
reviewing financial, operational and compliance controls and
risk management functions, and reporting the findings with
recommendations to the Audit Committee. The Audit Committee
takes the responsibility to review the effectiveness of risk
management and internal control systems, and ensure the
internal audit function and its duties in compliance with the CG
Code.

The internal audit function is carried out by the Internal Audit
Department and its purpose, authority, roles and responsibilities
were formalized under internal audit charter adopted by the
Audit Committee.
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Internal Audit Department prepares an annual internal audit
plan based on a risk assessment methodology upon the Audit
Committee’s approval. Internal audit works are carried out
pursuant to the approved audit plan. Internal audit reports with
audit findings and recommendations are prepared for the Audit
Committee’s review and discussion from time to time.

Risk Management

Our risk management process is embedded in our daily
operations, financial activities, compliance, strategy development
and business planning, investment decision and external factors.
The risk management process includes:

Risk Identification
e |dentifying the risks through department heads and general
manager of each business segment

e Identifying the risks that may have a potential to negatively
affect the business strategic plan of the Group

e Considering the materiality of the impact of the risk

e Accessing the relevancy to the business strategic plan and
the level of potential impact of the delivery of the business
strategic plan

Risk Analysis
e Conducting a quantity measurement to evaluate the risk
level

e Assessing the risk severity according to its level of
consequence and the likelihood of the risk event becoming
actual event

e Determining the risk severity with reference to the historical
data, industry norms and own judgment

Risk Evaluation
e Identifying the risks and assess the options available to
accept, mitigate or avoid the risks

e Deciding the appropriate response in terms of its
effectiveness and establish the priorities
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Risk Treatment
e  Selecting the risk treatment options

e  Preparing and implementing risk treatment plans and
reporting to Audit Committee regularly

Internal Control
The internal control system consists of a set of rules, policies and
procedures and organizational structures which aims to:

e ensure the corporate strategies are properly implemented;
e achieve effective and efficient corporate processes;
e safeguard the value of corporate assets;

e ensure the reliability and integrity of accounting and
management data; and

e ensure the business operations comply with laws, rules,
policies and regulations.

Review of Risk Management and Internal Control, and
Corporate Governance Compliance

The Board, through the Audit Committee, has concluded a review
of the effectiveness of the Group’s risk management and internal
control systems for the year ended 31 December 2019, covering
all material financial, operational, compliance controls and risk
management functions, and therefore considered that such
systems were effective and adequate. In addition, it also reviewed
the adequacy of resources, staff qualifications and experience of
staff and the training programs and budget of the Company’s
accounting and financial reporting function.
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Procedures for handling and dissemination of inside
information

With a view to identifying, handling and disseminating inside
information in compliance with the Listing Rules, SFO and other
regulatory requirements, the Company has adopted a policy
on disclosure of inside information (the “Inside Information
Disclosure Policy”) to regulate procedures and internal controls
in handling of inside information. The Directors and senior
management of the Company oblige to take all reasonable
measures stipulated in the said policy to ensure that proper
safeguards exist to prevent the Company from breaching
the statutory disclosure requirement. The Inside Information
Disclosure Policy covers the following:

e setting out the processes for identifying, assessing and
convening a board meeting to consider and discuss potential
inside information;

e  setting out the responsibilities of officers in preserving the
confidentiality of inside information; and

e identifying who the Company’s authorized spokespersons
are and their responsibilities for communications with
stakeholders of the Company.

The Board considers that the Company’s existing measures are
effective and appropriate compliance mechanisms to safeguard
the Company and its officers in discharging their disclosure
obligations in respect of inside information.
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External Auditor's Remuneration

During the year ended 31 December 2019, the fee paid/payable
to the external auditor in respect of audit and non-audit services
provided by the external auditor to the Group were as follows:

B A BB A
RBEE-_ZT-—NF+A=+—BLEFE"
BR&ET/EETINEZEEM AR ERRZMH
TP B RG2S T

Fee paid/payable

B ENER
HK$'000
FET

Services rendered T 12 it AR 7%
Audit services % ER 75 2,648
Non-audit services IEZ RS 17
Total AT 2,665

RESPONSIBILITY FOR PREPARATION AND
REPORTING OF FINANCIAL STATEMENTS

The Directors acknowledge their responsibility for preparing the
consolidated financial statements of the Group in accordance
with statutory requirements and applicable accounting and
financial reporting standards to enable the presentation of the
consolidated financial statements that are free from material
misstatement, whether due to fraud or error. The Directors will
subject to statutory requirements and applicable accounting
standards, select suitable accounting policies and apply them
consistently, make prudent, fair and reasonable judgements
and estimates and prepare the financial statements on a going
concern basis.

COMPANY SECRETARY

Mr. Yeung Yuk Lun resigned as a company secretary of the
Company on 17 May 2019. Following the resignation of
Mr. Yeung Yuk Lun, Ms. Man Wing Yan remains in office and acts
as the sole company secretary of the Company. Ms. Man is a full
time employee of the Group and reports to the Chairman and/
or Chief Executive Officer. During the year, she has duly complied
with the relevant professional training requirement under rule
3.29 of the Listing Rules.
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SHAREHOLDERS’ RIGHTS

The Company has opportunities to directly communicate with
Shareholders at various annual general meetings and other
general meetings where Shareholders are encouraged to actively
attend. In addition, the Chairman and the chairmans of each of
Nomination Committee, Remuneration Committee and Audit
Committee were present to answer any Shareholder’s questions
at the annual general meeting. The auditor had also attended the
annual general meeting to answer questions about the conduct
of the audit, the preparation and content of the auditor’s report,
the accounting policies and auditor’s independence.

Furthermore, the Company provides information in its annual
and interim reports, and announcements. All shareholders’
communications are also available on the Company’s website at
http://www.cosmel.com.

Convening of a general meeting

Pursuant to section 566 of the Companies Ordinance,
Shareholder(s) representing at least 5% of the total voting rights
of all Shareholders having a right to vote at general meetings
can request the directors to call a general meeting. The request
must state the general nature of the business to be dealt with
at the general meeting and may include the text of a resolution
that may properly be moved and is intended to be moved at the
meeting. Such request must be authenticated by the person(s)
making it and sent to the Company at its registered office in
hard copy form or in electronic form to ir@cosmos.com for the
attention of the company secretary.
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Shareholders’ Power to Request Circulation of Statement
Pursuant to section 580 of the Companies Ordinance,
Shareholder(s) representing at least 2.5% of the total voting
rights of all Shareholders or at least 50 Shareholders who have
a relevant right to vote at a general meeting, may request the
Company to circulate to the Shareholders entitled to receive
notice of a general meeting, a statement of not more than
1,000 words with respect to a matter mentioned in a proposed
resolution or other business to be dealt with at that meeting.
The request (i) must identify the statement to be circulated; (i)
must be authenticated by the person(s) making it; and (iii) may
be sent to the Company at its registered office in hard copy form
or in electronic form to ir@cosmos.com for the attention of the
company secretary at least 7 days before the meeting to which it
relates.

Procedures for Shareholders to put forward proposals at an
annual general meeting

Pursuant to section 615 of the Companies Ordinance,
Shareholder(s) representing at least 2.5% of the total voting
rights of all Shareholders of the total voting rights of all
Shareholders who have a right to vote on the resolution at
annual general meeting or at least 50 shareholders who have
a right to vote on the resolution at an annual general meeting
to which the request relate, may request the Company to give
to the Shareholders notice of a resolution that may properly be
moved and is intended to be moved at that meeting. The request
(i) must identify the resolution of which notice is to be given; (ii)
must be authenticated by the person(s) making it; and (iii) may
be sent to the registered office of the Company in hard copy
form or in electronic form to ir@cosmel.com for the attention of
the company secretary no later than 6 weeks before the annual
general meeting; or if later, the time at which notice of the
meeting is given.
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Procedure for Shareholders and other stakeholders to send
enquiries and concerns to the Board

Shareholders and other stakeholders are invited to access the
Company’s website at http://www.cosmel.com for up-to-date
information of the Company. They are advised to send enquires
and concerns to the Board:

(i) by post at the registered office of the Company situated at
10/F., Billion Plaza 2, No. 10 Cheung Yue Street, Cheung Sha
Wan, Kowloon, Hong Kong for the attention of the company
secretary; or

(ii) by email to ir@cosmos.com for the attention of the company
secretary.

The Board has adopted a revised shareholders’ communication
policy of the Company on 28 March 2019 which is posted on
the Company’s website. Shareholders and other stakeholders can
read the said policy at the Company's website for details.

DIVIDEND POLICY

A dividend policy of the Company (the “Dividend Policy”) has
been adopted by the Board on 28 November 2018. The Dividend
Policy sets out the factors in determination of dividend payment
of the Company, the frequency and form of dividend payments.

When considering the decision on dividend declaration, the Board
will take into account among other things, the following factors:

(i)  financial performance and financial conditions of the Group;

(ii) cash flows position of the Group;

(iii) capital requirements for business plans of the Company;

(iv) investment opportunities available with the Company;

(v) borrowing capacity of the Company so as to capture any
growth opportunities;
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(vi) expected commitment of the research and development on
new products and technology; and

(vii) future outlook of the macro economic environment that
have an impact on the business or financial performance and
position of the Group.

The dividend shall be paid in the form of (i) cash; or (ii) a scrip
dividend; or (iii) a combination of partly in (i) and partly in (ii)
above.

The Board may declare interim dividends at its absolute discretion
in line with the Dividend Policy and may recommend final
dividend payable to the Shareholders at its annual general
meeting in line with the Dividend Policy, subject to the approval
of the Shareholders in the annual general meeting. The Company
may recommend a special dividend in special circumstances.

The Dividend Policy would be subject to revision and amendment
under the Articles and the Hong Kong law, including the
Companies Ordinance and the Listing Rules from time to time.

CONSTITUTIONAL DOCUMENTS
During the year, there is no significant change in the Company’s
constitutional documents.
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT

SCOPE OF THIS REPORT

This Environmental, Social and Governance (ESG) Report (the
“Report”) elaborates the sustainability-related information and
data of the Group during the financial year 2019, mainly covering
the headquarters in Hong Kong and Dong Hua Machinery Ltd.
in Dongguan (“Dong Hua"”). Subject to the development of the
Group's operations and ESG data availability, we review the
scope of reporting annually. Compared to the reporting scope
defined in the previous year, Gainbase Printed Circuit Board Co.,
Ltd. in Shenzhen is excluded and another company, namely,
Cosmos Machinery Technology (Jiangsu) Company Limited in
Wuxi (“Cosmos Jiangsu”) is included because the latter has more
significance to our core operation of machinery manufacturing.
Unless specified otherwise, the disclosed information and data
in this Report include the annual data from headquarters, Dong
Hua and Cosmos Jiangsu in 2019. This Report was prepared
in accordance with the Environmental, Social and Governance
Reporting Guide (the “ESG Guide”) as set out in Appendix 27 to
the Listing Rules published by the Stock Exchange.

Stakeholder Engagement

The Group believes that stakeholder engagement is integral in
driving sustainable growth of our operations. We stay connected
with our stakeholders through various internal and external
communication channels to ensure that our business is responsive
to their suggestions, and that we strive to build a trust-based
long-term relationship with them.

Any individuals or entities having a significant interest in principal
activities of the Group are identified as our stakeholders. The
six main stakeholder categories of the Group are: shareholders,
employees, customers, suppliers, government and regulators, and
banks. Our communication channels with these stakeholders are
categorised as follows:

RiE o2 REBWMS

] &

AREF e REARSE ([ARE])FHAAN
SRR -_T-NAYRFENAFEERAH
ERMBUE T2RTFEERBRURRSE
MRERBERAR ([RE]) AKEER
ERMANEBERMARHENRE HER
EREM BRI RENERLE - ARIN
FFEERREEE - AR E W SOR A RR
NERYNAEREIRERARWEBEER
i # 7 — R AL 85 B KRR OT 8% )
BRAR (DIHAKR])MARSHE AR
BREHERBNBMAEEZOETRAEER-
R S TRCBASN - AR R & I ER &Y B R A BUE R
ERR REMNIHRARAR-_T-NLFNF
JE R - AR AR IR B X A B T AR AN B 8%
T GRE - HERERREIESD
( GRIE-ghEREDD HE-

FHE2H
BPMRAEERDEGHERR KOHEN
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HBBREMT :

—ZT—AEEHR e+ Annual Report 2019

69



70

ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (CONTINUED)

BRI HEREBRS (B)

Stakeholder categories

40 & 85l

Communication Channels

BERE

Shareholders

MR

Emails, telephone calls and postal correspondence
B FEE LB

Company’s website

NN A

Annual general meetings and general meetings
BREBAFAGRBRRERE

Annual and interim reports

FHREPHERE

Circulars, announcements, notices and publications
B NE-BERRM

Investor relations enquiries

REEMAEEN

Employees

‘&

Employee satisfaction surveys

EEMEEHRE

Annual appraisals

FERZ

Team building activities

B A A

Company internal notices and communications

NAEIA BB E KB

Annual dinners of the Company and various business units of the Group
ARRRAEETNREREMLEFRE

Customers

5P

Face-to-face meetings and visits

gHEERS

Day-to-day communications via frontline staff
BBAREENHEES

Industry exhibitions

ERRE

Customer service hotline and email
BEPRGRGEREH

Suppliers
H R

Face-to-face meetings and visits
SHEERS

On-going direct engagements
SEEESH

Government and regulators

Face-to-face meetings and visits

BUR & 8 & e 1 G H &R
Reports and submissions made according to regulatory requirements
RREERTERBELREREH

Banks Face-to-face meetings and visits

R1T 2HRRS
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (CONTINUED)

Materiality Assessment

Over the past few years, the Group has conducted a number
of stakeholder engagement exercises which helped the Group
to determine and prioritise the material topics. In 2019, the
Group reviewed the material topics from previous exercises
and developed a stakeholder survey that covers potential
material topics related to the Group’s businesses and day-to-day
operation. A materiality matrix was developed from the results
of stakeholder questionnaires. The materiality assessment and
prioritisation shown below took two dimensions into account, i.e.
the importance of issues to stakeholders and to the Group. Below
is the materiality matrix based on the assessment results:

BRI HEREBRS (B)

EEMFME

BEBF AKREERETEZEFNHERS
AE AR EEZERREESTARR R
—E-AF o BRMRISTRERERNHES
HAZBENERRAER URAFOHEAS
ME pEAKEBXBELRAEEERENE
EEEZRHARR ARREFNHEHS
HEEENEE - THANERMFEHEMESL
RARBTMALEEA BIZEED B #
MELRAEENEENE - TERRIEFHE
REBEONEEEER

/|

Cosmos Machinery - Materiality Matrix
REHW — EE IR

High Priority &8 %4 5!

HEGENEESE

Importance to Stakeholders

Low Priority {58 5% 4% 5l

Low Priority {£{& 54 3l

High Priority S8 %45l

Importance to Cosmos Machinery

HARBMNE
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (CONTINUED)
RE- HEREBHRS ()

Table 1. Material topics disclosed in this Report cross- R1: AREFENEZZEREEN (R
referenced with ESG Guide aspects R -#HERERES) SZEE

Environmental 3%

1. Air pollutants emission /& 5@ ¥ % Low 1K

2. Greenhouse gas emission ;& 7= 5,82 BE Low &

3. Hazardous waste B EEY Medium 1 ¥
4. Non-hazardous waste 35 Z 1) Low &

5. Energy consumption 878 & #% Medium ¥

6.  Water consumption #£7K Low &

7. Packaging consumption % FEHf Low 1

8.  Other impacts on environment ¥R 2 & & High & ¥ 4
Social &

9.  Employment (E{% High = ¥ ¥
10. Occupational health and safety BB LT 2 High & ¥ ¥
11.  Vocational training 5 2 523l High & Yo ¥
12.  Child labour & T Low &

13. Forced labour 38 #14 T Low 1K

Operating practices & E 18|

14. Supply chain management f i §3 & 12 High & ¥ ¥
15.  Product safety Em%E 2 High = * ¥
16. Customer satisfaction & F i = & High & ¥ *
17. Intellectual property issues 1% & & Low 1K
18. Quality of products EmE £ Low {&
19. Data protection and privacy & £HRE M AL Low &
20. Anti-corruption practices R &5 Low 1&
21.  Whistle-blowing procedures £ {2 /v Low &

Community # &
22.  Community investment #f [& & & Low 1&
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (CONTINUED)

ENVIRONMENTAL ASPECTS

General Disclosure

The Group strives to operate in a manner that minimises
environmental impacts. We continue to explore methods to
reduce our carbon footprint through increasing the efficiency
of using natural resources, enhancing the energy performance
of our products, increasing waste recovery and recycling rates,
and installing emissions control devices. In 2019, there were no
incidents of non-compliance with local environmental laws and
regulations.

Apart from complying with local environmental legal
requirements, we also take extra effort to align with
international, national and industry standards, and we have
designed internal policies and guidelines that are applicable to
our businesses. Making continuous effort in incorporating these
internal policies and guidelines into our daily operations, we aim
to further enhance energy efficiency and improve our overall
environmental performance.

To ensure that we could identify and mitigate environmental
risks more effectively, risk analysis reports on how to respond to
potential environmental emergencies during manufacturing have
been prepared for Dong Hua's manufacturing plant since 2017.
Emergency protocols and action plans have also been developed
by Dong Hua to address adverse environmental impacts.
Additionally, comprehensive environmental impact assessments
are carried out for our major construction or expansion projects
to minimise environmental impacts caused by our operations.

Air Emissions Control

Committed to taking responsibility in reducing air emissions,
the Group has implemented emissions control measures to
reduce emission levels. Dong Hua has installed a Volatile Organic
Compound (VOC) purification system which uses active carbon
filters, central exhaust systems, water spray devices and UV light
purifiers in manufacturing machines to filter associated airborne
pollutants and ensure that emissions meet local standards before
they are discharged into the atmosphere.

BRI HEREBRS (B)

RRTEEHRE

—RIKE
AEBBOARFOTAEEER SRE
TERERE - BRMATES KR EREHR
BRE FBRERRAER BICEMERK
3 RE YN B E R MR RS R
BEOKE BRB|BEREHEH - R=F—N
FoRMLEBEM AT A EMWRFEE IR
REVEM

o

N

BT BT EHRERERN BRI LT
NEEHAENBEER BRMERRE L5
FIEAREEEMBEY BOANBEEK LES
RIS HER A E 2 ER ERER M TER
BRERMAENE(CEEERBNRRREA -

AR BRI A B EERFRER RE
MEEREBR T —LtFRn HEEBRIR

AR ESFREERERITHIER N
BERERFEEE - WIHN RORFAERAAR
REIERTRZMNELETEARREZE
FHE - EREREFERERE -

22 SR BF R
AEEBRERFCEREZRERY St
HETT 2 TRBE IRUAR 1 45 0 P2 AR PR UK - R 2
EEEERE TR EKRIE EHE R 5 /018 3
HEBRIEAWMVOOREREIZRN - FRIER
R BKKERAIMRF LR TEBRBE
EREEL N ZERITRY - 5 AT R EE
REINSES NPT ELE
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (CONTINUED)

BRI HEREBRS (B)

Waste management

The Group aims to maximise resource efficiency and to minimise
waste generation by every possible means. All useful materials
are reused or recycled whenever feasible. We keep track of all
materials that are used and sort them out by category. We have
also developed a database to better monitor our waste data,
which helps us to analyse the recycling rate and develop an
effective waste management programme. Further, we strictly
follow local waste disposal regulations and engage qualified
contractors to handle waste and effluent; whereas recyclables,
such as scrap metal, plastics, paper, waste oil and oil-based paint
containers, are separated at source for recycling.

In strict compliance with new legal requirements of Mainland
China regarding the prevention and control of water pollution
released in April 2018, Dong Hua and Cosmos Jiangsu have
begun to store liquid effluent which is periodically collected and
tested by qualified water effluent contractors.

The Group devotes efforts in waste reduction by implementing
waste management measures at all operation sites. Apart from
the manufacturing plant, staff from the headquarters are also
encouraged to minimise waste generated at the office as part of
our “green lifestyle” initiatives. We have put up posters in staff
canteens to remind employees to order suitable portions of food
and minimise food waste.

COSMOS MACHINERY ENTERPRISES LIMITED e« AE##MEEERAA
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (CONTINUED)

Energy consumption and efficiency measures

The Group believes that highly energy-efficient machines can
increase productivity and further improve cost effectiveness.
To this end, we have been using our technological expertise to
design and manufacture high quality machineries which would
reduce the environmental footprint for our clients. Energy-
efficient models include the 393SEc servo energy-saving thin-wall
high special injection moulding machine, the 450JSell small-and-
medium-size servo-driven two-platen injection moulding machine,
and the Ge electric-plus. The Group has been extensively
promoting our digital control system “iSee 4.0" with very good
response. The system provides real-time data for our clients to
monitor the performance of their machines. While providing users
with a simple overview of their machine performance, the system
also keeps track on production data, stock numbers and related

figures to allow our clients to maximise production output.

Water consumption and recycling

To reduce fresh water consumption, a water recycling system
was installed in the industrial paint booth of Dong Hua to lower
overall water consumption. During the spray painting process,
fresh water is required for paint sludge removal to keep the
tanks and pumps of the paint booth clean. The water would be
filtered from the wash paint and recycled several times before
being replaced. Water saving reminders were posted in kitchens
and lavatories to educate employees about reducing water
consumption.

Green Office

Office operations are another focus of the Group’s efforts to
implement green practices and raise environmental awareness.
At our Hong Kong headquarters, we have been introducing
the green office guidelines since 2017 to raise environmental
awareness among our staff.

RIg. HERERME (H)

BEREE R AR MR IE

BPRAR R R B B IR EE T
P ARz - B T ETE R R RERMNE
BERFAREEEEERW BEPRERRER
EN o B P RLE A = AL IR S 22 i 28 B2 $E 393 SEc A
fR &0 858 B2 = IR X 2B # - 450)Sellp /Y
MR LB Ge2 B - NE B F AR
HER MBI T & RI=6 £ 4% [iSee 4.0] -
BEEREBE -ZEARERBEERERGE

FR P s B M 28 e BB VE R o ? K’%Lﬂ”ﬁéﬁ%
BMERTEEMN R BB AES
B FERESHEBER HEFPEI&ERN
B Ko

HEKERER

REQBK RERITEBEREREREK
B ERG EAREBBAKE - BRIFH
EEARKBELENRGHE MRBEREH
B 7K BT A1 7K 3R B R o 1 2 4% AT R BR 2K R B9 O
BadE MEEKGERZRABEER R
b2 5N TR %% BT BB KRB TR AR BB B R
NORBBIEHAK

RERER
MAERAEEERGEHMANERRRE
BHE—BH -BEEBR T —LFHF]
THRERAERE FEMBEINRRE
e
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (CONTINUED)

BRI HEREBRS (B)

“Green Office
Green Month” campaign, we introduced various office-related

Having joined Friends of the Earth Hong Kong's

green practices to reduce unnecessary electricity consumption
and set up the Cosmos e-Library to encourage our staff to
enjoy reading ebooks in their spare time. The Group has also
implemented measures to ensure that resources are fully utilised
at our headquarters.

Furthermore, we supported staff's participation in a number
of green activities and promoted the benefits of leading a
healthy and green lifestyle, including the Red Packet Recycling
programme by Greeners Action, mooncake tins recycling
programme by Délifrance, WWF's Earth Hour campaign, and “No
Air Con Day” by Green Sense. These activities have enhanced the
awareness of our staff in protecting the local environment, and
they are eager to share what they have learned with their friends

and family members.

To further promote an environmentally-responsible lifestyle and
the use of sustainable energy, we continued to participate in an
indoor cycling competition in 2019. Our team that comprised
some employees from the headquarters took part in the challenge
by pedalling an electricity-generating kinetic bike.

ﬁzfﬁ/ BT JBHIR 2 KB (%DEB.;F*“_?
BE RRERNEHRITZERRERR D
BEREE Hﬂi‘“ifkﬂﬁhiliﬁEJ
SBETHEAHKRMNEEFENTEE 5
el AR HERATNERFAER -

BMZHEIRO2ESZIAGZEEE HE
EEREENEE BERETHERESZETHN
[F 2 BN EAXITE ] - Délifrance 2 i &9
B AgEETE R EAES TN (MR —
PRI FRREEN [(BLAR] -REMT
BREDPRBINREAHBREHNEE T
BENEBR D Z MR-

AR HERRARN AT T AR E A FERL
R BAR - NFEESNMERNEEE-
BEFHRZUANRAEER WEAIZXENS
EEEEEAEMSBEE WS-

Konica Minolta Green Concert “Extreme Power Generatlng Challenge
Lo | EREER

BERH2E[MERERLERES
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (CONTINUED)
RE HEREREE (H)

This year, we also partnered with the Ocean Park Conservation FR - RIFEEFAEREES (OPCRHERT
Foundation (OPCF) to co-organise “We Love Ocean 3000 Flag 1% #% [We Love Ocean 3000 H | - & TH
Day” at our headquarters. Staff volunteers sold flags at the ZHELBERASFABREESER
headquarters to raise funds for the OPCF, while grasping the Wit EREREKEVMEMIFFEEN
opportunity to raise awareness of protecting aquatic species and ERBEE LK EFREMETE -

support the OPCF's ocean conservation research programme.

"LLE

e BESHABREES WNO

= DIEAN PARE DONSERVATION FEUMOATION, HOMG EOMG FLAG

“We Love Ocean 3000 Flag Day"” at the Hong Kong office
EEH BB EE 1T [We Love Ocean 3000E & A |
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BiE. 8K

To keep the environment-friendly momentum going and help FHFERAESHEEERREL R _ZT—N
our offices “go green”, we encouraged the entire workforce to  F B2 E THREUTFIRFEE
implement the following green measures in 2019:

Electricity Energy saving labels are placed on all electrical appliances and light switches to remind staff to
£V} conserve energy.
EFAEEIBERE FEHORRRERT RMB ISR
To reduce energy consumption, all computers are set to auto energy-saving mode.
HEMRTAEBEEER SFHRE-
Staff are reminded to switch off all lighting, air conditioning and electrical appliances before
leaving the workplace.
RESIBMIEREKHEEMEERE SRREH-
Lighting would be switched off during non-business hours, unless for safety and security
purposes.
EWAREEEER AEENEEERZERREFTERE -
Water Water saving labels are in place to remind staff not to leave the tap running in the pantry.
K REGETX KR E  IREEE TN EEAOKHEA KRB E -
Waste Recycling bins are set up at the office to encourage staff to separate recyclables, such as paper,
237 plastic and metal.

R RERBEYAE - DEOERER 2R R ESBE A Kk -
Used envelopes, folders and shopping bags are collected in recycling bins for staff to reuse.

RERMPHEEEERSS XHREBEYRRETHER-

Office Equipment

Staff are encouraged to purchase environment-friendly stationery and office equipment

N as a priority and not to purchase stationery and office equipment with potential adverse
environmental impact.
FEHEIEARBREXARMAERE URTHEBSHREERNEENXARMRAZER
1o

Others To reduce paper consumption, employees are encouraged to adjust document margins and font

EAh size before printing, use double-sided copying, and reduce colour printing.

SEE TTEIRARXHERRFRAN RAEEZNIR I ZETE LRI RARE -
The Company’s annual report is printed with environment-friendly (wood-free) paper.

RARFRES (EAMR) DEARR B FH-

Green Manufacturing

RREE

The Group has identified that key environmental impacts caused FHMIEH A FEBKEEREPEER =A%k
by its operations are related to energy, air emissions, water HKEREVERBBANRELE WeHE
and waste management. We are committed to minimising  7E%& 4 7 5% b6 B R & TR 3T B BORN 3 AT R 4 7
environmental impacts by continuing to apply new technologies MM R BRKERRTZEREFE - Fln- &
and upgrading hardware at our production plants. For instance, ¥ER-_T—tFELRREEEREEER
Dong Hua has installed provincial motors, inverter air compressors — EE#4g 1 - LA R LED&E B - KIgR K AEERE K
and LED lights, resulting in significant energy savings in the &IRFEA=E-

manufacturing process since 2017.
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Environmental Data Summary
The Group's major annual resources consumption, emissions and

ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (CONTINUED)
RE HEREREE (H)

REEE-E

TRIMAEENTIEERFERBE

waste generation data are displayed below. WE REEYE &I -
2019 Resources Consumption Data Summary 019 EREAESERE
Amount
gE
Hong Kong Cosmos
Description Units Headquarters Dong Hua Jiangsu Total
85 B BBAH RE STE AR BE
Natural gas m? - - 53,574.00 53,574.00
AAR VAR
Diesel for vehicles Litres - 10,297.00 2,850.00 13,147.00
B AT
Petrol for vehicles Litres 5,988.18 5,840.00 2,970.00 14,798.18
BRI ~H
Electricity kWh 173,614.00 3,012,950.00 3,586,500.00 6,773,064.00
g TRE
Total Energy used GJ 833.93 11,447.12 15,208.85 27,489.91
HBELIR{E A TEEE
Water m? 253.00 76,115.00 20,100.00 96,468.00
K MK
Packaging (plastics) Tonnes - 7.77 4.60 12.37
aEY (28) YN
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (CONTINUED)
SO A (4
E/n#ﬁlm (,HE)

BiE. 8K

2019 Emissions Data Summary 2019 SR ERBBERE
Amount
yE
Hong Kong Cosmos
Item Description Units Headquarters Dong Hua Jiangsu Total
HA 5l B BAEAN RE LE K B
Air Emissions SOx kg 0.09 0.25 0.09 043
ERITHY ik=Rlet) R
NOx kg 4.90 4.84 529 15.03
pE=t(et) Nis
PM kg 0.36 0.36 0.39 1.1
TR NI
Greenhouse gas Scope 1 Direct GHG Tonnes of COze 16.22 43.27 189.87 249.35
(GHG) emissions Emissions'
mER BN BE-EZRRERBHEN LH_SKES
Scope 2 Energy Indirect GHG Tonnes of COze 88.54 1,536.60 1,829.12 3,454.26
Emissions?
HE_RREERAERE LSBE_S{tRES
Scope 3 Other Indirect GHG  Tonnes of COze 25.16 7.42 - 32.58
Emissions?
BE-HMEZRERE LH_SKEE
Total GHG Emissions Tonnes of COze 129.92 1,587.30 2,018.98 3,736.20
RERBHREE AW S iREE
Waste water Wastewater m? - 100,000.00 11,000.00 111,000.00
discharge FEK 7K
A KBER
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (CONTINUED)
RE HEREREE (H)

2019 Waste Collection Data Summary 2019 BEYREHERE
Amount
g
Hong Kong Cosmos

Description Units Headquarters Dong Hua Jiangsu Total
L] Efy EhL s RE TE AR B
Hazardous Waste Waste oil Tonne - 8.01 1.00 9.01
BERY & N

Qil containers* Pieces - 251 54 305

hRs 1

Qil paint containers* Tonne - 3.95 0.50 4.45

WRE NI

Others (e.qg. activated carbon and Tonne - - 3.50 3.50

filter, and paint sludge) N

Hft (MERBRIEERRERE)
Non-Hazardous Waste  Metals (e.qg. steel, iron, welding slag) Tonne - 302.51 490.19 792.70
FEEEY B (i & 88%) A

Plastics Tonne - 6.54 - 6.54

2R YN

Paper (e.g. cardboard) Tonne - 26.63 - 26.63

HR (MARE) NI

Others (e.g. scrap, wiring, wood, slow Tonne - 199.37 21.14 220.51

moving inventory)

Hio (g Ak B8 BAM N

BRYEE)

Paper Recycled® Tonne 0.54 - - 0.54

EEEIE N
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (CONTINUED)

BRI HEREBRS (B)

2019 Resources Consumption and Emissions Intensity Data

Summary

Description Units Amount
Pzl By B
Energy used per sales GJ per million HKD of sales 52.93

FHHERTNRERERE

Water used per sales

FHHERTHAKE

Packaging materials (plastics) used per sales
FHHERINEEY (ZB)RE

Scope 1 Direct GHG Emissions per sales
FHHERINEE —ERRAERBHENE
Scope 2 Energy Indirect GHG Emissions per sales
P HERNEE —REERERBHENE
Scope 3 Other Indirect GHG Emissions per sales
FHHERTNBE=-EMEEAERBENE
Total GHG emissions per sales
FHEEETNAERBERES

Total hazardous waste per sales®
FHHERINE TR RES

Total non-hazardous waste per sales

FHHERTNFEZTENEE

Notes:

THhREE SEEETHERT

m3 per million HKD of sales 185.76
NHK SEBETHER

Tonnes per million HKD of sales 0.02
NURESIER- Vbt Sh-X: oy

Tonnes of COze per million HKD of sales 0.48
RE—RLIREE - BABBTHEET

Tonnes of COze per million HKD of sales 6.65
ABE_ELIREE BABBTHEE

Tonnes of COze per million HKD of sales 0.06
NE—SLIREE - BABBITHE R

Tonnes of COze per million HKD of sales 7.19
RE—RLIREE - BABBTHEET

Tonne per million HKD of sales 0.03
NWE - FHEBTIHE BT

Tonne per million HKD of sales 2.02

N FHEBITHERE

EX

0195 EREAEBRSAFRFEHERE

HE-EXREREINENEHERR

1. Scope 1 direct GHG emissions caused by the natural gas 1.

consumption were calculated with reference to emission factors
stated in the China Greenhouse Gas Emissions Accounting
Method and Reporting Guide for Machinery Equipment
Manufacturing Corporations.

Scope 2 energy indirect GHG emissions were calculated with
reference to emissions factor stated in the CLP 2018 Sustainability
Report.

Scope 3 other indirect GHG emissions were calculated with
reference to ICAO emission factors.

Qil containers and oil paint containers may contain hazardous
contents.

Most of the hazardous waste were available in tonnes, apart from
oil containers, which was excluded in the calculation.
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (CONTINUED)

SOCIAL ASPECTS

General Disclosure

Our philosophy of being “people-orientated, pragmatic and
continuously learning” is the key of maintaining a highly-efficient
workforce with caring internal relationship. Apart from providing
a pleasant and safe working environment for our employees, we
also strive to attract the best talents to support our sustainable
growth. As a responsible manufacturer, we aim to manage our
supply chain in a socially responsible manner, and we ensure
that our suppliers adhere to the Group’s sustainable business
practices. The Group not only focuses its efforts in minimising
environmental impacts, but also constantly looks for ways to
foster a caring community. We are proud to have received the
Caring Company Logo from the Hong Kong Council of Social
Service for over ten consecutive years.

The Group respects human rights and complies with all local
labour laws as well as local workplace and social standards.
We have established a code of conduct for our employees to
ensure the integrity and governance of our operations, while
maintaining a high standard of professional conduct. We do not
tolerate any form of corruption, forced labour, child labour, or
sexual harassment anywhere in our operations. We offer equal
opportunities to all qualified applicants and staff members, and
refrain from any type of discrimination.

To facilitate effective communication between our staff and
the Group’s management, we encourage employees to voice
their opinions freely through various communication channels
and to seek assistance through formal mechanisms in case of
grievance. Any opinions received through these channels will
be handled confidentially. We strictly abide by local laws and
regulations of the regions where we operate, and observe the
industry’s employment practices. During the reporting period,
no legal cases were reported regarding our labour practices or
market operations or regarding any issues related to product

responsibility.
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BRI HEREBRS (B)

Employment and Welfare

To build a motivated workforce, the Group offers competitive
remuneration and benefits. We conduct an annual performance-
based appraisal to assess the work performance and leadership
skills of our staff at different levels. This appraisal is also used as
a reference for adjusting remuneration and bonuses accordingly.
We ensure that our staff benefits comply with local legal
requirements. Apart from medical insurance, provident fund and
pension contributions, we also offer employees various leave
entitlements, including annual leave, marriage leave, maternity
and paternity leave, bereavement leave, examination leave and
injury leave.

The Group has been promoting healthy work-life balance to
our staff. In 2019, we continued to organise a range of social
activities for employees, including birthday parties, Father’s Day
and Mother’s Day celebrations, and other festive celebrations.
Dong Hua has also specially arranged a trip to celebrate Women's
Day on 8 March 2019, where the employees enjoyed a day out
at the Dongkeng Agriculture Garden. Through a guided tour,
participants learnt more about the health benefits of different
Chinese herbs and the use of herbs in various treatments for
specific health conditions.
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Dong Hua Women's Day Trip
REFUBHHRE
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (CONTINUED)

We believe such wide variety of leisure events would help
strengthen staff relationships, as well as maintaining healthy
work-life balance. In order to attract employees with
different talents and interests to participate in our activities,
we participated many forms of sports activities, such as
football games, running, and sports fairs. In 2019, Dong Hua
representatives participated in the 2019 Worker Sports Fair and
snooker tournament organised by our staff association.

Workplace Health and Safety

Workplace health and safety is always our first priority. The
Group directs great effort in building a robust culture of health
and safety for all our staff. Policies and guidelines for safety
equipment, occupational hygiene and prevention of occupational
diseases are well established for all manufacturing facilities
in Mainland China to ensure all employees understand the
importance of maintaining workplace safety. A Safety Production
Committee made up of safety officers has been put in charge
of monitoring and managing safety initiatives and preventing
workplace accidents. We conduct health and safety training
regularly, covering topics such as first aid, handling hazardous
chemicals and production safety. In addition, compulsory
emergency fire drills and site inspections are conducted for
employees at all levels on a regular basis.

We do our utmost to provide an accident-free workplace
for employees. Dong Hua has established a comprehensive
Prevention of Occupational Diseases Policy under which on-site
safety officers were appointed to conduct daily safety patrol and
generate weekly follow-up reports on safety issues identified and
corrective measures taken. The implementation of these safety
measures have been providing positive results, as the number of
work-related injuries and lost days have significantly decreased in
the last two years.

As an industry leader of machinery manufacturing, we strive to
uphold the latest occupational safety laws and regulations. Apart
from providing intensive training programmes for employees, we
have also arranged complimentary annual health screening for
different levels of staff in Dongguan to ensure the health and
well-being of our workers.
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BRI HEREBRS (B)

In order to enhance Group-wide productivity and competitiveness,
staff at the headquarters were encouraged to participate in the
"Joyful@ Healthy Workplace” programme in 2019. Co-organised
by the Occupational Safety and Health Council, the Department
of Health and the Labour Department, the programme aimed to
reinforce the concept of healthy eating at workplace, promote
physical activities to our employees, and help employees manage
their mental wellbeing.

Staff Development

In terms of staff development, the Group arranges various
internal and external training programmes for staff at all levels,
encouraging them to enhance their professional skills and
knowledge for each particular role. To support continuous growth
of the Group, we have offered work skill training courses at Dong
Hua, such as cleaner production, effective assembly, injection
moulding machine installation and operation, etc.

As an industry leader, we aim to stay ahead of the industry trend
and ensure that our staff are equipped with an excellence skill
set. In 2019, staff were encouraged to take part in the Dongguan
Electrician Competition, and ten of our electricians from Dong
Hua took up the challenge of testing their electrical skill set
through a competition with other electricians of the industry. This
event gave our electricians the opportunity to better understand
the latest industry standards and technology.

Product Quality

It is our priority to improve product quality along the entire
value chain, from sourcing right through to manufacturing and
sales. Our manufacturing units ensure that both raw materials
and finished products meet international standards, such as
the “Restriction of the Use of Certain Hazardous Substances
in Electrical and Electronic Equipment (RoHS)” and halogen-
free requirements defined by the International Electrochemical
Commission (IEC). This effort is complemented by the Quality
Department which conducts regular quality checks and
monitoring to ensure our products are up to the highest
standards. To strengthen our after-sales management, satisfaction
surveys are conducted and product recalls would be arranged if
any product defects were identified.
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (CONTINUED)

In addition, our manufacturing sites have demonstrated a
firm commitment to providing high-quality products through
implementing recognised quality control management systems,
such as ISO 9001.

The development of the Guangdong-Hong Kong-Macao
Greater Bay Area (Greater Bay Area) is one of the key strategic
directions of the PRC. Accordingly, the Group has taken the
opportunity to expand its market exposure in that area. A
number of government officials and postgraduates from Tsinghua
University were invited to visit our Dong Hua manufacturing
plant where we exchanged ideas on the manufacturing industry’s
development within the Greater Bay Area. During the tour, we
introduced to our guests our quality control system and the
innovative technology adopted for manufacturing, as well as
the in-house developed “iSee 4.0" digital platform. In return,
our guests shared their observations on the evolving market
trend, technology development and challenges that were
identified within the industry. This visit provided us with valuable
insights into improving the overall manufacturing process and
strengthening our quality control system.

BRI HEREBRS (B)
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BRI HEREBRS (B)

Number of Suppliers by Geographical Region in 2019

0195 BRI SN HEETHE

Quantity
Location ith 2% g5E
Hong Kong &/ 22
Mainland China A B A 3 418

Supply Chain Management

We have been working closely with our suppliers to ensure that
social and environmental considerations are taken into account
throughout our sourcing activities. We review our supply chain
management policies and green procurement guidelines regularly,
and conduct periodic assessment of suppliers’ performance.
Any breach of supplier agreements may lead to legal action in
accordance with our corporate policies.

To establish a good procurement practice, we monitor suppliers’
quality and their social and environmental performance. We
conduct examination at every stage of the manufacturing
process to ensure our suppliers and the materials they provide
comply with local laws and regulations. Corrective actions will be
implemented in a timely manner if any product safety concerns
are raised or any violations of product declaration and labelling,
human rights, customer privacy protection, anti-corruption and
intellectual property rights are identified.
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (CONTINUED)

Caring for the Community

The Group actively promotes and participates in community
activities to contribute to developing a caring community. A staff
volunteer team has been established to take part in charitable
events regularly and gather donations and supplies for people
in need. In 2019, our staff volunteer team from headquarters
raised and donated around HK$30,000 to support local charitable
services. We also participated in various community activities,
such as Skip Lunch Day organised by The Community Chest,
and Happy Easter fund raising for Lok Sin Tong, to support local
community and social services.

BRI HEREBRS (B)
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Happy Easter fund raising at our Hong Kong office in support of Lok Sin Tong
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (CONTINUED)
RE- HEREREE (H)

HEHE -8
TRIMAEENTELSERBREIE-

Social Data Summary
The Group’s major annual social performance data are presented
in the following tables.

Total Staff Head Count as of 31 December 2019 and 2019 R2019F12531HETHEANER2019FEEFS

90

Annual Staff Turnover T F
Category Description Staff Headcount | Annual Turnover
Al i 88 ETAH FERIAY
Gender Female 87 19
MR 4
Male 422 163
B4
Rank Senior Level 21 3
B 4R =HRAE
Middle Level 58 3
R AE
General Staff 435 176
—BBEAE
Age Under 30 72 43
F #h 305% AT
30-50 329 114
30-50%%
Over 50 108 25
50B% A £
Geographic Region Hong Kong 12 5
& B
Mainland China 477 177
AR A A
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Workplace Health and Safety Performance Summary

ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (CONTINUED)

RIE. HERE

TIFEREEL ZENAE

R (&)

Number of work-related fatalities

BE{ER AR A B BINRE

Number of work-related injuries 3
HEXHBENIER
Days lost due to injury 275
EIGHEEATIERH

Total and Average Training Hours Per Staff Member in 2019

2019 & £ 8 T #1255 8 R A 155 5 b5 B

Rank

Senior Level 144.75 6.89
SHMAE

Middle Level 571.25 10.78
RPN =

General Staff 7,385.00 16.98
—REBRAE
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HKEX ESG REPORTING GUIDE CONTENT INDEX

TABLE

General
Disclosures and
KPIs

—RIFEER
BEENER

Aspect A1: Emissions
BE1: ATEERY

General Disclosure

—REE

KPI'A1.1

KPI'A1.2

KPI'A1.3

KPI'A1.4

KPI'A1.5

KPI'A1.6
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COSMOS MACHINERY ENTERPRISES LIMITED

Description

g

Information on:

(a) the policies; and

(b)  compliance with relevant laws and
regulations that have a significant impact
on the issuer relating to air and greenhouse
gas emissions, discharges into water and
land, and generation of hazardous and non-
hazardous waste.

ERERKRERBHMR  MAKRLEEES - F

ERFEEEEYNEESTH :

(@) BUK: R

(b) EFHBETABERAZEMNHEBRERERAED
BB R -

The types of emissions and respective emissions

data.

HE AR Y0 1 KR I AR R R AR o

Greenhouse gas emissions in total and intensity.
BRERBEHFRERTE -

Total hazardous waste produced and intensity.

MELBERRNBERTR

Total non-hazardous waste produced and
intensity.

EEIFEZEEYEERER -

Description of measures to mitigate emissions and
results achieved.

e 2L VR (K R A2 O HE B R FTAS B R ©

Description of how hazardous and non-hazardous
wastes are handled, reduction initiatives and
results achieved.

R R ERIIFBEEEEMN AL REEES
BRI R PSR o

AERBEEBRA R

B (RR HEREGHREE
5]) MERBREIR

Reference
Chapters Page No.
SREW =]

Remarks

B

Environmental
Aspects
RIBEFZHE
— General
Disclosure
— R EE
— Green Office
RRER
— Green
Manufacturing
RIREE

73, 75-78

79-82 Restatement of PM
emission in 2018 to be
0.47kg

EH Y2018 F BRI

BO0ATA T

Environmental
Data Summary
BRI 5

Environmental 79-82
Data Summary
ERBE— B
Environmental
Data Summary
BRERE B
Environmental
Data Summary
EHBIE— %
Green 78
Manufacturing
RIREE

Green 78
Manufacturing
RIREE

79-82

79-82
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (CONTINUED)

Description
i ot

Aspect A2: Use of Resources

EmA2 - ERERA

General Disclosure

—REE

KPI'A2.1

KPI'A2.2

KPI' A2.3

KPI A2.4

KPI' A2.5

Policies on the efficient use of resources, including
energy, water and other raw materials.
BERERABER (BEER KEREMERME) /K
%o

Direct and/or indirect energy consumption by type
in total and intensity.

RERESNEER SHEEEREEEREE -
Water consumption in total and intensity.
BREKEBREE -

Description of energy use efficiency initiatives and
results achieved.

it RER 2 A Az 5t B PR ASAR

Description of whether there is any issue in
sourcing water that is fit for purpose, water
efficiency initiatives and results achieved.

3 S BRGE AR KO AT A R fe] R RE - LA R R AR K
Mt B RPIERR -

Total packaging material used for finished
products and with reference to per unit produced.

HRRAAERMHNERERBEEEMHE -

Reference
Chapters
SREMH

Environmental

Aspects

RIBFZHE

— General
Disclosure
— R

— Green Office
RRERE

— Green
Manufacturing

IRIREE
Environmental
Data Summary
RAKE—H
Environmental
Data Summary
RAKR—H
— Green Office

RRER
— Green

Manufacturing

IRIREE

— Green Office
RIREE

— Green
Manufacturing
RIREE

Environmental

Data Summary
B BIE— B

BRI HEREBRS (B)

Page No. Remarks

" B £

73, 75-78

79 & 82

79 & 82

75-78

75-78

79 & 82
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General
Disclosures and

KPls Reference
—REER Description Chapters Page No. Remarks
BRERER i SREH B B &

Aspect A3: The Environment and Natural Resources
BEA3: REBERRAER

General Disclosure Policies on minimising the issuer’s significant Environmental 73, 75-78
— T impact on the environment and natural resources.  Aspects
WEBTAHBERRABRENEATZENR REFTEHE
xo - General
Disclosure
—RIKEE
— Green Office
RREE
— Green
Manufacturing
IRIREE
KPI A3.1 Description of the significant impacts of activities Green Office 75-78
on the environment and natural resources and the  RIREE
actions taken to manage them. Green
W EBTHHRBERRAAERNEAFYENE  Manufacturing
KREEEMTZENITE- RIREE

Aspect B1: Employment

[EEB1 : £ %
General Disclosure Information on: Social Aspects 83-85
— R R (@) the policies; and HEEXZHE
(b)  compliance with relevant laws and — General
regulations that have a significant impact Disclosure
on the issuer relating to compensation — R
and dismissal, recruitment and promotion, — Employment
working hours, rest periods, equal and Welfare
opportunity, diversity, anti-discrimination, &% & 1& 7
and other benefits and welfare.
B R R BERES  THERS - REA-F
EHE - 2k RIRAE AR E 58 R EF g
(@) BE: R
(b) BEFHBETABEAZENHEBEERRARM
AR -
KPI'B1.1 Total workforce by gender, employment type, age Social Data 90
group and geographical region. Summary
BRI EEEE  FREN BRI SNESRE HSHE—F
o
KPI B1.2 Employee turnover rate by gender, age group and  Social Data 90
geographical region. Summary

ZIER FRAR MR E S HER MK E- HEHE—%8
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General

Disclosures and

KPls

—REER Description
BREVER i utt

Aspect B2: Health and Safety
[EMB2 : RFEHET 2

General Disclosure Information on:
— R (@) the policies; and

(b)  compliance with relevant laws and
regulations that have a significant impact
on the issuer relating to providing a safe
working environment and protecting
employees from occupational hazards.

FERHEZ2TERERREREREBEBELESR

FH

(@) HBE: Rk

(b) EFHEBEITABEAZENHEEERERAM
BB R -

KPI B2.1 Number and rate of work-related fatalities.

ETEMEMIE T AB R X

KPI B2.2 Lost days due to work injury.
HAITEGHRATERH:
KPI B2.3 Description of occupational health and safety

measures adopted, how they are implemented
and monitored.

F it P R AN O B 2R R R B 2 2 - DA AR AT
REETE-

Aspect B3: Development and Training

JEmEB3 : BRE R

General Disclosure Policies on improving employees’ knowledge and

— R T skills for discharging duties at work. Description
of training activities.
BERHEE BT TIERE &Y A H AR BUR ©
B IFIES o

KPI'A3.1 The percentage of employees trained by employee
category.
ZEEBEMNESHZIEEE L

KPI'A3.2 The average training hours completed per

employee by employee category.

REBERNE D SREBTRZIH TR -

BRI HEREBRS (B)

Reference
Chapters Page No. Remarks
SREH =1 Bt 3£

Social Aspects 83 & 85-86
HEeXEHE
— General
Disclosure
—MRIREE
— Workplace
Health and
Safety
TEMfE R
o

Social Data 91
Summary

HEEE—Y

Social Data 91
Summary

HEBE—F

Workplace Health 85-86

and Safety
TEfRRERRZ 2

Social Aspects 83 & 86
HETFTEHE
— General
Disclosure
—RIRE
— Staff
Development
BTERE
Social Data 91
Summary
HEEE—8
Social Data 9
Summary
HEHE -8
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General
Disclosures and

KPls Reference
—REER Description Chapters Page No. Remarks
BRERER i SREH B B &

Aspect B4: Labour Standards

[EEB4 : &5 T 2R
General Disclosure Information on: Social Aspects 83-85
— R E (a) the policies; and e EEE
(b)  compliance with relevant laws and - Ganaral
regulations that have a significant impact on Didlesine
the issuer relating to preventing child and _ emar—
forced labour. - ﬁxﬁ&&g
HBBIEE TR M ST - Employment
@ HE: R and ngiare
b) MIHBFTAGEARE0AMEARRHG  (REREF
BE Rt o
KPI A4 .1 Description of measures to review employment Employment and ~ 84-85
practices to avoid child and forced labour. Welfare
B AR EINEEAREETRAHSET .  meper
KPI A4.2 Description of steps taken to eliminate such Employment and ~ 84-85
practices when discovered. Welfare
BREERERERHERERERARENE EmpE
Aspect B5: Supply Chain Management
JETBS : /e EE
General Disclosure Policies on managing environmental and social Social Aspects 83 & 88
— MR risks of the supply chain. HEerEHE
I RS IR B W R R _ General
Disclosure
—MRIKEE
— Supply Chain
Management
1 e 9 12
KPI A5.1 Number of suppliers by geographical region. Supply Chain 88
?Eﬂtlﬁ%ﬂ’ﬁﬂ'ﬂfﬁﬁﬁ?ﬁﬁ%l B e Management
e 2 B R
KPI'A5.2 Description of practices relating to engaging Supply Chain 88
suppliers, number of suppliers where the Management
practices are being implemented, how they are HESEE

implemented and monitored.
fet B B A AR ER  mEHRITERBER
HEBBE URBRAEBINATRERD A
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Description
i ot

Aspect B6: Product Responsibility

[BHEB6 : EmMEE

General Disclosure

—REE

Information on:

(a) the policies; and

(b)  compliance with relevant laws and
regulations that have a significant impact
on the issuer relating to health and safety,
advertising, labelling and privacy matters
relating to products and services provided
and methods of redress.

ERARHEERNMRBHEEEZE BS BH

KRB EE A RERT AR :

(@) HBE: Rk

(b) HSFHEITABEAFENBEAERAEA
&R

Aspect B7: Anti-corruption

BEB7 : RE)S
General Disclosure

—REE

KPI'A7.1

Information on:

(a) the policies; and

(b)  compliance with relevant laws and
regulations that have a significant impact
on the issuer relating to bribery, extortion,
fraud and money laundering.

BRABIERERR B3R BRRE RO R A

(@) BE: R

(b) BEFEEBEITABEARZENEEERERARA
BYE R -

Number of concluded legal cases regarding

corrupt practices brought against the issuer or its

employees during the reporting period and the

outcomes of the cases.

RERBAANHBETAXHEERHVEEENE

EHRARGEEA RFRER -
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Reference
Chapters Page No.
SREH =1

Remarks

B =

Social Aspects
HETEHE

— General

83, 86-87

Disclosure
— R

— Product Quality
EmEXR

Social Aspects 83 & 88
HEeEEXEHRE
— General
Disclosure
—RIREE
— Supply Chain
Management
HIEHEE IR

General 83
Disclosure

—RIKE
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General
Disclosures and

KPIs Reference
—REER Description Chapters . Remarks
BRERER i SREH B &

Aspect B8: Community Investment
[ETEBS : it KE

General Disclosure Policies on community engagement to understand  Social Aspects 83 & 89
— R the needs of the communities where the issuer HEErEHE
operates and to ensure its activities take into — General
consideration the communities’ interests. Disclosure
BRAAIE R 2R T iR & BT R FHE EMELR —MRIREE
HEBEHEEREENEOBUR - — Caring for the
Community
BEA
KPI A8.1 Focus areas of contribution. Caring for the 89
HrERiEE - Community
Bt =
KPI A8.2 Resources contributed to the focus area. Caring for the 89
EEFHBEMEAER - Community

ik
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INDEPENDENT AUDITOR'S REPORT

TING HO KWAN & CHAN
CERTIFIED PUBLIC ACCOUNTANTS (PRACTISING)

9th Floor, Tung Ning Building
249-253 Des Voeux Road Central
Hong Kong

TO THE MEMBERS OF COSMOS MACHINERY ENTERPRISES LIMITED
(incorporated in Hong Kong with limited liability)

OPINION

We have audited the consolidated financial statements of
Cosmos Machinery Enterprises Limited (the “Company”) and its
subsidiaries (collectively referred to as “the Group”) set out on
pages 106 to 284, which comprise the consolidated statement of
financial position as at 31 December 2019, and the consolidated
income statement, the consolidated statement of comprehensive
income, the consolidated statement of changes in equity and the
consolidated statement of cash flows for the year then ended,
and notes to the consolidated financial statements, including a
summary of significant accounting policies.

In our opinion, the consolidated financial statements give a
true and fair view of the consolidated financial position of the
Group as at 31 December 2019, and of its consolidated financial
performance and its consolidated cash flows for the year then
ended in accordance with Hong Kong Financial Reporting
Standards (“HKFRSs”) issued by the Hong Kong Institute of
Certified Public Accountants (“HKICPA") and have been properly
prepared in compliance with the Hong Kong Companies
Ordinance.

BASIS FOR OPINION

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

B EE RS

i

X1 EIR

ol

%‘:

S i
BAREBEEERATDRRE
(REEAME T2 HRAE])

=

AIZEAED (AT (3] BB EHRE
10652848 K AWM EBGR AR (LA THE
BIERR) REMBAR (LTHBEIES
B])WGREMBHRE Y BRERBENRZ
T-NF+_A=Z+—HHKRAMBERRE
HEEZALFENRARER KEAE2E
WHmE GEEREDREGAHSRER
NRGEMBREMT (RREEXESHBR
BME) -

BRRR ZEHFAMBRRCRER B
fhag ([BEGEAE])BME (FAEM
BREER) ([ (BEMBRELER) |DE
EMAFRREEER -_T—-NF+_-A
=t ANKREMBRARBEZBILFE
ERENSGAVBRAREGERSRE
WEEREE (RAHED) ZRESR-

RRE®
HMEREBEFTESFAMASRMN (FEE
FHERD ([ (BAEFER]) |ETER
BPEZSEN TAENEEEEARS [Z
BB AV BERROEE] BBOF1IE
E—TR - REFEGTMARH (FXE
sEpEESTA) (Is781)) HABINESE
W ERESTRIETEMERSE T HPIAE
E BAMESHNEZEERHREEE M
REFNEREHER-
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INDEPENDENT AUDITOR'S REPORT (CONTINUED)
BYZBEHRE (&)

KEY AUDIT MATTERS

Key audit matters are those matters that, in our professional
judgement, were of most significance in our audit of the
consolidated financial statements of the current year. These
matters were addressed in the context of our audit of the
consolidated financial statements as a whole, and in forming our

BRRETEE
FRREBTFHERBERMANEXZAE  RRH
AU AN B REANBEARREENSTE-
ZEEFRRERMBFEREOMBRENK
HABRRBETREN -RATEHZES
RREEBENER -

opinion thereon, we do not provide a separate opinion on these

matters.

Key Audit Matters
HREETEE

How our audit addressed the key audit matters

EMNERNMNEERREREE

Impairment of goodwill
Refer to note 19 to the Group consolidated financial
statements.

FLHESBEGRAMBEHRAMEI9 -

The Group has goodwill of HK$53,483,000 relating to
the acquisition of KFE Hong Kong Co., Limited in 2013
which is engaged in trading of printed circuit board.

EEERR _E—=FUBHR _EMRFTEERAA
(ERE=GRBEIRES)  ELRHE SR /R53,483,00087T

Management has concluded that there is no impairment
in respect of the goodwill. This conclusion was based on
an estimation of the value in use of the cash-generating
units ("CGU") to which goodwill has been allocated. The
value in use calculation requires the Group to estimate
the future cash flows expected to arise from the CGU
and to determine a suitable discount rate in order to
calculate its present value. Key assumptions for the value
in use calculation are future cash flow forecast, growth
rate and discount rate, where small changes of them can
result in a significant change in the value in use.
ERERAYEFBERBNRE -Z&wmIREBEHED
HENReELSN ((ReELEM])EREEMNR
FAmMEL - EEREER  EREAGARPERSE
AEUVEFNARRERREETAENBBEXRUGFER
B-FHEERBEENEIERIARKRR LRI BRE
MEEHR X EZEFEE LB/ EE AIHEREEBKE
RNEH-

The impairment assessment involves significant
judgements made by management and therefore is
identified as a key audit matter.

WE G RERBIELOERAE B #E5 A8
RETEE-

COSMOS MACHINERY ENTERPRISES LIMITED e« AE#HMEEERAA

BERE
Our procedures in relation to management’s
impairment assessment included:

B EEE ZREMNEZIEFEE:

Obtaining the cash flow forecast prepared by
management, reviewed and discussed with
management on the major assumptions adopted
in the cash flow forecast for each CGU and
checked arithmetic accuracy of the forecast
calculation.

REEEERENRERNTEN HEBREEMK
MwmARREREARSEReESELRAN
FEREZ TREAERANEES D LR

Comparing the growth rate, budgeted sales and
gross margin to historical results to determine
the reasonableness of the assumptions.

RIERE FAEHEREMNEEBEREIELE
NHEERREEAE -

Assessing the discount rate used by management
in the cash flow forecast by benchmarking
against the required rate of return adjusted for
industrial specific factors.
NITEBEREZRABOMTLORERELE HE
BENE RIS EEL G-

Reviewing the sensitivity analysis prepared by
management on the significant assumptions
including the growth rate and the discount
rate to evaluate the extent of impact of these
assumptions on the cash flow forecast.

EHEREEREARRK (BRERXLMEAE) K
HOFRESN UFEZEFRRERLRER

MEEREE-



INDEPENDENT AUDITOR’S REPORT (CONTINUED)
By ZBE RS (B)

Key Audit Matters
BRETEE

How our audit addressed the key audit matters

EMNERNMEERRELREE

Valuation of inventories
Refer to note 25 to the Group consolidated financial
statements.

FLHESEGRA M HRAM 25 -

The Group has inventories with carrying amount of
approximately HK$434,640,000 which is subject to a risk
that changes in customer demand could result in some
products becoming slow-moving or obsolete, such that
they could not be sold or could only be sold with selling
prices that are less than the current carrying value. This
means there is inherent subjectivity and estimation is
needed in determining the level of inventory provision
required.

BEEEREEN A434,640,0008 T2 FEFEREF R
REC BRI D EmFHIGAR  EBEELERE
NERBEREEHENESELHENRAR BT 2 EREMN
EREREKIEFEIHEMGEANTE

The Group has made a reversal of inventory provision
of approximately HK$8,337,000 in 2019. Significant
judgements on the percentage of general provision
and the amount of specific provision made are required
by management in determining the adequacy of the
inventory provision.
BEEER_ZE-NFEHARE,337,0008 T2 FERE
O - BEFEREBEEERIK TETEEN —REHE
MBEDLREERENSRIELERHAE-

We identified the valuation of inventories as a key
audit matter due to the significance of the balance
to the Group consolidated financial statements as a
whole, together with the judgement associated with
determining the adequacy of the inventory provision.
ENGEEREGESV BRI ER INE2 N L5’
ERERBRERD B S RAME  Hit7F 8 G EH®ER
REARETER-

FEME
Our procedures in relation to management’s
assessment on inventory provision included:

BB EECFERBIEZIEFEE:

— Inquiring and understanding from management
the inventory provision policy of the Group.

MEEEEARTHESENTFERBRR-

— Assessing the reasonableness of the inventory
provision made by the Group by obtaining
the aging analysis and slow-moving inventory
lists from management and discussing with
management on the basis of inventory provision
made.
MERENSEFKREDITMERFESE I
HEREIRTEREBNEE EMAEESEE
FEHNEEREBERETAE-

—  Performing testing on the inventory aging to
assess the accuracy of the basic data used to
determine the provision and re-performing
the provision calculation to check arithmetic
accuracy.
HEFENEFEETRR AT BIEH B EE
MERBBEERER WENITERBUZEE
BH)ERENE -

— Understanding from management the rationale
for the specific adjustments and assessing the
assumptions made where there are specific
adjustments on the inventory provision.
MERETHMETARNEE TARAEEERE
e E R AT E L B RER

—  Reviewing subsequent sales on the inventory
samples selected to assess whether the
inventories were able to be sold at prices above
their carrying values.
EHNQERNTFERAZREHE RN FEF
ERAAIESNERAENEREL -
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INDEPENDENT AUDITOR'S REPORT (CONTINUED)
BYZBEHRE (&)

OTHER INFORMATION IN THE ANNUAL REPORT
The directors of the Company are responsible for the other
information. The other information comprises the information
included in the annual report, other than the consolidated
financial statements and our auditor’s report thereon.

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

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

RESPONSIBILITIES OF DIRECTORS AND AUDIT
COMMITTEE FOR THE CONSOLIDATED FINANCIAL
STATEMENTS

The directors of the Company are responsible for the preparation
of the consolidated financial statements that give a true and fair
view in accordance with HKFRSs issued by the HKICPA and the
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.

Audit Committee is responsible for overseeing the Group’s
financial reporting process.

COSMOS MACHINERY ENTERPRISES LIMITED e« AE##MEEERAA
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INDEPENDENT AUDITOR'S REPORT (CONTINUED)

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

Our objectives are to obtain reasonable assurance about whether
the consolidated financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to
issue an auditor’s report that includes our opinion. Our report is
made solely to you, as a body, in accordance with section 405 of
the Hong Kong Companies Ordinance, and for no other purpose.
We do not assume responsibility towards or accept liability to
any other person for the contents of this report. Reasonable
assurance is a high level of assurance, but is not a guarantee that
an audit conducted in accordance with HKSAs will always detect
a material misstatement when it exists. Misstatements can arise
from fraud or error and are considered material if, individually or
in the aggregate, they could reasonably be expected to influence
the economic decisions of users taken on the basis of these
consolidated financial statements.

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

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

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

e evaluate the appropriateness of accounting policies used
and the reasonableness of accounting estimates and related
disclosures made by the directors;

B RS ()

BRBMRET REMBERERNEE

BAMBER THRAVBBEREBRS T
T 7 0 70 BN AF 2088 5R T 28 2 BB K #E AR PRt
BREAERE THABERMERNWZH
B & o HAPIRILREE (R AUERDI) F405
REVIRE - ER BB B #RE o BR UL BASH - B
PIEy & TR BIEE M AR - AT A
BENADT HEMEMBA TR EIAEZX
BEE -ABRRIFRSKEHRSE BETRER
EILR (BAEFEFER) ETNRT EX—
BN 5 RR R T 1 B 4B BE B 3R o 38 AR BR L 7T
AR FFRERLIE IRAERHEME
BRERERAEZEREMBRRERE
REMBRERAELOEERE  MAREN
BRI AT R ARIEE AN
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INDEPENDENT AUDITOR'S REPORT (CONTINUED)
BYZBEHRE (&)

conclude on the appropriateness of the directors’ use of the
going concern basis of accounting and, based on the audit
evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant
doubt on the Group’s ability to continue as a going concern.
If we conclude that a material uncertainty exists, we are
required to draw attention in our auditor’s report to the
related disclosures in the consolidated financial statements
or, if such disclosures are inadequate, to modify our opinion.
Our conclusions are based on the audit evidence obtained up
to the date of our auditor’s report. However, future events
or conditions may cause the Group to cease to continue as a
going concern;

evaluate the overall presentation, structure and content
of the consolidated financial statements, including the
disclosures, and whether the consolidated financial
statements represent the underlying transactions and events
in a manner that achieves fair presentation; and

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

We communicate with Audit Committee regarding, among
other matters, the planned scope and timing of the audit and
significant audit findings, including any significant deficiencies in

internal control that we identify during our audit.

We also provide Audit Committee with a statement that we
have complied with relevant ethical requirements regarding
independence, and to communicate with them all relationships
and other matters that may reasonably be thought to bear on our

independence, and where applicable, related safeguards.
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INDEPENDENT AUDITOR'S REPORT (CONTINUED)

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

The engagement partner on the audit resulting in the
independent auditor’s report is Mr. Chan Shu Kin.

TING HO KWAN & CHAN
Certified Public Accountants (practising)

Hong Kong, 30 March 2020

B RS ()

Bt EEZZ B QBB FERT REM
LERHAREAVBRROELTIERR
B2 AMBKERESTFE RIPARIX
RIABRHFAARBUEER AR BEEN
BAT BHMRAABBELEEEATSERY
FTRIER KB R RABUFFHON =®
MAERBEPEE B AR ERAZBED
WERHM I FER-

HARBIZHERENETHBEABAZ
BR ff BR 5T A

TARREETE{T
I E S

BE —E-_FF=A=1+H

—ZT—AEEHR e+ Annual Report 2019

105



106

CONSOLIDATED INCOME STATEMENT

e W

For the year ended 31 December 2019 #ZE —F—NF+=-H=+—HIFFZF

2019 2018
—E-hEF —E-N\F
Notes HK$°000 HK$'000
k23 FET FET
Revenue A 5 2,344,923 2,682,452
Cost of sales 8 & AR A 25(b) (1,967,383) (2,245,294)
Gross profit EF 377,540 437,158
Other income and gains, net H b A K W F R 6 66,516 45,202
Selling and distribution costs DEEE (168,808) (153,780)
Administrative expenses TEE A (221,354) (251,593)
Operating profit RERF 53,894 76,987
Finance costs M5 E R 7 (24,958) (21,856)
Investment income KEWA 8 4,486 4,938
Share of results of associates FEAL B & A R FEAE 21 2,991 1,658
Gain on disposal of a subsidiary HE—FHMER R BT - 44,588
Gain on deregistration of a subsidiary 35 — M B 2 A2 & F 2,662 1,904
Profit before tax R B A 2 R 9 39,075 108,219
Taxation IR 11 (14,191) (19,467)
Profit for the year RERF 24,884 88,752
Profit attributable to: FE {2 F
— Equity shareholders —ARAIRERFEA
of the Company 15,755 74,052
— Non-controlling interests — IR NS 9,129 14,700
24,884 88,752
Earnings per share for profit FRRRAIREREE ARG
attributable to the equity sl
shareholders of the Company
during the year 12
- Basic —E XK 1.83 HK centsiEfl  9.36 HK centsi#{ll
Note: The Group has initially applied HKFRS 16 at 1 January 2019 using A/##: AEBEERZZZT—hLhF—A—BEALE

the modified retrospective approach. Under this approach, the
comparative information is not restated. See note 3.

The notes on pages 116 to 284 are an integral part of these
consolidated financial statements.
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CONSOLIDATED

STATEMENT OF COMPREHENSIVE INCOME
e EHEWE

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFE

2019 2018
—E-NF —ET-N\F
Notes HK$'000 HK$°000
Bt it FET FET
Profit for the year AERF 24,884 88,752
Other comprehensive (expense)/ REMBRIRIER 2
income for the year, net of tax: Hih2mE () M 13
ltems that have been reclassified EEHoBASHE] SN
or may be reclassified subsequently ¥ ZEEm2IEE :
to profit or loss:
Exchange differences arising from 28 & 5 5 75 5 765 3R K 5
translation of financial statements E4£ ZJER =%
of foreign operations (24,150) (56,348)
Share of reserves of associates JE(R B & N Rl 21 (650) (1,031)
Reclassification adjustments: DR
Release of translation reserve upon H%& —E B QA 7k
disposal of a subsidiary WER FEER L - 547
Release of translation reserve upon &% 85— &M B A 716
deregistration of a subsidiary WE R FEER L (2,662) (1,904)
(27,462) (58,736)
ltems that will not be reclassified T&&ZEFHHEE
to profit or loss: BmEE:
Surplus on revaluation of properties B Y3 & & &
held for own use 16,158 11,485
(11,304) (47,251)
Total comprehensive income AFEETEHKRHZLE
for the year 13,580 41,501
Total comprehensive income EhEEERSARE:
attributable to:
— Equity shareholders of the —ARERERFEA
Company 5,339 32,900
- Non-controlling interests —FEIER 8,241 8,601
Total comprehensive income AEEHKRZLE
for the year 13,580 41,501

Note: The Group has initially applied HKFRS 16 at 1 January 2019 using A/a#: AEBERZZT—hLhF—A—BEALE

the modified retrospective approach. Under this approach, the RIEE WA B R E B G HmEERE
comparative information is not restated. See note 3. 1658 - BRI F % EREB AT EY - R
B3 ©

The notes on pages 116 to 284 are an integral part of these Z116E284B 2MABAGKAEMBRERZ —

consolidated financial statements.

BB -
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION
e BB R

At 31 December 2019 —F—F+=-A=1+—H

108

2019 2018
—E-hEF —E-N\F
Notes HK$'000 HK$°000
it FET FET
Non-current Assets RBEE

Property, plant and equipment W BB k&EE 15 597,417 618,271
Leasehold land and land use rights & + 3t & + b {F F3 # 17 = 40,271
Right-of-use assets EREEE 18 99,973 -
Goodwill kS 19 53,483 53,483
Intangible assets B EE 20 5,071 6,454
Interests in associates Bt N EIRE R 21 32,809 31,139

Financial assets at NEEEFAEMERE

fair value through other WamzemEE
comprehensive income 22 - -
Finance lease receivables FEW R E TR E K IE 23 40,175 44,451
Deferred tax assets RAEFLIEE E 24 29,577 26,419
858,505 820,488
Current Assets REEE

Inventories e 25 434,640 491,937
Finance lease receivables ER R EHE A 23 102,432 109,249
Trade and other receivables B 5 Kk E b ERGRIA 26 890,987 934,171
Other financial assets HttemEE 27 4,687 33,930
Current tax recoverable ZKHA |y Uy [B] 75 18 5 2,216
Cash and bank balances Be R4 28 312,633 339,702
1,745,384 1,911,205

COSMOS MACHINERY ENTERPRISES LIMITED
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION (CONTINUED)
mEBRRE (&)

At 31 December 2019 —F—hFE+=-A=+—H

2019 2018
—ZE-NEF —E-N\F
Notes HK$'000 HK$000
i FET FAET
Current Liabilities RBasE
Trade and other payables B 5 Rk E AR FRIE 29 699,646 792,545
Contract liabilities SHBRE 29 66,202 66,323
Provision for restructuring B 30 = 30,238
Provision for indemnity BEERE 37 = 25,780
Amount due to an associate R — &R B 5RIE 149 704
Bank borrowings IRITER 37 299,843 357,052
Lease liabilities HEaE 32 14,052 -
Obligations under finance leases mMEMREER 32 — 2,547
Current tax payable N HA FE A B I8 5,297 5,732
1,085,189 1,280,921
Net Current Assets BREBEE 660,195 630,284
Total Assets less Current HWEERBRRBEE
Liabilities 1,518,700 1,450,772
Non-current Liabilities kRBEB
Bank borrowings RITER 31 53,376 20,111
Lease liabilities HEAE 32 49,250 -
Obligations under finance leases RMEMEER 32 = 4,528
Deferred tax liabilities RERIE B (& 24 29,633 25,848
132,259 50,487
Net Assets FEE 1,386,441 1,400,285
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION (CONTINUED)

melBRRE (&)

At 31 December 2019 —F—F+=-HA=1+—H

2019 2018
—E-NF —E-NF
Notes HK$'000 HK$000
it FET FET
Equity &
Capital and reserves attributable to A AR ER A A E(L
equity shareholders BRI EE
of the Company:
Share capital i 33 609,027 609,027
Reserves ff# 18 562,642 557,303
Proposed final dividend EEAHKE 14 = 17,239
1,171,669 1,183,569
Non-controlling Interests FERER 214,772 216,716
Total Equity ERAE 1,386,441 1,400,285

The consolidated financial statements on pages 106 to 284 were
approved and authorised for issue by the Board of Directors on
30 March 2020 and were signed on its behalf by:

TANG TO
BE

DIRECTOR
EZF

Pl

A

Note: The Group has initially applied HKFRS 16 at 1 January 2019 using
the modified retrospective approach. Under this approach, the
comparative information is not restated. See note 3.

The notes on pages 116 to 284 are an integral part of these
consolidated financial statements.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

an\ 1: ]

3L 424

Z \ mom

BE)R

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFE

Attributable to equity shareholders of the Company

ARERERE AR
Proposed Non-
Share Other final Retained controlling Total
capital reserves dividend profits Total interests equity
E% AL e A/ 4 N/
RA Efhff AERE  REBEN BE  ERER  EREE
(Note 34)
(Hiit34)
HK$ 000 HK$'000 HK$ 000 HKS'000 HK$'000 HK$ 000 HKS'000
FET FET TET FET FET FET FET
Balance at 1 January 2018, RZZ-N\5-R-AF{
as previously reported g e E 532,903 153,368 - 394223 1,080,494 211645 1,292,139
Changes in accounting policies BHRRE - - - (5,949) (5,949) (563) (6,512)
Balance at 1 January 2018, restated -\5-A-R0"
B\ﬁ 532,903 153,368 - 388,274 1,074,545 211,082 1,285,627
Profit for the year REEM - - - 74,052 74,052 14,700 88,752
Other comprehensive (expense)fincome AEEMRE (FH)/
for the year: U
Release of translation reserve upon HE-BNBRAR
disposal of a subsidiary WEARERD - 547 - - 547 - 547
Share of reserves of associates EEHERAGEE - (1,031) - - (1,031) - (1,031)
Surplus on revaluation of properties ERMEERRS
held for own use - 13,200 - - 13,200 1,102 14,302
Deferred taxation adjustment BERHERR - (2,650) - - (2,650) (167) 2,817)
Exchange differences arising from translation of A Z &/ EREBHRE
financial statements of foreign operations EECERER - (49,314) - - (49,314) (7,034) (56,348)
Release of translation reserve upon HE-ERER AR
deregistration of a subsidiary HERRBERS - (1,904) - - (1,904) - (1,904)
Total other comprehensive expense AERMAARILAE
for the year - (41,152) - - (41,152 (6,099) (47,251)
Total comprehensive income/(expense) rE2ENE/
for the year ()@ - (41,152) - 74,052 32,900 8,601 41,501
Release of revaluation reserve upon HE-RRBA A
disposal of a subsidiary REGRERD - (9,028) - 9,028 - - -
Transaction with owners: BEFEIRS:
Issue of ordinary shares BTERR 76,124 - - - 76,124 - 76,124
Dividend to the non-controlling shareholders  £aFEERIRE 2k & - - - - - (2,967) (2,967)
Proposed final dividend (note 74) BERBRE (HiE14) - - 17,239 (17,239) - - -
Balance at 31 December 2018 RZZ-N\E+ZA=+-H
&5 609,027 103,188 17,39 454,115 1,183,569 216,716 1,400,285
Note: The Group has initially applied HKFRS 16 at 1 January 2019 using  A7i#: AEEER® —NWE—RA—RERKE

the modified retrospective approach. Under this approach, the
comparative information is not restated. See note 3.

Details of other reserves of the Group during the year are set out

in Note 34 to the consolidated financial statements.

AEBRAFREZHMERE

aTEI'\JL/F)ﬂP&E//\?m‘m%/%ﬂﬁ%iﬁ%ﬁ,ﬂﬂ%
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (CONTINUED)

HAERRDE (F)

For the year ended 31 December 2019 #ZE —F—NF+=-H=+—HIFFZF

Attributable to equity shareholders of the Company

ERARESEAEL
Proposed Non-
Share Other final Retained controlling Total
capital reserves dividend profits Total interests equity
(5]
Kx  HttRk KBRS REER aE  FBREE  BREER
(Note 34)  (Note 14)
(Hit34)  (KiE)
HKS 000 HKS 000 HKS 000 HKS'000 HKS 000 HKS000 HKS 000
FEn FEn FEz FEn TEn FEz FEn
Balance at 1 January 2019 RZZ-hE-R-B&H 609,027 103,188 17,239 454,115 1,183,569 216,716 1,400,285
Profit for the year KERF - - - 15,755 15,755 9,129 24,884
Other comprehensive (expense)/income RELMRE(ZH)/
for the year: Wiz :
Share of reserves of associates [N - (650) - - (650) = (650)
Surplus on revaluation of properties ERNEERRE
held for own use - 18,044 - - 18,044 1,719 19,763
Deferred taxation adjustment BERERE - (3,344) - - (3,344) (261) (3,605)
Exchange differences arising from translation of A&/ EKEBHRE
financial statements of foreign operations EECELZER - (21,804) - - (21,804) (2,346) (24,150)
Release of translation reserve upon HE-ERERRR
deregistration of a subsidiary B BERL - (2,662) = = (2,662) = (2,662)
Total other comprehensive expense AEEMEAT LS
for the year - (10,416) - - (10,416) (888) (11,304)
Total comprehensive income/(expense) RERENE/
for the year (i) s - (10,416) - 15,755 5,339 8,241 13,580
Transaction with owners: BRFELNS:
Dividend to the non-controlling shareholders  &A3FERER 2R & - - - - - (10,433) (10,433)
Dividends approved in respect of BEFERHERE
the previous year (note 74) (Hi#14) - - (17,239) - (17,239) = (17,239)
Capital contribution from non-controlling FERBERLE
shareholders - - - - - 248 248
Balance at 31 December 2019 RZE-NETZA=1-H
3 609,027 92,112 - 469,870 1,171,669 214,772 1,386,441

Note: The Group has initially applied HKFRS 16 at 1 January 2019 using
the modified retrospective approach. Under this approach, the

comparative information is not restated. See note 3.

Details of other reserves of the Group during the year are set out
in Note 34 to the consolidated financial statements.

The notes on pages 116 to 284 are an integral part of these
consolidated financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS

For the year ended 31 December 2019 #iZ2 =%

OPERATING ACTIVITIES
Profit before tax

Adjustments for:
Bank and other interest income
Finance costs
Realised and unrealised gain on
other financial assets
Gain on disposal of a subsidiary
Gain on deregistration of
a subsidiary
Share of results of associates
Depreciation of property,
plant and equipment
Depreciation of right-of-use assets
Amortisation of leasehold land
and land use rights
Amortisation of intangible assets
Gain on disposal of property,
plant and equipment
Surplus on revaluation of
properties held for own use
Unused provision for restructuring
reversed
Reversal of provision for indemnity
Allowance/(reversal of allowance)
for impairment of
bad and doubtful debts
(Written back)/written down of
inventories, net

EEED
B4 4 A
@5 AR

RIT R E A F B YA
MEER
HMeRMEEZD

BN LRER AR
HE—RHBARZ8H
A -ERBARZ AR

FEAG B & R A A
ME -BERREBITE

EREEENE

MG £ o L 30 (5 4
B 5

BB E#H
HEME  BE K

Eeg =gl
BRAMEERARR

RS BEHEEE
o] 3 B (B B
RERREREE ()

FERE (D), BE

Notes

libgE3

21

25(b)

an\ IE:@/)“:E%

—NE+ZA=1—HIFE

2019 2018
—E—hE — \4F
HK$’000 HK$'000
FET FET
39,075 108,219
(3,836) (3,603)
24,958 21,856
(650) (1,335)
= (44,588)
(2,662) (1,904)
(2,991) (1,658)
69,517 69,396
14,967 -
= 1,350
1,383 1,384
(566) (446)
= (915)
(20,290) (19,612)
(25,780) -
11,703 (9,638)
(8,337) 13,201
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CONSOLIDATED STATEMENT OF CASH FLOWS (CONTINUED)

HERTREXR (&)

For the year ended 31 December 2019 #ZE —F—NF+=-H=+—HIFFZF

2019 2018
—E-hEF —E-N\F
Notes HK$'000 HK$000
k23 FET FET
Operating cash flows before EEESHBA2KERER
changes in working capital 96,491 131,707
Decrease/(increase) in inventories TFERD, (3Em) 56,427 (3,950)
Increase in finance lease JE Uk B & TE & R IR 1 0
receivables (1,747) (33,126)
Decrease/(increase) in trade and B 5 K& EH b e W E IR
other receivables A (s 26,833 (60,188)
Decrease in trade and other B 5 REMBENKER
payables and contract liabilities EHaERD> (77,183) (30,568)
Cash generated from operations KEFHEEZ RS 100,821 3,875
Restructuring costs paid BfREHER 30 (9,286) (1,632)
Hong Kong profits tax paid ENEAREM (2,874) (693)
Overseas tax paid BAEINE R (12,640) (20,186)
NET CASH GENERATED FROM/  R&ZEEL (FH) 2
(USED IN) OPERATING R& T8
ACTIVITIES 76,021 (18,636)
INVESTING ACTIVITIES RETEH
Decrease/(increase) in pledged B MR ITFER
bank deposits L (3ghn) 48,980 (23,062)
Purchase of property, plant and BEWE BELEE
equipment (48,058) (44,222)
Proceeds from disposal of property, HEYE HE L& 2 KB
plant and equipment 1,881 2,603
Interest received 24 E 3,836 3,603
Net proceeds on disposal of other HEHM SR EE 2
financial assets FIBF 8 29,664 -
Net payment for other financial ST E AR R & R
assets - (13,760)
Dividend received from associates U EREf & A &) % B 719 1,498
Dividend paid XA’ E (17,239) -
Repayments of deferred BERLEEMNRE
consideration payable - (1,000)
Repayments from associates Bk & N AR X 342 1,485
Proceeds from disposal of a HE—MWEB QAR ZRE
subsidiary - 65,434
NET CASH GENERATED FROM/ REZFBHEXL (FH)2
(USED IN) INVESTING ACTIVITIES R&FE 20,125 (7,421)

COSMOS MACHINERY ENTERPRISES LIMITED e« AE#HMEEERAA



CONSOLIDATED STATEMENT OF CASH FLOWS (CONTINUED)
meReRER (&)

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2019 2018
—ZE-NEF —E-N\F
Notes HK$'000 HK$000
B &t FETT FET
FINANCING ACTIVITIES mMEEE
Repayment of bank loans EERITER 36 (338,540) (290,256)
Interest paid BT FE 36 (19,844) (21,650)
Repayment of obligations BEREHEEN
under finance leases 36 - (3,559)
Capital element of ENEERENAEIH
lease rentals paid 36 (12,308) -
Interest element of BENAERESHFE I KD
lease rentals paid 36 (5,114) -
New bank loans raised HIERITER 36 321,299 245,338
Advance to an associate BN —RHBERR 2
KIB 36 (553) (161)
Dividend paid to the AT IR R S
non-controlling shareholders 36 (10,433) (2,967)
Repayment to the non-controlling &% #& /K JF 122 PR RS B2 7008
shareholders 36 - (745)
Capital contribution from BB REEE
non-controlling shareholders 248 -
Issue of new shares BITHRR 33 = 76,124
Finance charges paid ERmEHEERNE 36 - (206)
NET CASH (USED IN)/GENERATED B & EE (M),
FROM FINANCING ACTIVITIES EXCHeFE (65,245) 1,918
NET INCREASE/(DECREASE) IN ReRBESEEEM CRD)
CASH AND CASH EQUIVALENTS E%E 30,901 (24,139)
CASH AND CASH EQUIVALENTS B &RBAEEE
AT BEGINNING OF THE YEAR 282,678 315,922
EFFECT OF FOREIGN EXCHANGE ER# g/ &
RATE CHANGES (3.848) (9,105)
CASH AND CASH EQUIVALENTS S XBESRHEESZEE
AT END OF THE YEAR 28 309,731 282,678

Note: The Group has initially applied HKFRS 16 at 1 January 2019 using it ASBEER_ZT—NF—A—HERAKE

the modified retrospective approach. Under this approach, the RIMEMEAE RN E BN IEREERE
comparative information is not restated. See note 3. 1655 BB IL 05 LA AT EY - R
BFE3 ©

The notes on pages 116 to 284 are an integral part of these 11622848 2B AGAMBHER 2 —
consolidated financial statements. B A5 -
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e SRR MR

For the year ended 31 December 2019 #ZE —F—NF+=-H=+—HIFFZF

GENERAL

Cosmos Machinery Enterprises Limited (the “Company”) is a
public limited company domiciled and incorporated in Hong
Kong and its shares are listed on The Stock Exchange of
Hong Kong Limited (the “Stock Exchange”).

The Company is an investment holding company. The
address of its registered office is 10/F,, Billion Plaza 2, No. 10
Cheung Yue Street, Cheung Sha Wan, Kowloon, Hong Kong.
The principal activities of its principal subsidiaries are set out
in note 45.

Saniwell Holding Inc. (“Saniwell”) (a company incorporated
in Cook Islands) is the ultimate holding company of the
Company.

SUMMARY OF 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.

(1) Basis of preparation

The consolidated financial statements of the Company
and its subsidiaries (collectively referred to as “the
Group”) have been prepared in accordance with
Hong Kong Financial Reporting Standards (“HKFRS"),
which also include Hong Kong Accounting Standards
("HKAS") and Interpretations (“Int”) issued by the
Hong Kong Institute of Certified Public Accountants
("HKICPA"), accounting principles generally accepted
in Hong Kong and the requirements of the Hong
Kong Companies Ordinance. These consolidated
financial statements also comply with the applicable
disclosure provisions of the Rules Governing the Listing
of Securities on the Stock Exchange (the "Listing
Rules”). A summary of the significant accounting
policies adopted by the Group is set out below. The
consolidated financial statements have been prepared
under the historical cost convention, as modified by the
revaluation of interest in leasehold land and buildings
where the Group is the registered owner of the property
interest and certain financial assets, which are carried at
fair value.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fRE BRI MEE ()

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING 2. TESHBEEXRBE (£Z)
POLICIES (Continued)

(1) Basis of preparation (Continued) (1) wREE(F)

The preparation of consolidated financial statements in
conformity with HKFRS requires management to make
judgements, estimates and assumptions that affect
the application of policies and reported amounts of
assets, liabilities, income and expenses. The estimates
and associated assumptions are based on historical
experience and various other factors that are believed
to be reasonable under the circumstances, the results of
which form the basis of making the judgements about
carrying values of assets and liabilities that are not
readily apparent from other sources. Actual results may

differ from these estimates.

The estimates and underlying assumptions are reviewed

1B IS BRI ES R E R A
BHEERGEE L HI
MEBR EEHE GBS
YESHRENEAAREE &
WA RE 2B o Bl
SR B R Ty R IR SR AT T
WEEBERTBA R NA XA
1R B T A RS
5 1 FU R 2 0 00 PR T B (L P
BT S8 o B S 1O T 4 LS e A 3
TR -

BLMBE MEERREFET AR

on an ongoing basis. Revisions to accounting estimates Al e @ FH b TV IE AT E HHE 5T A
are recognised in the period in which the estimate is MELATYE AEFZERSHEEH
revised if the revision affects only that period, or in the WR MG e E T EHE AT
period of the revision and future periods if the revision MRRKRBEHEETLE HEX

affects both current and future periods.

Judgements made by management in the application of

L E AR R EEITHER -

BEEEHEHERREAYHREE

HKFRS that have significant effect on the consolidated AR EHANGEVBREBEEY
financial statements and major sources of estimation ZREEIMEEM 2 EERHEZHE
uncertainty are discussed in note 4. M sE49 515

The HKICPA has issued a new HKFRS, HKFRS 16, Leases, EEGHMAGCEAS —EFOHE
and a number of amendments to HKFRSs that are B BEmEER BEMBREE
first effective for the current accounting period of the AlZE16%: HEN R ZIHLEETH
Group and the Company. Note 3 provides information BEERBHMEER  BEEFTER
on any changes in accounting policies resulting from SEEAMARAN ARG T HEERE
initial application of these developments to the extent B M3 B ARMZEEME
that they are relevant to the Group for the current and WGt REEMEHREEHRE

prior accounting periods reflected in these consolidated
financial statements.

£t AR EIL F4RE B
BRARRAEE 2 NEE KB T
SEtHRAR-
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For the year ended 31 December 2019 L2 =%

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

(2) Basis of consolidation

The consolidated financial statements incorporate the
financial statements of the Company and the entities
controlled by the Company and its subsidiaries. Control
is achieved when the Company:

- has power over the investee;
— is exposed, or has rights, to variable returns from
its involvement with the investee; and

—  has the ability to use its power to affect its returns.

The Group reassesses whether or not it controls an
investee if facts and circumstances indicate that there
are changes to one or more of the three elements of
control listed above.

Consolidation of a subsidiary begins when the Group
obtains control over the subsidiary and ceases when
the Group loses control of the subsidiary. Specifically,
income and expenses of a subsidiary acquired or
disposed of during the year are included in the
consolidated income statement from the date the
Group gains control until the date when the Group
ceases to control the subsidiary.

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

Where necessary, adjustments are made to the financial
statements of subsidiaries to bring their accounting
policies into line with the Group's accounting policies.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fRE BRI MEE ()

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING 2. TESHBEEXRBE (£Z)
POLICIES (Continued)

(2) Basis of consolidation (Continued) 2) #EFRA (&)

All intra-group assets, liabilities, equity, income,
expenses and cash flows relating to transactions
between members of the Group are eliminated in full
on consolidation.

Changes in the Group’s ownership interests in
existing subsidiaries

Changes in the Group’s ownership interests in existing
subsidiaries that do not result in the Group losing
control over the subsidiaries are accounted for as equity
transactions. The carrying amounts of the Group's
interests and the non-controlling interests are adjusted
to reflect the changes in their relative interests in the
subsidiaries. Any difference between the amount by
which the non-controlling interests are adjusted and
the fair value of the consideration paid or received is
recognised directly in equity and attributed to owners of
the Company.

When the Group loses control of a subsidiary, a gain
or loss is recognised in profit or loss and is calculated
as the difference between (i) the aggregate of the fair
value of the consideration received and the fair value
of any retained interest and (ii) the previous carrying
amount of the assets (including goodwill), and liabilities
of the subsidiary and any non-controlling interests. All
amounts previously recognised in other comprehensive
income in relation to that subsidiary are accounted for
as if the Group had directly disposed of the related
assets or liabilities of the subsidiary (i.e. reclassified
to profit or loss or transferred to another category of
equity as specified/permitted by applicable HKFRS).
The fair value of any investment retained in the former
subsidiary at the date when control is lost is regarded
as the fair value on initial recognition for subsequent
accounting under HKFRS 9 (note 2(9)), when applicable,
the cost on initial recognition of an investment in an
associate or a joint venture (note 2(3)).

AEBZKERAHERSEHZ
ESEEARRHEE BE #&
@ WA AXMRERETINEGS
fR B R B ES -

FEBREEHBLAZHEERE
KB

AEBERMBRAR ZHEBEEEZD
BEMY EEYAEEUELEE
Bl RIERRERS AR - A%
B eyt o IR R B S M BR A B A
HEIARRM B AR 2 HEERE
BoMABRFERERSBECDH
FEWREHRFEEZEHEM
EREERRNBA RS ERLFER
KRRFEBA

BN B R HH B A B )
- BERERRERILIAGNGE KK
BAFEERMEAREEDZATE
ENRBREGINBLAREE (24
8 ) M BB DA R R A7) JF 12 B b
MEREEEMNEZETE B
A E Al 2 T UK 2 R AR B R Y B 1 A
BRHMALRE RANRAEE
EERLEZMBAR 2 HEEE
FEENEAR (RERER
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For the year ended 31 December 2019 L2 =%

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

(2) Basis of consolidation (Continued)

Business combinations

Acquisitions of businesses are accounted for using the
acquisition method. The consideration transferred in a
business combination is measured at fair value, which
is calculated as the sum of the acquisition-date fair
values of the assets transferred by the Group, liabilities
incurred by the Group to the former owners of the
acquiree and the equity interests issued by the Group
in exchange for control of the acquiree. Acquisition-
related costs are generally recognised in profit or loss as
incurred.

At the acquisition date, the identifiable assets acquired
and the liabilities assumed are recognised at their fair
value, except that:

— deferred tax assets or liabilities, and assets or
liabilities related to employee benefit arrangements
are recognised and measured in accordance with
HKAS 12 “Income taxes” and HKAS 19 “Employee
benefits” respectively;

—  liabilities or equity instruments related to share-
based payment arrangements of the acquiree or
share-based payment arrangements of the Group
entered into to replace share-based payment
arrangements of the acquiree are measured in
accordance with HKFRS 2 “Share-based payment”
at the acquisition date (see the accounting policy
below); and

— assets (or disposal groups) that are classified as
held for sale in accordance with HKFRS 5 “Non-
current assets held for sale and discontinued
operations” are measured in accordance with that
standard.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the year ended 31 December 2019 EZ =%

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

(2) Basis of consolidation (Continued)

Business combinations (Continued)

Goodwill is measured as the excess of the sum of the
consideration transferred, the amount of any non-
controlling interests in the acquiree, and the fair value
of the acquirer’s previously held equity interest in the
acquiree (if any) over the net of the acquisition-date
amounts of the identifiable assets acquired and the
liabilities assumed. If, after reassessment, the net of
the acquisition-date amounts of the identifiable assets
acquired and liabilities assumed exceeds the sum of
the consideration transferred, the amount of any non-
controlling interests in the acquiree and the fair value
of the acquirer’s previously held interest in the acquiree
(if any), the excess is recognised immediately in profit or
loss as a bargain purchase gain.

Non-controlling interests that are present ownership
interests and entitle their holders to a proportionate
share of the entity's net assets in the event of
liquidation may be initially measured either at fair value
or at the non-controlling interests’ proportionate share
of the recognised amounts of the acquiree’s identifiable
net assets. The choice of measurement basis is made on
a transaction-by-transaction basis. Other types of non-
controlling interests are measured at their fair value
or, when applicable, on the basis specified in another
HKFRS.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
e BRI (&)

For the year ended 31 December 2019 #ZE —F—NF+=-H=+—HIFFZF

2. SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (Continued)
(2) Basis of consolidation (Continued) 2 #EFRA (&)

2. TESHBEBE (&)

Business combinations (Continued)

Where the consideration transferred by the Group in
a business combination includes assets or liabilities
resulting from a contingent consideration arrangement,
the contingent consideration is measured at its
acquisition-date fair value and included as part of the
consideration transferred in a business combination.
Changes in the fair value of the contingent
consideration that qualify as measurement period
adjustments are adjusted retrospectively, with the
corresponding adjustments made against goodwill.
Measurement period adjustments are adjustments
that arise from additional information obtained during
the “measurement period” (which cannot exceed
one year from the acquisition date) about facts and
circumstances that existed at the acquisition date.

The subsequent accounting for changes in the fair
value of the contingent consideration that do not
qualify as measurement period adjustments depend
on how the contingent consideration is classified.
Contingent consideration that is classified as equity is
not remeasured at subsequent reporting dates and its
subsequent settlement is accounted for within equity.
Contingent consideration that is classified as an asset or
a liability is remeasured at subsequent reporting dates
in accordance with HKFRS 9, or HKAS 37 Provisions,
Contingent Liabilities and Contingent Assets, as
appropriate, with the corresponding gain or loss being
recognised in profit or loss.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the year ended 31 December 2019 EZ =%

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

(2)

(3)

Basis of consolidation (Continued)

Business combinations (Continued)

If the initial accounting for a business combination is
incomplete by the end of the reporting period in which
the combination occurs, the Group reports provisional
amounts for the items for which the accounting is
incomplete. Those provisional amounts are adjusted
during the measurement period (see above), and
additional assets or liabilities are recognised, to
reflect new information obtained about facts and
circumstances that existed at the acquisition date that,
if known, would have affected the amounts recognised
at that date.

Associates and joint ventures

An associate is an entity in which the Group or
Company has significant influence, but not control
or joint control, over its management, including
participation in the financial and operating policy

decisions.

A joint venture is an arrangement whereby the Group or
Company and other parties contractually agree to share
control of the arrangement, and have rights to the net
assets of the arrangement.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
e BRI (&)

For the year ended 31 December 2019 #ZE —F—NF+=-H=+—HIFFZF

2. SUMMARY OF SIGNIFICANT ACCOUNTING 2. FESHBEERBEE (£)

POLICIES (Continued)

(3) Associates and joint ventures (Continued)

An investment in an associate or a joint venture is
accounted for in the consolidated financial statements
under the equity method, unless it is classified as
held for sale (or included in a disposal group that is
classified as held for sale). Under the equity method,
the investment is initially recorded at cost, adjusted
for any excess of the Group’s share of the acquisition-
date fair values of the investee’s identifiable net assets
over the cost of the investment (if any). Thereafter,
the investment is adjusted for the post acquisition
change in the Group's share of the investee’s net assets
and any impairment loss relating to the investment.
Any acquisition-date excess over cost, the Group’s
share of the post-acquisition, post-tax results of the
investees and any impairment losses for the year are
recognised in the consolidated income statement,
whereas the Group’s share of the post-acquisition
post-tax items of the investees’ other comprehensive
income is recognised in the consolidated statement of
comprehensive income.

When the Group's share of losses exceeds its interest in
the associates or the joint ventures, the Group's interest
is reduced to nil and recognition of further losses is
discontinued except to the extent that the Group has
incurred legal or constructive obligations or made
payments on behalf of the investee. For this purpose,
the Group's interest is the carrying amount of the
investment under the equity method together with the
Group’s long-term interests that in substance form part
of the Group’s net investment in the associates or the
joint ventures.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

e B HmRME (&)

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

(3) Associates and joint ventures (Continued)

Unrealised profits and losses resulting from transactions
between the Group and its associates and the joint
ventures are eliminated to the extent of the Group’s
interests in the investee, except where unrealised
losses provide evidence of an impairment of the
asset transferred, in which case they are recognised
immediately in profit or loss.

If an investment in an associate becomes an investment
in a joint venture or vice versa, retained interest is not
remeasured. Instead, the investment continues to be
accounted for under the equity method.

In all other cases, when the Group ceases to have
significant influence over an associate or joint control
over a joint venture, it is accounted for as a disposal of
the entire interest in that investee, with a resulting gain
or loss being recognised in profit or loss. Any interest
retained in that former investee at the date when
significant influence is lost, is recognised at fair value
and this amount is regarded as the fair value on initial
recognition of a financial asset (note 2(9)).

In the Company's statement of financial position,
investments in associates and joint ventures are stated
at cost less impairment losses, unless classified as held
for sale (or included in a disposal group that is classified
as held for sale).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
e BRI (&)

For the year ended 31 December 2019 #ZE —F—NF+=-H=+—HIFFZF

2. SUMMARY OF SIGNIFICANT ACCOUNTING 2. TESHBEEXRBE (£Z)
POLICIES (Continued)

(4) Property, plant and equipment 4) ME-BRERZE

The following properties held for own use are stated at
their revalued amount, being their fair value at the date
of the revaluation less any subsequent accumulated
depreciation:

— interests in leasehold land and buildings where
the Group is the registered owner of the property
interest.

Any accumulated depreciation at the date of revaluation
is eliminated against the gross carrying amount of the
asset and the net amount is restated to the revalued
amount of the asset.

The following items of property, plant and equipment
are stated at cost less accumulated depreciation and
any impairment losses (see note 2(10)(ii)).

— right-of-use assets arising from leases over
leasehold properties where the Group is not the
registered owner of the property interest;

— items of plant and equipment, including right-of-
use assets arising from leases of underlying plant
and equipment (see note 2(24)); and

— Leasehold land and land use rights (see note 2(5)).

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 expensed
in profit or loss during the financial period in which they
are incurred.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fRE BRI MEE ()

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING 2. TESHBEEXRBE (£Z)
POLICIES (Continued)

(4) Property, plant and equipment (Continued) 4) ME -BERZE(EZ)

Revaluations on properties held for own use are
performed with sufficient regularity to ensure that
the carrying amount of these assets does not differ
materially from which would be determined using fair
values at the end of the reporting period.

Changes arising on the revaluation of properties
held for own use are generally dealt with in other
comprehensive income and are accumulated separately
in equity in the property revaluation reserve. The only
exceptions are as follows:

— when a deficit arises on revaluation, it will be
charged to profit or loss to the extent that it
exceeds the amount held in the reserve in respect
of that same asset immediately prior to the
revaluation; and

— when a surplus arises on revaluation, it will be
credited to profit or loss to the extent that a deficit
on revaluation in respect of that same asset had
previously been charged to profit or loss.

Depreciation of property, plant and equipment is
calculated using the straight-line method to allocate
cost or revalued amounts to their residual values (if any)
over their estimated useful lives, as follows:

ERMEZEGBRERET A
REFEERRSEEAMETL
NFEELEBEREE-

RNEGMERAMEXELZE2Y —RE
Hi 2B ARNBEL EYESH
Fmz BT ERER -EFHH
(IEPACINE

- HWELAEHBAM BHERS
BRI EBEER HRAFE
ZZ BB A ER R R A
B &

- HWELEEGHAK BHRBTA
Bamk BURR-HEER
AMERBERRAXHZERE
AR ©

MR- BB RREOTERRA MG
AEAFRER AR ERERER
ENBERGEER(MA)WOT

Ownership interest in leasehold Unexpired term of ERMEE LN TR EFH
land held for own use the leases FrB R

Ownership interest in buildings 40 years or BRAEFH 40F NI Z
held for own use unexpired term of P R A T4 TH & F 5

the leases, if shorter

Furniture, fixtures and equipment 3 - 10 years B EER 3E104
B
Plant and machinery 5 - 10 years R E Tt 8 5&10%F
Motor vehicles 3 — 10 years TE 3E 104
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For the year ended 31 December 2019 L2 =%

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
(4) Property, plant and equipment (Continued)

The assets’ residual values (if any) and useful lives are
reviewed, and adjusted if appropriate, at the end of
each reporting period. An item of property, plant and
equipment is derecognised upon disposal or when no
future economic benefits are expected to arise from the
continued use of the asset.

Assets under construction represent buildings,
structures, plant and machinery and other fixed assets
under construction or installation and are stated at
cost less any accumulated impairment losses, and
are not depreciated. Cost comprises direct costs
of construction, installation and testing as well as
capitalised borrowing costs on related borrowed funds
during the period of construction or installation.
Assets under construction are reclassified to the
appropriate category of property, plant and equipment
or investment properties when completed and ready for
use.

Gains or losses arising from the retirement or disposal
of an item of property, plant and equipment are
determined as the difference between the net disposal
proceeds, if any, and the carrying amount of the item
and are recognised in profit or loss on the date of
retirement or disposal. Any related revaluation surplus
is transferred from the revaluation reserve to retained
profits and is not reclassified to profit or loss.

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

2(10)(ii)).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fRE BRI MEE ()

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
(5) Leasehold land and land use rights

2. FREHBEBE(E)

(5) HELHR L bEHE

Leasehold land and land use rights are lump sum
upfront payments to acquire long-term interest in

HE T S L AEEREAR
7%%&/\{5% ZEM M E R R B S

certain lessee-occupied properties. RS TR BEE

(A) Accounting policies applied from 1 January (A) E=FE—NF—HA—HEFH
2019 = &
These leasehold land and land use rights are ZERELH R T HEAER
reclassified as right-of-use assets at the date of BHREMBE AU HRELERE
initial application of HKFRS 16 and are stated at 16 E BEEFERER

cost less accumulated depreciation (see note 2(4))
and any impairment losses (see note 2(10)(ii)).

BEESHARNBREINE
(BW&E204)) MR ERE (R
2(10)(i) ) ABR©

(B) Accounting policies applied until 31 December B) BZ-_ZFE—NEFEF+-F=+—
2018 AR E s BE
In the comparative period, leasehold land and SEBOMEINEE LR
land use rights relating to certain buildings of the + Mo Y LA AN T BR R A
Group are stated at cost and are amortised over FAZENIZE GF B LTI A
the period of the lease on the straight-line basis to Bamid -
profit or loss.

(6) Goodwill (6) HE

Goodwill arising on an acquisition of a business is
carried at cost as established at the date of acquisition
of the business less accumulated impairment losses, if
any.

For the purposes of impairment testing, goodwill is
allocated to each of the Group’s cash-generating units
(or groups of cash-generating units) that is expected to
benefit from the synergies of the combination.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
e BRI (&)

For the year ended 31 December 2019 L2 =%

—NF+ A=

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

(6)

(7)

Goodwill (Continued)

A cash-generating unit to which goodwill has been
allocated is tested for impairment annually or more
frequently when there is indication that the unit may
be impaired. If the recoverable amount of the cash-
generating unit is less than its carrying amount, the
impairment loss is allocated first to reduce the carrying
amount of any goodwill allocated to the unit and then
to the other assets of the unit on a pro-rata basis based
on the carrying amount of each asset in the unit. Any
impairment loss for goodwill is recognised directly
in profit or loss. An impairment loss recognised for
goodwill is not reversed in subsequent periods.

On disposal of the relevant cash-generating unit, the
attributable amount of goodwill is included in the
determination of the profit or loss on disposal.

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

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

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

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

it can be demonstrated how the intangible asset
will generate probable future economic benefits;

(v) adequate technical, financial and other resources
to complete the development and to use or sell the
intangible asset are available; and
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

e B HmRME (&)

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

(7)

(8)

Research and development (Continued)
(vi) the expenditure attributable to the intangible asset
during its development can be reliably measured.

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

Intangible assets (Other than goodwill)

Intangible assets acquired in a business combination
and recognised separately from goodwill are initially
recognised at their fair value at the acquisition date
(which is regarded as their cost).

Subsequent to initial recognition, intangible assets
acquired in a business combination are reported at cost
less accumulated amortisation (where the estimated
useful life is finite) and accumulated impairment losses
(see note 2(10)(ii)),
assets that are acquired separately.

on the same basis as intangible

Amortisation of intangible assets with finite useful lives
is charged to profit or loss on a straight-line basis over
the assets’ 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.

An intangible asset is derecognised on disposal, or
when no future economic benefits are expected
from use or disposal. Gains and losses arising from
derecognition of an intangible asset, measured as the
difference between the net disposal proceeds and the
carrying amount of the asset, are recognised in profit or
loss when the asset is derecognised.

2. TESHBEBE (&)

(7)

(8)

MERBR(F)
(vi) BERISERTEZEBNEERER
BRELANIE-

TRHENEERENEMAEHER
ELRHEAREM -TACERR
ERORBERAT S EE R R E
RREE-BEXAEMRERANID
BRVEE UREHEEEDAE
FAAR R FE EL TR ET AT A AR B A
HARREH -

BREE (BERMD)
EBastrmkEREmESRER
ZEMEENSRKBRRZAF
BE(RRREHAKA)HER -

RN HER R - 5 A Hf P BT
ZEEETIERAER R T #H
(BEHEFAATRFHRER) KRR
BEEE (RHFE2000)30)) - &5l
WEEBNEEZHRAEETIUZ
o

EBEERERAFHZEBLEECH
HIRRE Z AR FRRER
TREESH - (AT E M I B ST R
TR REEERERBRE &
AEH T ERAMEEEAR-

BVEEDRLERAERHTS
e MR E P EFRREEN =R
R IFTER - R IR BV EERR
EEZAE (REEMBSHBEFR
HEERmEMREZRTE) DR
BERIERBERERTER -

—ZT—AEEHR e+ Annual Report 2019

131



132

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
e BRI (&)

For the year ended 31 December 2019 #ZE —F—NF+=-H=+—HIFFZF

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

(9) Financial assets

(i)

Classification
The Group classifies its financial assets in the
following measurement categories:

e those to be measured subsequently at fair
value (either through other comprehensive
income, or through profit or loss), and

e those to be measured at amortised cost.

The classification depends on the Group's business
model for managing the financial assets and the
contractual terms of the cash flows.

For assets measured at fair value, gains and
losses will either be recorded in profit or loss or
other comprehensive income. For investments
in debt instruments, this will depend on the
business model in which the investment is held.
For investments in equity instruments that are
not held for trading, this will depend on whether
the Group has made an irrevocable election at
the time of initial recognition to account for the
equity investment at fair value through other
comprehensive income.

See Note 43(a) for details of each type of financial
asset.

The Group reclassifies debt investments when and
only when its business model for managing those
assets changes.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fRE BRI MEE ()

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
(9) Financial assets (Continued)
(ii) Recognition and derecognition

2. TESHBEBE (&)

(9) EMEE (&)
(i) TEZRA IR

Regular way purchases and sales of financial assets
are recognised on trade-date, the date on which
the Group commits to purchase or sell the asset.
Financial assets are derecognised when the rights
to receive cash flows from the financial assets
have expired or have been transferred and the
Group has transferred substantially all the risks and
rewards of ownership.

(iii) Measurement

At initial recognition, the Group measures a
financial asset at its fair value plus, in the case of
a financial asset not at fair value through profit or
loss, transaction costs that are directly attributable
to the acquisition of the financial asset. Transaction
costs of financial assets carried at fair value
through profit or loss are recorded in profit or
loss. Financial assets with embedded derivatives
are considered in their entirety when determining
whether their cash flows are solely payment of
principal and interest.

Debt instruments

Subsequent measurement of debt instruments
depends on the Group's business model
for managing the asset and the cash flow
characteristics of the asset. There are three
measurement categories into which the Group
classifies its debt instruments:
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
e BRI (&)

For the year ended 31 December 2019 #ZE —F—NF+=-H=+—HIFFZF

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
(9) Financial assets (Continued)
(iii) Measurement (Continued)

Debt instruments (Continued)

Amortised cost: Assets that are held for collection
of contractual cash flows where those cash flows
represent solely payments of principal and interest
are measured at amortised cost. Any gain or loss
arising on derecognition is recognised directly in
profit or loss and presented in other gains/(losses)
together with foreign exchange gains and losses.
Impairment losses are presented as separate line
item in the consolidated income statement. Interest
income from these financial assets is included in
finance income or other income using the effective
interest method.

Fair value through other comprehensive income
("FVTOCI"): Assets that are held for collection
of contractual cash flows and for selling the
financial assets, where the assets’ cash flows
represent solely payments of principal and
interest, are measured at FVTOCI. Movements
in the carrying amount are taken through other
comprehensive income, except for the recognition
of impairment gains or losses, interest income
and foreign exchange gains and losses which are
recognised in profit or loss. When the financial
asset is derecognised, the cumulative gain or loss
previously recognised in other comprehensive
income is reclassified from equity to profit or
loss and recognised in other gains/(losses) — net.
Interest income from these financial assets is
included in finance income or other income using
the effective interest method. Foreign exchange
gains and losses are presented in other gains/
(losses) and impairment expenses are presented
as separate line item in the consolidated income
statement.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (Continued)

(9) Financial assets (Continued)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fRE BRI MEE ()

For the year ended 31 December 2019 EZ =%

(9) EWMEE

—NFF=HA=

(%)

1T—HILFE

2. TESHBEBE (&)

(iii) Measurement (Continued)

Debt instruments (Continued)

Fair value through profit or loss (“FVTPL"): Assets
that do not meet the criteria for amortised cost or
FVTOCI are measured at FVTPL. A gain or loss on
a debt investment that is subsequently measured
at FVTPL and is not part of a hedging relationship
is recognised in profit or loss and presented net in
the consolidated income statement within other
losses/gains, net in the period in which it arises.

Equity instruments

The Group subsequently measures all equity
investments at fair value. Where the Group's
management has elected to present fair value
gains and losses on equity investments in other
comprehensive income, there is no subsequent
reclassification of fair value gains and losses to
profit or loss following the derecognition of the
investment. Dividends from such investments
continue to be recognised in profit or loss as
other income when the Group’s right to receive
payments is established. Changes in the fair value
of financial assets at FVTPL are recognised in other
gains/(losses) — net in the consolidated income
statement. Impairment losses (and reversal of
impairment losses) on equity investments measured
at FVTOCI are not reported separately from other
changes in fair value.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

RE MR (B)

For the year ended 31 December 2019 L2 =%

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

(10) Credit losses and impairment of assets

(i)

Credit losses from financial instruments

The Group recognises a loss allowance for
expected credit losses (“ECLs”) on the following
items:

—  financial assets measured at amortised cost
(including cash and bank balances, trade and
other receivables); and

—  finance lease receivables

Financial assets measured at fair value including
other financial assets are not subject to the ECL
assessment.

Measurement of ECLs

ECLs are a probability-weighted estimate of
credit losses. Credit losses are measured as the
present value of all expected cash shortfalls (i.e.
the difference between the cash flows due to the
Group in accordance with the contract and the
cash flows that the Group expects to receive).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fRE BRI MEE ()

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING 2, TEETHRBE(£F)
POLICIES (Continued)
(10) Credit losses and impairment of assets (Continued) (10) EEFEREERE(£Z)
(i) Credit losses from financial instruments () EBTAELZIEEEE

(Continued) (&)
Measurement of ECLs (Continued) J”EHH%E}%T%H'JJE (%)
The expected cash shortfalls are discounted using WA T EE R BAHEA S
the following discount rates where the effect of RO A ER DA T B 3R SR AL 3R -

discounting is material:

- fixed-rate financial assets and trade and other - TELRMEERESIRE
receivables: effective interest rate determined fth & W 5K IE - A ) IR W TR
at initial recognition or an approximation RrE TR E RN EH
thereof; (PRI=

—  variable-rate financial assets: current effective — HFEoBMEE:NHER
interest rate; FIE

-  finance lease receivables: discount rate used - Euﬁlrﬁﬁf EFRIE - DARG
in the measurement of the finance lease R ERBBMERER
receivable; IE’

The maximum period considered when estimating BETEREEBERZEEY

ECLs is the maximum contractual period over BEREABAAEERAZEER

which the Group is exposed to credit risk. B R R G IR -

In measuring ECLs, the Group takes into account Rt=EBHEERERK K&

reasonable and supportable information that EegEZREALETYERAE

is available without undue cost or effort. This SENAERNEEESR
includes information about past events, current KENER BEBRBESE
conditions and forecasts of future economic BRI R R R R A E AR

conditions. TERIE E KL o
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

RE MR (B)

For the year ended 31 December 2019 L2 =%

2. SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (Continued)

(10) Credit losses and impairment of assets (Continued)

—NE+_A=1—HIFE

(i) Credit losses from financial instruments

(Continued)

Measurement of ECLs (Continued)

ECLs are measured on either of the following

bases:

- 12-month ECLs:

these are losses that are

expected to result from possible default events

within the 12 months after the reporting date;

and

- lifetime ECLs:

these are losses that are

expected to result from all possible default

events over the expected lives of the items to

which the ECL model applies.

Loss allowances for trade receivables and finance

lease receivables are always measured at an

amount equal to lifetime ECLs.

ECLs on these

financial assets are estimated using a provision

matrix based on the Group's historical credit loss

experience, adjusted for factors that are specific to

the debtors and an assessment of both the current

and forecast general economic conditions at the

reporting date.

For all other financial instruments,

the Group

recognises a loss allowance equal to 12-month

ECLs unless there has been a significant increase in

credit risk of the financial instrument since initial

recognition, in which case the loss allowance is

measured at an amount equal to lifetime ECLs.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

(10) Credit losses and impairment of assets (Continued)

(i)

Credit losses from financial instruments
(Continued)

Significant increases in credit risk

In assessing whether the credit risk of a financial
instrument has increased significantly since initial
recognition, the Group compares the risk of default
occurring on the financial instrument assessed at
the reporting date with that assessed at the date
of initial recognition. In making this reassessment,
the Group considers that a default event occurs
when (i) the borrower is unlikely to pay its credit
obligations to the Group in full, without recourse
by the Group to actions such as realising security
(if any is held); or (ii) the financial asset is 90 days
past due. The Group considers both quantitative
and qualitative information that is reasonable
and supportable, including historical experience
and forward-looking information that is available
without undue cost or effort.

e B HmRME (&)

2. FREHBEBE(E)

(10) FEBEBREERE (&)
() ZBTRELZIEEEE

(%)

EERBRAE L
RF‘HERTANEERRA
I HERIAKRE B AR LA
B AEBELEER®RE B Y
KR ia iR B A2 &
TAZLEONRER -FHE
s AKER S HiE
AATKAIREEANEEEER
R R IR (WHH) F17
BOBERTAARERZH A
HEEER K(NEREED
BH90R - AIBARENSFo
AEEeEREAEAIENTE
REMER BEBELRKR
BEFMHBZRALE N TH
AESHATIEEER -

—ZT—AEEHR e+ Annual Report 2019

39



140

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

RE MR (B)

For the year ended 31 December 2019 L2 =%

—NF+ A=

2. SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (Continued)

F— AR

2. TESHBEBE (&)

(10) Credit losses and impairment of assets (Continued)

(i)

Credit losses from financial instruments
(Continued)

Significant increases in credit risk (Continued)

In particular, the following information is taken
into account when assessing whether credit risk
has increased significantly since initial recognition:

failure to make payments of principal or
interest on their contractually due dates;

— an actual or expected significant deterioration
in a financial instrument’s external or internal
credit rating (if available);

— an actual or expected significant deterioration
in the operating results of the debtor; and

— existing or forecast changes in the

technological, market, economic or legal
environment that have a significant adverse
effect on the debtor’'s ability to meet its

obligation to the Group.

Depending on the nature of the financial
instruments, the assessment of a significant
increase in credit risk is performed on either an
individual basis or a collective basis. When the
assessment is performed on a collective basis, the
financial instruments are grouped based on shared
credit risk characteristics, such as past due status

and credit risk ratings.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

e B HmRME (&)

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

(10) Credit losses and impairment of assets (Continued)

(i)

Credit losses from financial instruments
(Continued)

Significant increases in credit risk (Continued)

ECLs are remeasured at each reporting date to
reflect changes in the financial instrument’s credit
risk since initial recognition. Any change in the
ECL amount is recognised as an impairment gain
or loss in profit or loss. The Group recognises
an impairment gain or loss for all financial
instruments with a corresponding adjustment to
their carrying amount through a loss allowance
account, except for investments in debt securities
that are measured at "FVTOCI” (recycling), for
which the loss allowance is recognised in other
comprehensive income and accumulated in the fair
value reserve (recycling).

Basis of calculation of interest income

Interest income recognised in accordance with note
2(23) is calculated based on the gross carrying
amount of the financial asset unless the financial
asset is credit-impaired, in which case interest
income is calculated based on the amortised cost
(i.e. the gross carrying amount less loss allowance)
of the financial asset.

At each reporting date, the Group assesses
whether a financial asset is credit-impaired. A
financial asset is credit-impaired when one or
more events that have a detrimental impact on the
estimated future cash flows of the financial asset
have occurred.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

RE MR (B)

For the year ended 31 December 2019 L2 =%

—NF+ A=

2. SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (Continued)

(10) Credit losses and impairment of assets (Continued)

(i) Credit losses from financial instruments

(Continued)

Basis of calculation of interest income (Continued)
Evidence that a financial asset is credit-impaired

includes the following observable events:

—  significant financial difficulties of the debtor;

delinquency in interest or principal payments;

F— AR

2. TESHBEBE (&)

(10) FEBBREERE (&)

(i)

a breach of contract, such as a default or

— it becoming probable that the borrower

will enter into bankruptcy or other financial

reorganization;

— significant changes in the technological,
market, economic or legal environment that

have an adverse effect on the debtor; or

—  the disappearance of an active market for a
security because of financial difficulties of the

issuer.

Write-off policy

The gross carrying amount of a financial asset
or finance lease receivable is written off (either
partially or in full) to the extent that there is no
realistic prospect of recovery. This is generally the
case when the Group determines that the debtor
does not have assets or sources of income that
could generate sufficient cash flows to repay the

amounts subject to the write-off.

Subsequent recoveries of an asset that was
previously written off are recognised as a reversal
of impairment in profit or loss in the period in

which the recovery occurs.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

e B HmRME (&)

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

(10) Credit losses and impairment of assets (Continued)

(ii)

Impairment of other non-current assets

Internal and external sources of information are
reviewed at the end of each reporting period to
identify indications that the following assets may
be impaired or, except in the case of goodwill, an
impairment loss previously recognised no longer
exists or may have decreased:

—  property, plant and equipment (other than
ownership interest in leasehold land and
buildings held for own use carried at fair
value);

- land and land use rights classified as being
held under an operating lease;

— investments in subsidiaries and associates
(except for those classified as held for sale or
included in a disposal group that is classified
as held for sale) in the Company’s statement
of financial position;

- goodwill; and

— intangible assets.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

RE MR (B)

For the year ended 31 December 2019 #ZE —F—NF+=-H=+—HIFFZF

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
(10) Credit losses and impairment of assets (Continued)
(iij) Impairment of other non-current assets

(Continued)
If any such indication exists, the asset’s recoverable
amount is estimated. In addition, for goodwill,
intangible assets that are not yet available for
use and intangible assets that have indefinite
useful lives, the recoverable amount is estimated
annually whether or not there is any indication of
impairment.

—  Calculation of recoverable amount

The recoverable amount of an asset is the
greater of its fair value less costs of disposal
and value in use. In assessing value in use, the
estimated future cash flows are discounted to
their present value using a pre-tax discount
rate that reflects current market assessments
of the time value of money and the risks
specific to the asset. Where an asset does not
generate cash inflows largely independent
of those from other assets, the recoverable
amount is determined for the smallest
group of assets that generates cash inflows
independently (i.e. a cash-generating unit).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
(10) Credit losses and impairment of assets (Continued)
(ii) Impairment of other non-current assets
(Continued)

Recognition of impairment losses

An impairment loss is recognised in profit or
loss if the carrying amount of an asset, or
the cash-generating unit to which it belongs,
exceeds its recoverable amount. Impairment
losses recognised in respect of cash-
generating units are allocated first to reduce
the carrying amount of any goodwill allocated
to the cash generating unit (or group of units)
and then, to reduce the carrying amount of
the other assets in the unit (or group of units)
on a pro rata basis, except that the carrying
value of an asset will not be reduced below
its individual fair value less costs of disposal (if
measurable), or value in use (if determinable).

Reversals of impairment losses

In respect of assets other than goodwill, an
impairment loss is reversed if there has been
a favourable change in the estimates used
to determine the recoverable amount. An
impairment loss in respect of goodwill is not
reversed.

A reversal of an impairment loss is limited
to the asset’s carrying amount that would
have been determined had no impairment
loss been recognised in prior years. Reversals
of impairment losses are credited to profit
or loss in the year in which the reversals are
recognised.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
e BRI (&)

For the year ended 31 December 2019 #ZE —F—NF+=-H=+—HIFFZF

2. SUMMARY OF SIGNIFICANT ACCOUNTING 2. TESHBEEXRBE (£Z)
POLICIES (Continued)

(11) Borrowing costs

(11) BEERA

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

(12) Government grants

Government grants are recognised in the consolidated
statement of financial position initially when there is
reasonable assurance that they will be received and that
the Group will comply with the conditions attaching to
them. Grants that compensate the Group for expenses
incurred are recognised as revenue in profit or loss
on a systematic basis in the same periods in which
the expenses are incurred. Grants that compensate
the Group for the cost of an asset are deducted from
the carrying amount of the asset and consequently
are effectively recognised in profit or loss over the
useful life of the asset by way of reduced depreciation
expense.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fRE BRI MEE ()

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
(13) Financial guarantees issued, provisions and
contingent liabilities
(i) Financial guarantees issued (i)

2. IR BERE (A
(13) BHBBER BERRARE

VE LR F S

Financial guarantees are contracts that require
the issuer (i.e. the guarantor) to make specified
payments to reimburse the beneficiary of the
guarantee (the “holder”) for a loss the holder
incurs because a specified debtor fails to make
payment when due in accordance with the terms
of a debt instrument.

Where the Group issues a financial guarantee, the
fair value of the guarantee (being the transaction
price, unless the fair value can otherwise be
reliably estimated) is initially recognised as deferred
income within trade and other payables. The fair
value of financial guarantees issued at the time
of issuance is determined by reference to fees
charged in an arm’s length transactions for similar
services, when such information is obtainable, is
otherwise estimated by reference to interest rate
differentials, by comparing the actual rates charged
by lenders when the guarantee is made available
with the estimated rates that lenders would have
charged, had the guarantees not been available,
where reliable estimates of such information can
be made. Where consideration is received or
receivable for the issuance of the guarantee, the
consideration is recognised in accordance with
the Group's policies applicable to that category of
asset. Where no such consideration is received or
receivable, an immediate expense is recognised in
profit or loss on initial recognition of any deferred
income.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
AR ME ()

For the year ended 31 December 2019 #ZE —F—NF+=-H=+—HIFFZF

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
(13) Financial guarantees issued, provisions and
contingent liabilities (Continued)

(i)

(i)

Financial guarantees issued (Continued)

The amount of the guarantee initially recognised as
deferred income is amortised in profit or loss over
the term of the guarantee as income from financial
guarantees issued. In addition, provisions are
recognised in accordance with note 2(13)(iii) if and
when (i) it becomes probable that the holder of
the guarantee will call upon the Group under the
guarantee, and (ii) the amount of that claim on the
Group is expected to exceed the amount currently
carried in trade and other payables in respect of
that guarantee i.e. the amount initially recognised,
less accumulated amortisation.

Contingent liabilities acquired in business
combinations

Contingent liabilities assumed in a business
combination which are present obligations at
the date of acquisition are initially recognised at
fair value, provided the fair value can be reliably
measured. After their initial recognition at fair
value, such contingent liabilities are recognised
at the higher of the amount initially recognised,
less accumulated amortisation where appropriate,
and the amount that would be determined in
accordance with note 2(13)(iii). Contingent
liabilities assumed in a business combination that
cannot be reliably fair valued or where not present
obligations at the date of acquisition are disclosed
in accordance with note 2(13)(iii).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fRE BRI MEE ()

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING 2. FEETBRBE (£)

POLICIES (Continued)

(13) Financial guarantees issued, provisions and
contingent liabilities (Continued)

(iiij) Other provisions and contingent liabilities

(13) BEBKER BERRARER
(%)
(iii) EMBEREAEE

Provisions are recognised for other liabilities of
uncertain timing or amount when the Group
has a legal or constructive obligation arising as
a result of a past event, it is probable that an
outflow of economic benefits will be required to
settle the obligation and a reliable estimate can be
made. Where the time value of money is material,
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economic benefits will be required, or the amount
cannot be estimated reliably, the obligation is
disclosed as a contingent liability, unless the
probability of outflow of economic benefits is
remote. Possible obligations, whose existence
will only be confirmed by the occurrence or non-
occurrence of one or more future 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 (CONTINUED)
AR ME ()

For the year ended 31 December 2019 #ZE —F—NF+=-H=+—HIFFZF

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

(14) Inventories and other contract costs

(i)

Inventories

Inventories are assets which are held for sale in
the ordinary course of business, in the process of
production for such sale or in the form of materials
or supplies to be consumed in the production
process or in the rendering of services.

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

The amount of any write-down of inventories to
net realisable value and all losses of inventories are
recognised as an expense in the period the write-
down or loss occurs. The amount of any reversal
of any write-down of inventories is recognised as a
reduction in the amount of inventories recognised
as an expense in the period in which the reversal
occurs.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fRE BRI MEE ()

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
(14) Inventories and other contract costs (Continued)
(ii) Other contract costs

2. TESHBEBE (&)

(14) GERAEMBENEAR (&)
(i) BtE#HEE

Other contract costs are either the incremental
costs of obtaining a contract with a customer or
the costs to fulfil a contract with a customer which
are not capitalised as inventory (see note 2(14)(i)),
property, plant and equipment (see note 2(4)) or
intangible assets (see note 2(8)).

Incremental costs of obtaining a contract are
those costs that the Group incurs to obtain a
contract with a customer that it would not have
incurred if the contract had not been obtained
e.g. an incremental sales commission. Incremental
costs of obtaining a contract are capitalised when
incurred if the costs relate to revenue which will
be recognised in a future reporting period and the
costs are expected to be recovered. Other costs of
obtaining a contract are expensed when incurred.

Costs to fulfil a contract are capitalised if the
costs relate directly to an existing contract or to
a specifically identifiable anticipated contract;
generate or enhance resources that will be used
to provide goods or services in the future; and
are expected to be recovered. Costs that relate
directly to an existing contract or to a specifically
identifiable anticipated contract may include direct
labour, direct materials, allocations of costs, costs
that are explicitly chargeable to the customer and
other costs that are incurred only because the
Group entered into the contract (for example,
payments to sub-contractors). Other costs of
fulfilling a contract, which are not capitalised
as inventory, property, plant and equipment or
intangible assets, are expensed as incurred.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
e BRI (&)

For the year ended 31 December 2019 #ZE —F—NF+=-H=+—HIFFZF

2. SUMMARY OF SIGNIFICANT ACCOUNTING 2. FESHBEERBEE (£)

POLICIES (Continued)

(14) Inventories and other contract costs (Continued)

(14) GERAEMBENEAR (&)

(ii) Other contract costs (Continued)

Capitalised contract costs are stated at cost less
accumulated amortisation and impairment losses.
Impairment losses are recognised to the extent
that the carrying amount of the contract cost
asset exceeds the net of (i) remaining amount of
consideration that the Group expects to receive in
exchange for the goods or services to which the
asset relates, less (ii) any costs that relate directly
to providing those goods or services that have not
yet been recognised as expenses.

Amortisation of capitalised contract costs is
charged to profit or loss when the revenue
to which the asset relates is recognised. The
accounting policy for revenue recognition is set out
in note 2(23).

(15) Contract assets and contract liabilities

A contract asset is recognised when the Group
recognises revenue (see note 2(23)) before being
unconditionally entitled to the consideration under the
payment terms set out in the contract. Contract assets
are assessed for ECLs in accordance with the policy set
out in note 2(10)(i) and are reclassified to receivables
when the right to the consideration has become
unconditional (see note 2(16)).

A contract liability is recognised when the customer
pays consideration before the Group recognises
the related revenue (see note 2(23)). A contract
liability would also be recognised if the Group has an
unconditional right to receive consideration before the
Group recognises the related revenue. In such cases, a
corresponding receivable would also be recognised (see
note 2(16)).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

e B HmRME (&)

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (Continued)

(15) Contract assets and contract liabilities (Continued)
For a single contract with the customer, either a net
contract asset or a net contract liability is presented.
For multiple contracts, contract assets and contract
liabilities of unrelated contracts are not presented on a
net basis.

(16) Trade and other receivables

A receivable is recognised when the Group has an
unconditional right to receive consideration. A right
to receive consideration is unconditional if only the
passage of time is required before payment of that
consideration is due. If revenue has been recognised
before the Group has an unconditional right to receive
consideration, the amount is presented as a contract
asset (note 2(15)).

Receivables are stated at amortised cost using the
effective interest method less allowance for credit
losses.

(17) Cash and cash equivalents

Cash and cash equivalents comprise cash at bank
and on hand, demand deposits with banks and
other financial institutions, and short-term, highly
liguid investments that are readily convertible to
known amounts of cash and which are subject to an
insignificant risk of changes in value, having been
within three months of maturity at acquisition. Bank
overdrafts that are repayable on demand and form an
integral part of the Group’s cash management are also
included as a component of cash and cash equivalents
for the purpose of the consolidated statement of cash
flows. Cash and cash equivalents are assessed for ECls
in accordance with the policy set out in note 2(10)(i).

Pledged bank deposits are not included in cash and
cash equivalents.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
e BRI (&)

For the year ended 31 December 2019 #ZE —F—NF+=-H=+—HIFFZF

2. SUMMARY OF SIGNIFICANT ACCOUNTING 2. TESHBEEXRBE (£Z)
POLICIES (Continued)

(18) Share capital (18) IR A<

Ordinary shares are classified as equity.

Incremental costs directly attributable to the issue
of new shares or options are shown in equity as a
deduction (net of tax) from the proceeds.

Where any group company purchases the Company’s
equity share capital (treasury shares), the consideration
paid, including any directly attributable incremental
costs (net of income taxes) is deducted from equity
attributable to the Company's equity shareholders until
the shares are cancelled, reissued or disposed of. Where
such shares are subsequently sold or reissued, any
consideration received, net of any directly attributable
incremental transaction costs and the related income
tax effects, is included in equity attributable to the
Company's equity shareholders.

(19) Trade and other payables

Trade and other payables are initially recognised at
fair value. Except for financial guarantee liabilities
(if any) measured in accordance with note 2(13)(i),
trade and other payables are subsequently stated at
amortised cost unless the effect of discounting would
be immaterial, in which case they are stated at cost.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fRE BRI MEE ()

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING 2. TESHBEEXRBE (£Z)
POLICIES (Continued)

(20) Bank and other borrowings (20) BT R HAbfE R

Bank and other borrowings are initially recognised at
fair value, net of transaction costs incurred. Transaction
costs are incremental costs that are directly attributable
to the acquisition, issue or disposal of a financial asset
or financial liability, including fees and commissions
paid to agents, advisers, brokers and dealers, levies
by regulatory agencies and securities exchanges, and
transfer taxes and duties. Bank and other borrowings
are subsequently stated at amortised cost; any
difference between the proceeds (net of transaction
costs) and the redemption value is recognised in the
income statement over the period of the borrowings
using the effective interest method.

Bank and other 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 the reporting period.

(21) Income tax

Income tax for the year comprises current tax and
movements in deferred tax assets and liabilities. Current
tax and movements in deferred tax assets and liabilities
are recognised in profit or loss except to the extent that
they relate to items recognised in other comprehensive
income or directly in equity, in which case the relevant
amounts of tax are recognised in other comprehensive
income or directly in equity, respectively.

Current tax is the expected tax payable on the
taxable income for the year, using tax rates enacted
or substantively enacted at the end of the reporting
period, and any adjustment to tax payable in respect of
previous years.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
e BRI (&)

For the year ended 31 December 2019 #ZE —F—NF+=-H=+—HIFFZF

2. SUMMARY OF SIGNIFICANT ACCOUNTING 2. TESHBEEXRBE (£Z)
POLICIES (Continued)

(21) Income tax (Continued)

(21) FREH (&)

Deferred tax assets and liabilities arise from deductible
and taxable temporary differences respectively, being
the differences between the carrying amounts of assets
and liabilities for financial reporting purposes and their
tax bases. Deferred tax assets also arise from unused tax
losses and unused tax credits.

Apart from certain limited exceptions, all deferred tax
liabilities, and all deferred tax assets to the extent that
it is probable that future taxable profits will be available
against which the asset can be utilised, are recognised.
Future taxable profits that may support the recognition
of deferred tax assets arising from deductible temporary
differences include those that will arise from the
reversal of existing taxable temporary differences,
provided those differences relate to the same taxation
authority and the same taxable entity, and are expected
to reverse either in the same period as the expected
reversal of the deductible temporary difference or in
periods into which a tax loss arising from the deferred
tax asset can be carried back or forward. The same
criteria are adopted when determining whether existing
taxable temporary differences support the recognition
of deferred tax assets arising from unused tax losses
and credits, that is, those differences are taken into
account if they relate to the same taxation authority
and the same taxable entity, and are expected to reverse
in a period, or periods, in which the tax loss or credit
can be utilised.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fRE BRI MEE ()

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING 2. TESHBEEXRBE (£Z)
POLICIES (Continued)

(21) Income tax (Continued)

(21) FREH (&)

The limited exceptions to recognition of deferred tax
assets and liabilities are those temporary differences
arising from goodwill not deductible for tax purposes,
the initial recognition of assets or liabilities that affect
neither accounting nor taxable profit (provided they
are not part of a business combination), and temporary
differences relating to investments in subsidiaries to
the extent that, in the case of taxable differences,
the Group controls the timing of the reversal and it
is probable that the differences will not reverse in
the foreseeable future, or in the case of deductible
differences, unless it is probable that they will reverse
in the future. Deferred tax assets and liabilities are not
discounted.

The carrying amount of a deferred tax asset is reviewed
at the end of each reporting period and is reduced to
the extent that it is no longer probable that sufficient
taxable profits will be available to allow the related tax
benefit to be utilised. Any such reduction is reversed
to the extent that it becomes probable that sufficient
taxable profits will be available.

Additional income taxes that arise from the distribution
of dividends are recognised when the liability to pay the
related dividends is recognised.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTI
e BRI (&)

For the year ended 31 December 2019 &Z —F—NWF+—-H=

2. SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (Continued)

(21) Income tax (Continued)
Current tax balances and deferred tax balances, and
movements therein, are presented separately from
each other and are not offset. Current tax assets are
offset against current tax liabilities, and deferred tax
assets against deferred tax liabilities, if the Group
has the legally enforceable right to set off current tax
assets against current tax liabilities and the following
additional conditions are met:

— in the case of current tax assets and liabilities,
the Group intends either to settle on a net basis,
or to realise the asset and settle the liability
simultaneously; or

— in the case of deferred tax assets and liabilities,
if they relate to income taxes levied by the same
taxation authority on either:

—  the same taxable entity; or

— different taxable entities, which, in each future
period in which significant amounts of deferred
tax liabilities or assets are expected to be settled or
recovered, intend to realise the current tax assets
and settle the current tax liabilities on a net basis
or realise and settle simultaneously.

COSMOS MACHINERY ENTERPRISES LIMITED e« AE##MEEERAA

NUED)

F— AR

2. TESHBEBE (&)

(21)

FrE®t (&)

REATR IR 48 88 ORI R TR A B I L
2y NEENHINRETERE
B -EARAHAANEEAELR L
BREREARHAEERAHHEA
BEZITEREN LEFTA TNIE
SMGEAE - RIARHIR R B E A A
HIMBERE AMEERAEER
B ELENARE:

- EARBBEAERAM: A
S5 851 B LR R 5 a8
ASEREEREEEE: %

- EREEREEELEE: W
HBERF-MBERR Nl E#
WZFEHRER:

- R—ERBEL: X

- WMRTRAZERBEML BH
ERKE—ERAMKEERE
EREHE CETERBARAGBEL
BENFEZRAMRIBEE
RIAVFREEEFERYHIAR
At E R ERAHIAE
ENMBERAAHRERE-



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fRE BRI MEE ()

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING 2. TESHBEEXRBE (£Z)
POLICIES (Continued)
(22) Employee benefits 22) EERA

(i) Retirement benefit costs (i) BEkEF

Payments to defined contribution plans under
the mandatory provident fund scheme, the ORSO
scheme and state-managed retirement benefits
scheme are charged as expenses as they fall due.

(ii) Profit-sharing and bonus plans

The Group recognises a liability and an expense for
bonuses and profit-sharing, based on a formula
that takes into consideration the profit attributable
to the Company’s shareholders after certain
adjustments. The Group recognises a provision
where contractually obliged or where there is
a past practice that has created a constructive
obligation.

(iii) Share-based compensation

The fair value of share options granted to
employees is recognised as an employee cost with
a corresponding increase in share option reserve
within equity. The fair value is measured at grant
date using the Hull White Trinomial Model, taking
into account the terms and conditions upon which
the options were granted. Where the employees
have to meet vesting conditions before becoming
unconditionally entitled to the share options, the
total estimated fair value of the share options is
spread over the vesting period, taking into account
the probability that the options will vest.

(ii)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

e B mRMEE ()

For the year ended 31 December 2019 #ZE —F—NF+=-H=+—HIFFZF

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
(22) Employee benefits (Continued)

(iii)

(iv)

Share-based compensation (Continued)

During the vesting period, the number of share
options that is expected to vest is reviewed. Any
adjustment to the cumulative fair value recognised
in prior years is charged or credited to the income
statement for the year of the review, unless the
original employee expenses qualify for recognition
as an asset, with a corresponding adjustment to
the share option reserve. On vesting date, the
amount recognised as an expense is adjusted to
reflect the actual number of options that vest
(with a corresponding adjustment to the share
option reserve) except where forfeiture is only due
to not achieving vesting conditions that relate to
the market price of the Company’s shares. The
equity amount is recognised in the share option
reserve until either the option is exercised (when
it is transferred to the share capital) or the option
expires (when it is released directly to retained
profits).

Termination benefits

Termination benefits are payable when
employment is terminated by the Group before the
normal retirement date, or whenever an employee
accepts voluntary redundancy in exchange for
these benefits. The Group recognises termination
benefits at the earlier of the following dates: (a)
when the Group can no longer withdraw the
offer of those benefits; and (b) when the entity
recognises costs for a restructuring that is within
the scope of HKAS 37 and involves the payment
of termination benefits. In the case of an offer
made to encourage voluntary redundancy, the
termination benefits are measured based on the
number of employees expected to accept the offer.
Benefits falling due more than 12 months after the
end of the reporting period are discounted to their
present value.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

e B HmRME (&)

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

(23) Revenue recognition and other income

(i)

Revenue recognition

Revenue is measured at the fair value of the
consideration received and receivable, and
represents amounts receivable for goods supplied
or service performed, stated net of rebates and
returns. The Group recognises revenue when the
amount of revenue can be reliably measured;
when it is probable that future economic benefits
will flow to the entity; and when specific
criteria have been met for each of the Group’s
activities, as described below. The Group bases its
estimates of returns on historical results, taking
into consideration the type of customers, the
nature of transactions and the specifics of each
arrangement.

Sales of products

Revenue from the sale of good directly to the
customers is recognised at the point that the
control of the inventory have passed to the
customers, which is primarily upon the acceptance
of the products by the customers. The customers
have full discretion over the products, and there
is no unfulfilled obligation that could affect the
customers’ acceptance of the products. The Group
collects cash or bank acceptance notes from the
customers before or upon deliveries of products
through banks. Cash or bank acceptance notes
collected from the customers before product
delivery is recognised as contract liabilities (Note
2(15)).

Installation services income
Installation services income is recognised when the
relevant services are provided.

The Group’s obligation to repair or replace faulty
products under the standard warranty terms, which
cannot be purchased separately and serve as an
assurance that the products sold comply with
agreed-upon specifications at the time of sale.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
e BRI (&)

For the year ended 31 December 2019 #ZE —F—NF+=-H=+—HIFFZF

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
(23) Revenue recognition and other income (Continued)
(i) Revenue recognition (Continued)
Finance lease income
Interest income from the finance lease is
recognised on a basis that reflect a constant
periodic rate of return on the net investment in the

(i)

finance lease.

Other income

(a)

Rental income receivable under operating
leases is recognised in profit or loss in equal
instalments over the periods covered by
the lease term, except where an alternative
basis is more representative of the pattern
of benefits to be derived from the use of
the leased asset. Lease incentives granted
are recognised in profit or loss as an integral
part of the aggregate net lease payments
receivable. Variable lease payments that
do not depend on an index or a rate are
recognised as income in the accounting period
in which they are earned.

Handling and services income are recognised
when services are provided.

Interest income is recognised as it accrues
using the effective interest method. For
financial assets measured at amortised cost
or FVTOCI (recycling) that are not credit-
impaired, the effective interest rate is applied
to the gross carrying amount of the asset. For
credit-impaired financial assets, the effective
interest rate is applied to the amortised
cost (i.e. gross carrying amount net of loss
allowance) of the asset (see note 2(10)(i)).

Dividend income is recognised when the
shareholder’s right to receive payment is
established prior to the end of the reporting
period.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

e B HmRME (&)

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

(24) Leases

At inception of a contract, the Group assesses whether

the contract is, or contains, a lease. A contract is, or

contains, a lease if the contract conveys the right to

control the use of an identified asset for a period of

time in exchange for consideration. Control is conveyed

where the customer has both the right to direct the use

of the identified asset and to obtain substantially all of

the economic benefits from that use.

(A) Accounting policies applied from 1 January
2019

(i)

As a lessee

Where the contract contains lease
component(s) and non-lease component(s),
the Group has elected not to separate non-
lease components and accounts for each lease
component and any associated non-lease
components as a single lease component for

all leases.

At the lease commencement date, the Group
recognises a right-of-use asset and a lease
liability, except for short-term leases that have
a lease term of 12 months or less and leases
of low-value assets. When the Group enters
into a lease in respect of a low-value asset,
the Group decides whether to capitalise the
lease on a lease-by-lease basis. The lease
payments associated with those leases which
are not capitalised are recognised as an
expense on a systematic basis over the lease
term.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

e B mRMEE ()

For the year ended 31 December 2019 L2 =%

2. SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (Continued)
(24) Leases (Continued)

—NE+_A=1—HIFE

2. TESHBEBE (&)

(24) K ()
(A) B=E—N&E—F—AEAH

(A) Accounting policies applied from 1 January

2019 (Continued)
(i) As a lessee (Continued)

Where the lease is capitalised,

the lease

liability is initially recognised at the present

value of the lease payments payable over the

lease term, discounted using the interest rate

implicit in the lease or, if that rate cannot

be readily determined,

using a relevant

incremental borrowing rate. After initial

recognition, the lease liability is measured

at amortised cost and interest expense is

calculated using the effective interest method.

Variable lease payments that do not depend

on an index or rate are not included in the

measurement of the lease liability and hence

are charged to profit or loss in the accounting

period in which they are incurred.

The right-of-use asset recognised when a

lease is capitalised is initially measured at

cost, which comprises the initial amount of

the lease liability plus any lease payments

made at or before the commencement date,

and any initial direct costs incurred. Where

applicable, the cost of the right-of-use assets

also includes an estimate of costs to dismantle

and remove the underlying asset or to restore

the underlying asset or the site on which it

is located, discounted to their present value,

less any lease incentives received. The right-

of-use asset is subsequently stated at cost less

accumulated depreciation and impairment
losses (see notes 2(4) and 2(10)(ii)).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

e B HmRME (&)

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
(24) Leases (Continued)
(A) Accounting policies applied from 1 January
2019 (Continued)

(i)

(ii)

As a lessee (Continued)

The lease liability is remeasured when there
is a change in future lease payments arising
from a change in an index or rate, or there
is a change in the Group’s estimate of the
amount expected to be payable under a
residual value guarantee, or there is a change
arising from the reassessment of whether the
Group will be reasonably certain to exercise
a purchase, extension or termination option.
When the lease liability is remeasured in this
way, a corresponding adjustment is made to
the carrying amount of the right-of-use asset,
or is recorded in profit or loss if the carrying
amount of the right-of-use asset has been
reduced to zero.

The Group presents right-of-use assets and
lease liabilities separately in the consolidated
statement of financial position.

As a lessor

When the Group acts as a lessor, it determines
at lease inception whether each lease is a
finance lease or an operating lease. A lease
is classified as a finance lease if it transfers
substantially all the risks and rewards
incidental to the ownership of an underlying
assets to the lessee. If this is not the case, the
lease is classified as an operating lease.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

RE MR (B)

For the year ended 31 December 2019 L2 =%

2. SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (Continued)
(24) Leases (Continued)

—NE+_A=1—HIFE

2. TESHBEBE (&)

(24) W (&)

(A) Accounting policies applied from 1 January
2019 (Continued)

(ii)

As a lessor (Continued)

When a contract contains lease and non-
lease components, the Group allocates
the consideration in the contract to each
component on a relative stand-alone selling
price basis. The rental income from operating
leases is recognised in accordance with note

2(23)(ii)(a).

When the Group is an intermediate lessor,
the sub-leases are classified as a finance lease
or as an operating lease with reference to
the right-of-use asset arising from the head
lease. If the head lease is a short-term lease
to which the Group applies the exemption
described in note 2(24)(A)(i), then the Group
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classifies the sub-lease as an operating lease. MEEAKEHEE
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2018 AR E T BE

Leases of assets are classified as finance leases

when the leases transfer substantially all risks

and rewards incidental to ownership of the assets

to the Group. All other leases are classified as

operating leases.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

e B HmRME (&)

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
(24) Leases (Continued)
(B) Accounting policies applied until 31 December
2018 (Continued)

(i)

Leases of land and buildings

Whenever necessary, in order to classify and
account for a lease of land and buildings,
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.

The land element is classified as an operating
lease unless title is expected to pass to the
lessee by the end of the lease term. The
building element is classified as a finance or
operating lease in the same way as leases
of other assets. The payments made on
acquiring land held under an operating lease
are recognised in the statement of financial
position as leasehold land and land use rights
which are stated at cost and are amortised
on a straight-line basis over the period of the
lease term.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
e BRI (&)

For the year ended 31 December 2019 #ZE —F—NF+=-H=+—HIFFZF

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
(24) Leases (Continued)
(B) Accounting policies applied until 31 December
2018 (Continued)

(i)

(ii)

Leases of land and buildings (Continued)

If the lease payments on a lease of land
and buildings cannot be allocated reliably
between the land and building elements at
the inception of the lease or the relevant lease
transfers the significant risks and rewards of
ownership of the land in accordance with the
criteria set out in HKAS 17, the entire lease is
classified as a finance lease, unless it is clear
that both elements are operating leases, in
which case the entire lease is classified as an
operating lease.

Finance leases

Lessee

Assets held under finance leases are
recognised in the statement of financial
position at amounts equal to the fair value
of the leased assets, or, if lower, the present
value of the minimum lease payments, each
determined at the inception of the lease.
The corresponding liabilities, net of finance
charges, on the finance leases are recorded
as obligations under finance leases. All assets
held under finance leases are classified as
property, plant and equipment, except for
those properties held to earn rental income
which are classified as investment property, in
the statement of financial position.

Depreciation and impairment losses are
calculated and recognised in the same manner
as the depreciation and impairment losses
on property, plant and equipment as set out
in note 2(4), except for the estimated useful
lives cannot exceed the relevant lease terms, if
shorter.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

e B HmRME (&)

For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
(24) Leases (Continued)
(B) Accounting policies applied until 31 December
2018 (Continued)

(ii)

(iii)

Finance leases (Continued)
Lessee (Continued)

Minimum lease payments are apportioned
between finance charge and the reduction of
the outstanding liabilities. The finance charge
is recognised in profit or loss over the period
of the lease term so as to produce a constant
periodic rate of interest on the remaining
balance of the liability.

Lessor

Amounts due from lessees under finance
leases are recognised as receivables at the
amount of the Group’s net investment in the
leases. Finance lease income is allocated to
accounting periods so as to reflect a constant
periodic rate of return on the Group’s net
investment outstanding in respect of the
leases.

Operating leases

Where the Group is the lessee, lease payments
under an operating lease are recognised as
an expense on a straight-line basis over the
period of the lease term. Where the Group
is the lessor, assets leased by the Group
under operating leases are included in non-
current assets and rentals receivable under the
operating leases are credited to the income
statement on a straight-line basis over the
lease period. Contingent rentals are charged
as an expense in the periods in which they are
incurred.
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For the year ended 31 December 2019 L2 =%

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
(25) Dividend distribution

Final dividends proposed by the directors are classified
as a separate allocation of retained profits within the
equity section of the statement of financial position,
until they have been approved by the shareholders in
a general meeting. When these dividends have been
approved by the shareholders and declared, they are
recognised as a liability.

Interim dividends are simultaneously proposed and
declared, because the Company’'s memorandum and
articles of association grant the directors the authority
to declare interim dividends. Consequently, interim
dividends are recognised immediately as a liability when
they are proposed and declared.

(26) Segment reporting

Operating segments, and the amounts of each segment
item reported in the consolidated financial statements,
are identified from the financial information provided
regularly to the Group's top management for the
purposes of allocating resources to, and assessing the
performance of, the Group’s various lines of business
and geographical locations.

Individually material operating segments are not
aggregated for financial reporting purposes unless the
segments have similar economic characteristics and are
similar in respect of the nature of products and services,
the nature of production processes, the type or class of
customers, the methods used to distribute the products
or provide the services, and the nature of the regulatory
environment. Operating segments which are not
individually material may be aggregated if they share
a majority of these criteria. A discontinued segment is
separately presented from continuing segments.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
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For the year ended 31 December 2019 #Z —F—NF+-H=+—HIFFZ

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

(27) Foreign currency translation

(i)

(ii)

Functional and presentation currency

Iltems included in the financial statements of
each of the Group’s entities are measured
using the currency of the primary economic
environment in which the entity operates (the
“functional currency”). The consolidated financial
statements are presented in HK dollars, which
is the Company’s functional and the Group’s
presentation currency. All values are rounded to
the nearest thousand except when otherwise
indicated.

Transactions and balances

Foreign currency transactions are translated
into the functional currency using the exchange
rates prevailing at the dates of